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I. INTitODUC'rroN 

. . 
Thi:s paper ia esse·nt·1a,:tiy a review, in general terms,, 

of some .of th� probl.em;1 and tormula.tions of investment cri­

teria iri under-developed bu,t developing countrie.$·. 

Economic development bas become no\vaday's'· the f ot•e­

mos t important national goal in under-deveioped c.o,1;mtriea 

'-wh�r� ·'the nrevo:lut:Lori bf' ri.sing expectatipns" awakens 

the,ir 'people. to the· rec9g;nition that. pove�ty is riot inevl t­

able� If ,we take riational 'pJ;'oduet �� a-'jpractic.al conc�'j>t of 

economic welfare,. ·then E3eonomic development is to. �rtcrease 

:an e.cortomy •s total· as well' ElS per capita n�tion�l product or 

real national income· 1ong enough tQ make- �be process. an 
. . . - . i 

· acioumu1at1�:e, iind sel.f•$ust'a·ined one., In achieving t)1Js, the 

economy will bave·to undi:rrgo changes, make adjust�en�s., .and 

even call f'or sacrifi'ceS Qn the part of the people• 

What �re the basic f'acto�s .in E3conom1c development?· 

Many exp:;tana.tions bave .been offered• There are the obvious .. ,· . 

. and direct ;fac.tqr:s. sµch a:s n$,:qural re�C
)

Uroes f· capital accum"!­

ulation/ entrepr.enueriE3.l a,.nd man�ger1,�i ability, and skills 

and te'9hnolqgy. ·:Les.s obvio�s but not' less· important are 

such indirect. fac.tor.s as insti t'l,1.tion�l frame\vork (govE;irn­

ment J family, the. market, the fisca::I, and monetary sys,tem, 

etc.), cultural beliefs, and value sy·stems. Also, there · 
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are ·eo:m� psye.ho"'"soblologicai th�mes offere<i ·r·oJJ· .·the e·xplan-

. at;i<,� 9ft th�- sta;rt. 6£ cnang'e'. p'.]ii()cea.�.: Ro� .. toW's- ·pr.0.1i�liis'f""· 

'ties ,1 McCl�'lla.nd''·s. 'ac.hievement: motiva.1tion,i, Bn<l H�g\an1's, 
. 

subordip.a,ted 'g?Qu!) and entrep�an\�r.ia.l c:lass: ... ;5 ,,A,;l.t.o;r. ·th�s� 

factors haite, been·. given dif ftiren-t weights by dl.ffererit 
' {, 

: • ' ·.' ' 
• • , ' • I • • 

.... a.utho:rs l yet non:� of tb�pi fa. 'th$ .. untve�13;l �$.WeJ!f .. for 

�eonomie deve:lopm�nt· 1!3 a.lJ of them� .. - though· 1n.- varying d$­

gri�ea ·unc,i·�·r• �1f.f:e:rent ei:r>�:tmi$tanpes, .•. . . 
' •• . . . . . . . . . 

Ow,· i�te.rest ll�r�>t.s wltb tbe e-�pital _accumµ}��i9r,i. (for-, 
' . ' . . . 

I$ 
. 
�houi'd be poJnt:EStl '·out ·t·bat 

. ' �� . '. , . 
' ,l ' • 

eapital formation 1e ,not· the_ only or ev·en th<:3 ·-most lmpoFtan·t 

d'�termitl:ant, or prime mov·er '.in· -�!le pro·cess of' eeo-nomi'c d'evfilop� 
( • ,, • > 

ment and 6hange:i · '11he· multi--dim,ens.ional· nature of t,h� proo·ess 
. ' . . . ' . . 

· . 
. . . 

as
. 
S·ho,�n '.by hi$:tor:t9al axp�rienc,es simply 'x-eJects· \any stra:ight-

1 . :',?. .. 
for.wa,J?q :�!lS�ll.l relationship between simple econa:mio magni,.. 

tudef? •. ·· As h�·s. bE3·en wel;t said by Bau�rr and Yamey ,, 0:rt ls 

often n�ar1�:r :the t.l;'U1?ll· to say that capital;. is oreated in the 
.. . ·· . ·  ' . . 

process. qf
. 
4€3,·v'elopme�t .tba�. t.h�t 4evelgpntept· is a function 

...
. 

iw �-, w�:,Ho.stow�' _Ttie:.Prooess 0;!. :mcontnllie_ 'Gr.oWth,
·· w�. :11.'_.:. 

Norton�·, ?few. ·,-y;qrk,.· 1'91ffl', C��pter •. . 
. 

2D. c� 'lllcCll�llanil, co-un�, Develoimnt and the ,.Wat\ll'e 
_of lim,nan,. Mo·t:1�ationi .. Some: _1mpl0oatfo'ns ·.£?.!· a�cent""'J::iise.arefr�i: ·· 
pap'er···pres:�1:1t�q -�o,;th.�'-' .(?9nterehc:::e:,·op .. Community· i'fuy-eiopmen�. 
E+nd, .Nation.al . Ghan·ge; •G�n-�er for. lhte,·'Fnat·:ton·f.11 Studie�·, 
M-iX .. T., Dec:ett:iber:/ l 957 •.. · 

· · 

3Ei.· �•�. ,*ag��� :4U Analy;ttc�l :i;1o.4t:1l 2! the . r;r:ransition to · 
Ec·o'nomic ··arow�h ;· Ceri�er: fc,:r InternatJonalTtudies ,. M ,.r .T .• , 
1957. 
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of capite.1 f�rm.at ion •. nl This • notwithst€l.nd1i':lg ., i.t sbou];d be 

tnnphas ized the.t it is real c apital that . make� po·s s ible· 

highe.r product1 vi ty and higher national income ( a.rid .consump­

tion) .; s o  that our aiI11 of inc reas ing w�lfare · c an · be ma·teri• 

alized .  The :re.la.tion. or' low level output to . low · le.vel cap.;; 

iiia:t sitock in all ;the ·un.der�developed coun:�:r:tes is too 

obvi.ous tb need elaboration .; Without some :J.ncrease in the 
. ' . . ' 

EJtock of capite.l t oth�r facto,:,_s of pro.d�ction . a.re $eldom 

pos s ible .. Once the proces s of d�ve'iopment get$ � tarted ... -

as ma:ny · under-develop�d _ 9ountries today do--i t .is . :tfhe rs:te· · 

of 9api ta.l. aoo.umulat-ion :that ehie:fiy determinJ��, th_t';l r:a·te of 

increase bf' -out-put which our: ·welfare conc�pt. ' i�1:lbqd'ies • 
. . . 2 . Now ; rea! capital o·r c apital stock · inc:re�sos by in� 

vestment · ( in net s ense ): and more investment nece$t.ll•d. te.te,� 

more s avtn� , that l� , cs.pi�al •. 3 In almos t  every .under .. 

deveioped c.ountry of tod�y; the mos t  nearly' omnipresent· 

limi ting and s evere !'actor ta s aving or  � apital . This being 

the case , our di,scus s iort of investment criteria will be · 

:fe>cused on how to rna�e opti,m-al · use of th{s om.nipreseni1 

, l
,
p .  T .- .. 1.Bauer· a:na B.  S .  Yamey, Economics · of Under .. 

d�velope_d Countries , Ghiea:gQ tJn�versi  ty. Pi,��F;" C'tj�·.9ago ,. 
195'7.i: · pp ! 121�12s . :  

, 2Tnat is. � the dlffere:nt types of t�ngibl,� : -repr�duc·;tbl� 
a$s ets. i_n t·hfl form of p-roduc tive f,ac ilities , _, :equipment ,. and 
t-9-s epv�� "- The · ihtangible capital s tock'':"-i- e '!g ., knowledge , 
trainipg ... -are · ,n.pt included •. 

3 ' . . ' ' . ' · . : ' · ,, '  - ' 
. . 'This me:ans c api,tal as a homogeneo� · fe.,c tor o·f pro due-. 

tion before 1·t is inveated; 1 ,.e l! ,  in mo.'.petary ( liquid )  form.  
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��e.�·� · f aQ t:ot 9, : Th,e: _ p�bleni : 9·1µ1 . be s ��yed � �t.�1:rr · ·�s . a. �int-. 

m-���t1��- �t .. . c�p;�al. . ·gi.v�n . . � �f;lrge� t�9t·�E1a�fJ�i ��tl<;>nal. 
J??'O�l)�t:,, ;•0.l". - �:� • -� Ul�Jt�,.�-�t!Qn . ot nei.tio�l· P,X'<':)dutf �iv�:n the ;_ 

.
; • • 

• ' • i

_ 
• • 

a;v;�1;.1.�b'l�; ��p:l.ta:i·" , :. :�;hifil. la tJ1;� a ill1plif�e.4<,9yep�\l J��pe,qt.,: · 
, . - , ' . . . . ... . , 

· Royiever�· ;th�::r;"e •_itf. tJie 8:�t�l,. , q9�po� 1t:Lo:fl :�f,, tpt�stme��-� . ' ' : .· ,' - ' • '  · · . . . 

.:On�� J)�p,�:t�:t' �� _ .i_nv:��,��d' 1·p �-?-X"i9J,, ; 8 8QtO:F� , ,it: ,  .�;lie., �:ee>,now,y g 

_·· �t ·"e�iff�9, . ,�:<? · '.b�/9._ ho�gene.o�s .  tact<)� . of pr��uct;q;�,• : .  Jt� 
. 1s · ,emb.odi''ed' '. U11 · :rei:iro:dti41/bl� · a.s :aets. o.f v a.r.lou$· ·. torms . and 

�-a,s
·
/' dt,;;E}�$qg · · 1� - t��-i� �p��i�rtti,: . . :n�·,·.�W�bi��ty. ·

.
�� - •

. 
. . ' • ' . _;· ... 

di,tterinti ip t.�eJr :,��m.�r+�Uc�-�9� _t(f nl;\t'ionai .·p,}."O.dtlb:t , �d in. . 
' •. ' - ' -

. 

tl:l�tr . i'mp�c� · on\·o;th�t: · a;s'pee�s : of. ,
. 1
q�yt)lQ�f>ntf'-s .��-h .air tech1: 

• 

• "a • 
... • • 

•• • • • 

·,nole>gy,_ . ��pl,◊y-w.�nt ·,: <-t�;avtng , f3 tp .--•nrhien are:· e.+e().- · ,;,ecy i1n:po_� 
' l 

' 
' 

� :" 
. 

,

, 

. 

• 
:' : t: . . . ' 

' . l : . . 

. t��-• .  lt; is\ dµ:t� �pt: emplia,s:t)� _on · thea� · ,y�r.1:ov�, aep.e·ota. 
of

. 
:1tiy_Q$,�mel)�/�l)at; . ti�.Y� *-��ed macy - cont-rQV$;rSJ,$.1 issv.es · ., · :  

• 
• 

.

. . .. . 

·
' :' ·.

·

, .! 

.
·

' ' 

: -
• • ' ,  •

• 

'bQ.t� -�n t�$:o.rE)tiq�'.1; - �!$,c·�·s io:n and ip  .cl$v$Jopni�mt· :t,�,��am­
.· . . m!Pg .• : 

\ ' ,· · . •, _ 
. . 

. 
; _ _ . - . ·Jt .. , ·. 

. . 

. . , i , ._ ; . .  , ;µi t};lt:a., ,�'(:)?�.�,� -. :·t�.,��-J:'.o.re:, :, °m.1,µt_mi,·:is,a��on , ?f. Q�p.it.a_1n 

�-�04.).c!i_ IJJ> t .  ��1��d:  u� . � un,d-�t-1;�k� . .  onl..y t ,hQse· i�v,estments 

- ,�htl� peq,.1;lfl:�::· ,t�:" :;;.a.si ·am��nt . P� . 9aP1t�+-�:- :.'. fl,:�t- 9t . all, 

t.b�:tt:e Ja �);l,�;r �,q1;1t�nient. :of pr.ope � se�to.:r�l b.e.l�c.e _llS·. J>e.--- •
• • ,

· •
• 
1 

. , 
' • • 

' 

�av� . qiffE! rent, e;(i12Ita.l •C'O"t.:rtc.1e�:t,,s . .in the,�?' . . p_�d.uetiop, 
I •• • 

; ., , •  

f'.U,1.lQ.tion-.= . . �:i.t�0.u,g�. suoh cQeff�cl�n��, B::rE> · no.t t'i.xed e.x� 
6�pt. i� �:r.� -c�sE3s ., . th.�lr gene·�l , qiagpi,�µd·e: ;· _ _ i.e. d.t;f��ren� 

' ! . . ' • ' . ,' . ' 
. 

. 

_f.t�m . 0J1,: s:eotQJ,.: t◊ �n9thet\•:, Mtnimt�-��!,op st · .o,p,itn:t'l. 

I 
1 
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makes much � re sens e in regard to the s election c,f alterna­

t ive pro jects wi thin a sec to r  than the 13 election of s ecto rs � 

Tbe latt.e r is to be dete:rmtned by ( l }  the pos s i'ble .pattel'n. 

apd struc ture o.f the economy in the future ;:" (.2 ) . t.he .fac to� 

. 13 \lpply c ondi tions ( inc luding .a.gain c e.p ttal ) J  ( 3) inter-­

s ector input requirement� .� I.f mini,nlum cap1.tal is taken to 

mean l.east c apite.1 ·f◊r, a given income inc reas e ,  tb�n only 

the sector (or secto� ) wi tll lowes t; capital coefficient will 
. · ·. , ..  . 

be · invested ; while _higb�l' c a�ital , coefficlent s ect.o rs ••· 

us ually the dynamic and mo detn sectors. �thioll have much 
' ' 

g;reater itnp�ct oi;i. fur�be:r devel.opmen�,..-w:t ll be .excluded . 

T.h1S would. t end to ·. minimiz� · the· rate of' de�elopment over 

t ime o 'A 'hypothetic al exampl� may s erve to illus t rate this O 

Suppose the e conomy c ons ists 6!' 4 s ectors : ( 1 )  Modern;;;. 
' ' . . 

ized 1mti3S bment goods indudtrtes j f2) Modernized oons'ttt�e:r 

goods industri�s ; (.3) ·Agr1oulrture a11d non ... modernized con-
. ' ' 

s umer goods industri13s ; �nd (-4 ) Se rv io.e indus tries . Fo.r 
' ' 

• 

I
• 

• 

I • 
• 

, 

eacb $1 miliion 1ncreas .e 1i:i , ihcqme , th� · capit�l and iabor 

requi red py ea_Qh sector i s  as follows ·: 

· sector 

i 
2 

· 3  
4 

1 . 1 -. · Para.mete rs of Capital and Labor 
er l niillion Increase in Income 

· ·  . Cap ta • . ., · - :  Labor 
( in :$; millions) ( i.n �•years) 

5 �00 
2 �86 
o .ao 
.2 . 22 

·250 
327 
·320 
593 

Taqle 
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The at>ov,.� table as s umes £1..x.ed c a.plt.al .and labt:>r co• 

ei"f'io.1ents 'to r eaeb sector,  which ; of  COU;'�.e ; 1s· .npt ne,oes·� , t, 

sa:ry . · Now ,. •given the total eapital ava.il;ab}.e �lf $.i5 _'billion 

·.and tot�l �bor s.t l .ni1llion •n-ye.ars , the units o'f incom.e 
. ' 

inereflfHl, ( f),xpre$se·d i·n $1 billion per unitJ : : thl.\t c�n Qe 

·aehieved· by each 1secto:r .  l$' shown in the following ·gfa.phJ 

,-..., 

1
1 

r 

t 

J 

1. · 

0 

S3 

� (�l, 1 1naK-F) 
. ' . . , 

Figure l .?- , · _.'unlts .2!,· lncome J:ncreaf3 e '.. _( 1n billion dollara ). . . . . :r:- -�.\\�'. 

Evtae·nt.ly · 1..t .is Sector. 3 that -�im!zea i:t1come inc :i:-ease 
' l ' . ,,. . . ·. . ' . 

with the given �mq:qµ\1}.:, of: lab9r and _ le�ls than the · given· 
. 

' 
. . . . , . • , . ' , .  . . ' . " , . . 

. ' 

amou;nt of .eapltal , . <If i:t,l:Vf:l.S';ttnent, $s: concent;rated in. i t ,  then 

the amount of c'apital ne<;,:d�d vtould/b'E) the tee.a t .• , · N6.W-;, even 
; ·allowing· . . th�t this ,s. $_.c to� needs no .add itiohtl:l:· . ·�n.puts from 

other ·e-ecto�s , the·re . .  �re othe'r con$1 derati,l)r;i� . Th� p,os s lbl9 

5, 

. . { 
' ' . ! 

.i 

~ 
'-' .... ... ~.-• /#PO 



�avlng� t>:rom this s,·�oto'r is -�dersta,ndably very �Illall;. 11 
, . 

7 

any ., Altb()ugh present income. ean be maxlmizad, tb.i-s" in-. 

vastlll�nt can not generate ae.vtngs for r.,einvestriieni . Ovez> 
time ,. tncom� ls: ·riot maximized�- Mo�eov·e·r � in. couptri'3s with 

low l@d/pepttl;;_tion rat io{3 ; tb1$ rathe'r high 1n·e9me: 1nc ��ase 

will . s.oon r$acl1 .a 'point , WQe�� fupthe'r inves tment,· :I;ri , ��;ri,-. 
. . . . . . 

cul_turec .wou.ld · br1rtg p;r-�ot1eally rio,thing � And th.e �ccrnomy 

w11l retDJtin stF1:1ctur.�iiy: :urtchiiinted , w1 th a. vJ.;r, - ;:to·w level 

of oe;pi.shal st�cl(� 

Which ·s 'eoto;r_( s )  . t� . 1nv·e:;,t a�d , .wh.e_re d'Uferent methods 
· . · · ' -, . .. 

o'f product·ion · 'are •$V.-E1.icla.bl$: .  t1 .� ,. . • : · 41i'ferent coµib1nations 

of input' ail'd capit�l coeft:toients ) •\ what technplo$Y t<> b.e. 

adopted? 1Tbifl is · indee�'t bne , of the ·mos t  e�etai. prol:>letll$ 

1n ecenomie · development,. 

1:U�:torfcally j. in th�' e�oil.omie' d�ve.lopment of W.estern 

Europe and the United .States , t?e p·r.ioe- meoha.n:.tsm ln a c.om­

petitive 111!'.,'):'!it of.fere,d · tjle bast. guid<> to inves tment de ei• 
{ 

s �Qns ,that :res ulted 1n tne manm.tze.tton of total pro duc:t • · 
. . . 1hrou.g� , $Ul�l'lcient kn.owl.edge , mobility , ·and fl�xibi lity , . . r 

the· pri y e  m$9:ha11Jsi;n brought ·about equality b.etween _ deman·d 

and ' supp·ly ., . 'QetWE,en price and Q OS t l  and equal:: retµm to 

capita,l in �·11 · lti;iE3_a of p n:, duction_. s' +t we:� � gra,qual ,. 
�pontaneou's p.roceas of de:ve).opment .unq·�r favorabl� . .  factor 

proportt(;)n oo·ndi tions . Today ,. in und�:r-.devetoped countri es 

there exie t s_�rious s tructur,£1.l di sequil ibrium,, price 
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1nel.as t icitl es , :  ()Ve�populatiot1 , a�d a s trong deair,� . to · 
�develop 1:t qui ckli ,.�ith very limited developed . -r�sol..U-'o es . 

Wi th mar�et condit ions· far from b eing able to ,. •of.'feF a guid.�. , 
I • l l  - • i - . ' • ' : ,' J 

.
, • 

• 

• ,; • 

some , eritel'ion fo r inves tment ,de.cls iqn. sh.ould b.e· wopk�q out· 
. 

. . , I 
tq take the plao·e. of the au.t6�ti q ,  market�prlce 'mechanism. -

. . ; 
. ' 1 ; : . . ' 

' 
. 

W.here are 'sever�1 - k1nds of, approaches tq this. p·roblem:., 

The "�ntarig1ble n c riterion w�uld be:· one , bas �d · on intw.ti9n, 
flelll:le of p1;estige , 1n:tfe rne.t :i.onal ·a:�mons tration,. o:t jtts t 
• • ' 

f ••
• 

r:( 

arbit.:r�riri'e� .s·,. . aa: evtdenced by in�isten9 e on· steel industry .,. 

m,ulti•pu.rpose> hy'dro-eie�t.rtg dams •. , ()I' 'luxur:t9us c on$ um�:i.�s 1 

go◊ds .. Tl;le · th$oretical approaeti ,v,o·uld btoacUy po int 9 ut the ' '  ' ' ' . . v- ' ' 
d irec tion of .tnvE3.s tment in te,rms c,f balanced . growth · or 

skewed imies tment in "$ t rat�gie " �ac tors of-• 'indus tries· ._ V' 
The criterion ·:e�ployed / . s\ich: .a$ the to.tal l inkage eff1eet ;,1 

.. , th� per cap1t·e. reinves·tm�nt · quotient�2 :ts st ill partial in: 

lfature · and doas not provide an overe.,11 :, cons if3 teni progra:m 
' ' 

/ 
ot develppment ;, 

It is · from cc;,nsiqe re.t ians of the '1nter- fndustry reia)!io 
' 

' 

t ionsh1,ps and the c�na i s t ency a.�d e·ffici ency of the e.nt.tr� · 

developm�nt pro.gram tnat s ome eeonom1s· t;s. have at;tf,\l.mpt ed to 

l A .  o .  ij1rschro:an , The St ra.teg:y .. o f'  Economic Development , 
Yale University Pre� s ,"."1Wew Haven ,  1959 , Chapter P •( :· 

·2w. Qe.lertson ' arid u� 'Le ibens t ein , ":rnvestm.ent Crite ria , 
Pro�uc. tJv. it� , ; �n .. d ' l1)cop.o.m:ic; Deve lopment ,}� Th� rart·er:�:Y 

. Jou.rnal 2£ Economi.o.s ,. Augus t ,  1 9 5� ,. pp . 343°=3 o. 
. . .. . . . -
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V 

work QUt. a. - Eloc ial price mscbanism as a guide to · r�so urc e 

allpcation. ·The ·c rtt;e:rion of $ Oc.ial me.rg1�a1 p-:r-o duet ivity v 
✓ 

(SM:P ) ,and the dev.1.ee of account ing pri ces as dev·E:3:t.:oped by 

CheI?-e ry-1 and Tinbergen2 repres ents an appx-oa.c'.h o.f this kt:n.d , 

!t d.ef1n�� investment c rite tia, in the context, -ot ov.era.11 

progranmiing so th�t cons is tency a,nd eff'1c 1aricy can be. 

a,� s ure,d . 

lnsotar as quantitat ive f9rmulatio� are eoncer:ned ,  

the d1scuss•1on i n  this . -paper will lE3.rgety follow the line 

ot: t:his'· app.roa�h ,  al ttiougb in, . the" · qual1tativ.e evaluation of 

aggre$'.e.te. and secto·ral g�wti1i · the· the·cn�e,tfc al. appI'oaeh will 

als o ha. glven p roper v,eight •. .  F.or , ,  in .tne pro je c tion of 
. . ' 

agg,I1�gt3;t;� · g'J:-o\vth and �vailabl.e ·�t;our�e� • human deo·ls tons 

about t.he rite of .g;rowth . wo uld, ce.rtainly play -� important 

•role : the:\(dom�s t:ic ) se.v11:1gs to'- be · acbt eved depen4i; as much 

on ,gove :rmnent. , ab111 ty to 1,�fo,fe:e:" ' -put :saving$ .from . the 

pe.ople- as 'On people ' $  willinanes s  t o  $$C:Vifi oe t.he pres�nt 

fo r the .future � L1kewiss •;· _the det e,rminat ion of the cornpo ... 

.aitiop of output to be, prov id�d by various · s ec tors s�o-uld 

be b�s ed not only :on a:tat is t ic al pro j eotions b�t aleo o� 

1H �  B .  · Ghenery; uThe Appi1 e·at.i on of I'nv�s tment Crit.er1a /n 
The guarte rly Journal of Eeonotnii: s ;  -Feb ruary , 19.53 , PP • 76� 
9&� . . . " .  . . 

. . 

2J '  Tinberge_n,; Ihe De s l�n, £! , D�vel6
a

!e·nq 1  ,'J:J�� .t9h??:.�� 
Hopkins Pre s s ,, Balt more , 1 - ss ,  PP • - 39-_ - , - · 6'!9?tt . 
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$otri,e hypothes is about the des ired ratei of; gr9wth o,t,' ce.rtain 

' priority s e�ctors •. 1 
_ _ The hypothes is about priority .�ectors .  

or investment decis ion at th.e se�tozi lev(;)l ,  sh�llld be '  made 

in the light of t_he' -po-s s ible future s truc.ture:. -�nd �att.ern 

of- ·thl:;) economy as .. congi_t-ioned by its re.sou.:�ces , populatl<:>n 

g:rowth,_ foreign tradE3 , relations , etc ., 

Dif.f:erent _ hypothes es , about s eot◊r growth _ rates ...... taking 

into accouri:t both statistica.1 trends and des1red · target�-­

will res-ult. in different projeott<>ns o.f the .final _ demand for 

- each prod-q.c t ., llfy_����cl,. the cho ice o.f in�est.­

merit pro j ects ,withln each sector wi ll .b<3 made . on the basis 

of' social marginal ·1,pp,oductiiJ.!:tty (Sr,1.F) ca.lculat�d at account• 

1ng prices ,, PrpJect$ wi-th· :'hi:ghes t· SMP will b� .f3 e;l.ected �.-
• • 

I 
• 

• 

Then, .. the lev�l,j of d'om�stiQ pro duction Will be .determined _ 

and will be_ reconc iled with, the a,vailable .faot.o:r . ·supplies . 

This � i'n turn ;. 111�y riec<;1ssit.at$ :revis ions _ of t'he ·tar$�t ��te 

of;' gl'Owtp ,. dern""'�d�p-�o j�_c.t.:tol':J.S--,., . and prod��:1 m:���Qdfl .-. 

The whole .process .,. while provldii:1g a Gon.s -:t�teint- r:rame"" 

v.rork for inv.es·tmeht de'terminati,on at. sec.tor.a,1 · and proJect 

level_, �equ1r�$ <let.ailed es t.imat'es , pro j e·ct1ons �- and trial 

�ork .- As ide !'ram l.ack of higb,l.y technic_al da1;ia to bas e  such 

._ -�·st.1mat.es � �d proJ�c�tioris in urider,,.develop�d oount;ries ; the 
\ 

).For example ;, ; t;�e t,noderri indus �rial sectors , the eco""' 
nomic overhead, - etc':� ' Th'3a·e arE11 th�,. -- so�c a+led .  "d:�veloptnent" 
s ectors . 

, .I 

l 

' -1·1 . ' .- l 
; . I 

I 
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taking acc:6U?1t of:· :al l. interrelationships ·s imult&,rieously is' 

by itself a _ trem�ndou.$ work. And , by us ing the a.coountf:ng 

prices ; there is the . 'danger of leei.vlrig no market :foro·es at 

· wo rk · to r�duce o r  eliminate the s tructural disequtlibriuin 

· 1n the lorig run:. 
It  sbou;l.d be  ·pointed out that. EµJ.y theory ab6·ut ' 1nv�st•· 

me,nt 9riteria 1_s , i: 1n J?I'inc-lple ; ne.n-oneous s ince moder� \Val.-. . 

. fare economics h�a: shovm the imposs ibility· \:>t con.$ trueting 
. . 

an adequate . social w�lfare .funct�on . ,il Ev�ii when "well'ar�" 

is repre.s··ent�.d by nation�l produc t ,  ·any theory .about invest.""' 

men� ='c·:r.l'teria is s till neces.sarily incomplete and , therefore , 

may b$ irrelevant .. For there are many immeasurable aspect� 

o-f an 1nve?tment · (cultural ,  defenso , etc .· ') .  ' There are als·o 

aspects vihlch should be included bµt �re very dii'ficult to 

me:a'sure : the indi rect a�ci 'f!•econdary co.naequences of a.n 

investment: s uch ias the Leontief coe!'f icienta , the �xternal 

economi-es ,: the �ffects . of chan_g,es · 1n re lative :prl;ces � etc . 

A11 �hese  may re qµire more elemE}nts 0£ ins ight a,nd: wisdom 

than .form�l · cr:t teria ., · 
' 

1\s . a matter 'of .fact , · tor mos t  o'f the under,,;,devel_oped 

cotl.ntri.ea ,  s e�toral priorit ies are often de·termi=n�cl in· broad 

1J ♦- :  Tinb'ergen, "The Relevance of Theoretical C:t'itc rt� 
in the S.a.le�c·ti:on qt' . Investmen:t Plans , '1 in InvestmE>;nt Cr.i-. 

. te:uia and , .Economic. Growth , pa;pers pre$e n.t ·ect  at 1:1. cont'erenc·e 
sponso :red' jointly by 'The Qente r fo.'r Inte.rn�t.ional $tudies· and 
The So,oi,a� ·  Science : Research Qouncll on October 15-l7 , 1954 , 
comp-1!:tad b.y . the Cent�r of In'.1;:e,rnat.ional Studies , � .I �'r. ,, 
Ca;mbr1(;ige , �ass � ,  Pecembe.r , 1'955 , P •  15 . · · · 

,; 
. , !' -

V 

' 

; 
' 

.' 

.' 

V 

I 
I 
! 

i 
I 
l 
' 
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terms of  certai n nat ional objectives and bottlehGck neee-ss i  ... 

ties . Likewioe , · in the s election of individual projects ; 

us ually ·only -primary benefits a.nd cos ts are 'ce.lcui.a ted . and 
�re ba43e'd on ma�ket pri_ce� . rathe r t han social prices � 

It is alcr�ys'
. 
diff'icul.t to deal \'11 tb the probl.em -of 

inves tment· criteri a .  The di seussi,on that foll◊WS' w1i1 rtec­
e� Sa.fily· b.e limited Jn s:cop·e , and simplified . in form·. It 

will eons is�. 9f four_ part:s ,. yi z .  ( 1 )  The market env ironment 

and inves tme·nt cr:t.te ria; ( 2 )  _ Some theoretical issues on . . . . ' . ;
, 

, . . 

inve� tm.el}t criteria ; :  ( 5')_ J:nires tro.ent criteria ip the context 

of tievf)lop�E)nt prograttllning,- !fith �n appendix on - v�rious 

fo rmuU1tlona or· investment c_ri  teriet f_or indi vidua.l pro jects ; 

and · (4 ) Some national expe ri�nces . 



II , THE MARICET ENVIROfflllENT · AND INVEST\I.AENT CRI'lrEHUA . . , . .. ·, , . 
- · . - . . . ' , . . - ' . 

!nvestme:ht det�'rinlriation under per.feet compe.t it.ion·: · '!'he 

M�rginal , Pri.nc ipl_e • . · 

I.n Q. P.rivi;lte · e,n:terp:riire . 
0

SQCiety where ·'· competition of 

the vario-tw. market ·rorc�s ts. perf-�ct 9:r nearl'y so_.;..,,i_ .e . ,, 
' . 

complete�- kr!o1ledge � . ·i�e EiSntry , .free :mobi11.ty.;.-r:rn;merous inde--· 

pendent entrepreneurs m$e 1mtes :l;;nrent deoisiqns gui ded by 
•. � . 

profit ipcent :tve·.. Motivated by t1:1is i nc�ntfve ;  ,eap�tal wi ll. 

flov, to . tbo.se m-ie�· \'ihere it can · earn the highest rate· of 

return unt1.�, on the · maFg:tn,,- .return · from one unit of capital 

inv .este.d 1�· the sarrie 'in · ,�il uses and is aqu,al. to interest 

- · -charge . In other words �- ,the alloc�tion 0£ capital ( and o'l;her 

factors a� well) betw:een and within di.fferent s e.ctors would 

b� up to t_hat point ·where - the returns f rom, or net p�dµo'°!' 
.. � 

' 

• 
'# • 

tivi ty of ,. the marginal unit employed in' ea:Qh of th� di;t't'er­

ent uses. a:re equal or n.early ·t3qual � I:f tllis is not so II tb�n 

it is profitable t'o shift capital .from · a ecto·rs o r  us es where 
' . . . ' 

its marginal . pro<iµotiv1t;y is low· to whe re it is bigher ,  l'.t 

is· when the marginal . productivity of capttal. in its variotlfS 

us es is eque._l that no furthe-r change is profitable a,id 

national p·roduct is at maximtririo And., :t.n equilib'l.'ium, the 

�:rginal :return- or productivity of , capi tai 1,n value t� rms 

1.· 
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( 1 -,e • ,  marginal value. pr<,duc t )  Should be at. a l_eye_:1; .,equal . ;to 

· . . the pJ?ice pt�4d to _;c a·pital ·( :interest rate ) ·� 

r:rh1s is :the, ni�rg:tnal principle which c an be· 1:ll us:trated 

. , wi,,th ·� s impl.e ., di�gram .. For any' 1nves tm$nt. prQj,e9t ., if more 

'eap ital is emp,ll.bye.d in . co,rab inat l_on w1 tti, given , a.mounts of 

lab0r and land ,, · then b.eyond a c er:tain po int ,: �he resulting 
. �· · ' , . . .• . . . . 

inc rem�ht� , of·· pro�uct.' fro� equ� inqrement� of c�pit'�l . �.ill . 
··.· .

