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. CHAPTER II . . _ :

SOME PROBLEMS OF ECONOMIC MEASUREMENT: .
- NATIONAL ~INCOME AND CAPITAL
In the first chapter we referred brlefly to economic statistics in unde';r---l;E

developed countrles. In the present chapter we give more ‘detailed con-=

Tk

sideration to the problems of measurement of the_lmportant economic’ mag~¢
: : j -
nitudes of 1ncome and capltal These two concepts are frequently encoun;"

tered in modern -economic analys1s, and estlmates of the relevan. magnltudes_

for particular econom;es-often.flgure in discussions of policy measures. !
In Chapter IIL we‘také further examples to illustrate the conceptual and |

practical d1ff1cult1es of economic measurement ~these are drawn from theﬂ

field of labour statlstlcs. Several facets of -economic.life inmany under-“ g

developed countrles are examlned in the course of the d1scuss1on of pro-

blems of quantlf1cat10n.<‘ - ,1 o
1;? THE NATIONAL INCOME AND ITS MEASUREMENT

€’~' The calculat1on -0of the natlonal 1ncome in:any country is surrounded

by conceptual and practlcal d1ff1cu1t1es even if the country has well-
Rdeveloped statlstlcal serv1ces and sources of 1nformat10n.,1 The appro~
priate treatment (that is 1nclus1on or exc1u31on) of entlre classes and
categories of goods and services ls often a matter of doubt, admitting
of no unamblguous answer;. and the need to express the~f10w of goods and:
services in money terms presents additional problems. The inclusionror

exclusion qf_certaln_ltems and the selection of the basis for,valuation

There is a: large llterature on the deflnltlon and measurement of the
national income, ‘Those most helpful- 1nc1ude J. R, Hicks, The Social :
Framework, 2nd ed., Oxford, 1952; J.R.N. Stone, 'Definition and Measure-'
ment of the National Income and Related Totals', in Measurement of §
National Income and the Construction of Social Accounts, United Nations, -
Geneva, 1947; H. C. Edey and A. T, Peacock Nat1ona1 Income and Social-
Accounting, London, 1954; and A. R. Prest and I G Stewart, The Natlonal
Income of Nigeria, 1950- 51 London, 1953. ‘
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involve choices which are’ often necessarlly arbltrary. ‘Thus it is the

usual practlce to exclude the serv1ces rendered by a. person to himself

or to members‘of his famlly but to 1nclude the goods produced and consumed

AP T i e LR ¢ S SO )

w1th1n the famlly c1rcle.¢ Agaln, 1t is the common but- debatable procedure

Thr LT TS [ £ te, LT W B

to value farm produce consumed by the farmer and h1s fam11y at its

HE e x . s aftL B B timaraboes

real1sable value ex—farm, and not at 1ts reta1l value
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e There ‘are. even”more .acute” d1ff1cultres "in dlstlngulshlngﬁingbprderf

11ne 1nstances‘between payments for serv1ces (to be 1ncluded);andwpayments

wh1ch reflect mere transfersaof 1ncome between 1nd1v1duals or between,in-

~d1v1dua1sdand government.:;Ser1ous problems, of def1n1t1on and;measurement

- also arlse_becauseflt is: d1ff1cult to: dlstlngulsh between final andilnter—

medlate woods andnserv1ces,sthat 1s, to dec1de whether;a part1culanktype
of commodlty should be consldered part of the net flow:of;goods and.ser<

v1ces produced or part of the- necessary cost of produclng that flow. A
‘ 31gn1f1cant proport1on of the‘flow of goods and serv1c;stconvéﬁtlgxglly
_1nﬁludzd in calculatlons of the nat1ona1'1ncome is qulte‘as much part of
‘the iiéﬁ of produclng the natlonal 1ncomeias of the nat1onal*
,self;#“Whlle the di%l&c?ltles apply to many of the component élements™ of

'k

the nat1onal 1ﬁéome, the&larz espec1ally acute in the’ treatment of govern—
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A
. ment serv1ces, and expert op1n10n 1s d1v1ded on the questlon lof¥ thelextent

to whlch government serv1ces should be 1nc1uded in the net‘nat1onal 1n—

come., There are further problems in the treatment of government services
becausetthey are not usually bought and* sold in market but are“paldzfor

out of the proceeds of taxat1on 1mposed by government there are no mar-

m—- etos" it Wi il

ch they can be valued to measure the 1ntens1ty of demand
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ln every calculatlon or estlmate of ;he nat1onal 1ncome dec 1onr“
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must be madeion each ofjseveral points. on which. there,are dlfferences_o

