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velopment problem, these terms are irrelevant. “Lesser developed countries”
and similar expressions are more accurate. But they are used in connection
with a tendency to de-emphasize the actual differences between the rich and
the poor countries, and they thus become misleading. All these terms express
an escapist attitude. As things are, such an attitude is quite understandable, but
it introduces a temptation to deviate from clear thinking, which must be bluntly
honest and face the real issues.

The term “underindustrialized countries” does not have that fault, but it is
too narrow to express the meaning really intended. Feonomic development is
much more than industrialization. Indeed, the extent to which investments in
industry give rise to “spread effects” as opposed to “backwash effects” is an im-
portant problem for study in evaluating the relation of industrialization to a
country’s economic development.! This study should not be prejudiced by the
choice of terminology. As we demonstrate in the body of the book, there is a
tendency in discussing and planning development to expect industrialization
fo improve drastically the general economic situation in South Asia. In conse-
quence, too little emphasis is placed on agriculture, on raising levels of educa-
tHon and health, on increasing the volume of labor input, and on improving Ia-
bor efficiency in the economy as a whole. Such a tendency toward irrational
beliefs — apart from valuations that may be diverse —should not be fortified
by using the term “industrialization” to mean “economic development.”

This note on semantics throws light on the nature of the two closely related
problems of the sociology and the philosophy of knowledge, touched on in the
Prologue: the problem of understanding the forces tending to cause bias that
work on our minds when we study the underdeveloped countries in South Asia,
which certainly do not stop at the terminological level; and the problem of coun-
teracting these forces by adhering to strict logic if we are to attain objective
knowledge.

* Chapter 24, Sections 5-9.
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THE MECHANISM OF
UNDERDEVELOPMENT AND
DEVELOPMENT AND A SKETCH OF AN
ELEMENTARY THEORY OF PLANNING

FOR DEVELOPMENT

I

Circular Causation

1 Purpose and Scope

This appendix will seek to formulate in simple terms the logic of underde-
velopment, development, and planning for development. As in the rest of the
book, we shall be concerned only with the region of South Asia. Although
many of our arguments will apply also to other underdeveloped countries and
regions, and occasionally even to all countries, whether developed or under-
developed, and touch the foundations of economic analysis, we shall not pur-

- sue these wider implications but shall confine our analysis to concepts and

causal relationships that could be used for the study of our particular region.
Whether the empirical questions we shall raise, the logical criticism to which
we shall subject prevalent approaches, and the alternative way of analyzing
the problems we shall put forward —in short, whether our “theory™ applies
to other parts of the world and other branches of economics is a guestion that
lies beyond the scope of this book.

! See Preface and Prologue, Section 7.
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Part I of this appendix deals with the basic notion of circular causation,
which recurs, explicitly and implicitly, in much of the literature. Part II at-
tempts to clarify the social processes of underdevelopment and development
by examining certain categories of social conditions and their causal connec-
tions.* Parts I11 and IV deal with the theory of planning as an application of the
preceding analysis to government action, that is, to condifions in which policies
are adopted by public authorities with the specific intention of inducing
change in the prevailing social conditions in order to engender and direct de-
velopment.

A more technical treatment of economic models and their usefulness for
planning in South Asia and, in particular, of the use of the concept “capital/
output ratio,” elaborating on some ideas here discussed, has been relegated to
a separate appendix, 3.

2 The Idea of a “Vicious Circle”

An idea fairly widespread in the recent literature on underdeveloped coun-
tries is that the social processes in such countries tend to be dominated by
“vicious circles.” Thus Ragnar Nurkse refers to the “vicious circle of poverty”
and explains:

It [the concept] implies, of course, a circular constellation of forces tending to act
and react upon one another in such a way as to keep a poor country in a state of pov-
erty. Partioular instances of such circular constellations are not difficult to imagine.
For example, a poor man may be weak; being physically weak, his working capacity
may be low which means that he js poor, which in turn means that he will not have
enough to eat; and so on. A sitmation of this sort, relating to a country as a whole,
ean be summed up in the trite proposition: “a country is poor because it is poor.”®

What Nurkse here describes is a low-level equilibrium that perpetustes itself
and results in economic stagnation.’ He assumes that his poor man produces

1 An early attempt to use in a more systematic fashion the idea of circular causa-
tion as the basis for a study of underdevelopment and development was made in the
writer’s An American Dilemma, The Negro Problem and Modern Democracy, Harper
& Bros., New York, 1944, Chapter 3, Section 7, “The Theory of the Vicious Circle,”
pp. 75 f., and Appendix 3, “A Methodological Note on the Principle of Cumulation,”
pp. 1085 ff,, reproduced in Value in Soctal Theory, A Selection of Essays on Methodol-
ogy, Paul Strecten, ed., Routledge and Kegan Paul, London, 1958. See also Guonar
Myrdal, Economic Theory and Under-Developed Regions, Duckworth & Co. Ltd.,
London, 1957. For a critical note to this earlier attempt by the writer, see below, Sec-
tion: 9, p. 1875, footnote 1.

?Ragnar Nurkse, Problems of Capital Formation in Underdaveloped Countries,
Basil Blaclowell, Oxford, 1953, p. 4. Cf. his beok Some Aspects of Capitel Accumu-
lation in Underdeveloped Countries, Oxford University Press, Cairo, 1952.-

®The idea of a vicious circle in this stabic sense of forces balancing each other so
that the effect is stagnation, is now ubiquitous in the literature on underdeveloped
countries. See H. W, Singer, “Economic Progress in Underdeveloped Couniries,”
Social Research, Vol. 16, No. 1, March, 1949, The following are random examples:

“The term vicieus circle, as it applies to the environment in underdeveloped coun-
tries, refers to an inextricable interrelationship of cause-and-effect that operates so as
to imprison an economy in its own shortcomings. The notion is that a given effect, as
evidenced by whatever it is that happens to exist, acts as the cause leading to a sub-
stantially similar effect. In essence, the status-quo tends to perpetuate itself — becanse
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only enough food to keep himself in a state of health such as to maintain barely
this level of production.

If, however, Nurkse had assumed that his man produced less than this crit-
ical amount of food, a cumulative downward movement would be established.
It is this process that should properly be called a “vicious circle.” Nurkse's poor
man would become poorer because he is poor.’

of a process of circular causation.,” (Walter Krause, Economic Development, Wads-
worth Publishing Company, San Francisco, 1961, p. 20.)

“The vicious circle operates on both the supply and the demand sides. First, low in-
comes lead to low levels of savings and investment. The low rate of investment in
turn leads to the perpetuation of low incomes and the circle is completed. This is the
vicious cirele on the supply side. Second, the low rate of investment keeps productivity
and incomes low, Therefore, the purchasing power of the people in real terms is low.
This leads to a relatively low private marginal productivity of investment. Inducement
to invest being low, low incomes are perpetuated. This is the vicious circle on the de-
mand side.” (Raja J. Chelliah, Fiscal Policy in Underdeveloped Countries, Allen &
Unwin Ltd., London, 1960, p. 26.)

“Here, then, is one of the vicious circles so common in any analysis of underde-
velopment: underdevelopment yields low agricultural productivity, yields malnutii-
tion, yields low productivity, yields underdevelopment,” {Benjamin Higgins, Eco-
nomic Development, W. W. Norton Co., New York, 1959, p. 271.)

“If any attempt is made to lift any part of this mesh of interlocking vicious circles,
there is usually such a pull downward that any sustained progress becomes almost
impossible.” (8. R. Sen, “The Strategy for Agricultural Development,” Presidential Ad-
dress to All India Agricultural Economic Conference, 1959, New Delhi, 1959, p. 3.)

“Tt is not easy to see how this shortage of entrepreneurs can be overcome. Edu-
cation ean do much, but the best schocl for businessmen is business itself. It is by op-
erating in the business world that one gets knowledge and ideas about business. Here
also we face the familiar vicious circle. No entrepreneurs, therefore no development.
No development, therefore no entrepreneurs.” (B. B. Das Gupta, “The Theory and
Reality of Economic Development,” in Philip W. Thayer, ed.,, Nationalism and Prog-
ress in Free Asia, Johns Hopkins Press, Baltimore, 1956, p. 172.)

“An underdeveloped area is like a circle compressed by a chain whose main links
generally are poverty, overpopulation, ignorance and a static order evolved to fit the
requirements of a non-industrialized subsistence culture. To break out of this rigid
circle some link of that chain must be broken. Low food intake creates barely suffi-
cient energy to sustain life. Unless a surplus is produced, there is no possibility to ac-
cumulate the savings necessary to create more efficient production which in tum would
permit an accumulation of savings, neither is there enough to sustain the effort of
breaking out of the rigid pattern of social behaviour which is created by, and sustains,
the wnderdeveloped community.” (Frank J. Moore, “Some Aspects of Industrializa-
tion. and Cooperative Development in Underdeveloped Areas,” Indian Economic Re-
view, Vol. 1, No. 4, August, 1953, p. 1.)

“The utter inadequacy of the facilities [for education] that are being provided, in
relation to the needs, is well known. The economic backwardness of the country is
responsible, in part, for these deficiencies, but the low level of economic development
is itself, in a measure, a result of insufficient and faulty education.” (India, Govern-
ment of, Planning Gommission, The Firsi- Five Year Plan — A Draft Outline, New
Delhj, 1951, p. 219.)

1 This true vicious circle has been less frequently noted in the literature. Nathan
Keyfitz gives an illustration of it:

“. .. Java is overpopulated and poor; as its population grows further, there is pres-
sure from squatters who need land desperately and who take over the forest reserves.
The capacity of the soil to hold water is reduced and some of it is washed away, so
the food available is further reduced and pressure to take over more forest increases.

“Other instances are not hard to imagine. Some corruplon appears in & country; it
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But the process can alse be reversed and turned into a “virtuous circle.”
Nurkse’s example would then read: if a poor man is given more to eat, his
health improves, since he is physically stronger, his working capacity is
greater, which in turn means that he gets more to eat; and so on. The system
could, in other words, be thrown out of its low-level equilibrium of economic
stagnation and induced to describe a cumulative upward movement by im-
proving a worker’s productivity. If he is a subsistence farmer, he could be pro-
vided with frrigation, fertilizers, better seed, and tools and could be taught im-
proved agricultural techniques. He would produce more and have more to eat;
his health would be better, his working capacity further increased, and so on.
Soon he would be able to sell some of his increased produce and buy more in
the market to improve his production and consumption. Nurkse's proposition
would then read: a country is becoming richer because it is less poor and
therefore becoming richer?

Stagnation and the tremendous obstacles and inhibitions that thwart an un-
derdeveloped country’s attempts to emerge from stagnation and embark on
economic development are such important parts of reality that low-level equi-
Librium is well worth studying. But Nurkse’s metaphor explains very little —
though it does bring out that there is generally a causal interdependence be-
tween the various factars in the social system even outside the so-called “eco-
nomic factors,” and that it is conceivable that the social and economic system
remains in equilibrium. The problem is why in certain cases circular causation
perpetuates stagnation, or permits only minor and temporary movements
around a low-level equilibrium, but in others gives rise to a cumulative process
downwards or upwards, that is, a true “vicious” or a “virtuous” spiral. Is the low-
level equilibrium of stagnation “normal” in any particular sense? If so, why?

In every social system random changes are, of course, always occrring and
we would expect their net effect to be the initiation of a cumulative process

gives people the thought that their government may not be stable and that ruin is
ahead; this suggests to the individual the advisability of making something for himself
while the opportunity lasts; the spread of corruption makes other individuals fear that
the Hme of collapse is coming closer, and & vicious circle sets in which makes collapse
inevitable unless some new force enters. Or in the matter of security of the curreney:
the word gets about that the currency is not safe; people start to buy goods, and
prices begin to rise; there is fear of a further rise in prices, and further bidding for
goods; the vicious circle of inflation and lack of confidence runs on.” {Nathan Keyfitz,
“The Interlocking of Social and Economic Factors in Asian Development,” Canadian
Journal of Economics and Political Selence, XXV, No. 1, February, 1659, p. 39.}

1“Typical examples of such cumnulative processes are the following: Capital sup-
ply: increased ‘productivity: higher real income: higher capital supply, ete. Higher
demand: higher incentive to invest: higher productivity: higher demand, etc. Im-
provements in the quality of the labour force (literacy, better knowledge, improved
health, greater mobility}: greater productivity of labour; more resources to improve
education, health, mobility, ete.

“Reduced inequality: weakened revolutionary forces: stronger democracy: more
concessions to equality, etc. Higher incomes: atiraction of skilled men and capital:
reduced costs of communal services: lower rates and taxes: higher incomes, etc.”
{Paul Streeten, Economic Integration, Aspects and Problems, 2nd ed., A. W. Sythoff,
Leyden, 1961, p. 56.)
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in the one direction or the other. If this does not happen, is it because of
“thresholds” that prevent circular causation from initiating a cumulative proc-
ess? If so, what constitutes a threshold? When and how does circular causation
pass a threshold or thresholds and initiate cumulative change?

From the point of view of plarming, the problem is how to break out of the
equilibrium of stagnation and start a cumulative upward process. Nurkse was
fully aware of this political and dynamic aspect of the problem of circular
causation: “The circular constellation of the stationary system is real enough,
but fortunately the circle is not unbreakable. And once it is broken at any
point, the very fact that the relation is circular tends to make for cumulative
advance. We should perhaps hesitate to call the circle vicious; it can become
beneficent.™

8 The Theories of “Stages of Growth”

The idea of a “virtuous circle” has always been implied in the theories of
“stages of growth” — though never systematically demonstrated. We are here
concerned with two aspects of these theories: (1) the implied theory of circular
causation with cumulative effects; (2) the implicit systematic biases. The biases
operate through the selection of strategic factors on which interest is focussed
and of assumptions about their role in historical processes. This selection of stra-
tegic factors and of assumptions about their role remains essentially e priori,
however much illustrative material is amassed. It never is — and, in this teleo-
logical approach, it never can be — empirically verified or refuted. A funda-
mental preconception is, moreover, the similarity of evolution in different coun-
tries at different historical periods; this is why these theories can be, and are,
used for prediction. But similarity depends on the level of absiraction and the
choice of features compared. Such comparisons can be refuted only by demon-
strating that other principles of selection and comparison are equally possible —
and, of course, ex post that the predictions do not come true.

The theory that different countries at different times develop in a wumi-
directional process toward ever “higher” forms of production and society, so
that their history and their destiny can be conceived in terms of identifiable
“stages,” goes back at least two centuries,® even if one does not count in the

1 Problems of Capital Formation in Underdeveloped Countries, p. 11.

Or, as Harvey Leibenstein expressed it:

“If we continue to think in terms of vicious circles, and it is sometimes a convenient
shorthand mode of thinking about the problem, at some point we have to explain how
the vicious circle can be broken. It is here that the critical minimum effort idea ap-
pears. . . .

“From what has been said, it should be clear that the minimum effort idea is both
consistent with the vicious circle notion and at the same time offers a way out. In
other words, the only reason the vicious circles appear vieious is because it is so very
difficult to find and marshal stimulants to development that are of sufficient magni-
tude.” { Economic Backwardness and Economic Growth, John Wiley & Sons, New
York, 1957, pp. 96, 98.) CE. the writer's works cited in footnote 1, p. 1844,

? On the history of the doctrines of stages there is a large literature. For two more
recent surveys sec Edgar Salin, “Unterentwickelte Linder: Begriff und Wirldichkeit,”
Kyklos, Vol. XIX, 1959, Fasc. 3, and Bert F. Hoselitz, “Theores of Stages of Eco-
nomic Growth,” in B. F. Hoselitz ¢f al., Theories of Economic Growth, Free Press
of Glencoe, 111, 1960, pp. 193-238.
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speculations on the development from “the natural state” that were so prevalent
in the writings throughout the Enlighterment era and were presented by Adam
Smith ir amplified form in his The Wealth of Nations. Tt represents a type of
philosophizing or theorizing about history of which most historians are suspicious
and critleal: first, because in adjusting the facts to the theory it does violence to
what they know actually happened; and, secondly, because it frequently serves
transparent political aims. Historians do, of course, arrange their data by pe-
riods for purposes of description and presentation. The criterion of division is
the occurrence of a major change in a sequence of events whose direction they
are studying, But the demarcation is, in principle, assumed to be empirical; it
does net stem from any consciously conceived “philosophy” or “theory” of his-
tory. Admittedly, some historians have strayed from this principle. Arnold
Toynbee has done sa on a monumental scale, and he has been severely cen-
sured by his professional colleagues for selecting his voluminous evidence to
suit his “philosophical” or “theoretical” thesis. Ironically, the thesis he pro-
pounds is itself tautological, and hence neither provable nor refutable.

The grossly arbitrary selections of the “stage” builders convince the histo-
rians that their own empirical method is sound and that the “philosophical” or
“theoretical” approach is unscientific.’ So does the fact that the history of his-
toriography demonstrates that, one after another, most of the “stage” theories,
after a brief period of popular appeal and excitement, fall into oblivion, while
the humbler and less dramatic efforts to establish “what actually happened”
continue to increase cur stock of historical knowledge. It is the journeyman

* This is the essence of Gerschenkron’s eriticism:

“The regularity [according to which all economies are supposed to pass through the
same individual stages as they move along the road of economic progress] may have
been frankly presented as an inescapable ‘law’ of economic development. Alterna-
tively, the element of necessity may have been somewhat disgnised by well-meant,
even though fairly meaningless, remarks about the choices that were open to so-
ciety. (See Rostow, The Stages of Economic Growth, pp. 118 £.) But all those
schemes were dominated by the idea of uniformity. Thus, Rostow was at pains Lo
assert that the process of industrialization repeated itself from country to country
lumbering through his pentametric thythm. Accordingly, Soviet Russia was like ev-
erybody else and rather confidently expected in the end to be propelled by the ‘Bud-
denbrooks dynamics’ into the fifth stage of ‘high mass consumption.” Leaving er-
roneous literary allusions aside, there is, within a fairly wide margin, nothing wrong
in principle with an approach which concentrates upon the interspatial similarities
in industrial development. The existence of such similarities is very real. Their study
yields attractive simplicities, but it does so at the price of dismissing some refractory
facts which a historian will ignore at his own peril.

“There should be a fine on the use of words such as ‘necessary’ or “necessity’ in his-
torical writings. As one takes a closer look at the concept of necessity as it is appended
to prerequisites of industrial development, it becomes elear that, whenever the concept
is not entirely destitute of meaning, it is likely to be purely definitional: industriali-
zation is defined in terms of certain conditions which then, by an imperceptible shift
of the writer'’s wrist, are metamorphosed into historical preconditions. (It is not sur-
prising, therefore, to see Rostow at one point {p. 49) mix conditions and precondi-
tions of industral development very freely. )

“The recourse to tautologies and dexterous manipulations has been produced by,
or at any rate served to disguise, very real empirical difficulties.” { Alexander Gerschen-
kron, Economic Backwardness in Historical Perspective, Belknap Press of Harvard
University Press, Cambridge, 1962, pp. 355, 357.)
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craftsman, not the speculator, who to the ordinary historians represents the
best tradition of historical research.

Yet, for obvious reasons, the “philosophical” or “theoretical” approach to
history appeals to social scientists trying to establish laws of change in society.
The method of analysis by “stages” has tempted particularly those who have
sought realistic explanations of economic and social processes by employing an
mstifutional approach and drawing lessons from history. Among them have
been some of the great geniuses of social and economie speculation like List
and Marx, whe were also accomplished craftsmen working on historical mate-
rial. Within the framework of their arid theories of stages of development they
have made important and lasting contributions in almost all fields of social and
economic thought,® Indeed, as Knut Wicksell once pointed out, it is a hallmark

* As my colleague Professor Emst Stderlund, himself an historian, pointed out when
reading an early draft of this section, this is not to say that the ordinary “anti-phil-
osophical” historian is free from preconceplions, even if he succeeds in biding this
fact from himself by being naive about the problem of value premises in social re-
search. The view of history that is usually called the “empirical” but which he would
prefer to call the “genetic” and that can be said to be the one adhered to by most or-
dinary historians is focussed on the facts and the inferred relationships between facts
that have resulted in a situation, now or in the past, Since, however, the resulting situ-
ation is accepted as known and given, since the purpose of research is to demonstrate
how it must have come about, and since the selection from a large number of equally
possible sequences reflects a current interest, a normative element is concealed in
the notion of inevitability. The (implicit} end is mherent m and predetermined by the
“facts,” A double hias pervades this approach, viz., the selection from facts and exclu-
sion of hypothetical facts. Only some of the facts are selected to prove the non-pur-
posive achievement of a purpose, and hypothetical processes of development, assum-
ing different hehavior by one or more actors in the historical drama, are ignored. When
historians dismiss as “unhistorical” the question “what would have happened if . .. P,”
which comes so naturally to the social scientists, the historical necessity implied n
this dismissal is the “must” dictated by a purpose. All facks are contingent. Necessity
and inevitability are characteristics of logical deduction, in this case from the “re-
quirements” of the final situation. (Cf. Chapter 5, Sections 2 and 3.)

The anti-theoretical and anti-philosophical bias of many professional historians, es-
pecially in Britain, which leads them to suspect any attempt to move from the particu-
lar to the general, is thus at bottom a defense of their attempt to remain naive about
that element of teleology that is the essence of the “genetic” approach, however em-
pircal the presentation of what has happened. It is akin to a tendency in empirical
economics, breaking through now and then, to c¢laim that the researcher has been ap-
proaching the facts without any preconceived theory. (See Gunnar Myrdal, Value in
Social Theory, pp. 232 . et passim.}

On the European continent and in America, the challenge of social science has more
often forced historians to rise above details and reflect on the nature of historical ex-
planation, the role of bias in historical research, and the selection of evidence in rela-
tion to interest and the questions asked. There can be no “purely objective’” history in
the sense of describing “what has actually happened.” Ranke’s “wie es eigentlich
gewesen” calls for the impossible. All historical research, like other social research,
must begin with questions guided by interest and must select, evaluate, and appraise.
But to say that an object looks different from different angles is not the same as say-
ing that the object can take on any shape. Full methodological clarity the historians
will not achieve until they, too, recognize the necessity of working with explicit value
premises and begin to clarify the role of these in objective research and the basis that
should be found for them. See Prologue, Section 9.

2 This is seldom fully recognized in modern writings, partly through ignorance, just
as the origin of theorems is forgotten. But as always, ignorance is opportune (Pro-
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of great scholars that, regardless of the approach and method they use—
sometimes despite them — they create new insights.

The multitudinous theories of development stages' share some general and
methodological traits worth noting. From an abundance of historical conditions
and events, the theories select and highlight cerfain factors thought to be
significant for development.? Secondly, they assume cerfain relationships be-
tween changes in those factors and between them and the entire social struc-
ture. From a logical point of view, the differences between their doctrines
appear as a consequence of differences in this selection of operational factors
and their assumed relationships. All exponents of this approach are, to some
degreo, aware of its arbitrariness and try to protect themselves by numerous
reservations.® In fact, they often arrange their illustrations so as to show differ-
ences in the historical processes they analyze. But in spite of this insight, and
in clear contradiction to it, all of them are convinced that their analysis in terms
of stages is broadly true of what is empirically known.* They are even con-
vinced that their analysis represents a valid theery of change in societies —
that is, of development.®

logue, Section 6; Chapter 21, Section 7}, and this is particularly true in régard to the
non-tecognition of the powerful impact of Marx on Western sociel science. Cf. Pro-
logue, Section 8; and Section 20 below.

1 The illustrations in footnotes to this and the following paragraphs are chosen from
a recent specimen of this doctrine of stages, W. W. Rostow’s The Stages of Economic
Growth, A Non-Communist Manifesto, Cambridge University Press, London, 1960. As
we shall see, it reflects in its teleclogical aspirations what we have called “the modem
approach,” to which critical references are made in several contexts in this book. In
particular, it reflects the systematic set of biases in the approach to the problems of
underdeveloped countries discussed in the Prologue. It has the virtue of illustrating
in a compressed and lucid form the methodological traits common to this approach
and brings out clearly the Yogical compromises and contradictions implicit in it.

2 Tn Rostow’s words: “We shall be concerned here, then, with certain ‘particular
factors of reality’ which appear to run through the story of the modern world since
about 1700.” (Ibid., p. 1.}

* Rostow's work contains the following: “I cannot emphasize too strongly at the out-
set, that the stages-of-growth are an ar'bll:rary and limited way of looking at the se-
quence of modern history; and they are, in no absolute sense, a correct way.” . .

“Once again, history is full of vadety: . . .” and: “The stages-of—growth analysis does
not pretend to explain all of history: there are factors at work, relating to the onset of
the great wars and power struggles of the twentieth century, which are quite inde-
pendent of the analysis presented in this book.” (Ibid,, pp. 1, 53, 118.)

* “This book presents an economic historian’s way of generalizing the sweep of mod-
ern history.” “It is possible to identify all societies, in their economic dimensions,
as lying within one of five categories: the traditional seciety, the preconditions for
take-off, the take-off, the drive to maturity, and the sge of high mass-consumption.”
(Ibid., pp. 1, 4.}

5 “The exposition begins with an impressionistic definition of the five major stages-
of-growth and a brief statement of the dynamic theory of production which is their
bone-structure,”

“These stages are not merely descriptive. They are not merely a way of generalizing
certain facthual observations about the sequence of development of modern societies.
They have an inner logic and continvity, They have an analytical bone-structure,
rooted in a dynamic theory of production.”

“They constitute, in the end, both a theory about economic growth and a more gen-
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This presentation of the stages of development — from “lower” to “higher”
—renders the whole approach teleological. By a teleological approach is
meant one in which a purpose, which is not explicitly intended by anyone, is
fulfilled while the process of fulfillment is presented as an inevitable sequence
of events. Originally, the purpose was explicitly God’s purpose unfolding itself
in history. But with the growth of rationalism “nature” replaced God, and
later such entities as “Zeilgeist,” “history” itself, “progress,” and more specific
notions such as the “invisible hand,” the “market,” “the logic of events,” ap-
peared as secularized versions of Providence. Common to these various ap-
proaches are three features: inevitability, unintended purposiveness, and
implicit valuation (though not necessarily that of the writer). The suggestion
of inevitability gives the stream of historical forces a stickiness that reduces
greatly the scope for maneuver, both in the past, ruling out hypothetical al-
ternatives, and in the present, ruling out planning, The unintended purpos-
tweness introduces terms like “natural progress” and “growth,” in which valua-
tions are disguised as descriptions, teleology as causality, and reason as nature.

As in Rostow's recent variation on this theme, so in those of List, Marx, and
all the other great precursors, behind the reservations lies a doctrine of his-
torical purpose inexorably unfolding itself. Each writer has a different destiny
in view; each adjusts his theory and his selections of illustrative material to fit
his preconceptions. Policies are allotted their role, positive and negative, to-
gether with other impulses and resistances to change. But in the teleological
setting, policies are not presented as having been adopted by men and organ-
izations that could have chosen differently. Instead, they are themselves part
of “objective” processes that serve the unchosen purpose. Events, policies, and
responses serving this purpose are presented as “functions” of certain situations,
or 25 being “in the nature of things,” or as “fulfilling certain regunirements.”
What is “inevitable” is not merely what follows frem certain causes but also
what serves certain ends — though not willed by anyone — and the two are
not clearly distinguished. It is as if we “explained” the fact that water is the
only substance whose specific weight “must be” lighter when frozen than
when liquid by the “fact” that otherwise we could not eat fish at Christmas.

The teleological approach leads to considerable logical confusion. On the
one hand, it leads its exponents to regard policies as themselves caused by and
emerging from development, or as mere elements in a historical process; on
the other hand, the norms hidden in their teleological intentions often lead
them to advocate certain policies as being “correct” from the standpoint of
these implicit norms.* Because of its teleological framework and, more particu-
larly, because of its basic assumption of similarity between development

eral, if still highly partial, theory about modern history as a whole.,” (Ibid., pp. 3, 12,
1. Italics added.)

*This basic confusion is plainly visible in the works of List and Marx and, of course,
Rostow. There are decisions, says Rostow, “that societies have made as the choices
open to them have been altered by the unfolding process of economic growth; and
these broad collective decisions, determined by many factors — deep in history, cul-
ture, and the active political process — outside the market-place, have interplayed with
the dynamics of market demand, risk-taking, technology and entrepreneurship, to de-
termine the specific content of the stages of growth for each society.” (Ibid., p. 15.
Italics added.) Immediately after this statement, and apparently unaware that he is
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processes in different countries' at different periods, the whole approach has
an inherent tendency to play down the importance of policies,® or rather to
organize them into the predetermined sequence of events. Even the “bad” pol-
icies — “bad” from the standpoint of the norms contained in the selected and
assumed telos — are turned into servants of development.”

shifting his logical basis, Rostow raises a number of plainly normative questions in
terms of “How . . . should the traditonal society react to . . . 7 (Italics added.)

! In Rostow’s variant also between the Soviet Union and the Western countries. “In
its broad shape and timing, then, there is nothing about the Russian sequence of pre-
conditions, take-off and drive to technological maturity that does mot fall within the
general pattern; although like all other national stories it has unique features, . . .”
(Ibid., p. 67; his Chapter 7, “Russian and American Growth,” pp. 93 f£.)

* There is a lalssez-faire clement inherent in all teleclogical speculation, in the sense
that the teleologician is confident that his scheme will be realized, and that interfer-
ence with it is futile. According to the theories of stages, development is bound to take
its course, predetermined by the teleclogical doctrine of the author. Mary, like the
classical economists, was not a planner, although many popular and some learned
writers assume that he was; see Gunnar Myrdal, Beyond the Welfare State, Yale Uni-
versity Press, New Haven, 1960, pp. 4 ff. “. . . the non-purposive achievement of a
purpose through a natural development, moving towards an end which is inherent in,
and predetermined by, the facts as they already exist, is the teleological conception
underlying not only Marx’s thinling but also the liberal economic doctrines in the
clagsical . . . line. Indeed, Marx, and even more emphatically, Engels, condemned as
‘unscientific’ the free-wheeling schemes of economic planning embraced by earlier
French and English socialists.” (1bid., p. 7.}

Belief in inevitability or in 2 general pattern of events is incompatible with govern-
ment planning toward freely chosen goals, yet it may inspire men to intense activity.
Since the historical process acts through men, molives, organizations, and insttutons,
not apart from them, the belief in inevitability neither logically nor psychologically
implies quietism. To be committed to the future, to speed up events, to acquire a
vested interest in the inevitable, are natural reactions, as is shown by Islamic fatalist
fanatics, Calvinists with their sense of predestination, and “Marxist” revolutionaries.
The notion that the future is on their side gives them strength and courage to act and
to force action through organizations, including the state. But, fundamentally, plan-
ning along the bracks of history can only speed up the historical process and planning
against them is futile.

In the one view historical destiny shapes us, in the other we shape our destiny.
In the teleological view, what will happen will happen; in the view of the planners
what will happen is open and depends on what we choose to-do.

?See also Hegel's antithesis, which turns the thesis into a “higher” synthesis, and
his notion of the “cunning of reason” by which the worst misery serves the end of
progress, the “rose of suffering.”

In Rostow’s formmlation: “Although imperial powers pursued policies which did
not always optimize the development of the preconditions for take-off, they could not
avoid bringing about transformation in thought, knowledge, institutions and the sup-
ply of social overhead capital which moved the colonial society along the transitional
path . . .” (Stages of Economic Growth, p. 27.) This statement is, of course, only a
more diplomatic expression of Marx’s harsher dictum: “England, it is true, in causing
a social revolution in Hindustan, was actuated only by the vilest interests, and was
stupid in her manner of enforcing them. But that is not the question. The question is,
can mankind fulfil #s destiny without a fundamental revolution in the social state of
Asia? If not, whatever may have been the crimes of England she was the uncon-
scious tool of Pistory in bringing abount that revolution.” (Karl Marx, “The British
Rule in India,” written in London, June 10, 1853; published in the New-York Daily
Tribune, No. 3804, June 25, 1853 — as quoted from K. Marx and F. Engels, The
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The mainspring of Rostow’s particular theory of the stages of development
~which has been quoted here because it is the last specimen of the genus
and because, despite the harsh eriticism by historians, it has influenced many
politicians and economists and given them a new vocabulary for popular use —
i3, of course, the rapid awakening in Western countries after the Second World
War of an intense interest in the development problems of the underdeveloped
countries, the political causes of which were suggested in the Prologue (Section
2). There we also sketched the nature of the specific biases that underlie what
we have called the “modern approach” and distort the views of students in both
Western and underdeveloped countries {Sections 3-6). This modern approach
tends to overlook or minimize the factors that make development so difficult in
the underdeveloped couniries or, conversely, that should necessitate radical and
comprehensive policy measures. A teleological doctrine encompassing world his-
tory for the last two hundred and fifty years that, behind all its reservations,
assumes a fundamental similarity between different countries at different
periods and a uni-directional course of development toward ever higher stages
thus acts as a detts ex machina.

Interest has been primarily focussed on the stage that Rostow has ingeniously
called the “take-off,” in analogy to the performance of an airplane that, after
accelerating on the runway, becomes afrborne. Leaving aside the infricate
question of what precise meaning this concept can have,* a take-off into “self-
sustained” development is what the articulate elites of all underdeveloped coun-
tries want their own societies to achieve and what we all hope they will achieve
with the least possible sacrifice. The incorporation of this concept into a teleo-
logical doctrine of stages of development makes that prospect seem not only pos-
sible but probable, even inevitable. True, Rostow covers himself with the reser-
vation that “it is still too soon to judge either the present Indian or Chinese
Communist take-off efforts successful.”® But that is not the main drift of his argu-

First Indian War of Independence 1857-1859, Foreign Langnapes Publishing House,
Moscow, 1959, Ttalics added.) This is, of course, the “invisible hand” of Adam Smith
that, for instance, leads smugglers to perform a usefu! purpose in enlarging the market
and intensifying the international division of labor.