. · ' 

\ 
' ' 

s t'art to· fa:11· off �' . Meas �rlp.g t.he atn,o\Ult of o�pft�l .  inves ted 

· on . .. t�e · hor,1zonte:l e.x:1l3 . (each un1t i s,ay, represent� $100 ) and 
I 

' • . • • . ' ' 
• 

. • • 

tb� - , pro due t·Jv'ity c>r r·eturria from suceS s ive ' ,, inc rem�nt� . of ' 
, ',, · _ ' . ', . ' . . - · . '

. ' 
. 

capit�l on the· vertie�l a,xis , we have the followii1gf 

. ., 
:: 

� -. '  -
- - - --- .-

. - - - -

£ F q-

-- -- - - - · 
-,,- -- - - -, 

I 
I 
I 

H 1 K. L (t): 
I 
I 

. 0 . p,,;,c,j4 I  . 
-� :r,. p�� JJ!.  . 

�· .� 

f. :i,gur·e 2:_.l . M�ginal Pro duct ivi�l 2:£. Caeita� 

.1 

' i  
"i 

, •,·1 

. j 

---- - - - ··, . ·1 
'•,' 

~- -- -- -. 
. --R c. C - • ., -· - C- ,_ 

c. -· - _ 1,._ -- -- -- a· . . . - -· . 

A s· C li 
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-
• 

· The . aggrega-t;,e pred@t , o.f, the three\ pr� ject� - . :i.-:.�:lJ.),e the 

gret:t.t·est when _ t�e marginal produc ttvity of capi�a!l:, .tn eEl.ch 

project; is .·- �CJ':1�1_., . or P·� o, and t '  are all equal t'Q . o p' in tih.e 

· diag,ram ,f ' If the,: margin�l l,lni t· ' origin�lly 1nvest�di in pro-·, 

. hav�· los t  OP worth or p�duct in p I'O ject II" and ga1:ri�d a, 
. ',f 

Elmalie.r value. product O'li .in .' pro je•ct · ttI � 
2 .  'Lim�tati.ons. ot · the.' Marginal. Princ-��ie �,-- ·, . 

N.o_w,, even u.ncte·r . .  perf:e_ct- 6empet1tion'., - tli'e . 111t1rgi�al prim• 

cipie . do��: not const_itute: . llll all�ufi eful guide fQr· allocat itn 

of re�ouro·e$ from the soc ial ' point of v�ew. As ide f,rom non­

market :fact·ors such �s: gove??tnnent and d eferts'� · pr,og�ams , 

the;re are C'erta1n oases _ Wl}er� mA:vket mechanism, it left; alone , 
� ' . 

wouid not a0hieve n1�1mUJI1 na.ttonal p�d1;1ct or soc ial ·_ produc t .  

The �s-t _ important evidence is the ditfereno� betw�en 

p:t"ivate marginal product1.v_1 ty and s o�·:Lal marginal produe• 

tivity ., The ·ro'?'IP-er is th� re turn to the private entrepra� 

neup on the mar-g:Lnal unit o,f oa.pital, invested While th.e lati!i­

ter is tb�·t -to 'tl'.'.1:e society at large . Many inves,tments . of 

g�eat v�lue to s'.oc iety vi1ould not have been und.e rtaken a:t 

al1 ,· , or undertaken only ifiadequately ; from th� p-e>i�t of view 
.of privat:e investors �, their t10tums to priv��e investors 
e;re. ama.:u: because flome of the benefits from such itlve.stments 

. -
' ' . 

,; ' ·. , ' • . . . . ' --

t<> the, $-O-ciety a.re. unaccounted for by m.a:rk�t . · valua�ions . 

- . _;._1 •. ,
1 

' ,_, 

ject · II was shifted to' project III, then the coll1l11U11i.'ty would 

., 

I 
I 
I 
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•!his• · ·t-s, th�· �ase (jf, ·e®te,�l econ6m1es .. SoQ'tal : <?v�;v'.9ead 

faol11tte.a . (� •S ,· , . .  power� t; raruJpo:rtation, · 1i-r.:1.g.ation) -� w�il 
. ' . . ., . '· . 

,as· ;tbe non•p�ou.ni.acy be.:ne.tits ,fJ?Ot1l ·e du9_ation·9, :  publl◊' ·health, 

.and: .p·,ro·�u,c,t.1on • . res$t:i�b. � r�; ·of this C'.�f;�e�9ry·� - : , Beeali$e, pt 
tbe· a,ii:terenQ$:,; , g9ve.mrnen� ha.� come. to 1r,it·e�.te'j1e · i:h.' the: torm 
ot pt(�l14 , 9·pe:r�tion�· .� UO{:lfdy, ,  patf311t). tight� ,. ·p':r: 'oth�'r ' •�ncou·r-

. : ��merit ·1n.e:aihl�e$ •. • . 
. 

,� , ; i . I 

· (i)n �ll� : Qthe:r lu1nd:� · tJie� . . ,are· '1nves':tni�n,t$ t}i� �etum� . 
from wb.1�� .jre att1?a$t.'1V�• · ·,to �rivate· ':tbv$a•totti g, · but t:h6m · the 

-c • l>: • • ' ' ' • • • • ' , 
. . ., ) . . . 

eoQ1al point,, 'ot ··v:tew . t
b
.e .ze·tumsi W9�l� be much lees 9�' . · na1s 

. Hi . the· · o:a_se o·f eit·f.frnal . :dfa.e�6rio�1�fJ • · .  ��:'.ttnve·s��nt; ·c;t $100 , • • I ,, , • : -: , '. . . 

.• ,, - �ping to· t:�e · ·ent�Pr.ei��r �-- nE3t' ·_ret�xi·>lor izj.eom�)' of 

, tie . :  T�j;a · iij �hE>. .,p:r!.v,ate, ·m$r·3J.:nal : produet •; · · Bµ�· '3.t ,it SaU$·a� 
a :$i• 1.c>e:S, ' to· Q :tb�i-�:i �(.�: .. g .• •  �l);�,. bigh()f la.undry bi'.llii du� . to . . > • 

fa.�ftocy $-µiokeJ , , t;tie� ,i t� �petal.:- margU��l - p�,dtfe;:.'t., .1s · 04iy $7 ., . A1 
. !'e•t �der ·tbt:> · �ar.k�t:. · ��h$Dts�,. · tn,e· comp�-titiv� .. J'ir111 Wil.:\ . 

. itiv,!3·� - th.e. · oap1/ta� .if lls . ·q.o� ti ta · $l.O. c:>r lef:l� . : ,Sl;.lcb invest­

· llit)nts th��.t'9 r,. ' ·9-.:re· . t9, · :'be: cii�:c.o� rag$d., t:tu"'()tJgh •t�. >tJle·a.eµre� . 

. 

. . . . 

<? ;V . govermnent· Fe�trie�fci�: ,,_. 
; _ �o +'�ov:ei.r,., t}?elfe ·a-:re 1nv\,s t��nt:1:r wll.os� prof1,ta, • grow 9nly 

:.sl<>Wiy · an4 wn6�-� ,  �fsl{ · is . big from . :the · ,1�.1.�ate ppint . of view-�­

and they. �W .thezs�t�re· nQt und� �aketi ·'by ,prtvate . ·, e,ntrep:rtenel.iP$ � 
. Bu� t·:rom tne·. ao-e':i·ljl�;. po :tn:tr e�· vle-w�  tne t.iwe pfefert)noe pre� 

' . . . 

, . mi.um - and . ��e ·:rl�k p�mtµm a$ . charged ,by ·pr,:tvate :entrepr�peurs 
. . ' " ' . . " . . ' 



. public mea,f,lJures so that they can be und'ertaken. Here we 
have tbe fatnQus case  of' infant industries • De$pite ·the. 

itiit1ai unprof.itab;t.1.ity due to large inputs · and small out ... 

puts , . .  profitable· r�.turn$ from .such investments will start 

developing . �ft.er a c erta+ri' p<;1 ri od of t ime· !  · This delayed 

pro:f'1 �abil1 tyJ can b� r�alized .simply because
. 
the market 

gradually . w1�1 . expand whic� .. w.i l_l enaple . the. ln_vest.ing firm.a 

. to
· 

e�pl9,i�  'ful:ty· the"  economies . ?f f.JCa:le ( the SO-i.C:alled 

internal · economies ) .  · An.d along w:1 th this , there will be 
• 

• • 

•.

,

)
. 

' ",I,
, 

I 
• 

' 

the development .of �omple'tn:ehtacy lines of activity and the 
: ' ' 

. ' 
� 

·, , , , I  : 
. 

. ,'
) 

{ 

g�n�ral technologica,l. an4: o;rgan1zational pro gress--.the 
. - .. .. ' 

. so-called spread �:f!ec·t� wqich again are tb� benefits unac• 
'• . , 

,· it' 
' . � . . . 

. 

counted for by market, ve.luations , 

.17 

But fr.oni tbe r v i:�wpo,int · bf the private investor,  t7hetber 
/ '. --:. 

. 
. . 

' . 
' 

�- . . 

thi:s ·cle,iayed  p�fi tabil1ty can be :reallzed·: or  not is a mat-
' 

t�r of'. gre at ' ri�k :. the _ risk ·c;>f future mark'
e
t demands and 

the risk of. not hav ing complementary lines o·f ac tivity 

developed :i.n t ime·. '  . .  Cons ideration of the�� risks would give 
?{? · 

ris e to greater time•pref·erence and. riek · premla � Howeve r� 
. .  

from the. viewpoint of the ·s oc ie ty or the country , if auc,h 

inves tments of slQW maturity tilre not, unde rtaken (�n.q infant 

industries .are nec�ssarily slow maturing bec aus e- they stEtrt 

J ' • . . · . .  J 
. . 1see William Fellner ; "Ind 1vid�a.l Inves t�ent; ·P.ro·j e·c·,ts-: 

in Growing Economies , " . in Investment Criteria · and· Econ·omic 
Growth, Cente r for International St�d!es , M . I �T . ,  1955, 
PP � 125•130 . 

,;.: : 



18. 

f'ro_m almost nothing - 8.lld us ually involve time.,..consuming pro� 

oess)  industri�:l;izEltic;,n,_ economy of  scale ; complementar1tiee , 

- and �11 the, accompan�ing technological and orginizatl0nal 

pr,9:&:n:e;S·S 1 may,, •X1i)ver hE,Lppen ,. Therefo re ,  the gov·erri.-rnent has to 

devise · me.as.urea _to eompens1:1;te or  corre·ct  s.uch 'ti.nduly great 

pretrifa� : These include lowe.:r intere�t rate and : t.� . allowances 

to . incrbil$ ei the profit ma;rgin , . f\ Ubs idies on overh�ad .fac ili"' 

ties or on compl:ementary ind'ustrie$ to r�:�it�>�·,_, tJ:ie _ rlek ,  and 
, •  . , .... ... 5. ··: . . . 

tari_f_�s · to �na ure m�rket .  They involve s ac rifices on the 

. part of. the pres�nt genera.tion and the sacrit'ices a;re · jus t-
� • • • I . i'.fi·ed pr9vided the burden •,of sa.crt.fices made for tlie inter---

est · of future generat;ons is dist.rib.uted in a reasonabte 

\vay among members of the pres ent generat i.Qn •- · 

The above is the t-ime . factor which. has to- be -t�ken into �· 
account . In 'the short run, margfna1 pro �uctlvi:ty depends 

upon the cos t  and price relat:tons as · 9-:et.e·rm1ned by the· 

existing demand ap.d supply condit ions ; but in tn� long run , 

marginal prod�etivity may be much higher becaus e . of the 
' . . . 

favo.r�ble demand and · supply condi tio.ns made pos� ib'.l.e by 

1nvest$ents now -µndertaken t However,  there is also the 

magrfa.tude f.!;l,,ctor in the · marginal pl?inc iple . Some invest� 
. : . 

ment , 11ke gol�- extrac tion , ha� to be undert�Em at a 

required · mi.ni�um .-1;1 cale if there is to be any prqq:uc-tion at 

all . Therefore , the marglnal p roduq:ttv:t ty · of capita.1 in 

various us es is not exactly equal .... :a-as ides, the 



tl'.l1nn1ng out of a small amount of' cap ital among ina.ny u$�$ 

would 'bring littl� or no retur:i:i, -While eonc entr�ting ,· a, S U�� 

s t·ant ia,l �mount of . capital on a speci.t'io indu stry · and apply.;;. 

'ing. mQre _p'rodJi9 tive te'.chniques. m.ay res:ult in good 1;7et� , 

".t'l';li� foreshadows: _th� · ide�s of lumpines�r of c apital and 

1ndµ$trial nuclei of whj,ch me>r� will be s aid in the nE:)x� 

chapter. 

3. <:fondit:ions 1n . under�devel:oped countries . 

If the ma.J'ginai p rinciple under compet itiv_e ma�Jit�t ha1:1 
. . 

s uph defect� , it· 1s tb.e more difficult; for under.-deve loped 

·cotmtries to apply it as· ·1llte gui_de to· inves tment deo is 1o!U3 . 

On the static seen$ ; t:he market in s uch c ount:r ies is 

1'ar :from per.feet competition �. Ot cQurs e, all ac tual econ-­

omies depart . .from the ideal ized com:p�titive conditions to 

s ome eJGtent , b .ut it is ·mor� s9 in e.lmQs t  all respects with 
. · '• : · \  

�he unde;r--i-qeve i.oped economies .  Knowledge about. the ma,rket 

is inadequa.tEh there is no fre� entry and ntobility... Becaua e  

o� thes e �  marginal p.ro duct ivity o f  capital .( and of other 

fac to r.�. ) is preclµde d from b eing equal . in all us es �nd there � . ' 
. 

is no way of f indi ng out Wh ich is ]E.!. ma:rginal produc tlvity 
. . 

1:;o be us e,d as t4e bas is ·for facto r price dete rmination.  In 

tact , m�rlcet p rioes of faeto rs dq. not re p:re s ent the ir mar• 

g1n�l value p ro duc t  or "int rinsic valu�s ; n rather ;  .Phey are 

more ip.f'.l.uenced by social t�ctors o �  government polic ies • 

'+'.his 1s the SQ'!"c alled "rundamenta:i_. or s tructural di,sequ1� 

1 1br1um" · tii the· s ens e that produc tive fa,c tors are not u�,ed 

- · . . . . -··-· . . .. 

l9 
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in the, proportions :tn whi ch they are avEiilabie . �� :f'.�Q t . 
thElt a ni:mtber o.f factor prices are · not in e quilibr:_1µrn .9-� 

beat be sb,own by the following phenomena in unde:r .. devet9p,ep.· 

countries ·: • at exis t ing ( cheap c redit ) int e rest rates ,. · the:re 

is ·al'�iays a de.f i,c :1:ency o:f inves tment f'tmds ;. · at the otficial 
, ' 

( controlled) eitchange rates , there · 1s _  .9:lw�ys· an tID;S at isfie� " · 

·dema�tF for .fore �gn exchange-; at the preva.11 1ng (trade union 

influe�ced) · money wage·� � �here . i� an ov er- �:i1p�ly· of labor 
• i . . , r :  

o r  widespree.d ';l!lemployment·.. This i s  true al.s q; .  of prtrduct·  

pr.fee.s w�e re ove r- or unde z;..valuad facto rs of production ·are 

invqlv �q . ( �:·�·g . ,  high .capital � r  high fore ign. exchange content• 

commo dlt1,�· 1,isµally wi ll . be under-vl;\lued) or whe'J:•e .govern!!" 

m.�nt. control or\ monopq1y p;r:-e.valls ( e .g �. ,  pri�e ·!'ixlng)  • 

. Unde.r the$'e c ircums·ta'.ho�s , .pric es' c eas e to be :rel iabl e  

parame t e rs for, 'mak ing inves tment cho i c e. and · �her� l s  no 

s ens e t alking flbout ;�J.,loca.t ion of capital (and other ,t'ac to rs• . 
. ·

' , · . : ' . · . . 
'

, · . . . . 

as we ll }  in te� oi 'glB,�ginal productivity ( q r- ma�g inai 

value pro <}uct � o�icul at,ed $t ;he exls ti� ,m,a:rket· pr1� $s· � 
1; . 

. . t , • 

On t he 'dynain.1.c· ·.:s;eene , the ,eha:nges :tn undez-.o.developed 
. . ,· . . . , ' . ' . 

couri't�'i-e's ·:a're ,:di't,e� Jion�marginl;l,l ./�d discontinuous' .in t be\' 
, . . . . .' . ' . . . ' - · . . '. ' 

s el,is e th�t· in�:e·�tm��t :in one · o,r ,two· new: plants mas· do ubl� 
• 1 

• 

. • or tr'.lpie: pro.auct.lon :of · a  s.tv�n , c ommodi �y v1be re - '.they wquld 
,. . • . '. ' • •  :-

,,., 
• 

· ,
,.. ' •. • ' , • •j I _,: ' ' . • 

' 
' 

only eons ti tut b  a· mai•ginal inor�e.se· in an indust�i.�l iz�<l 

c.otmtry.. This means · that even i;f' tbei;-� is - no ·t11arket 

I 

l 



�a,��--qu!;li�;r,tun1, · $t the s.t.s.t't, ,41 .1;mtes�e��: · �n,d 'ina$et ·. p,rioe� 

do nc;,t. ,. 4etl:�� ·t�m'.. the1.r '!int.r.1ns1.c 'V'�l1,1.�s .;:'' 1:tpe :reat:t�a� 
. • r • •. 

. 
) 

•
. • ' • • • • • 

: 
• • � . • 

• 
• 

.. 

• 

• 

•
, 

.

, 

. ' • " • ' •: . , 

tJ.Qn ,o.f .. t�� nori�tn�J?glri.e�:t inve.�J;ment ;wol½d g.�eatl.y ·���� ·,. 
• ' • •· 

• • ' 
' 

'
' • _,· ' • r . ,I 

, 
• • 

• ' 

,aga1*,-, ) lr%'Cl�11: the v,·i,e.w•pqln� . . 9t· , p:riva;_e,· �nves:t,o� j  · �ni� rtif)�e 
' 

• 
� 

• 
., ., • "' 

• • 1 • 
• 

., 
• •  

ste�t�r - µn�:�,r.tti1:r3;ty Ain,d . �s:k •. . apd· _th�y ,JUe:r,�: .t;h�ret'o� ,. 
. . - .... . .  ' . . . . . ' . . . 

the 1ri_fe.rit�'J.iAduArtcy, 08rS�.' . . e.� · .  $t�t:ed, b�f'O�$ . :ta.-- #;lppli.o(,tblfh 
• 

' > • : • ' • • • •  I ,  • • ' ' ' ' ' 
:. 

,,.,.- ./ , ·!W9h_· the -d�v�·e(;}, ,cc,f:, -��'C_ounting . PF:l.ce�, : lt:f ,1uJ_ry_� . ciiffie�l_t 

. is  very d1tr1cult to · 
aa:oe·rta!n: ·the, ;ulntr.insio va:Lues·" ter· the _ Jnv�pt!D.�nt' " Thus 

•• • • • 
1, 

• � • • \ • • ' 
J . : ' . . ,. ' , . : '. ' . ' ' -- ' ·, ,- . ; . . . f! 

. . 

fo.r practt�s,i, pu�q�-�s , 1.t �Y :\le · u�0te1 suff}ci�:n;t tP .. m�lt� 

. ·a ro,tlgp:· gii�fEi,s; : as ,to;, the consequenfl ·$ ,;;;f fund�er.(ta.l t\:t�l.;. 
. . . . 

�qulli_brJpm., pply �ncf t9 make t�e a.ccoµ.n�ing p �iceQ inde:ean• 

. d$h��of -tp�; E:i:i z•� :  <>� ��e 1-�vee.tme�t pa�t;errt., 1; · 

• �  'Phe<!e@d · for Cr�te,ria. and lh! AJ?R�a.c·�, .. 
· �e _4�,,-�_,i9p.lng, cotlnt;rt�, >c,f . to�:ay. are:- ,a�l ·eonfr,oiltEld 

. . 

with ' th� .' _ p;rpb1�m. _. qt' _Qap�d��i . . a oar9tti·� 'rh9J.r e2d;at1ng� pa1)1�: 

te.l .1� r�lattv�ly . s'mall cotnpare.� t.o r>ttie.;r r�$:o.urQ;�a':1/- �d.( 

i, ,,.�. cltfficµl� \to�:' th_epi to e:ptJt.a1n f n,·m: 'Q'�)n�rwnp.t�qn 1-n 

ord9� �o £l�eum\4a��- · Q?ipi�al e tock • . · Qn· the· o�h�t' h�nd , $h(:)lr 
. � •• . ' . . . 

. 1 . ' • 

popUlati.◊J;l· :s,:roW'tb:� �spe_e1�;p .. y . 1 n .  t�� A� �an, oountri!s: t b� . 

f4ppro.act\El,d a point ' of:- eJ,tplosioni, which m'eans that devel.opment 

·.th$oe val•U$~ :e.Dd: woul,d_ make· 
. . ' . . ·. . . . - ' . ' 



shoµld not <inly be unflertaken , but unde rtak�n wi tll . q,iiick 

pe.o! �nd s ubs ·tant1al niagn1tude ., 

. · }!hes (:l two reqt1ir�ments--economi ze the 1.1,s t) , of c .. apital 
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· and qu:tclten : 't:Pe ·pa�e of development--- neees s itat f,}�- t;he devel• 

op1ng . ;o l.ll'l'.tr:ies  t� . del iberately tve igh . the:ir inves tme:nt deed.-. 

s ions . The·\ .cos t 01' an ·e ;rro:neou$ inyes.t1nent . d�clsiop. i8 

. relat ively. ·much· higher :in thes·e o ountrie:a because. · of ,the . 

. greate r s c.arctty of capital , e.nd' beo�iua e .M1e tilll(t is urgent·. 

Wha,t ,, then ; sl'lould the Q)Jiterton be? 

F�om . the. foregoing�. · it is clear tb�t t;he ma.r�ginal prq­

duct;_i �{ty_ principle bas .ad on market pri ces is. or : no· great 

help·., Einpha.s i_z$ng the . drrta:mi� aspe(}i; of dev�lopme·nt ; on� 

apptoacb to. the pro.blem of inv �s-t .m.ent c.ri teri.:a'. c ;Jnslders 
. ., - . . 

· ,  { 

dev_elopment' mo:r:e important t.han the me re economi za�tion of 

· capital _. · Wttho ut · undertaking s t rate�le inyestment:s ta. 
ft> rce � - growth, , - ec°'nomi zat,ion or _ c_ap ital on. marginal 

I ' . ' : . 
pr.inc iple bafj i� al:o�e wo uld fail to produce an impact large, 

. ' 
·. - 1 enough · to . e,n,ab_le : the economy, to take� of'f. . T�1s 1$ a mat-

ter· of .deveJ.opmerit s trategy . T'bµs, :(n the -words of ijigg1ns ; 
• 

• , ' I ' 

. Misalloea.t;,ion .a, ].a marginal calcuius ts :not 
. only ·quantitatively .  un:tmporte.nt � but .is very ne,arly 
irrelevant t<> the· development ·  problem .; •. • . • . · -
Drastic s t ructural c hange , invo'lvi-ng who lesale 
transfers of ·· ,p()'p�la.:tion from peas ant agriculturei 

1w .  w. Ro8tow . _ n'tai(e�off into Sel.f•sU$ te,:1ne4 Growth , "  
Th� Economtc ,Journal , Ma:r:ch _. 1956 � 

I 

i 
' i  

i 
I 
' 

.-i 



to itfcfust·ry ; whidh mar!et fo re es aldnEf'·ahd una,;tded. 
w;l.ll riot .  produc(:). .• • , 

What ; then, are the l;i trat.egie ihvestui:ents; that help· moirt to 

.d�v:elopment? · Again ,  

· :C;f' . w e  are . c oncerned with the des ign of 1.nveat�· men� pros:rams absorbing ten to fifteen · por . _een,� · o·f 
.n,at:lonal . :income ; .  m.arglna;t · re tur� to individµe'.l . . 
'investment pj,o jects -,, tajt-�n by the� elv.es ;  a-re S1ntm-• . 
p'o_r.tant� · it • · "  , • • . .. . The·· ·que$t l:ol'?, is not "Which pro j�ct 

_ by, ' ·':(t;salf w:t ll b�ing . tha .biggest· il'lC!'8ElS8  in: QUtput _ 
relat'ive· ' to _C:9·et  i du'.r'tl,lfi; thE,3 next . . f'f3W. yea,ra-?lt • but 
��i'eh · ,gatt�rn . �n� _ s equemoe o.f proJec-ta during the 
ne·xt : ·fiv.e y�ar� w111· -pctng the· mps t rapid growtJ1. of 
riatiiop.�r ·. income :during the- .c rucial period.--aay , :tn 
the. deoaae · 'begiruting ·· tEin ye11t'S he,nrj•f;)? 0 This ques­
tion, �reaks a.ow.n·: tnto , s_u�l\ , ha:rd ... tcp;�an�wer s.µb---

. . que�ti?�_a ·  as ''What inVe$ttiient p:J?9g-ra,m , will have t�e 
· maxitt,1um �gg·regate 1 -inkage , be.ckwa:rds and fo.rwa.rd'I' 
Wriat · kirids . · ot investm.ent wi ll ct>eate p:res s-rtrEf o.f ' a 
�ind ;_th�t ,:wl'�l.. as su�: J;·ne u:i1deft4k1ng of further 
invea:trnei,lt'i'; - Vlhi.cp. . will bring the: ., mos t  · improvement 
in J..abor·, .·m.a.na:g_e:r1al, · tind . te'◊h-l'l'too;J, .s,;k_ills ? Wb.i�h 
will con�ributt;? .mos :t: t:p : t �ch:r10[ogy�-m:fnd'edness ans, 
dav�loptnej!t•m1nqe(.lnes,'s•? · 1Whtoh �1 11 do mos.t tQ, 
sbit't ,ent,reJ>remears, trom tlzerp ... ,sum gai;n�-s0 to �pos i-
tiv�-�:um · game·s »?2 ' . · . . · · - · 
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An<>.tlie,r· . .  apprc:,acp ia ·tne· · E)._ttempt to . qµ�nt tf'y 1�ve.stinent 
' . 

' . • ' ' . •• ,• ", 
'

I f • ' 
• 

' · '/ 
•

, 
• 

' • ' 

• 

f 
. 

� '
. 

' :  

: . ·-:cl;�Qisions: and to put; it t again on a marg:i,nal prtne:i'ple, bas 1$ · 
i_ , .. · . 

by us ing; .a'ccount i�g . pri'e.Et�1 tn$tl3:ad-o f  market prices . The 
. 

' ' 
' . 

. . ... . . . , 

. 113 . _ �1g'giris , Co.mme.nts on A. Q .  Harbe rger, u.Qa Making· 
the ·1'11crs t o·r the A:v;,a&!abie Reso urces ,"  paper p"r$·se·nted at 
the Chicag9._· meeti#��·!�f - th� Joint AI:tied Social S'c ie�ce.'' 
Associat ions , De..p�\jff;te.,;i?. 27 ; '  1 9.58,. Cehter fo r: lnte'rn.at;ional 
Studi�s , fi! .t-/:F ;; ,  ' p·{;-_.$:1�· (mimeographed) . · 

2 ll)i d;• , . pp;� 5.,.5 !• . 

' . i 
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int ri�sl� :i'a:t;ues e,f tb� factors or produc ts i.n ques{iort: 
,. 

·prices at vti1:tch � upply i s  j us t  suffici ent to e at:J.sfy deuia.nd -i 
. ' 

They are tq . be de(ternitned: in the conte�t of' the ·aevelopmen't . .  
p�og-ra.m in whic'h ley:e.ls · ot; pr9.due tio11 ,  scaro.e factor, supp11e$.•, 

, � , . 
• I• • 

• 

, 

and r-t·nal: ·de�a.'nds are cor1s �ste..nt so that the sys tem fs in 

general equ;ii�•l'.brium,. 

The .f trst  approa.ch �mph�si z.e.s,,'. w;:J::rerE3 'tbG investment : 

shou.ld be ·tlade . and what ·i�s magnitude . should. be � . . Here :; s ome 
. 
. . 
. . 

economists
. 
advb:cated an $::lt�out blg push or a, nuni:dlum initial 

• • 
• 

• 

••  , . 

' 
' 

•
• 1i 

effort . i?,l _ order to:  g�t · -the· economy ev-sr th.e bump .• ·  Other$ · 

s.tressed that in�-ee·tment ·ah<iµl d be. made in those indua�ri�s 

.{ implying modern ,: , oap:i tal-inte·ns:·ive lndus ttles) wbere addi• 

tiona�: inves tment can be . induced out e�s ily _and. the 1111$""" 
. . ' 

< �-e e.f-fectS" �1:�· larg� or w�ere the p er capita re- inves tment, 

quotient c� be . �fm1;.zed : th.rou$h higher marginal sa,v1ng$ 

rate and · s lowe r p<;>pulation growth .. .The. s econd: approach 

views the probl�m not in te�::6{·, theore.t1,.·eal 0abould , "  but 
. . . . . ·: ·, \ � . ; ' . . . ' : �- : . .. ' 

;ln th� context of devel9pme!it p rogr��·�;ri.g w·i th 'empirical 
. / . 

1 · ::-·
· .

· . 

pro jections •. , !t t akes .. · irito ,_account- t :he inter,-secto,ral bal .. 

anc(:} �nd scarce f'acto:r/' s uppl ies �nd uses such ·q.e�-icea, as; 
acco·q.pting prices , inpu��output tables , and the social m�­

g1nal · productivity c riterion ,. . . - . t , _ r, 

Bot,h. ot ' these ' appro�ohe$ have ·their s pec ial �elevanc� 

and s ignifica.nc� to ' the Whole. p :rol:>;l.em. of . inves tmerit crit:eJ;".ia 

find econom,ic development , and· a:r.e being applied in orie- way ; 

I 

i 
I 
I 

1 

I 

i 
I 



.OJ' anothe� by developing c ountries today ., . It i:s quit� be'• 

tond. the .scope of ·tb1s paper to discuss tb�m in all tnett 

aspeo'ts . : 8&$ ides a brief review .of s ome of the: theqr�tical 

po$tulates , the ·main 'effort· herE3 is to show tha:'t·· the best 

guide · :f'or in,vestm:e.nt cr1teria ang. · ·inVEfstm.ent· pri�ri ties 
• 

• 1 ·  
-

' 

would. be a 0Qn1plete · d eve'.lop.m�nt prog�a.m corrlbt:t:?-i,ng • �lenients 
" 

of aggre�ate growth , S el:lt<>rai bala�c·e ,• anc
f 
p:�•q ject s�lection , 

. . 

But insofe.'r a� devel9p1'h$ht . pro gram.-P.i�g has to: make pro,jac'• 

tions of . the: ttfina'.l bill of · goods·tr on the bas is of ·� :esti• 

mat�d , agg.regate. grow�h rite , ·the' theoretical poatlulat·�s :, . . _ r' .. - . . • . 

will · have . m'Ueh to say: and to help in es.tablishing byfioth,�� es 
' ' ' . . ' 

ln o the r word�: , tb_ay 
. . . • . . . . 