) L
op1n1on stemm1ng from conceptual and pract1ca1 dlfflcultles.“’There’ls
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no s1mp1e and unambxguously correct course to follow,,4decisions are.
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necessarily a matter of preference or convenience, and hence are arbitfary.
This gives rise to the possibility that national income computations fér
different countries may not be based on identical definitions or on iden—
tical treatment of economically similar items. Moreover, even if estimates
for a number of countries are standardised in the sense that different
categories of goods and services are treated similarly, it does not follow
that they are strictly comparable; for example, uniformity of treatment
may go hand in hand with non~comparability and unconscious bias if the
categories of services which are excluded uniformly are relatively more
important in some countries than in others or in some stages of develop-
ment than in others. The quest for uniformity of treatment to yield
strictly comparable results is inherently self—deféating where the organi-
sation of production and consumption is essentially different in the

countries in question,

The difficulties of placing estimates on a strictly comparable basis
and of avoiding bias are probably quite minor when comparisons of national
income estimates are made between advanced economies, for example, the
leading industrial countries. But even these comparisons are often much
affected by differences in the magnitude and content of government expen-
diture, and by the arbitrariness of the distinction between final and in-
termediate goods. Moreover, in international income comparisons problems
are posed by the need to translate the basic statistics, which are expres-

sed in different national currencies, into a common currency.

The sources of bias and the obstacles in the way of achieving compa-
rability are more significant when comparisons are made between estimates
for under-developed economies and those for more advanced economies. This
is so because the categories of items which present difficulties differ
in their relative importance in poor and in rich countries. On balance
it is almost certain that these categories are generally more important

in poor countries. This is true of services produced for consumption by



-tapt 1n under—developed than 1n economlcally advanced countrles or

- 1
reg1ons., .

T

. producers-and»their families, of expendituree which are -difficult to . o

classify unequivocally.either as paymentsifor‘services or, as transfers .. vy
of income, and_of goods: produced and congumed in the subsistence sector

of the economy.: However, it may be that those types of goods, and.ser-,. .

~vices, the .allocation of which between final and intermediate goods 1is -

especlally difficult, are~re1atively’more;impoftant in richer countries..,

The exclus1on ‘of 1ntra—fam11y services from calculations ¢f thé a

national 1ncome ‘affects’ 1nternat10na1 comparlsons markedly. = Iﬁtmany'unl‘“
der—developed countr1es "the concept of the famlly is much‘wider-than in -

the West‘ other thlngs belng the same thls means that” serv1ces produced“
by members of the so-called extended famlly or fam11y group “for consumpw‘
f

tion w1th1n the fam11y occupy a more 1mportant place in economlc act1v1ty.

-Moreover, whereas the:ntre-famlly performance of serv1ces *n “the* West

are predominantly of a non—commerclal character and therefore ‘may’ “be*left
out of account with moreéireason, many of the transactions-: between.mem=-
bers of the‘so—called;exténded.family in.parts of Afrieécdognotddifferd.ﬂ
in character.fromwbusinéss-dealings withcoutsiders‘in the market.. ;Eop;
example, ‘in West Africa women's services to the rest of|the family are i
often paid for; their. earnings from some“activities cannot beetogched’by
other members of the. family, end wives often sue their hﬁsbqndsjfog debt
arising from intra—family trehsactions.;QAgain, services rendered by an
individual for his own use; or for use within the family circle in.the

more restricted .sense of the .term, also:tend to be relatively. more imper-

- »
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- .But« we" show in the ‘next. chapter that people in r1cher countries.are.
apt to prov1de for, themselves certain categorles of services wh1ch are

bought and sold in poorer countries. Ia‘practice, however, the’ Statlst1~
cian may find it difficult_.te collect reliable data on the volume or value

of these services in under~developed countr1es.
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We have already noted that the distinction between transfer pay-
ments and payments for services is often difficult to draw. IHere again
in under-developed countries the amount and range of activities and tran-
sactions affected are relatively more important than in the West, and the
conceptual problems raised are more acute. Not only does a much wider
range of economic activity take place within the family or clan, but tﬁere
are also multifarious obligations or payments between members, sometimes
unaccompanied by the rendering of any service but often in return for no-
minal or small services the value of which is not related directly to the
payment. This lack of correspondence between service and payment applies
also to payments and donations to chiefs, priests and so on. There are
whole classes of people in some countries the bulk of whose income is on
the shadowy borderline dividing receipts for services rendered from re-
ceipts from unilateral transfers. Gratuities are a significant part of
the income of lower—paid government servants, minor chiefs and so on in
many under-developed countries. The position of beggars, a numerous class
in many under-developed countries, deserves a passing mention. Beggary
is often a distinct occupation, entry into which may be restricted to
certain persons; as is well known, it is sometimes, as in parts of India,
reserved for certain clearly defined groups. To confuse the picture still
more, beggars often perform some economic activity; in some Middle ‘
Eastern countries they sort and clean the food given to them and re—sefl

it as food or feedingstuffs,

r We have noted that it is the convention to include the value of sub-
sistence production of commodities in calculations of the national income.
This gives rise to two difficulties: statistics of the output of food
and other goods which do not reach the market may be inadequate and inac-
curate, and the valuation of commodities which are not bought and sold

k@oses special problems. These difficulties complicate the work of economic

statisticians in advanced countries; in under—-developed areas they are far



more serious.-.‘Subsistence production particularly of food is .relatively
more important;. .many under-developed countries have only in recent de-. .
cades begun‘to‘be.drawn%into.theforbit-of~a5money economy. 1ThemsubsiStence,
sector is still.importaut'in-most underfdeYeloped couutries.n_Moreover,Q.(

the statistics of~the'volume-of this production are generally,verywiMperfect,

In the valuation of subsistence production the choice lies" essentially
between prices at the farm and prices paid ‘by consumers in’ ‘the ‘retail mar-
ket. A case can be made “for each of the bases, and naturally the ‘value"
imputed to the output depends upon the particular choice which is made.