* See below, Section 18.

¥ Stages of Economic Growth, p. 38.

8. R. Sen points out: “Moreover, it is importent to recognise that any ‘take-off’
may not turn out to be a ‘sustained take-off.” In fact, take-off may be of various types.
There may be an ‘ahortive take-off’ reminiscent of Baudelaire’s albatross. ‘There may
be a 'hauled take-off’ comparable to that of a glider which just helps to raise the
economy to a higher level but where further progress is limited. There is again the
‘assisted take-off’ as in the case of an aeroplane catapulted from an aircraft cartier
where the initial push is only a precursor of far reaching progress in future. Lastly,
there is the ‘self-propelled take-off’ of the space rocket which once it crosses the gravi-
tational pull will not come back to earth again. It is obvious that the strategy for agr-
cultural development has to be so devised that the take-off is not of the first two types
and is at least of the third type, if not the fourth.” {“The Strategy for Agricultural
Development,” p. 8.)

“Some of the recent wrilings inebriated by growth models are too confident that
take-offs always result in soaring flights, forgetting that regions and economies can
‘come a cropper.” ” { Streeten, Economic Integration, Aspects and Problems, p. 60.)

Rostow can express his full agreement with such statements and he can point out
that he has made the same reservation himself.
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ment. Thus a litile further cn in the text he speaks of “the fact that the whole
southern half of the globe plus China is caught up actively in the stage of pre-
conditions for take-off or in the take-off itself” and refers to “their [the under-
developed countries’! foreseeable maturity.™

The observations made explain why the theory of underdevelopment and
development as we conceive it (see Part II of this appendix) cannot employ
the old framework of stages of growth. It must be purged of teleclogy and for-
mulated in such a way that the valuations are brought out as explicit value
premises.”

We must remember that the approach 'we have criticized contains the no-
tion of circular causation, and this is the reason for the remarks above. More-
over, insofar as its exponents have used illustrations from history or from con-
temporary events, they have been concerned with the causal relationships
between changes of conditions in the social system. Thus in the first stage,
when society is stagnant, circular causation works to perpetuate the low-level
equilibrium, as described in Section 2; this is what is usually, though wrongly,
referred to as the “vicious cirele.” But when the social system starts moving

* Rostow, Stages of Economic Growth, p. 92. Tialics added.

“For the central fact about the future of world power is the acceleration of the pre-
conditions or the beginnings of take-off in the southern half of the world: South-East
Asia, the Middle East, Africa, and Latin America. . . . Put more precisely, the take-
offs of China and India heve begun. Pakistan, Egypt, Iraq, Indonesia and other states
are likely to be less than a decade behind — or at least not much more, given the acute
pressures to modernize now operating on or within their societies.” (Ibid., p. 126. Ital-
ics added.)

“. .. it is as sure as gnything can be that, barring a global catastrophe, the societies
of the underdeveloped areas will move through the transitional processes /'md establish
the precondibions for take-off into economic growth and modernization. And they will
then continue the process of sustained growth and move on to maturity; that is, to the
stage when their societies are so stroctured that they can bring to bear on their re-
sources the full eapabilities of modern technology.” {Rostow, The United States in
the World Arena, Harper & Bros., New York, 1960, p. 412. Italics added. ). This is the
language of the visionary teleologician as surely as was Marx’s confident prediction
of the proletariat in the industrialized countries “expropriating the expropriators.”

Reflecting on the penultimate quotation, David Wightman, in a critical review of
Rostow’s book written from the historian’s point of view, also raises the problem of
the practical effects of the teleological doctrine: “To say, as Rostow does, that India is
in the take-off stage may be very encouraging to those who are moved by magical
phrases. But what if it proves to be wrong? What frustrations and disillusionments
might follow? Rostow plays down the ohstacles that might impede economic growth.
The message derived from historical analysis appears to be that the trick is not too
difficult, though it may appear so at the transition stage. This could be dangerous
and misleading optimism. There is a tendency for underdeveloped countries to ac-
cumulate technique and capital vet repudiate Western values, institutions and forms
of government. These non-economic elements in growth are the most difficult to
tackle, So they tend to be minimized by economic practiioners and theorists.” {Da-
vid Wightman, “The Stages of Economic Growth,” Il Politico, Vol. XXVI, No. 1, Uni-
versity of Pavia, 1961, p. 134.) I. M. D. Little makes a similar observation in “A
Critical Examination of India’s Third Five-Year Plan,” Oxford Economic Papers, Vol.
14, No. 1, February, 1962.

4 Prologue, Section 9.
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upwards, circular causation engenders a curmulative process: the “virtuous cir-
cle.” All the explanations of successive stages of development in these teleolog-
ical speculations contain elements of analyses of just such a cumulative process.

On the one hand, the institutional and historical interests of these writers
have tended to make the analysis of circular causation somewhat broader than
traditional economic theory. This is one reason why the writings of some of
them have had so substantial and healthy an impact on the development of so-
cial science. On the other hand, their arbitrary selection of significant factors
and their assumptions about the interplay of these —2 double bias that is
neither made fully explicit nor always guided by their respective teleological
infentions — have been detrimental to their research. In this respect, List and
Marx delved deeper into the empirfcal material and tried harder to assimilate
it and to clarify their concepts and terminology than did Rostow, whose ap-
proach is theoretically less rigorous, conceptually vaguer, and empirically more
supetficial.

We would emphasize, then, four features of the approach to development
in terms of stages of growth:

(1) There is implied a political motivation, though it is concealed in the
teleological reasoning of this approach suggesting inevitability, similarity, and
powerful historical forces against which “non-historical” action is futile. (Ros-
tow’s subtitle, “A Non-Communist Manifesto,” removes any lingering doubts
on this score, so far as he is concerned.)

{2) This bias is in the direction of laissez faire, not in the ordinary sense of
a do-nothing philosophy (List and Marx were certainly not adherents of laissez
faire in this sense), but in the sense that it is considered futile and “unhis-
torical” for the state or any other group to intervene with the intention of pro-
moting freely chosen objectives. If sufficiently compelling, the stages-of-
growth prognosis may itself influence the programs and actions of people,
parties, and governments and thereby alter the material analyzed in this prog-
nosis. The logical role of policy remains ambiguous: it is both part of the proc-
ess analyzed, in which the ends are implicit, and an advocated means to further
these ends whenever they are made explicit.

(3) The doctrines cannot—and do mnot attempt to— “explain” events,
least of all temporal or spatial differences in the character of development that
do not fit their preconceived pattemn.

(4) When challenged cn this latter ground the doctrines tend to withdraw
into qualifications and reservations that render them tautological and hence,
though then foolproof against criticism, empty of empirical meaning.

Tt is, however, precisely this continual shift from a specious set of proposi-
tions to an empty tautology that may strengthen the survival value of this ap-
proach. The tautology lends it an air of scientific truth, the speciousness an im-
pression of significance. Thus tautologies take such forms as the proposition
that countries grow because they have propensities to grow, where the test of
the presence of the propensity is actual growth;* or that civilizations flower be-

1 “There are, then, two ways of disHnguishing the propensities from the economic
decisions to which they relate and of indicating the sense in which they may be re-
garded themselves as conceptually quantitative. . . . the propensities would define a
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cause a suitable challenge meets with a proper response, where the test of the
suitability of the challenge is the flowering of the civilization; or that it is the
changing sequence of leading sectors that characterizes the stages of growth,
where leading sectors are simply those that happen to be ahead of the others;
or that industries are bound to grow at a decelerating rate beyond a certain
stage, where the definiion of industry abstracts from technical progress.'
Clearly, all such propositions can be given empirical content. But insofar as the
theories of the stages of growth contain empirical, and therefore refutable,
propositions, they tend to select factors and to analyze their relationships in a
manner that often neglects important differences in the experience of differ-
ent countries at different periods.

It should not be concluded from what has been said that generalizing from
empirical research or attempting to discover a common characteristic in the
history and experience of different countries at different periods is either un-
desirable or impossible.® Scholars like Simon Kuznets have shown that such

relation between the level of real income and allocation of resources to fundamental
science, applied science, and consamption. The propensity to apply pofential innova-
tions would show the quantitative relation between the level of income and the pro-
portion of potential innovations accepted. With a given populaton, the propensity to
have children would define the relation between changes in income and the number
of births.” {W. W, Rostow, The Process of Economic Growth, 2nd ed., Oxford Uni-
versity Press, London, 1960, p. 33.}

“By an alternative method, which is conceptually more precise but less susceptible
of statisdcal investigabion, one might regard the propensities as reflecting, for any
short period of Hme, the response of a society to changes in the vields believed to be
associated with the allocation of the resources in various directons. This approach
involves certain difficulties.” (Ibid., p. 34.)

1E.g., Rostow, Stages of Economic Growth, p. 13, and The Process of Economic
Growth, pp. 101 .

Whether, for example, the textile industry has followed a decclerating path de-
pends on the definition used: if synthetic fibres are excluded, the proposition is true;
if not, it is false. The more we disaggregate (e.g., specific processes of spinning or
weaving wool or cotton), the greater becomes the number of decelerating growth
paths in a growing economy if there is technical progress, and conversely. The suc-
cession: cotton, pig iron, steel, heavy engineering, shows deceleration in each sector,
but if we chose clothing, transport, and all forms of engineering, it would not,

24, . . there is, within a fairly wide margin, nothing wrong in principle with an
approach which concentrates upon the interspatial similarities in industrial develop-
ment. The existence of such similarities is very real. Their study vields aHractive
simplicities, but it does so at the price of dismissing some refractory facts which a his-
torian will ignore at his own perxil. Those who see the essence of industrialization in
the establishment of a strong and independent manufacturing enterprise need only to
look diagonally across the previous tabulation in order to find such an enterprise in
exdstence everywhere — in advanced England as well as in lagging Germany or in
very backward Russia. Seen in latum et in longum — which are the easy dimensions —
Russia is like Germany and Germany is like England. But to say this is to debar one-
self from looking into the depth of history, that is to say, from perceiving the indus-
trializabion in the making. What is the story of Central European industrializations
without the role of the banks in the process? What is the Russian industrialization
of the 1880s without the Ministry of Finance?

“The point, however, is not simply that these were important occurrences which
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generalizations are both possible and valuable. Research into the changing im-
portance of different sectors or the changing distribution of income by size, oc-
cupation, and region, or into sectoral savings, investment, capital/output ratios;
population trends, urbanization, and so on, forms an essential part of any com-
parative analysis of development. But such comparisons, precisely because
they try to take into account all relevant material, do not overlook differences
in nitial and subsequent situations or in their causes and effects. They yield no
all-embracing explanations; only limited insights.

In Chapter 14 we discuss the differences in initial conditions as between the
South Asian countries and the advanced Western countries when they were
at a more or less “comparable” level of development. In doing so we make no
use of the theory of stages of growth; in fact, the results of our analysis are not
compatible with that theory.-

4 The Malthusian Theory of Population and Other Models
of Circular Causation

The notion of circular causation, discussed in Sections 2 and 3, covers in-
stances in which a change in one condition causes changes in one or several
other conditions in the same direction from the point of view of development.
Thus in the second round the initial change is supported by consequential im-
pulses, which in turn give rise to repercussions, magnifying the initial change.
Circular causation thus starts 2 cumulative process in one direction or the other.

Tf, instead, an initial change in one condition gives rise to secondary changes
going in the opposite direction, the cumulative process will be hampered or
will even end in the restoration of equilibrium. The classical example of an
economic model that postulates self-correcting movements within fairly nar-
row limits, so that equilibrium is restored, is Malthus’ theory of population.
Like the stage theorists, Malthus begins with a “propensity” and a “yield.” The
“propensity” is the “passion between the sexes,” which he deems “in every age
so nearly the same, that it may always be considered, in algebraic language, as
a given quantity.™ The “yield” is the limited “power of the earth to produce
subsistence.” Tt is, of course, well known that Malthus’ predictions, which he
derived from his model, were mistaken because his assumptions were both in-
adequate and faulty. In particular he ignored the growth of imports of cheap

have just claims on the historian’s attention, What matters in the present connection
is that observing the individual methods of financing industrial growth helps us to
understand the crucial problem of prerequisites for industrial development.” (Ger-
schenkron, Economic Backwardness in Historical Perspective, pp. 355-356.)

1 In its simplest form, the theory assumes constant fertility rates and the tendency of
food production to increase less rapidly than population. Anything that has the effect
of raising real wages, whether redistribution from the rich to the poor, or a rise in la-
bor productivity due to improved techniques or to an increase in cooperating factors,
will tend to decrease mortality and speed up population growth. The resuliing in-
crease in the supply of labor will in time reverse the rise in wages and tend to lower
them again to the level at which they are just sufficient to cover the cost of reproduc-
ing the labor force. Mortality would tend to tise to that rate at which equilibrium be-
tween the size of the labor force and the demand for labor is re-established.
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food from abroad and underestimated the rapid rise of productivity in both agri-
culture and industry at home.

Leibenstein has recently formulated more rigorously the Malthusian model*
and other constructs. Some of his models are stable like Malthus’, higher per
capita income leading to population growth through falling mortality, and
hence to a reducton in incomes. Others are stable within a range but unstable
outside it, because, for example, higher investment, induced by the rise in in-
comes, outpaces population growth.” Others again are unstable throughout.

Leibenstein’s various models bring out the fact that the response to an ini-
tial impulse may either reinforce or counteract it. We can therefore construct
either Malthusian stable or fluctuating models or models of cumulative growth
or decline or, given certain thresholds, & combination of fluctuations and trends,
If one abstracts from all the other factors on which population growth depends,
everything in these models depends on the population response to income
changes. But income changes are only one of the determinants of population
growth and under South Asian conditions they are insignificant;® in any case this
response is only one among a series of forces making for or against stability,
just as the investment response is only one of many responses to an autonemous
rise in per capita incomes. Nor is the ceteris paribus assumption justified.

* “Briefly, the mechanism is as follows: Any event that increases incomes will, at
first, also increase the rate of population growth. This, in turn, implies an increase in
the labor force, and both capital and land per worker are accordingly reduced. Fur-
thermore, this tends to reduce income per capitz, which depresses the ‘induced’ rate
of population growth, if not the actual rate. The end result may be the sort of fluc-
tuations around an equilibrium subsistence income considered previously.” {Leiben-
stein, Economic Backwardness and Economic Grewth, p, 56.)

“This growth will oceur for one of two reasons. Either the growth in incomes will
be transformed into consumption that is conducive to the reduction of mortality rates,
or there may be secular changes that lead to improved knowledge, sanitation, or other
public health measures, that in turn reduce mortality rates. In any event, the conse-
quence of the operation of these forces will be an increase in the population size and,
assuming decreasing returns with respect to increases in labor, a consequent reduction
of per capita income. If the system is stable, the reductions in per capita incomes will
proceed apace until per capita income reaches a ‘subsistence equilibrium level” That
is to say, a level where the economy finds it possible just to replace those resources
that wear out during the period, and just to maintain the population. This, in brief, is a
description of a system that possesses a stable equilibrium with respect to average
income. The system permits the occurrence of outside events the initial effect of which
may be to increase resources per head, but eventually there js a return to the initial
equilibrium per capita income while other magnitudes remain at their expanded level.”
(Ibid., p. 20.)

* “This fmplies that unless the original increment in average income is large enough
the system cannot be unstable even under the favorable condition that the income
gain multiplier (M) is larger than the population multiplier {(m}. Furthermore, this
also implies that a small injection of new capital may fail to improve living conditions
in the long run, while a sufficiently large injection may succeed. Thus, if a program to
increase capital resources cannot be carried out on a sufficiently large scale it may
not be worth while to attempt to canry out such a program at all.” (Harvey Leiben-
stein, A Theory of Economic-Demographic Developrnent, Princeton University Press,
Princeton, N.J., 1954, p. 58.)

2 Chapter 27, Sections 2, 7, 12, et passim.

*“We could, for example, have considered an X-function and & Z-function where
X represented those forces that were monotonic increasing functions of per capita in-
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Neither the forces resisting development nor those reinforcing it are independ-
ent of each other, We therefore cannot call any one of them crucial. Since, as
we shall see in Part II of this appendix, a series of retarding or reversing forces
are related to each other in such a way that the removal of one affects some or
all others, the social system does not permit simplification by singling out one
crucial force reversing development because several forces interact. Even
Leibenstein, who operates with several forces, tends to give principal stress to
population responses.*

Our discussion of the Malthusian model has brought out the great variety of
possibilities of interdependence. A number of forces may interact, each re-
sponding in an upward direction to an initial improvement, and yet the initial
equilibrium may be stable. Alternatively, there may be forces, acting either
independently or in response to the initial changes, that counteract the positive
forces and restore equilibrium. The initial equilibrium may be stable, so that
small varjations will tend to return the system to its initial state, or unstable, so
that small changes will move it further and further away. Theoretical models
in which small changes give rise to self-correcting movements that restore
equilibrium, while changes beyond a critical size lead to cumulative processes,
must assume certain thresholds at which the degree of sensitivity changes or at
which the strength of the counteracting forces is weakened or reversed.
Theories of the “mininaum critical effort” and the “big push” tend to be of this
type. We shall discuss these theories as they relate to the development prob-
lems of South Asian countries in the following parts of this appendix.®

11

Underdevelopment and Development

5 Categories of Conditions

We concetve of the situation in each South Asian country — as in any other
country — as a socigl system, The system consists of a great number of condi-

come which, above some income level, tended to raise incomes further, and below
some per capita income level tended to reduce them, while the Z forces reduced in-
comes, when incomes were above some specified level and raised them below that level.
. . . the main poink, of course, is that these abstract and simple models enable us to
see the process of economic change as one in which the outcome depends on a strug-
gle between conflicting forces thet operate simultaneously . . .” (Leibenstein, Eco-
nomic Backwardness and Economic Growth, p. 29.)

*A Theory of Economic-Demographic Development, p. 55, and Economic Beck-
wardness and Economic Growth.

* Knut Wicksell's theory of the cumulative process that results from a deviabion of
the natural from the market rate of interest is another example of the application of
the notion of circular ceusation. (Gunnar Myrdal, Monetary Equilibrinm, Willlam
Hodge & Co., London, 1939, pp. 24 f£.) The writer's early attempt to use in a more
systematic way the idea of circular causation in the study of underdevelopment and
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tions that are causally interrelated, in that a change in one will cause changes
in the others. We classify the conditions in six broad categories:

(1) output and incomes;

(2) conditions of production;

(3) levels of living;

(4) attitudes toward life and work;

(5) institutions; :

(6) policies.

This structure of categories represents the conditions in a country viewed
from the “economic” angle, which corresponds to the focus of the present
study. The conditions in the first three categories represent broadly what is
usually referred to as the “economic factors,” while categories 4 and 5 repre-
sent the “non-economic” ones; category 6 is a mixture and is usually considered
to belong to the “economic factors” when policies aim at inducing changes in
conditions 1-3, but not otherwise. Often only categories 1 and 2 are considered
in “ecenomic” analysis. In the social system there is, however, no up and down,
no primary and secondary, and economic conditions do not have precedence
over the others. The demonstration and analysis of the interdependence per-
vading the system could just as well have been made from another angle, and
the conditions classified in different categorles and in a different order. Such
classification would have covered the same social reality and would have had
the same analytical content.

We shall consider here only categories 1-5, leaving category 8 for separate
treatment in Parts III and IV of this appendix. The conditions in categories
1-5 are viewed as in different degrees “undesirable” from the point of view of
development. The general problem of valuations will be discussed in Part
HI, but we can broadly say that judging conditions, and changes in condi-
Hons, from the viewpoint of development represents the application of the
value premises of this stndy, discussed in Chapter 2. For the moment we are
simply assuming that in the South Asian countries the various conditions can be
categorically called undesirable because a one-way change in them is deemed
desirable for engendering and sustaining development. The meaning of de-
velopment will be clarified in Sections 6 and 7. A change of a condition in the
direction of greater desirability from the development point of view will be
called a change “npwards,” and one in the opposite direction will be called a
change “downwards.” To begin with, we shall assume uni-directional causal
relationships between the various conditions; a change in one condition will
be assumed to tend to change the others in the same direction, upwards or
downwards. In Section 11 we shall comment on exceptions to this rule.

We define the categories so that they refer to the national community as a
whole or to any sectlon, region, group, family, or individual — except the con-
ditions in the fifth and sixth categories (institutions and policies}, which can
refer only to the national community or any of the sectional or spatially smaller
communities. When no other sense is specified, we refer to the national com-
munity.

development, referred to in the second footnote to this appendix, was inspired by
Wicksell; see An Americen Dilemma, pp. 1065 ff.
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(1) Output and incomes. From an economic standpoint the most important
general characteristic of the state of underdevelopment of the South Asian
countries is low average labor productivity, and, consequently, a low national
product per member of the labor force; the other side of this situation is a low
national income per worker or per head of the population® For reasons given
in Section 7 below, this particular undesirable condition — low average labor
productivity and low national income per head — can, with a number of quali-
fications, be taken as an approximate indication of all the others, that is, as an
(imperfect) index of the level of underdevelopment in a country. It is not,
however, a definition of “underdevelopment,” nor is its upward change used as
2 definition of “development.”

(2) Conditions of production. Together with low output per worker and
low income per head another set of conditions affects the structure of the
economy and the direction and intensity of economic activity, which are causes
of low labor productivity and low income per head.

The industial sector, and particularly organized large-scale industry, is
small. Tn all other sectors, but especially in agriculture, crafts, and traditional
industry, techniques of production are primitive and capital intensity is low.
The savings/income ratio is low,® and therefore savings per member of the labor
force and per head are lower still® There is little enterprise, particularly in
lIong-term productive investments. The overhead capital in the form of roads,
railways, ports, power plants, and so forth, is inadequate. Labor utilization is
low in regard to participation and duration {which together determine labor
input), and labor efficiency.* This list can be enlarged and specified ad libitum.

These conditions are directly related to each other in the uni-directional way
mentioned above. Thus the low savings ratio tends to keep down the forma-
tion of capital. Crude production techniques are partly the result of low capital
intensity, insofar as more advanced techniques would require more capital
per man, The same is true of the distribution of the labor force between the
different sectors of the economy, and the relative size of these sectors: too
many are occupied in activities requiring little or no capital, too few in those
that require more capital and would raise output. Low labor input and low la-
bor efficiency are in part a result of primitive techniques and lack of capital,
wherever techniques employed and tools and machines available determine labor
input and efficiency.

These conditions are, moreover, causes of the conditions in category 1 —low
labor productivity and low incomes — while they are also, directly or indirectly,

1'We abstract from differences in age and sex distribution and from differences in
social customs with regard to work in different age and sex groups.

More generally, we abstract for the moment from the difficulties of aggregation in
the underdeveloped countries of South Asia. See Section 23 below and Appendix 3,
Section 5.

* For the difficulties of defining “savings™ see Chapter 12, Section 2.

 The relationship is as follows:

Savings Savings Labor Force Population

Income Labor Force Population Income
4 For a definition of these terms see Chapter 21, Section 15,
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caused by them. Thus low incomes keep down total savings {even though the
savings ratio in some income brackets is often remarkably high, compared with
that in similar groups in rich countries) and lead to the undesirable effects
mentioned above — low capital formation, poor techniques, low labor produc-
tivity.

(3) Levels of living. In the underdeveloped countries of South Asia levels
of living tend to be low for the mass of the people and to manifest specific
quantitative and qualitative deficiencies: insufficient food intake; bad housing
conditions; inadequate public and private provision for hygiene and medical
care; insufficient facilities for vocational and professional instruction and for
training at all levels; and, more generally, insufficient educational and culbural
facilities of all sorts.? '

The low levels of living are caused mainly by the low levels of productivity
and incomes. In the opposite direction the low levels of living cause low input
and efficiency of labor, which in turn are among the causes of low incomes.
This triangular causal relationship between productivity and incomes, levels of
living, and labor input and efficiency is among the crucial determinants of un-
derdevelopment.®

(4) Attitudes toward life and work. The prevailing attitudes and patterns
of individual performance in life and at work are from the development point
of view deficient in various respects: low levels of work discipline, punctuality,
and orderliness; superstitious beliefs and irrational outlook; lack of aleriness,
adaptability, ambition, and general readiness for change and experiment; con-
termpt for manual work; submissiveness to authority and exploitation; low ap-
titude for cooperation; low standards of personal hygiene; and so on.

To these attitudes should be added unreadiness for deliberate and sustained
birth control. The steep and accelerating rise in population in these countries
is a principal cause of poverty,” and birth control is the only means of checking
this trend since we cannot wish to increase mortality or even check its continu-
ing decline.*

All the other attitudes have indirectly the same effects by causing less fa-
vorable conditions of production under category 2, and by making the use of
incomes for the achievement of the highest possible levels of living less effec-
tive. Thus low standards of personal hygiene are detrimental to health, and
therefore to fitness for work and enterprise — apart from the ill health at-
tributable to the lack of medical facilities.

In the opposite direction of causation, these undesirable attitudes and pat-
terns of performance in life and at work are all, to some extent, a function of
the low levels of living and thus, indirectly, of output and income, at the same
time that they are a cause. Here is another causal relationship crucial for the ex-
planation of underdevelopment.

*In this system of concepts low levels of health and literacy and of other intellec-
tual aptitudes and capacities are not in themselves part of levels of living but the
consequence of them and of conditions under categories 4 and 5.

? Section 21.
! See Chapter 28, Part 1; and Section 10 below.
‘ Chapter 28, Section 9.
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(5} Institutions, The national community is also characterized by a num-
ber of institutional conditions unfavorable for economic development: notably a
land tenure system detrimental to agricultural advance; undeveloped institutions
for enterprise, employment, trade, and credit; deficiencies of national con-
solidation; imperfections in the authority of government agencies; instability
and low effectiveness in national politics; low standards of efficiency and in-
tegrity in public administration; ineffective organs for provincial and local self-
government; and a weak infrastructure of voluntary organizations — the insttu-
tional conditions which together constitute these national communities as “soft
states” in our terminology.” At the root of all these institutional debilities is a
low degree of popular participation and a rigid, inegalitarian social stratification.

All these institutional deficiencies are closely interrelated. So are attitudes
and institutions; attitudes generally support the institutions and at the same
time are supported by them. Through their effects on conditions in categories
2, 3, and 4 — conditions of production, levels of living, and attitudes toward
life and work — this whole set of unfavorable institutional conditions shares
responsibility for the low levels of productivity and low incomes and thus
also, indirectly, for the low levels of living. At the same time the low incomes
and the low levels of living and, in particular, the low levels of literacy and
education perpetuate the deficiencies in communal institutions.

The preceding enumeration and comments are in the broadest terms ot
“theory.” They are made to demonstrate in the abstract the mechanism of
causal interdependence of all the undesirable conditions in an underdeveloped
country. The analysis of this mechanism, to which this study hopes to contribute,
will have to do two things:

First, it must break up the broad categories, in order to make the list more
complete; define clearly and specify in greater detail the conditions for a fuller
analysis; and attempt to measure the conditions thus listed, defined, and speci-
fled.

Secondly, it must characterize the nature and measure the extent of their
interaction, that is, ascertain whether, and if so when, how, and by how much,
a change in one of the conditions causes any of the other conditions in the same
category or in other categories to change in the same direction.

{1)—(5) “Economic factors” versus attitudes and institutions. In generel,
the causal connections between the conditions in the first three categories de-
pend on the conditions in the “non-economic” categories 4 and 5, Many
economic models and the major part of the work on planning for development
in South Asfa are based on certain assumptions usually left implicit, or abstract
and unclear. The three main ones are:

(a) That analysis can be safely concentrated on the interaction of the condi-
tions in categories 1-3 and on those policies in 6 that are directed at in-
ducing changes in conditions 1-3. Frequently even category 3-is left
out of account.

(b) That the chain of causation between the conditions considered is not
impeded by attitudes and institutions.

1 Chapter 18, Sections 13 and 14 e passim.
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{¢) That the conditions under 4 and 5 (attitudes and instituions) are highly
responsive to changes in 1-3 or even 1 and 2.

The last and basic assumption often amounts to an acceptance, indeed an am-
plification, of the Marxian hypothesis that the whole culture is a supersbructure
erected on the “modes of production” and thus simply a function of the “eco-
nomic” conditions under 1 and 2. Hardly any attempt is made to test or prove
this hypothesis, which is usually merely implicit in the analysis. Alternatively,
various reservations and qualifications illustrated by selected examples are
made in the text, which, however, do not materially affect the main line of
reasoning and the inferences for policy drawn from it.*

In reality the attitudes and institutions are, as we shall point out, stubborn
and not easily changed, least of all indirectly. Little reliance can be placed on
the indirect effects of changes in categories 1-3 and still less in only 1 and 2.
Attitudes and institutions represent heavy elements of social inertia that ham-
per and slow down the circular causation within the social system among the
conditions in these categories. This, expressed in the most abstract terms, is the
general reason for adopting what is customarily called an “institutional ap-
proach,” which focusses the study of underdevelopment and development on
attitudinal and institutional problems.” For the practice of planning, this implies
the need for policies aimed at changing conditions under 4 and 5 directly and
the futility of relying on the indirect effects of changes induced by conditions
1-3,oronly I and 2.

{8) Policies. On the assamption of complete lgissez faire, that is, m the
ahsence of policies, the social system would, as a result of primary changes and
the interaction of all the conditions in categories 1-5, move in such a way that,
depending on the initial situation and the coefficients of response to changes of
the various conditions, there would be either an unchanged level of underde-
velopment, which is to say stagnation, or else development to a higher level or
a regression to a lower level, Policies, i.e., conditions in category 8, represent
induced changes, applied to one or several of the conditions in categories 2-5.
(Conditions under 1 cannot be influenced directly if we except pressure on
other countries to give grants.) Planning means coordination of policies in or-
der to attain or speed up development. Parts IIL and IV of this appendix will
be devoted to the problem of plan-induced changes in the social system.

8 Conditions Differ but the Approach Is Generally Applicable

Conditions differ widely, of course, among the several countries in South
Asia, as is pointed out in various parts of this study. Pakistan and India are
the poorest. Average income is three and a half times as high in Malaya — and
perhaps twice as high again in Singapore. The other countries fall between
these two extremes. Health and educational facilities are usually better in the

* To this we shall return in Sections 14 and 19-21 and in Appendix 3, Section 3. See
also Prologue, Sections 5-8.

® Prologue, Section 8, and below Sections 9, 19-21.
? See below, Sections 20 and 21, ef passim.
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less poor countrvies. Agricultural techniques, capitalization, and yields are
much higher on the plantations, particularly the large ones, most of which are
owned and managed by FEurcpeans. Plantations are more prominent in the
economies of Malaya, Ceylon, and Indonesia than in the other countries of the
region. In Southeast Asia more land is available for new cultivation. Among
the Chinese population in Malaya and in some of the other countries, there is
abundant enterprise. Some peasants also respond more to changes in profit-
ability within the framework of traditional agriculture. Serious under-nutrition
is a general cause of low labor efficiency mainly in India and Pakistan, though
qualitative deficiencies are present in all the other countries. India, on the
other hand, is further along the road to an indigenous industrialization. Na-
tional consolidation i3 more advanced in India and political life and adminis-
tration are marked by higher levels of efficiency and honesty there than in
most, if not all, of the other South Asian countries. On the other hand, India’s
social stratification is more inegalitarian and rigid. Natural population increase
is still somewhat lower on the Indian subcontinent — because of lower survival
rates, related to lower levels of income and of living, including public health
facilities -- than in most other South Asian countries, though very much higher
than in the Western world. But the less favorable relationship of population to
land and natural resources in India and Pakistan and the lower levels of income
that make it more difficult to reach a higher savings quota may be more detri-
mental to development on the Indian subcontinent than comparative rates of
population increase alone would suggest. This inference is strengthened when
we take into account the probability or near certainty that India and Pakistan,
with an already huge population base, will experience an increase in the rate of
growth unless, or until, more effective policy measures are taken to check new
births.

In measuring the levels of the various conditions subsumed under the first
five main categories, we shall also find important regional and sectional differ-
ences within each country. Individual differences are, of course, even wider,
depending mainly on the disposal of land and other wealth and, more generally,
on the position of individual in the social structure, which determines not only
their share of income, their levels of living, and, consequently, their health and
education, but also their attitudes, and thus their behavior in regard to the con-
ditions in category 2 and ultimately to all conditions in categories 1-53. But allow-
ing for these differences between and within the several national communifies,
all the South Asian countries regard themselves as “underdeveloped.”™ This is
important because the people’s desire for development — or rather the desire of
those who think, speak, decide, and act on their behalf — implies an interest
in inducing changes in all the conditions enumerated in the preceding section
— institutions, attitudes toward life and work, levels of living, conditions of
production, and, consequently, productivity and incomes. Unlike the geograph-
ical location, climate, and natural resources of these countries, the unfavorable
conditions enumerated in categories 1-5 are not fixed but can, in principle, be
altered by policies.

They are all in that sense “social” conditions. The social sciences today do not

* Appendix 1.
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reckon with inborn differences in capacities and aptitudes between the peoples
in South Asia and those in the rich Western or Communist countries. Heredi-
tary differences in physical and mental make-up tending toward a low level of
development in the countries of this area cannot be excluded, of course, but
they have not so far been demonstrated. On the evidence brought to light by
recent research on group differences in inherited qualities, we may legitimately
assume that, even if such differences exist, they cannot be large enough to con-
tribute substantially to the prevalence of these undesirable conditions. The
“development” at which every country in the region aims, and which, with
varying _effectiveness, it tries to promote by planning and state policies, is, in-
deed, defined as improvement in precisely those conditions in the social sys-
tem that are not rigidly imposed by nature.