H • ' 

· i:na.ustrles) . From .such 'bypotbeees ,. it is the work . ot pro•. 

gr�ng ·tO ')(ee · �heth�r the'. pp(? jeot.ions t�us m��e Qa'.n_ b� 

l'eallzed and . atta.i.ned w:i.'tb minimum cap !  tai.� , If· the r�<"!! 
• 

t ' • • t 

sources re:qu:1•red ,are· ;not avail�ble , the. hypothes is used h� 

to . b$ chan�e<,i ·and the: deyelopment program revised a�cord­

ingly • A�q ,when a complete : developmeni; prog;rani: j,:s i'mpossible, 

due t.o laok , of stat;Uit ical d:�t.� , part1;al c riteria . . tor i'nve�t,.. 
- . . . . . 

m$nt dec i�i.ons · at the . pr,oject  level will ha.ve .to ·bee used . 

I 
I 

. :I 
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i 
' 

for suel) projec.~lfons l!lld estimations, 

provide· ,a •~ood guide u to w)Jeni to il'l'\'OJt (so·ctc,ri, and 



. J .. . . ·. t:•· . · iaaw1 tu<l! . 2!: Jlrriv�:a tment. i. 

'rh$r� 1$ no< , <;lo�bt· ,that in. orde·:r to hav_e · 9,�v�l;?Pril,tnt,, to 

,get the . ; �conoIJ:1:Y---l:1'.lting : off,· the · deiteloping ·countrie's ·-�.ho�ld 
h�ve a. , $µf:f'}c:tently /1a�g� ra..t!:3· Qt inve.$tmen.t P�i itie.t t�� · .a.. 

' 
' 

\
' t 

' 

• 
• • ' • ' 

•

' 
• • 

!

.

-
·

. 

• ."
; ' I t 

qartatn ,pe.t1od' so that · pez-· · capit� inc.orne. can 'fup:r.e·ait_�- - -Pe:� 
r' , 1 

, 1 1  

. • ' S lstentl;r :$nd P10:r,>e 8PP nlOre a,:d<fftlon�:1 savin,gtJ 0�1{ ��- ge'.n�r-i. 
· '· 

. �ted  to . ,�n�bl� ' tb'a economy to g'f.'QW on its own ,  l;(i:h:ts: 11;1v6lv�s 
t:be. growth ot · .populat ion¥ income , aµd' sav_i.ngs �> It .  concerns 

n9t so'. ' mueh .  thE3 p:rob.l�tn <>f  making· ·t·b!)
. bes t  ti.$e qf a ' e;1ven 

I . . . 

. ihv-.e$ tment. a'.EJ the ,problem of' ·how: _bi3. sllould the inv.�:s·tment 
· ·. ! 

' } ; , ·, . . . · 
. 

.. . . 
. 

· : :\imo.unt be. ru,i . ,a i-aquired �1-ni�num tor gotting the ec;bncnny off 

"dead, -CA3nte_r ,:r•· .'l'o aqh:J.E;)ve this r.�q-µ:ired minimum , . e.�tb�i 
domestic . sav�nga sho14ld be greatly inc�a:s ed �h�q�;ti (Qrc.�d 

mea:�ur.es ;, : -.(6ir foreign a�$ ffltanq·e �houl'.d l;>e ��tenqed . itl ,_ S.:UJ?."· .. � . ' 
' { i . . 

s t:ant1al amou,nt and over a ��,>'ng :per'iod,. 

thE\se ;  the econ6iey,· will . remain -1? a sh-.cal.led qu�s 1-e.quill• 

brium or s:ubs isteri9e: e·q�ilibriuni- •  
. . . . , . . , 

· Thus ,. the :tnd1an_ Plann-1l'lg Co1J1miss1ort,  1-n· descfib_ing th$ 

fo:r;-eiµo,et �ignific�nt , : de:p,isfon.'3 u.nde��ying !ri'dia•·s · Second 
. . . - , 

. . 
Five Y�ar Plan ( the ·,wo r!d fs · greates t d�velopme·nt plan under 

de:tno:o r��y )- ,  Put$· it veey ·c1e·ar1tt 

) 
1 

·1$l)ME· TIIEORE'llICAL ISSUES ON INVE$W4ENT /;RI:fERIA . ' . - " - . ' ' . 

'l'he Minimum Ettoll~ .1'h,.ilt9' •. , - .............. '' . ,., . _,_ "" ' . ' . , .. , .. 

Fall:\ng sbo1>1, of 

,, 
' -", 

·_; 

'! 

1 
I 

I 
' 
' ·; 
I 
' 

I 
I 



' �- $$CC)nd :Plan •n bi® blg4!'t�b'8 � aa ' 
JPet'1'1l e�gh to

.
begin to 11n ttw Jnttlan oocno141 

aONGS ·$be. t�ahold to $ ctev�l.opi;,d nati,ctl.o, 

27 

,Xn.ctla feels lb.a� a -.set:ve p� n wttb �-: . . 
tdse,� ta net a attelP ot Qh0ie$ but ot 1:1�easit1 o-. 
·ftbe Pt••• Fl.v�- Y.ed PJani w.P.tle 1ta gains weN •ccn�· 
�lde�ble,. Showed that -mod�f:it ette� o�t pU$h the �0.1&ntn t.on� fu· and . feuat sno�t' ·.• . .,. , •. . . ;it t'�l.·e ,, o�t att•t. Jeesg Qfle� th$ �ntanslve 
Jn'$&�$ of . t$.m$c, . of �. '°P4dly �t1.p1,:�ng popu).a.• 
tton,, ot •ieins pop�l�· d .. <le,· @ �e1F tnc ex• . 
te� g>ol.ltiosl pitee�s 'to'9· swttt de'V<;l_l'.o�t .i · . , :- . 

· fbio �- -·etfol't theels ha$ ita· manr ·v�t-$1:ona� 

ilo$enstE1�-Rocian'·s tibia pua0· t�a st.NG$$UJ �;ltt:$"1a). · 
· eeonot:d.es in te� · of oon;,Util.ent$�&t1es e.ni 1n�v1iib11itte� 

The &ntiviribllJt7 of o.«PJtal t:1iupply.;. &$pee1e.l;J.y the SQP1,1· 

-of sc.a1al cvs�haa4 e ap$.t�i� us�tr r&(.\\lire:! a peat ffllnimum 

•$1ZS llwn,lne·es ot cap1tal) .  -'1$ 1ndivia1b1Uty ot de?Dand 

(eomp-�men.ta1'Jty Q:t dofflflftd) �ire.s �-�ltaneous .l#veat• 

faet>.t ,b. llU'UiJ induetr-1�& 1n of'd.e� to auppori .each ethers ' 

�ltet. Ao.1de from t�·s, .. , �" ia the ttw.o� or inootne s¥?,4 
. . . ; 

popialation g�wth etres.$,.._ the nf!Oeas.ity · ot a �um lnltial· 

�tton a ori�r· t,o get .the eo@cmy_ out �f t�- ff)..cw•l<l>ve.l 
�. . . ' . 

E1QJl.1libr1wn tl#ap:,.'o. ftil., tb.eot-1 1-a Qt. apooia1 F-Glevanoe 
• I 

•:
, 

• 
• 

and s'!gni.fiq'fUlee · toJ.t A.Qian . owntr:$.es who" populatt• 

grows at a �gb. 11a'te -.�a where · 1.8:l'ld/p��iitio11 �at-io 1s low. 

I 
I 



�8 

.At• low level of pe:r ce.pit(l. inQome :;. any small lno rease' -� 

p�r, capita income ( ac.t:ton )  will be nullifie<i by: 1ncotll$!"'· 

depr�$ s tng forces (.reaction} ,. so that per cap ita lneo111e Will 

r�tu.rn to th� .s ubs istence level .1 The oumulativ� , s�lf;.. 
. 

- enforcing fo r:ce�. gene.rated by an ine reas�  1:P pe·r dapita . . 

: income,• . �s eti1pbas tzed ·,by Myrclal , 2 are preve·n�ed. :frc,m bring� 

fng �he econo�:y _pro gr,$S$ iVely ,upwa.rci by th�Hle _st:rong�_r· 
. . ' . -. 

· ,  sel$�re.actin� �- fo·��es ;� th��efore , t-here is 0p.',�abilit;t in th� · 

· · :, JJniall ,.� Bht w1th la·�tt� - 1n� r-e as es ·:tn ·1noome 'trnv�stm·ent ex• 

e;e"eding a· c�rtain · -m'inim_um scale}, per capita. income will gt> 
. ' 

. oh expa_ndipg toward susta,tnecl growth , .and the.re - :ls . ther�_fore 
, ' . ' . � . 

no·, �;s ta'.bilf t:"<:tn the large ., n 
......., ____ M-,, ........ ..--- -----• • ' • 

' • ' • J 

1The · reaSQllS . why s·�1� increase in per capita inc6me · wl.1J. l'.l6t y.!'ald .steady growth are-·: · fa) increas ed consumptio:n· 
by pea,a_ants and wo r,kers ; ( b )  popul,e.tion . irtcreaa�; ( c ) in• 
_ve�tments take, t ime . to p&af fruit ; {d} positiv�ti!-Sum ac'!;iv i• 
:t1-es; , by. -�nt;t-eprene't,ll's n

o
t /encouraged �rid zero"!':�um acthd:ties . 

ng�- diseourag��J ;(.E3} r-e�l'i�-tE.Ul�f;). too oh�nges o.f 9ld idea$ , 
beh�vior ,  .· tnce�tiv�S:·, i:i'btJtu��s , etc .-- .not · overcome ; {:f) 

· ;  :J:G!Qll ts. • .+�.ige. _ in, �_.he low_· ,.lncom:�_: eq_u11_ :1�r_1um_ _ 8.lld ce>r;ist1tut�s 
, a burdl·e. •· . {Se� H_.� Le·1bens-t•ein� ;Economf:o BackWardness _ artd -
. Ecoriom!'� Growth;: '40Graw•Hili-; ·  New ·tork,• , 1957:, Chapter 't:tr. 

· . H.l•g_g11'1$- .,:tt;r:t,.:pute? ;t�e , .failure to· y!eld. ·sustaln�d growth to 
.popl£le,�ion growth @<:i ,s.uch :fact.O:rt.r a:u . 1?'.lte.,m.�J: g,is·eoonomJes 

-· • , .-of s_�al·e due. t.o 1ndiv: t,s 1  b1liti�s,, of __ rac\torfv oi',' proµuctiont - · 
· : other · indiv.1� 1�11:tti.�f! - wJth rega·rd .,�o inv-estment deci� ions ; 

and external d.ts�eonomies  due to · extema,l - 1nt.erdepe,ndence �,: 
Se� �r., Hl�g!� , Eoopomic Develo;etnent: ,_. W-. w .• No-�ton1 New, York,· 
1959 � PP • 593�394 • · -· 

. 
· · 

/2�,ipn�r �rdai� .• 1�00nomio . Theo?X; . �nd'." Underde:V:eloped 
i�e,rtons·-,, Ge�d ·Duelcw.orth, tonctoli, · l:,9_67 / Cll�pt1el' 2�  ,• 

. . . . . · . . . , · . 

I 
l 
I 

:; 
. · :: \  

. J  

·- ; .. I . -�-

'i; 

j 
' i 
! 

cl 
I 
I 

I 
I 
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l 
' 

·: :1' .. 
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. :J. 
· ,, . 

i . . 

· 'l':ti_(' s.o�·c.all�d .  ·1.•16w;..,level. �-qui11.bP1UW. �p-ul��1}�,t1- ,t,�p"' ' . . · ; ·· . .  •., ' . . ' 

may b:e shown in 0i ·· ·griiph a.a tollowst1 

B-· 
. 1' 

popi< (ll�ion jr.o_wt-h curve 

; .,:, _ - �--;_ .... ----,, 
' ,, , · ., 

1---�s�-�,�- '�- �---�::-· 1 
. / I ,S;14 l,J_:n-t1tCf , 
,, � &evei ot- · 

� �r co-;;-,.,. inco�t 
I ' . 
I . . 
I 

·JJ, , . . • -----..:.. - p,r,-,•-, , 
I 

I 

I 1-----+-' ------------ i.. p j Net «.Apifwal 
I -fort111'lti 111 

: �yl/( 
I 

�:  . . .t.. 
�����....-.

--
- 'I', 2.,(o ;. la-v171.s 

le't'8I of_ fet' 
�pi+A.;. tn_c.o,..e 

_ ... , ' 
' 

:abort : rµn , Jriqrea$e. ':1n J?E>::r;-: 9ap1.ta .�nco� W'i l;l cau.s.e . thtl 

.- 'qeatih rt!'te to-, declipe ,. �O' pqpulation �eeps gl'OW1ng unt,11 

·it :reache.s. the r•i>iolog1ca1: muimUIP-"' l:�vel a£ter whicll the . . . · , : : · . .. 
: ,: . . 

1R,r R-, NeJso.n; "/\ ·Theory of th� Lo�,..Le:vel ijqufl1brium 
Tr�p',lt Tne . A:iner.iean , _Economio Rev_tew , Dec:enibe.r.,. 1956 , PP·• �9iil,;.;. 002� . . · · • • , ,  . . : .. . . . . .  

,., 

. ]  

l 
I 

. Fig1i1'<1 3,i, . Tl>& l,ow~l..v<>l Eqµ1l\bl'iulli 'l'.l'ap 
. . . -. 
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'. i ,, 

. . 

1:n(fome ·. Iri tl1$ . l.6ng: . rul,n;, the O tll"VS will $ l9pe , d.ownw�� 

be9ause. o�tth rat·�- w1i1 · go d◊� whil'e deat.·h r·�tEj x--.a1n$: 

s:tt1:bl'e �-

. The · n:et C'S.p itai ·: tormat,ioll OU�$. ,  r;epre�e:nt� :��vings.,, 

. . · . . ' . . , I '. . . , , � floQ:r . tQ dls• i�veatm.ent ·4etertn.1.n�d by t�ebnolo-g$i,al fa�-·r · 
. ' . - . 

tors at; .- _ -'l,'h.r:i. p�i�t ,_:X ·( z�w· ... s:-avinga le:ve.l of' p·�r. c:aplta in�ome} 

may o� ma:w not 'be .the · .. s am.e: -� tbe point · a (:stil>$·1:st�nc� -l�v�l: 
of pe� c:apl.ta.. 1ne9111eJ >; , d�p"e�ding o:ri the � tB,i.tt;, c>f it:160� dls-­

tribut1o.n . '{The .mere e·qual ':the dfst.ribut1on,� tli,� ; m,ore· wil:'l 
- , r 

the c urve alllft.' te'. ·.th� r1·gbt; tb,e lef�·s. )�quiµ:,.. the mqre . t.o· • 1 ' 

. the 1$tt_ �- ) 

Tb� _p9int T {t�!jiP} :represents ·a ai;-al'>ie eqµ;l.1b�illlD 
, • ' :·, 

. ' poJnt· because', deviti�:i-ons ;r;olri it 1ntc·eith�;t _ .qireeti.oi!) Will 
' 

' • , 

• 
' � ..

. 
• • • 

• , ·
• • • • . 

' J
. 

• 

' 

· i,�(�g:: ·;r.ort:ti :torce·$ .to' wci�k · to· ft·$ restopat1on .• . . . 1.r :a. J1JmP 

ea� �a m4d�'
. 

to the_
. point ·9f, W Jwblcn. , by it�etf ts @ · µn.s-table . 

equ111br1� point ) �4 th� p��e 1.� rne..intained,, .. th(;)� ,tU'H)thet-
' . . . . 

. . ' . 

stable- eqti11t.brtwn- point _G e.t tnu�b blghar -per .ee.ptta :1I1c9m.a 

levEll '.111111 -"�· re.abhed and the eco:nomy wi ll have· .. etieapeci . the 

trap: ,i 
. • , ! ' I 

'fllfl s ize· Of "m+ntmum effort'' �iP.X'SS Sed in te rtns Of 

annua:l· ratt) of net iriv.t,fotment .{ 1,�-e !:-,. net in�E!t:Jtmen.t . 8.£3 peP-- , 
, · ' ' . . . . . ; . . 

, ,I ; ;\ , r • , • \ • • 

centage of n�t ional !'ncom:e oi- prQdUct l' i,s  -�J>.mitplng _ of �he 

q·rder ot :i;o%·�l$% ·as .envlsaged bJ t b,ot;b ·Leibetl)9 t�i•n, and · RoBtow:. 

Tb.er� Q.:re· $�veral pl'oblems conne·�t.ed wi th thee o.ptimali'tt ·· .of 

.J 
; ,  
· l 
'. i  

. ,:, 

, ,  ·' 

'1 
• . I 

~==~~---~---------~~-~=----------~~~-----

1 

I 
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t,��·s; r�t,(;J���- ,, ·C#,$' t:�t ; ��l v'�ltt�· of ,IGOR Which d$p�nds �pon tb.e: 

ije.���(.$} · tn. -�:i�h ��estment:e· are t.<;> ta1te· _pl_ac;)�:�: · A.ilo�hE).r 

; - 'it�. ·t•h�i ::4�$�f · ot · tnt+a:t;ion onc:se i:nve$t·ment· · demand f� ma.de 
. . : . ' . :,- . 

- le.;rse:r than ; a�t.�l. .!�•e.ir:t�gta:., 'J!here f!lre· -� .good ma:ny instances; 
' , 

·
• I • 

_ 1.n w;ht�P: ,. �be �ai� 'tif -�:�pi,lal f'o�t1on· !a . l:o#�� : fpt c-oun.; 
· · _• triea -wi.tb iniia��Qt'l.:�-;�if CQ�trtes · with :s��bl'e, :;prle��-.-1 . 

T_he� ls . a,,l�o: --th�\ p:�bl�).h, ot getting enough · �itv:tng�. 'to_ � up� 

port ' tb1i,a �;te; o·t/:1:h�;,�tmen,t:, wbiehi 'Lt'at1a:i:'1y- 'mEte.n�, - ·s�eririe:liio 
.ing Pt>t>lie�t, �:ol'l�-�p:t1on;. e.t-thet' vc,lm.i�art;y · /4r thro'ugh r�r�f):d 

. . . . . .. '. . , . . . , . . ' 

_ _  - . tne,asur.�e-•:. ·, :ts.�tl;f,, -,t��-�'. - is; _th�· _ ni:te :0'$ populatio�: ._f(row,t�� -­

Iti Waiwan.,· . for e,_�arµpl'.e.-:,; du��g; th� p.�rlod of' 195$�:J:9$ it 
, has. expat-teA�'�d th�.: ,�t�h �p�JL�tion growth :  rate .' ot �;.11, per 

i ,  
1 ,  

. . . . � . . ' ' . . . ' . • '  

'=:,· ' . : 1 ' ' ; 

come .. d:uri.tl� , the �:�pi� ;p,e:r,iqd·, -�,rc,-,ught :abput on�y -an a'V$f�ge· 

Mt\U�l tnereas:� -�f-. ·2.f$: :� J>'e;r eapite.· ipeom:8'♦� . Hete, :1t 'is . . . - . . . ' 

' evident t'1�t a, pt,�,J)1ve: :Popt1lation policy 1s a� ' •  important. -�-
• ' .! ' � ' •• • I ' " 

I\ . ta'. .. cl,e·a.r .�om t.be .�bov.,e, th�t the mip:lmum requir.ed 

r$.t,e '.ot" , ihvestm;l;>Q.t, depe,nd�· up0n_ the c:,ondi tions of the , pe.rt,ic,.. 
' . . . . . 

. 
- . . _( 

· -���r _00U11,tcy in qu�stio�;, t�:§l,Pe�lalJ.:y ita por,ulat:19,n gr,;nfl.t)1; 

. i : : �,--· . . ' : . . . ·_ . .  · ., . _: __ : · . .  _ ... :·· .- . --� -.:-� : , l .. i 
• .. . _ ,• ; ·  : _ , Seei 4qr: ·  e��P1'E;l,.·j, -:�h,S:� Sena�e-� Qotnmi tt�e.e- o.n .·Fpi;:��gn: 

Re�.a\�ion�. ;. 1 .:Pr.ol:>l.�nis� Qf _ ¥).t�b,_ Atrl$t'·ican, EQonomic __ Pe�.e.lqp:cne�t ; 
St1,1ciy�_':N'Pl o' h>.r�pa�doy Uniye_:r,$i'¥Y' of: '  O�g�i'l lnst:ttti�e of 
lli;�e��tiio.n.:al ' $'tu.di.es and Overseas A�. ) � setri Ce>ngress ,, 2n� 
s-�ssi;gn., w,�-�-i1:\ngtoni• D♦C �, ,  i'eb:rug_ry 11 , . 196.Q ,  PP • 90�91-. " 

' , . . . 

' 
2 , . • . ' . · .  See I�d�·t32 ot _  � China;* .Vol . XIII , No ♦ 2�  . Feb�uary , 

1e&o, PP• ·�§l--51� . . 

! 
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ancil: ' dl?-�fe,.�o.n ot· �V�S;tment ., B'Ut in any ' case.,. ft ' $hould be 

tJ'tl,�h ··@ -t() .�µatfi!1J.· :f;}l$: l_p.orease in pe:r oap 1 t.a ineoine ; It 
• ,; .. • 

• ' • . . 
,( . • ' . ' . !. 

' 

·It wouid be more·• oom.;. 
' . ' ' . . . . ' .. . 

' 

· .  pa;.t�blij. witl.i tl'.i� o:ape:t>tl:it i�.$ of unge�'"'developed countri'e$ · ,  

t<>. ' ��- thE/· iump: _·,1.n. �-t:�S,�l\3it' l-n �h;,s r�g��d ,. Indla 1is devel- .' 
'jl ' • • ' • , . ,• -. c,,. ', t:1: 

' ()ptn$�t p �n;.J ' me;y ,;�:"<:!�� : �- ' �� i-liU$ t,ra t.'ion: �,' -The> :ra:¥� of 

1nv�s'tt11:"�ttlt t:J.·�. 5%:• .1n/':li$S<l, �a1·aed . to 7% . E.l:t. the �.nd of f.1�1; 
, -, . . ' ' · ,. . . . . 

· Plari·· t.i9$5) .,: '  and. :ra - i�-��•t•a t.o. ris� to ilf t ·ait• th�· .end · o:t-
• l \ ' , 

•

· · ,  ' 
• 

• ,1 • •  • , • · . .  ,,, ' I 
· 

, : ,

, 

• • 
.
' .  , 

, 

, . 
( ' .  

... "<:;, . · · Seoong. l�1an (l9�:o,>� .. i4%. · t·rt l9El5 , �d te�17% in · 1�7� .and -
-�-'.-1. . . � - . • ,-. ; · ... . . . - . . � . 
� /:" . att�:;ti � . W!tb· '. both 'low�, io:p:ij, . :tt.1 .a} �<l 'pppuls.tio'n · grp,wth , 

' . . \ '! ··;: '.(av��t1g�ly\l.•:��- pe·•r .am'.i�t · <iul''ing the F',rat :n.an period ... � 

. ,  , , · �ver$g�f \$n��l _in;�st�nt: -vate �# -�% ll.a.s .- b�uglit. · aboµt; _2% 
,. . , . ' . ' . . . . . : � . · ' , , . 

. r , 

in���st:f , .1n ina-t1i◊�.1 tnoom�; p·er c,apita . p,rr amiqm� , 'J.lhe 
• • • ·

•
• \ ,; • ' 

• 
• • ' • 

,
. . j 

Secortq · Pl,@ .. a:i:ms a• , tno�:a.sin·g· national lncOl!le, by 25% ; ·or 5-% 

per: �Uf,11 -�p. \be: aJte.*��Ei�l; - )v:t�h p·opula�fon• .  now sr?w'ing at 
.' i . . ,• . · . . · : _  

. 
·:_,.,: _·

.· : _ . · . ·_. 
. : · · . · - i ' ' : ' 

a:�oµ.t· �h:$ p_rQj:ecr�'fd_ : .r��9 Qt J.9%,, this w�nild,: mean- .an av�r,age, ., · 
' : ' ' .  

. .-.
. 

' \ '
•

. · · .  , "  " ·: ' ' 
' 

' 

per oapit�{. +n�9ln�: :·1nc)1e�e e·t �r t 
per �mi�_. J\l.pe,ady there 

· ;h_Eiv(f �een 1ridlc�t,1·�n� , �h�t· tb� s�c-ond, ·Plan ea.n ):l.ardl,y be 
. 

. :. � . 
. 'r�\ ... . ·. . . ,· ' , . . ' ' ' . . 

fully, ;cAJYrt;ed oµt ,�ithqut 9ut-'s ide aid,� . There . have! :be,en priee 
I · • • 

• ., ·. , ' ., 
. ' '; ; 

infla,t;ipn•t . a: ·:+aig:� ;df>f.1.c.:1� . 1n th� . balange of payrnerj.1).E3,, and 
' ' 

inadeq�tE3: · d<>m��-ttc· sav:
1

tngs .l: li�re is .a fac.t that ev:�n', 
' ' � : ' . , • • ' 'I \ . •• 

tt · . · · · . n · � · jump in : a..tages 1,,,: 1s· JlQ e�s'Y taalt:.-, Tb:ts means th.at there 

' .. 
1$a,�. N, •. · A .  :$alUEl., nEconQmio Dev�lopment in Indi�: .  · Th� 

Pi:rst; �:p.d .S:,ecp1+'d ',.F1ve Yea.r Plans ,'" ID Staff ' Pape�_,_··. Aprll , 
19..5�h • .. . . . ' . . . . . . 

- - --

i 
I 
I 

I 
, I 

" : 1· 

I 

'.l I 
.1 
) :, 

j' 
l ·, 
1 

~,; .not neoes'il'\"'Yt. i,/.n/i .. often not poso11>te, to .attain a high 

i-ate of 1n\re<itme1>t in a single Jump •. 

i 



. . , ,. 

alw�y-s .· is a - distance be,tw�en "tl}i� big 11' and . lla�·t big , "' and 
· _ that fore ign aid i.� - · :ab�olutely necessary for·. re�lly poot · 

. . . 

C:Qu.ntries to·. achieve· s.ustained· grow·th � 

. . 2 .  .Slnruitan·�oU$ . Act·1oor1 · and. Balaoo�d GI?wth fi. _--_ · 

T�e. qu.e�tion ot wb�re . the- cs..pital ·s-bould be·' .invested ' . . 

has alw,ays be�n a high::1; cont?mveris i!l� one,,, · · s:on;tt;}: : �pqnomi�t� 
"'. 

• .: 
. 

• 
• 

. 

• .� I 
. 

• .': 
• 

• 

. j• ; .' •, • : • ': . . , _; . . ·. 
. 

' . .
. 

•• • 
,'": � •_ . \ • . ; ·ijmpha.s lz.ed tb(:3 �omp1enien:tar-lty asp�cts o.f ··iI.lVEfs.1?netj:t · and 

� :. . '. ' . 

- :cem� up ,wlth - the p:resct.-·lption - �t ha.lanced 1nve�tm�-nt <i: • 
' . . 

· .OthEu•s $ought fo r dynamic f�ctora ·: tba�. h�ve ·c rttc�ai influence 

ove� _ development as- a :  continuous and · selr�enforc.1ng p-roc·e:s� ;, 

and _ stre.$�ed unbalanced ·qr . -akewed course :. · �t? -ti� ·releva.pt 

Because on the· 0ne• band a . . . . - � . . . ' , 

. i� 

is - t.o be phys·ically oarr�ed out-� On the o·t_h�r .  rutnq � · develd�- : 

nient :progJ:>atns thetnaelves are based on pr,o jec t.iops arid es t1.;.. 

m�tes which �hould take 1:n�o acco:unt those dy-rrami:c fo�es if 

· the eeon◊my ii to have · s-tJ?uotu:ral cb.anga and sus·t13,ined -growth • 

. B_e:(ore attempting to 'elabo.·r0cte thi-s in term's. of dtfire-l<:>pme:pt . . . . ' . ' ·. 

p�ograrmniilg in ·· the next ��pt�-r, we need f'lr$t . to give: :, i 

pri�t' des·o·:ription of some . of th� theoretic.a.1 i.ssuea· �onoerned 
i ' 
'\ 

. . , · : � \Vi.th b�la.need and $l�ewed '.l.nv�_�t;ment . 
. .· . . ,' ���l 

'l'h.e J,dea. of' ttbal�ce ri ,l;l.'m��l7 eecto rs· or:1 i,pdus trles: -:Uf 
•·!' Nt�� . 

its elf s -ub ject t.o many expi.i�nf·tions •. He.:re we mean a s itriul-, · • . . 
. . . . , 

1 '  , .  , .  . . 

taneo\.ls - ��ti.Qn on - a:l::J,. -r.elated(_ f<1eld$ . ( s ector.a · o-:r� indt.Wt.:ri�s ) 

as ne.,cess ftated by techntc�l comple1!1e�1,ta:;rities ori the. supply 

•, 
{. 

\ 

,,-, 

in: the· 1nVes'tll'lent· · dee.is ion+· 

. p-ro~~r ·balance 1·-s._'.rie$d8d 1! _·the· ·p·r~sen.t deVe"lop-tnen~. p-rogram. 



s'ide· · and market �omple�e:ht'ar·.1t1as on th$ · demand s id'e ,. Whe 

ba).anee in $Upply empha13,1zed .com.plementaritles artd. · e�terna1 . . . 

, no one : wo ul�l · g�t . t,ti.dt far· o;u.t o.t·_ i'i'n.� :to ··c�µ� �: · i? .Upp'ly dfffi;;, 

, - >� eult1'es .,J; . �� -� i�d�·�t;ey: : m:Jst. �q-� ge:t . �d.(/ ,,ir•· �head' ef· 

agricul t.u.ra., :1est ·. f,oo<i a,�d -'z:aw materf�t1d�Ju��-- ··ne:64.$.'d by 
a;

·
. 

'
· .
• 
·
' '. ; indus trial workers ·· and liaghln�:e .:wo·ul�l }>� . ip - �bot:ttige,, 

, . Soc ial ovarh�·ad ca:pitEll' ;(Powe.er; ' ,tre.'Q$pbrt and; c◊nununi�e.tions ; 
water s'upply � ho�s tng) ·_ S·b�ul� . be· a'cfo.qu�tely �evel

.
oped to 

. . . . . 

support. · and · �t ipiulate the gr.oW,th, o·,f ot.�e?;- di rec_t,ly , prod11c� 

; ·, t fve indu�t�ieS ,; 
. . . 

Arid if- s.ome of the r�:qµir,ed J;:nput.s have tb 

pe ;imported, ·. an increas e 1h , export� Hf n�ces� a);'f,� , 
. Insc>f"e.r , as te.ahnio$i p�d1.1otiol1 PtQce.$:s . is oonc;arn�:d ; 

th� . need for be.lane.a on the . '.s·upply a 1de is �vidant �- �h9wn 
C • • ' ,  .. • { 0 

• 

•' -, . l • • , 

by mode rn input..-output. a:na'.1ysle·, es_pecia,l;ty- for modern 

s eoto:re, .wpePe inier:tindus�l'Y. re-lat ionsbi_ps a� .bi.gh:+ Viewe� 

in _this respect ,. the p:ppb:t-em is :not: bal,anqe· . _op no ; balanc�·, 
. . . 

but b�'.ta'.n·ce _ at what teve+ 9·t p�odtietion an_d whtoh ,:lt,itid of 

tech_nol◊gy . Ah� if· there. 1$ $ul)13·tta11tfal t:ore1gxi, 1{ra4a , . bai-r • i � . ' t : •. . 

ance.; need not t�k·� the fo rm · of ip.tel'Il:al be.lab&�;,/ ' 

. . 1'1'h1s ls the: r�l�'�iv.ely rigid �'-�d of Q(?nipl:�<tritaftt; via 
p,roduction ·�roc'9:!!S ( d��VEl._d ·qema,nq.·}.1:, ':. �hep$ , 1-s .- � . -l.�ose� · de- · 
velopu,.ental type·. o;f. · compleme.nta:rtt1 ·,; {i�.nt_r�i_ned want) •Whfr� · ino rea:Jed use or A 1,ndu�.e.�. an ililc �;�:$d ds-mancl.- ·tor:. B tt, Se�; 
A
6. 

�· _ o .  Hi re'c�an ,: • The , . strategy _ .<>f. ¥oo�?$e ·o�va.�opm.��t , l>P � . 6"-/ . .-. 
l:j1 .  

. )  
3 

• I 

· -,{ 

··1 . . 
' j  
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eConolll1eS ~ng _vtl.ri6~ a.ec~~'.I'S 0ot· tbe_ -~co'r:iotllY-t. t;.b&t they 

•houicr gr.ow in.- some· (pi<,pe~ly bala~oed) ,pro-pertion s,;; that 

!' ' 

I 
;,j 
'I 

I 
I 

.J 

·,-i 
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.I 
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" •: . 