‘When conditions are characterized as in various respects undesirable for an
underdeveloped country, this judgment is made not from the speculative and
a priori point of view of some form of “welfare economics”;* nor is it made
in terms of some postulated absolute ethical norms. The conditions are deemed
unfavorable simply from the point of view of the concrete development goals
of the people of that country or, more precisely, of these who in that country
decide policy. In particular, a moralistic attitude toward the conditions in our
fourth and fifth categories — attitudes toward life and work and community
institutions — has no place in an analysis such as this, concerned with causal
relationships. For its major assumption, exemplified above and discussed fur-
ther in the following sections, is mutual dependence through circular causa-
tion; this is also the main methodological hypothesis for the whole study.
The deficiencies in attitudes and institutions are viewed as being caused by
each other and by the deficiencies in (1) productivity and incomes, {2) con-
ditions of production, and (3) levels of living; these in turm have resulted, in
part, from the inherited framework of {4) attitudes and {5) institutions. Our
analysis assumes that the people in these countries are not by nature different
from those who have had a more fortunate economic fate; their circumstances
are simply the result of different conditions of living and working both now and
in the past.

Although our interest is focussed on the underdeveloped countries in the
South Asian region, the interdependence of various conditions of life and work
is, of cowrse, a general characteristic of organized society and thus present in
every national community, however highly developed. But a low level of de-
velopment has, as we shall find, important consequences not cnly for the
character but also for the strength of that interdependence.? Our assumption of
an entire social system of interdependent conditions has, for this reason, much
greater relevance in South Asia.

7 The Valuation of Chenges in the Social System and the Index of
Development

The uni-directional causal interdependence of the various undesirable con-
ditions in our list, which we have assumed as a first approximation, implies that

* See Section 14 below and Prologue, Section 9.
? See below, Sections 19 and 20,
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an upward change in any one of these conditions has, in addition to the “inde-
pendent” value attached to it, an “instrumental” value, dependent on the effect
of such a change on the upward movement of other conditions, and thus of the
whole system. The “independent” valuation may in turn be instrumental to
some values that lie outside the social system, or it may be desired for its own
sake.

The independent value of a change is most apparent for the components of
our third category: levels of living. Adequate food, better housing, improved
facilities for health, education, and training, and general improvement of cul-
tural facilities are all desirable in their own right and as means to the fuller de-
velopment of the human personality, and are to that extent independent of
their effects on other conditions and, in particular, on productivity and in-
comes. The independent positive valuation of an upward movement in condi-
tions in the social system other than levels of living is less evident. In the tradi-
tional valuations in an underdeveloped country some of the upward changes
in other conditions, and especially those In categories 2, 4, and 5, might even
be negatively valued Insofar, however, as people in an underdeveloped
country become more intensively interested in development, it can be seen
that all conditions tend to acquire an independent valuation in line with the
desire for development. The less desirable conditions for production and even
attitndes and institutional conditions that are adverse to development are in-
creasingly regarded as characteristics of backwardness and an independent
value is attached to their improvement, in line with levels of living. This is a
major effect of the spread of the modernization ideclogy. This tendency in an
underdeveloped country to attach an independent positive valuation not only
to development as a whole, but to each of the various changes in those inter-
dependent conditions that are in line with development, gives more force to
the urge for development itself.

Still more basic to the conception of development is, however, the notion of
a causal interdependence of the varicus conditions and the implied notion that
a change upwards in one of the less desirable conditions has an instrumental
value because of its ability to cause upward changes in other conditions. It is
this interdependence that makes it possible to regard those conditions as Form-
ing a “social systern” and to define development as the movement upwards of
that entire system. This definition of development — and the implied definition
of underdevelopment — clearly suffers from vagueness, particularly when we
want to specify a “rate of development.” The vagueness stems from the lack of
logical precision and homogeneity in the valuations. To bring to light this
vagueness, by determining its basis and its limits, serves logical clarity.” Con-
trariwise, to define development more precisely than is justified is logically
faulty and yields “persuasive definitions.”

The indeterminacy in the concept becomes apparent when we attempt to
measure it by an index. In the same way as the causal interrelationships of in-
dividual prices in a price system, also largely circular, allow the movement of
that system as a whole to be represented by a price index so, subject to the

* Chapter 3, Section 1 et passim.
? Chapter 2, Section 2; and Appendix 1.
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arbitrariness common to all indexes, the relative level of underdevelopment
and the movement toward levels of conditions that are higher from a develop-
ment point of view could, in principle, be represented by an index, calculated
as an average of the levels of the various interrelated conditions at a point of
time, weighted by the valuations attached to each component. In a sense, the
idea of an index measuring the position, and the changes in position, of the so-
cial system as a whole is implicit in the thought of that system and in the ap-
plication to that system of the dynamic conception of development.?

The weighting, however, is a much more complicated task. A change upwards
in any of the several conditions in this system has, as was pointed out, two types
of value: an independent value and an instrumental value depending on how
much it causes other conditions to move. Higher levels of nutrition and hous-
ing, or improved health, educational, and cultural facilities, are of course im-
portant improvements in themselves; at the same time, they raise, in varying
degree, labor input and efficiency and thus output. In the opposite direction,
higher Tevels of efficiency, income, and output are instrumental in raising the
level of Tiving. Mutatis mutandis the same is true of improved attitudes and
patterns of behavior in a great many respects, and of improved social institu-
tions, such as, for instance, more effective and honest administrations or social
orders free of caste distinctions. It is thus very difficult to arrive at an ac-
curate basis for weighting the several conditions in the social system. Indeed,
at the present stage of our knowledge of conditions in the South Asian coun-
tries and their interdependence it is impossible to attach weights with any de-
gree of accuracy, for two reasons: uncertainty about and the heterogeneity of
people’s independent valuations of improvements of the several conditions, and
lack of aceurate knowledge of the actual conditions and the causal interrela-
tionships that determine the instrumental value of an improvement in one of
the conditions for improving, directly and indirectly, the others. Subject to this
inescapable indeterminacy, the movement of the whole social system up-
wards 1s what all of us in fact mean by development. There is no escape from
this, if we want to be “realistic.”

In this situation, it is understandable and defensible that we turn to some
indication of development that is easier to ascertain and measure than the ideal
index. The rate of growth of the national product or income per head of the
population is then a natural choice. Two general observations are pertinent.
One concerns the reasons why — within wide margins of uncertainty — the
increase in national income per head can serve as an indication of the move-
ment of the entire social system. These reasons are, first of course, the basic
interdependence of all conditions that makes it pessible to conceive of them
as constituting a social system; secondly, the dominant importance of people’s
incomes for their levels of living; thirdly, our assumption that levels of living
are important, at least in the longer rum, even for attitudes, patterns of be-
havior, and institutions; and, fourthly, our knowledge that if the latter condi-
tions do not change or if they lag very much, this will show up by preventing
productivity and incomes from rising substantially. The second observation is
that “development” cammot be defined in terms of growth of national income

1 Myrdal, An American Dilemma, p. 1068.
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per head, but has to be defined as the upward movement of the entire social
system, It might be argued that anyone is free to define his terms in any man-
ner he wishes. But the difficulty with the term development is that we actually
mean something much broader, as we easily discover if we watch our own in-
ferences. The concept has also strong value connotations. We must avoid de-
fining development in a way that would give rise to contradictions between our
definition and the value implications the term carries in actual use,

A change in national income per head can thus never be used as more than
a rough and ready indicator of that more complex change in the whole social
system that we really want to record. This indicator is only a crude way of es-
timating development, not only for the wellknown reasons that every in-
dex is necessarily arbitrary, that the statistical basis in an underdeveloped
country, even for such basic magnitudes as production, income, and population,
is inadequate, and that income distribution, the age and sex structure, leisure
time, and so on, are neglected, butf also for two more fundamental reasons:
first, people’s desires for development actually include the desire to improve
many other conditions, which have independent as well as instrumental values
for them; secondly, the interdependence of all conditions is not such that sec-
ondary changes in response to an initial impulse from income are always rein-
forcing;* and when they are, their size is not proportional in all sectors and for
all groups and subgroups of conditions.

Still another note of caution should be sounded. The resort to a magnitude
like the increase in income per head as an indicator of development should
not be permitted to cause an undue concentration of interest on the more
easily accessible “économic” conditions and in this way bias the choice of
changes to be induced in the system, and thus of policies when planning for
development. Undoubtedly, however, this “definition” of development and the
concentration on the more sasily measurable factors are partly responsible, in
many countries, for turning planning in a more “materialistic” direction than
would be rational from the point of view of people’s actual valuations and of
what we know about how “economic” conditons are, in fact, influenced by
“non-economic” ones: this is recognized in a general way when it is said that in
the final analysis “development is a human problem.™

The term “national income” or “product” is not in itself a very clear concept.®
In the more than two hundred-year-old tradition of economic theory, the recog-
nition that magnitudes like the rate of growth of national income per head are
inadequate to account fully for our conception of development has, in princi-
ple, been allowed for in at least one respect, namely, by a general qualification
for income distribution. We cannot absiract, however, from distribution, be-
cause size and distribution of the national income are logically inseparable.*
Moreover, particularly in a changing society, the weights attached to the het-
erogeneous collection of goods and services that make up the “national income”

* See below, Section 11,
* See helow, Sections 19 and 20,
2 Chapter 11, Section 1.

! Gunnar Myrdal, The Political Element in the Development of Economic Theory,
Routledge and Kepan Paul, London, 1953, pp, 129 f,
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depend on attitudes, behavior patterns, and institutions, which in tumn change
as a result of development. Thus the problem is not merely how to make the
wants of different individuals commensurable, but also how to weight inter-
temporally, for any one individnal, his wants as they change in the process of
development, and how to weight his wants against his valuations, which may
be critical of the wants, and which also change as a result of the movement of
the whole social system. Precisely the same logical difficulties that inter-per-
sonal comparisons present in a static society, and that have led to the attempt
to distinguish between “real income” and “distribution,” are created in condi-
tions of development by inter-temporal comparisons — both between genera-
tions and within the life span of a single generation. But the difficulties go even
deeper. Not only do tastes change with development, but the valuations at-
tached to a system of tastes change also, and they change as a result of changes
in other conditions in the system. Although aggregate income is valued accord-
ing to tastes and/or valuations, its increase will change them. To judge the per-
formance of the system by standards that are partly its own creation is there-
fore circular.

8 Circular Causation and Cumulative Change

Let us rehwn to the basic concept of the social system. The underlying idea
is that the several undesirable conditions, abstractly categorized in Section 5,
“cause” each other, directly and indirectly. If these conditions for a country were
to be completely listed and specified so as to serve ideally the purpose of in-
tensive analysis, and if all the causal interrelationships were assessed cor-
rectly, we could give a full explanation in terms of eauses and effects, why
things are as they are at a particular point in time and why théy change as they
do, or why they do not change.

This is the sense in which, in regard to a stagnant society, we say that “a
country is poor because it is poor.” The movement of the system, if and when it
moves, would then also be fully explained. Qver a period of time a change in
any one of the conditions will tend to change other conditions. The important
thing is then that as the conditions have been defined and organized in our list
in terms of their being undesirable from the point of view of the development
goals, these secondary changes must generally go in the same direction as the
primary changes. We abstract for the moment from exceptions to this general
rule.! Each one of the secondary changes will then in its turn exert a tertiary in-
fluence on other conditions in the entire social system, including the condition
that had experienced the primary change, and so on. If initially the system was
in balance, the circular interdependence of the conditions in the social system
would thus give rise to a cumulative process of change of that entire system,
proceeding in the same direction as the primary change and affecting most or all
conditions in the system. IF, as is more probable, the system is not in balance but
already changing in one direction or another, and if there is not one primary
change but a number of simultanecus changes, the causal interdependence
within the system would also make this more complex process cumulative.

The primary changes can come from outside the social system — [or in-

! See SecHen 11.
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stance, by the accident of a good or bad monsoon that affects crops, or of
economic policy measures applied by foreign countries. Or they can be in-
duced by policy measures (category 6) taken within the country itself and
directed at improving one or several unfavorable conditions within the country.
The primary changes can be once-for-all, or they can operate over a limited
period of time, or permanently.

Prima facie this causal interdependence would seem to indicate a highly
unstable social system. It is, of course, conceivable that at a particular point in
time the various conditions should have attained precisely such levels as to
represent a balance between the forces. This would imply a perpetuation of
prevailing conditions from that point in time to the next. But, first, there would
seem to be no reason to expect that, except by rare chance, a social system
would ever fulfill the requirements of such balance. Secondly, the balance, if
established, would be broken as soon as some outside event or some policy’
intervention at home moved one or several of the conditions up or down. Any
such change in some conditions would tend to cause other conditions to move in
the same direction, and these secondary changes would, in their turn, result in
tertiary changes all around the system, and so on in a circular fashion. Nor-
mally, one might, on purely theoretical grounds, think that the social system
would regularly be moving in one direction or another since impulses to change
would be continually fed by circular causation with cumulative effects.

9 The Forces of Stagnation: (1) Time and Inertia

In sharp contrast to this expectation are not only the common experience of
“low-level equilibrium” in underdeveloped countries and the serious obstacles
to development policies, but more generally the astonishing stability of most
social systems in history. Balance, far from being the fortnitaus result of an un-
usual and obviously unstable combination of forces, seems to be the rule, not
the rare exception. The great bulk of historical, anthropological, and sociologi-
cal evidence and thought suggests that social stability and equilibrium is the
norm and that all societies, and underdeveloped societies in particular, possess
institutions of a strongly stabilizing character. Tn view of these findings the real
raystery is how they can escape from equilibrium and can develop. The West-
ern experience of scientific, technological, and economic advance may well be
unique: a series of extraordinary circumstances seem to account for the cumula-
tive process of development in Western history — even though the classical
economists attempted to explain it by the removal of restraints and thus as-
sumed a spontaneous tendency to develop. In this light the low-level equilib-
rium and the strong resistances to all attempts to overcome stagnation, charac-
teristic of most underdeveloped countries, no longer appear puzzling. They can
be explained by the forces that tend to perpetuate the status quo in the face
of impulses to change it. This and the following two sections will be devoted to
a preliminary analysis of these forces.

We should first note that the reactions of other conditions to a change in any
one of them are seldom instantaneous but usually delayed, often for a consid-
erable period. Sometimes there is no reaction in some of the conditions - and
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this becomes more important if it happens at an early stage, close to the initial
change, so that circular cansation via those conditions is stopped. A peasant who
has the opportunity of cultivating more and better land or of adopting a tech-
nology that will raise yields on the land he already cultivates will not avail
himself of these opportunities if he has no ambition to raise his level of living.

The reaction of workers to higher wages, or of peasants to higher prices for .

their products, may be to work less; their incomes do not then increase (though
their Ievel of living does move up if leisure is considered a component of it).
This type of hehavior in pre-industrial Europe and in colonial territories has
been given technical formulation in the backward-sloping supply curve.' Or in-
stitutional conditions, for instance in regard to land tenure, may be such that
the peasant can have little rational inducement to exert himself,

The existence of genuine “backward-slopers” in South Asia has been ques-
tioned. It is clearly true that Indians and other Asians living outside their na-
tive countries often show “forward-sloping” reactions. It may be opportunities
that are lacking, rather than the will to seize them, though the distinction is
not always easy to draw. Nevertheless, there can be no doubt that in the tradi-
tional setting of South Asian societies (excepting to an extent the Chinese)

many people are “survival-minded,” striving for nothing other than to preserve -

their customary low levels of living, The very notion of a supply curve of effort
is inappropriate, for it presupposes a calculation and weighing of - alterna-
tives, which is alien to a mentality whose aspirations are limited by custonr and
tradition, and it presupposes an institutional systemn in which efforts are
maiched by rewards. As always, attitndes and institutions support each other.
Although it is uncertain how widespread and deep-seated survival-minded be-
havior is, #t certainly is prevalentin many regions and strata in the South Asian
countries. But even where people have followed traditional patterns, the intro-
duction of higher monetary rewards may alter aspirations and reactions. More-
over, the introducton of cash payments, a direct attack on attitudes and institu-
tions through such policies as land reform and the replacement- of feudal by
contractual relationships may change the way people respond to rewards. But
such changes in attitudes and instititions may be difficult to engender or may
take time to realize.”

Even apart from atttudes and institutions, reactions to changes may be de-
layed or altogether absent.-An example is the direct relationship between levels
of nutrition, the physiology and psychology of workers, and labor input and ef-
ficlency. A rise.in nutriional levels should have some beneficial short-term
effects on workers” health and willingness and ability to work, and thus on pro-
duction and incomes. But the major effects may be delayed for years. Maxi-
mum improvement may not be realized until a new generation of workers, who
have enjoyed improved nutrition from childhood, .enters the labor force. And

* Chapter 21, Section 6.

It would follow, if workers did respond thus and the supply curve was symmetrical,
that a reduction in wage rates or prices would be the measure appropriate to initiate
development. Poll taxes imposed on poor indigenous peasants can be rationalized in
this way.

2 Cf. Part Five of this hook on the problem of labor utilization.
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these long-range effects may not occur at all if the rise.in nutritional levels is
only temporary. Circular causation that could give rise to a cumulative process
will then be stopped. Similarly, a lowering of nutritional levels, if- moderate
and if people remain above starvation, may have only minor short-term effects
on the quantity and efficiency of labor input, and more important ones only
gradually; the full effects may not be felt until the next generation, and then
only if the change has been a lasting one. The same is true for the effects of
other changes in levels of living and, behind those, of changes in incomes as
the main determinant of those levels.

But certainly the main resistance to-change in the social system stems from
attitndes and institutions (categories 4 and 5). They are part of an inherited
culture and are not easily or rapidly moved in either directiom. It will -take
time and endeavor for people to acquire discipline and habits of punctuality
and cooperation, to want to improve their lot, to overcome their contempt for
manual work, to become ready to experiment, and fo take risks and accept
change. And it will take time for the rHgidities of an inegalitarian social stratifi-
cation that supports these attitudes to begin to wear down in response to higher
income levels, to more and better facilities for education, and to greater mo-
bility, engendered by economic development. Again, a trend toward the im-
provement of defective community institutions - for example, increasing hon-
esty and efficiency in the collective organizations for national government, or
the spread and improvement of cooperatives and of local self-government —
should normally be expected as a Iong-range effect of rising production; in-
comes, and levels of living and, in particular, of education, which should
raise and improve popular participation. But all the existing community institu-
tions, like the attitudes that are fostered within them and at the same time up-
hold them, are part of the wider cultural setting, and the results of gradual ad-
vances in these other respects may be insignificant for a Iong time. Even in the
very leng i, attitudes and community instititions may stay much the same,
in spite of all efforts to raise educational levels, if the inegalitarian social stratifi-
cation remains rigid and the national community remains a “soft state.™

So far as both attitudes and institutions are concerned, the most important
immediate result of higher incomes and levels of living and of anything that
more easily and rapidly follows such a general development, may be, and
often is, to prepare the ground for, and make more effective, deliberate policy
measures directed specifically at improving the attitudes and reforming the
institutions themselves, if such policy measures are applied as additional in-
duced changes. Even under the most favorable constellation of all conditions,
policies designed to alter people’s attitudes and performance and to construct
more appropriate and effective community institutions will be difficult to apply
and will take time to bear fruit.

The probability that a primary change may not push the system over the
threshold into a cumulative process is greater if that change is once-for-all. But
even if the primary change is sustained, the sensitivity of all other conditions
to that primary change and the speed of their reaction will determine whether

* Chapter 18, Sections 13, 14, ef passim,
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a cumnlative process will be set off, and will acquire momentum, or whether
things will remain at the same level of stagnation or possibly move onto a
slightly higher equilibrium. An illustration of such a sustained change would
be the introduction of a system of compulsory primary education, which would
make literate successive generations of children and eventually the whole pop-
ulation. This process has begun in all the countries of South Asia but has gone
far only in Ceylon and Malaya. However, a rigid inegalitarian social struchure
may stubbornly resist improvements in popular education, The chain of causa-
tion from higher educational levels among a people to their readiness to press
for and carry out a land reform may thus involve a very long and uncertain
process; should a land reform be requisite for changing attitudes and sub-
stantially raising yields in agriculture, education will not, through this particular
chain of causation, react back on productivity. And continuing poverty will, at
the same time, mitigate the effectiveness of the primary efforts to raise edu-
cational levels.

A development start focussed on some of the conditions in category 2 — for
example, efforts of the government to carry out a policy of planning for de-
velopment by investments in the infrastructure and in new industries, perhaps
promoted by aid and credits from the richer countries —will result fairly
promptly in increasing ocutput and incomes in those particular sectors of the
economy. There should be “spread eflects” to other sectors, but if attitudes and
institutions do not respond, or respond only slowly, those spread effects will
be weak or absent® This is more likely to happen if the initial development
starts are restricted to small sectors of the naticnal economy and do not result
in a large rise in levels of cutput and income outside those sectors. But even
with a wider dispersal of development efforts and a wider impact on levels
of living among people in all sectors — which would have to be within limits
set by available domestic savings, foreign exchange, administrative resources,
and so on —the inertia of attitudes and ‘institutions may be formidable. The
check to development impulses from this kind of inertia is one of the main rea-
sons why a “take-off” may easily be abortive and not result in “self-sustained
growth,” to use the popular terms. It is just as true when the initial develop-
ment starts are due to the accident of favorable circumstances as when they are
induced by government policy.

We shall return to the practical planning problem in Part IV of this appen-
dix when discussing the reasons for coordinating policies and generating a
“balanced growth.” At the present stage of the argument we note only that
the request for “balance” in the development process has a much wider bear-
ing than on planning in regard to sectors, localities, and the time sequence of
investments and other economic development stimuli and restrictions. Plan-
ners are confronted with the problem of how to strengthen the generally weak
and tardy effects on attitudes and institutions exerted by the development
starts themselves and the more immediate induced changes in the incomes and
levels of living of some portion of the population,

* See Chapter 24, Sections 7-9.
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The general reason why this factor of inertia may prevent a development
process from becoming self-sustained or, at least, delay this event is that cir-
cular causation will give rise to a cumulative movement only when, by the in-
teraction of all conditions in the social system, a change in one of the condi-
tions will ultimately be followed by a feed-back of secondary impulses to a
further change of that particular condition big enough not only to sustain the
primary change, but to push it further.! Mere mutual causation is not enough to
create this process; otherwise the ubiquity of mutual causation would be in-
consistent with the widely observed stability of social systems, The relation-
ship between the size of the. coeflicients of response and the speed of the re-
sponse will determine whether mutual causation resulis in stable, neutral, or
unstable equilibrium. This means that the task of planning may be much more
difficult; planning riot only must set in motion initial and sustzined impulses,
but also has to try to alter the coefficients of response and speed up the re-
sponses if stability is to be transformed into a cumulative upward movement.

If this is not done, the social system will easily slip back to the earlier level
or move only to a new low-equilibrium level. The development starts will re-
main “enclaves” as in colonial dmes. That there are “thresholds™ to pass is a
well- known fact in psychology as well as in physiology; in economic theory this
thought is expressed by the concept of stability of equilibrivm within Kmits
and cumulative processes beyond them, so that the functional relationships of
the interacting variables are not linear.

10 The Forces of Stagnation: {2) Independent Counteracting
Changes

The likelihood that policy-induced changes of conditions will give rise to a
cumnlative process upwards of some considerable momentum is, of course, fur-
ther reduced if there are other changes working simultaneously in the opposite
direction.

All the South Asian countries are now, though in different ways and with dif-
ferent degrees of effectiveness, instigating development policies in many direc-
tions: they are investing i social and economic overhead facilities; initiating
indushies; introducing more rational techniques in agriculture and making
available irrigation, fertilizers, and tools; instituting and revitalizing organiza-
tions for provincial and local self-government and cooperation; improving edu-
cational and health facilities, and so on. They are receiving grants, loans, and
technical assistance from the more developed countries both in the Western
and the Communist orbit to facilitate these development policies. By them-
selves these induced changes, if they are big enough to overcome the factor of
inertia discussed in the last section, should be expected, through the interac-
tion of all the conditions in the social system, to push that system over the
threshold of low-level equilibrivm and so engender a cumulative process of
development; as these policies are being intensified, this process of develop-

1 The writer has in eatlier publications expressed himself with too little caution. I
am grateful to Trevor Swan for having pointed this out; see p. 1844, footnote 1.



APPENDIX 2

Mechanism of Underdevelopment and Development 1876

ment should gain momentum, the more so as in time even those conditions that
are slow to react also begin to change. This expectation would be more likely
to be fulfilled if the governments were wise and courageous enough to take
action against rigid and inegalitarian social structures and all the other attitudes
and institutions that are particularly stubborn and will, if unchanged, hamper
severely, or even block, the upward circular process.

But working against this whole complex of development policies are not
only the forces of inertia, which build up thresholds that must be passed in
order to release and speed the upward cumulative process. In all these coun-
tries there are also a number of changes, occurring independently and at the
same time as the application of development policies, some of which tend to
drag the social system downwards. The most important of these countervail-
ing changes is undoubtedly the population explosion.* In all South Asian coun-
tries the high and rising rate of population increase tends to influence incomes
and levels of living in a downward direction.® Therefore, if it continues, the
upward movement of the social system will be hampered and development
slowed down. The obstacles mentioned in the last section will then exert
greater force, locking the system into low-level equilibrium. In time, the rate
of population growth may even become the dominant influence on the social
system. A powerful intensification of development policies and of [oreign aid
may then be required merely to prevent stagnation or decline. In the end, if
the population increase continues and accelerates, these efforts might turn out
to be futile, The situation will be all the more serlous if, as seems established,’
such higher levels of living as can be expected in the foresseable future do not
result spontaneously in the spread of birth control and a substantia] lowering of
birth rates. This is the thought behind the insistence of demographers that, in
the long run, if lower mortality is not followed by lower birth rates, mortality
must rise again,

Another counteracting change is the deterioration in the trading position of
most South Asian countries that has come about hecause of a slackening of the
demand for their export preducts and a rise in their import needs.*

11 The Forces of Stagnation: (3) Counteracting Changes
Released by Development

One of onr assumptions has been that the causal interrelationships of all the
conditions in the social system, as listed in our five categories, are such that a
change in any one of them will tend to change the others in the same direc-
tion. It is for this reason that development efforts may through circular causa-
tion give rise to a cumulative upward process. Whether they do so or not, and
if they do, how fast the cumulative process will move the social system up-
wards, depends then on a number of things listed in the two preceding sec-
tions: the magnitude and persistence of the development efforts; the direc-

* Chapter 27.

? Chapter 28, Part 1.

 Chapter 27, Section 12.

* Chapter 13, Sections 1, 5, 12-15; Chapter 14, Section 4.
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tion and speed of movement of the social system because of independent
changes under way, some of which may be antithetical to development; and
the size and rapidity of the response of the conditions in catsgories 4 and 5 —
attitudes toward life and work and institutions —to changes in output, in-
comes, and levels of living. Tf in spite of considerable development efforts the
cumulative upward process slows down or is altogether frustrated, so that the
result is stagnation at the prevailing low level or slightly above it, this has to be
explained either by the presence of counteracting changes (Section 10), or by
the fact that some important conditions react so weakly or so slowly that the
feedback of sustaining and spurring stimuli is absent or weak (Section 9), or
by a combination of the two.

The basic assumption of uni-directional relationships within the entire social
system is, on the whole, realistic, as our observations in Section 5 have indi-
cated. Indeed, its realism and the opportunity this opens up of engendering
development by planned policies form the basis for what hope there is that
the underdeveloped countries in South Asia may succeed in lifting themselves
out of underdevelopment. There are, however, exceptions to this general rule,
when the secondary changes instead move the system in the direction opposite to
that of the policy-induced primary change.

The classic example of an attempt to demonstrate the operation of a strong
counteracting change resulting from development itself was the Malthusian
theory of how a rise in income per head and levels of living induced population
growth that wiped out that rise and returned the social system to its earlier
stage of underdevelopment.* In our study of the population problems in South
Asia, however, we have found the population increase to be a largely “autono-
mous” development, though the effects of rising levels of income per head and
of living might lead to a minor rise in fertility and a perhaps somewhat larger
decline in mortality.? There will certainly be a substantial decline in mortality in
all South Asian countries, but this will not on the whole be caused by develop-
ment there but by advances in medical science and technology and their pro-
gressive application in South Asia. The population outlook is very serious in
South Asia, but for the most part it should be classified as a counteracting
change, not released by, and dependent on, development itself but rather in-
dependent of it."

It is not difficult, however, to imagine numercus counteracting changes re-
sulting from development. The provision of irrigation works, for example, can
lead to destruction of soils —if adequate attention is not given to drainage,
and salination and waterlogging set in. The extension of cultivation in an area
may lead to deforestation, dangerous for the climatic balance —if care is not
exercised in choosing the new land for cultivation and reforestation is not ear-
ried out on other land. Schooling may have negative economic results if edu-
cational policy is not designed to prevent the newly educated from taking the
attitude that they are too good to “soil their hands.” Suffrage and greater

1 Section 4 ahove.
2 Chapter 27.
 Section 10.
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poliical participation such as that provided by local self-government may
strengthen the caste system by providing a new field for its operation if
menasures are not taken to stamp out caste feelings and the whole institutional
structure that supports them. Government controls may foster increased cor-
ruption if vigilance is not preserved. New legislation that is not enforced may
breed cynicism if administration of the laws is not strengthened.

We find in this book many instances in which circular caunsation has not, as
we have assumed up to now, operated uni-directionally. In all, or most, cases
where an induced or spontanecus change upwards in one or several conditions
has given rise to downward changes in other conditions, more purposeful plan-
ning could and would have prevented this regression. Rarely are such secon-
dary effects necessary if the planners are circumspect and the government is
prepared to act with determination. As, moreover, such counteracting changes
are exceptions, planning can proceed on the basis that circular causation has
mostly uni-directional cumulative effects, though they may be delayed or com-
pletely obstructed by independently occurring contrary changes.

111
The “Ideal Plan” and Planning as a Practical Art

12  Analysis in Terms of Ends

Part 11 of this appendix was devoted to a causal analysis of the mechanism
of underdevelopment and development in the South Asian countries. We fo-
cussed our attention on the undesirable conditions that constitute underde-
velopment, and the connections between changes in these conditions. In this
part and Part IV we shall consider the problem of planning for development.
This means that we regard the social system from the point of view of the sixth
category of the conditions listed in Section 5 — policies, and the coordination
of policies through planning, aimed at development.

We assume a government that wants to promote development, defined
along the lines laid down by the general value premises of this study.” The con-
ditions listed under 1 to 5 offer opportunities for, and raise obstacles to, the re-
alization of that desire. In the following, the term “obstacles” will refer more
particularly to conditions in categories 4 and 5, that is, attitudes and institutions.
The government is also consitrained by various inhibitions from using all the
means necessary to achieve development and from accepting fully its conse-
quences.” The actual course of change in the socizl system is the result of the
policies adopted by the government (category 6) and of all the other condi-
tions {categories 1-5). Also, the causal connection between those latter condi-
tions is influenced by the policy-induced changes.

* Section 7 above; Chapter 2, Section 4.

*The concepts “obstacles” and “Inhibitions,” and the abstraction from the complex
reality they imply, are clarified in Chapter 2, Section 2.
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The consideration of planning for development means that we shift from
the theoretical to the practical plane.! We reason in terms of means and ends
instead of causes and effects. As has been shown in various contexts in this.
study, the failure to distinguish clearly between analyses in causal and in final
terms has led to confusion and unnecessary controversy. The confusion has
been sustained by the heritage of teleological metaphysies — in which what is
and what ought to be are equated. This confusion is inherent in the philoso-
phies of natural law and utilitarianism, from which the social sciences evolved,
Tt still permeates their framework of implicit valuations. This influence is par-
ticularly strong in economics. It is concealed by the “objectifying” definitions

,of concepts, which are the means of keeping the valuations hidden. These
definitions are the teleological ballast that prevents the achievement of logical
clarity and opens the door to biases.” In the following discussion, as in the
whole study, we attempt to bring out carefully the value premises applied in
hoth the theoretical and the practical analyses.*

13 The “Ideal Plan”

Behind the general discussion of planning there is, mostly implicit but some-
times explicit,* the concept of an ideal or optimal plan. If only we could take all
relevant facts into consideration, it is thought, we could formulate and execute
a plan that would engender development more effectively than any other set of
policies.

Let us, in the light of the foregoing discussion of underdevelopment and de-
velopment, consider what this notion of an optimal plan implies. It presup-
poses, first, knowledge of relevant conditions and their causal connections.
Their initial magnitudes would have to be estimated and also their coefficients
of change. These coefficients would have to be complex because they would
vary with the direction, size, and speed of the change, and according to
whether it occurs autonomously or in response to changes in any one of the
other conditions —or a combination of several; the coefficients based on
changes in several condiions could not be obtained by simple summation.
Having gathered knowledge of the conditions and their relationships, we
would then require a set of value premises for planning, sufficiently specific to
solve the problem of optimization. In principle, the ideal plan would be con-
cerned with the execution of the set of policy-induced changes in conditions
that would move the social system upwards most effectively. Toe determine
that set and thus the plan, we would have to attach definite independent
valuations to the changes in conditions that, directly and/or indirectly, are the
zesult of the execution of the plan. These independent valuations may them-
selves be instrumental to some ends that lie outside the plan, or they may be

* See Prologue, Section 9, foomote 2, p. 32, for definitions of the terms “theoretical”
and “practical.”

* Prologue, Section 9; below, Secton 14,
? Chapter 2, Section 4.

i See, for instance, Jan Tinbergen, The Design of Development, Johns Hopkins
Press, Baltimore, 1958, pp. 36 f.
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final valuations attached to the resulting conditions for their own sake. Because
of circular causation between changes in conditions, the particular changes
directly induced by the policy measures that constitute the plan have, from the
planners” point of view, also instrumental value in furthering the objectives of
the plan either directly or indirectly, But only a few of the changes in condi-
tons can be considered by the planners as having only instrumental value.
Most either have, or will acquire, independent values also,

By following out this scheme we would then be able to say which policies,
inducing changes directly in certain conditions and indirectly in others, would
result in an optimal upward movement of the social system, given our knowl-
edge of conditions and their causal connections and given a set of value prem-
ises, specified sufficiently to allow the formulation of the ideal plan as infer-
ences from this knowledge and the postulated value premises.

There is no need to stress the impossibility of gaining even a fraction of that
full knowledge of conditions and their causal connections. Some of the signifi-
cant data needed are among the most inaccessible social relationships, still
largely unknown even in Western countries, where social research flourishes.
Even if the set of value premises needed for planning could be thought of in
terms of a volitional a priori,! their application would depend on our knowledge
of conditions and their relationships, because changes in conditions would have
to be considered in terms not only of their independent but also of their instru-
mental value, Moreover, not only the conditions but also the causal connections
between them will change, both unintentionally, because of the movement of
the social system as a result of all sorts of impulses to change, and intentionally,
as a result of policies directed at changing not only conditions but also their
interrelationships. The plan and its execution thus alter the material that was
assumed to be given. Obstacles to, and thus opportunities for, development will
be different at a future time as a result of development. And in drawing in-
ferences from the value premises the instrumental value of various changes will
then also alter.

What we have stressed so far s the impossibility of laying the basis for plan-
ning on a complete knowledge of the facts and the relationships between the
facts. This in itself should not, however, invalidate the notion of an ideal or an
optimal plan. To approximate and simplify is legitimate in all scientific en-
deavor and this principle applies fully to planning for development. But two

reservations should be stressed. First, our knowledge of facts is exceedingly
" meager in South Asia. Ratonally this should inspire a much greater humility
than is usually demonstrated by the plan-makers and the economists who speec-
ulate about planning. Secondly, levels of living, attitudes, and institutions (cate-
gories 3-5) are of primary importance for the development effects of any in-
duced change in incomes and production and in conditions of production (cate-
gories 1 and 2). This should exclude madels of planning that do not take these
conditions into account; to this we shall come back in Sections 19-21 and Ap-
pendix 3.

But in addition to the empirical difficulties of ascertaining the relevant facts

* The difficulty on that score will be commented on later in this section.
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and the relationships between them, there are logical difficulties. They relate
to the introducton of the value premises, The broad value premises, accounted
for in Chapter 2 (Secton 4) — the modernization ideals — which represent
the viewpoint from which we study the problem of the South Asian countries,
can only be presented with considerable vagueness." Nevertheless, they permit
us without much ambiguity to classify conditions and their changes as broadly
“desirable” or “undesirable” from a development point of view and to define “de-
velopment.” They also permit us to draw certain general conclusions about
planning, which amounts to sketching a theory of planning." But for solving the
problem of producing a definite plan in a particular country at a particular time
they are entirely inadequate. For one thing, they are not specific enough. A
more serious difficulty is that a plan has to be produced in terms of the actual
veluations of the government that is responsible for the plan. A plan is funda-
mentally a political program.* Even if those valuations are in broad agreement
with our chosen value premises, actual planning requires a greater degree of
specificity; moreover, on many points the more specific valuations of the gov-
ernment would be different from the value premises of our study.® The specific,
relevant value premises for constructing the plan cannot be separaied from
the socidl system of which even the government is a part, Moreover, that social
system and the valuations implied in the attitudes of the people and the gov-
emment are changing as a consequence of development itself and of planning
for development.

To begin with, people’s actual valuations implied by the attitudes in cate-
gory 4, fortified by the institutions in category 5, represent obstacles to plan-
ning and development. These obstacles are revealed by the study of condi-
tions and their interrelationships. They are part of what the government must
want to change by planning. For the assumption of all planning is that there is
a government bent on development and thus also on changing the valuations
in the country. These obstacles will, however, remain a serious limitation to
planning, and to the freedom to apply the modernization ideals in actual pol-
icies, For no government is entirely free to follow its own subjective valuations,
independent of the reactions of people in different localities, occupations, and
social strata — though the power structure gives some governments more free-
dom than others. These obstacles raise no logical difficulty. In principle, they
are no different from climatic or other chstacles that planning has to take into
account.

But in addition to these obstacles there are what we have called the inhibi-
tions working on the minds of those whom we designate vaguely as the govern-
ment. Those responsible for directing the work of planning and devising and
implementing the plan are, of course, never wholly disinterested and socially

* Chapter 2, Section 3 ef passim. Logical clarity requires that this be pointed out,

? Section 5 above.

? Part IV of this appendix.

* Section 15 below.

®The application of a certain set of value premises in the study does not assume
that they are actually applied in government policies; see Chapter 2, Section 3, and
Postscript, Section 2.
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detached; they are themselves part of the social system that is fo be reformed
as are the planners and the rest of the articulate citizenry. They have thei;
own economic and social interests, and share, to a greater or lesser extent, the
popular attitudes that constitute the obsticles to planning, They also have
political interests and want to maintain and increase their own power. All thig
tends to influence and limit their vision.' The remarkable thing about the
spread of the desire for planning® and development among the articulate mem-
bers of the South Asian national communities is not that they are unable to free
themselves entirely from these attitudes or to act with complete disinterest
but that they can detach themselves at all from the prevailing attitudes in thei;
societies and that they show any desire to change them.

The valuations relevant for planning are thus rooted in the actual conditions
in category 4, which are fortified by the conditions in category 5, and canmot
be separated even analytically from the empirical reality of the conditions pre-
vailing in the social system. The very application of planning, however imper-
fect, tends to change these valuations, normally by reducing the limitation on
planning imposed by the inhibitions of officials. This happens along several
lines of causation. Although it is impossible, logically, to derive valuations from
facts, psychologically people do rationalize their valuations in certain beliefs
about reality. They think that they derive their valuations from what they be-
lieve they know. This is, in principle, as true of Westerners as of South Asians,
They are mistaken, but undoubtedly there is a relationship between valua-
tions and beliefs. As fuller knowledge modifies people’s beliefs, valuations that
do not accord with the new beliefs are deprived of support. Their “opinions,”
which are a blend of valuations and beliefs, change and the implicit valuations
change with them.*

The planning process itself will help to rationalize the valuiations toward
greater conformity with the modernization ideals, the first of which is raticnal-
ity.* The collection and analysis of data concerning conditions and their rela-
tionships, the political process of diseussion, decision-taking, and decision-en-
forcing, and the education and propaganda that enter into the formulation and
implementation of the plan will so change both the heliefs and the valuations

*“The image projected is that of a farseeing roling group bringing about change in
a reloctant traditional society. Obviously, this is an oversimplification. The ruling
groups are themselves part and parcel of the traditional society, share a great part of
its emotional and cultural climate and have, in addition, their own particular preju-
dices and interests. These factors affect the formulaton of the programs as well as
their implementation. Political considerations color every situabion;  sometimes they
dominate it. . . . Consequently, an interpretation and understanding of the various ele-
ments in the program, from the political point of view, are essential for evaluaion both
of the structure of the program and of the manner of its implementation.” {D. R. Gad-
gil, “The Importance of Evaluation for Development Planming, With Special Reference
to Land Reform,” in Foreword to Erich H. Jacoby, Eveluation of Agrarian Structures
and Agrarian Reform Programs, Food and Agicultural Studies, No, 89, FAO, Rome,
1966, pp. 10-11.)

2 Chapter 15.

® Myrdal, An American Dilemma, Appendix 1, “A Methodological Note on Valua-
tions and Beliefs,” pp. 1027 ,

* Chapter 2, Section 4.
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attached to means and ends in planning. This happens to both the govern-
ment and the people and should tend to reduce the inhibitions among the for-
mer and the obstacles among the latter. More specifically, as we pointed out in
Section 7, the attention drawn to development as an end will tend to incline
people increasingly to attach a positive independent value, not only to rise in
levels of living — itself a novel valuation to many people in a backward, stag-
nating country — but to a change upwards in all other conditions in the social
system, Including attitudes and institutions. This is what is implied in the spread
of the modernization ideals. This aspect of planning for development has,
more particularly, the effect of broadening the limits for planning set by in-
hibitions and will gradually also begin to break down those attitudes among
the people which are obstacles for planning.

Tn the course of planning also, upward changes in conditions acquire instru-
mental value because people realize that such changes will push up other
conditions too. From one point of view, development from a traditional to a
modern economy is largely (though not entirely) the creation and expansion of
a sphere of instrumental valuations where previously only independent valua-
tions reigned. Tt thus leads to a widening of choice. To the primitive tribes-
man, the question “how many fishhooks is a banana worth?” is irrelevant. This
widening of choice is not directly the result of greater opportunities but of
changing valuations, although the opportunities may induce a change in the
valuations, and stems from an increasing understanding of cireular causation
and greater readiness to regard changes as means to further ends, Tt would
oceur, for example, if certain trades or economic activities were detached from
caste and evaluated according to their financial rewards; if the intrinsic dignity
or stigma of certain jobs were transformed into differential compensation; if
the taboos on work by Moslem and Hindn women in the upper strata were.te-
placed by caleulation of the advantages of leisure compared with work; if
sacred cows, literal and figurative, were made into veal and heef*

Indeed, unless an area of instrumental valuations can be mapped out, the
whole discussion of the optimal plan is pointless. Considered, caleulated, ra-
tional choice assumes either that some events have no vahlie in themselves or
that whatever independent value they have is not absolute but can be com-
pensated for by the achievement of rival objectives. In a world where nothing
has a price, there can be no optimal plan and, indeed, no planning whatsoever.
For what can then be compared are only total sequences, and even such 2
comparison would assume a highly developed capacity for surveying reality
and evaluating it. In stagnant societies, bound by tradition and by attitudes
and institutions supported by a host of superstitious beliefs, the arena of means
and commensurable ends is very narrow and in many fields totally absent,
whereas developed countries, whether of the Western or the Commumist type,
have been able to rationalize beliefs and thereby also attitudes and institutions

11t is clear that development will inevitably reduce the range of choice for some,
while also widening it for others. But this change in the range of opportunities avail-
able must be distinguished from the values attached to the choices. Although some
previously instrumental values may acquire independent value, the normal course of
the transition from a traditional to an economieally progressing society will be the re-
v:ise. The notion of “rationality” imples the existence of a sphere of instrumental
values.
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— that is, the whole mode of thinking, desiring, living, and working — so that
inhibitions to development, and also chstacles, have been largely removed.

The point in this context, however, is not only that planning assumes that at
least the people in power — whom we have called the government— have
gone some way toward overcoming inhibitions and freeing choices, a process
the people at large are induced to follow, but also that planning and develop-
ment, once started, will by themselves tend to change valuations by further
breaking down hoth inhibitions and obstacles created by traditional attitudes
and institutions. The spread of the idea of planming among the articulate layers
of an underdeveloped, stagnant society demarcates the beginning of this
process. Any attempt at planning will, in the first instance, affect those engaged
in planning. The examples chosen ahove show, however, that this process can-
not be expected to be very rapid, particularly when there are no policies spe-
cifically directed at changing attitudes and institutions but reliance is placed on
the indirect effects of changes in other conditions, in the first instance, those of
1 and 2, to accomplish this result,*

Returning to the problem of an ideal or optimal plan, we conclude that
since {1} the value premises for planning are not given @ priori, since (2) we
. are not confronted with a satisfactory causal analysis of conditions, and since
(3} there is change within the two spheres and interdependence within and
between them, the optimal plan should be regarded as a steadily forward-
moving pattern of policies, which has continually to be modified in the light of
newly emerging events, changing causal connections, and changing valuations
among the rulers as well as the ruled. The programs of the planners and the
prognoses of the social researchers are not two distinct areas, superimposed
on each other. The programs — intentionally and unintentionally — affect and
alter the prognoses, and the prognoses in turn alter and modify the programs,

Looked at in this way, the optimal or ideal plan appears as a misleading ab-
straction, not only because it is impractical, but hecause it assumes two sets
of static structures — one causal, the other final — where in reality there is
change, interdependence, and interaction, The exploration of the facts alters
the valuations and, since causal connections were constructed on the assump-
tion of given valuations, alters the causal connections. The plan is itself an
evolving process. Planning cannot aim af an optimum, but af improvements. Tt
is guided by vision, but the vision is open-ended and flexible, not closed and
rigid. Tt contains a rough perception of the connections between conditions
prevailing over a period of time and the possibilities of moving, through
rationally coordinated policies, in the direction of development.

14 A Note on the Tendency to “Objectify” Valuations and
Its Relation to Model-Building

In the foregoing section it was taken for granted that, logically, there are no
objective values, only subjective valuations. Valuations and beliefs are social
facts that can be studied; between them there are psychological causal rela-

!'To this problem and the related problem of revaluation or evaluation we come
back in Sections 19 and 20.

o
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tionships that can be analyzed. Beliefs can, of cowrse, also be scrutinized from
the point of view of heing more or less correct. But the valuations themselves
are not krue or false, right or wrong.

Almost every social scientist would probably agree with this view when
stated in general terms, But the practice of social scientists, and of economists
in particular, contrasts sharply with this profession of agreement. The practice
in economic research is related to a specific conception of the importance of
the distinction between “economic” and *non-economic” factors, which broadly
corresponds to the conditions in our categories 1-3 {or primarily 1 and 2) on
the one hand and 4-5 on the other. Tn the next part of this appendix and in
other contexts we criticize this practice. Tn the Prologue we suggested that it
reflects a bias, opportune to economists in the West as well as in South Asia,'
and to intellectuals generally, whether of a conservative or radical bent.

The application by economists of this approach to the study of South Asia
has three main explanations. In the first place, institutions and attitudes play 2
different part in Western countries, and their neglect in economic analysis there
is less damaging. In South Asia, however, the interdependence of “economic”
and “non-economic” factors is much more intensive and consequential. We shall
return to this topic in the next part of this appendix.’ Here we shall merely
note that it is understandable that when economists after the Second World
War hurriedly turned to the study of the development of the underdeveloped
countries in South Asia they used the tools they were accustomed to using.®
The second reason is that “economic” facts are felt to be more easily accessi-
ble. They have been the object of more intensive observation and analysis than
other social facts. We have found, in the course of our study, that even this
knowledge is extremely thin in South Asia, partly because the collection and
analysis of data are guided by inadequate Western concepts. Nevertheless,
more is undoubtedly known about “economic” facts than about most other
social facts. The third reason, related to the other two, is the mistaken idea
that “economic” quantities are more “chjective” because they can be reduced
to a common denominator and expressed in monetary terms. It is now generally
recognized that this procedure presupposes a whole set of more or less un-
realistic assumptions, depending on the purpose for which the aggregation is
used., For purposes of allocation of resources, the use of prices assumes nat
only fairly “rational” behavior and perfect competition, but also constant unit
costs and the absence of external effects on the side of production not re-
flected in costs or prices. For purposes of estimating levels of living, it assumes
a special psychology of consumers and the absence of external effects on the
side of consumption, and so on. But, in spite of numerous qualifications, costs
and prices can under certain conditions be used as indicators of forgone alter-
natives, whether. in consumption or production, The “veil of money” can thus
be pierced, it is held, and costs and prices can be taken to stand for the more
ultimate facts of physical resources and of sacrifices and benefits.

The conclusion from these considerations has been that planners shonld thus

! Prologue, Section 6. Cf. Chapter 21, Section 9.
2 Sections 20 and 21; cf. Appendix 3, Section 3 et passim.
* Prologue, Sections 2 and 5.
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be provided with a simple criterion for the determination of the relative profit-
ahility of allocating scarce resources hetween competing uses. The implication
is that decisions guided by costs and prices are “objective,” in contrast to de-
cisions about alternatives that do not have a market value —a metaphysical
notion that opens the door to several biases.* On the one hand there are “pro-
ductive investments,” guided by “objective” criteria; on the other hand there
are policy decisions where alternatives have to be evaluated “independently,”
according to “political” considerations supposed not to be “chjective.,™ Simi-

* Prologue, Section 9; Appendix 3.

®CI. the following statement in 2 United Nations document: “In view of the com-
plexities and uncertainties surrounding the role of social factors in economic develop-
ment, including the difficulties of measurement, it is not surprising that economic
planners should be discowraged from trying to handle such factors in economic
amalyses and programming,” (United Nabons, ECAFE, “Co-ordination of Economic
and Social Programmes,” Economic Development and Planning in Asie ond the Far
East, in Economic Bulletin for Asia and the Far Fast, Vol. X, No. 3, Dec., 1959, p. 28.)

Even if their importance is aclmowledged, the social aspects tend, in practice, to be
excleded and regarded as alien to “rigorous analysis.” Thus Tinbergen at one point
notes that education is a “very important condition for development” but disavows
the consideration of it as a part of “economic policy.” {The Design of Development,
p. 5.) At another point (p. 30) he writes: “To compare the advantages of an electric-
ity plant with those of . . . a school will always be difficult, but at least it can be made
clear what increase in material production is sacrificed if a school . . . is built.” But the
inability to calculate the returns of the school does not put it beyond the scope of eco-
nomic policy. Looked at the other way, the returns of the electricity plant could be
regarded as the increase in material production sacrificed by not building the school,
and thus the opportunity cost of the electricity plant cannot be caleulated. Choices
cannot be arbitrarily limited in this way.

Lacking the tools for a broader analysis, the economist is tempted to confine himself
to a few selected economic variables that are familiar, manageable, and measurable,
and to spend his time studying the relationships of these variables to each other as in
formal “models,” excluding consideration of other variables that may affect them or
be affected by them. (See Sechon 19 and Appendix 3.)

The United Nations document cited above continues with the following quotation
from Kuznets: “. . . ever since the middle of the nineteenth century demography and
population theory have been excluded from the corpus of orthodox ecomomics, and
only in the two most recent decades have economists been turning in haste to relearn
something about demographic processes; just as demographers are beginning to recog-
nize the dire consequences of their neglect of economies, The situation with respect to
history of science and technology and the understanding of what moves it is even
sadder, and our ignorance of these key processes in economic growth is truly ap-
pelling. Nor need T add a similar comment about the clearly increased importance of
political and sociopsychological factors in the understanding of the economic growth
of nations; or the helplessness of a mere economist when he observes, when he can
observe, results of economic growth obviously aseribable to political factors and
forces whose nature he cannot understand adequately. The outcome is either with-
drawal into the refuge of mathematical models operating with a few variables, or
amateurish cogitations on a vast theme. One has the advantage of formal elegance,
and the other, that of at least calling attention to the wider array of factors that have
to be taken into account; but neither outcome is satisfactory.” (Simon Kuznets,
“Notes on the Study of Economic Growth,” Items, Social Science Research Council,
XI1, No. 2, Tune, 1959, p. 15, quoted in ECAFE, Economic Development and Planning
in Asia and the Far East, in Fconomic Bulletin for Asie and the Far East, Vol. X, No.
3, December, 1959, p. 28.} On recent attempts to include “investment in man” in the
capital/output models, see Chapter 29, Sections 4-7,
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larly, considerations regarding the distribution of the national product have
since the time of John Stuart Mill usually been excluded from the “objective”
sphere of planning and left to be decided by “independent” “political” judg-
ment. The economist, attempting to confine himself to “objectve” facts, con-
siders it safer to refrain from pronouncing on these “political” matters. These
distinctions reinforce the irrational hold of Western models over the analysis
of the problems of South Asia, on which we shall comment below in several
sections and to which we shall devote Appendix 3.

This line of reasoning would thus define “economic” planning as an “objec-
tive” procedure, while the planning in all other fields would be “political.” It
would, more particularly, draw a line of demarcation between “directly pro-
ductive” investments and so-called “social” investments and redistributional re-
forms, Several variations of this thought, implicit in much of contemporary
economic discussion and elaborated in the theoretical systems referred to as
“welfare economics,” are in fact merely variations and amplifications of Mill's
theme of a logical difference between, on the one hand, the sphere of produc-
tion and exchange, where objective economic laws rule, and, on the other,
the sphere of distribution where political judgment has to be exercised. Long
ago, however, it was shown that such a distinction is logically untenable and
the whole attempt metaphysical.

More specifically, even if we could abstract from all “non-economic™ factors
—a procedure that on logical grounds is not permitted — planning could not
rationally be based on the existing price relationships. This would hold true
even if markets were perfect in the technical sense. Even then the price rela-
tionships would first have to be changed by deliberate interventions in such a
way as to give incentives to public and private enterprises in line with the
actual goals of development planning — or such changes would have to be cal-
culated and corresponding corrections carried out before price relationships
could give an adequate basis for planning.® In the underdeveloped countries
of South Asia actual costs and prices provide an even less legitimate “objective”
basis for planning. A very large part of economic activity is non-monetized and
outside all markets in the ordinary sense of the term. Where markets exist they
are usually far from perfect; immense internal differences are evident in the
capital and labor markets, for instance. It is, moreover, an institutional fact
that people do not caleulate their inputs and outputs rationalistically as is cus-
tomary in the Western countries. As stimuli for changes in demand and supply
the cost and price relationships are not effective in the same way, or to nearly
the same degree, as in Western countries. -

More fundamentally, however, this way of formulating optimal policies does
not become more “objective” and is not liberated from its dependence on con-
crete value premises because markets, money, costs, and prices are used as
criteria of allocation." This holds true generally, but especially in underde-

1 Myrdal, The Political Element in the Development of Economic Theory, pp. 114
. et passim.

2 A critique of the theory of “accounting prices” is presented in Appendix 5.

* Appendix 5, Section 1.
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veloped countries with their distorted price relationships, imperfect markets,
and ineffective price incentives in many fields.

The traditional methed of distinguishing between “economic” and “non-
economic” factors, “objective” and “political” decisions, “quantitative” and
“qualitative” determinants, and similar dichotomies has molded thought on
planning. We shall return to it in various contexts. Section 22 below on physical
versus {inancial planning takes up the relationship between the “veil” of mag-
nitudes expressed in monetary terms and the “real” physical quantities behind
it. Appendix 3 on models in development planning is devoted to a more de-
tailed criticism of the type of thinking inspired by the tendency to select and
objectify certain relationships and relegate others to a “political,” “non-eco-
nomic,” “exogenous” limbo. Appendix 3 should be regarded as a continuation
of this section that has been separated from the main text for reasons of exposi-
tion and length.

15 ‘The Plan as a Political Program

The valuations relevant to planning are determined by the political process
taken in its widest meaning. The people who act in this process can have a
more or less comprehensive and correct knowledge of the complex reality that
is evaluated. Lt is the purpose of rational planning to improve the basis of this
knowledge and to use it for political action., But, in the final instance, planning
is no substitute for policy-making. On the contrary, its value premises must
come from and by the political process. In planning, value premises cannot he

simple and general; they must be as specific and complex as the valuations that

determine, and become determined by, the political process.

To work out a policy for husbandry in India without taking into account the
common aversion to “cow slaughter” is, of course, impossible. This aversion rep-
resents an obstacle to government action. The planmers may simply regard it
as brute fact, like hurricanes and floods; but it may be part of their own valua-
tions. IF it is, it is then not only an obstacle but also an inhibition, In most cases
policies run up against the need to change institutions that are supported by at-
titudes and by strong vested interests. An agricultural policy cannot be framed
without specific premises covering the changes in land ownership and tenancy
that the government will find both feasible and desirable in view of the actual
power situation in a country. Similarly, the level and distiibution of taxation,
which is such an important complex of variables in planning, cannot be de-
termined for the practical purposes of producing a plan by the intellectual ex-
ercise of drawing conclusions from the facts; it must result from a political de-
cision by a government whose members have certain attitudes and are limited
and conditioned in their actions by the structure of power relations and the
attitudes and institutions in their country.

All planning thus implies political choices. The choices do not concern only
broad and abstract goals. They relate to all stages in the process of planning
and to each specific step implied in planning. Means have to be evaluated as
well as the goals they are designed to serve. As the formulation and execution
of the plan proceeds, beliefs and valuations are modified, not merely by those
immanent changes that stem from the emergence of new facts and the clarifi-
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cation and modification of valuations, but also by those changes that result from
the changing distribution of power and influence among individuals, depart-
ments, social strata, and political parties. A plan for development is thus in es-
sence a political program, and we are likely to be sericusly confused if we
do not keep this clearly in mind. (¥From the opposite point of view, it would,
of course, be rational if every political program were as much a considered
plan as the politicians are capable of making it; but this inference does not con-
cern us in the present eontext.) In the normal course of state planning, the plan
is the program of public policies of the national government, though conceiv-
ably an opposition: party — where an opposition is permitted, as in India — or,
indeed, anyone whose views differed from those of the party in power, might
work out a national plan.

That a plan can have no existence except as a political program is evident
on logical grounds. The point also has practical importance - for it implies that
planning cannot be carried out as an isolated technical exercise but requires
political decisions on public policies. In its final form the plan is a coordinated
system of such policy decisions as have emerged by a long sequence of discrete
and preliminary political decisions. For, as the work on planning proceeds, po-
litical decisions have to be taken continually. The technical work on a plan
has only one purposer to enable these political decisions to be taken on more
rational kines and with a fuller understanding of the facts. No work, even on
the details of a plan, can be undertaken and brought to a successful conclusion,
except on the basis of seriatim political decisions. Plan-making, therefore, is it-
self a part of the political process in a country.

If India has advanced much further in its economic planning than other un-
derdeveloped countries, this is largely because planners there have recognized
from the beginning that planning must be backed and carried out by the gov-

* This is why, for logical reasons, the value premises cannot be separated from the
facts; see above, Section 13. The following quotation is an example of a mistaken con-
ception of planning:

“The theoretical reason for a stalement of objectives is that it defines ends from
which choice criteria can be derived. In this way, value judgements can be made by
responsible leaders at the beginning of the planning operation and the remainder of
the planning work can be turned into purely technical process of deducing and apply-
ing criterta that select the set of actions which will best serve the stated objectives. If
more than one objective is stated, it is necessary also to state the limits which each im-
poses on the cthers so that unambiguous criteria can be deduced. Logical separation
of the activity of malking value judgments from the activity of choosing particular
courses of action, which is attained in economic theory by taking the preference Func-
tion as given, was not attained in the actual planning procedure of the [Pakistan Plan-
ning] Commission. In the first place, the Commission was never able to present, much
less was it able to expect agreement on, an unambiguous statement of objectives.” To
illustrate the difficulty the writer quotes from the Planning Commission’s Reoised
Draft Frame a passage reading in part: “*, ., We are . . . of the view that the maxi-
mization of national income should be the overriding objective. The other ohjectives,
to the extent that these conflict with it, must be subordinated to it."” (Fred C.
Shorter, “Planning Procedures in Pakistan,” Pakistan Development Review, Vol. 1,
No. 2, Autumn, 1961, pp. 8-9. Italics added.) Cf: the present writer’s “Ends and
Means in Political Economy,” translated and republished in Value in Social Theory,
pp. 208 K., from Zeitschrift fiir Nationaltkonomie, Vol. IV, No. 3, 1933.
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ernment, in contact with the people, through whatever of its organs, in all sec-
tors and at all levels, it can cause to function effectively. And the plan is in
the end sanctioned in the regular manner by parliament. It follows from the
fact that planning is political programming that, like all other political organs in
a country, the planning organs, if they are to cope successfully with their task,
become largely negotiating and almost diplomatic agencies of the government,
and that only a small part of their activity is devoted to scientific study. This is,
of course, what has happened to the Indian Planning Commission. As such it is
a healthy development, and, indeed, necessary if planming is to be more than
an intellectual exercise. The Indian Planning Commission certainly needs to
conduct more and better economic research and analysis; in particular, it
needs to devote more effort to the collection of better statistics. But this should
not be done at the expense of its political functions. For it is these political
functions that give practical importance to its scientific analysis. Practically ag
well as logically they form the basis for all its technical considerations.”

In those countries of South Asia where planning has been only loosely con-
nected with the government it has not gone far or deep, even as a technical
exercise. The main reason is that these countries do not yet have strong and
unified governments with sufficient authority, stability, and singleness of pur-
pose among their individual members to fulfill the functions of government
planning* Ambitious work on plans has been initiated from time to time in all
of the countries under discussion. Special organs for state planning have often
been set up, and they have produced studies and reports. But this work has
not gone far or had much impact on policy-making. Planning has been frus-
trated and has never reached the operational stage. It has not been integrated
into the political process. This was the situation even in Pakistan until the mili-
tary takeover in 1958 and the formation of a consolidated government, in this
case a more authoritarian one.

When there is no government able or willing to integrate planning into its
functions — that is, to take decisions continually as the work on planning pro-
ceeds and to use the eventual plan as its program for policies — the tempta-
tion is particularly strong to overstress the technical and “objective” character
of planning and sometimes to employ experts from abroad. The purpose is not
to help the government to make up its mind rationally on the major economic
problems of the country in a continual and systematic way on the basis of
expert knowledge of the facts — which is what planning is and the only thing
it can be — but to give the impression that planning is going on when it is not,
The public is deluded into thinking that experts, given time to apply the skills
of their craft, will fashion a plan for the country — as if it were a question of
ordering a golden Buddha for a temple. This has, for instance, been the situa-

1 “The collection and analysis of data certainly is one important aspect of planning
.. . ; but democratic planning, at least, takes place within a pelitical environment
that impinges on the process of decision-making at many points.” (Edward S, Mason,
Economic Planning in Underdeveloped Areas: Government gnd Business, Fordham
University Press, New York, 1958, p. 66.)

? Chapter 15, Section 7.
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tion in Ceylon.? The other side of the coin is that lack of government influ-
ence often gives the experts a freer hand to produce a “plan” — one that will
not work, however, unless a new government comes to power that is prepared
to back it. For this to occur the experts must have correctly anticipated what
the new government would he willing and able to do within the power con-
stellation in the country.

The habit of worling with irrationally simplified economic “models” has
facilitated evasion of responsibility. The models are constructed on the pat-
tern of the “ideal plan”.and suffer from the false separation of ends from
means, of “economic” from “non-economic” factors, and of “objective” from
“political” decisions. As a result of these misleading divisions, a spurious sim-
plicity is given to the plan, which is presented as the solution to a technical
problem. Attention is diverted from the lack of adequate knowledge, from the
absence of specified and relevant valuations, and from the power realities and
the moral, psychological, and political stresses and strains, while the soothing
and elegant functional relationships between a few “economic” variables set
the mind and the will at rest. We have seen how this leads to the systematic
introduction of bias.?

The idea that all one has to do is to draw up an ideal plan, with a vision of
goals and an exposition of means to achieve them, derives its force both from
liberal rationalists steeped in the doctrine of the harmony of interests and from
technocrats who regard people and social organizations simply as cogs in a
machine. Utopian anarchism and ruthless autocracy here converge in their con-
clusions and planning practices. In fact, it is instead part of the function of the
plan to assist in striking compromises and bargeins between conflicting inter-
ests and to construct o framework within which conflicts of convictions end
interests can be thrashed out.” Neither the assumption of harmony nor that of
the application of absolute authority wherever conflict arises is warranted.
The idea underlying both is that political choices have objective solutions, and
this is deeply rooted both in the liberal harmony doclrine and in totalitarian
ideclogy. In fact political choices are the result of a great number of different
factors and forces: they are limited by social facts, though these facts are not
unalterable themselves; they are constrained by vested interests, though these
can be weakened; and they are guided by the moral and political convictions
and the interests of the politicians themselves, though these can be changed
by, among other things, inculcating more rational heliefs. For this reason, the
political process of planning cannot be neatly, clearly, and briefly demon-
strated by singling out one or a few of these forces. Neither a technocratic
model, nor one based on a harmony of interests, nor one allocating to the po-

1 At least untl recently. The new govermnment after the election in early 1985 de-
cided to accept responsibility for a more serious planning effort; see Chapter 9, Section
4.

1 Section 14. See also Prologue, Section 6; Chapter 21, Part II et passim.
? Chapter 15, Section 8.
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litical authority the function of reconciling clashing interests, ean do justice to
the complexity of the facts and their interactions.

168 Planning as a Practical Art

The idea of an ideal plan is ever present, but the reality of effective plan-
ning can only take the shape indicated at the end of Section 13: 2 moving de-
sign of a society in which conditions shall, sooner or later, be improved.

“Objectives”™ or “main goals” that are broadly in line with the modernization
ideals are usually stated in the introduction to the plans. But little effort is
made to clarify their relationship to the actual policy prescriptions in the plan,
This is natural and, indeed, necessary, because the planners for good reasons
are not inclined, or not permitted, to make explicit the inhibitions of the gov-
emnment to implement these ideals, and because it is felt that it would be awk-
ward in a political document to enlarge upon the other limitations of planning,
which consist in the obstacles raised by the attitudes of the people and the in-
stitutions supporting these attitudes. The stated objectives and goals thus ap-
pear as conventional and stereotyped rationalizations without relation to those
valuations according to which the government is actually prepared to act. Often
they serve as tranquillizers offered to the intellectuals and radicals. They be-
long to the dreamworld of ideals that have little relation to the immedizte and
practical work of constructing the plan. For the political process, however, it
is not unimportant that the modemization ideals have been given that expres-
sion and that significance.® .

Within the vague vision of a2 moving design for improving conditions in 2
country, the actual plan cannot spring simply from an attempt to solve the
problem of how to promote development in this sense. At an early stage of the
work on the plan a choice has to be made of certain main features. This choice
must be guided by a broad conception of the current attributes of the counhy:
its natural resources and its people, its trading position in the world, and so on.
It must conform to the major ambitions and valuations of the government, in-
cluding the inhibitions of the governors, and it must permit a working compro-
mise between the various social and political forces — pressures, vested inter-
ests, ideals, and the heavy obstacles in prevailing attitudes and institutions
with which the government has to cope in order to remain in power and be
effective. But there is at bottom an institutional and a volitional element in all
planning, .