. �l�Q�,; $'� ; �e.m®ct•+j�kei · c ompl,$merttar1t
.
ies-: ... wa�f f'irst 

• . l , • 
. . 

gl,tetl' 'p�p'ex,• , el.!lph@:i�': by Ros e,na'·teln�Rpdan in hi s � :rfginal 
' ,- . · , ,' . ' 

air:1t,1Ql.e· <>t.: · '�'Problem·s, of . Indust rlalt'.zat ion of·  ·Eas ter,n !md • , ' ' , r •. . ... . • � • • '  : _'-;: ' ' ' • . ' ' . I ' 
• 

' ' .
. Strqth,-iast��:,��J>Ei:,1":J_ ' :�d :i'�teP given wi:dep puoli9 lty by . 

Ra.g�a� ��k�'.4:�2,< � ��� �.� of the now t·amoua sho;ef ';faotQfy 
• 

� • �/ ' 
• .

' 
• 

: 
·
:
. 

l 

ex�le -,: .. 1.t, v;� ;tits��-�: tb'at a:n 1ndi vtdual inv,estmetit v.entur� 
··: . ;: ·:t ' ·, ·.- . 

·',: ' ; . " 
' ' : , ' I • ' 

b�s high r.'��k anQ is _11k�:ly· to , t urn  into · a  i;e.iltire because . ' . ' 
: ·: - ' . ' - .__ ' .' < ' . : . . .'-· , . · ·. ., .· - . . ' ' � . ' •· . ·. . : . 

. . · i�s Rft?4uct. vd.ll_ -�9t, . ·fir:iq a . marl"et large enougb. , to .. a;qs·orb it � 
' ' • • • • 

1 

"Ar1 increase ui ':th�' . pro:t:hiqti,on· ,6t1 s·_hoes .alon-e �hij� ndt ore� 

ate it.�: own deme.nd�,n� ��re $ay • s  iav, 1$· no�. �ppl . .te'a.b1e . 
' , . \ 

. . 

. 
·The · rlt1k'

1

C?f I not ,';f.ind:l:ng a m��et ,reduces the incentlve 't9 
•

' lo / • 
, ' • 

lnves:t,., an�) the .. Pro Je� t w1:ii- be ab�doned •· 'Fh� ea.a :lly ·satu-,. 
,
, 

, . . . . . . 

:rated ·ma�l;{�� . 1
n1eans , � in$la::iti<: demand wh ich· is t;:ie · res ult. 

ot :iow · ·level- ?f -.1;eal . 1neom� ' due to low level . of pro duc tivity 4i 

. '.l'o b�e� ;·this" k ,-pd ot •v1-�(ous dlrele ,,'' we need an ove��l 

enlargetne;nt of . th�- :market by sy�chroni��d a,pplloat1o.rt of 
. . 

� �plt�i to · e;· :wide r�g� of indu sti�h H3 'which· will the�n be 

�ach otb,e�'f•$· cl.1.e:nts tnrougp. the put':e,ti,�� es of thel:r worke·rs , . 
. · :  \ ,t 

emplqy'eJ3 ,) and_ . owners .. "Balanced gr.o�:p - may be a goo d  thing 
. . . 

, to� ·its . ·:P�J), ' 'ifal(e .,, . but h�re :ft . lnteres:t.1:J us mainly for t.h� 

sak.e of :tt� er:rec'ts · �n the del'Il4lld tor.' <fapita.1 . r� . •. •  

11he Eri'6n�·m1e· :J�u&al � JunEl""Sept ember ,· 1 943 ; p ., 205 . 

· 2a: .. .  Nut-Jfs �:�, ·p�oblems·i !£ : ca�ital Forme.� ion , 1� .-Und.ewdevel, 
. 

eE!dte�,:�fe� ,'. Oxf;>:t>d U.nive;r,sity· Pr_es.:s ;;, New -Yor� , l9�i:3 ,· 
P.- . . . ,  . 
3Ibid:�} P •  12 .. .  
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l).iJ - an  ess ·ant ial _means of ·  en,larg�ng the si ze ·of th� markE>t 

arid o.f c reat ing �nd�?ements tp inv�st  .• "1 ·According to . 

Nurks e .1 ' this deme.rid , aspect of the p robi�m -o f  c ap'i:tal fo rl:lla•· 

t ioh i·s not ·SO t:roubJ,:�some e.1:1 capital supply frqni th� v iew• 

point . of practical policy . • . Po� def:i,o ienc:v :t'n .the d$nrand 
' . . 

' 

'r9:r · cai:ii tal: ·ta true only • f.r0m-. the vi:evipo:int · Q f  p':t:!1v�_te . . . ' . . . ' 
' 

. . ' ., . ! ' I.• ' · .
' 

bu.e lnes·smen, not from th� � tandpo lnt of th'f!i . tfoononiy _as -� 

· 1 
·1 

I 
:, ! ', 

. , . , · · .J 
:� �

. . ,- I 
. .i 

whole � .  TlliS ·means'. that··• ba.lanc e in demand. . Q an 'b<{ i3.c,bteved 

�hrougb dJ,t:fb.erate · llleasures of o rgani zation ( cent •r;l plan•. 
: 
.

. . l:. . !J 

·�: =--: ' .;1 
. ' . . ·, . · 

. 

Ping) ,  encouragement to  p:rtvate entrep�nuers , and public_ 
i'nvf)s tmeht f .And i;his is als o what. the developing countries 

�re ·do ing tod�y with their development p lan o f  one kind or 

';ph�re· ts of · cour1;1e mucb to be  s aid {:lbout the fE3as ibility 

of this 'be;laJ1c.�.d investment f;J;pproach ..  Fira t ;  111, tbe actua,l 

WQr.ld�· d:e-Ve;_l.oprn�nt. has not p ro ceeded in a manner .in which 

every ac1;lv:tty expan4� p Efr;fectly in s tep :With .eve_cy_ o ther. 
. . . . 

On the cont.racy , the ac.t.·u�l: developmen-t;; . path consists rathe;r 
. ' . ·, . ' ' .. . 

. . . 

of � series of uneven advl3.nceb of one taec_to'r : ( the leading 

Sf,3oto·r) followed 
.
PY the Qatching""up· of othe·r sectors ( the 

follower�f) •· Secondly , .. . tnis . Simulta.n�ou� big ptU3l:l pr�su.p� 

pos �s· a:n amoUi',l� of · re·ito.�ces. a,nd an ability to uti;l.:l.ze _ s uch 

�e$ourc�s wb,ich i.s quite · beyond the re�cll of tl?.e unde:r .. dey;eloped 

l .. 
· .lb1.d-;, 

arioth,e:r. 

i 

:i 
I 

' .-, . i 



. . 

oount-1:'f�s -.· . Whereas the r�lat·ionship betwee_n lnd:us �r:t.�,� .. is  
. , 

fo:r- the most part 9omplementary' , the 11m1tatlo�. pf J'a�to:r 
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supply as st.U"es that the relationship is. for _th� m:o�t  ptirt 

eompet�-tfv� . Be.lEr,nc ed invea tment would result in a _t_hi'nning 
; . . t, 

· out o·t Q,.<:}pJ.tal among . vario,1s. s ectors of the. economy � ·wttb ,, {, 1 ,;: .f'j . . ' . ' , . . 

tb�\ttn�;��r ·of \eac.h in:il•estment n.ot strong enough . to  caus$  
•t, 

, 
; ' l..: •, , • ;  . > f, �f 

I ,• 

. � t.x-�tµia:; ehang� '. �r  s:uStained
. 
growth! :rt is not, only 

r . . . 

- unattain�b-l:e. _in 'niqst · _und:e r--deve:lope:d countries ; .  it ia even 
I • 

, 
, ·  · • 

, 
l' 

• 
, 

undesi:rat>le �. · ' Tne }>est v,ay t.o p:rovide . a big push to · get e.n 
' . . . . 

under-4eve.loped , ·e�onomy,_ orf dead' c·enter  and onto· sustained 

growth is to  conQen�rate i�vestment 1n those. "strategic" 
' . . 

s ectors or 1ndUJ3:t;I'
.
iee that generate- ::fo.rces  fcfr further inveat-

ments ,. 

Expl�nat;iona, ,have diffe�ed as to how such further in• 

· .vestments are . wader poseibl(h-_- But they do �eem to �gree that 

:it: 1s by investing. ih: mode rn ,  c1;1p1ta,1--1ntens 1ve s�ctora that 

generation o'.f additiotHtl inv·estinent ea� b� best a:ss.ured . 
- :+nit1.al . tnv�stment in such strategiqa'.l · sectors will .either 

11 • , • 
• ' r · • •  

: :p;tioduc:e :f,avo:rabie •  effects  upon ·the supply pf . the·: eht:rep�e-
, . ' . · ·, . . 

ne\lt'Shlp · and ·  �,,�lngs �!:i populatiori growth ;.: s'p · '<that _ ove-:tY 

tim<3 · the_we wi).1 be a . higher rate o:f re1nves�m:ent ·.rr9m · the 
. . 

produ..ot of i.nitiaJ: i�vos tment ( the ploughi•ng ba.o�· of profits ) ;  

or 1.t - Will ·induce - a ctra1n of related, -inv�stmehts thpougb 
1 ·• . ' ' _.,. 

:tnte:r•ipdufJt.cy' linkage mechanism , 80 tbatL .dev�lopment• 

pro�ot:1ng forces- would spr�a.d ove� tl:le en:t,}1:re eoono�y $.n a 

, 
I 

1 
. I 
. I 
J 
'! 
' ' 

. ! 

I 
' 



' :
-

;) 

wive-i·ike nranner .  The$e · are 'the two major e.zpl�a.t ions to· 

�h,i'i:b �e :\li ll now · turn,. • · · ' · -· ·
· . •,i ';· ' 

· · ; , ! · : · · 

. . B .  .Mocletil � capttal;.;.1:ntens ive· ,Indus tries . and, Reinvestment Ra��• 
. ! ; -r'' " . . . . . . . . . 

It c�pital- 1s to . be thl,rin_ing out among, : .vi;l;rious. tis.es as 

· balaneed
. 

inv�:stmeht should, sug_g�s t ,  it implies tliat the. ai10� 
. q:S.t ion 'or' cap1t·a1 __ has tq be based s omehow o�n · the _ ·m�rglnal 

prQduct�'vtty princ iple and the pro duet:ton m.�thod to be adqpted 

w&uld ,·be ':ltib6r-r in-tens ive rather than ca-61ta-l�inte.ns ive ., The 
, -. ·'.:: 

' ,. · - ,  . -- . . . • ·, . - . , . . . . � 

restilt would be · mo :re . inmrediat� �mptoym.ent•, high$;: {p?'.es�nt) 

total out·pU:t f ·J.:arg�r wag$, iah�.re� ·tlri.- real -term§)· �d smalJ.e� 

prot;its ·to · bt2.eines s  •. · Sinee it is_ lab9 r ·-who ha�t the, highes �  

'.pr<;>pensity to, con�ume and i t  fs 1:)us.inea:s,, :W�O h�s the b1gh$st 

pr<;>pen:s lty to save , thi$ would le.ad to high.al' population 

Sl'<>Wth · ( due to ri s in.$ consttraption $lld decTining .death ;r,ate ) 

an� l�ss re 1nv�stm�nt . · But it ta exae·tl.y the rate of rein­

ve:s·tment t·_bat determines _the rate o'f; capi tal ac�umulati:on 

anq the 'productiv e  eEi;p�o it.y of the eco.nomy � Ma.ximum (present) 

·.· , ,, · ,total output· o� retur-n . pe� uriit Qf 1nvestme�t ma y th.e-r�.fore 

: be
. 
achieved. at the ��penEJ e .  :�f maximum total . or per capita . 

output ln tn.e _future _beoa,us Et o.f thes � impllcat i_ons· of �raving , 

·reinves tment , and. populati-o� growth �-

Ite�Qgn:I.Zi.ng thia ,. tl'la p'b je ctive .of developm.ent �hould 
. ,: . 

he the att:�in1ng of: a _ lev�l of :econ�mic ,oapac ity wbl�h max­

imize� output ' p�r e:�pit� at a dete rmined fut�re:  �-i!Ile f��y 
10 or l5 ye,a:r::t hence ) •  · This +s ·po,�$ i'b1e only wbE!ll . th:e 

\ 

----~---, 

I 

I 
' 

I 



productive pqwe-r .per, wo rker is  maximi zed .  · To achi eve this ,. 

we must nia,::2t�mi z� ' ( a }_ the amo'unt o f  c ap it� per. worker� and 

. .(� ) . the. qua,li�y of t he 1a·bor · forc 0 , i .e . ;  �ts · skill", .know�-
' -

ledge , . en;e rgy gn<\ ade;ptability � As ide from. human fac to rs ;. 

maxi�um output'. pe:r ca:pita, .i$ to ' be achieved by maxi'.P'liz �lng 

ca.pit,al./laoo r ratio- .which ,- ove r  t ime , is det.e:rmined by rein..­

ves tme:;nt. and �abor :t'Ci>rce (or pop�ation) . inc rea$e .lj . . · T:qus we 

. . · s:hollld) ·m��mi$e "  re-1:nve,stm�nt and mini;m;z_e 'P().
pula,tiori in,.;. 

er�ase l and from th��e· :two oopsidera:tlpns ' tlle c�tt:e_rion of 

- �  ''ma;gina1 pe·� . c apita re inV13Stment .quotient." was. developed ., 
' ' • I • 

It this :qµ6
_
-pi ent o f  c apltal is equal in its · va;rlous. us es 

( agaii'). a .  margina,l · princ:f ple )  • then allo�J�:t:;1:i:on of <ra'.pi tal 
. - ,  ' . · , f· 

· would be at ,its· bes t ., 

The· inves tm�rrts .  �h�t. wi ll bri ng f'o rth ' th� highest .�eifl• 

vestment. quqt:i. ent aro · _thoae in. modern , c apit�l�.int�ns ive 

industrie·s ,f Under the· simplified at;1s�mptlon that ,output is 
1 

div:t.d'e� bs,twe�n w·�ges and pi?qfit s ,. us ing less · J.al:?9,ty means 
' . ' . 

. 
' ' ' 

i3ID�ller tota.11-.. v1ige bill a�·d large,: p ro.fits . ·. Aa sumipg: :tur-
1 .  

ther that wages· are all contrumed, and profit a11 . ·s aved , 

'i ' . · .' : ' ,., ' ' . .  _ _ ._', " ' ' _·:_ . ' '  ' ' See, tr. ·u:ale_n_son, .&f!O, -H. Le ibens t;;ein,, "Ipvestment Cr�- ·  
teria ,, :Produc t ivity, 1tlrid Eoonom�c Development ,." Quarte'rl:v:. 
Journal.,,o:f' ,Economic:s ,lfAugµ$·t",: 1955 ;_ p .  _ 351 . 9ompare· als·o 
Leibenstetn-: .,isoonom!c. ' •,saekwardne$s and: .Econoniio Growth., 
p .,  26'7 , where . inv.estm�rrc c :riteria i_� _s:a.:i.d to be the m�i­
miza,,tton of ( a ) the �rginal' .produot, , ,o;f : the·

. given· ':lnvest.� , . ment plus ( b·} :  �be· . s um  9f' al�l_' subs :eciµ�f?.t g,ene:paiJi; t� inV'.es t: .. 
ment divided by . tb� · .s 1ze'· _ otr ·the · :  pop:ul1a,ti;op (d: iEf., ,; the · per. 
capita :tei.nyestmfjn� qu9tietjt ) at tne_ :r,�J�ted tirti�. points . 
General reln:v:est'!nent_ tti�ain$ , that: p�r� ' �:f-. · �vg:Lnal· produ�t 
which is invested in ' p'.tlysiQ�l �aptt�l and ir1 human .beings � 

' 
.., 

,
,• I 

. I , 

\ 

·I 
I 

. I 
I 

· 1  
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' ' · .- : : . 
larg·el" p rofits mean '.la'rger a:av.ings· an·d r�:tnv�atjttant , by 

preflt . r-eoipient·s i!, . Thl's :, in tao t ,11 is the :wf)::r �he prlvate 
. . 

· eap1tali1;3:t:tc_  : economies  a.ccumu1a.ted the{�- capi·tal, and 1$ )th� 

' s·ecret. t;o _ _ tpe rapid iti� re as e  
.
. from 5% ot 1neo�e ·savei:l m a  

. . . . � ' . . ,. . 

stagnant _· economi · -tc;,, 10�10% sav�� in a growi ng e:conb�y,te1 

'.6e$ides- W,1de:rii.ng_ the· g�p �etween 6-utput and consumption, ,  
: .  ' . . 

urb�tz_t1tlon :•at an opt 1!ila.l rate a:iid,. ,:t;here.f,_e. re.'�, _- 1� . c�p;,.. 

duclve · to the iovieri:ne; of pbptil�tlon growtb .2: fl1Ut !tgain 
' . 

. 
. wll1- ine reas �  the reinves tment qnot:tent and spe:e:<i. up cap.-

. i,tal. �e:OUI!lul&t ion •. 

. The_· a.'bove· is , . . 0f ·, cours e j relevant; to  develo:pment as .il, 

•· . Spont:aneo$ :proce$S in� ._f+ 12r:tvs,t�,. ent�r;eris e e.c·onomy •' In 

· some . of ' the _ under-<leveloped - eountries o:f today� however , 

' , ·  · i th��e :are many problem$ ·Wh ich c.UJ .fo:r 1:mmediate . solution+•· 
fhe pres.ene:� .-of . l�;r:ge· ·-un�mplQY)!tent is already · a ve'1:.-:,. 

· $. erio,u$ problem wb iqh if not .  properly dee.lt with would 

· -e_nc:lS1�1ge_r the 
I 
very_ en.vi:I?omrtent :fop-· develo,pme:nt � - '.Pbe popul_a..-

• • J � 

: • : • • - f..,. • 
. • r. , t1on sltuat1o.n · is . a,lre�dy at a _dan:ge':r>o_us· point . of . e,rplosJo·n 

1see W .  · Arthur Le�is· ., ·The· _ Theo?s · of  Ec6nomio · Growth ,. 
Richa'.rd D .•. · rrw1i1•• Home\�bod,, Iliinds ,""1955, ,  pp •. . 233-'2�., 

• • 
j' • 

' 
' 

·, 
• 

-
' 

2us i}?.g · le�·s, la�or, \neens mini�i;i:na tll� : trape,f(;)/i' _of LiEUl-­
pow-er from countryside ·to ci ti es-v thj,.� · 'i'ff 11 low-er the ra-ti9 
Oi; urban_i�_at:t�n C?S t �o ou,tl;;i\1,t pef w.orkep . �d- the r.�f'ora •��'."" 
!mize c apit�l forrr;ati◊P: ,, This may . oot- he the· optimal _ra:,te 
of µ.rbani�at.io,n ;  . but, it. - �ertain.ly 1 � ·c  1.os e r. '  to- it than the 

- ·l!l-�imum. ��te · o,f la.bar absorption ., $e� Galeneon "and Lefben..­
ste, in,. :·' �12--"� o it •. pp ,, 3601iw$61 �: 

40 
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\'vhere a po�it:tve population pol icy i s  mo· 1�. needed than an 
. . l :tny�·s.trnE?>nt policy oase.d  on the experiences of the. West . •  · 

. . 
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The·�e . is also the p roblem of .s t rlvin.g .fo r e quality in income 

dis tri hut ion-. 

The mos t  important point i s' that ; whi],� · c apital• · . . 

inte�s ive 1:ndtilitr:tes ·would. :riasult in: Mgher ra�� of saving� 

at:&i ·ta.rger volunt.ary re ... lnv·estment , tha:re ��e still vas t 

a'.reas •or activities which can meet the:' a.bO'i!'O urgent ne(;!ds 
' ' � - �  . 

and at: the $.�e · t ime cari increase  ot..tpt;,t wl tho1.it using much 

capital .·.· Tbes·e
. 
include the us ing of s urplus labor .for. cpn• 

struction work ,,' comm.µnity development , a.griculturai and indU3.-
. . . 

ti:-.ial improv-,emerits , e tp·. If saving ( and cons equently rein ... , 
. . 

vestµient ) �an be made• out f rom -these inc rea$e.Gl output �h:rqugh 
- . 

_�dequ:�t� pof1�y measures (fiscal e.n.d monetary policy , . pricing 

of public ,and ut1.liity e.nterpri$es :, or· even comp·ul�o:ry saving 

measures)  i , t:tien there . is no r,eas6,Il v1by. investment s,hould b'3 

c.ofl.fined to cap:l.tai.l. in:tens ive secto;tts , In
.
o ther words , in­

ves_,�ment ,,pollcy 1. a not the only thing�- or  even the mo�t  im­

portant thing ..... that affec ts rate of saving and reinvestme,ri.t_ • . 

Other pQ:licy measures . can e.nd should be applied to riii.s e  
t • . • • . 

the rate �f savings arid r� inves,tment . lfy·en th� so·v:iet 

_ 1See- � .  H, VillElr<l ;. '':tnv�s tmep_t Crite rht i Pi'Oductivi1:;y ,  
$?1d E·conotniQ · r;evelopm.ent :- · Ccm:rrn.e,nt. ; u . The 'Quarterly; .Jouma.J;, · 
of · Economics  .t Aµgu�t i . J.;957 , pp·� 470�·47IT. Also compare ft� T:. 
O�n:tma, MEconornic Gro.wth. and the . Crit.1cal Minimum Sffort ,_tt 
�co1:?1td,c , P�vel91ment . . and Cul �ural ,Chan5e f Uni v�rs 1 ty of 
Cb��ago , . . Ji.ily ;s • �p9, pp ,, 4'7.�ii!a474 • 

. •;
, · • •, 

-
. ' '. 



42 

e:1tpe:t.1ten0Ei (wh�re tne population · was not expl:o�i1tel b,-as 

.:8�owti :\Qe.t .it is · capital. produc·tivity • not · 1,�b9� . pr<>4u�t'iv-+ 

· 1ty ,.· tll:at ,�s- max1m�z�d. , . Whi le the matn. p11oduc·tton p;r(foe-sse.e. 

of the "g:ii<>-wtn"; "s ee,.tot.s 1n the - p rlority are.e. ar�- :oa:r,ried o\lt. 
. ' \ , .  

. . . .. 

by ,eapi tal� inte.:nf!.iV� 'nietb.ods , •the a.wtilia.ry. prc:H,;.es:st\� . us e 
_. ·_ · _ _ ;_ : . . . . ' . . · -1 -

laoo·r- tntens i ve metho.cia .  ·8:$ far a,s, pos �ib1e . · . 

In s�or.t , . . an $�eqQA�tf- 1nv�� -tmen;t p rc,g�e.YA ah9uld contain 

bo·th eapital�;.,,:intens"lv.e apd l�bo�ir:iteps bte 4I1dtilrlfakinga 1n 

order to '.e.eh'ie-v� :· graa:te� total o',ltput and greE1:te� s av"ings 
. . . . . . 

. ttnd .rein.ve.a·tment • .
. 'r:P$. lattep can. be ... aoh:t�vec f ·tl:lrough highly 

• , ' . . • , " I 

�pganlzed e�torts anct ' ·s.trong and _cruc ial goyem:ment· mea:�ture� ,2 

a,s evld�nc ed.· by_ So,viet ;Russi� and· Qommun1-at �1n�" $ expert• 

�nc·e � 'flere . .  lie� ·the · l'undarnent�l '?��e fo:r t:he tendency tor 
aom� pnqer•developed col.lD.:�rf�'.S- : �-9i go the tota.J.i�arian '.7fliY • ; . .. , 

_lse�, Pa;vtd oian1·�k t;- "E�onomic· _ �D�velopme�� and · P,ro·duc •• 
. t ivity7 \Ana;lys 1s : . . The C��·e. of · ·sp,y1�-� Metalwe rkingt. n The Qu.al'jt;erly- , ,Journa•l .of Economi:e.s'�rMa�1:: - fL�5.? , PP • 227•233': , 

- • ; ' • •  · . , . . 
-- '

. •• 
' 

. - -<· ,�. ' . • . ·. . ' 

2Tba:t° _is , . to wid;�l'.}-: 't�e d1.f'f'e:ren.oe -b� t�e�n- COri$�ptlo� 
�n,q the tp1;.·a:1. wage: bill tbr,ough reatr�c�'iv� .meaal;ll'es . or. 
1ntervent-1on �s tf1r at,. -pQssible ., . iBli�- ··here,_ •the rEJlnvestnient 
i� llot 11auto�a.t 1eft ;aecoro1ng1 to ·:t,e1ben� tetn., _ ln p�actic·e , 
1,nfle.tion: i_s ,<:>ften .the. more lJtrel,y odntingenQy' than taxat ion 

· in. under.--a�·velop�� countr.i.es · whe�e: e. subs tantHi:l pb:rtion of 
· wage: 1I1come 1$ P�!d in k�nc :an:d whe�; peopl_e .ape: .livt'�g 

�lose ' to the, margin ,of exis�enq� �- See · �alenso11 an� Le :tben"' 
·s te in-,t "Reply to . Moes e.nd Villa�d , "  'rh!l 9,uarterix .Jo.urna<L of 
Ec.ononiics ; Augt1,�·r, 1957 t P •  475 !> 

. · · . . . . . . . _.. 

i 
' 
I 
! 
I 



4 3  

4: .. Highlz .:rnter�e�ated tndustrie� � Maximum Induc��- Invest• 

ment . 
·�-

The theory qt skewed investment has another. ve r�io_n be- · 

s·id�s- the above one which stress e:d the "automE3.tlc·n flow of 

savings - and reinvestment . In it s s impl:tes t· form,.. it goe$ 

soX1iethi_ng like this :• ._ �lthou_gb all industri:-�;s a:ref be.s ic in 

the s en$e -pit' 9ompl�mentarities o.r external ecoriomieS , they 

a.re· q�;ftni tely· - not equall,':y,-. basio •· . Tl1�re ·,;µ-� :tndu�J'tni es· and 
' . ' 

sec·tqrs ' :V'.1picb ha.ve a . higbe'r. degr�e or comp,lemerrt�ri ty Wi tn 
�ach other or h�v� gre-at�:r exte rnal economies • .' It ·Wiil there .. 

'
· 

• 
.

•
I 

• 

fore l:>a ;, more i advantageous to conpe11t�ate a large p:roport1o� 

of newly ·ava.1lab1e ea.pita! on the estab:l,.H3hment -_ 9f {�ha�.e ;  
. ' . . 

·. i , ; I•; 

inliU$t�1es as ·development nuclei or deve-lopment· · .bl�c.-¥a in 
' ,. ' 

·.: ;� 
·
-:. -, 

'· 

th� hope that tl1ey , c onsisting of a, number· of mutual];y sus-:-

taining · pr;o jee:ts1 , wi'il. cons titute  st1"ategic. growing . ·po ints 

fro.m Whiqh the impulse: towards further investment an4 growth 

�1;1 -.s pre�d /to tR,� rest qt the E>�q17omy , - The. spr�i;ld i� made 

poss ible through , s:uc}? �ynail'lio forces- · �s inc-re��ed ttal�ed 

labo·r i · expande:d ' market. a:nd dema.r+d , :tmpr-oved managerial an� . 
\ ' \ ' ' 

techriio.al, - ski_lls ,- enhanced tephnology- and d�yelo.p'ntent,,. 

m1.ride�nes s ,·, an_d reduced , uncertainty • .  A.11' the�e , . as a ltlll,e , 
' . . ' . 

are to be obt.aix;ie<l f:l:'9m unde.rtakirr_gs: t;bat . U$e advapced 1:u1d 

relatively eapital,..intens.fve tec:hnology • 
' I ' ' 

Mo.re recentlyJ th$ ab.oye .h�� been developE3d -into a 
. ., . . . 

theory of cqmpulslve sequencf;) . an_d· nia::dmiz9tt�oJ1 of indu9�_d 

t :. • 

I 
I 

.I 

' 

I 
- I -~ ... ' 

---I 



"- '  · dec,:tston mAlting �l. The probleni · fot::r·, developrne.nt 1s riot t;be 
'.· •

, 

44 

.lack 6f saving� ( (;).t least not so. in the firs t  s t age of 

growth) , but· the ititck of abi lity to c harmal s'av ings into 

product ive inves tment., i . e  O le.ck of the ability- t'o· m�e and 

· carfy out -deve-;topment_ dec is ions • . The re al lim1t-ing factor: 

ifl undet ... deve1oped. c ou:nt�ies is the -��ility . to · tnyest • 
To make the _be:;3 t � 9. ·9f th:ls fac to� ,. qevelopmen� should 

be p:r-oce-ede df·  n6 t in ·-� ba1g.rieed or completely c>rde-rly J�hion 

which wo uld d em.anQ too much a:uto.nomou:$ inves tment dec1s;i6nf3 , . . 

. but . in a. d1$o rderly Qn'd unbalanoe.d ff:).sbion from which pres -
- ' • • ' 

. ·1, 

s ures and. incentives '  are ore:ated. and additi onal lnve stments . 
.. 

. 
·, - . - . . . . " . : . . . 

induQed without calling fo t' · autonQmous investment .dec i�ions ". 

What 1� requJred is . not balBJ.1eed growtn wi th it$ slmul tane­

ous attack, on a broad . . tront , but rather � ::1egµenttal or cbain 

·, : so lut1o.n e,ontalni:;Yig dlepropqrtions and dis e qullibiii� t.b�t . 

. _prc,duc es . t ens ions , p�ssures a.n,d 1nc E3nti vea ; and the�fere 

me.ximiz.e$ .· _de� 1'$;�,o�•niak1n{i: 
. . - . 

. •. • ·.,r, ' t:hp que.$'eion of prio rity mµst be_
:
resolved 

·on t-lm, , b�si� . of· e. oompe.ra.t ive a:pp raJ.sal of th�- -
. s t rengtp wl th whio,b prog:res s  - in on�· of �het3e areas 
· w1 11·. indu,ce p :N.rgre·e a 1n tb� ot.her , In the s e,, baij_ :ic 
types. of development. d e.c i�ion-�-,� it 1!;J :there·.fore not 
s l.lffic ient to supplement •  qu�lity , and o:the.rinis e 
re:fine the us ual .inves tment ·c riteri a .. .Vie must 

. evo lve · enti:re'iy new . iii,ds to t; hqught and act ion in 
· th is la-rgely :.uncb�rte� terri to-ry ·. of e;ffic ient a e.­
qu�nc�� · and .o'pt ima:l develqpment · s trateg_i �s . 2 ' · 

l. · A .  o�  .Hi rschman" �-t.r,at eQ e>f, Ecoriomic .. Development , 
Chapter 5 .  

2 · . . 
. . Ibid •. , . .  79 � � 

f '  



On the tactual s' 1de , too , the indu,s trf.ali
.
zed, (?oup1:;,r.ie$ 

di'd ·. not g�t: , whe:rif they are through nbalance .4 1
• groWtih., 

Actual deveionment ha!:3 procead�d in a s ees aw· matµlen ,  with 
• • , . ... J . 

g·rowth be ing: ootrm1uni�a.ted frot;ll the leading .e ect9r.$ 'to . the 

followe rs , . fro�
. 
one lndus try to . anoth.er, r:rom. one , flrµi. to 

f:\ll6tbe:r .  ''Obs ervation te lls us �hat rapid growth' of c6un• 
' ' 

tr1e:s , cities , in�us tries , and individual firms ba.�dly · ever 

proceeds in a cornp).etE,lly orde rly ' fashion . 01 T1ie cx>ucial 
� •. - • • I , 

. probletri then is , if '  balanc(:)d inve st-cuent and simultan_eous 

ac tion 1� il\1-pos s ible in unde':l:>•develope·d countr�iea becau's e  of 
I , 

, 

the lack ?:f al?ility to make inv�stment decis ions ; �pat 1.s 

the sequence of develqpment action to be· adopted? · 

The . mos t  effic·ient seque.nc e should be one , whic'h produces 
. · J}ti:{{i:'�rii:f�S1 . · . . 

. 
. ,;,iHti.1'1;1:i�,: , . . 2 

optimal tensions , disp;ropo:rtionir,, and disequilil;>ria and 
• � 

• I 
• 

' • 

thE3tEtfore mai:tmize'a• induce:d dec. i.s·ton ... making and additional 

1nve.s.tme.nt · and out·put , · To :ez:pl�in this , Hi.l."'Schman provi des 
' ti I

, 

the foiloWln& ' illus tre.tiorr:3-

1 , ,  · . · . · lbi_d • , p .  8.0 . :  

2These · shoui �:l be: .of optitiial ,de·g:ree b�caus e  e.xcess ive 
dif3equi1,.1oria or dl1,3or.de rliness "ma.y exert an inhibiting and 
demo.ta.llzing 1nflue�ce on further ·  gro.vith,n see B'.trsehma.n , 

.. st :ra.te� of E:oonom10: J,)evelopment , p .  80; ·  �l�o p . ' 97 !  

3U,td. • 86-�0'i . 

I 
,:; 

I 

I 

! 
'l 
I 

I 
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-rofA.I �+ 
of pPA ouff'u-t J.. 

Figure 3 � 2<. Ba:\,anced and Unba,1anc.ed Growth of DPA and SOO 

·For :theo retic.al and practic al us efulnes s ., development 

ac t ivltiea: tnay be. divi ded · ,into tw,o patego rias ; Soc ial 0ve.:r• 

he ad Capt,t;al. ' ( SOC) ·_a:r;d.- Di.r.9ctly Procfo:c-t?ive 1\ctivities ( DPA ) . 
' ' . ; ' , ' . . 

. ' 

'The c urves � , b:, c:,: :a:1 in the -�bov.e graph �presen·t not 

exac tly the usuar 1soqu�nts ·, . but oos.t curvea at dif!'e rent 

1·evel� of D:PA output , f' . e·•� , '  cost 01� producing a giv�n full·• 

capac ity o�tput 9f ,D,P.A fr,om: a glveQ DJ?A inves tment �s a 
' ' 

'funct lo:n of the .availabi lity of· SOC,. · 'l'he l.1.ne OM ts · the 

i.d�al �xpansion s equenr:;e · ;repre�ent ing balanced griowth of DPA 

_ and. SOO , with minimum co�·t at ea.eh level of  DPA output • 

Since 1 t is  .not · poss·ible to attaip,. this . ldea:.1 . �J¥.pan� ion s e-
. . ' 

quepce' as explained above , the ef,fic ient,. s e quenc e would be 

I 
• I 

.. 

0 
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edtber soc lead : { d�veiooment vla �xcess oapa.o it.x; of SOO ) or 

. DP.A iead · (develo:pment via shortage of SOC ) • · The :fo rm.er $e•· 

queno� (A A1 B 82 C )  will build up " 1.noentives !l to DPA :i.n• 

vestors an<ii . therefore induce additional inve�tment , �vhile 

the· latter :sequenc� (A, B1 B c;1 C )  _will produee stton:g npre,�-.. 

surea " · and therefore eom:gel addi t;tonal inv·es tment .• • The r�l� 

ativ;a. ,:"efflc. i'erioy� , or each W1.11 depend on the strength of 
•• - '. . ., . ' 

entre'�ren�.urial tnotfvat:tons on t:h� on� ha.n·d and on the re• 
·' _.. . . - . 

$pons � to· public pres sure of the authorit.ies  re:sponaible foi! 
; ' . ,· - ' 

SOO on the other-,,: . I�:
· wi ll vary· widely'_ ��oni region . ·to region 

' . . ' . 

and from country:: to co·�try .; 
. � 

' .. 

Now , by. applying t;h:t:a pressu,.r.e. and. ineent.ive se·guance to 

dtre.ctly .:productive Etcti..;,.lt.ies thews elves ; v:re. feun.d ': two . in• 

dueement mecbat1.i.s�s• at ; w6·rk :, . (1. ) the t.nput7"pro.vlsion: ( de riveq 
' • ,

, · ·  .
, 

• I 

demand ) ,  o;r. · ��clrward linkage t;1i'feata , by virtue of' which in.­

v:es trnent in e�l1e·� st,ag'13S ' 9f produc tion are· encouraged or  
; I  

ind�ced.; ( 2) t.he outp��-�ti1,1z'atio.n { catering to .. entraint;1d 

_wfµlt? ) ;  or  fo rwar? li�_�ge_ e�t"ects , by virtue of which inv��t­

m:ent· in subse quent _ s tages 0£ · prod�o_tion are enoouI.'1:1,ged or 

induced,.  Th� s trategy of . d�yelopm�nt calls for _the s election 

· o:f those ip.dustrl ee or sect.or� that prodtic•e the greatest 

total llnkag.e $ffects :.: · . Such linltage e·f.fec ts �re not to be 

nieas.u;red by the ·loose• ,· gene.ral refe rence to the advru:ita$eS. of 

external eeonomies ;  'eomp+ementarities , cumulat ive oausat1on, 

etc . ;  but by empirical studie.s of th'e input--output s .. tatis tiq$ . 

' ·.' 
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l The rf:)�Ul.,t.�, of a·· reeent a tudy by Chenery and. We:tatm.be may be 

. . ' - tlSSft a.s , a.n: 1llu.s.trati6n : 

-.- -, •xnt�rd�p�ndtlx:,.oe 
th;rot1gh p1ll'ohas ea a 
tl'otn o the :r seo to rs 
( Be.e�ard !"'1�a5a) 

1 .  '?nte•�diate Mo.n:u- · 
f ao t_ure _,( b�el!j/J,\rd 
and . .e,o�.ard ·i.1nlf� 
age both b;tgh) 

Iron and Steel 
t1Qnferroua. Metals 
Paper an� P�oductt.1 . 
Pe.trol�um .Products . 
Coal Produ.ots 
Chemicals -
T_oxtile:a 
.Ru:bh$r Pr.o.duots _ 
Prh'iti� ,an,d · Publ1sh1pg 

2 • ·:r;.,1nal i1a.nutac ture 
(ba.ckWS;rd . 1inkage high i 
torwa:r<i linkage: ·  low } 

Grain Mill Prod\1c't$ -· 
�.at.he� Product$ . . _ 
Lumber and Viood Prod·ucts _, 

- · · · Apparel 
�l�$po1�t Equipment 
�achin:epy 
N.onmetallic Mineral 

· Prod'1cts 
J?J'O.oe,a.;a e,d .:E?ooda · 

' . . . ' . . 

66 
61 
fll 
eH, 
65 
60 
67 
51 
49 

89 
6.6 
61·-
69 
60 
5:1 

47 
6.l 

· :lnte rdepen<fh)nC-$ 
�h�(?u.gh sale� . · b 

to o tl:teli' sectors -
(Fc,�.a,rd [.,�nkage ) 

?8 
81 
78 
88 
$7 
$9 
57 
48 
�6 

4r. ,:, 
3? 
38 
12 

· 20 
28 

30 
15 

.�
·
,; _', 

·1-a,.. a~ Chon8ry emi T. WO.t?,ne.be-i ·•;rnt:erna:tlonal Compaclsona 
of tbe StJ'UQture Ot: ?rodu.¢tion/1

. papcfr.:• pr.~& .. ~,nted at_ the Oievt,• 
land 'Mae.ting or the Eeon~m~trtc Society, .. D~J.!);mlil~,;, 1956; 



Shipbuilding 58 
· M1:so·e1laneou� I�dustries 43 

'3 •. Intermediate Primary . 
Proa,u·ction (fo rward 
linkagE!) · h:tgh,. back\lVard 
linke,ge io:w ) 

Metal Mining 21 
;Petroleum a.n.d N�tu:ral 

Oas . 15 
. CQE(l. Mining . . • 23· 
Agriculture· and Foros try 31 

. Electric Power . · · , 27 
N6nmett1llic · ·Mine'rals . 1'7 

Final Primary . Produqtio:n 
( bEl.ekv,ard and .. forw�d 
lf?lka.ge poth -low )  

. F1:·shing 
• .. Tr�nsport 

�-·- r 

\Se rv. ices_ 
Trade 

24 
3l 
1� 
l6 

1� 
20 

93 

97 
87 
72 
59 
52 

36 
26 
34 
17· 

49 

. a �  · .Ra·tio. of 1nterind. ust·T"tT :piU'cbas es t.o total production ' 
(ff 

• ,J  -

Cto L• . ,  · . · 
b .. . Ratio o.f interindUS:.try s ales to totai · detna.,."ld (% )  • 

. Note �-. . The .above tabie is use:ftu for economic. planners i·n 
under,..q.evelop�d co.µnt:r;-ies when the. c ommodity compos 1tion of 
the unqe� ... developed cotmt:ry'' s output ' is expec :te il to be.ar some 
res embl';lnce to j;hE\ average · o.f thes e three countries on whos e  
input.:.:_'output statisti9s  thi� tabi� . i s  ba�ed .. 

Source : · Jf. B .  Chenecy . and T .  Watanabe �  '', Inte rnational 
Comparison::1 � · p .  11 • 

.1• Op balance , it . s eem� tha.t indus.tr:tes· hav:1.ng greatff!' total 

1:tnk@ge affects are . thos e fal ling un.de.r the H:tntermedi�t(,11 

s;·i;ioup9, • Manu;f'acturi)'.lg is generally h1.,ghe� . tha,n pr_ir,1ar'Y pro•· 

duotion; espec ially ih qackward lirtJ.<-!;(ge · effee� · whtch 1s 

eons idere<l mor� imp9x>t,ant to  indus.t:rteJ,, qevelopment because. 

r:,f its .. strong ·nprees .ure of dt:nnand . "  1l1'�is inducement- mechanism 

' 
I 

j 

· . , 

I 

i 



of l inkage ·effe_cts , together 'l1i th a...Ylo,ther induc ement . m,echan• 

ism in Wh ich complicated technology and machin�-.pa.� .ed oper� 

_ .atipns eoinEe� quali�y;. � ·maintenance by the .individua'l 

.f'irm, l:> p� in-ps a:gafi\. tc{ the theme of p rtori ty fo r thos.e indu.s ... 
, . , , ' 

tries us ing advanced a:qd relat ively ca:p ita1�'1.ntena ive tech ... 

nology .•. 

From all the fo,rego irig-, vte c�n see that whil� ot·her 

writers s tres s eq. the development of highly interrelated tn-
, . 

dm,tries because: 9f'  the co_I1S ideratlons ot e,cternal ·economies 

or - technical compleme.nta:rrtfes , lU.rschman has utillzed thes�-
L ·r • 

' 

int e;rreia:tionfl _ to develop a s tra-tegy of opt imal disorderli-
·- · . 

ness  0r imba:_1El.nce (the tt.6£.fie i!.;lnt'' s �·quence o:r · expansion) to 

gen�rate a:� inducement mechanism Vlhich wi ll induce or compel 

add it1011al inves tment$ by -re duc ing unce rt•ainty and making 

inve·stinent ci.ecis ions eas ie� ; .  This :fits in well with hi:1 

· ·tbfi}king tl:iat_ the_ bas ic limiting factor is - the - la.ek · of. abilit;y-
. . 

, te> _ il,)ve:;i t ,  · thE;1t induce.memt m�chanism is neces sary to econo_mlz.� 

the us e o:f this f'ac tor on the on� hahd and to maximize  :further 

i11ves tment and growth on the other. . J:t "leads to .a. theory of 

.devel?p�ent Which is more a ppli ed psychology ;thE:tn economiG,S 

.... . . ·•. capi ta.l and o:th�r input limi t�t ions. aN .{coris id_er(!)i/ _ 

1These refer to p·epr.oleum p�fining ,, al rline·s ,  etc ., Se� 
H1r$o1;lman, .�P• cit·. ,  C:P.ap.ter  8 � · 

I 

I 
I 



tllusory '- the economist  is left wi th nothing to econom:iz(;3 

exc ept tbe elus iv� · .qua,lity of dec is ion�maklng �nl 

,$1 

It :i.s c lear that this . theory p re-suppo s es a ·predomin .. 

-antlt priva:te ent;er-pris e econop.y ,  wi th nurner9us independent 
' 
ent repreneurs lack:tng the . ability to make investment de c i•· 
s ions � .  In fact.., � upde:r�developed  ·b ut dev.elop1_ng countrie·s of 

�---

t·oday are ail put urtde r s ome so rt o,f' s tate plannin� with the · 

6tate play ing a ·  major .'antrepren�,urial :ro le .• This i,a ma.inly 

bec ai.+s e· they are . aware or. t'ha lack of this a.l:>111 ty on the 

private pa rt and . ·beca_µs e  t:hey understand ,tbci indivis :1.bil'.t ty 
. . . 

in the ihve_s'.tUJ.ent: _d�cisioit'•t:laking process' .as revealed by 
. . · 2  mode rn ocoriomic analys is . The " dema.ndn i.s �he1.,e ,. and no 

matte r· on which bas is i t  is p lenn1;3d (balanced or skewed ) �  · 
/· 

it . is ;. always nie!.de big enough to m�tch the s trong de.s ire for 
. ' 

', . . quick . ·aev�loprµ,ent . Hi 1.,s chm� c�rtainly unders tates the role. 
�\ 

and magnitude ot s tate pl:anning . :tn · inv$_s tment � I:f; , by fol,­

lowin� his s trategy ( the emphas is - by ®der.;..developed coun ... 

tri-es � i roh and ·steel Wh ich h�s the highest combined 
,. , .,, 

1cmun.ent by. H .  B ., Chenery ., in The American Economic 
Review: ,  Dec ember ., · 1959 , p .  1064 . -

2nThe bais ic reas<:>'n · for .goverr..roent action ' to pr�mote devel• 
opment is ;that, eaph of ia. set o f  indi vidu,al pri'vate .investment 
. qecis ions- i;nay. seem unat,tracti ve , in. t,�sel;,f' , wn.erel;l� :_� larg�-­
s cale inves tment: prog+>a,:m unqertaken . as a unit may yi.�ld s ub-. . . ... · .  . . . n . ' . .. . . 
$ tarttia.l inc rel:l.s·es in , na:.tiop.al . inc0.me . , Se.e. B .  Higgins , 
·-,Economic P�ve:ioptnent , :p,. · 987 • . �-ee also ,N.urkse ,  Q.E. • · c it �  p .. 30 . . ' 

.,.. 

. I 



:· -_, ,; : _ :
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1iril't�J�>��$�ots may be a case i� po :tnt ) , .ni:wierc>tis add'ition� 

· 1nv:es\m.ent$ �'rf;j "'i�a'.tioe(,tt how then ar� •the· ''responsi bl� · . . 

autbor1tie$ to P?;'�:vide fo reign exchange , s a�n(1;1J;t , skilled 
' 

. � . 
. · _ . labo�.·, . technicf��; > etic tt . for s uch iltVC;lstmorits ? T.o .H:t rschnlan, 

thts·. $h9rt�se 
:
in s upply W,'ill not, h�ppen . in the nr1rst � tage" 

· of grotyth ! But this is crertaiaj.'y n<>'t the cas,e w� th the 

l�ge��eale planned . _inve� tmerit ln today ' s  developing 

e ountrie$ • . Tbe re1'9re , t;tle pro blem is �:gain On
.
a, Qfj s µpply , .  

especially SJJ;ppl.y o f . c apital , as �-0 11 · s_al d b y  Nurkse �.1 put'· 
. . 

task ' then is to reconc ile the inve�.mn�nt · demand and, avail• 

abl� . re.sour�e$ . Thi� cannQt. be q;E:)tarmined· . �- pr1o rt , but 
'<: 

• ' 
I • • 

ha.a to . . be determined ·in th� · ·p r<;> oes:s of 'prcigramniing • .  
: • ·  . .. , -w .. . 

'l'h.e following chapter will . d�sc rl'.be inve� tnient . c riteria 

chief''.l.y , · 1n terms or develo:pu1ent . prbgrarilming'· . as . elabo ra te d by , 

Tinb_e rgen �nd Chene ry and t o  s ome ·extent app� ieq by the 
· . · . . . . . · . . . 2 Lat ip 1-µne·�1c a.n �ountrias in•. re:cent years . · The mo del us·e.d 

.will be a s imple one and t h� �et:Pod : employed will bi:) prag� 
. , . , ' ' . 

mat ic- ra-ther than highly mat?Qem�tt'cat .  

-1N:iµ-ks-�·,. _rua,. c fti PI? . 30-31 , 
. ·•. . •.. , , . . · , . · l. 

• I 

· 2See Untted N�t io·ns , EC;LA , . .t\hal:ys e s  -� . Pro .ections 2.f 
Ec9nomic .Bevelof1t:�nt , !• An ·Int�duc:tlon to 'the , ec nigues 
of Proframmfng , • :  e� Yo rk ,,.-95.5 . ·• See. aisoUnited Nat ions , 
EC�; yna.1:.v_sl� ,.and Pro 

1
e ctlon� . -� Economic . Dev·e1012rr.ient , . II '" Tfie !c.onom�Deve, opment · g_f· B_mzi;l ,  Net! York ,, 1956 ; 

l:U.., 'lb.a :.!conom:ie · OOve'lopme,nt ·.2£. · Colombi a ,  New Yo.rk , 1957 -. 

' 

i 

---
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IV+; -�VEiS'.l.tMEN.'1'· c·RI'J1EIUA: IN THE C.O�EX.W 

OF DEVE.t,OPME� PROO RAMM !NG 

' ' 

l .  '.the Natur·e of. Developmen.t Progr�•il18 • . . .. . . , . � . . ' : :· . .

. 

.
· 

' 
. ·-

. 
. 

By development prog�$1ilm1ng Vi$ me� a sys temat"1Q .and 
' 

' ' ' . . , ' . . 

o�$· 1s,e11t at3;aly� is that provides 1:1. b&Jlia to� ,d_es igning and 
, . .  qareying out .detelopnJ.en� policy �, pevelopment policy is . con .... 

,, o:erned with the i-ate· or . growth e.nG:l the- future $true tute, . or 

pattern �f th� economy ,a,.s de.te.l'i:11:tn�d :by the supply s.nd �llo•· 
' 

' . ' . . 

- Qatiop· of ,1�vest�ent f�d.s { dom�:rtic .  :;ia.,ving a-nd fo�eign 
. : . . . 

investment} ; f◊re.;ign exch�ge ,. a·nd o t�er s carce· ·resources.· . 

· ·l� i.s the -t�k of p.rogra.tnrJ4ng to try to esta,blis'h a s et. ot 
figure,s that satisfy t.he requirements of theee process ea • .  

Oevel.�pnrent po).i'�fy- ls diffe·:ren� from s tabilization 

poli.c fes wnich aim , a.� 1/revEilnt.ing short..- run _fiuetuations in 

pric·e$·, employment a..nd trad� 4' - How.ev�r;  th� re qu1:r�ments of 

s t4biliza:tion limit the aJlt�:rnatlv�s e.vie.ilable · fo r develop• 

ment p.0 13,.cy by putting rest_riqt!.9ps <on the. tc::,te.l inve:atme.nt , 
. 

.
, { 

tb� b�l�nce of payment�t, and . �llpwat>l.e dem,ands !'or otbel' 

resource$ . It ls witQ:in· �peije J;,,1mita ·t.h$t <ie.ve.lopment pol� 

ioy: tries to ·aqll�ey� _y�:d.:ous long•tenn. obj ec.t lves f ot wh1c)l 

max:tmt;m1 n$.;t1oh�l income• per e a.p ita, ov'$r thzte is the moa t  

important. � 

j 

' ,,. 



-,. . 

The ·na;turt} _a.nd extent -of · ·dev�:iopment · pr<)gl'ainming. dep�n.ds 
� . ' > . · . • •  , - ' . -

t " • • ' • 

. ():O;" s ever� :ractp:rs ; · . triEr_.stage ot·:planntng ·EiJ;±-'eady ·. r�acbed ;. 
'" . . ;;: . . . . . . . . 

. . . ' . 

U$ed . · Generally , · there ap$ _thre..e type·$. ot · pl'og:rammtng � .. . 
. · · _: ; ' ' . .  

,. •a .• • ·· �:r(}gI>8111L�i� i at f3..ggregate lev;�l•.,i,'J?lli·s ·  ·.co'�si�,t� mainly 
' ,_..t 

,
_ , 

. 
\ ' � :'. ", . • • 

. · .. of national a9ccnµ1£s . an�lyf;lea· and p;rc; je�tions' o.f,: ,9t:her ·magni� ; . ' .. . . ' . . ·. . ' . 

. . ) . :  tud�s - sugb · (;l$ . ,;,indus'tr:ial · pro.duetio'n• ' labor foroe ,i { �y�r.a.ge. 
; 

- · -•• l�bor p.'l"Q 4u.c-t ivity i. balEmc.e of paym,ents , - ot;.c- � t . .:r.t· prov,ides . 
· .· . • _: a f·airl•y· ��$,q�t�

-
b�a 1,;� -• t:o

.

r the ua·e· Qf ge��rai . po;·
1f6y ' .. 1�_t,:ou� -

m:ent,s t. but· �arint)t.' fumisb a check on t)le ,CC>11.S1�:�,$nc:y- . p·t dif ... 
. . ' . 

. . . . . . . . . . 

' ·  fere.nt' s .ecto-ts no'r· o.n "th�,- b.�lance ot- pa.ym,�nts:.. It is more 
: • > · .: • ' :ti . 

_ . . 
. . 

likely b;>- b� �deq�-�te when· the . �:6mp-o$ 1f;1,9n ,ot\ produetd:6n �d . 
. '-

,cons"Uinption does, not- .change_ tQ9 · mue·b· as .income :f.n,�r���ei:1 ar:fd · 
. . . . . . , . . , . . . • ; 

wberi · market inechantsm· . w6rks . well . 
, 

: 
· 

• 

. 
� :. 

. . : • .r, · , • " / ·. � ' " ' � ; 

b. : P�og�ng a;� fif�.cto:r '1eve-1��';Fhls - · c()tl$;i·��s ·,of a,nal�. 

y$:�a of the deman&a and inve�ftmen.t p�spec,ts: 1.n ·1a-(li vidu�l 
. � . . ' . 

branehe$- · c,i! produo't1on �· > It.s : tna5.n .:t"unctiori is to dete:r;mine 
. . . 

. 
' . . . 

. 
. . - . . . 

: . -/ . . . t-
' . . ·, , ,  ' . ' . . \ ' •  . . . . 

the :r�1ative. - pr1or'ity· of' tnv:e$tmen:t:1 within tM sec:tot+ : :rn 
( . . . · . •  . - . . 

• ' . i . . . .- ' 

Whol�. ' eOC)':q.omy·: (or · tlie': government·,..Qc>ntrol;t�:d
. 
portion) ·usually . �- ' . . 

con$i�,t� of' high · pr-iQr1t:yi, prc,j .e$ts 1n each rfector " .
. This 

. 
,I ,• •

' 

aecto��l r�latio� � doe:s ' ript provid� �, _test ·ot �:on� i13t0ncy 
' ' 

- , , 
' 

-
I

'
" 

of d��-isi�i;is made, in ,e,a;c•h, . .
. 
,a:e�tor)· no� a- .way '  of c�mp:al'ing 

: ' . . . -· 

.�·' 

( ' 

-�------�---,� -�- · • �-- -. ,-··•---
••

Y,-C-- ,
• ., ,·· - - - -

-
• T-·-••• 

- - --- - - - - --

I 
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the e,v11-1Iabil1ty of. clata,' and the progl'l'Ull1li.ng·. techniques 

appr<1aeµ·,, takiP& <1ae!1 sec.tor by 1 l;self iind n&glebting .. inter•· 
' ' : ' ' . ' ' 

high priority projects., of one see tor with tbos<1 of anothe:r,. 
' ' r, . 

- ~-------



: ·. ,,:> •J
' 

. 

· . ,· 't .
. • : 

, } 

· ati.t t.rL p:r-1tnary•produeing econo1t1:ies whet� s_ec;toral
( 
lntE)� 

d�pen.dene�- is no� so gr(;)�t as in industri�iized -�cQnomies .� 
' . 

<the� e: a:et�ot.�· are le�� s eriou:;i:.-

55 

c . . Ove��ll prcn��a.mmirig'"" �This Gombines t.be . alem,ent:s ot 
'both agg�g�le a-nd s�e-t6r _program:m'.ing lil . v�rying degrees ,, 

but, .they must be reconc iled in their· · r �nal res �lt� The 
; . 

necef3sity for oveJ?all p:rc�grlli.nnung �:ris es :f-�9m ;he· incons is,.,;. 

te.ncie� in · dera.and �n..d resource� $uppJ.y at;J expe:r:t.enced try 
. 

many unde�dey,eloped· c,9untri�f;j {la·rge balanc.e of :p4ym:ent s 
• 

, , •W�;�(L��i:i , , , . 

.. . . ' ' . ' '.'): ·
' 

. · .  

dt3fic lts -'" une-r,iployment , i,nput bottlenecks , . ol." :r.egJ:orial ·1ni., 

balance) � @ ovex-all, prog:l"� u�ually _c·dns•ls;t�r. -or three 

. proQes se.s J . Pro j'e��, · A_I.lalya 1s ;, S;ec,tor- Ana;�y�.i! 1, .and Agsrege.te 

.Pro jer;:t a,na:tys is - is · �.ss'en,:tially $. pro'ceSl·s of p,re .... 
' ' . ' 

paring tec_ru.iolosic�l i?lform�tion .,fo·r prbd·ttoib;g a. given prod� 

uot ,  but a.election o f  Et pro j ect is. t.o' be de�erarlned PY the 

SMP cJ?i terio�:• Sec to� an�ly� i::, i�l. an ana�:v.�4� .of th� de,Xl1$J'ld 

fQJ> produ9ts of �nd1v1dual . sectors ba� �� on p�J�C?t .. $0: �(sgre--· 

s�te rat.� of inqorne g:r<>w.th . After the pro jeer� (� ), 1p eaeb 

. $ actor·, ha.s beer:i: se��_.eted, the • irtput•output system *a.n be, 

us ed to de't;e:rmine the level o:t product ion :in each s'e�tor �s 
Vfel} _, �s :\th� ,ijm<>�t- o.r ca.p-ttal ·1n-ve:$trnent reqµfr:sd ;;.. J\ggre-.­

gat� 
1

-ariaiy_s i� 1·� . ch·i,�.fiY-. �opcerried; ,w ith ��l,8 -, gene��i :rfit� ot 
, . ' ' . . ' - ' 

developrneq�: thfe>uglg, J:)rojections (?! s uch m�gni�udt;,� ,e,s dom�s .;. 

t ie · s,av:tn·i� . _rs.t1.o i pe>$_s ible fo;re:1.gn $t>urce of  finance· ; pc;>pu• 

1.atiort (labor_ f.cr:r◊e ) growth rate, �d the ove:rail capital/ . 
output rf:li,10 • .  · 

Analys:i_s • 



.By way _ of all these a.naly� es , a. t rial _ overall program 

- _ i:s fo rmulfl.ted wh ich.; th�n, will have to b e  re.vi sed. _ by 

:f.ldjus ting �c.eount ing p rices un�il S:MP of c apital is equal 

tn · al,l � ecto :rs and. p:riC!es of commodit ies an,d fapto�s a.re. 
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_ �.qua). to the ir cqmpetittve e quil_ib ritmi p:rice� �: . _ _  ,In o t}1e:r 

word$ , th.o·. ·solution is a_t onc e con� lsten-t wlth pl'o jected 

demands and :1"e$ou:r;� e · limtt,�t io?lfl: e.nd effi�-ie.�t in - i ts US t.l of 

resoure-e�h !J,1he,se � then, a.re the c riteria fo,r inves tment at 

the s ecto r  level. and iire the baaic. requiremer.it$ for fprm:ul,,i# 

_ t ins d$v�lopment programs .• _ 

_ !t i� under t.h'1s <.>yera.l,l · type of p-rogrammi:ng ·that we 
e.re going t o  show _ how inveatni.ent 11:9 dete rm1neq . :l'ne pro�-

- ' . . ' . 

·gramm1ng :may be · c .. o·nduc ted by the. us e o_t big�ly t.o:r,ne,:t math• 

. e.matioaJ. metho d .o� by the us. e  of. pragmatic method . �h� 
preSHm;t ch�pter will make' u13·e. of the. l,;.e..�te.:r m�thod as 11l�.-• 

trat ed by' -C:Per:i-e :ry 1,1:i· his .empir fcal a:pproa:cb t0 programming .,l 

But befo re dealing wit_h ' tpe qu4µti.tative aspeot) s·ome di_ecus, ... 

_ ,� 1,on aoout 'the quali tat iv.e : eva.J;.u,a:t+on· ot e-e.ctor .gJ:OWth Jµa;J 

. . 2 .  Sualita.�1,,e Evaluatien: all.d. SectO l". Growth-•. 

. Slnq e � - v�ry impo rtant step in pro gre.niming 1� t_he . . I 

1sE3;$ n�_, J;l, '. c:nenecy,  ,tD�veloptn�p.t PQl i ct ea a�d- :Progre.mmes ,," 
EG ono-qiio _Bulle,tin.: :for ,  Latin, _Ame rica:; Ma,�h• l�p8 ,� PP •, .. 60•65'Ji,, · 

,, It ls �oJ5e··_ ��:t�t�ct �5'.�� __ the· ,'fitsfi�-y-- :f�-�al',- mathemat�o_al 
app ��c.�:·· i$ quit�. 'beye>l;'ld the · 00II1petenee . . or · th_e present writel' �-

·.
•· , _

, . , , . . . . 

----------------,: -
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dete:rminat ion of final d emand ., .the problem a rises - as to how 

diffe rent . sectors az,-e ·to grow at differe nt rates . !n o ther 

wo rds , on wh at bi;ts is a re the pro j �ctions of' s ueh demand lila<ie? 

Final demand c omes from three souro e·s l · c on.s um.ption ,. 

i�vestment j and export .. They are to be s at isfie d  by ' dom�$ ""  

tic pr.oduction and iIT1p6r.ts ; and b ecaus e c apac ity ·to import 

· . 1s ' us ua11y l imi t e d ,  foipo rt � ubs t1tution is s ought·  for with 
a . , 

all mf;)an�· •· Tl:tu� fo reign t rade fs an lntegra.1 part of secto� 

by�s·ecto:r analys e s .. "t-10-i(, now • to pro ject .the final dem.Ell'.);d? 

. OnfJ a.ns1.-ver· is· to · pro ject on the b�s is . of :. ,inoe>nt$ el.�ll� 
ticit ies ,  But this kind. of statist1*.a1 pro jectt�n .is not _all •. 

' E2tc:ept for ��O rt demand wp fch . is. ID;�inly- -�ec
,
ided by ·conditio�: 

in fo:reign count ries>, t h'J .  d6ni�atic final ·demartd sh�ul.d also · 

re.fleet the growtb re�i�emente 6! · the:'· eoo'ti6m.y �-- · Tl:11s: !m:p11e$ 
. . -� · . 

�ome etemen� of des i red :g rowth tn th_t3 � ens e tllat tuere · statts -­

tieai pro jee;t1oris wo uld no:t::: bring a bout ·developm€3nt . T!.l.1.1$ i 
. . . ·. . . . ' · ,  

we, se�: the fixing of · 't,arget� ·  o.n t�e. ·etrtpictoa�I:'- S c�nel 8.Jld the 

divlsion-: of 11steady growth" sectors anct ndevelopment:O sectors· 

in t�eotetical dis oruis !o�:�,2: -:Th�se, t\�d, . el(:j�ents·��titatis·t ice.l. 

prp jeotio?:\�P:d de.� i:re d  ��•th .t.argets�"i-s,hchu.d both be taken 

1Fof ··�xample , . , .so many· rnox-e tons o f  :coal and steel , so many 
· more machine· too:;t� .9r ' tra.Qtors • a <:>  many· klloive.tts · o:f �dd.i--
tion�l · power ' eapa<:; i_ty ,: so many mile$ ot road · or ra.ilW£ty , ao 
m@y dolla-:i?'s > .wo �th of-' addi t1onal, �xpo:rts .. Tpes e  can b� 
e.as !ly fotU1d, . -Jn th$ · e'oonomi:c develppment ple.ns of tinder•• · 
develope,d eo1mtries',• 

2s�e 13., Higgirw , Ec·onbniic Det:v�le>R!ffen� ,. PP·• ·  6$7-.$38 .• 
. . . . . . 9 - . . 



tnto $,o•eo·unt il.n pl4nn,ing for $ectoral growth.,. 'lb:_ts : if.,. or· 
oo\t:rfi�' t a -�'#lo/ diff:f.oult j<:>'b , Be$1des the t:�ehilical int.$�­

:�eot9?"f:ll ·t-el:�t 1on�l:lips .,, these ·tw:q element� . are jctmetl�e,a 
. ·,

,Y
e·ontlioting with · eaeb ot,h'er �nd the latter - 1.$ S'4bij$ct: te d:U'• 

'f"$r.e.nt. intf:l.;rt>l?ti)-tationtf'. du$ t.o ditte�n.t hy1;-ottle'�<$'$ · o.r �ph_a:� 

:�e� �. llgw t� � firtke ·a .· b�laz;;ee qut · <1t �hem �qui:F&$ pot ·  only 
1n$1g�t. and· de.te·�:tnat.ion ,,, l>ut �l$o �ffi;;.ot:ive; m�@tu?Ei$ � We 

. . 