The procedure in 2 planning agency has perhaps its closest analogy in an ar-
chitect’s preparation of a sketch of a public building for a city council. He takes
into account the purpose of the building and the financial resources available
for constructing it; the nature of the ground at his disposal; and the inclinations
of the people he serves, which are partly influenced, as he is himself, by the
fashions of the day, though he knows that his ideas are ahead of theirs and he
wants to “sell” them as many new ideas as he dares without risking a falling
out with them. Taking all these considerations into account, he applies his artis-
tic imagination and his professional skill and accomplishes a sketch that will be

* Part IV, Cf. Chapter 3, Section 1.
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as good as he can make it. 1f he gets it approved, he then produces the work
drafts. The planning part of his work is to coordinate the elements and fit them
together. There must be a roof, staircases, doors, and windows. The space
should be utilized with economy. Being of the modem functional school (we
assume), he will attempt to present both his sketch and his later drafts as
rational responses to given requirements, This is partly true but mainly a trick
of the functional school.

Similarly, once the crucial choice of the main features of the plan is made
and this choice has been presented to the government in power and to other
interest groups, including possibly the entire articulate part of the general pub-
lic, the planners can go on to elaborate it in greater detail. As this work pro-
ceeds, more specific data are assembled and further research is done, always in
the directions indicated by the sketch of the main features. In this process,
these will themnselves be modified, and new features will be added. Generally,
the plan has to be made internally consistent. If steel plants are to be set up,
coal, electric power, and transport have to be provided. Various difficulties —
factual and political — will have to be taken into account. Much discussion and
persuasion will take place, Generally, the makers of the plan will be much less
free to move within the valuations and power relationships than the architect
when designing a building. The plan, as it gradually takes shape and is finally
accepted, will differ from the original sketch. But the importance of the sketch
and the initial choice of the main features should not be missed. Tt has con-

" ditioned and given direction to the later work. What is thus partly a work of art

will finally be presented as much as possible as the rational and objective con-
clusions from certain facts and from the general will to development as ex-
pressed in certain broad goals that will be given prominence at the head of the
document in which the plan is presented. As we saw in the last section, po-
litical considerations, which are much more specific than and differ from those
broad goals, have been important both in producing the original sketch and in
amplifying it. Tn the end the plan has to fit the country’s actual circumstances
and at the same time be both politically acceptable and practical.

This characterization of how a plan comes into being and what it is should
not be taken as & criticism: the knowledge of the facts is scanty; the valuations
are not available @ priori as an explicit and comprehensive system or list of
value premises, but have to be ascertained as the work proceeds, by direct
confrontation with the existing and relevant power structure in a country; and
this structure itself is changing in this very process. This is, therefore, in fact
the only way of making a realistic plan. There is scope and need for ideals and
desires and for imaginative thinking, and at the same time it is necessary to face
the actual material conditions in the counbry, and to seek political moorings.

As the plan takes its final shape, having passed various political hurdles and
having been put to some extent into operation, it will have created conditions
for further work on planning in the next period. Changing conditions, experi-
ence gained, and the lack of correspondence between the plan and its fulfill-
ment will make alterations necessary in the plan even during the plan period,
but the pattern of working with a plan covering several years will tend to make
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for major revisions and reconsiderations only between plans. We shall return
to this problem in Section 25.

17 The Effects of Planning on Planning

We have seen in this part that if a plan is to be more than an intellectual
exercise or a showpiece, it must meet certain conditions:

(a) It will have to be a political program, determined by, paying attention
to, and itself altering, actual power relationships, obstacles (presented by the
attitudes and institutions of the peaple), and inhibitions {of the planners them-
selves}. While the plan therefore aims at changing the social system, it must
itself be seen as part and parcel of the process of that change. Although (i}
scientific analysis and (ii) clarity of objectives are essential for an effective
plan, the interaction between the two must also be fully allowed for. (Section
15.)

{b} The relationship between scientific diagnosis and prognosis, on the one
hand, and the political program on the other, is not static, but itself subject to
change as a result of the progress of the plan and its implementation. Initially
an intuitive vision, inadequately supported by comprehensive analysis, the
plan develops - through pressures, stresses, and tensions, successes, failures,
and compromises, through the growth of experience and knowledge — toward
a more concrete design. (Secton 16,)

(¢} This does not mean that planning is not a rational activity. On the con-
trary, to postulate an “optimal” plan in which an “objective” set of functional re-
lationships is confronted with an independent set of abstract objectives, and to
proceed on the maxim “give me your ends and Y1l chum out the means” is it-
self irrational. For if irrationalities are to be reduced they have first to be ac-
knowledged and brought to light, not neglected or denied, (Sections 12 and
13.) We have seen that effective planning will, in various ways, tend to cor-
rect frrational beliefs and modify valuations previously based on those irrational
beliefs in the direction of greater rationality, and so reduce obstacles and in-
hibitions to planning and development, Although there is no inevitability about
this, and although some changes will be in the opposite direction (Sections 10
and 11), there is a presumption that fuller knowledge of the facts, clarification
of issues, experience of change, and the encroachment of a growing sphere of
instrumental values upon a declining area of taboos and superstitions will en-
large the area of rationality. Planning of this kind represents, in view of the
initial situation of the South Asian countries, a truly heroic effort.

(d} Just as, according to the argument in (c), the area of irrationality is re-
duced as the plan is developed and executed, so, according to the argument
in (b), the area of vague vision is narrowed down. Naither area can ever be
assumed to be eliminated entirely: to believe that it can is to fall vietim to the
illusion of “optimal” planning in which unadulterated teleology confronts

purely objective causality. (Section 13.) The more particular the project, .

the easier it will be to clarify the issues by specifying the relationship between
analysis and policy, fitting the means to the ends, and treating the problem as
a technical one. But even particular projects will have wider repercussions.
Decisions regarding these wider issues, and the broad structure of the plan

et e
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generally, will tend to be guided longer by the vaguer intuitions that inspire
and pervade the process of planning. Nevertheless, technical considerations of
efficiency will spread from projects to sectors and from sectors to the whole so-
ciety, as a result of better collection of data, fuller knowledge, wider experi-
ence, and more accurate analysis, Thus social technology will gradually en-
croach upon intuition and vision.

All this applies not only to “economic” planning, but to all social policy ef-
forts. Detailed calculations for facilities required to train skilled personnel in
new industries can be made, The need for doctors and nurses for new hospi-
tals and other health projects, and for teachers for new educational institutions,
can be specified. Such concrete planning problems are almost entirely of a
“technological” nature. But the ultimate decision as to the rate and direction of
efforts to promote health and education and their place fn relation to other ob-
jectives in the plan, and the estimate of their effects on other items in the plan,
are bound to remain the result partly of intuition and partly of the buffeting of
pressure groups, interest groups, and different opinions within the government
and outside it.

Similarly, even in India, and not least there, where the state povernments
are well organized and exert a powerful influence on the central government,
decisions about, for instance, the location of large investment projects will be
the result of the intuition and imagination of the planners and of political bar-
gaining. This is natural and inevitable, and should not be deplored as irrational
from the point of view of “optimal” planning.* It would be impossible to evolve

* Speaking about the second Indian plan, Edward Mason makes the following com-
ment: “There appears to have been no analysis either inside or outside the Planning
Commission of the question whether the proposed investment was a betier or more
efficient way of attaining the output and employment targets of the Plan than some
alternative pattern of investment. Nor, outside the field of irrigation, is there any evi-
dence that the calculation of prospective rates of return on proposed projects was con-
sidered to be a necessary function of the Planning Commission,” (Mason, Economic
Planning in Underdeveloped Aress: Government and Business, p. 79.)

D. R. Gadgil’s judgment about the Indian plan is fair: “Was anything done in the
formation of the Second Five-Year Plan which made a striking departure from the
earlier practice? There were, no doubt, a number of papers produced by statisHeians
and some even by economists. It does not appear that they affected materially the
structure of the Plan. Ultimately, given the policy biases which had been evolved, the
Plan frame was based on common sense projections out of rough available data in
various directions. It was always known that there had never been any real technical
examination of the individual projections.” (D. R. Gadgil, “Prospects for the Second
Five-Year Plan,” India Quarterly, January—-March, 1957, p. 11.)

“Within the limits imposed by these political and administrative considerations,
there still remains a large and important field for economic caleulation. The problems
of economic calculabion center around considerations of efficiency and consistency.”
{Mason, Economic Planning in Underdeveloped Areas: Government and Business, p.
69.)

? “Indian planning pays a great deal of attention to a ‘proper’ distribution of public
investment ameng the vartous states. And in Pakistan a politically acceptable allo-
caton of development funds between the East and West wings is the first prerequisite
of planning. This means that the development planner is concerned rather with the
problems of ‘sub-optimization’ than with the optimum optimorum from the point of
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a policy of “optimal” location that would, in a power vacuum, weigh the ad-
vantages of regional equality, of wider regional dispersion, and of creating ex-
ternal economies in stagnating areas against the advantages of reaping external
economies from areas that already have flourishing growing points; or weigh
the benefits of exploiting existing markets against those of creating netw mar-
kets; or weigh the drawbacks of higher costs and waste from putting up plants
in stagnating places against the disadvantages of forming or strengthening con-
gested enclaves of privilege. Intuition and bargaining must go hand in hand.
But as planning proceeds, more serious study can and will be devoted to the
direct and indirect consequences of various policies of location. These will
affect in turn the content of planning and the valuations that guide government
policy.

From these points of view, the process of planning can be regarded as a
“learning process” in which intuition is transformed into hunches and hunches
into knowledge, political pressures into technical considerations, wholly inde-
pendent into partly instrumental valnations, and in which the obstacles pre-
sented by social inertia and vested interests, the inhibitions of the planners,
and the area of genuine ignorance and uncertainty are gradually reduced.
Numerous other illustrations could be cited of areas in which successful plan-
ning will tend to increase rationality, such as the issue of concentration versus
dispersal of efforts, many small versus a few large community development
schemes, urban versus rural development, large-scale versus small-scale in-
dustry, In all these matters, the planners will begin by “feeling their way,”
but will gradually .be able to prepare the ground for more rational decisions,
through the broadening of information and the weakening of obstacles and in-
hibitions. “Weights” determined by intuition and political pressures will be re-
placed by “weights” based on calculations of secondary economic and non-
economic effects. What begins as a game of blindman’s buff will end as an
atternpt to piece together a jigsaw puzzle. :

IV
Elements in a Theory of Planning for Development

The abstract analysis, in Part 1T of this appendix, of conditions in the social
system and their causal interrelationships could be carried out, up to a point,
without specific value premises; that is, with merely a general indication as to
which conditions are undesirable for development and the desirable direction

view of national development,” . , . “As I have pointed outf, political considerations
in Pakistan direct a relatively equal division of public development expenditures be-
tween the two provinces — regardless of the location of economic opportunities and
administrative capacities.” (Mason, ibid., pp. 87, 74.) The point is that, from a wider
point of view, so-called “sub-optimization” may be more realistic and, indeed, more
efficient than some narrowly defined, imagined “optimization.”
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of change. In Section 5 we argued that such an analysis can derive from 2
broad conception of the modernization ideals, which constitute the general
value premises of this study, Some impartant conclusions about rational plan-
ning can also be drawn from our knowledge of the interdependence of the
conditions for development and these general value premises, without a deeper
examination of the more specific valuations that are relevant in a particular
country at a particular time. In this part we shall consider some of these con-
clusions, which should be the building bricks of a theory of planning for de-
velopment.

18 The Rationale of the “Big Push”

One of these conclusions concerns the rationale of the “big push.” The gov-
ernment of an underdeveloped country has many good reasons for pushing de-
velopment as hard as it can. One reason is simply to achieve higher levels of
development. There is, however, the additional fact that unless the push is
hard enough, no development will occur, In the absence of what Leibenstein
calls a “critical minimum effort.” attempts to develop will fail* Efforts beyond
this minimum will tend to yield increasing returns.

The same notion is vaguely present in the popular metaphor of a “take-off”
and in the formulas, recurrent in the plans and in discussions of the plans, that
the aim is to reach as soon as possible a state of “seli-generating” or “self-
sustained” growth.® The precise idea underlying these expressions is not clear,
Presumably it is not that development beyond the critical minimum effort will
occur automatically, without any further planning and goveinment policies. If
the implication is rather that further growth can take place without reliance
on non-commercial foreign loans and gifts,” there ought to be seme indication
of the numerous other conditions and policies in a country on which such a
desired autonomy depends. Much also depends on the commercial and foreign
exchange policies pursued by other countries, even their domestic policies and
their rates of growth, and, more generally, on structural changes in world de-
mand and supply. These conditions, which are beyond the control of an indi-
vidual underdeveloped country, will make a big difference in its ability simul-
taneously to service past debts and pay its way internationally as development
proceeds.

In spite of this lack of precision, the idea of a critical minimum effort sug-
gests that one or a whole series of thresholds have to be passed before the

1 Economic Backwardness and Economic Growth, p. 96 ef passim.

2 “Tf g self-generating economy is to be achieved within a reasonable time, the pro-
posed increase in national income is the minimum required during the Second Plan
period.” (Pakistan, Government of, Planning Gommission, Qutline of the Second Five
Year Plan { 1960-65), Karachi, January, 1960, p. 2.)

# “The Third Plan was conceived as ‘the first stage of a decade or more of intensive
development leading to a self-reliant and self-generating economy.” The perspective
was that ‘progressively external aid will form a diminishing proportion of the total in-
vestment, and by the end of the Fifth Plan the economy will be strong enough to de-
velop at a satisfactory pace without being dependent on external assistance outside the
normal inflow of foreign capital’” {India, Government of, The Fourth Five Year
Plan: A Draft Outline, New Delhi, 1966, p. 2.)
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cumulative process gets under way at all. In Sections 9-11 we discussed some
of the forces, either independent of or themselves released by development,
that will slow down, halt, or even reverse the upward movement. In particular,
we noted the role that population growth and an unfavorable trading position
play in this process. The strength of the feedback and its direction as well may
thus crucially depend on the size of the initial stimulus and the speed of its ap-
plication,

The discussion of the necessity for a “big push” is regularly directed to
“economic” factors. Numerous illustrations are cited of the hoped-for gains
after the point of minimum effort. The explanations tarn essentially on external
economies, discontinuities, indivisibilities, complementarities, imperfections,
and asymmetries. The arguments from external economies stress that there are
numerous occasions when the total gains from an investment greatly exceed the
direct returns to the investor. Both existing enterprises and new ones gain from
the action, without the agent being able to charge others fully for these gains.
The investment may therefore not be undertaken, unless policies rectify the
discrepancy between the gains to those who do not pay for them and the profits
to the investors. When the act of investment is undertaken, it leads to more
development than cost and profit calenlations for the individual enterprise
would indicate. The training of workers and personnel by a firm that may lose
them later is a favorite example. Even this could be viewed as a special case
of an indivisibility, for training cannot be conducted in small parcels. Other
indivisibilities arise from the technical need to add to productive capacity, to
demand, and to investments in blocks of a minimum size, the benefits of which
acerue largely to others.' Other traditional examples are the need for social
overhead capital (power, transport, housing, and so on) and for mutually
supporting or “balanced” demand ®

But the idea can be extended to other areas, such as the ability to learn by
one’s own and others’ experience, to gain confidence, to benefit from example
by imitation. Not only technological complementarities exist between different
investment projects, but also attitudinal and institational complementarities and
indivisibilities. As soon as the argument turns to external economies, it is, in-
deed, not possible to distinguish clearly between “economic” and “non-eco-
nomic” forces. And the general case for the big push is based on the interrela-
tionship of all conditions in the social system, not only those in our categories
I and 2. The big push must jerk the system out of the grip of the forces of
stagnation. In addition to inertia (Section 9}, there are forces, both inde-
pendent of development (Section 10) and caused by it (Section 11), that im-
pede or reverse progress. Unless conditions are changed by specific, powerful,

*“A minimum quantum of investment is a necessary {though not sufficient) con-
dition of success. This is in a nutshell the contention of the theory of the big push.”
{P. N. Rosenstein-Rodan, “Notes on the Theory of the ‘Big Push,”* Economic Devel-
opment for Latin America, Howard S. Ellis, ed., Macmillan, London, 1981, p. 1.)
Ragnar Nurkse wants “a frontal attack . . . 2 wave of capital investments in a number
of industries” to assure what he describes as “balanced growth”; see Section 24 below,
(Problems of Capital Formation in Underdeveloped Countries, p. 13.)

* Section 24.
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and coordinated efforts,” they will not change at all or will change too slowly
or perhaps even in the wrong direction, and thereby either bring the develop-
ment process to a halt or reverse it. Fven if the process is not reversed and
some upward movement is created, all that may be achieved is a somewhat
higher level of equilibrium.

The development efforts will therefore not pay off until, through the mecha-
nism of circular causation, there is a substantial positive feedback from those
conditions that were not initially lifted by these efforts to those that were. A
cumulative process will then be started, The “gains” to development derived
from the feedback can then either take the place of some of the efforts or, if
those are continned, can reinforce them. These gains will tend to be larger, the
greater the momentum that the process of development has gathered. At the
start, big efforts are needed to set the process in motion, Thereafter, the plan-
ners can relax or they can harvest proportionately ever larger and quicker
vields from sustained efforts.” It is for this reason that underdeveloped coun-
tries cannot rely on a “gradualist” approgeh and that a growing number of
economists have come to support the “big plan.” Backwardness and poverty
naturally make it difficult for a country to mobilize enough resources for a big
plan, but they are precisely the reason why the plan has to be big in order to
be effective.” From one point of view, the very idea that planning is needed
to start development, and that market forces by themselves cannot do if, im-
plies the thesis of the big push.

The thesis of the big push, as commonly advanced, has two aspects: the size
of the initial efforts and the speed with which they are applied. In connection
with the big push, other types of concentration are often proposed, such as
concentration in space, or on lurge-scale projects, or on capital-intensive tech-
niques. A large effort per unit of time — say the year or the planning peried
— hipghly concentrated on a few sectors and on a few regions, using capital-
intensive techniques would combine several of these aspects. These other types
of concentration, however, raise quite different questions, the answers to which
are not necessarily the same as that with respect to size and speed.

* Section 19.

2“After all, it is an elementary principle that if a certain mass has to be moved
against a certain friction, a strong enough force has to be applied to start with al-
though once the mass has been set in motion, relatively less force may be required to
keep it moving. If, therefore, any backward apricultural area has to be developed,
the first impact of the agricultural extension service must be very intensive, although
once the process of development has started, the size of the staff can be reduced.”
(Sen, “The Strategy for Agricultural Development,” p. 14.)

3 This dilemma has, for instance, been a main source of controversy about Indian
planning from the time of the preparation of the Second Plan. The anti-gradualist
approach is illustrated by the following quotation: “One might also glean from In-
dian experience a warning against gradualism. In terms of the resources in sight in
1956, the second Plan was of course fairly ambitious; in tenms of what is needed to
bring appreciable changes in produclivity and to alter fundamentally the prognosis
for future growth, however, it was clearly too modest. And if even this plan is aban-
doned for lack of rescurces, it may turn out that India will have missed her ‘optimum
moment’ for generating a take-off.” ( Higgins, Economic Development, p. 730.)
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An example of the debate about concentrated versus dispersed effort is cen-
tered on India’s community development program.' The attempt to spread
community development and agricultural extension work over the 500,000 vil-
lages of the country has been criticized on the ground that this dispersal of
effort would fail, in our terminology, to initiate circular causation, with cumu-
lative effects, anywhere, The “push” would not be “big” enough. It is argued
that concentration on a few villages or districts where opportunities are most
favorable would yield greater allround benefits in the end than dispersal of
efforts at the start. On the other side it is argued that the entire countryside must
be prepared for development if rural India is to emerge from backwardness.
Concentration on industry, particularly heavy industry, has likewise heen pro-
pounded as the only course by which an underdeveloped country can be set
firmly on the road to development.® Opponents of this policy argue that it would
merely create small enclaves in an otherwise backward and stagnant economy.
The proponents of concentration have to rely on spread effects for their policies
to be effective; but spread effects are themselves a function of the level of
development and are generally weak in South Asia.*

No abstract solution to these dilemmas is possible. Everything depends on
the strength and direction of the series of repercussions, and they will vary from
country to country, period to period, and project to project. Moreover, these
repercussions can themselves be altered by policies. The practical problem
whether to concentrate or disperse in space, or with respect to industries or
sectors, must be posed in more concrete terms to be meaningful. It has, how-
ever, this relationship to the problem of the big push, so far as concerns the size
and speed of the development efforts: the bigger the efforts are in a given
period of time, the greater the possibilities of combining a certain concentra-
tion in regard to space, industries, and sectors, giving higher immediate yields,
with widely dispersed efforts to lift general levels, partly by increasing the
spread effects.*

* Chapter 18, Section 8; Chapter 26, Sections 10 and 18.

® Chapter 17, Section 8; Chapter 24, Sections 1, 3, ¢f passim.

? Chapter 24, Sections 7-9.

* The dilemma of concentration versus dispersion is related to the controversy over
unbalanced versus balanced growth, which we shall review in Section 24.

Generally, Western writers have an exaggerated belief in the ability of the un-
derdeveloped countries in South Asia to begin to develop once a strong enough spurt
has given the lead; this unfounded optimism is connected with a lack of faith, which
may instead be well founded, in their ability to carry out effectively a great number of
policies at the same time.

J. X. Galbraith argues against “the inclusion of all good things in the Plan™ and gives
au example of the usefulness of concentration: “In the late eighteenth and early nine-
teenth centuries the accessible agricultural area of the United States — that hetween
the Appalachian Plateau and the sea — was relatively small and there were occasional
food shortages in the sense that grain had to be imported from Europe. The solu-
Hon was to drive a canal to provide access to the abundant and rich lands of the Ohio
Valley. No other way of increasing production was so important; it was obviously
worthwhile at this stage of development to concentrate on this one thing alone. This
in effect was done. After the Erie Canal was opened in the eighteen-twenties food
became abundant and cheap slong the eastern seaboard. Had a modern agricultural
mission set about increasing food production in the early nineteenth century, and in
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19 The Need to Coordinate All Policies

Planning for development must aim, as we have said, at jerking the entire
social system out of its low-level equilibrium and setting off a cumulative proc-
ess upwards, There is economy in the big push. Smaller efforts mean waste,
The effectiveness of the push depends, of course, not only on the size of the
efforts but also on their timing and direction. Much will depend on which con-
ditions are changed, by how much and how rapidly. We cannot rely on circu-
lar. causation to see to it that the impulses that the plan has imparted to & few
conditions will be propagated throughout the social system. Yet this is neces-
sary for acceleration. Even if those impulses were sufficiently strong to spread
widely, development would be slower than if change had been induced di-
rectly in many other conditions af the same time and efforts had been coordi-
nated.

Coordination of polictes should not, however, stop short at “sconomic” pol-
icies, for there are many causal sequences cutside the “economic” field that
would hamper development in the absence of policies acting on them either di-
rectly or indirectly through other changes large encugh to transform their
braking power into a motive force. As was observed in Sections 9—11, numerous
forces hamper or reverse the process of cumulative development, either by re-
acting too weakly or too slowly or by acting against it. We may therefore con-
clude from our general knowledge of conditions in South Asia and their causal
interrelationships not only that the efforts have to be larger than a critical
minitnum, but also that they must be directed simultaneously at a great number
of conditions, concentrated within a short period of time, and applied in a +a-
tionally coordinated way. _

The effects of any given policy will depend on the policies simultaneously
pursued in other areas. Government policies ¢an never be planned in isolation.
Tn no field, therefore, can targets be set up and policy means chosen independ-
ently of what is done, or not done, in other fields, National planning implies

light of modern technology and organization, it would have urged the establishment
of experiment stations, proposed an extension service, suggested the development
and adoption of new varieties of grain, advocated supervised eredit, proposed more
attention to marketing services, and quite possibly have used the occasion to stress the
importance of starting work in home economics, fann management, rural health and
rural sociology. The canal would have been only one among all of these good ideas
and would probably not have got built, And all the rest being of far less fmmediate
effect, the food imports would have continued. At a later stage it is worthwhile in a
country such as the United States to devote itself to ways by which central oppor-
tunities are exploited. It is not a pattern to be applied to counttes where concentra-
tion on _essentials is still the urgent requirement.” (J. X. Galbraith, mimeographed
and undated note on Pakistan’s Second Plan Outline, pp. 17 .} See also the same
author’s Economic Development, Harvard University Press, Cambridge, Mass.,, 1964,
pp. 58 and 74,

Galbraith’s moral may not be applicable to South Asia, Fven were there similar big
ventures fo be undertaken, their spread effects would be unlike those that followed
upon the opening of the Erie Canal. Actually, the United States government did a
number of other things at the same time it built the canal, including some of those
mentioned by Galbraith as in his view having lower priority.
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the comprehensive and coordinated execution of a program of state interven-
tion in all fields of social and economic life, based on the available knowledge
of the conditions and their interrelationships, and aimed at the acceleration of
development (Appendix 3, Sectlon 6 et passim).*

Still another conclusion can be drawn from our general knowledge of the
causal interrelationships of conditions in an underdeveloped country, without
introducing more specific value premises than those contained in the modern-
ization ideals: The need for a set of policies on a broad front, in which all state
intervention is coordinated, is very much greater in underdeveloped than in
developed countries.?

There are several reasons for this difference. First, both the rewards of suc-
cess and the penalties of failure are greater in an underdeveloped than in a
developed country. The poorer a country and the greater the danger that it
may not be able to lift itsclf beyond the thresholds to cumulative development,
the more imperative that whatever efforts it makes and whatever scarce re-
sources it scrapes together be used with maximum efficiency. It cannot afford
waste.” Secondly, in underdeveloped countries attitudes and institutions are

*'We do not mean attaining “maximum” development in any simple sense. If devel-
opment has any costs, and it obviously does, maximum development regardless of costs
cannot be the aim of the planners, Beyond a certain point, the sacrifices imposed by
raising the rate of development further will appear excessive. These constraints de-
pend not only on physical facts such as the extent to which consumption can be kept
down without impairing people’s willingness and ability to work, but also on moral
and political value judgments. The simple guantitative connotations of “maximum”
ignore this, Moreover, even apart from physical and valuational constraints, “maxi-
mum” is ambiguous, because it leaves the time distribution of development open.
Which is “bigger”: 10 percent more next year and thereafter staying put; or no more
for ten years and thereafter a permanent annual increase of 60 percent; or a continu-
ous annual increase of 2 percent? Inter-temporal value judgments are required to give
meaning to a “maximum” rate of development. We reject the term “optimum” because
it conceals behind a pseudo-objective idea a multiplicity of valuations. “Maximum
desirable” or “as fast as is possible and desirable” are emply, evasive phrases.

The “maximum” thesis has oceasionally been defended by making two assump-
tions: first, that there is a maximum rate at which the economy can absorb the bundle
of coordinated policies and beyond which yield becomes negative; second, that gains
short of this maximum rate are so great that they compensate for any sacrifices. The
limits to this maximum rete are set by resources available for investment, attitudes, in-
stitutions, health, administration, and so on. This view implies the assumption that the
ability and willingness to apply policies are not themselves constraints, { See Otto Eck-

stein, “Capital Theory and Some Theoretical Problems in Development Plapning,”

American Economic Review, Papers and Proceedings, Vol. L1, No. 2, May, 1961, p.
94.)

?The dilemma is that, while the need to coordinate is much greater in underde-
veloped countries than in advanced countries, the ability and wtllmgﬂesx to do so are
much less. That the need is greater we argue in some detail below in this appendix.
That the ability to coordinate and even the willingness to do so are frequently less is
apparent in many contexts in our study. Without this important proviso, the present
discussion of the limitations of comprehensive planning in South Asian countries may
appear unduly naive.

* “The smaller the resources and the more formidable and complex the problems,
the greater the need for planning in order to achieve maximum results in the shortest
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normally much less favorable to the spread of development impulses than in
highly developed countries. In the latter a long process of adjustment toward
rationality has already taken place. It has resulted in attitudes, patterns of be-
havior, and institutions sanctioned by laws and regulations, collective agree-
ments, customs, and accepted ideas, dissemninated by education, and permeat-
ing social intercourse generally. These forces provide for the regulated but
free propagation of impulses from one field of activity and one location to
others. In underdeveloped countries, on the other hand, the “spread effects”
meet with stronger resistance, and attitudes and institutions may check or even
counteract the impulses for development.

An illustration of the need for reforming attitudes and institutions is pro-
vided by our study of labor utilization in Part Five of this book. We find that
the modern Western concepts of “unemployment” and “disguised unemploy-
ment” —in South Asia translated, or rather transformed, into “underemploy-
ment” — do not apply to the greater part of the population of working age —
thé “labor force” —in South Asian countries.* These concepts imply that there
is a fluid labor market, that idleness within regnlated working hours is normally
involuntary, that inability to work can be clearly distinguished from unwilling-
ness to work, and that the differences in the quality of labor input, which is to
say its intensity and efficiency, can be disregarded. In the West these assump-
tions and, consequently, these concepts are meaningful. Attitudes there fit an
analysis in the simple aggregative terms of employment and unemployment.
For particular occupations, working hours and working conditions have been
standardized, and differences in the quality of labor input either are not very
important or can be reduced to a common scale. With few exceptions, a man
without a job can be assumed to seek work, so that a sufficient dise in the de-
mand for labor will create “full employment.”

In the South Asian countries the situation is entirely different. Increasing the
demand for labor, or creating opportunities for productive work by the self-em-
ployed, will by itself not lead to a better utilization of the labor force or will do
so only to a minor extent. Such measures have to be supplemented by poli-
cies directed not only at investment and expansion of labor demand but also at
changing organizations and habits, attitudes and institutions, and religious be-
liefs and social valuations, The presence or absence of such policies is crucial to
the productivity of investments, 2 situation for which there is no parallel in the
West, On the other hand, properly selected and directed investments are often
an indispensable condition for implementing policies intended to improve at-
titudes and institutions. The exclusion of “non-economic” factors from the ordi-
nary models used in economic analysis and planning has led to a serious distor-
tion of the concepts used in relation to labor utilization.

20 The Neglect of Attitudes and Institutions
In the writings on development problems of underdeveloped countries, it is

a commonplace to acknowledge that a close relationship exists between the ef-

" (Pakistan, Government of, National Planming Board, The First Five Year Plan
1955—80 Karachi, 1958, pp. 59—60)

 Chapter 21, Part IT; Appendix 6.
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fectiveness of development policies in the economic field and prevailing att-
tudes and institutions.” But it is fair to say that almost all economic studies of
these problems, whether by South Asian or foreign economists, imply an almost
complete neglect of this relationship and its consequences. Tn particular, all
the development plans suffer structurally from this defect.” Prejudices derived
from Western and “Marxist” thinking — which on this as ¢n so many other
points converge — and given support by vested interests or inhibitions in pol-
icy formation, blur economists’ broader insights into South Asian conditions
and confine their range of vision to “economic” factors.

In the Prologue {Secton 6) and in many other contexts’ we characterized

*“Prices do not respond to changing relative scarcities, or entreprenenrs do not re-
spond to changing prices, or immobilities of resources are such as to prevent necessary
movements of factors, or some other characteristic of the general social milien inter-
feres with the economic process working in such a manner as to generate continuing
economic growth. It is apparent that such barriers must be eliminated before a society
can play host to the kind of cumulative developmental process with which advanced
countries have become familiar.” {Gustav Ranis, “Eeonomic Development: A Sug-
gested Approach,” Kyklos, Vol. XII, Fasc. 3, 1959, p. 440.)

“Sustained growth requires a considerable transformabtion in the educative process.

. . that is, it requires drasHc changes in the mores, habits, and traditions of
the populace, But the educative process and the consequent mores and traditions
are so fundamental to the life of the society, and so pervasive in the day-to-day life of
the community, especially within the family group, that it is almost unthinkable that
these should respond drastically to small stimulants or shocks.” (Leibenstein, Eco-
nomic Backwardness and Economic Growth, pp. 35-38.) The writer pives “a partial
list of the attitudes that it would be desirable to develop in order to promote economic
growth” (p. 109): “{1) Western ‘market’ incentives, that is, a strong profit incentive,
an eagerness to maximize money incomes, etc., {2) a willingness to accept entrepre-
neurial risks, (3) an eagerness to be trained for industrial and ‘dirty’ jobs rather than
white collar jobs or those that have cultural prestige value, and (4) an eagerness to
enpage in and promote scientific and technical progress rather than devotion to an hon-
orifically valued ‘cultural’ education. In sum, it is necessary to create an outlook in
which success is gauged by market performance and in which rational, rather than con-
ventional or traditional, considerations are the determinants of action.” This list, as we
find in the present study, is a very partial one.

“Development is not governed in any country by economic forces alone, and the
more backward the country the more this is true. The key to development lies in
men’s minds, in the institutions in which their thinking finds expression and in the play
of opportunity on ideas and institutions.” (A. K. Cairncross, “International Trade and
Economie Development,” Economica, Vol. XXVIII, No. 109, February, 1961, p. 250.)

Everstt Hagen correctly appraises the significance economists attach to these fac-
tors. He notes that “A number of economists who are students of ecomomic growth
make generous reference to the importance of noneconomic factors™ and then — citing
Kaldor, Leibenstein, Rostow, Lewis, Nurkse, Eckans, Hirschman, and Mason and re-
ferring in general to “virtually all of the writers of texts on economic development” —
he adds that “many of these treat these factors much as Mark Twain accused everyone
of treating the weather. Having mentioned noneconomic factors, they then proceed to
ignore them and discuss development as though only economic facters bring it about.
The others {including present company) in essence say, ‘change in noneconomic fac-
tors must be taken into account, but I don’t know what causes it.”” (Fverett E. Ha-
gen, “Tuming Parameters into Variables in the Theory of Economic Growth,” Ameri-
can Economic Review, Papers and Proceedings, Vol. 1, No. 2, May, 1960, pp. 824~
625.)