. ;e,� be: s�e ot on thi�•t;-i .· · Sl),-Y d�v�le>prn�nt prc,•g�. :n,qu1rea 

tl:m,t t.}le ratt.l, o·f growt'h ,ot 1nv:ee-�$.nt :gQeds 5.·�eto� $hould b� 
. · . . . . ' 

. :fas �e;r t.hAn t,hat Pt �o-n41�e� go.o.ds seeto·ri:r so a$. to · �cltlav� 
. . . . ' : . . . 

. ,: ' h$g�er rate: of :cap1t�l. accumul,i�i�n and highe,:r level of liV·i'o 

·1ng.· {co:ns umptiori) at �·.;:,me f'ut,µre, d;ate. • .  · · 
Wttl'l · dµ'ferent bypo·th.es. es; on· �:ectorEtl �rowth ,, t:he whole 

. . 

s�rit\3$ of combinatlon. 9.f p:roJ�·o.ti�ns: by se:etora will . al$o. l;>e 

ditte�ent,. · OttP .dis.cuss ion _in: the. , f��go ing �hapt.er ab:out; 

the pro'bl,em·· Qt . wh�:re to -�v�t.lt Jbli\M�ed or ske,we<f}. . baa its 

C :v�ri�� � E;lOtQ�S 9r industr'tes sllouJd be cl�� :J.de4 . ttl the 1.ight 

ot the po�siblo patt:e�- 91?. $tructur� of the -ec:c>norny fn th,& 

· long ru:ri, · This .long➔tun p�ttem detrends: la.rgely -on, · the· main 

econ0tn.l,_� fe.c:ts peeuli'-\r tq a oo�t.ry.�. 'l'h.$r 1.ncl.ud$l ratio 

of n:e.t.�'1q, �eaou�ce,s to · popul.a�:toi;i� d,�gree :of :tn.dus.tria.l'i• 

za.tion al.:r�e;dy:., $;'(?'hi.���-a·,. : a 1�� .of'_· the eoun.tey �·, <a,�gpee ot . 
. , •  � . ..� . � 

openpess•, · to the . o�t� ld.e·· :wo rld,,, 1mpp�ance �d ·a t::ructlll'$ of 

Elxports , . i.nst.i.tutt_onal tramework :tr1 a.grie?l'b�$,1 eto . •Bas ed 



-. 
"<>n · tll��e rac-to�s ., . . some quali t.�-tive genera11�.l'.it.ions iibput 

$ecto.rs,1 growth ri+aY · be p'.resented helow1 
-�-�j Fo:r 96unt'r_ies . . wJth high resouree/populatton· ta'tio· ·, 

@d h:1:gh e:�ort/riE\t ionaJ. •· inoom.e, �at:lo {with ,e,xpott · exerting 
no _ gr�:at . iµfluence . :tn t.he 11.orld lllFkelf)��sucl;t as ·Q�f;it;.r.al 

M1d;ce,,. C�nti-al :A:�neriea� an<;l the· . M!cidie E.a$t· Stat:e�,-..;;�;tM.· 
export .:sErc�or �hould l�a:d ·• in g�wtb,, and unb:a1anced e�8l'fafon 

i� - th�ref<;>re desit>!lbi'e i · . 

b.; For Qountrie.�: -wi.th high re:ac;furce./popUl�ttpP. ·ratio � 
h�ving a,chi�ved tndwttri:al;tz'�tie>h l:n · some - degree,- · a.rid with ; . ' - . , . 

C3Xpor-t ndt VQ�·,,, �p�:rt�t�such B.$ BN.�il�agrl�ulturu . •. ·. . ' . . . 
. . . . . . . 
sector �-houid · s�ow fa,s� en_ough io: s.up.pl,y �o,t'.h ·r::�w materia,._l.$. 

. . 

an·d manpo.w�r . to indu�t.ey>., At the: e:$� time� nev, itne$, of 

. . export - should be deve::top�d ·ui . o.rd.eF. -tp inee:t import: re:q-µ.ir:e;;.. 

ments . a:ris.Jng .ftom invest:m�pt ·� U��f it . .  s.e·e�· t�_Elt -.f1_ b�,;. 

· • -aric·e'd · devel<;;pment. i.s �ppro.p.t-ia.t�h: 
c-•· tor co·untrtes wi th · low r�soui'>Ce/po;pul:at,ion :ratio ,,,, 

iow· d�gr&� of , industrlalization .• £;J.:nd .low expor.t/ne.t ionta:i 
. . . . . � . . . . 

' ' .- . ' ') ', ' 

1nootne .ratio and· - •inelaat±o w:erid d .emt$d, fp�· the:·i:r. ��po�t.s,��-. ' . . . - ' . . . . ' 

sµeh as. tndia i -P�iste.'n�a. big p.u,sh, al.ong al l .  f�onts (a...ar1 ... 
. . ' � . � ' .�-

•d-, - ·  Fox: couhtri$s ' of stnall ,s:t.z:$ with ·_1,im.ited- resource.$ . . ;. 

g;rowth: ha�- necef:lsarily _to 'b.e unl;i�lanc_�d wi,th-. some ·: ee:c.to�( a ) 

le�d1ng .in the procfl!ss 1 mnially tJte ,:expo�t eector l . . 
. . ,·� . 

. i  

, 1  , ,  

.culture,_ i,ndwi1;ry_.,·n'.Ei;tt· ~.;i~p~rt 11.n~S-:i/ ,1:Jr'3,Il_Sp.ort_att0~-i ·tradeJ 

may- b.e-.··_de,~'.!'.!16¢1: ne:eess·ary,. 

I 
I 

I 



. . 

. ae�tor - �h6t4d ,,�:row: .�ong with w'.h1:ch.eve1;" pattern th� �:Q()l\oniy 

tnay d.�veiofp µi_to ·,. · :�Ji t.rw:i$portat ion -�n� po?(e'r ap$ n:E).ed.ed, . • . • 1f ' ,. • • - ·� ., • 
• • • 

. in -��st: -���:-ey .t.ype · of  p:Fo4uetion.. Empir:tc9:lly;, /f11v,.e��· 
I 

: ' 
• , , • • 

• 

me.n.ts· i:n t;b:i� s ectpr .talrly . cons.•ta:ntly come: to a.bol,it i0%"' 

2$% of toti�{ · inv�sttn��t .1 . 
. . ,, .. · . . 

Fottt eauntries: op�ti' ·to t:htf out:s ide .. worl(f, there ia 
' ' . ·, • ,  

fillf3 ne-e.d ot i:nQireas Ulg _ th, ra-te o.t' .g�wth <>t. eJ1:p6rt d�1ng · 

· the d�.ve1opm�n:t p�cess • .  This p·oint. wi ll be dls�usseq ;Lat�·r -, 
• ill, • 

' 
, ' , .

. ' • 
• • • • 

' /'. .· ; :ae� :td�s _ th$ . above · gener·lili.�-�ttons on. patte,t,b. · _ O r  s�:ruc• 
. . . ., � . 

tur�"' tnot'e rna;y be _f:l_$id �bo ut. i:f�ctto:��l grp�th and domestic 

p:t>6duct1.on at:i4 impo.rt� .J . 
.. ,. ,� a �. · . Poliiest ie ;erocl:uetion:. �:rn�st.1.e p rod.uc·tion is intend-

. i�\�� i<? . sati:jfy· both �rt de.man<l _and ·domestic. demand . .- ·The 

· :: 1atJe)j con$ i.et� of demand tor .o.ont'J.umption ·go.Odf h  1.nves�ent 

goods , e.nci in_terrneditit-e productEJ ·• · Co·noitiona. in under-ii­

devel<>�e,d . countries· . �re' generally, s:uch that total. domestic 

dem$d �•xceeds·. ,,total dotnes tio p �du.c tlon -so that impor.ts. are - -: . ., . ., , r . ,. . 
,, 

larg�r tha.n t_he·' 9urrent capacity to impor·t .. IIl the short 

run., the gap' �Y, b� m_e.t with . eapi.t�l 1rnpoptsJ but _.,. evtntu� 
ally ,,. fe>re.ign bor,row1ng$ have to. -be' se rvtced and repaid 

wlth expot .. te� 

- . 
1se� J:., :  Tfribergtn, Th& Des fp. -or Development � p .  31 •. 

Al.SQ PPi $0'"9;1.. � . . 



· !)otne�t ic p:roduet 1on may be grouped und�r two. t!eadings ,; 

export ��otor(s ) and hom&-mark�t· � ector� . �he . gro-i.!th ot 
e�ort· s.ectop ( s )  is 1n.tluonoad morl9 by to� ign than by domes-, 

· . tic .ta.6,to rs •. He.re , ·  the· qu@tity _ demanded 1� det�mined by 
. . . 

the 1n6ouie l-�'1ei .,- inc:0m� -elasticities , ·and possible su�s.tl-. - . . . . 

fa1tes: .fll tor�igh count:rtes • Iiortte:-.rnark�t secto rs tl'1ay be 

divided. into :. a.g�icultn;i�e ,, manufp.citured �J:>nsumer gooq:;3 and 

int�rmed!l!it�- pro·d-acts , · ;s:��iceei �nd c�pital .goods �'. 

�e grow.th ot· agrlc:u:J;tu;re is reia.ttvely more difficu.lt . · 

Aside from ;J.and scarcity .. ,, ·ft involves �µ.batarit i,al s tructural 

chang� in- :tns ti tutional frt1m�work (ownership and terit:i:re ) ,, in 

te·chnique� ?..nd me,thods ; a:pd in :ta:nd improvement· . (t�rige:t1on, 

torest'atio:n, . . rehab.:11:ttation) . Whe tll@_tifac tu,ring s�cto·r is, 

aas iar to �row a:s ;t Involve$ l�S$ d;ras tie ·st, ruetura.l c_hange 

( e .g" ,. from: handi c raft to macnln� · pp�r.atlon, from small to: 

large $cal.e} • .  · Tpe growth or Cal,pita).· gQQQS s.e�to r� con$ 1.Stw 
, . . . 

i,ng rna:lnly of m�tal$· , �chine:s ; and· equipment ,, · dep�nd$ QlJ 
, <  

such facto rs as techrifca'l kriow�how * natural res ciurces ( espe.cfal ... 
. · 

ly -· tron,: .o re)J la·rge ��ke·J; :t. . �nd · "l;Eirge ca:p:ttal irivestm�nt :. 

Ser!re' .of _the's e factors are .lack1n,g · ln s ome co lll'l,tries •. This 

is cons idered the· . 1s ector th�t sboµid grow at · ·a fas ter :rate 
· ,  

and one i;o wbioh tl?,�,�- 1� e.- l�ge gl:l,p. betw�en .deme_nd and do"" 

. m�$,t1e pr.q q;1.1ct tqn ., 
• ,

-
, J ·· :  

bounct t o  incr@a.ee. �d lnc:rea.se considerably . ror two- reasons • 

··~··--~··--
I 

I 
I 

. ! 

I 
l 

I 
I 



Pl� t ,  developme·nt calls for largGr :tnvestment ,: and larger, 

investment. requires larger amount of oapital · ·g�ods t raw 

niateri�te , �nd .t'uei� ttniqh tr:1.oat'ly_ have : to b� imp6rted. - A 

higher ;rate' of'• in;efestIJierit me.ans a higher. rat� . of' im9ort::1 t 

Se-c<::>n,dly .j f.lS p.[,ltlonal :tncome '.tnc r�ases w.1 th fnves_tnient , 

de�Yld fo r i.mported ·eo-r11S\:nilptic;,n · goods •will al.sq . . incr�a$0 •  
( ' : ' ·.• ,' ' • ' . 
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' • • , 
, I · _ .· These two : f o�es .m�ke t.be -rate oit growth of , tmport;!� larger · 

than' that J or real :ozrp, . a�d- fe.:r la:r.eer the.n· that;;'. of export.$ � 

. In tat1n A1:I1erica, , fo _r $xample " to:tal grc,s·a p'rodu.e� of the 

. area; �$ ·a whol� : ros e - by 35% du:rtng the par1od 1950�195'7 ,. 

whil� gl'."6_$S domestic · investment ros�  by 56% and merchandise  

imports roEte; by 55� .  This compares·. with the much 1as$ grovtth 

of l?l$i'Chand .ise ·e.xpdrt;@ of 2-rJ, . .W-i tb few exceptlqns :;.· c.oun, 

'tries who�e- imports �ave. Msen substant :tf;llly . during the post• 

war pe riod · hav�- bad relatlvely hlgh re·te c;,f groi11tb.1 ,
- i' 

With sho rtage of foreign e.�change in almost  - �11 thider ... 
. .. . 

' 
. · . 

. . ·. . 
. �. . 

. dev�lciped �?un"trie·s ,  this neces$ari'ly calls· for imp{)rt · sub.-

st1 tutlon., . 13ut . :this · 1.s '.� diff'icuJt. and: co121pi;cated prqb:l.�_m. 

c .. Import · s1,1bstt tu.tton or exi,ort exp�n�fon? There · are 

two aspect� of the proble:m. ,wh1�b have to be e6ns 1dered. One 

is the c.hqice betw.een �PQr-t subs titution· and expo:rt expflll�: 
. . 

sion,  whicheve r 1$ mo re advantageous � Thfs ttill depend on 

' ' I 

I 
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�:Pe.tiper the· m.�;rginal · revenue or O�Jp; from an additional unit 
.0£ lnves·tment · iri ezj,or.t indus.try ts· larger o r  sm�ll�i than ' 

. 
. 

· . . . . . . · : . 

that t� i.JJ.ipprt_ subst ituting 1nd-µ.stry.1 41.lotbejt., asp�ot e>f 

the probiem · 18 wliat-- p�duct is' to be s uba tit�ted, if' import 
. ' 

suba tit•ut!on .- 1s adv�t�geous.. Again, the SM_P er_iterion can 

be:. applied, al thot1$h tt· · is often oo'.inplicated by . th�. e•�ist .... 
' ' 

entle -of multiple excJiange rates e.nq ��p.o rt oont;rolil'• 
In prictfce,_: how�v�ir,. the j:'@�e f'Qi: im'p�rt ·su'bst ituticm. 

1..$ very l 1mited4! 2 Fdr �mall eount.r(ea : wt�h a small, - resource 

baae or countries in. their ipit1�1 - $tage· of. �etelqt>ment , 
. . . ' . . . � ._ ,- . � 

< :• . : . impo.rt ,subs titutldh is of,teh.- tmpo:asible .• 
' ' . , . . 

- . : ; · > qertain teclJn1�al condi �t<?� (min!tnuin s c,ai<;j , spec.iflc factors , 
• 

�· ' 
< 

' . 

place t Even eonsUUl�r 'goqd� � ub:3 ti tution is d:t,fficult. be·-

. c ause. new. p;rpduc_ts are c·ons tantly eme•r$1ng. in �.dvanoed 

count rl,e$ i · so that th�re sEie:tna, to b� no !3nd of sul:>s titut1on . 

--�On balan�e; · 1� · 1s _ J�Xport expruiston that: is vital t.o. the 

· ma1ntenanqe of a bighe:r rate of inves tment and growt;b�  

Among 0the:r> things ,  _el'f.orts toward . e nl,�rged expo�$ should 
1 • ' - • ' • 

inc lude 2 3 , ( 1 ) Dive�s ification of exports to ov��c.orn.e demand 

ls.ee G • P .  Kindleberge r, Economio· Development , McGraw ... , -
Hill, N�w York , 1958 , pp . 24Q•24l ,. · also P • 25§. 

2 .· , . ' ' . ' 
Mikes_f)ll; , .. . Oth ci  t .  p . 60 • 

3lb1d';• •:· pp ·. 163•166 .. Also· Mikesel� ,. Intra;i,,R'�gional 
T.rade': and ·Economic :Development , International De.vt;,lopment 
ldvl4o cy '.Bo·ard,. · Washington , D .C . ,  December, 1958 •. 

Thia. is because 

ate, l ha.Vt> to be oat1o£1od l:>atore'. the substl.tutio!'I '""' tllke 

~-- - ----------

i 

I 
I 

I 
I 



inel�stieitie:s and to meet the requirements , c,f s;hif'ting 
. . ' . 

world demand . New l ines Qt export , such as new. prlmary 
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products ,  proces se·d primary products ; s emi:.;.,manutaot_uras , or 

· e-ven �u.faQtures , should be d')veloped .. :( 2 ). Establishment 

ot . regional tree trade are.a. to i1beral1ze tra..de an.d enl,arge 

expo� market . .•. . . � . 

-� � Sua.ntitat!ve I>etel"mination ,!!!. SeGto'r P� jeqtioti
'. 

and 

Progtam Fo:oruilation: . S-MP f,lnci_ Ac�ounting Pric.&s � 

Bas�t'.3. chiefly "-l?Qtl t.he· s tudiee made by the: Economic Com­

mis s ion r.or ta,tln ·Am��!ea ,-:1 the .$ 1:;eps Qt d(:)velopmep.:e program'!" 

. mi'n.g •Y l;>.e outlin.e:d ·as ,f ollcrw$ ; 

· . � ... P.ro,1ect the growth i;n nationa� income , :t;pe· eupply 
. . . 

o·f . resources ,, and - ·the ba.lan�e of. payments • .  Giv�ri. the over--

all 
. 
cap! tal/output r�tio· a.nd. th�· �ount of

. 
domea-t'ic savings 

and foreign ass istance · o.ver. , t;b_e -' give:n pe�iod ,: the rate of 
. . ' . ·, . . 

income gl"Ow:th 6ver tb,e s amEl period c an be determined. Th:ta 

rate' �l;fould ex.geed th� t"ate or pop'td�t.
i
on growth� (U)d the, 

' . 
. . . 

extent of exc .ess wii1 depend: · on the extent of- peop]..e•·s. will ... 

. :tngne.ss to �ccept austerity :, . A 2$ pe:r annum growth in per 

capita ipcopie,: �ay> be c◊-�,1dered as ail, ;tipp�p:rtatEt p�:be,. al� 

though_ · some ·e>p1ned , th�t it is advisab).�· fpr, a nati,olial economy 
. 

. :to , save, le$s in the ·beginning and mo.re · in the later yea.r,s .� 

The - cap'ita.l/output ratJO · J.llB..y be eEt t:tmated · on the btµ11$ of 

i JJni.ted N"ations � EetA., .Analy�e�  and :PrQ J�ctions . .!, - II , 
0 d. 'I· r r· · · · · · · · · · . . . . .  gn . �•,· 

;I 

· 1 
., 

' 



.o;f . pa$-t .e-�ireJ"ience .•. -. The supply of  resources mea,.ns the . 

. �va.ilable �upply of s carce  faotors_ s ueh as la.bar ,  e.apital , 

fore.ign -e�change , and spec ifie rEisourc e$ � 
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b� Estimate/ final · deJnan4 and demand :for ,, intei'media:te 

products .. ·As expla.i�l;\d befo re· ,. the es t1mat'·e of final demand 

· EJbould be ba;s ed ntit only dn s.t·at.1$ttcai pr<;>'j�ct:tons' ot past: 

trenc;is ·a,nd .eia.�t1cit1,es· of <;leme,pd at home . a.n4 !ib�oa_d , �ut 

al�o on: t:tie lo11g�term g.i-:owth reqµirem.ents · of th_e ec·ononiy. 
The demand for int·ermediate produc ts (current inputs:) ie 

determined . by 1nptit"!"p1�oduc1� coei'f1c 1ents .,, This . will · be dis.•· · 
cus s ed belo'1 . . ' ' . - . ,  . .. ' 

c .. Select inves·tment. p�oJe·et·(s.) ja · eacb · �f3o:tor at'ter 

�he choice b�twe1en , :impp.rts and doniestic pr,odu9tlon has been 

. ms.pe .1 · ·  '.rbis . invo lves bbo oe i.ng different inves tment pos� ibil .. 

1·t1e.$ · (or  p:roduction teehniques ) in e-S:ch s ector• eaeh di_f'!!'· 

teririg in - racto r input$ ( ce.pita1._, lab'or,  . land, .t'o re.ign e:2t• . . 
cha�ge , · etc ·• )  · and current input�-- , {QU�puts .from other s .ec.ter's , 

o r  !,nt.e·r-.s ec-toral trans�cti�-ns ) ..  ·sometimes the l!iargln of: 

·choice .of · t·ec_hnolo-gy rnay be - ve cy  : nal'To�,� in'dic�ting rela• 

t i  vely i r�g_id coe.fficlents of prodi;lctiori. 

Af'.t,�r these steps , the compo�ent$ ot an:  inp�..-output 

ta,ble showing demand str1.1c.tu� ; piydu�tio� - po.ss1b:tl:1t1es ; , 

. 1Thts, s .e·�nu3: to _mee,n a cho.iee of· e ither\ imports or demes• 
tic pr.oduo t�on � . J\et-�ll:y- , some. oommodlties would beboth 
dome� t:tc.�;1'.ty produced e.nd . importe�h. · 1lle prpportion of imports 
to domest ic p roduction· tvould then have to be tixe·d. 

• ' \ I : ,

, 

• • • 



Ta:�le 4 .1.. A Hypothetical' .�nput .. 9-utput Table 

. lriputs 
· and 

01.i'tp:uts 

· :rn�dust,tr · 1 · Industry 2 • • • ___ ._F __ i_n __ a_l_. _D_e_m_an_d_· ____ ._ lm;e-or.ts Totai 

Copnriod1ty · Co.mmod1 ty 
r 2 

( Pro.riuetion .. pQssibili� 
ti.e�u ) 

l .1. l ·. 2 2 2 ·  . � o · c  .a b c 

· · ,Commod• · 60 .. . fty 1 
P ... , ( Indus-

· · :fil 0 t 1 )  . · ·�. +1 ry ., ·.· i: [ Commoa� .$0 
::,: s::. 1 ty 2 O.H. ( . , 

.· Indus- · 
�ry 2) 

;• - . . . 
· M  11.1: Labor J 
0 ;p : . · , 

.
. . 

., ::1 Land l 
�: g.capita:i ) 2lO 

. J;i:. F1  .. . . . ... ....... ) 

Total 500· 

80 

80 

· 200 

!nve�tment .. Constnn'- Export . . . · ,  .- >- ptlon· 
Ind ... : . Ind. 

. : i  . . . ' . . ' · � ·  

28. 

6 . 
· 167 

18 74 

24 241 

: ·50 . 

60 

· .. 50 2l;,O 

-SQ 

290 

80() . 

. Note :  In the above tablf}, th� ·,production pos s  ib111 t1e$ lb and 2h are · . 
s�lecte4 . and 1ilc9me :payments to .facto;-s· ar�. expre�sed in .lump sums Jns tead 
o.f brealtdown�. 

Sou:re&l . Se.·e United Natl9ns , EOAFE, Prograrnmi� Techniques for• Ec-onom,i-o 
Deve lopment,  Wlth Sru?c ial � Reference !2_. �s ia a:nd e Far East ,; Report. o:f the · First Group of Expert� 9n. Prograµim!pg Te>.ql'ln1 qu,es";7anuary ,. I'.9$0., Chapter V, 
Doc . No . ElON,.-J..:1/L.7'7 {�maogra..p,ll�q) • · 
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tn,ta: . �election of . tnve;stm�nt; .p�je·ots : 1-� · to : � • det�r,..; . .  

. mtrt;ea by ·  tb� veJ:u� Qf lil'◊.c1al"m.atgtnal, J)�O'ClU9tlvity - ($MF) 

Q.t Qaptta.1-. The cont�l'1but1on ot each inve$tm�nt. wsa, 1'b111_t;y 

to national irioome · Js· eal.<;;ulat(;)d t>y, Vfi\lu1ng inl)uts __ ar,i!i out� 
' 

• • I 

puts a.t �oo1al <;>r aQ0,.oU?1ting pric�� ,. not at �rket priees ... 

'fhe· n�� value. �dded by Q�pita.l or· the tet.urn to O$p1t4 ip 
'• ' 

t,'bte.in�d t,y· d?dl,19til'l,g, from the va:1.ue ot· outp�t .' the costs 

o:r all inp:t1ts $,tCept· capit'l,i•· This l$ t:la.lled th� :0socta1 
, ,  

profit , "· SQc1ai p��tt pet unit . Qt' e:apital i_nve�ted 1.s· 

ca,lled :::;;o�- i�l mar>gina,l · p�ciuotivt� ($MJ,) :of -oaptt:al 1 Wl'l1eh 

will be the . �c·ountlng pric� t.9r c°'pital. , or _ the oppor�un1ty 

cost ot ca.p!tal� · The proj�et wit):) �h� higb�st ,sMP value· 
'
, ' 

wi:J.l be sel.eoted • 

'l'be ac,counting p;rle�1s are a�P;lice.ble to, .the eoonomy as 

$ uvhole ; not· to th$: pro,ject ·.a.lonef · Wh�y oaJ:lrlot Qe �et . in 

�dv�ce_JJ but have w be det;ermine� by tr1e.1· �d erroJ- until 

the cond1 tiqns'. . �f gene.�a..� eq�.t�l�_ri� ot . the .  syst,$m a.:r� 

sat.isf-ied·• 

(For ttk)re di��us:s'ion of SMf .arid ·otbGr· e�ite?>ia,. for� 

selecting . 1nvt1sttnent 'Bit> ��qtti ; s.ee. tlle .aI?J?&nd\:it ·!2,. tbie 
_ · . ' : ·· · · . . . .

. .
. .. .. ,. , 

. 
. .. - .  . . . , . . . ; 

Chapter.) 

d.- Fe·rrnuJ.·ate- .! , t�lal progratn cotnposed .o.r levels (,.)f 

domeat1c p�oductton s.ncl 'tl?lp�rts ;1 · . . On�� t�, pf()jeota, have 

. . . . . . . .. 

1�,e fi���d -· stated ln b and dom:e:stt·c production and · im-, 
ports ·stated! here ·a,�e· · all in the . a.dd1ti:ona1 sense , 1_ .. e . , 
the �1a.t.1ng 1t1st�ll,�d. -c apa�ity ie f:f;�:r-eaa;: fully ·employ-ad •. 
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b�en_ selected� · th_t3 illput.-produ�t o oeff'fcients of suc:ti pro<!" 
je.o.t.s . c� _ th$ri be -�ed" iri . an input-output · syst�m ·to , ��termine 
the amount ;of p�ductlon 1n · ea:�b sect·or,.· , finally t _ for e·aoh 

. commodlt1 ;· :the· ddmes'tie p ro duction plus iniport,s,  0,f any ) 

w1t1 ·
. Jtist s'atisfft th:e req�lJr��ents of final . d·emand �d 6� . 

rent 1nput.:'.:t -�4, a ·:tria.1 prqgra.m: ·1 � thus · ion�"ulatedi 
�
. 
-�%: · . · � · '. : _' ·. ,_. ·,'/ : . '"" , � . . ;_ . ' ' ·. · . . ... :: .� . .  : . ; . � . . - ' ·_. . · · s .  · · Peterm1ne. t·h_e total . us es _  2! s·carce . . .f,aetors, ._ . . Having 

det·ermiried the d<?>meEit'ic .p roduction e.nd �mp6 rtS··• -�-�pital �nd 

other �·care� factors-·· :re quired in prodi.lction can ·  also b� 
,i 

• . - ,  . 

• • .· , 
. . j 

d�te rm!ried\ · Tbes � . _re.qui �emel'lts s hou.ld, then be" oomp�re d to 

the· ava.ilabla- ·· �upp1ies of each:.♦ , · 

r· -.- : Rev-is-�- '�,o� 1rilprove the t,rial _ prog·rfml , by way ot· sue..-. 

cess iye approximatton · until an optimal program. 1s · re�Qhed �-. . ' . . . . . .. 
. 

. 
. . - . . 

This. s tep cons1�ts of : two : par.ts . · . One is t o  �vtse the ove � 
·. . . . 

. : . . 
, . , { ' -� .

, ' - . .. 
_

· . . . . . . 

$11 , g�wth ' _:rati$> ·a'.e, ·vi�ll as th.a' p ro Je}te�:' deniarid; Wben factor 
. . : . . . . . . 

requir-em:en.ts · far·· Elxoee4 t:heir �:upp_li$si under eve� poss ib:l.e 

· method: - of - p rdduo tfon'•; ,Another · :t'-s . ·t,o ::1�prove> the . allocat io� 

o:f �eeoure'ef wi,p.hout· ·revising the _. overal� growt_h rate an,cl 
. 

the: proJeeted ; �emand,J � rsp.e-at·t3dly,,. �d just:lrig 'prieerJ· �nq by 
. . ,' 

applying . ,the,,. S�:t·· c:fr'.fte-rion �til . f.tnally ·tfi!3,· �acouriting (or .. . . . �· ' . . � . . -, 

equill'b�ium) p;ioes i·. -&re establiahect 'and : the : hlg;hes t  SMP in 

. one · s�d�or ts · .�qt1�l ' :_�-� thee h1ghe$t: Sl4 P: 'ff. ·�other·, -In other 

worcis , ·an opt1tiia.::t pro'gram is · .redched �n:iy a;t'te:r" the follow­

ing f$�nE):ral , equi;;lib.:ri'um· test is satistfed t 

. ...  : 
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kl) . :Oewµ,:Q::.:f!'lust· : ·eqµal · supply for botb eommodltiea,, �nd 
· · · fac:te>�. �:f' . :'.produQtion; 

. 
Oif) C�pttal must be I allocated· to t,he mo�t :pr()dtlet'iv$. ot 

alte.rri.a}i�� �e� so ., that ·. t�� fJ�le9tE3,,d .. 'P�j'f)c1; ; in . .  
1eaoh: sector ,has the �ighes t S�tP · an? t:he :'higb�st 

• · . 
§MP<·tn Qn� �e:�tor, is. equ!ll to tb�t; iin : qt;l)(:i_�· J . 

. {�')' . C,0Jt1modity:: Pri.o�.s m�t· �qµa.1 · th� . cos:t of- . all th, .1-n"!' 
. puts u�.ed to • :produce ,them ( prof�t.s ill ·exces� ot' 

tpe: , margln.�l ; produetivlty Qf cap1.ta:1· :inust . . b� zepo ) ; 
· factor : pri�.es. · mup.t.i E;ilqual their opportunity · cost$ •· · 

. ·· . . ,. . . . . . 

4 .  ! ··Numertoal ·Illli�'t:ration. 
-� _; . 

In·. · accordartc,e�· 'Wj,_th ther above steps • .· G.:l:le,ne� he.e · .. ·shown 

. w':tth · a  sJ.Itipl1ffe1 num�t'ical example how inv�s't��nt proj�ots . 
are selected. hdw · 1ev:e1s . O! . production . and ipvestnient are 

I ..
. • :: . . • ' 

dete rmined, 'and hgw t'he program ·reau1ts _ in effic iency and 
• • • . • . J 

cons istency0
; • • 

the ·>3xaniple ' is presented':·oelOW �i 
. 

! ,  

�ssu.inptions i; : 

Twe>. _ ·s �ctor;J eacili produc ing orie : comIµOdi:ty# 
TwQ tactote -of _produ<>tion:  · Q&l)i tal ,and'. lliborj 
N� . impo:r;ts and ' exports .. · . 

The nit-�i . ......... ; � ' 

Fin�l · -d��ancf fot co�odi ty l' · 1s eatimat·ed at 100 
.'UJ!lit$ L  · . · · . ··. · -
Finai : ·ciematid ·tor commodity 2 ie e::s t.ima:ted :at 50 
urµ)�s ; :- . . . . . . . . .  . �b:o·r :s;µpply :: ·1s ·fhOOO . un:t�s; . . · . .. . 
:Cap1�·t:11 .::em.g�t ·: 1.$ .r.io.� �i�d, tiut 1ts., '.µs� 1:�v to be 
m}nimize.af '_: . •·. .. . . . . . 