# Appendix 4.

® For instance, Chapter 21, Section 9.
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this approach as biased and discussed the social forces that have led to it. The
economic models' to which we repeatedly refer are symptomatic of this bias.
Even when the plans express a wider conception of the problem of planning
and devote much space to proposals for changing non-economic factors, they
still have at their core an investment program in which output is treated as a
functon of capital input,-usually in terms of physical investment.* When, as in
the treatment of labor utilization, the facts seem to underscore the necessity of
altering attitudes and institutions, it is minimized by the use of the concepts of
employment, unemployment, and disguised unemployment or underemploy-
ment — relevant and realistic in the West but not in South Asia,

This narrow approach to planning in the underdeveloped countries of South
Asia implies one or both of two assumptions:

{1} that development efforts directed at raising output by investment will

induce changes favorable to development in all other conditions;

(2) that efforts to change the non-economic conditions directly are difficult,

impossible, or ruled out.

The first assumption has a long and honorable history. Adam Smith and the
clagsical economists laid great stress on such non-economic factors as rationality,
enterprise, efficiency, mobility, skills, education, and honest government, as
pre-conditions of production. But they tended to regard their improvement as
inevitable. They had, indeed, good reason for such optimism with respect to
the countries with which they were concerned. Moreover, their liberal philos-
ophy, inspired by a very different experience from that of the South Asian
countries, made them hostile to state intervention. In their view, development
—including reforms of attitudes and institutions — would result from giving
free rein to individual initative and market forces. Marx —no more a planner
than his predecessors’ — also thought in teleological terms and regarded the
realization of his ideals as the inevitable outcome of a historical process. Plan-
ning against the process was futile, planning for it unnecessary. His view of the
entire culture — with well-known reservations — as a superstructure of the
“modes of producton” reflects an extreme optimism about the spread of im-
pulses from the “modes of production,” and particularly from industrialization,
to cultural and social attitudes and institutions.”

The majority of contemporary Western economists, with a few notable ex-
ceptions, are planners, at least with regard to the underdeveloped countries.
But influenced by Marx to a degree they are rarely aware of, they usually
make the first assumption that economic advance will have strong and rapid re-
percussions on attitudes and institutions, especially on those important for
development.® Without this assumption, one cannot make sense of the numer-

T Appendix 3.

* Appendix 4.

?See in Section 3 above,

* Prologue, Section 6; Chapter 5, Section 4.

& The present-day Communist docirine is well expressed by Oskar Lange: “What is
the essential of planning economic development? I would say that the essential con-
sists in assuring an amount of productive investment which is sufficient to provide for
a rise of national income substantially in excess of the rise in population, so that per
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ous models and plans produced for the underdeveloped countries of South
Asia. It has become almost a cliché in the region to say that the political revohi-
tion must be followed by a social revolution in order to permit an economic

capita national income increases. The strategic factor is investment, or more precisely
productive investment. Consequently the problem of development planning is one of
assuring that there be sufficient productive investment, and then of directing that pro-
ductive investment into such channels as will provide for the most rapid growth of the
productive power of national economy.

“These are the essential tasks of development planning. The problems which plan-
ning Faces can be divided into two categories. One is the mobilization of resources for
purposes of productive investment, the other is the direction of the investment into
proper channels. These are the essential problems implied in planning,” (Oskar Lange,
Economic Development, Planning and International Cooperation, Central Bank of
Egypt, Cairo, 1961, p. 10. Ttalics added. )

Shenfield and Hoselitz state the most common Western assumptions:

“Implicit in our whole approach is the decision to try and push economic develop-
ment by purely economic means. We permit ourselves to hope that certain kinds of
economic change will have political consequences; the ideology of the West is Mandst
enough for that. We expect that the new middle classes will, once they are large and
rich enough, eventuzlly overthrow the corrupt government to which we are giving
economic assistance today. But we are not going to do anything directly to bring that
govermment down.” (Andrew Shonfield, The Aftack on World Poverty, Chatto &
Windus Ltd,, Londen, 1980, pp. 17-18.)

“As concerns present instances of economic development, it is quite proper to re-
gard such factors as accumulation of {or mobilization of accumulated ) capital, planned
introduction of new skills and new work techniques as the primary variables, and to
regard adjustments in the social structure as positive, negative or neutral ‘Tesponses’ 1o
these “stimuli.” In other words, the governments of underdeveloped countries are re-
solved to plan for economic development and to carry out these plans to the extent of
their abilities, The impact of social and cultural factors consists thus not in determin-
ing whether or not, or even in what form, economic growth is to take place, but how
easily and smoothly the objectives of a development plan can be attained and what
costs — not all of which are strictly measurable in terms of money or other resources —
are involved in reaching the goals.” (Bert F. Hoselitz, “Social Structure and Eco-
nomie Growth,” Econemia Internazionale, Vol. VI, No. 3, Chamber of Commerce, In-
dustry, and Agriculture, Genoa, 1953, p. 18.)

Nehru observes the similarity between the “Marxist” and the Western approach and
attributes it to the rationalism of science: “. . . broadly speaking, planning for indus-
trial development is generally accepted as a matter of mathematical formula. It is ex-
tracrdinary how hoth Soviet and American experts agree on this. If a Russian planner
comes here, studies our projects and advises us, it is really extraordinary how his con-
clusions are in agreement with those of — say, an American expert, Tt has been quite
astonishing for me to come across this type of agreement from planners belonging to
two different and contradictory political and economic systems. You ses, they happen
to be men of science, planners, experts, who approach our problems from purely a sei-
entific point of view. Once they do so, they forget about ideologies and all that, and
they agree, broadly, that given certain pre-conditions of development, industrialization
and all that, certain exact concluisions follow almost as a matter of course, Of course, I
am not talking of non-scientific people, like the American businessman, for example,
who will talk about private enterprise and all that, or the Soviet politicians who will
press Communist or Marxist solutions. They always do so. But the moment the scientist
or technologist comes on the scene, be he Russian or American, the conelusions are
the same for the simple reason that planning and development today are almost a
matter of mathematics.” (R. K. Karanjia, The Mind of Mr. Nehru, Allen & Unwin
Ltd., London, 1960, pp. 50-51.}
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revolution. But despite this stereotyped declaration, practice suggests that so-
cial changes are expected to follow in the wake of economic changes, inasmuch
as only an economic revolution, or in other words economic development, is in
fact attempted.

The first assumption of the inevitability of sufficiently strong and rapid, in-
directly induced changes of attitudes and institutions is related to the second
assumption of the difficulty or impossibility of directly inducing changes, for
acceptance of the second assumption demands acceptance of the first if plan-
ners are to maintain faith in the usefulness of Western-type economic models.
The second assumption, though usually implicit, is occasionally made explicit.'
Unfortunately, the evidence, as set forth in the present study, suggests that
whereas the first assumption is glaringly untrue, particularly in the larger and
poorer countries of South Asia where the accelerating increase in population
adversely affects both economic and social conditions, the second assumption
may well be true.

As we point out in various contexts in this study, “economic” policies are
undoubtedly easier to carry out than are social policies that challenge vested
interests, viclate deep-seated inhibitions, offend cherished traditions and be-
liefs, and work against the heavy weight of socfal inertia. If, however, develop-
ment policies are, for these reasons among others, mainly directed at economic
development in the narrow sense, they will prove less than effective. Tibor
Mende has made this point well:

. .. 00 country has seen a frontal attack on all the major problems at the same time. T
should like to remark here that I am absolutely convinced that, sociologically speaking,
one of the reasons for the communists’ success wherever they are active is that they go
on attacking all the major problems simultancously. In an inert society where the de-
formations of the past have accumulated, you are exactly in the same sitwation as the
man who cuts a clearing in the jungle, if you go on attacling one problem; that clear-
ing will not resist the jungle when it grows back, it will disappear, Either you go at it
seriously or better you don’t touch it, because you will be disillusioned. I think this is
what has been happening in Southeast Asia. They have attacked one problem at a time;
I am not condemning them for it, because after all they had no personnel, they had no
capital, and it was very difficult to be more general. But anyway I think it is important
to realize that to create the general dynamism which makes people work wonders —
you see sometimes in these communist countries that people do extraordinary things
which statistically speaking are not expected of them — it is necessary that they go on
attacking all the problems simultaneously and generate this almost superhuman en-

L “Underlying these remarks is the assumption that desired patterns of fertility, de-
sired attitudes toward thrift and investment, desired rates of savings, and desired
changes in and stimuli to the growth agents, and, most important, desired changes in
mores and traditions that underlie these changes cannot be achieved easily by. direct
methods, . . . Belief in the efficacy of direct action in establishing desired attitudes, tra-
ditions, and behavior patterns seems to be somewhat similar to advocating direct ac-
Hon in fostering the spirit of optimism during periods of ecomomic depression. Our
present knowledge of social psychology does not suggest that very much can be hoped
for in this direcHon at present. Of course, we cannot foresee the future, and future
socio-psychological discoveries may possibly change all this.” (Leibenstein, Economic
Backwardness and Economic Growth, pp, 2568-259, f.n. 6.)
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thusiasm which makes people do extraordinary things. This has not been attempted
anywhere in Southeast Asia.}

To Mende’s observations about the policies of the Communist countries cne
may add that the Communists themselves have obviously not relied on Marxs
optimistic hypothesis of the rapid and effective spread of impulses from the
economic sphere to the “superstructure” but have directly intervened to change
social conditions, while, as always, preserving Marx's doctrine in reinter-
preted form. In the first place, they have used the government to reshape so-
ciety, instead of letting society, changed by the modes of production, deter-
mine the government.® They have thus created something very different from
Marx’s dream of the “realm of liberty” that would replace the “kingdom of
necessity” and in which, after the collapse of the capitalist system, the state
would “wither away” and the government of men would give way io the “ad-
ministration of things.” The adjustment of the doctrine was clearly marked by
Lenin's famous assertion that “Communism is Soviet power plus electricity™
(italics added), although it is doubtful whether Lenin foresaw the amount and
duration of the compulsion that would be used.” This adjustment of the doctrine

! Tibor Mende, “Southeast Asta and Yapan,” Bulletin of the International House of
Japan, Inc., Winter, 1959, No, 3, p. 26. When he speaks of Southeast Asia, Mende is
referring to what in this book is called South Asia,

? As Edward Mason has noted: “The critical queston confronting research on the
role of government in economic development is the extent to which government can
shape, or is inevitably shaped by, the society of which it is a part. To a genemtion
deeply influenced by Marx, society, or rather basic economic and social change, was
the shaper and government very much a strictly determined product. And indeed in
the society that Marx described and analyzed — the society of Western Europe, and
particularly Britain — government was shaped by the society. As George Unwin put it,
‘The main feature of British history since the seventeenth century has been the re-
moulding of a State by a powerful Society.” (George Unwin, Studies in Economic His-
tory, London, 1927, p. 28.) But the political descendants of Marx have demonstrated
in no uncertain manner that the state, appropriately equipped with instruments of au-
thority, including terror, can go a long way in reshaping the surrounding society.”
(Edward S. Mason, “The Role of Government in Economic Development,” American
Economic Review, Papers and Proceedings, Vol, L, No. 2, May, 1960, p, 636.)

“The cardinal advantage of commumist economic planning is that it can and does
think consistently in these terms; for the communist, once he has consolidated his re-
gime politically, has both the power and the will to impose on the community the
physical distribution and utilisation of men and materials that his calculations show to
be necessary for the attainment of his objechives. He need have no regard for fmme-
diate sectional interests, whether of landlords or capitalists, peasants or proletarians,
and can act with a ruthlessness tempered only by the need to avoid provoking rebellion
and Eo-maintain producers’ morale — in both of which tasks he is notably assisted by
his monopoly of the means of propaganda. Non-communist governmenis cannot use
similar methods, and consequently are unable to plan the economy in so comprehensive
a manner.” (A. H. Hanson, Public Enterprise and Economic Development, Routledge
and Kegan Paul Ltd., London, 1959, pp. 96-99.)

® Sarvepalli Radhakrishnan, on returning from his ambassadorship in Moscow, told
the present writer of a conversation he had had with Stalin, in which the latter had
said that he foresaw, and hoped for, much more individual liberty once economic de-
velopment had heen pressed forward so much that further development would be
compatible with it; but he meant that in the initial stages the planned development in
the Soviet Union required the harsher rule.
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may have been motivated by another circumstance that conflicted with Marx’s
forecast: the fact that the revolution ocowred first in an underdeveloped coun-
try. In both respects revohrtonaries like Bakunin, who saw the importance of
changing attitudes, and who predicted. the arrival of the revolution in countries
like Russia, showed deeper insight and more accurate vision.

As is brought out in the fourth part of this book, the South Asian countries
do not want to follow the Communist line of development. They aim at “dem-
ocratic planning.” In Chapter 18, Sections 13 and 14, on the “soft state,” and
elsewhere, we have argued that the term “democratic planning” has been used
to justify a very serious lack of determination and ability to apply compulsion
in order to enforce existing laws and regulations and to enact and enforce new
ones. The dictum of the highly respected American jurist Learned Hand that
“law is violence” would not appeal to, or be understood by, the greater part of
the South Asian intellectual elite. The governments of these countries have been
much more reluctant to promulgate and enforce obligations than have the rich
democratic welfare states of the West, which do not regard the use of force
for social ends as a retreat from democracy.

This reluctance not only helps to explain the relative absence of successful
development in South Asia but.can itself be explained by the status of under-
development. The “soft state” falls under the heading of our fourth, fifth, and
sixth categories of undesirable conditions — attitudes, institutions, and poli-

_cies — and is one of the main characteristics of underdevelopment. It derives

historically from feudal or pre-feudal traditions, and was in many ways rein-
forced by the reaction against the colonial regimes and by the liberation move-
ments they bred, But in the present era, the soft state does little to remove,
and in fact helps to create, almost insurmountable obstacles and inhibitions to
planning, By preventing vigorous attacks on all those conditions that lie outside
the narrowly defined economic sphere, it impedes economic development. In
this situation, planning that is based on simple economic models and neglects
non-economic forces serves as an opportune rationalization. Necessity, espe-
cially political necessity, is made a virtue when it is lightheartedly assumed
that investment will by itself engender development. To butiress this ration-
alization analogies are claimed to exist between conditions in South Asia and
conditions in advanced countries, either as they now exist or as they did exist
when these countries approached a period of rapid development.’

But the prospects of breaking down the barriers to development in the
South Asian countries would be quite different if in a country like India, for
example, the government were really determined to change the prevailing at-
titudes and institutions and had the courage to take the necessary steps and
accept their consequences. These would include the effective abolition of
caste, prescribed by the constitution, and measures, accepted in principle, that
would increase mobility and eguality, such as effective land reform and ten-
ancy legislation; a rational policy for husbandry, even if it required the killing
of many half-starved cows; eradication of corruption at all levels; enforcement
of tax laws; effective taxation on income from land; a forceful attack on the
problem of the “educated unemployed” and their refusal to do manual work —

1 The differences in “initial conditions™ are played down; see Chapter 14.
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in general, enachment and enforcement, not only of fiscal, but also of all other
obligations on people that are required for development. It would mean mo-
bilizing the underutilized agricultural labor for permanent improvements in
agricultural production and creation of social capital; a large-scale and effec-
tively carried out campaign to spread birth control; and so on,

In many respects g large and rapid change of attitudes and institutions is not
more difficult than a series of small and gradual changes —just as a plunge
into cold water is less painful than slow submersion. Whatever resistance is
called forth by any one gradual step forward will usually be more effectively
mustered against the next step, whereas there is less chance for resistance
when .the change is rapid and multiple, This is particularly true if the small
changes are attempted half-heartedly and if reliance is placed either on the
indirect effects induced by economic changes or on exhortations and empty
threats; in these circumstances the forces of resistance may be encouraged.
Worse still is the practice, common in South Asiz, of pronouncing or even legis-
lating ‘large-scale reforms and not implementing them. Such behavior breeds

~cynicism and contempt, and makes subsequent reforms more difficult.® Al this
having been said, it is admittedly very difficult to carry out reforms that offend
against established institutions and attitudes, especially since those in power,
responsible for reforms, often share these attitudes and have a stake in pre-
serving the institutions through which they are molded; in other words, they
suffer from what we have called inhibitions. To a varying extent this is as true,
or almost as true, of the dictatorships in the region as it iz of those govern-
ments that come to power through elections. Against this background the con-
centration in South Asia of planning on the namow front of investment and
production, expressed in the economic models and in the structure of the plans,
becomes understandable.

As we noted, at the more general level of discussion the desirability of at-
tacking on a broad front is generally recognized; but the gap between profes-
sion of principle and actual practce remains wide. The plans often include
policies in many non-economic spheres, but the actual proposals are much more
limited, and usually more lenient toward prevailing attitudes and institutions,
than rational considerations of a high rate of development warrant? One

* The problem referred to in this paragraph is a erucial one. Social anthropologists,
interested in the potentinl dynamics of stagnant communities in the dichotomy of rev-
olution or evolution, could make path-breaking coniributions to the theory of planning
for development, Cf. J. D. N. Verslays, “Social Factors in Asian Rural Development,”
Pacific Affairs, Vol. XXX, No. 2, June, 1957, pp. 161-162.

* The plans regularly contain general statements about the necessity to change the
general soctal framework.

The Second Five Year Plan of India, for example, made it clear that “the task before
an underdeveloped country is not merely to get better results within the existing frame-
work of economic and social institutions but to mould and refashion these so that they
contribute effectively to the realization of wider and deeper social values.” (India,
Gm)femment of, Planning Commission, Second Five Year Plan, New Delhi, 1956, p.
29,

“. . . the Philippine three-year programme of economic and social development also
felt the need not to upset unduly existing non-economic value pattems, but, if this
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influence in the direction of a wider approach in India is the Gandhian ide-
ology;* similar ideas exist in other countries. They have not been very powerful,
however, partly because planning and modemization represent a conscious
break with these ideologies, and partly because they have urged voluntary
changes in attitudes and institutions and opposed any form of external compul-
sion.

But it is not only the discussion inspired by Gandhian ideologies that has
stressed the understanding of development and planning for development in
terms of simultaneous changes in a multitude of conditions, both economic and
non-economic. Writers unaffected by indigenous South Asian ideologies, and
firmly in the tradition of the Western ideals of modernization, have also em-
phasized this need.” It has beer summed up in the commonplace observation

was necessary, to plan for desirable changes in the political and social institubons.”
(Philippines, Government of, National Economic Council, Three-Year Programme of
Economic and Sociel Development (FY 1959/60 to FY 1961/62), Manila, 1959, p.
12.)

The plans of Ceylon and Pakistan “, . . view social development as a positive in-
strument for economic progress.” ( United Natons, ECAFE, “Experience of ECAFE
Countries with Social Development Programmes,” Economic Development and Plan-
ning in Asia and the Far East, Economic Bulletin for Asia and the Far East, Vol. X,
No. 3, December, 1959, p. 10.)

The rationalization of the lack of determination to undertake any vigorous reforms of
the social framework is put in terms of the need not to upset “the existing value sys-
tem,” to have a “smooth transition,” to avoid or compensate for “traumatic disturb-
ances,” and, ultimately, the determination to remain within the bounds of “democratic
planning,” working with the means of “persuasion and not compulsion.” These reserva-
tions point to important political inhibitions and obstacles, generally making these
countries what we have called “soft states,” CF. Chapter 3, Section 8.

1 *“Whereas the modemn concept of planning refers mainly to economic planning,
Gandhian planning was concermed with the overall, balanced development of society,
with special emphasis on the spiritual and moral development of the individual.” (T. K.
N. Unnithan, Gandhi and Free India, @ Socio-Economic Study, J. B. Wolters, Gronin-
gen, Netherlands, 19586, p. 116,)

3 “Technically, the essence of the problem of growth is that all parameters become
variables, Any theory of growth which places great reliance on a few simple relation-
ships does not deserve serious consideration as an explanaton of so vastly interde-
pendent a phenomenon. The classical view that economic growth would be engendered
‘if only’ restraints were removed and the contemporary view ‘if only” several prerequi-
sites were et, are oversimplifications which are not applicable to newly developing
countries.” (J. M. Letiche, “The Relevance of Classical and Contemporary Theories of
Growth to Economic Development,” American Economic Review, Papers and Proceed-
ings, Vol. XLIX, No. 2, May, 1959, p. 492.}

“. .. it will be argued in this paper that development is not a mere matter of funnel-
ling technical knowledge or capital but that it involves people. People co-operate in
institutions such as schools and banks and factories, and what takes time in the crea-
tion of these is not the construction of the edifices, but the training and motivating of
the participants. Development requires that pecple be in some ways changed, and by
the recognition of this we bring history back into the picture. Events force us to be-
lieve that development is more than the sum of simple technology, simple economics,
and simple management.” {Keyfitz, Canadian Journal of Economics and Political Sci-
ence, Vol. XXV, No, 1, February, 1959, p. 36.)

“It is the conjuncture of forces causing economic growth that is important, and no
one of them alone will have the same effect as it does in conjuncton with others. The
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that development is a “human” problem and planning means “changing men.”

If intellectual conflict is not more apparent, this is Iargely because a division
of responsibility has led some to specnlate in general terms and others to build
models and conduct technical discussions; often the second group maintains the
appearance of sophistication by indicating an awareness of the broader per-
spective without, however, letting this interfere with their work."

21 Levels of Living

In the last section we argued that in planning for growth in the advanced
Western countries there may be good reasons for neglecting the fourth and
fifth categories of conditions — attitudes and institutions® — but that these rea-
sons do not hold for planning for development in South Asia. In this section
we shall attempt to show that the same is true of the third category, levels of
living,

In poor countries a change in the levels of living affects the contribution men
make to production, We define levels of living in a broad sense, including health
and educational facilities and cultural activities as well as nutrition and housing,
By human productivity we refer not only to the quantity, intensity, regularity,
skill, and general efficiency of labor inputs, but alsc to enterprise and other ap-
titudes and dispositions that, when improved, tend to raise production; in the
following discussion we shall for simplicity’s sake refer to all of them as labor
input and efficiency. In rich countries, a rise in levels of living has either no ef-
fect, or a very much smaller effect, on human productivity. People normally
consume encugh — occasionally and in some respects perhaps too much — to
maintain an optimal level of labor input and labor efficiency. Higher consump-
tion would not raise labor input and efficiency, nor would lower consumption,

system is bound to be rather complicated; it is doubtful whether the method of ‘suc-
cessive approximations” will give the right answers. Dealing with the whole system at
once enomeously increases the intellectual difficulty .of handling the problem.” (Hig-
gins, Economic Development, p. 415.)

*For instance, Jan Tinbergen warns that the “importance [of . training and educa-
tion] should not be overlooked,” but he keeps them out of his analysis because “these
activities are not as a rule considered & part of economic policy,” a statement that im-
plies all the metaphysical notions mentoned in Section 14 above, (Tinbergen, The
Design of Development, p. 5.} Ragnar Nurlse, among others, more humbly explains
that he is not taking up “matters relating to cultural, social and demographic condi-
tions, partly because of the great diversity of those conditions . . . but mainly because
of [his] lack of knowledge in these fields,” which leaves open the -question, how he
then can come to such definite conclusions. (Problems of Capital Formation in Under-
developed Countries, p, 2.)

As Everett E. Hagen observes: “Almost every economic analyst studying econcmic
development agreed that some other factors are of importance. However, when an
economist presented [his] analysis he often ignored other factors, because he claimed
no competence with respect to them, And of course ignoring them when making pre-
scriptions is equivalent to assigning them zero importance.” (“The Role of Different
Sciences in the Teaching Cwricula of the Institutes,” paper given at Tavistock Imsti-
tute of Human Relaticns, roneod, London, no date, p. 3. Italics added.)

*We are aware that this concession is far too generous; a more institutional ap-
proach is needed even in the Western countries, However, our study is not concerned
with this problem.
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within practical limits, reduce them. Hence there is, in rich countries, a fairly
Jear line of demarcation, both for the community znd for the individual, be-
tween that part of income which is consumed and that part which is saved.
Saving, like income, is a composite term and covers, for the present purpose,
oll those activities which, by reducing present consumption below what #
would otherwise be, raise: future income above what it would otherwise be.
It can take the form of the creation of productive assets different from con-

. sumption goods, such as fixed equipment, or it can take the form of using con-

sumption goods, such as seedcorn, to increase productivity directly. Workers
have to be fed while they are not adding to current consumption or simple
“waiting” has to be done. The common feature is that saving is done with the
intention of raising future production and income above what they would

‘be if no saving had occurred, and the intention will be realized only if, and

insofar as, direct investment is carried out. Although there are types of expen-
diture that, though not consumption, do not, and are not intended to, raise fu-
ture production (e.g., military expenditure), by and large the distinction be-
tween consumption and saving or investment corresponds in rich countries to
the distinction between non-productive and productive expenditure.

It follows that in the rich countries analysis of and policies affecting levels
of consumption can be neglected when growth and development are consid-
ered, except insofar as they determine the resources set aside as savings and
thus available for investment. A model for growth can be confined to the use
of such concepts as savings, investment, employment, production, and price
formation, which form the basic tools of economic analysis and policy.

Before trning to the theoretical implications of this difference between
rich and poor countries, let us consider the components of the level of living
briefly. In the rich countries, standards of nutrition are generally so high that
a rise in the quantity or an improvement in the quality of food intake has no ef-
fect on labor productivity. They may, indeed, lower it. This is not so in any
South Asian country.’ For a large part of the population of India and Pakistan,
and a smaller part of the population in the other South Asian countries, even the
calorie intake is inadequate to maintain optimal levels of health, energy, and
labor input and efficiency. Qualitative deficiencies and dietary imbalance, par-
ticularly shortages of protein, vitamins, and essential minerals, are even more
widespread, Both undernutrition and malnutrition impair the energy of a large
part of the population of these countries, and decrease labor input and effi-
clency. The same is true for housing, sanitation, and health facilities in general.
In the rich countries the standards are such that higher expenditure has little
effect on labor input and efficiency. Again this is not so in the countries of South
Asia. The impact is greatest in the poorest countries, Pakistan and India. Even
though mortality rates have fallen rapidly, high morbidity rates and the fre-
quency of illnesses that lower stamina and energy, and reduce resistance to
disease, have large effects on productivity.’

1 Chapter 12, Section 4; Chapter 30, Section 11,
* Chapter 30, Sections 1 and 11.
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Similarly, the level of elementary education has in the West for a very long
time been so high that further advances have no great and infmediate effect
on the ability to work and the efficiency of the labor force.' Low levels of labor
input and efficiency in all the South Asian countries, on the other hand, are
partly the result of the low levels of elementary education. Indusiry there is
starved for literate workers who can understand a complicated production
process and follow written instructions and drafts. Agriculture and crafts
would greatly profit if more people could read simple books and professional
and trade journals, and if they could write, calculate, and keep accounts. The
persistence of primitive techniques and the difficulty of introducing improve-
ments through extension work and other methods are largely due to the low
levels of elementary education, So is the resistance to the orgamnization of co-
operatives from which the bulk of the population, not only the better situated,
could benefit, The absence of a rational credit system and the importance of
the moneylender can be attributed in part to the same cause. If, on the one
hand, there is a dearth of usefully educated, there are, on the other hand, the
“educated unemployed.” Schools turn out graduates who are neither fit nor
willing to hecome semi-skilled and skilled artisans, fitters, electricians, me-
chanics, or even bookkeepers. Not just more but a different kind of education
is needed, along with a change in attitudes, so that the “educated” will not
shun manual work. Effective government policies along these lines are a pre-
condition for a rapid advance in almost every direction.

These differences have important implications for planning. Although it
makes sense in the rich countries to think of economic development in terms of
savings, investment, employment, and output, and to disregard levels of living,
except insofar as consumption decreases that part of income which could be
saved, the situation in the underdeveloped countries is guite different. For the
broad masses there, an fncrease in consumption raises produciivity, wih vari-
ations according to the direciion and composition of the increase. This is an-
other fundamental difference that renders Western concepts and theories in-
applicable to the problem of development in South Asia.

To this must be added a further complication, Whereas in the rich countries
of the West the expansion of certain policy measures directed toward higher
levels of living, such as improved health services, has now become essentially a
technical problem that can be treated in isolation, except for the guestion
whether it is to be a public or private responsibility, in the South Asian coun-
tries all policies affecting levels of living are inierdependent. The reason
again is that these levels are so low. Western thinking applied to South Asian
problems is bound te yield false conclusions. Tn South Asia health is closely
connected with nutrition, housing, and education. Whereas the general level of
education is such in the rich countries that popular attitudes present no serious
ohstacle to implementing health policies, or at any rate none that cannot be

! The situation is different for higher education and professional and techmical
training, but this is not commonly regarded as consumption or included in the level of
living, but, quite properly, is considered investment, even if this is not yet fully recog-
nized in national accounting.

For substantiation of what follows in this paragraph, see Chapters 32 and 33.

I
i
'!
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removed by an appeal to good sense, the obstacles presented by illiterate
and tradition-bound communities are larger and much harder to overcome.
Implementation of health measures there depends on raising the general level
of education and changing fundamental beliefs."

We have reached two conclusions. for the underdeveloped countries in South
Asia: first, it is not possible to deal with specific components of the level of liv-

. ing as technical problems, isolated from other components. They are all closely

interrelated. Secondly, measures that increase production and productivity
cannot be separated from measures that raise certain kinds of consumption. Tt
follows that development policies, if they are to be effective, must be coor-
dinated over a much wider range of activities, including some that are com-
ponents of the level of living insofar as they raise production. As we have in-
dicated, this conclusion has important corollaries for the adequacy of certain

concepts and theories to development and planning for development.

To raise levels of nutrition, housing, and sanitation, to improve medical fa-
ciliies for prevention and cure, to provide elementary education — these are
objectives to which all communities attach independent value, for they enable
people to lead a better and fuller life. They are an important reason why the
underdeveloped countries of South Asia desire development, and in particular
why they want higher production and incomes. In this they do not differ from
the developed countries® In addition, however, the underdeveloped countries
should attach instrumental value to raising levels of living, for labor input and
efficiency can thereby be increased. Raising one component of these levels has
instrumental value in raising others, and raising all components increases pro-
ductivity. The comulative effects on productivity are thus both direct and in-
direct. In the developed countries consumpton has either no instrumental
value or a very much smaller one. There, raising levels of living is desirable
only because of the independent value attached to consumption. This is not
because of a particular value premise — for instance, the notion of the clas-
sical writers that we produce only in order to consume — but because of cer-
tain biological, physiological, psychological, and social facts. Living levels in
rich countries are so high that changes, within practical limits, affect produc-
tivity litte if at all.

Obviously, if consumption were substantially reduced, productivity would
suffer even in the rich countries. We may speculate about a minimum con-
sumption level necessary to preserve optimal produchivity, and such specula-
tion has been reflected in some of the arguments in the theory of public finance
for basic allowances before taxable income is assessed. We may further specu-
Jate about a level of consumption at which the cost of a marginal increase is
exactly equal to its marginal value productivity. This would presumably be the
optimal consumption level from the point of view of a calculating slave-owner

1 Chapter 30,

* Thus there is, for example, no limit to the expenditure that all countries may want
to devote to prolonging lives and to eliminating disease, and even the richest are no-
where near these ultimate objectives. Indeed, solving one set of problems often raises
Many New ones.
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or horse breeder. But such speculations about the minimum level of consump-
tion that it is necessary or advantageous to maintain — and that, it could be ar-
gued, should be included in caleulating the gross costs of production —have
little practical relevance for the rich countries, except as motivation for an al-
ready existing system of income redistribution through social security and other
policy measures financed by taxation, Consumption is so high that none of the
policies for raising levels of living actually under consideration would affect
productivity very much. In any case the difference in degree is so great that
it amounts to a totally different type of problem.

This is the reason why saving in the sense of non-consumed income, which
ex post is identical with investment, has a fairly clear meaning in the rich coun-
tries, and why aggregate gutput can be viewed as a function of the increase in
the stock of accumulated capital, In the underdeveloped countries, where “un-
der-consumption” on a vast scale is normal, the basic distinction between in-
vestment and consumption does not hold, and reasoning based on it is irrele-
vant and invalid. Higher consumption forms “investment” — that is, raises
production — and et the seme time remains consumption,

The productivity of this “Investment” in the form of consumption varies with
the amount of additicnal consumption, its duration, its direction, its composi-
tion, and its rate of change in time! Extra savings in the sense of lowered
consumption, imposed on people with depressed levels of consumption, would
thus be a form of “disinvestment” in the wider sense. Even if, in a particular
case, an investment in productive physical capital appeared so profitable that
the government felt justified in reducing food consumption to enable the in-
vestment to take place, the depressing effect on lahor productivity should be
deducted in the calculations. For this type of caleulation, models that work
with savings (in the sense of non-consumed income}, investment, and capital/
oulput ratios are useless. These models isolate the conditions under categories
1 and 2 in Section 5 from those in category 3; as we saw in the previous sec-
tion, they also neglect attitudes and institutions in categories 4 and 5 when
they use notions such as employment, unemployment, and underemployment.
More generally, approaches, concepts, models, and theories that fit conditions
and policies in the West lose relevance when applied to the underdeveloped
countries in the region because they are not adequate to reality.

It should be noted that the savings-investment-output models cannot be
salvaged simply by the inchision of productive consumption in the definition of
investment. As we shall see in Appendix 4 on the structure of the plans, this
is often attempted by including in the “development expenditures” of the plans
an assortment of public expenditures that normally appear in the current ac-
count as public consumption.* The inclusion or exclusion of a particular item
of expenditure of this type in the development budget is entirely arbitrary —

1 Thus better feeding of workers has direct and rapid effects on productivity, better
feeding of children has delayed effects, and better feeding of old people has no effects.
Again, feeding has different effects from housing and clothing. Some part of hetter
feeding contributes to the slow building up of strength and vigor and resistance to
disease, while another part enables the worker to work harder almost immediately.