. 
.' . ·. . .· . . . E�ph ·. C():anppdf ty, · ha� · ih�ee , possible . p_ro du� tJon .. tech• 

niqu,eEL ' (o,r. pto j_ec -te). which are expfessJid 1-n teril'lS 
ot · . ;tnp�� . poetl';:+�tf3rit$ p�:r- unit _ q:f . oµ�putt e�c;h 
techniqu$ ' .ope.rates, . at constarit oos�r. � 
�npp.,ts· are :.Jt1qt:,ated . by .)n-1:nus . �igns . a_nd �utputs l>y 

. pltUJ · s.1gn�_•· . '. . . . . .. · · 

-.. - -



Inputs 
and-... ,: . . 

: I ; , ;  

: '- Production Activi.tiea 
• ( , : '

· 
._,·: i . 

Otitp�ts: . . 

. Commodity 2· · o: . , . �-o �25 ,i,,().5 l i 
. 

•

t, .._' 

: Labor · ""12·._5 '�7 '.�:5• · · �6 ··•· . �15 - : • �5 

1 , ,  50: 1 .00 
. 2000 ·· · . _ o .oe· 

� . r: . • . . 'f 

•· 1 .-1 · _ ._ 1 ,i.:2-� _· o �a 1. . .  - _ · · r:a . s .  : o �a. · lk1n1mum• . · 

.' . . 
. . . . . • . 

. ;: 
- . 

--�- . ! /  .' 
: �-

• . . -

. 
. 

• . . . . . 
.• • . 

. ' . �� •. :e •. . Selec.t 1nyef3:tment; p:rcSject's ·and formulate ! trial 
.

' ! 
,

' . .  

: : 

. 
,
-

·; 
•

. 
• ' •

' • ' 
: 

• 
-• 

� ;: 

. 
C 

• 

• • • 
• • •• , 

.
, • , 

• 
• 

• 

• ·• -
,• :- • 

.
, 

• 

prcigram .• : ;  _ ,,. , -• ·: '  . ._, ' .  
�s$ng: .the al:J6ve datfi; and _ tlle- market : pr1o�a a.a . a 
f1r$t;,':: approlt;im.atiori� -w�!- li'ave $' · • . . · · ·· · · · . < · · 

. · - ·: · . ,. ·, · .  .-. . · . '
' . . ' '  ( . . 

. 
,• 

: ,-s�-P _ or · iw1 · = ,  1�0.;t12 .s1 , .x . lb .pa) - _:= l:t·,_ · _. __ il# :  o _ . . . . : . ._, - . . . . . !L .l . . . , . 
· · ,ln · ·a :Lik� -�'=lIDler.t 

! . , ', ' , ' . 

. sMF ·of i2. _ �-- o f1�1 :A3. -� . O • ov_· i ' .. 
' 

. - ' ' : .  � 
·_: : A4 : ;•=--0:.4··; . , . · 45 -� O ,� f A5: ,=. �0 .• 2 

tt, 1.s,. ev1�a11t. -th�.t: . p.r.o.j e,c,,t; i2 �d pro jec·t ' A:5 w11tl be 
• • . ' , . , .. : ' - ' • • • . i • 

· 70 

· eboS'e.n,, -a;s • t.h�t- hay�-: the ·· high.est SMP. • v�lue .· :111· ea.eh · indu.stz,y. 
Fitt,ing · t�e��> a·el$cted . project.a·_ :J,;nto' the- •"nput ... ouiput syt9 tem1",, . , . . ' ' . . . ' . ' . 
the 'amoll!1�,, :,,Q:G:; ;�ir(l);��-utti,on in . e:acb .JnduJJ ��,t -f� ?9tor,) can . be 
deterinin�di:- . · :< . · · . . • ' . .  ' , ,:· 

x3 if;I the ·9ut·put ot · .a:�tivity J. 

':li:<> e.bove lilata ta· al>own ·tij. the fo'l.1$ffll!: t!>b1i11 . 

Table 4.2, Choi~$ 01' fechnelo!!t. 

·Thi!uatl"/I· i · Int!U11tl'i1 II ·. ' 

. 11:i, . .A_8 • ... 1\3 . . A!,· . A_"· ,A1) 
·, '1' "' ; 

l 
. 

. . •. 1 

- ,, ·' : .. 

' 

· Re$ttl<>• Kax-l<et 
ttons Prices .. 

-,, --
I 
I 



. . . . . . 

· · lg ,., :;1•� •• • • • ·�outpu\ o'f . oo•o<litJ· ,1; . · Is ,. sa. ·• •4·f .output vt· (;ollll1octit1 2,, . 
1
teh$ ·:total atl1$�t et labo·r and •$Pit.al. �qu:tn.;;d' wtif bet 

, . · a ·. . t:l::5 ' : e!lta�•" t!al ll!s ♦._ t; !6.: !•:! 
, �- , . . •. . . .  · ·. -. ... · .. '.4;� , .· · �,�ei•·· the· tr14�. t&?_a��t• .. : · Th�· '.:�h��$· :·t�:ai. ]>�� 

. . . ; . • . · '<fes .: .,,.Jd��tlt �o.$ �p,;l�$'.l., · be�aWJe . tabor ·:r$qli1��� 1$ , 111$00 
· · . . : . :un1:ts; wbile <its : ,upp):; ta .a.,.:ooo untt1 � . thi� .ll)dit�atea .�hil, 

ll'ie me..:uke�• - i>·��·� t�t � :1�b�� . •(.0�08): O.lt�l'$tates, tt,$ e.pp$1'tim1ty · 
• 

• ✓ '· 
• • 

-
, ... • • ' 

' 

• , • ,
. • 

•
/ ; 

Qost Mid tl>at .a lower p�tc�. should be ue�d · tnetoad* 
- . • ' 

I
, .  

. 
. 1 • 

•'

. 

•
• 

'
. 

. 

' 

� . . repeatedly. • ,QdJ��ine tb� pric�• •o.t �oth. i�h◊.� $214 . . f 

out·puti' ��l: ·by·' am>lylris -�<a: ��inti\l p�ductt.vtty cr1•erion,. 
. ' . ' ' ' \ "  . .. .  . . . . 

t�� tol.l<1>viing .,.ti'tai: i,ros�· tum. : �� .w�rkad · .out ·0:d t1nail7 

. .aroarm:1 it:' \V�)i .·.� th$ ·opti.iu�':',prt>g,iatn tbet. : t1 «lt1•11�$ all 
the tb�E>- · ·cond1t1ona ·' tor 8$�i�i �<iui:llb�i�; _· · . . • · 

. ' . . . ·
.

. 
' ·: . ' 

. ' 
. ' ', . 

·. ,:, " . ;.(-' ' 
. •

·
. . •• 

T�"l� , 4 •:�

!

�, ·· 'S$l�.�$-On �f :· Ppo J�c.t, 1:>y V�tng · At>.eo�ttng Prioe,s 
• . 

\ . 
. . :. ; •. 

.,. 

.. 

. 
. 

.: .
. 'I ,. ; . � . 
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·
·-: ... , 

. :e . · · o .eti · 'J � ()••04$ . o .• ·�so O rtl8 . o.*14'; · • , 0.•:).J , <i'h.14 . 
· t o .• e:a 1-.0 .o.03a . o •. s1; ()425 o-.t'I� . · . · C> •. 11 · o.1a · 
s . o.s2:: 1.;(,, ,.� , · o.fas• 0.2s: , .Q..,�e.t> · �•27 . -o.:ia 
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· 
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-
·
, 
.
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·

_,, -lf'rf_'t) l . . 1 ·1 , .. -- -- ... , ___ , --··--- --·-----' ,_,. __ _ 
'1otel .· l'1•• ♦ th1co 1'ol? eQtlll!IO<lltf ); 

. 'e••••l'J/1oe·to,. oO!!lfflOait}r S· 
P1,••••rrt<10 ·tot ui», 

· O It!-. ll!i:ililJ p1'0til;abl$ · 
• proJoot • .. 
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·
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,lt'l ...... -14� . · . .. ; .. SS· · · \eei. -lsoe· : : · •500 ' ·  .: �Oi08 
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1be tmproyeJnenti, Cc»'i$.1t,ttl · of · two � tag�s.� · vt�st is itnPl'QVe-
. ·. ;, . ' . . �nt : Qll tb$ ,i)r1o«it ot . l:(U>OJ'i tnai a,;, 'hit O' · »e'Sult; · .tn ·�08$$ 

a�pply: · <ti/ 9� · :eD�s;a '.<ie��i
l

-fo� 1�bo�, -untJ,l t·FJ.al· d Whe� 
�.tl:,: .. eoco' unit,g . of l$bOJ- .$,�· f>�ploye� .• - th�e · p�du�tion· 

_ �tf.�tties ex,., i.� end 'Jts) �. Hlect�dp_· .4\hd ·�6 1$ltl$ �, 
·CGpiti/ll $t-e·· tnv$tUJedJ: · 

St• 2 t&·· . .imp�11�mEtn• <.lrl eo�?d$ ty· prie.P. and . .  �. ·� 
. . . . . . 

l'$"ti tit>?)., ot. , a•a��; -1 • - · Tri�� � ;  e.lt�t\Sl:t $qµUJ.bl'$:t,1ng (the 
. . : , . . . ' . , . . 

don1and e;nd· _$,uppl.y . ot ' iabor�- ·1.�,$ye$ t:b.� ·�arglln�l· :P�d�ttv·t.ty 
:.of co.p1•t�l unequal 1.n · 1�e:tr, 1 amd !J?.d�Jli1 · 2 (0.;,75 v.� � -. . 

,. .. . . .. ' ' -� . 
. . .. . . . . . " .  .... .. , . . .. 

. 0.11:') � . '�ts ' !ndf<i�tef tthat t,ti$ p·ne.$ of' oo�d-i tr 1 QV$piii, 
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. /�·�.�f:r.ang�nt
f
· ·L¥1d . . tak'.itjg "toe :�ric'e·· 9t' cl-orm'4<>di£_y' ·?,, �·· . .giv�� (1 .e . ,  

. . , · . ' . ;_ .. . ·· . . . . ' ..  
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·
' 

A:,· i-· : · 1;?1 • (l.,5 "'"· � �opt · .,.;· 0 .• ·3Pk # 'o . ,  . 
·.· · .��· l - •Q�2P:t +· +·�o .• fSPL' -� �',:01\c , .

·
� '. 'Q ; . _ .· 

· �� . . . �;: ·:O � 5:p.£,' .,.- . �:i-(,f � . :SPL ·... � �5P}t: .· 
. 
= .0 . · · 

. . ', . · . . 

. . . . 

Howevl1):t\,, w1.·�t . .  the new · p rte� for QOI?l!µodity J:» · the r�lative 

· p�.o1'1t
.
abllity . or :variou$ .pro jects is. dffferant-j · Th1s ean be . . ' .. . •' . •. \ . . - . . . �:- · ' . . . _. •. . ,, 

' . 

SMP .• . -�$re is e.lso - e.xQesa ·· ��ppiy . ot · . l�bor .• · Again, by revis-

; lhg the. ·p_rioe ' o't l�bor, .we - f inally arrivi at 'a solut,ion uricfe�r 
I 
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• • 

,
·, 

. 
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. . 

. . _.,,:_ -
. .. ... . ,

-

. · · , .  - . . 
. ·. ; . . _ 

. ... ' ,  

. . . ,, .�trial ·;a Whe,rt• St�¥ ' is .. eq·dal · among the Qhosen a_c�1v1t1e:s at · 
. . . . . . , .. � . 

. . ' . ' . 
. . . - . � '

' 
. 

,A1""4:f8:#ei'. ��e dama11d: · and , $h:pply '6f l$.ber ·. 4.$ . 2,;::600 UQits •. the 
- , · . . 

�\li)'f:, Qf . :P;>odµc.t•iqn :in . ea.oh �ac:·tor is 160 . �rtd .100 unitiS,. re• : . ' . . �.... . . . . . ' . . . 

. · :a·peotiv;el�•: .the. . capital. �equirad ia 1;78',- · the; . price �r oapi• 

t�l 'is ;ct .. ·:;.2 ,  :�d. all · the three· condi�io�, of .gener,al -eq:uili"" 

· :t>rium are :satHffie�� • ' ..  . . ' 
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! 
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s .. - A. More Simple , Ap;er.oach .• 
Woe a i�u'.t1lt:ineous d�te rminatio.n of &-11 _:rre1$:t1onsb1ps in 

. . . 

a model like t.be -- �n�t a't)ovi will �nt.ail a tremendous · task 

w:titn th� , nµmbeJ.> �:r s ec-tore> is l�t>g� ;; . · . For• - :�de�d$ve1oped 
. . . countries a s impler m�thQd may bij more useful � .. . Tbe fol),.9w.-

. bqf �111 give a:- ,�-ri.�f deser1ptipn of hew sec�r _gt'QWtb an_d 
. , . . ' . . 

. . ., . �- ' 

. pro je,�� seleo:tion is d��e.rtnlned wnen· 1�ter,;,.seot.oral. t�aris� 
. . 1 a�tions, are negl.ec,ted; .  

�:.,. ! �wo_"°sectpr,_ ,growt}l, model,• $uppo$e . th_e eo·ono� 
. . ' . 

eonei.sts of ooh.sumptidn :goodij sector a.nd invest!(lent g<:>◊ds 

s·�oto:r o'nly.. T'll$. investhent goods s ectc;:� fa to . p�vi:de:_· goo� 
' ' 

tor both consumpb'.l�ni_$e�tor �d,  :fq:v inveetment· se:c,t�:r 1 1.tseli' i; 

so that' the produ9.tiv�, capacity �i' ,bo,th S .. eQto'r.s could tn•· 
Qr'eas.e: . ove:tt · tJmt.�- tr11ie:., tb� des ire�- rat�: of g�Wrh, t:hf3 · 
eonsumptio�in�ome . ·I"atio � and, the . oapi,tal�oti.tputi X'a$ip of 

eaeb s ector,. ihe. -g:rowth ·or both- se.ctors ��- be dete�itled 
f;µld tbe · s.uni· o.f their _ 11et outputEJ sl19uld . equal; ·national in•­

c,ome . �t ,income grp�s a�. a �onstant rate e �e;n pe:riod and 

oonem,t1pt,fon-1n·e9m� ;ratlQ �mains eonst}ant.rt then t,h.e two 
- 21ect<>:rs grow at t,�e -i�e �te �@· inoom() grow$ • .  Thi$ may be 

shown 1n ·the -.foll6W-1,ng .'rltµnEl_rieal _ ex,a,mpl�J · 

. ls:ee . United< Nat:t,�hs , EGA!?E; 02. Ii!!•, Ch.apters I II . and IV. 
- .Illm>'tl"atlve . fi:g�.ef u�ed b�� are · a, · , borrowed t:rom i t .  
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\ �: . ;(ncom$.: ·�t tt:r$ti peJ?iod is 11000# gfowE.l �\ 5% pa� 
. period . 1,1eeo�ding . to1, :pl:enJ · . , ·. · . . . · . . 

2.. Q:onawnption�income rat$.o i.s kept oonst�nt a.� 0 ♦$ 
(80/100.). ; or the );'81ative ratio . 0£ . consumption/ 
Jnvestment ie ·kept �t 4-t:;J.;J · . · . : .· .i•jt:.'. ·$$.pital/oulput ·· �at:l;o. ·rpr, Qonf:l'llQlpti;<>.n· a·e� to:r. : 1$ 
tl•·P ;  tor investment eaotor · ie a. • · 
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In, tb'$ e.�oy� example• 1,f' th�. 200. !r:tvestme:nt . goods ar19 

aJ.i uaf;)d t� · inc�e�sEi t;ne prod�ct111�. eap$c1�y · ot the conaump� 
. �, ' . . 

tfon ·sector· 't#' p�clod 1 and w!i.l remain : to b� so in subsa ... 
' 1' • 

quent pertQdS :,. �hen', ln pe:rtod 2 ·1nv.estment· p �eto.r 's c�paoit;y · 

will ·r�aita 200� .·. Whi.lt · oonsump.tf.on sector will beqom� 857 

fabl.e .4 ,,5, A !l'Wo•llector Growth lilod.el . . ' . . ., ' . . 

, li'3,l'llt ):eriod . 
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arid !nco.tne w1ii 1r,t(rtease by 5 +7%. But tram pei?iod 2 on,, 
. ' _Q·ons�tlon gro�s . o�y by- -.� eonst®ti . amount · or : Sf attd . in� 

. e·om&. -�1'<>��. \Vi l.'. L, g��dua.;Lly daoreas.� .• , ' ) · ' · . , ,  .· 
it� . on tb� ' othe:r hand; it �s pl�nned that ' 6orui�pt1on 

1$ to b� raj��d : t.O ,  � - higb ' ievel �t �· e�.r.tain tutur� . p�:riod 
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P,e.rl,(>:d, . th�rt ' fohE;f -��:,.��t1on d{' p.rhje-?.t ()13.fi )>e ! bf�e-tlt s�e'.ted 
as· folilows· s- :'• · . · 
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' non�m;et:U:lU;r�blt1' ;�pa�'f :1_1h,lqh it:l, · a '  JD�tte� .ot -'· s-t.fbjecttve judge• 
. . . ' . \ '  ' . -' . . i' , . , · . , ; . . . . . ' 1 . 
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op Pl!�;1,; !>,l?�l.t,�� : et<!.;, :�o� !!SPiJ1; ot �bd i .i4;�,it,, l�, t\U'll, 
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,the fc:>�lQVlirig �'iJP,e.�t�;,, P.t: P,�j�.ct JJnj,,�Ct; , 'il;re ,CPllS.idered �nd 
tbeJr tf?.?>gets .$et by t.he pl$tm.lng authc>'rity-t · · 

. 
: dur:!.ng early period!!. l1)Ullj; be redµoed and. l!!Or<! . !,nve3tme111! 



\ .  

A;; · lncu�a$� · 1:n national incom�,<>v�·:ra.11 �avg�t ,,' $1:0006 
1n1:(l�<iml · . . . · _ . 
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. . · . . . . · . . . _ · , , . . . . .. . , Bt · · lnot$a$e· .1n employment•:...c,vera.ll targtttJ ·. ··1.- m:111.1c>� 

· per:;son.sJ : · ·. . . . · · . . -· · . ' •· , . · _ . ' · _ , ,_ : � - .-
et -.· ·· Ine.:rea'.s$· in · $av�ng��o-veiiall_ i�rget:t t•ooi 

1111:i.110.n .. 
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ea.pita+ � • - The i31mpl�st. t,etJt - is t:q� �optrihut,ipti'. :to, income 

per �t - oi ' Q;�lt�{ ltb�· out..�ut/:cal),i�a(; r�tio )>ic
·
��r,d�� t� 
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$'�1ecte;d!  The se,le.etion ' ot . proj(:)Qts �ill
.
the� l>e. · nrade 

�Q�or.din$ to th� ·t;rd�·r �, this. ratio, from the pigh�i•t to 
·�ez:t · h_1ghe$t ®�il _al:L, <H�pi�al ._avai'l.�ble foF �nv�stment: 1� 

· tully_ �t1.1'l·$�th . 
-
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.'l�J."0.1�ct's thus _ sJ��leot'ed ·•r .t1«:>t s:1.it�· r�s'8 to tlie a�$ in� 

e x-e�.Sj�}:t in i�eonu.i • .  1

�niplQym�nt'f' �tld savings ' '  as ' o:rfgi�l3:uy ' . 

_p1a;nn�d·. Tbe: . c��-�· ter this: may be that the . reli,lt;lve , equlv,.. 
.. ' ; · . . - ,..._ •; . ' . 

a:i�nts . a.re: nQt ,a,pp·ropr,tfilt�; '�lQ th1;1t 3tlril$ 'Qf the<· 1rfere�s�s�� 

tor.- e:�pl� t .  emplc>ym.ent••fal:t:.s -::!ho:rt ot . . tbtl . .  ta�e:b.,.,. I-t 1� 
, ' • . . . . ' ,, . ,. .. . . . . ' 

the�· ne'see�-a'ry ti6 P-e.viaa - tbe taluatlen· of :employmeht upwe.r-d 

so tb$t proJ�:ct�f with - r·Efl.at1vel.y 11,U'ger . oont:rit?utto� to 

employment _ w-il:l, µciv� . � laipg��- va'J. �t t<?_� '  �atio •: 

Or 11: t  ��Y . bf!> , the.,t it'l�e pl� it$elt h�s- to be revised 
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di:>Wb'W&rd efir -·upvta�d:,, :®p�ndint) upon wheth:er· the:  .. �l/lfSets a�e 
' ' . . ., 

imposs'.1 blE3 to' �tta.iri o'p · arEt $11 $ U;1)_asaed.'i , �ni�� m,e� the· 

plan �ay h{iv� Q�eh-, b��ed Qn unrealist·to ,Coe:rti�1enta • 

. Jl� 1it· m�;-•°l;,e , that . . the (:)'.st.imation ot : t:)i.E3 · impaQt. of pl'o� 
.· . . . ' . ;, 

ject.$�-:'·1 :.Ef� ,. :_ �l� 'b1 ,- 01,,, �tc ._:"!':..h$�. b�en errr.9�eq.l;S;. in wbi�� 

�.$..$� t}he•, . pl.@ . . 1tae:�. i,�: n�� :to . Qe i'eVi$$4♦ . ' .' , ·  

When otbei- $�arcJ�.: faQt9�\·<;than cat;>ttal (te�e.!_(?1· etehang�_, 

- �killed 1a�or, · eto . )• are also ··used ; than ·the den9tnin,.at<>r ot 

' V4lw.t1oi\ of l"r<>j1>ot e f 
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, , t ' · , , •• •  

'
1' 

• ·. 
• • • 

- · . 
' . \ 

' • • ! • • , • . ·
. -· 
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. �iµc({ a.riy · 1>'E>.t-ter.n o.f fut�, prodtiqt16n · must \ut$-tely 
ma:ter,:ai1ie' ®'' A �;�.t · ot indjvid�fil Pro:j ee'ts :. . th�·· J:m\pQrt�ce . 
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. of 'inve.s·tmfint p�•jett� in: tb� ove.r$.ll development p�gram 
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1,S eel.1'-ev.id�nt • � V'�'ri�ty . 'ot .  me.tbQ'ds. ,or e�l,ter-1� ha$ . .  
b�e�, $ ugges��Qd. fQ � $ a.

i
ect ing deve.iqptil'3nit. projeqtti , : ·· .l)e(}9.Uij,t 

tn� m«rket•i"rnrt·ee< �ec'li«mlsm do·e�l 't10� p:rt,ivta� : a, ��_11$ble · .  
, !, I

• • 0 ;  ., ,  
•
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• • • • . ,. . . . . . . � . . 

f$u1dEt♦. But �heJ in t'-Wn , h�v� de;f��tll ,, too . '.Vh�y. . ate �l'ther 

too eomp1lC$;tt,d . q:r· ·o�.,ir�s�,pl�j.e�-- ancf ·th�· _majo·� prbblE)t11 

e·ommon I to· t.hel.li all. is the gtrel.\\t dif.fieulty i� actual - �easure­
ni.ent ·c,r e):1tiinatlot1:. · 

fier�-, �1-thout goihg- 'into de'ta.ils , we w:t ll g,tve only a · 
• •. ·, . · 

. . ) 

btitd' de$0,�iptio:n ',hf �ome of ·t�e 1.niportant c rit.�;ria" developed 
· . ' .  . 
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Ei•.• . Crit�:�ia -b8f�:d :g!¼ �}½$ p�d-�tlt1v1tJ o� ! s·�pgle.J 
. tac.to�,, �l;l�lly< capfta.'.t:} . 

·P.:ri·J�te·: :�iefu,pJnt i- . , ·. · · . .  : : . 
- - · :_ ·. _ - ·. • . 

· f �}( a,�;!�;:�:a��t:� 0{-i\�:.1;:!! =t:t;���!ii!i; 
· . ('��p,itAJ t.u:rn9;v;e�>- • . · . ;. · · ,  ·_ · . ' '  , . . . ·: ' . 
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Wbe ·i)r(i�it -��_tlo·. ma;y be _described e.a t'.he'· ' �i3.'tio �t net 
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�j_ng_ the - ���pital 're9ove� . 

taot;�.n ·. · (� · � r .f ·,j •·• : . T�us.�; �h� • �  .r ,t,it for 10' Y,'e·.a;rtf $etui ·· lif� · 

�t ··6,g i�te�st · 1.$: o �i�ts�� . �GO��ing:-. to itri.lUicfal . tal)les. . !f . 
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' l · ' . 1 ·• ' . . -. . . 

tbe• · ln1,;:tlal 1nVestrq.ent · '1s -�:�O iPOO _,; then the· e·qulv�ien� annual 

· o&st or valu�· bf the · J..rive;�:tm�nt .;i l().;.ooQ. - � o.:13587 -� · l ,359 . . . , · . • · . .• - r . . -_ . . . 

Ir 'p,9t 'in(;om�::i fs equal. �6·' · ; ,, 559 �; · then • then$· --��- .ri�'. ·:�et, Q .r . 
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the annual capl. tal cost {.J.hpl11ding ,,d~p;eili~t:ion\ ap.d i.n~eiest 
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at .· i�e �:qui11br,ium . -�.i�h$nge " ;riit:e. • · Villeriev.$·r --the�e . ts unde� 

or '9v,:·e·:r�ya:tu�t1p�· . of. .
. the excb$ng� , r�t<3:,. . th.e .::to,t,a.;i/• ne-t. et::r.eet 

f 

: • 
i < '•

•

. , 
' • 

• 

, 

' 
•

• • 
• 

'

,
; :� I ,

' ' 

• 
• 

• 

0 
: 

• 
• ,

• ·

: , 

• 

; 
, 

; 

• 

: , ' � 

' 

' • 

:� 
.

• 

. of the . pr6 jf!>·ct· pp bijiatjce . ◊f! payment� pdi:d. ttqh ' shoulid �e . 
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' :' .. . ' > :Bt>imai:,y, 'ben�fi t.a ()f 1Jhe .·Ptj:>,;Je,et"!"•--$lig ,' v�l'tl:� . ot 
immediat� ,:p�:attet� :: (o.i( s��lo�$J · e� ·,� , · �·ro;jad:�·� · .In · ,1;��, c�se 
o•t 1;3;n · i·rfiiatiori pr.6'ject 1 they tn.ay 'be · the value: �r- \vheat; 

'- 1 I , • •: • • � . � • • •
. •, 

_ 

. p��uo�d by _J
.
th� ifarme� ·  using,. :the' . • i�rtgation ' W�t�; •. i · 

$d�0� ·•.o�er: :nt::t:
a

�e;::
b

:�
o

:�:
b

:::::::r:::u:::�:r·
.
· 

' �e,�lcf9s' ') • · �a· ,i•: �e•atitt ''. of . acti'vft.i��: ;st��i;ng'. i·:t-o�: ' 6� it'iduced' 
' •

• 
.

. 
\ '

.
' 

' 
. : :, •

•
• · . · , · , , "  •

• •

•
• 

'

: :  ,' . • ·  
• ' 

• : • : ;,; · :  • •

•

• 
: ' ' · : / '  •
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•

·, ', :' '

. 

< ' • : • :by. :tft:i.e • tiroJeetJ · They wuld· notf �aver 0Q'�liipre;d''.-,1t· tte·i; p·r,ojec:t -· . · , · , : · '  . . · 

.· , : · '.-- _. _
.
· 
. . . 

· -- . · . _ · , . , -. . . · : . : · - '  , . '  : " · ' -'· . .  ,_. · ., ·: :. - �. : _ --.. : : , ·, '·. ,. _ . . :' . . ' -na:<;1. n9-�• been . updertt:ikerl. ·in o tn�r wo rds,�: t·h�: fndu�trtea · 

atfeoteci -�y tbe: p'�:J,e�t ·  nius1f h�v� naq idle . ;apao��j or h�v� 
,, ·

. 

. . . . . . . . . . . ' . .  

! 

·_>\-. . 1S-e�f· t7;-�·:s:, ·. ��:�-�ial . · tnte'�Age�c,{ R���r, :·Ba$fil" ·_qoimhi�tee, 
. :e� Qs:ed.: ��ao:��e:e.s>,·.·t,�r,_ :�o.n9tnto '.. J\ilalte�a_ : ··ot _. 1,11ve� '. Basin . · 
·P,:r.o\ , ec s,, . t,.a.�hingifon . .- . J):.,_q:41·,:; 1�:. :· 'r so . t$I�ed· �-��lonS j ' 
·. orn>;u· a.tf:on: ::ani(:'!ootiomic, ; APfrai$al:. •ot-: D��elo.pnienA� ·;i;,�oJ�c.tQ ,  
vo�._, ;i:/ ,-1'-a:�t ·:��·) · : X,�"sj( ,· �-t>p� .. .  · •t��t�f1: ·\' '<:, · : · : ·_ ;_ , · ·;;•·• · _ -:  · . •_ .  ·, .� · 
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ut!lfi�:d ··th� ��t�mli:: t ecorioi.ni�� :c�eiteci by · tb� :p:pojeet .  In 
. : the\vhea]� . c��·e:,, tl:l�, · C:11:ff'er(?hC� be,twe:�n 'v.alu� \,,t ':fjre·a:<f Em(\ 

- 1ia.lu$ : i>f. · ·wheat repre-s-�nte· t'be ti'.e�oricl$ ey : berliif1tij· � 1 -

· · · ! · · · · :Pr1jnat, -�·oat$ · �.t . 'the p ro ,3·e.ct'.��eet\J lnc'l.µde, 
di��c'� ·e;nd' �-�6c1:at�<f c·o�ts � · 'iireqt eo�t'.$i · :al.--e ·· : tl)� val-�e of 
· goods : arid 't(tfrv�c.e$ . us·�a fol'· e�-\�1'1abil1g/ nfa1frta1nlr�:� • aiid ' 

. . 

op(�tinff ,th� . pro jet> t tJit>oughout' t,·s tiijeful ,• iJr� ' '(.l:OQ y�ars 
�a l-tmft·) _; 'llbese .in�):ud�, ' ' it)lJial inveitt.ment- ;D:1 -iartdJ l.$.bOP 

- arid • nia.tetial�1:f - cos t £iJ� ':veplach�.m�n1ri· ma�nt;'�niino.J-,>�.nd oper-­
·�tiQ.�J . �os� · .of· lnveat·1gfitH�tif3· ·and e�g\heering· ·f� p.e·ctionJ 

. . - . . . . -
. . 

' arid 1�d�iri1:at�att�n eu}id overh�1i.d i� g�nera::1.:. ).Cn : the': o'a$�' ' of 
i�tJ!ig�tf�'i ' :iir<>Ject jp: t.li�y· :�le ,the c oats': fo'r ;1��1'rig ' the viate:r 
at ·tn� . d.:f.spO'�ii . 6f tb� r.·e,.nn�r♦' :  ,t.soe 1'at·eci ieo.:a'ttJ are �ht) 

. . . . . . . . � . . . . . .. . . . 
·, 

'•
· 

-· .. . . . . ' 
- . 

iai�f:) f·t :good�: ���; :,s 'epv-�:�ei 1 -nei�4�d - ,c,v,,�r' a)jd ' :a�'?V.8 :  tho$$ .  
�e:�·(1$.(l' by- t'h�: 'prrJjij:c:t its:e'if '·.-fn C>"ra4r: to 'mak!� t'.he. ✓1-e&ta:te. -. . . • ' '

'
, .' 

. ' . . · 

· _ prcrdtitts . {9rfs·er,i1e.e$J Qf t:b�, .. p�ojeet '�t-ai.ltt:bltt fo'r us;� of 
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• • ' 

• sale.· These . '8.I'� �on:4'.pr���et(�'.os t�-�: : lrt the .wti��t :c��J·i they 

Sf)c·ondar;t . .  co•$ta·, :ot · the p�'9Jec:t·;,..-.. W}ies� a:J?� ooci1ta 
. - . . 

, 
. 

. ; - ·�. . { ' 

o.f . t'.he � e.et1.v'.1,tt�� , ,st�jii�tr.ier fiom <>'r· 1pdµ<>ee:- ·�y _ th� : proJec·t · 
. '  . ' · .  

' ' ovj __ p · and a,bpve• ':�h�' 'diii�:�t: :��d:. a;af}o·ct�ted ' qosi�\, '·: ' They . ar.Et . 

al.so: · noi:?;�pr�j:�QP co�'ts, .• . +n �he- wh:eat · ·o !i�·e , they· ate tbe . 
• . 

. ' 
-

· . • � ·. 1: 
. . 