* Appendix 4, Section 3.
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unless the whole budget is renamed “development budget” In addition, no
attempt is made, or can be made, to redefine on the same principle that part
of private expenditure on consumption that would on the same grounds have
to be treated as “savings” and “investment.” The composite figures for “private
and public savings,” which are so glibly used in scientific as well as popular dis-
cussion of development and planning for development in these countries, are,
quite apart from their exceedingly weak statistical origins, arbitrary and un-
clear.

Since “underconsumption” in the underdeveloped countries in the region is,
as we have noted, ubiguitous and relates to all major items of expenditure on
nutrition, housing, health, and education, it is impossible to distinguish be-
tween that part which is productive and that part which is strictly consimp-
tion. In fact, for the overwhelming majority of people in these countries almost
all consumption is, at the margin, lower than that required for optimum pro-
ductivity. Almost every increase in workers’ consumption raises productivity.
Almost all consumption is simulteneously productive, though in varying degree.
From this follows the logical defect of the concept “investment in man,” which
has recently become popular among economists.®

It is interesting that “Marxists” usually do not challenge the Western ap-
proach. Marx himself called man “the most productive force of all”; in particu-

- lar he regarded all acquisitions of skills as investment." But his followers have

largely forgotten this, and its neglect in recent “Marxist” theory has un-
doubtedly contributed to the ready acceptance in South Asia of the distinction
between investment and consumption, and the largely unquestioned use of
Western models in planning. If anything, the mainstream of “Marxist” theory
is even more restrictive in defining investment merely in terms of physical
capital accumulation. The Scuth Asian practice of including in the development
budget expenditures other than on physical capital has no foundation in this
layer of “Marxist” thinking. The political practice of the Soviet Union, how-

* This problem is further discussed in Chapter 29; see also Appendix 3, Section 7.

As suggested in Section 12, it may in principle be possible to separate the produc-
tive part of marginal consumption from that part to which independent value only is
attached. But independent value is, of course, also attached to the productive part. As
long as some independent value is attached to consumption, the optimum productivity
must be less than that for identical outlays in directions having only instrumental value,

* Occasionally Mamx went even further and emphasized that all consumption has a
productive aspeect. This is partly a terminological or taxonomic problem, such as his
insistence that a product only becomes e product (“as distingnished from a mere natu-
12l object”} by being demanded for consumplion; partly a matter of classifying con-
sumption as a necessary condition for carrying on production, But he alse wrote: “Con-
sumption is directly also production, just as in nature the consumption of the elements
and of chemical matter constitutes production of plants. It is clear that in nutrition,
e.g., which is but one form of consumption, man produces his own body; but it is
equally true of every kind of consumption, which goes to produce the human being in
one way or another. [It is] consumptive production.” (A Coniribution to the
Critiqgue of Political Economy, New York, 1904, p. 277.) His insistence that this is
true of every kind of consumption detracts from the value of his insight and merely
leads him to conclude: “Hence, it is the simplest matter with a Hegelian to treat pro-
duction and consumpton as identical” (p. 282).
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ever, did not conform to this “Marxist” theory that capital accumulation is the
only source of higher productivity. In addition to their investment programs,
the plans always contained sections devoted to huge expenditures on the
creation of non-physical productive assets. It is now evident that the Soviet
Union’s high growth rates were largely due to this “investment in men,” and
that earlier underestimates by Western observers of Soviet growth rates were
due to their neglect of these expenditures. It is fairly certain that “Marxist”
theory and its influence on the mamner of presenting the plans in the Soviet
Union contributed to these mistaken estimates by Western economists.

Faced with the practical problem of mustering the resources for the huge in-
vestment in physical capital, the Soviet Union did not simply enforce high sav-
ings by reducing consumption all around. The government was able to free
resources for investment by a consumption squeeze, while at the same time
twisting and redirecting consumpton in such a way as to combine suppression
in some directions with rapid and substantial increases in others, as dictated by
the requirements of growth. The Soviet planners could do this because they
controlled all production and prices, and felt no inhibitions in supplementing
price policies by direct controls. The task was, however, much simpler in the
Soviet Union than it is now in the bigger and poorer countries of South Asia, be-
cause there was a considerable food surplus to start with. In spite of the

many glaring shortcomings of Soviet agricultural policies, it was possible, by and,
large, to maintain a fairly adeguate level of nutrition. With this as a base, the -

government attempted until fairly recently to save resources by severely re-
stricting consumption of housing and clothing, while pressing on with educa-
tion and health. Recognizing the differing effects on productivity of the various
components of consumption, Soviet planners did not apply a simple formula- of
enforcing a savings ratio to secure expansion of planned physical investment.
The savings squeeze. was supported by a consumption #wist.

The rich Western countries can, of course, afford to let consumption take its
course because it is in all directions above the level where changes have much
effect on productivity. The mzin problem of policy is then to achieve a level of
savings equal to the desired leve! of investment, so as to obtain interna! and
external balance.* The underdeveloped countries of South Asia, however, should

accord consumption policies an integral .and important role in their economic

planning. Their task should not be merely to compress consumption in order
to achieve a certain savings ratio, as domestic and foreign experts usually as-
sume. Since their levels of living are so low that reduced consumption in almost
all directions lowers productivity and even the prevention of an increase in

consumption is detrimental, they mmst weigh carefully the effects on pro-

ductivity of changing the components of consumption, and must then attempt
to steer consumption in the most productive directions.
They must, in other words, break with the Western policy of allowing the

1 However, the Western governments usually use fiscal and other devices to check
undesirable consumption, such as that of tobacco and alcohol, and to stimulate con-
sumplion that is considered desirable, such as education and health. But these policies,
important as they are, do not form an integral part of their general economic policies,
except insofar as they affect the relationship between aggregate savings and investment.
They can be, and are in fact, pursued in isolation from economic policies.

ol
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free choice of consumers to be decisive. Otherwise they will not be able to
provide the necessary conditions for raising production, including the provision
of enough savings for desirable investment — and they will inflict undue suf-
fering on their people. Those countries that, unlike the Communist countries,
do not tightly control all producton and prices, and that cannol use an appara-
tus of controls over consumption, are obviously at a disadvantage not only in
squeezing consumption in general but also, and more important, in steering it
into productive channels. They must nevertheless face the problem. Their taxa-
tion policy, for example, should be conceived in these broader terms.' They
haye to accomplish what the Soviet Union has done, though their methods may
be different. Failure to do so will frustrate their hopes of development.

22 Physical versus Financial Planning

The reliance on Western concepts, theories, and models, which have to do
with savings, investment, and output, invites the presentation of the plans in
terms of financial aggregates. As is stressed in Appendix 4 on the structure of
the plans, all the actual South Asian development plans are financizal or, even
more narrowly, fiscal plans. Though a fiscal plan is necessary to insure adminis-
trative efficiency and a wider financial plan may also have limited usefulness,
neither of them, as Appendix 4 makes clear, can be the plan. A plan that con-
veys what it purports to convey must be based on some kind of physical plan-
ning in terms of input requirements and output expectations of physical fac-
tors, goods, and services in the various sectors of the economy.”

It has been argued that the setting of targets for specific categories of final
cutput from specific investments and their coordination in order to minimize
the risk of bottlenecks and excess capacity, although desirable in principle, is
often not feasible because adequate statistical information is lacking,® If this
is 5o, it is pertinent to ask how it is then possible to draw up a workable financial
investment plan. One difference between financial and physical planning is

! Appendix 8, Section 8.

7 The term “physical planning” is occasionally used to denote a particular method
of implementing certain objectives in a plan. Thus licensing, rationing, and allocations
are called “physical planning,” and are contrasted with “market conforming” measures
such as global monetary and fiscal measures. The expression is a legacy of wartime
“planning” in the United Kingdom, which was concemed with. mobilization for one
over-riding objective — the war effort — and keeping all non-essential activities down
to a minimum without too much inflation, But this usage gives rise to confusion. It is
possible to have numerous physical controls without a plan of the physical guantities,
and jt is possible to have a physical plan implemented largely by policies that work
through the pricing system. Indeed, it has been argued that one of the functions of
“planning” is, or should be, to overcome distortions caused by the use of administra-
tive “physical” controls — which would lead to the paradoxical conclusion that the
purpose of planning is to eliminate the results of planning. As we point out in Chepter
18, all the South Asian countries rely heavily on physical or direct controls {in our
terminology discretionary controls), but they do little physical planning in the substan-
tive sense.

 See, for example, United Nations, ECAFE, Economic Development and Planning
in Asia and the Far East, Economic Bulletin for Asia and the Far East, Vol. VI, No. 3,
November, 1955, Bangkok, 1955, pp. 7 f.
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simply that the latter cannot help revealing the weak factual information on
which the plan is based, while the former often serves the function of conceal-
ing it. This is not to deny that every government must plan investments and
their coordination as best it can, even though it cannot draw on adequate in-
formation and must rely largely on guesses. The point is that these guesses and
estimates must, in the final analysis, relate to concrete physical items and their
changes. The fiscal financial plan can be at best only a superstructure, built on
the basis of a physical plan.

Let us begin by considering public investment in a particular sector. In plan-
ning it, specific investment projects will be scrutinized. The different depart-
ments regularly draw up a “shopping list” of projects, which clearly must be
done in physical terms. It is, of course, true that the pruning of these proposals,
cartied out by the departments, the treasuwry, and the planning agency, will
often be discussed in financial terms. The fact that there are limitations of sup-
plies will play an important part. The plan will ultimately present the agreed
projects in financial terms, but behind these,- giving them meaning and sub-
stance, must be the physical cbjectives.” As a country advances in efective
planning, its financial plan becomes more firmly anchored to detailed physical
plans. These may appear in appendices or remain in the files of the govern-
ment. It is the details of physical planning that make the difference between
planning in the clouds and planning on a firm foundation.

" There are sedous obstacles to the coordination of the physical investment
projects. The departments and the agencies working under them, on whose iu-
formation and judgment the planners must rely, often have little interest in, or
competence for, the required coordination. Competent officials are scarce and
the initial “shopping list” has probably not been worked out in sufficient detail
and with sufficient aceuracy to make physical coordination possible. The deci-
sion to spend a certain sum on a public investment project will then mark the
beginning, instead of the end, of the determination of its physical equivalent

*The Ceylon Ten Year Plan makes it clear that the basis for planning is physical
planning. “The Plan as a whole was drawn up primarily but not wholly in physical
terms. This was done partly hecause financial processes are secondary to the physieal,
partly because the nature and magnitude of the financial problem can only be assessed
in the light of the particular pattern of resource distribution which results from the
pracess of planning in real terms, The essenbal point, from a financial point of view,
is that the process of growth requires a relative shift in the use of resources from con-
sumption purposes to those of investment. Of the increase in income generated during
growth a higher proportion has to be devoted to investment than that which was ob-
tained at the beginning of the period. In physical terms this means that external earn-
ings have to be devoted to the purchase of machinery, building materials and raw ma-
terials rather than to the purchase of finished consumer goods and foodstuffs, and that
an increased proportion of domestic cutput is required to provide food, clothing and
shelter for the workers who are engaged in producing and erecting physical capital
equipment and structures, which, in the short period, do not add to the current flow
of consumer goods. The financial problem inherent in this process is how to ensure that
a proportion of present incomes and a proportion of the increased incomes accruing
during the process of growth are made available for engaging persons on construction
work and for purchasing capital equipment.” {Ceylon, Government of, National Plan-
ning Council, The Ten Year Plan, Colombo, 1959, p. 107,)

\
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and the desired coordination with other projects, which is the essence of plan-
ning. If then, as is normally the case, the financial calculations have been ex-
cessively optimistic, shortages will later further curtail the physical scope of
the projects or delay their completion. These reductions will then often be
concealed from general inspection by inflated figures in plan evaluations made
in fnancial terms, The fear of future inflation may again necessitate additional
financial cuts in the budget; these cuts will further reduce whatever physical
coordination there may initially have been in the plan.

One reason why this type of planning, and the ever-present specter of infla-
tion, are so detrimental to the physical coordination of public investmenis is the
concentration of the planners’ and the government’s interest on the scarcity of
financial resources. It distracts attention from the scarcity of agents of produc-
tion such as skilled labor, managers, technicians, and administrators, and from
underutilization of completed projects as a result of deficient demand. Thess
bottlenecks are much more serious in the underdeveloped countries of South
Asia than in industrially and commercially advanced countries. Consequently,
financia! magnitudes are much less capable of reflecting the physical reality
behind them, and any deficiency in accurate and detailed physical planning is
much more damaging,

The result of inadeguate physical planning behind the financial plan is
waste. Inflation or the fear of inflation erodes the already imperfect edifice of
initial planning. The resulting waste takes various forms. Projects started are
not completed or are carried out in an inferior way, or completions are delayed.
This has repercussions on the rest of the economy. The structure is out of joint,
and even completed and suecessful investments will not be fully utilized. Thus
the construction of a main road without the implementation of a plan for the
construction of side roads to the villages, related to how and by whom these
should be used and what should be carried on them, carres the risk that these
side roads will not be built, or built orly in part and/or in the wrong places, so
that the investment in the main road will not yield the best returns. The same
is true of an irrigation system that lacks the implementation of a plan for
smaller canals to and from the flelds, related to what crops should be watered
and how the peasants should be persuaded to use the system. It is often easier

**“This is the problem of the alleged current non-full utilization of irrigation re-
sources. It is obvious that in case full utilization of water resources provided by a work
of irrigation is sought early, much more acbon must be planned and executed than the
mere constructon of the irrigation work. This planning in advance includes the supply
of water to the ultimate user in the field, proposals for the pattern of future land
utilization with rotations of crops and appropriate tested varieties established for use
in particular circumstances, the techmical training of the cultivator in the adoption of
the new programmes, and the supply to him of credit, materials, etc. required for
them, It involves also the planning and construcon, together with the new works of a
system of transportation, of market centres, processing plants and other equipment
which go with the new crops and production patterns. Of recent years, considerable in-
terest is being shown by those in charge of irrigation works in assessment of economic
benefits of the future or of economic performance of the past. Tn relation to this I
would advocate that the approach be not confined to merely economic calculations. In
relation to all future programmes, for example, it appears to me necessary to under-
take full planning by joint expertise of engineers, agronomists, economists and others,
of the region that is being commanded by new irrigation works. Such an effort at pre-
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to provide new industries with markets ~by import restrictions —so that
their capacity is fully utilized, than to plan for the full utilization of overhead
investments such as roads and irrigation. But even for new industries absence
of the required complementary inputs, especially transport, power, and raw
materials, may make for waste and underutilization.

A public investment plan in fiscal and financial terms is nevertheless fairly
easily anchored to calculations of necessary physical #nputs, though it may have
to include precarious estimates of the increase in the output of other major in-
dustries required, and the repercussions on output in other sectors of the econ-
omy. But real and coordinated planning of the output of major products as well
as inputs is a much more intricate task. Instead of one balance in terms of
money spent on the project, a separate balance for each product is required,
time lags have to be estimated for the various investments, and the calcula-
tions have to embrace the private sector.

So far we have been thinking only of conventional physical investment. This,
however, forms only a small part of the changes in the social system that have
to be induced in order to engender development. With regard to all other pol-
icies, a finanecial plan is still more vacuous. A budget figure for the cost of set-
ting up birth control clinics has, for instance, little significance beyond stating
the fact that a certain public policy entails certain charges on the budget. These
charges are only a minor consideration compared with the obstacles and in-
hibitions this policy has to overcome that cannot be expressed in financial terms.
An effective literacy campaign implies expenditures for teachers; it also re-
quires certain amounts of printed material and, consequently, the construction
of paper, pulp, and printing industries or the use of foreign exchange. But its
value in engendering development and raising production is not closely re-
lated to these expenditures even when they are properly calculated. Other im-
portant reforms might not, at least directly, involve any financial costs at all.
The effects of such policies will depend on how they are interrelated. Some, of
course, will be related to investment in the conventional sense, others not.
The point is that costs in terms of money or even in terms of physical resources
are an entirely inadequate index of what development is attempted and what
can be expected to be accomplished.?

We may sam up this section by stressing again that ell effective plunning is
physical planning. Financial and fiscal planning is at best a reflection of physi-
cal planning. Physical planning is exceedingly difficult, and rough estimates and
guesses are necessary, particularly in countries with an extreme scarcity of
knowledge of the relevant facts. The practice of presenting the plan as a finan-
cial or fiscal plan has several flaws. First, it tacitly assumes that finance is the

paring an optimum plan for use of water and land resources in the region will bring
to surface all the problems involved in the development process, and the resulting
quicker and fuller utilization of new irrigation resources will amply repay the expen-
diture and effort pet in.” {(D. R. Gadgil, “Technica! Address, Planning for Agricultural
Development in India,” at the Thirteenth Annual Conference of the Indian Society of
Agricultural Statistics, Poona, January 8, 1960, pp. 14-15.)

* Appendix 4, Section 2.
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only hottleneck and that physical resources flow smoothly, at constant unit
costs, in the direction indicated by money expenditure. Secondly, even if the
financial or fiscal plan is given the more modest role of merely reflecting an un-
derlying plan that coordinates physical magnitudes, it is impossible to aveid
the implicit assumption that all of the obstacles to development can be over-
come by a sufficient expenditure of physical resources and that, even whexe
non-physical obstacles exist, the effectiveness of policies to remove them is
related to resources used tp in the process, Neither assumption is justified in
the countries of South Asia. Money expenditures are not unmequivocally related
to physical resources, nor are physical resources alone related to the policies re-
quired for development. Thirdly, it- gives an entirely false impression of the
planning actually done. Fourthly, it permits the entry of a set of systematic
biases, supported by vested interests. These problems are discussed further in
Appendix 4.

23 The Danger of Inflution and the Notion of a Celling

The presentation of a financial plan not properly supported by physical plan-
ning js, from one point of view, an extreme case of misplaced aggregation,” The
present section is intended to illustrate the problem of finarcial versus physical
planning from this particular point of view. The planners in the South Asian
countries are aware of serious limitations to their efforts to engender and ac-
celerate development. Because the influence of Western models leads them to
concentrate on expenditure and, in particular, on investment, the limitations
to their planning efforts are seen primarily to concem these two quantities.
This implies an aggregation that permits the planners to envisage an over-all
ceiling for public expenditure on invesument above which no further increase
in output can occur. The result of further increase in expenditure is inflation.

The Western approach has two variants, very broadly definable as the quan-
tity theory approach and the Keynesian and post-Keynesian approach. The
first attributes price rises to an excessive supply of means of payment, the sec-
ond to an excess of investment over saving and/or excessive rises in money
costs, The first approach is typified by the very structure of the plans in the
countries of South Asia and will be discussed in some detail in Appendix 4;
this structure is fiscal with a loosely attached financial superstructure in
terms of national accounting. There is an underlying idea of a “balanced” pub-
lic budget being “neutral” to the economy, though a certain amount of “deficit
finance” may be allowed to accommodate the supply of means of payment to
the growth and the increasing monetization of the economy.” It is astonishing
how much of the discussion of economic development in these countries is car-
ried on, even by economists, in terms of this simple and otherwise discarded
quantity theory. Inflation is regularly attributed to too much deficit finance, im-
plying the creation of excessive means of payment.

But often this approach is combined, not always very clearly, with the sec-
ond approach, inspired by the present-day amalysis of inflation in Western

? Appendix 3, Section 5.
? Appendix 4, Section 4.
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countries. This rests on a Keynesian analysis of excess demand and usually in-
corporates elements of cost-push analysis as well* Unlike the first, the second
approach allows for the existence of unemployed and underutilized produc-
tive resources, for the effects of changes in interest rates and other credit con-
ditions, and generally for the motivation of expenditure flows and the way by
which money and credit are introduced into the economy. But it is also aggre-
gative and envisages a ceiling to aggregate demand in real terms that is set by
aggregate supply. If aggregate money demand rises above this limit, expendi-
ture plans cannot be realized and prices rise or shortages occur; the result is
inflation. This approach can also be formulated in terms of savings and invest-
ment. Investment generates demand for consumption goods without adding to
currently available consumption goods, while ex ente savings are that part of
expected income not used for consumption. If planned investment exceeds ex
ante savings, plus net capital inflow from abroad, aggregate demand runs into
the ceiling; prices rise and the gap between aggregate money demand and
real supply, or between ex ante savings and ex gnfe investment, is elimipated
ex post, either by “forced savings,” i.e., an umplanned reduction in consumption,
or by unplanned disinvestment (e.g., running down of inventories) or by a cur-
tailment of fixed investment. The price rises and shortages of such an inflation-
ary process are usually considered to be undesirable, and much thought and
effort are devoted to keeping investment down to ex anie savings.

There are & number of difficulties in using even this second and more so-
phisticated approach for the analysis of inflation, Some of these difficulties are
present even in developed countries. Thus (1) the absolutely fluid markets,
(2) the complete internal exchangeability and mobility within the two juxta-
posed magnitudes supply and demand, and (3) the absence of any cost-push
element that makes it possible to assume that price rises do not appear below
full employment, are assumptions not warranted even in developed countries.
Particularly in regard to the first two conditions the difficulties with the Key-
nesian approach are very much greater in South Asia. In addition, there are
also the following difficulties in using the “modern”™ approach to inflation.

(1) Higher employment —not to speak of “full employment” —is usually
not attainable as a result simply of raising demand, particularly not in the short
run relevant to an analysis of the problem of inflation. These countries are “low-
elasticity economies”; and this applies particularly to the labor factor. Labor is
far from homogeneous; idleness is not "unemployment” in the Western sense of
the term.® The discussion of inflation has to be conducted on the assumption that
there is “unemployment” and “underemployment” in large sectors of the econ-
omy even at the ceiling where inflation becomes rampant,” and the further

1 This type of analysis was developed earlier by Knut Wicksell and his Swedish fol-
lowers; see Myrdal, Monetary Equilibrium, Introducton.

? Chapter 21, Part 11.

®In Chapter 21 and Appendix 6, where we discuss the problem of labor utiliza-
tion in the South Asian countries, we show that the concepts of “unemployment” and
“underemployment” are not adequate to reality in the South Asian countries. Low par-
ticipation ratios, partial or total idleness, and low labor efficiency are, however, realities.
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assumption that labor supply responds rather weakly, or not at all, to a rise in
the demand for labor.

(2) Although South Asia has little that resembles a “labor market,” policy
measures to change institutions and attitudes in order to increase labor utiliza-
tion are likely to be more effective when there is a shortage of labor in some
sectors. The proviso must be added that even then the effects of such policy
efforts will not be large in the short run,

{8) We have stressed that in South Asia much consumption is productive.’
Increased supplies of certain consumption goods and services can thus increase
labor utilization -~ labor input and labor efficiency — by improving health and
physical and mental vigor and reducing apathy. In such a sitnation a reduc-
tion in “savings” wnaccompanied by an equivalent reduction in “investment”
would be less inflationary than in the Western countries; this amounts to rais-
ing the ceiling.

(4) Also, some of any extra money income earned will be going, or may be
diverted by policy measures, into “innocucus demands,” such as demands for
entertainment and transport, where existing productions faciliies can be
strained a bit further. The opportunity to raise production by a selective en-
couragement of expenditure is likely to be greater in South Asia where there
is much underutilization of resources.

{5) The Keynesian analysis assumes that for a considerable time investment
does not yield any addition to the flow of consumption goods. Ifence increas-
ing attempted savings and investment equally does not raise the ceiling now,
but merely reallocates resources. But in fact some forms of investment raise
without much delay the supply of consumer goods. Ships bought from abroad
can be used immediately for catching more fish, if extra fishermen are avail-
able. This is probably more important in South Asia than in the West; here
again, as when consumption is raised without reducing investment, the ceiling
can be pushed up. Even in Western countries the ceiling is not such a definite
limit as is often assumed. In South Asia there are additional reasons to suppose
that it can be raised, particularty if the appropriate policies are pursued.

{6) The concern with avoiding inflation has a justified source in the concern
with the balance of payments. But as long as controls are maintained on im-
ports and as long as exports do not suffer, a moderate inflation may do litde
damage and may do some good, particularly as compared with a situation in
which potential production is sacrificed for the sake of price stability. A good
deal of dual morality prevails on: this issue in the South Asfan countries, as,
indeed, also in the Western countries. Although it is rarely said in the plans,
almost everyone says unofficially, and many say officially, that some nflation
is inevitable in a country attempting development; some. even say it is healthy
and desirable.?

* Section 21 above.

* “But provided the increase is not substantial and is limited to about seven to eight
percent during a period of five years and provided elso the prices of food and other
essential consumption goods are not permitted to rise too much, g slightly increasing
price level is on the whole desirable. It would give resilience to the economy; it would
keep profits ak a reasonable level and therehy act as a spur to further savings and pro-
ducton, It would neutralise the inefficiency of the public and private sectors to some
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More fundamentally, however, the whole notion of a single ceiling must be
called into queston when applied to the South Asfan countries. This notion pre-
supposes an inverted L-shaped aggregate supply curve: short-run supply is
highly elastic up to total capacity and full manpower utilization {a distinction is
not always drawn between these two aggregates) and thereafter almost to-
tally inelastic. This in turn assumes fluid markets, mobility and flexibility of
resources, and a response mechanism by which the compositien of production
is rapidly adapted to demands. Only then does aggregation make sense* A
country with ample foreign exchange reserves and credit lines to draw upon
could  always use imports to correct maladjustments of domestic production,
and supply elasticities would thereby be increased. This is approximately true
of many developed Western countries and was so even in their early develop-
ment stage, but it is not true of the underdeveloped countries of South Asia.
Here immobilities, inflexibilities, indivisibilities, imperfections, moncpoly ele-
ments, and weak or nonexistent response mechanisms fragment the mar-
ket into a great number of separate demands and supplies with little hope for
substitution on the side of either consumption or production.” The concept of a
“eeiling” can hardly be used for something that is compressible, can be pushed
up to a different extent in different places, is craggy and of uneven height, and
is called into existence as well as conjured away by elevators in other parts of
the building.

Considerations such as these lead to the-third approach, sometimes called
“structural” or “structuralistic.” It rejects the notion of 2 ceiling, 2 general price
level, and analysis in terms of aggregate demand and supply, and stresses the

extent.” {P. S. Lokanathan, “Pricing Policy,” in India, Government of, Ministry of In-
formation and Broadcasting, Problems in the Third Plan— A Critical Miscellany,
New Delhi, 1961, p, 75.) “Finally, there can be no disguising the fact that inflation
will continue to beset the Indian economy for several years. Tt is an inevitable accom-
paniment of the process of rapid development. The country must accept the conse-
quences of some inflationary pressures and develop [a] certain degree of inflation
tolerance.” (Ibid., p. 79.) .

I the same publication Nehru says: “It is true that in a developing economy there
is bound to be inflation. In fact, some inflation is good; it is itself a sign of develop-
ment. We need not be frightened by that. But if it goes beyond that measure, then it
is obviously harmful.” {The Prime Minister [Nehru], “Strategy of the Third Plan,” in
ibid., p. 40.})

In recent years prices have begun to rise very much more rapidly in India under the
influence of the wars and crop failures (Chapter 7, Secton 4; and Postscript, Section
1), and these arguments in favor of a moderate inflation have lost their relevance, as
they did, of course, in unfortunate Indonesia long ago { Chapter 9, Section 10).

* Appendix 3, Section-5.

2 *“Perhaps the chief difference between under-developed and advanced countries
in this connexion can be summed up by saying that in advanced countries the elas-
ticity of supply is high. A given stimulus to expansion is less liable to ron up against
obstacles, indeed, it will be argued that bottlenecks present a desirable stimulus to
further growth. The whole industrial hinterland, with & supply of skilled labour, a
tradition of law and order and efficient administration, financial institutions and a
populaton conditioned to systemabic change and inmovation can be drawn upon, if re-
quired. This explains why a Tennessee Valley Authority is more successful than a Hel-
mand River Development scheme. It is the old story that nothing succeeds like suc-
cess.” (Streeten, Economic Integration, Aspects and Problems, p. 59.)
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fragmentation, the disequilibria, and the lack of balance between supplies and
demands in different sectors of the economy and between different groups in
the community. The main criticisms of the notion of a ceiling implied in this
approach are these:

(1) It suggests a global limitation, whereas limitations in fact are diverse
and specific.

{2) It suggests an insuperable lmitation whereas particular limitations can
often be overcome, particularly if policy measures are applied to this purpose.

{3) It thus suggests an absolute limitation, whereas limitations are relative
to the composition of demand and supply, to the technical methods adopted,
and to the policies pursued.

(4) It focusses on the limitation of physical resources, whereas the real ob-
stacles often consist in administrative or managerial ability and in attitudes and
jnstitutions in the form of inhibitions on the part of the planners and obstacles
on the part of those planned for,

It is a truism to say that there are supply limitations and supply inelasticities:
that we cannot have everything. But it does not follow that this situation can be
relevantly characterized by saying that a ceiling sets the inflaion barrier.
The typical situation in the underdeveloped countries of South Asia is sub-
stantial underutilization of both capital and labor side by side with shortages
and bottlenecks. It is questionable whether the terms “inflation” and “defla-
tion” can be applied to such a situation. If we mean by “inflation” a tendency
for prices to rise and shortages, rationing, and queues to appear, clearly there
is inflation. If we mean by “deflation” capacity and manpower not fully used,
equally clearly there is “deflation.” There is also large-scale underutilization of
a particular type of labor in some sectors and localities and in others scarcity of
some other type of labor or even of the same type. Looking at the national
economy as a whole, we would thus have to acknowledge “inflation” to coexist
with “deflation,” a “ceiling” to coexist with unused resources.

Since we have already seen that the notions of “aggregate demand” and
“aggregate supply” cannot be applied to these countries, the inflationary symp-
toms we observe canmot be attributed to either demand-pull or cost-push or a
combination of both. For the reasons we gave in showing the limitation of the
Keynesian approach, the tendencies to inflation as they appear in the under-
developed countries of South Asia are related to “bottlenecks.” This more
realistic “structural” approach takes into account the gross imperfections of
markets, the fragmentation of the economy into non-competing sectional or
spatial groups, and, indeed, the relative or absohite absence in large parts of the
economy of the type of rational motivation that Western theory assumes.*

* The following remarks have merely the negative purpose of illustrating abstractly
one set of reasons why we cannot work with a single ceiling for the whole economy.
In the South Asian countries there are not two homogeneous sectors, as we assume,
but a great number of largely unrelated sectors, The argument thus holds a fortiori.

We consider an economy consisting of kwo sectors: Agriculture {A) and Manufac-
turing Industry (M). As a result of development and industrialization, incomes, de-
mands, and supplies rise. However, workers in M and A together want to buy more
A products than are available and less M products than M capacity can supply.
Modern technology in the M sector imposes new habits, new responses, and new meth-
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According to this more realistic approach, the bottlenecks may, in a sense,
have been caused by development policies, as those are applied to the situation
described above in an underdeveloped country; the inflationary tendencies that
appear are, indeed, often called “development inflation.” Dilferent types of
bottlenecks will be accompanied by different types of price rigidities, different
supply . elasticities, different response mechanisms, different degrees of sub-
stitutability on the part of the purchaser, and different distributional effects.
Such bottlenecks will appear not only in agriculture but also outside it, and in
particalar, in electricity, fuel, imported raw materials, transporf, repair facth-

ods of work, and runs into fewer obstacles. Hence productive capacity in M rises more
rapidly. Tn the A sector, habits, traditions, and institutions are hardened and the In-
troduction of improved methods means not only learning but also unlearing, not
only doing but also undoing, Hence A supplies lag behind M supplies. It is quite
possible that total demand and supply are “balanced” in 2 sense (or, it deflationary pol-
icies are pursued, that demand is deficlent). But demand and supply are not balanced
in each sector separately. Demand exceeds supply in A, and falls short in M.

In the theoretical model usually applied in Western countries, either or several of
the following would happen:

(1) Prices of M produects fall and prices of A products rise; this will tend to reduce
the demand for A products and increase the demand for M products among
members of a fairly homogeneous pepulaton buying both;

{2) Unemployment rises in the M sector and a labor shortage occurs in the A sector;

(3) For either of the previous reasons resources move out of M and into A, thus
raising the supply of A products and reducing that of M products, The balance
between total supply and total demand will thus tend to be restored.

On the whole, this will not happen in the underdeveloped countries in South Asia.
In one respect, however, they resemble advanced countries: industral prices will tend
to be inflexible downwards. This is due to lack of competition, whether cansed by mo-
nopolistic organization of the M sector or by government regulations or lzbor union
resistance to a reduction of wages. As a result of increased demand for A products, A
prices will tend to rise but M prices will not tend te fall, In spite of underutilization of
labor in the M sector as well as the A sector and rising prices in the A sector, resources
are not transferred. The “general price level” rises (M prices stay put, A prices rise)
and underutilization of labor continues. According to where we look we can diagnose
the situation in terms of either inflation or deflation.

The A sector is peculiar not only because demand for its products is rapidly increas-
ing but also because in the short run supplies are very slow to respond to price rises
unaccompanied by other reforms (such as induced changes of attitudes and institu-
Hons), Indeed, the A sector may reduce its supply to the M sector when A prices
rise, both because A producers retain more A goods for themselves and because they
can now afford to work and produce less. This response will aggravate the price in-
crease, If the government pursues Keynesian expansionist policies, this will feed the
inflation without increasing labor utilization (in A). If it deflates, it will decrease labor
utilization (in M) without necessarily stopping inflation (in A). A different therapy,
based on a different diagnosis than the one bhased on the Keynesian approach, is indi-
cated.

To fit this model more clogely to the Indian situation in recent years we should
assume a serious shortfall of production in the A sector; this would intensify the
tendency toward imbalance between demand and supply in that sector; at the same
time, shortage of foreign exchange, created by the need for increased import of foods,
could cause a decrease of supply in the M sector due to scarcity of imported raw
materials, spare parts, and other production necessities. There is, however, no assur-
ance that supplies in the two sectors would decrease in a parallel way; besides, the
demands have very different price and income elashcities.