- tfo•ste .Qf '.trElii�ip�it 'anid - --�lllirig ' the> ; Wheat �nd . b�1ng and dis--
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- ,zi6n.i the above .,: the,: oe�fi.t$.;costs rattq . -c.� 1:>� 

. . o·bte.in&di. : . - , · 
. . 

: Projec;t. ,l"?enef.it,� - (�r net1 bene;fi-ts . . attribut�ble 
. iio , t;b�'\p rc>jec�J ;f ( Px,iniary �en�_�1ts .·'\-· _a_ �s-·o_ o_.1:--. at�d· o 9:!3,t� J t (;1�·cor,ida:ey be:n�f.:i t� . .:.. _flecop-dary 
.c·p�ts} l :  ·· . . · . . - · . · ·· · · · . _ . . . . 

- f.�·-Aeoti
' . eo:$t$ . . � Di.,t�Erc t. _ QO�ts 6t the proj�o.t·; · 

: . . -. ;_·. · . ./ :·· ,.)( ' . . . .
.. : ,  

. 
. 

. ' · :  .
·

. 

" '_ 
· . ' 

. 

·:eene�its�o9sts �tiQ-· �' :Rro ject;_ b4�fi.ts. ' •· 
· · · .. · - P;roj;eot_ �o$1:s ' · 

. . � 
I, 

. 
: . . 

. 
. . · · . {f:3,) · :Meaa·uI'eme.nt J : 

:. �·�· . ; . - .: J:," ;;�:_,·�-
. : Ide.�_Jly �; - aJ:1 prtma.cy . and·. e t1·q�udary beJ(letit,s ._ , . 

· �nd cos-��· a� i-nclifded . :and pt?tces: ratle<it t:rue tb�itl.l lhtei-� . . ' · . ·' • . .

. 
t ' ' •, ·, ·· . . 

. 

' ' • . . ' '. 

�-� t ., . _ ;But ., . .  iil _ ;ptati,ti�e , AP<l ·  -in no.�ai· oa���, , - o�ly . rfrirllary ·  
·. 

• , • :  . ' • 
·. ' . 

. : .-: . 
r ' . , ·. ' '> ;. • I 

•• • r_ : . • . ·•� 
: 

· ·e.ff�ctt:J : a�e. 1;;npluded �nd �nlt · fµafket. pri.c.$eii. >a..r�, apr>'li-��l"�-
• . . . · •  , . - ·· ' .. .. . ;_ ' . . . ·. ·  ' . . . 

L • , , I ,. 

fh� ma�ket; ;  p:rices �r� th◊$tt r·eJ�a9t,tabfY. - .�xpect.ed t;6 · p:r�va1l 

. at : ,th� :. h.im·e :. :�n�n · th,e· beij�:fi tfJ : ·a.nd · cos,t�: a�. ' e,2q,:$;C't$d . 1}(>· 
� 

! ' 
• • • • ' 

-
' 

" '.•' 
'
. " ; 

I 
• • 

•
. ' 

, • •' • , 
• • � 

• 
� •• , ' , 

ooou�o;. -�sl�e·s i- to:: �ajte- tbE! . valu.�@ �tta(}h.�d- te> l:>tjxi�.f1tt3 
· · , ·, ·· · ' . _: ·. � ., 

• 
. , , 

. , • , , . 
• 

. ' l 
. 

, 
I; 

- �nd 9◊�ta . �t •t��lr t im�· t:>t :a:o·o�alt o·omp'3.·J?abl��- t.he .fo�rila 
• 

• 
I

• 
• 0 , • ,J • • 

• 

• 

• / 
• 

-, 

•_ • 
; 

of :e·quiv;S1-1enoe h,� ·t'o, b_e ·  .1;1s�a'. ·_ �o· tb�t -�hey : q�n · b:e co_nverted 
- . . . '

, - . 
. ' ; . . . ' _-. . 

intr:> pre�:(:)n·t ,vor�b _Qr $qu,:tv�1�nt· . $.'rmual v.aiu�s ., 1l1he' �ollow• 

1ng example �- - qcon·�14e;r:tm.s: o�ly, pr,1.mary; f;lftec·ts .1 �.nov;,s now 
/' ' {  . . t . · ,  , r_ 
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- t;b!3 
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�atj;c> i� . ,eglc:ul�te�t 
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· · .W�b:ie, Ai$:: ; )c��1i1'��$.0t'l ot' B�nat1t�;�po$tl:f . �t�c:fi 
· · · . . . · :_ · / •. ·�n x1.)��»i�1on· : · ., : '. ·  :• · . . · · , ,- _ ,, 

. . 
. ; • _' 1 " _ If ;: " . .• , _' •., ., > '.O!" . : F H 11: '  . 

\
. 

· " ''"·• . ;;, 1 . t . · \ · J��·�i��$.J 
• • ' � •

• 

;
. 

' , . 
• 

•
• 

'
' . 

·

•
· 

M 

• 

I. _: ,,: ·- _ 
.. , ·, ·: . "i ' ···.'. :, ' '. , · .. . ·

. : .
. 

··, ' . \ . ' . . . 1.  ·oatc·ulatiion. ot T<>·t�J .A.�ual 1 .Dl·��, . Ogs/b · . · . 
. · .<a.) :OJ>�r�ttt)rl:: �n� , main�e�inj�- · . .  ,; : ' , -:-.:,' . 1 ' .  '-. · : '  . 

· ·10 ,.ooo 
·("(). ) �q����l�.�t : �ual. _<:?�� -: -ofi e-ap:t�� : .:, _ ;: ;  . · - . , . ,, ... !5,.-,Q� . 
· .. ( ii:1�1��1 -· �to�ttn&l'lt J�l nd�ll�on� . t�t; 75 1-�a:ro 1, 
. . . - ;t;P:�t�e"''' c  �Ll�e· : �, ,. '1;,,: , 'th;f,f 1 • il!l . 9-t,0:��$7

.
) .. _ • .  i 

• . 'fotal. : . .  �ti�l.- Qfq:iit : · · · · · · · · 4$�700 .. 

· 2 .-♦,, · d�c"114�t�ii\9r ° 
Arin:u�l ri���fft.' : _ · , ·  ·· · · ' 

• 
, 
• • ' ' 

.

; •: 
• 

f � •

. . 

� : r ; • 
• • 

• : ' 
·
, ) ' • 

• 

, 
• 

I • ' ' ' ' 

(a·) . . InQ�as�· · ' 1n net ·cnua1· fa� . ineom.9· · 10 · rear;, ll�V,5 t g:ros$ benet:!.ta to : tar,mar 
. , ·Q.100.11000 · •'· op�rating Gxponeea $:SOiOOO') 

?o,.OQO ' .  , '. ·  . .' , · :  •. _; ' · ,, . , 

\ . (,}) ) : P�sen� � ox,:th .at b�g'tl(U'.i:tng , e,f , lltll . �ear · . ·  · ivo';ooo· *-· ·ea o453 )  - ·· - · ·  · · · , · · · · · :,. · · · · , t ii02.��QOQ · 
' · (c  t ·f:"E>..s$nt 'W.oir:t,h ,• ;ot ne'lt .,�nofits . - �t c:,nd ot , 

, :  . __ --cor�$·�-��ct£oii 1{1 b922,1000,1 t Ot�441) ' _ ·  •. , .  -1$4G2•b,eo.o 
(4L A1,1n-ua1· �q\;11,alent · v�:bie , of te) in ?'5 y�ar� 
. , · . . {1,482.900 :¥ ' (l.013,7) . \,• . ' -

. 
. 4.$:'.jiQQ 

#� .Jl®�tl:i,e. ... /i��, �Mo .. �£t�8,, ft •• ,ii 1,1<1 

··· '. �J���.f :4� :.!ili1i,.d·n;.;t�!f..";i;,. •�;'ua1,•An ��1� 
-,,1,;,,,...; · ·ii • • .- - • • .·n· . ., ,-n  . . �, ·· . .,. · . . "'-« ..... • ·. . . . - - . . . . .., .. . . 

, . .. . . � . , . .. . ... . '- ,  .' 
JWJ;;1.:YEl .:J-8J2!i20 ·_ U., �� !!(aQ�S,:, - J) (I. i',li� �: • :·: 

, .· ' 

! 
. -� ,

-
l . � 

. . · b�.. filred't;: an4 . :in�f�ct v,al.\le $.d4EHi�r un!t·. ·Qt t01'J:!li . · 
.. • . _  • • , · • .  

·,i�·. ··,: · · , ·
. 

· -:r.·· ·� • ,'.f
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�;}>.4,

�
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.
. � ,�,�•1·FZJ!i7'."'' ·, ··• . • /  . .'.:�1· : · · · :. , -· ·  .. .. . -. /, � -�- '!'! . .  <I :, · � - �

!
�-: - � ,. ·,' , . 

/ :fnnut··• - :· · q!nts: 1 c·o9tfl�1��� m��t;)tn,"ee - ��-� :prgdu�tivtty of. �-he :.: . . .  ' . · , . . . . . ' . ' ' : . 
. : ' ' 

.
·: , .

. · ·  .·
.

. .·· . · . ' ' ' . ·. ' 
J,nI?ut· . �(Jmpl��- .ar,iq• :ts·: :msi·e�: -'by . �9l"g� Abunu1d4• aa. � ,  QJi':1-�er1on 

,. ,, t f . I t , , • ' • ' • �. :_ • 

•

� ' f • •. ' • • I · ' 
,: •. • ', • f • , • ' ' . 

r;r· :d��-;�ln'fi�- il,lve$1mJ,a.�, : prtor:ttleEJ ��. , .:st:P�od'1(.}ttv1ty" 1s 
• , ; , ' I� �:, ,•· 

• -� � ;�;:· ', :•
•,�• •i , 

'
· • ·· • 
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•

: , '
• • •  

'
' 

•
, · 

•
, • •, 

• , � ; . ; 
• 

e�,��ue.cl Jil� :·t,l:it ,net •· d.i, �ci �'.nd in<lt�f.?Ot value a.4<1.ed ot, tb• . 
; 
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. 
. 

·, . '  :. . . . . . 
.
-

.

, . ' : : ' 
.
. ' . . ., .· . . . · .  
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.' . .

. : ', · _ _ . 
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. ... :·:· . · .  . ' 

_;pl,'i,Q3�0t 1, · ino;).u�:·1.ria• l,).ftifl\�� · fQ.�· 1�pt1t1 · e<>niP,lajt 1�otu4e not · 
. ' . . , ·. ' . ·. : , . ·. . . . . . . I . . .  . . , 

.· · · 
1 I. ·._ . it . , rilll� ti ' . . •, ,'

·
__1).fo·:·1
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.
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i. :s�, -��r.tb�, - �hum. ·· .•.' a,da� .f P'fiiffl"!l.t. ?vt<>t:11:;e�r dO!l™. ·. · ·nt -�uh-

tn1tt$d tQ: ,ttt·e. ��l111ta:ble eo: . , er,e;nee o! · �iie f�teJ<Qllti<>:n·a.l. .. 
· . lie<>:nonuc : A��f.{tJ:ia,�\9:n:i : !U,Q ·de _ i�ne1� ,. · l.�28, .Augl'lstf l�SV '° 
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Otiiy '. tli�' ��Q1;i�ces ne��\3 'd for inve;i"�tm,n�.;- but• ' $,�f3() th;oe� 

n'eEi��d: f�F op$_ratiQP. 'of th� p-f9'j�ct . 1n ,or�1.�r tb , cftt�-a1ti-' such 

�;tl'cied 'V��U.()� . P�fft� �re, :a.;gairi 'lriq\ticied• 'a$ p'ay.niEint )_fore 
' � ,I • . . 

e.�tr�p·reritlur'l$ BE3rvlc}ie •' . 
: ,, _· -· .,· · ·. 

\ -
. ! ( 

. , ��a,i:d�·s: : oo'r1s i·derfng . 'botp _ dJr·ect'· . t:ltid 
.
{n.dt�ecff :e,fi�c.:�f! / :  

' 
' • ' ' '  • · I ', 

1 
• • • 

, 

. ' ' ' , · . ' . ' 
s_ ·q_oie.1_- , - _p_-- -:...:.;.; o ;l_ .- •n· _-�- - 1·s al'so :tnt- ,;... duoed · ' )1' __ ,h _ _  ·e·_ - ·.-,- ':i:ie,t_ ; \ ·va_ lu_· e· - .:e:d.de:d -..... � 0 .

. . . . .  , . ·· - . , . - . �� , _ . ,, . ·  . . -. !It ' • 
' 

' ., ,  

- -( the 'n�e:t>ato·.r or > the fomuJ:�) l°s_. .. c{a1culate·d e.t; fuarket ;ric,es j 
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• '' ' •, : , 1 1
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-
�
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-
· '. . : ; ' • • • •
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:
\

• � 

..

. 
' 

·. , 

: b4t e:titn1nat;ii'\lg sups1dtef! :, ·t.a:K..el!i', . $tl'd · :ta:rif,fs: . The J?es.qurcea 
, ' '. � - . I ,'. � . �-, • ]1 ·, :, , ' ' .  • '  ,'> , 

. •. , r • :  .. . • ., • - � I , :. !' • :. , .. • ! • •. • ' 
' I ' \_

.
· _: . .

.

. 

us�cl :fo'r/ ·-irivlH:�'.ttut)ht.'. �nd O pe�-�td.p?l. ', (the' ' 4.ehottd.n�t.·or)  a�e ! -

, ,  . . - .. . .. .  ) ' • . : .·_;_}' \ : � - ' .. :, ·. : -. / ·: . . .  , · · ' . .. }?:!. .
.
. · ,

., �-'. :, . : ; � .... . .' ' . . : . pr��if?: _ $-o(}la,l";Y. .l?,,Y: ?l imlnatrJ�ng, . ·s��'sidi _a�t�- t�f�� ,!:�nd_ ta:�iff$ 

· - - :(1� \ q:is:� ; ··or .' 1i;ip,1t�. l '  �r1c1 ' by· .p:�-i,otqtf .a:t: -qpp_o�·uti1�, oo::i'ts,- -- - : ; •. ' _- - ' -_ '
· , - - ' ' ' - - , - ; - · : · . - ' _·, 

; _: , 

. - : ' ; - ' ' ' ' .  ' !\ - ' -

( in q·a.s� . .  ·qt , fa:ctojt inputs ):i .. . · · · ·, - , . , - ; · , · , • • • •  - : • • • • · .. • I :  • •• 

- Thtl ,:to·��l.a;' . ·pro;os·ed .by i\li·upi�d$.· , - 1,El ai:1 f;'Qilowe t · 
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. ;� .
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g�wth'.�: , · "8oth', -1'�1.��n .:_and. tb� · fllll1,_pp�n�,s -ach�ev�d· ·

r�le. ti itely . 
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�1.gb -j.�_to : ·o.f : g�-�.n : :1�1 . th� : pa�.�l . . 'Ra.1i.,an,: :w!; t:ne.�_tr�·� :�-- p.f�t.' . 

.,n�� : 4UJ'1�8: :�,�-5.�.i.9'�$ Wl:ii;l..e �h� Ph!+iP.Plne;s , Wl���.�:tr,d;mo;�� 
· ib�-- ;6,%. · ;p�r··�m� - :�-rt�g . l9&0�l�S6 • .  '1P:Js ." h.is� : , t!\t��: _ i� c· · : , -'  

• · :�.b!�tl'y:' ·. ·t\- . l:e,.ij�l t-: . et!, :tbi: fe;�ol?$,�1e •Qa pltp.l/ 6:��:�i :_ ·,��J.-�;f . . . f1:\ : 
,T;����''' , t;)'i� i ;a.va��ag�- - �:iapt.t�1/outpu.t . -�f)._t :(p : 9-�r{ng._Jll�, . r.i!r�, - . .  

· - :P�� - -�ra..�:d•· · w�,ui .:ab,<,,1:1, ::r..�:2,: :�� - ,t.�i;�a.�nie�it.� i ��l?ie:\-�ti-�<f: ��1-�t.�w 

.

. 

;:;:;:::::::.�::::::::: ::: ·::��,�::���:;::\� 
, � .-· . 

•· •.:::o;:::::::.::!t:a:�
w

:
$

�:::::�:�:::
r
:;:::t:� 

· ®te:4,:gros:� : 1r,ivestie��, , ;n \s�y$;rE).). _  a.·sp��b$ �, .J�lilct- .:�'; i�'V-�,l-ep� . . -• � . _,:>. , • ,  ' • ' I  : 
.• 
�5 _ : • ,  •

.
; • � j • ,_ ·

• 
,
. 

• 

•

·

. 

• • 
. 

' 

.
• 

•• 

• 
: f • >: _._ • • .  • : '. ', ' •. • 

ci:en.t. ·gp,,$�' �-11f-.{t_:�;�$'i) : tavq,:r�l:)}.$,, ei�� t,:gno.e.s: will :no .,,;9nge:� · , _. 
� . ' . .. 

1'.E) _ . :?.J��':t.-��l�i)�<":. · _ }r� i :r�p oisAtOtio� . qf - - ��::J..s ,. · ,t,1:1,�: · -I>�t�J:ppi�e :- ; ��-�. _ ,  . , 

·i�:�::•· :::: 
::::�:$�:

0

.t:: ·. ·:::�;�;:�a,: ,:�::l/ 

'�:rq.tp�t, ra t1b_ Qi· -.. �---�- , �e �ac9�cl fl.eµi d:f: .  T.e..twil.,n. �v�)i ·1bw·ecred 
· ft!.l . :t�,tg<it. :·t8::���- or· � g�vthh f'.r9-m B:%: _ tq . . e�a% ,t>�-�- �iun,,,_ ,. I,-tt.h�� 
-n�:m,t ,S�G:cittally. -bec�,mij · cl.��- t'.lla t . t:i'les-e> · %loae,�·-t·� • •t-tit_�fl '.hav�- . yet 

. · to · be, ael-i.1:�v�� :by' g�ci:ite�·-. eff-oirts.� . 
•�. 

' � ' . ' :, . . -
. 

_ · _ b'.", •- _ :T-11� _ '.?rQ.b:l�� Q.t: .1:_rle��!�n$ }?h� _: rat�: ·�· n�t, _��:Y:e$tm�ri� ;. 
Tba r�t� 9f; �_et :. 1�:V.astm�nt 1ll·· b9th ce.urit·�ies

·
· pas ; .not · g;t19wt)· . 

. t.o.· tµe.,•e*t0nt �e:q11t'reefi t6·, -at:ta,iµ ·ttie · t.&rg�.t - "-·t�--,�t· g·�wt,h .• .  
- - � . . � : , . . ' . . . " . ' ' . . . . 

. t� t.he Philtpphi�.�)1. tll�p'
.
fl Jff_ . e.on�id�•rli.'bl.�. _tr1�q�a11ty - tn • , ' . . . ' . . � ., - . ' . . . - - - ' ' . . ·, . . . 

. ,  . ( ' . ' 

1ne.6m�f di�1;-�t.tu�1:o�-�: hJt,1.t'. t;hl� h.i�g,u!i).11�y- ha� : . not given ri��., 
' . . .... 

,·; ,. 

. ,j 

i 
' 'I 

I 
i 
' .:, 

i 



t<1 high ' i��tcf· �r· ifJ�v1Jig$ - ·$:nd 1nvistm�nt-�). : · ,  $tj iai'�:e.il-, -: 'f�i:rly 

ti.v$n' ·'qltrtritruitiorf plti$· �h.� - pblftictl constch�:riti·�n , .i:)it '-o·bow-i-' · 

' �ng·· ·,cotiaumtiri;i"'' th�.eaom· to ; th:� ·· qomunt�t�i�ontttol'l��-;';��i:tnla!'id 
. made· ' :t't · ·-�� -ey 1d1ttl6iil1t 1 't;o; ,CUiltail t,htl. ·peop.lt> '-'s·/��g�-�i. ; 
. �r'9pe,tni1�y. 'to · od�lrraei:+· · 1l��e'f .  �-1sc.it· pe>ficy· -b�'fi ·a. ;�i:i�e' ·p()sl�­

ifve . �it,• '; to pi�; , ancl : �be '' Pli�l1pp1p�fj:,: ,�i:th '·tts\higlie;r : i;�:� - . 

tiapi�� ,: i�cotriij: �rid . �lch()r • �s'oti�es. �. ' 'is .  tn: ';a he�#er.' -�g�it±On 

' td ,;rr:tS'ot · 'a 'bigfHi;r· · ;ate ' ot '$av:tng�- arid: ihv:�atrilent,;; :· - , ' 
' ' ' 

'·, '. �,� · ·  'S�lFU!ce_ · i!:: ·.2a:m�nt's ; ,an•<j _ emzo'rt ','p��:�-1�!.[i-ti�a -� . : -· ·· 11ne· · 

- · tHio , e<,ltmtX"le·a · ·nav�- ··_ pe.r1.-is{s·tetit- :!Jrip9_rt· -ii!O�rv·itis•-� -, o·ii�eieJ -''by' t,�·s , 
id.di: · ·'136tii· · a�petid ' o� '-a i:e� ' trat1:tton$:l :_'l:grfqU:tthwJJ/ pt�ciucts 

� . t,he . .  �Jq,t 'f Oi'els,a,:; �;�cih�g$ · e�t1'h� r. · I.n1 the · cS.se . ·or Tai w� , . 
.fo:;ra\ ;��p:t�i•'fox, /e'ie� ·  $1 :wvr.tr:r of, '6o6ds an_d �etvf.ees· 1� 

, • . 
• -� • 

, . . , r ". 
. 

\ 

· �b-rted dut!�:s· ,·�he ·, :P� i;i?� · 1951;;,.,l:$.57 , .it .,ot1uld '�ay ;: only' $0 .�o 

on the aver�ge·.: ' The · baianee of -payrapnt� dfi.t'ie;tts:'��Q c�µ,ae_d 

by· � ·-:ri1'�-�:/f· ···r1uotu�t,1cms tri $�·o�t sQlJJS ·;,�·ee�da,' 

i�e��:,$hg ·n�ed , tor i:nvijsttne-ri� 'g�(;rds· - ·a:nd -�aw i�t�•hia:ia • .  �d 

. 'tii�_iJ1s · l:i,e.r•qi�q ·bne rs;:l/.l1e�:".: t�;, :c·&nsumpti�•··· · ·p�9�:' - t,�t;,. ,·v·i�w;;;; 

po.i'nt ·0r.· · -$nvi�$;t,m�r,it· · c .vit�rt�, - top ··p.r:Lo�ity ·_.$b<>uld· be given 
' ' ', '! . .

' ,'! , : · • 
• \ 

. 
• I ' ' • 

_t6:· ·-,n�w • ;l:tzile_s': · of -�i;.por;t.�. · tha_t • · rs.-i : .tnd@ti'ial �xpo�¥ •�: . · This . 

1$· •  beln:g p�µ�d -lfia._'� ;tn ttiivrafii : but t�e ta$lt, 1.s: · eonce,1,v.ablt 

�-- va;ey 'd1t:t1e.u.i�· : o�e. ,( 
. �-. . 1 .  · · :  · _ . - · _ _  . • ; . -· . f: ,  . . . . . .·. Jro:r . (:ixsmpl�_·, 1'.n l.954 , na.t·:tonal tnc;ome g4l:1mg .. tp · -.�n,e�re­

n-�t,rs. ariQ' P:rPpe:r.t,y ;,p\'lT?le.,Jls 'aecoun:tied. ro:r $6%.,::: . ·  $.�vi.nga @d 
trive.�:t#l�r:rt

f 
:f�jn'._ tfb�'.:ijE;, · ·�9uFOe� ra:ri o:t-1ly 4�·�1! :of' .nat�on1,J.l1

, in• · 
come, . ciuring 1950�;t,�56 ♦, .• • 

.\ 

I 
j 
J 
I 

1 
j 

-----

--------
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,\ 

I 
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d �, Un�mplozlnent . o-r. unde.remplo;m.ent .. Tll1_a .has beep more 
'.<,

' ' ,:-. / . , 
. 

. 
' .. � . 

' : I - ·• \: • •.• ( ·
- • • ;

• • • 
• • :• · • · · , 

, 

.setio� in·, tbe ' Phi11ppirtea a:ithougb . the ee:riouStl�f;llil ma,:y be 
,. ; ' : ' • 

; ' 
' 

• 1 .
_ ,
,.', 

. 
• 
. 

j - ' ' • 
j 

' 
' • 

• " ! : -� ' . 

sub_jllr.,t to diffe;oellt 'int.e:rpretations. . Both • ·give .hi.� pr:ior-
. . • • ... 

'
;_ •

. , ' ! 
, · 

• , 

lty to pro .• 1�9is th�t c re �te nio�e employ.men� OJ?po.rttU;\:it.1el9 • 
. 

• 
. ! . • 

But .tbe r�te of ·new jot:>. cre·�t1on· ha� been sinali o'o�p.ar�d 

w�.t� : the riuht��r ·of'. un�mployed-� · The Ph11i1ptm:)s Nat1ona.l Eco� . 
' 

. . ' 1 
· . ' • .. : . ' 

�oinic Council eatimatec:l in; 1956 that the· ·unemploy�a :nere 
•'• • ! :  . • • , • • . • . 

1 I , ; • 

, I ,

. 
. 

abol,lt 2pf 9f the total. labor toree �  · Even wi th ·i>pti1t�ts_tie 
' • • 

t 
• 

i ;-. .. • ' , . ' .  

· $$t;l:�ateii"' oJ. $�plo��nt creation .it Wou�d take .thi rty YC1iU'ij 

of investment : e.t t.lie platmed fe-vel: to eliminate tinemploy­

mentl . ·; 
. ' 

4.-. ConciucH.na Remark$ •· 
Th� ·: ttbove '�·; ' but· � �ketch of �ome ot the ·aevelepmen'I; 

problems in i�land...;tipe econom.iea wh�t'G 1 t is ey_id�:nt tn.at 

growth d�pends �e a.v:tly upon dev�lopment · of exp�rt i�dus;1t�1$$ .,. 

Although :i.t is truEr that the · probie?ll$ ra�ed by developing 
. . .. . .. - . . ' .  . 

. . ' . . 

' . . : ' - . 

eountries may 'be tn<?f61 or l�ss the $am�,. proble\TJB , thflr� havE3 
' 

not yet be.ep. any . uniform alll;lWer(s ·) :for their solution . It 
. ! : , - f • 

. . 

d'r'panda on the in.ternal as well as exte�nal . conqit:ions or the 

part;foui,a.J? �ountey ··. 1n que�tion . •  It. altlo dependa on the stage 
• c> • : ,  

• 
• 

of development.. alre�dy ac��evedt �e , discuss ion in IV• · 2 ... 

n;1�y nave l?;r:t>µght �.<,m� cl.ue13 to tht1 p:t:'ob1em�· but. , H; _ is  qulte 
' . ,, . ' . 

\)�yorid the scope ,of tbe present 'paper to e·laborat;e on the�iJ 
• 

! ' 
• • \ 

·
-

To return to· inves t:ment critet>"ia.{trt , is ,�lear· from all • • 
• 
J 
i . :: > • • 

" '·1 .-
- · . . .· . . , . ' · ,. 

1-: . . • •  

, ,, ', J.,_ • : 

�he foregoing ;that' no. ·matter how man:Y;;- EUlpeets .·t:3:re, ,involved 
. . ? . . . . 

.· 

in• t�� problem of. Investment �eo 1s,1on,; and no m�tter whe.t 

, 'I, ,,,,; 
·,•~ 



. etiter�� !�: iP.plied;:, th�: ' fol.lowtn:g tW-◊ b�sfQ point$ abouid: 

b� kEjpt th r,ntr;id tn �y ·i:onnulation of an 1n,,�.etn1e�t pp.og:ra,n,.i 

. Firet:;· t�e .. S:UbJet�tiv.e · e.l�l!lent 1,n :(nv�$tr,n.ent · dfjcl$1ons ... , ·  
. . •. . . 

·. ' . .. , . .  ' . . 
-·
. . . . . . � . . ' .. : .. . . •' . ... •  _. . . . 

iflo§.atie>� of :r�.s .ou-ries am.ong· ·al.ternat;ive ·us.ea ··ri1U;S� j>:� b��e� 

· ·on : the t�·ely exp;a·er$tld  pi,ereren.cei:J o.f QoMUinera:�: · All the · 
etri vin� . to i ra.ls� .1peame :per_ - o�p1te. · e.re a:t,ined uit·i��te1y $t 

the. wto_enir,ig or t_he, : tange o·r choiceii so that tl)e· p�ople . can 

enjoy a h;gb�r: s·ta_nd�d of ·11 ving:.� · 1.'ht9 pr6bletn .,1''9 ; at what 

�p·eed. !;a th� �l;lte'; : of tnvestnlerit: to tlilk<a. pla�e iii: <>rder t<:> 

raia� in��mtt. ' Tht,a· dep�nd� pa:�tly o.n �- ·$Ubjeot�v'J�> d.fsl.W:i--
. . . . 

tioxi Qf t.ne . $0()1.al; a�d , politic al $et.ting and -th� orga111z1ng 
ability of

. 
the c ourtt?-Y: ·concerned •· An�ther· proble� f�f into . 

. . . 
' . . 

. wh:,:�h d.ire-ctt9n(s )  . s!:loul.d the r$i3e>ur<l$$. be put 1fr O.rt\·e-p ·\Q 

be�t serve . thE3: ultim�ite �1m or ·consumpt1on.�. : . . t·.a�al�ti · !n� 
. : . ' 

. ' . ' . . ; - . . 

. . ' . 

mon:lous, p�ogrei,i Which can · be wo�ked Q'J.t through the ttU!tru-
. . . . ,' ;  . -

· . . , .. . - -. 

tn�n� <>.f e,Q901;int1ng· · p�!c>)e'� -and . ·SMJ as. -e>l.t::t.l>c,irated - -� XV'-� 3 • 
. �nd 4 .  tc�.ually �; 1?he. dist:r:i'buiton Qt 1nvesfanen� �l+l depend . 

c,n. the ma1ri t;)�onpmie 'r$.cts of the ·eountey e.s · we:J.l as ob -t;he 
subj�cttve Judg�et;>.t, : of th$ planning �uth$ri,ty a� to what 

. . . . . 

rihould �he comp◊$1t:t�.n ·9f good$· $nd t1�r.v1o·�s loQl! · like-• 

. Sec9nd�: the . 1nt�rde£l�ndeno� o.f fti�estme�t cleQifl 1.t>n$ . No 

matt�:r· vibe.t Qritarfa.. tQ "p� Q.ppiJed · a.nd VJhat oompositio.n of 

. / 

1 
I 

· vestoient .should be d1$tX'ibuted Sl'JIOng the va~l.oui. iildustrt0s 
' . .. . ·. ' 

·Thi~' ·wou.ld result ·1n a ha~ -· 



' . . . 
by. the, · ,int:e� ind143.'t.r:i�l �la.t,!onabipa tQ sotn� .�xtent ,:_ and 

th�- . �ub.jec;t;iv� · :ele1;t1��ts · stated �bove w1,ll , have . to: · �cQI.?,c'�:l.� 

td · the dfcta.te�r ·of tb�se: .t-�lat1onsh:tps'. ,, , · '!lhls ie.( th� . • ma·•�-- � Q ; . , . . . . . . . . ' . . . . . . . ' ,' 

· th� ·.fflor� ,·the_ advar>:ce.d .. pro'!lu.eti<,n ·technqlogy -1�: . �ppl(e.d .� : . 

P.e.rhaps .; th�µ .. :the: �v��'.L�b1l1 tf '.Of : motr:f) - ·��Qwle<lge : arid d��a. . ,  . 
' . ' . � : • .-. . 

. • 
,. t · . ' . 

abo . .ut _:. th�se: ,:�ele.t:ion$h1ps'. .llould r'�cilltat:e the. · det,e rm.inat1Gn 
• , 

. - . 
. . ·. . , , . . � : 

. • . . . . · r  ,. . . . 
: . ; I • • _. • , i • , . 

'9t �nvea.t:1rient. ,1n , deJe:loping cc>ut>.�ti�s·♦\ ' ,  A,nd ··.it -�� ·-, 1,:n th:i,s . 
. . ' '. . . . . . . . '

-. ·  ' . 

. � ' 

· ' 

i�, .· 
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o.11tput .. to. b;,.ha:d:; .tl\e actual investment will be. ·9ond1.tioned 

. .. 

progt,a.llllll~i'/s l!Bil l!lQni ·s,i~1sioan¢e• 

}:~ ' ' ' ' 
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