T
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tes, and credit facilities. This terminology should not lead to complete fatalism,
however. To some extent, “development inflation” i not inevitable but can be
counteracted, though less by general anti-inflationary policies than by specific
controls based on effective physical planning, which should mainly aim at over-
coming bottlenecks.

When facing “structural inflation,” planners should both do and avoid doing
certain things,

(1) They should avoid trying to cut demand for the bottleneck products by
cutting total demand, thus reducing production unnecessarily and slowing down
development.

(2) They must, instead, attempt to raise the supply of the bottleneck items.
This may sometimes he done by permitting their prices to rise — though not
necessarily to the equilibrium level — and bigger profits to be made in their
production; entrepreneurial responses may have to be created, as well as used.
This is particularly true as in South Asia very high rates of return can ordinarily
be enjoyed by lending money and by speculation. But outside a small modern-
ized industrial sector, price rises by themselves are not likely to bring about the
required responses and adjustments. Other measures have to be taken, per-
haps along with the creation of price incentives. In the case of food, price rises
are often not sensible because of lack of response (or even perverse response)
of supply and lack of substitutability of demand both for any given consumer
and between consumexs.?

(3} Another aspect of promoting higher production of the bottleneck item
is to encourage mobility of factors and, more generally, to raise labor utiliza-
tion by inducing changes in attitudes and institutions.

(4) Sometimes demand may have to be diverted from the bottleneck item

* One may ask at this point what precisely is meant by a “bottleneck” and, more
particularly, by a “series of bottlenecks.” Are we not simply concemed with various
degrees of scarcity, which could and should show up in a price rise of the bottleneck
item? The answer is that in the economies of South Asia price rises, particularly if they
occur in isolation without other policies, do not tend to allocate the scarce commodity
while the scarcity lasts, nor do they tend to remove the scarcity. Simply defined, a
“bottleneck” would exist where the price that would equate demand to supply is sub-
stantially higher than production costs. In a system where attitudes and institutions
are adapted to economic incentives, resources would moveinto the production of the
bottleneck item. In the countries of South. Asia a high price by itself does not normally
induce additional supply and may even reduce supply, Even where resources are at-
tracted, smaller price rises than “equilibrium™ calls for. may be more effective in en-
couraging supplies than large price rises. On the side of demand, a high price has in
advanced economies the policy function of allocating the scarce item where it is most
needed and enforcing economy in its use there. In the countries of South Asia, not
only is ability to purchase a less adequate test of need, but the price rse, particularly
if it is large, may spark other price increases, in which case it cannot fulfill its alloca-
tive function. Thus price increases that, in a different institutional setting, would be
confined to a few items and carry their cure with them, will in an underdeveloped
country tend to spread to other items and to be self-defeating. None of this implies
that price policies do not have an important part to play in an integrated and coordi-
nated set of policies. Cf. the discussion of devaluation and the need for import con-
trols, Appendix 8, Part 1.

2 Chapter 26, Section 4 et passim.
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toward products and services where surplus capacity of plant and equipment
exists or where production can be increased quickly by turning to the use of
somewhat obsolete equipment.

(5) Planners must attempt to confine the price increases to those sectors
where they promote growth, or at least do little harm (most often the indus-
trial sector), and prevent them from spilling over into the sectors where they
would penalize the poor and have little effect npon supply. Within the sector
where inflationary price rises are permitted, the profits made should be used to
mobilize savings through direct and indirect taxation and through redistribu-
tion toward income receivers with high savings propensities.

(6) Planners must attempt to anticipate ftfure bottlenecks and direct their
planning at breaking them.

The success of the planners in avoiding damaging inflation and wasted ca-
pacity will depend on their success in working out the direction, composition,
and phasing of supplies and demands — that is, on physical planning — rather
than on their success in keeping within an aggregate ceiling. The implementa-
tion of more detailed physical plans will often require the use of price policies
(1 and 5 above). India’s Third Five Year Plan mentions a rise in prices charged
by certain public enterprises as a method of mopping up purchasing power
and also says that “it is particularly important to avert an adventitious or hap-
hazard rise in prices.”™ This principle could be carried much further and prices
could be allowed to rise, sometimes substantially, in some carefully chosen
areas while prices in other areas were strictly controlled. If experience comes
to determine expectations in accordance with such policies, the cumulative
momentum would also be taken out of the inflationary process and rmnaway
inflation avoided.

In several sectoral divisions that are particularly important for an analysis of
supply limitations, the assumption of a high degree of substitutability and ag-
gregation is particularly dangerous.

{1) Internal and external resources are often subject to entirely different
rules. Foreign exchange can be used to buy substitutes for almost any home
product. But domestic resources can much less easily be used to increase ex-
ports or substitute for imports. Hence traditional foreign-trade multiplier anal-
ysis cannot be used. A cut in imports, traditionally assumed to be inflationary,
may cause severe unemployment if the. import items cut are indispensable
raw materials or pieces of equipment for which there are no domestic substi-
tutes; while a rise in imports may start an inflationary process by stimulating
complementary spending. A rise in export earnings may have hardly any do-
mestc effects if foreign companies are the main beneficiaries, whereas a de-
cline in export eamnings which affects many exporters of primary products will
impose the need for domestic structural changes that can easily touch off an
inflationary process. A deflation of internal demands, at any rate below a criti-
cal level, may not reduce imports, which may in any case be controlled, nor
increase exports because it will not increase the supply of exportable products;
even besides this, exports may be limited by low foreign demand and tight

* India, Government of, Planning Commission, Third Five Year Plan, A Draft Out-
line, New Delhi, June, 1980, p, 15,
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foreign restrictions. On the other hand, excessively high domestic demand may
encourage people to circumvent import contnols_, may suck some exportables into
the domestic market, and/or may raise production costs so that traditional ex-
ports are outpriced in the export market.

(2)- The most important distinction for domestic consumption must be
drawn between a rise in prices of essential goods, consumed by the mass of
the people, like food-grains and simple textiles, and a rise in the prices of ux-
uries and semi-Juxuries, consumed by the small middle class. India’s Second
Five Year Plan makes this quite clear:

. . . but a policy of “playing safe” is not always conducive to development. A measure
of zisk has to be undertaken, and the most effective insurance against this risk is com-
mand over reserve stocks of food graings —and a few other essential commodities —
which can be used to augment the supplies in the market as and when necessary. Prices
of food and cloth occupy a strategic position in the Indian economy, and a sharp Hise
in these prices has to be prevented by the use of all available devices, So long as these
prices can be maintained at reasonable levels, the cost of living of the large bulk of
the population can be kept under control. Increases in prices of other commodities
would be a matter of comparative unimportance . . .1

The reasoning behind this approach is as follows. Excess demand for items
other than necessities, whether it manifests itself in shortages or price rises,
does not matter and may even be beneficial. In the former case, if there are
shortages, unsatisfied buyers may save rather than buy more food, or they
may make Fuller use of facilities already available. If prices of non-necessities
rise to the full extent, some additional production may be forthcoming and in-
come will be redistributed toward private and public savers as long as money
wages are kept under control. We assume then that import controls should pre-
vent the extra demand from drawing in more imports; special devices such
as tax reclamation could be used to prevent it from frustrating exports; It may
not always be easy to prevent domestic inflation from harming the balance of
payments and this may constitute the main limitation of the policy outlined
above. A spilling over into the market for food-grains and other necessities will
be easier to prevent because of low substitatability, Price control of necessities
will thus be easier to administer.

Admittedly, such a policy by its nature cannot make a large contrbution to
forced savings, because mass consumption goods are protected against price
rises. There is also the socio-political problem that the politicians who decide
upon, and the officials who would have to administer, such a policy are members
of the class that would be its chief victim: their money incomes will tend to be
fixed while the prices of the goods they buy will rise,

* India, Second Five Year Plan, p. 86. Cf. Appendix 4, Section 5.

“The prices of luxury articles going up does not make very much difference, but
price rise in essential goods does, The question of control of prices really applies to the
essential commodities . . . In other words, a kind of selechive control may become
necessary.” (The Prime Minister [Nehru], “Strategy of the Third Plan,” in India,
Problems in the Third Plan — A Critical Miscellany, p, 40.)

‘What has actually happened in India in recent years, on the contrary, has been that
food prices have been allowed to rise very fast and substantially, while prices of less
essential goods have often been more steady.
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(3) The aggregate savings/income ratio conceals important differences be-
tween advanced Western countries and the underdeveloped countries of
South Asia. The savings of the rich may finance the consumption of the poor in
return for the transfer of land to moneylenders. Some savings go inte hoards
of precious metals and ornaments. The channeling of savings into productive
assets is very imperfect. This is reflected in the wide divergence between rates
of return in different lines, We have already seen that some reductions in
consumption also entail reductions in production.

We may conclude this section by stating the obvious fact that there is a point
at which a further rise in investments will raise a number of prices. Indeed, the
low supply elasticities and bottlenecks will make this point come much sooner
than it would in a corresponding situation in developed coumtries, But this very
fact suggests that the limitation is not that of a single ceiling, but of a large
number of specific physical supply limitations and other, non-physical obstacles
that make themselves felt as development proceeds.

If the concept of a ceiling is used simply as a reminder that resources, in-
cluding skills, administrative talent, and foreign exchange, are scarce and that
attitudes and institutions adapted to development are absent, it is innocuous
enough. But if it diverts attention from the fact that mumercus demands run
for different reasons into limitations of numerous supplies and that it is the task
of planning to reconcile these and to anticipate and break specific bottlenecks
at the proper time, it is misleading,

24 Balanced versus Unbalanced Growth

In recent years there has been a lively controversy between two schools of
economists, one urging balanced growth, the other unbalanced growth. In the
preceding sections we presented many observations and arguments by pro-
tagonists of both schools relating to various points dealt with in other contexts
in this study. But the main controversy respecting halanced versus unbalanced
growth has little relevance for the problem central to this appendix: how South
Asian countries should plan development. Both doctrines are essentially beside
the point. The purpose of this section is merely to demonstrate this negative
proposition.

We might first note in passing that both schools move largely within the limi-
tation of the modern Western approach. In their models they neither pay much
attenton to the needs for induced changes in attitudes' and institutions, nor do

! Hirschman’s stress on dectsions implies, however, a shift of emphasis, though very
partial, toward attitudes, which he does not, as is usual in models developed by
others, assume to be constant or automatically adjusted to precisely the required ex-
tent. This is undoubtedly an advance, though & limited one because Hirsehman con-
fines himself largely to investment decisions. Even if we disregard the broad category
of attitudes of the masses of peasants and workers and confine ourselves to those of the
upper strata, which we must remember decide and implement development policies,
there are other decisions of great importance, as Walinsky has pointed out.

“Hirschman, on the other hand, might find it more difficult to support, by reference
to the Burmese experience, his thesis that development strategy should be directed at
maximizing investment {which he equates with development) decisions, Decision-
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they observe the productive effects of consumption in very poor countries. In
other words, they apply the customary reasoning in terms of savings, employ-
ment, investment, and cutput, and they focus their interest on physical invest-
ments, primarily in large-scale industry and public utilities, which in the or-
dinary way they assume to be the vehicles for development; all observations
outside this framework are marginal and inconsequential for the conclnsions
they draw. Rather than repeat our criticism of this general approach, we shall
in this sechon accept the assumptions implicit in it and confine ourselves to
an Immanent criticism of the two schools of thought.

We turn first to the role of supply limitations and supply inelashicities in the
controversy regarding balanced versus unbalanced growth. Surprisingly enough
neither schoo! pays much attention to the presence of a ceiling and, conse-
quently, the danger of inflaHon if investment is pushed beyond this limit — or
rather, as we argued in the preceding section, the limit set by a great number
of specific, successive physical bottlenecks and other obstacles to rising pro-
duction. Nurksé explicitly confined his discussion to the demand side. He as-
sumed supplies to be available and asked what investment would have to be
like in order to justify them. He made the reservation:

There is no suggestion here that, by taking care of the demand side alone, any coun-
try could, as it were, lift itself up by its bootstraps. We have been considering one par-
Heular Facet of our subject. The more fondamental difficulties that lie on the supply
side have so far been kept off-stage for the sake of orderly discussion.*

Nevertheless, Nurkse's main stress is on markets as the principal limitation on
growth, not on supplies. We might observe already at this stage of our imma-
nent criticism that if the creation of complementary markets as an inducement
to invest were really the crucial development problem, it should ordinarily be
fairly easy to solve, Final markets can be created by import restrictions and,
though less easily, by export expansion.” If Nurkse stresses markets as the miain

making was indeed a critical factor in this experience. But the decisions which were
most needed and most lacking were not investment decisions, but administrative,
managerial and policy decisions.” (Louis J. Walivsky, Economic Development in
Burma 1951-1960, Twentieth Century Fund, New York, 1962, p. 593.)

It should be added that sometimes Hirschman has a semewhat wider concept in
mind, as is shown by his use of the terms “development decisions” and “developmental
tasks.” (Albert O. Hirschman, The Strategy of Economic Development, Yale Univer-
sity Press, New Haven, 1958, p. 25.)

* Nurkse, Problems of Capital Formation in Underdeveloped Countries, pp. 30-31.

" Nurkse’s main line of reasoning relates to final goods and principally to consumer
goods. As far as intermediate markets are concerned, Nurkse came out in favor of un-
balanced growth (vertieal imbalance) in his second Istanbul lecture. (Ragnar Nurkse,
Equilibrium and Growth in the World Economy, Harvard University Press, Cam-
bridge, Mass., 1961, pp. 259-278.) Social overhead investment provides the conditions
and inducements for consequential direct productive investment. As for horizontal bal-
ance, he believed that the case “rests on the need for a ‘balanced diet’ ™:

“The difficulty caused by the small size of the market relates to individual mvest-
ment incentives in any single line of production taken by itself. At least in principle,
the difficulty vanishes in the case of a more or less synchronized application of capital
to 2 wide range of different industries. Here is an escape from the deadlock; here the
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limitation on growth, the other doctrine, particularly in Hirschman's version,
stresses investment decisions. The tmplication of Hirschman's theory s also
that supplies will be forthcoming with relative ease if only the lack of decision-
taking can be overcome. It should readily be admitted that lack of entrepre-
neurs willing and able to venture into long-term investments is a serious ob-
stacle to development in most South Asian countries — though to a differing
degree — but there are also supply limitations and they are not overcome by
“unbalanced” decision-taking.

The tendency of both schools — and partieularly of the adherents of the doc-
trine of unbalanced growth — to underplay supply limitations diverts attention
from the fact that planning must be directed as much at restricting investments,
production, and supplies in certain directions as at expanding them in others.
The policy package in rational planning presupposes a chofce of allocating
limited supplies — that is, supplies growing at a limited rate, and in response
to certain stimuli— to the most important uses, combined with the creation of
stimuli to decisions of ol kinds (not only investment decisions). Supply limita-
tions are considerably less important in advanced industral countries now, and
they were also less important in the early developing phase of many now ad-
vanced countries such as Sweden or the regions of recent settlement. These
countries had almost unlimited access to capital at low interest rates, a reserve
of literate and skilled labor, and plentiful natural resources. Again, certain un-
derdeveloped regions in: advanced countries (Scuthemn Italy, the South of the
United States) can draw on supplies from the other regions in the country but
lack development decisions. The models developed in the controversy be-
tween the two schools and, in particular, by Hirschman seem to have drawn on
this kind of experience in “ceilingless economies”; to a Jimited degree the
analogy may be relevant to some South American countries like Argentina, but
not to the entirely different problems of South Asia. The two important differ-
ences between, on the one hand, the advanced countries now and in their
early development phase, and, on the other hand, the underdeveloped coun-
tries of South Asia are (1) that investments in advanced countries can more
often be treated as marginal than those in underdeveloped countries and (2}
that advanced countries are, and were, high supply-elasticity economies with
responses and institutions already adapted to economic growth.

The absence in both doctrines of a proper consideration of supply limita-

result is an over-all enlargement of the market. People working with more and hetter
tools in a number of complementary projects become each others” customers. Most in-
dustries catering for mass consumption are complementary in the sense that they pro-
vide a market for, and thus support, each other, This basic complementarity stems, in
the last analysis, from the diversity of human wants. The case for ‘balanced growth’
rests on the need for a ‘balanced diet.” " (Nurkse, Problems of Capital Formation in
Underdeveloped Countries, p. 11.) .

He later drew a distinction between balanced growth as a method and as an out-
come or objective. ( Equilibrium and Growth in the World Economy, p. 279.) What
remains of the doctrine is the emphasis on the complementarity of markets for final
goods as an ultimate objective for investment incentives. But the absence of markets is
not normally a serious obstacle to development; even where it is, it is by no means the
main obstacle nor one that will always yield to balanced growth.
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tions and supply inelasticities, which tends to make them irrelevant to the
study of development problems in South Asia, should be viewed in connection
with another common feature that is prima facie equally astonishing. Neither
school has related #ts theses to planning; this relationship has been left in the
air. They have not made clear whether they are arguing a principle to be fol-
lowed when working out a plan or whether they are thinking of a develop-
ment that takes place without planning or, alternatively, one that takes place
with only an initial impulse of planning in the form of an investment project
and thereafter takes its own course with market forces responding to demand
and supply.

Both schools are unclear and, occasionally, hesitant on this point, though
they generally seem to think in texms of cne or the other of the latter alterna-
tives. Thus Nurkse, in arguing balanced growth, seems to have been thinking
primarily of a private enterprise economy without much comprehensive plan-
ning.! Tt is, he argued, private investment that needs market inducements from
the demand side. As we pointed out ahove, demand can fairly easily be created
by import restrictions (and, though with greater difficulties, export promotion);
balanced growth would thus appear not to need comprehensive planning. In
any case, Nurkse did not explain how his Bmited desideratum of balanced
growth of different industries reached by an adjustment of demands should be
fitted into the type of comprehensive planning that is the declared policy in all
South Asian countries and that has a strong rationale in their actual situation.®
Neither does the doctrine of imbalanced growth as propounded by Hirschman
require indtiel and stll less continued planning, In any case, it is not his main
purpose to lay the theoretical foundations for comprehensive planning.”

In planning for development supply limitations have to be taken into consid-
eration. The planners must therefore choose between possible investments;
they must induce restrictions as well as expansion. In a sense much wider than
Nurkse's they must aspire to balanced growth, where the balance is concerned

1 Nurkse, Equilibrium and Growth in the World Economy, pp. 249-250, 280.

* Chapter 15, Section 3.

*The role of the state in Hirschman’s theory is both to induce and to repair dis-
equilibria. Thus state action becomes a dependent as well as an independent variable.
{Hirschman, The Strategy of Economic Development, pp. 65, 202.} This is, by itself,
a realistic observation { see Section 13 above) and should not be lost sight of; in par-
ticular, Hirschman's discussion of forward and backward linkages — part of what we
discuss as “spread effects” —is provocative and froitful: it brings out the previously
neglected possible effects of one investment on investment at earlier and later stages
of production. But the doctrine umderplays obstacles {also resistances in attitudes)
called into being by imbalance. Shortages create vested interests; they give rise to
monopoly gains; entrepreneurs may get their fingers burned by malinvestments and
may get frightened by the growth of competition. The business attitudes and institu-
tions evolving through development will arouse opposition and hostility. Once again,
the absence from the models of this type of reaction is more appropriate for Western
countries and is at the same Hme opportune for the planners in South Asia. But the
basic weakness of the doctrine is the neglect of the supply limitations, which is related
to the umclarified relationship to planning,
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with increasing certain supplies as much as, or even more than, with catering
to demand. When the plan calls for investment in a steel plant, the planners
must prepare for its operation by providing for supplies of raw materials,
power, and transport. It would be wasteful to wait for them to be produced as
a result of the linkage effect of the initial investment in the steel plant, Plan-
uing means coordination of policies — and, indeed, coordination over a much
wider field than that of physical investment in modern industry and public
utilities to which our immanent criticism of the two schools in this section is
limited. :

At the same time it is inevitable that most, or all, of the investments decided
on in a plan will be unbalanced in the sense that they provide more supply
than can be taken up instantaneousty by demand. They are usually lumpy. For
technical reasons — and also because planming should have a long-time per-
spective — investments in industrial plants and equipment and those in the
basic infrastructure have to comsist of large indivisible umits. Adjustments
required by development in an underdeveloped country cannot be made in in-
finitesimally small steps,’ least of all in the sectors we are discussing in this sec-
tion. In addition, there are rigidities and very sluggish responses not only on
the demand side but also on the side of supplies. There will be difficulties in
meeting many urgent requirements, whether of products, raw materials, or
power and transport facilities, as well as in finding markets permitting full util-
ization of the main investment. Too much faith cannot in such situations be put
in market forces.

This is indeed one of the principal reasons for planning. But even with the
best planning there will not be balanced growth {in the wider sense). That in-
vestment has to be unbalanced, does not mean, however, that this is a desidera-
tum,* Whatever the planners can do by means of coordinating investrents, and

* The concept “marginal,” which has played such an important part in neo-classical
Westem economic theory, is largely out of place in the discussion of South Asian con-
ditions, and remarkably enough, particularly so in the “modern” or “organized” sector.
In the ‘Western countries a new profitable investment project is (and was) normally
small relative to the size of existing capital equipment (however measured ), relative to
new investment, and relative to the hinterland of facilities on which it draws. In under-
developed countries indivisibilities are more prominent and marginal adjustments rarer
for at least four reasons. First, insofar as economic development is directed at indus-
trialization, this normally implies an increase in the number of big and indivisible
units. Secondly, both the existing stock of equipment and the additions to it are
small compared with those in advanced countries with comparable populations,
Since plant and equipment often have to be of a minimum size for technical reasons,
the addition of a plant or a piece of equipment constitutes a greater proportion both
of the stock of capital and of total investment. Thirdly, the basic infrastructure of in-
dustry {power, steel, transport, housing, government buildings) consists of large in-
divisible units. Fourthly, complementarities between enterprises and activities are likely
to be more important in the meager economies of underdeveloped countries, so that a
given investment is more likely to require complementary and supplementary invest-
ments in other indusktries.

® There is a danger that planners will turn necessity into virtue, as the following eu-
phemistic passage from India’s Second Five Year Plan shows: “There cannot he a
complete balance between developments in each five year plan; to some extent, a meas-
ure of imbalance — seeming over-expansion in some lines and under-expansion in
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all other policies to avoid imbalance — and insure full servicing and full capac-
ity utilization of their investments as soon as possible — means greater econ-
omy. A degree of imbalance iz unavoidable, but balanced growth —in the
wider sense — is obviously what the planners will try to aim for, though they
will not achieve it.

In a situation where some imbalance is inevifable but where the planners
have to do their best to keep the imbalance to a minimum, the admonitions of
the Hirschman school to seek imbalance are obviously inappropriate. Although
nobody really has said “create an imbalance and this will call forth responses
that will engender development,” it is a fact that a favorable connotation has
been affixed to investments being unbalanced. This has been possible because
of two closely interrelated, usually only implicit, assumptions — that supply
limitations can be disregarded and that there is no effective planning.

25 The Continuity of Planning

Most of the plans contain declarations that planning must be a continuing
activity and that flexibility is therefore essential. Adaptation must be made to
unforeseen events, and new opportunities must be seized as they present
themselves.* Subject to these reservations, the planning agencies have, how-
ever, produced plans for fixed periods of three, four, five, or ten years. Within
these periods the governments are supposed to fulfill the plan objectives. In
some cases, a long-term plan is made spanning several plan periods. ITn India
this is called perspective planning.

A plan for a fixed future period is obviously essential when planming is
started. It has also the advantages of simplicity and of encouraging the govern-

others — may facilitate more rapid and better-balanced development over a period.
Considerations of this kind apply particularly to sectors like development of power,
transport and basic industries where investments are by nature ‘Tumpy.”” (India,
Second Five Year Plan, p. 17.)

1%, _ . to those not readily enchanted by the paradoxical, the Hirschman strategy
may seem to resemble that incorporated in such statements as "The most efficient way
to walk a Hghtrops is to advance, swaying precariously first to one side and then to the
other,” or “To teach your child to conduct himself safely in traffic, set him off to cross
Times Square against the traffic light.” ” (Walinsky, Economic Development in Burma
1951-1960, p. 594.)

* “Through careful annual planming, it should be possible not only to implement the
Five Year Plan with greater flexibility, introducing such changes as may be called for
by current developments in the economy, but also continnously to correct targets and
estimates in the Five Year Plan and take a forward view of the growth of the economy
and of favourable technological and economic possibilities.” {India, Fourth Five Year
Plan: A Draft Outline, p. 156.)

“Because planning is a projection of programmes over a number of years, its process
must necessarily contain a substantial element of flexibility,” (Pakistan, Quiline of the
Second Five Year Plan { 1960-65), p. iii.)

“Moreover the Plan, even after adjustments and improvements, must not be taken
as representing a once and for all statement. Periodical revisions over time are of
special importance. Such revisions must take into account changes in internal and
external circumstances and actual experiences in respect of performance.” (Ceylon,
The Ten Year Plan, pp. 55-56.)



APPENDIX 2
Mechanism of Underdevelopment and Development 1938

ment and the people to move along the chosen track and to resist the tempta-
tion to backslide. But against this, it has grave disadvantages. Administratively,
it means that an additional rigidity is superimposed on a system already teem-
ing with rigidities. Necessary or desirable adjustments to unforeseen changes
or corrections of errors may not be made, and the adaptations that are made
will tend to occur abruptly between plan periods.* Psychologically, too, the
compulsion to revise the plan downward when no formal provision for this is
made can have demoralizing effects. This is illustrated by the experience in
India after 1957, when those in authority issued contradictory statements
and were even tempted into pious falsification of the facts. This tended to
spread confusion, cynicism, and defeatism in business, in the administration,
and among the public. More flexible planning could have prevented some of
the miscalculations of foreign exchange requirements and some of the faults in
the handling of import licenses in the beginning of this period.

On the other hand, when things turn cut better than anticipated, a plan for
a fixed period strengthens the inhibitions against stepping up efforts. If India’s
Second Plan illusirates the dangers of events turning out less favorably than
planned, its First Plan illustrates the dangers of their turning out better. In
the beginning of the 1950s India could have more than fulfilled the plan in
view of the good monsoons;, her underutilized industrial capacity, and her
strong balance of payments position. Tax efferts also could have been raised
and the five-year targets could perhaps have been hit within three or four
years, had there been more built-in flexibility. It is therefore argunable that, in
addition to the administrative merits, there are also psychological merits in a
rolling plan, which would elicit on balance greater and more persistent efforts
by compelling the government to raise or lower its sights.

The South Asian countries borrowed their pattern from the Soviet Union, as
the Fast European Communist countries had done. Planning over several years
had been popularized and adopted in specific fields by certain Western coun-
tries, but it was undoubtedly more appropriate for the Soviet Union. Foreign
economic relations there are less important. They are, moreover, regulated by
state monopoly and can thus be fitted into a plan more easily. Domestic activity
also is more fully controlled by the state. In spite of this, as we have seen in
the post-war era, other Comrmunist countries, more vulnerable to unforeseen
changes abroad, and the Soviet Union itself occasionally, have had to change a
plan in midstream.

The question therefore arises whether the coumtries in the region should not
adopt a more flexible planning system, at least after they have once got
started during an experimental period. This applies particularly to the provi-
sion of opportunities for adaptive responses to changes in their trading position

**, ., one of the disadvantages of & plan limited by a definite time-period is this lack
of flexibility, Too many things are so neatly tied in that a basic change can only be
made when a new plan is drawn up, and even then, past commitments are likely to
limit the area of manoeuverability. A Tack of flexibility is also the necessary price en-
forced upon a plan which starts with a process of capital formation in projects with
long-gestation periods. Giving them up half-way through is often less economic than
either not having them at all or completing them.” {United Nations, ECAFE, Eco-
nomic Survey of Asia and the Far East, 1061, Bangkok, 1962, p. 86, [.n. 41.)
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as a result of changes in world markets. There is a particular danger here
that an already inflexible economy may be burdened with yet ancther element
of inflexibility. As we have seen in our eriticism of the ideal plan, the purpose
of planning is the rational adjustment of means to ends in the light of changing
circumnstances, including new experiences and new ideas generated in the
process of planning and plan implementation. It is not to put the economy into
a straitjacket but to increase flexibility and thus liberate efforts for progress, so
that favorable opportunities can be seized and pitfalls avoided. Thus the re-
quired curtailments during India’s Second Plan, as well as the possible increases
during the First Plan, were made more difficult or prevented because of the
fixed planning period.

Not only for the sake of greater flexibility, but also for a clearer perspective
and a better view of the priorities, a “rolling plan” would have advantages. Ev-
ery year three new plans should be made and acted upon?

First, there should be a plan for the current year. It should include the an-
nual budget as well as a carefully worked out foreign exchange budget. Fixed
five-year plans cannot relate these matters closely to economic plabning. The
anmal plan should lay down economic policies for the public sector and, as
far as it can be controlled, for the private sector. Secondly, there should be a

1 The same proposal is made by Ragnar Frisch:

“Whatever method is used for the elaboration of a plan, it is not possible in the
changing world of today to publish at a given date a plan for any five years, with
much detail and petrify it, trying to follow this petrified pattern for the five years.
Planning is a continuous process. At intervals, most conveniently perhaps every year,
the whole problem should be reconsidered in great perspective taking account of new
information, improved data and improved analyses. At each such round certain com-
mitments will have been made that cannot be changed, while others are such that they
may be modified in the light of the new information and analyses. A techmicue for such
periodic revision should be worked out and incorporated as an essential part of the
planning machinery.

“At each revision it will be well to lock into the future a number of years which is
determined by the nature of the factual circumstances and not determined by the. for-
mal question of how many years ‘are left’ out of some five years whose beginning was
conventionally fixed at some date in the past. If five years is deemed to be a suitable
horizon, this number of years may be applied at each of the yearly revisions. In a sense
one would then always be working in the beginning of a five-year period.,” {Ragnar
Frisch, “The Methodology of Planning in an Underdeveloped Country,” reneod, un-
dated, p. 3.)

Ceylon’s plan advocates a “rolling plan”; “Reference should be made in this con-
necton to the concept of a ‘Rolling Plan.” In terms of such a concept a forward per-
spective would at all times be maintained. Actual programmes would then continue to
remain within the context of a long term perspective. It would be desirable to adopt
such an approach in Ceylon.” {Ceylon, The Ten Year Plan, p. 58.)

Professor P. C. Mahalanobis had early developed this view in connection with the
formulation of the Draft Planframe to the Second Plan: “Planning must be flexible
and continuzous. There should be a general frame-work for five years; and detailed
annual plans. should be prepared every year. Targets, projects and policies must be
continually re-assessed and reformulated in the light of new experience. Also, we
must always keep in view the growth of the economy over a long period of 10 or 15
or 20 years, so that a balance can be secured between short-term and long-term ob-
jectives.” {“Approach to Planning in India,” radio lecture, September 11, 1955, p. 7.)
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plan for a number of years — three, four, or five — which, however, should be
changed each year. In this plan, targets and techniques should be laid down.
As in the annual plan, price relationships and price policies and all other con-
trols* should find their place. Thirdly, every year a perspective plan for ten,
fifteen, twenty, or even more years should be presented, in which the broader
goals are stated and the outlines of future development are forecast. The annual
one-year plan should be fitted into the same year’s new three-, four-, or five-year
plan, and both sheuld be framed in the light of the perspsctive plan.

This system of rolling planning would not increase the work by much,
for the plans of earlier years would provide the basis for the succeeding plans,
Moreover, some of the required alterations and adaptations would, in any
case, have to be made. To some extent any planning inevitably involves rolling
planning. The difference is that formal expression would be given to this, and
the effectiveness and rationality of planning would be thereby increased.

There remains the question whether — and if so, how and to what extent —
parliaments and governments could and should make decisions that are bind-
ing, within limits, on themselves and future parliaments and governments, But
this question is not answered by fixed period planning. Both systems of plan-
ning raise the problem to what extent future parliaments and governments can
be committed to specific undertakings made to public corporations and other
decision centers inside or outside the administration.

* Chapter 19, Sections 1 and 2.

APPENDIX 3

ECONOMIC MODELS AND

THEIR USEFULNESS FOR

PLANNING IN SOUTH ASIA

1 Introduction

Social scientists are in an unusual position in that the objects of their studies
and their own activities are within the same context. For these studies are
themselves socially conditioned activities. Social scientists should therefore
have a head start over other investigators. Yet the traditions, habits, and hiases
of economists, rooted in the philosophies of natural law and utilitarianism and
reinforced by their ambition to be “scientific,” are such that they have pre-
ferred to remain unaware of this. They have continually tried to lift their in-
vestigations out of the social context into a supposedly “objective” realm, from
which other socially determined relationships are surveyed —as from an Ar-
chimedean point, from which the earth, on which we all still stand at the time
of writing, is lifted. This attempt makes economists naively innocent of their
own social determinants.*

This unawareness is reflected in their separation of “economic” from “non-
economic” factors and their identification of the former with “objective” and
the latter with “political” or “moral” issues. Behind this separation is the
thought, to some extent correct, that the “economic” facts are more accessible
to investigation. “Economic” quantities can, moreover, be expressed in mone-
tary terms and made commensurable, at least in market economies. But the
idea that commensurability in this sense renders the analysis “objective” is
wrong. The distinction between “objective” choices guided by criteria of
“yield” and “subjective” choices guided by morality or politics is a deeply
metaphysical one that leads to the false belief that economic recommendations

! For a fuller development of the discussion in this and the next few paragraphs, see
Prologue; Appendix 2, Sections 12-14 and 18-20, et passim in the several chapters of
this book.

* Appendix 2, Seetion 14.
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