The difference is not likely to be significant when the difference between
ex-farm and retail prices is comparatively small. In under-developed
countries these differences are generally wide because of - poor communica-
tions, The narrowuess of markets in under-developed countries e Talso
'reflected in Wider price fluctuations within a season and between seasons,
as well as in larger regional price differences, it may ‘be difficult for
the computer to arrive at a typical price, et alone at au appropriate =
price for his purposes. In View of all ‘the’ complexities, ‘it is ‘not” sur="
prising “to. find that a calculatiou of the national income of Northern
Rhodesia is qualified by the statement that Tthe figures for" subsistence
output in the national accounts are purely token figures *and it* is 1mporm

"

tant to remember-that a reVised scheme of evaluation would ‘aifer  the -
results radically .1 e ‘ L ST T

*

f’ The preceding discussion, which is not intended to be exhau;tive; _
should serve to show that the element of congecture is far' greater in.
national income calculations “for under-developed than for ad%anced *econo—~
mies, and that differences 'in economic features make it difficult*to place
national income calculations on a strictly comparable baSis° “It is proga—

f “y
ble that the conventions used in the calculation of the national 1ncome
' A L b . ’ . - ’ . h ¢ B N £"l . > ’:f“; O AR I

x.{i“. \:’;‘,

1 Phyllis Deane, Colonlal Soc1a1 Accounting, Cambridge9 19539 p° 129°
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overstate the rate of growth of real income irn a backward country
experiencing economic development; this is so mainly because the subsis-~
tence sector generally diminishes and occupational specialisation and éXm
change increase. Thus with economic development many of the services
previously performed by individuals or families for themselves are bought
increasingly in the market from specialised individuals or firme, As the
output bought from outside sources is always included in the national in-
come, while services produced in the subsistence sector are generally ex-
cluded or included only in part, the transfer of activities from the sub-
sistence to the exchange sector leads to an increase in the national in-
come as calculated which is bound to overstate the net increase in ac~-
L}ivity or in the value of the output.1 For the same reasons national in-
kome estimates almost certainly overstate differences between the levels
Lf real income in advanced and in under—developed countries. The tenden-
cy for the extended family to shrink with economic development, changes

in social structure and habits, and increased urbanisation work in the

1 The omission of certain services, however, does not necessarily af-
fect the accuracy of an estimate of the (net) national income. The omis—~
sion is unimportant where the service is used in the production of other
goods or services which are included in the estimate; the value of the
intermediate service is then included in the value of the final product,
provided the proper basis of valuation is used. Thus it does not matter
if the marketing service performed by a farmer who markets his own crops
is not included separately, provided the value of the output is based on
its value at the point at which he markets it. This is also true of si-
milar services performed by other members of the household, even where,
as is sometimes the case, specific payments are made for them. A prac-
tical difficulty is that not all farmers undertake marketing operations
to the same extent, so that a uniform basis for valuing output is not ap-
propriate, and any other basis is impracticable. The exclusion of other
services which are not intermediate services does, of course, mean an un-
derstatement of the national income. As we have explained, the distine-
tion between intermediate and final goods (or services) often presents
Lgifficulties.



same direction. Comparisons of the national incomes of different under-
developed countries are also affected by these difficulties.1 The rela-
tive importance of the subsistence sector and the nature and extent of.
intra-family services may be quite different in countries which may seem
to be in roughly the same category. Improvements in statistical services
and sources also tend to exaggerate the improvement in real incomes which
accompanies the development of an economy. Additional sectors of the
economy and additional types of activity come under statistical review,
and, with better and more reliable sources of information, the statis-—

tician is likely to be less conservative in his estimates.2

r’, In international comparisons of national incomes it is necessary to
employ conversion rates between national currencies in order to place #iHi
the estimates on a common currency basis, The rates of exchange general-
ly used for this purpose reflect the purchasing power of the individual
currencies over internationally traded goods and services; transactions
in these goods and services affect the balance of payments and hence the
rates of exchange.3 The use of these rates neglects the relative pur-
chasing power of different national currencies over commodities and ser-
vices not entering international trade. This is an important issue be-
cause of the large volume of goods and services (especially the latter)
which does not enter into international trade. As it is likely that these

goods and services are relatively cheaper (that is, relatively to the

1 Some important problems of the concept and meaning of the national
income in different societies are discussed in S. H. Frankel, The Econo-
mic Impact on Under-developed Societies, Oxford, 1953, especially Chap~
ter III.

2 fThe discussion in the text refers to some factors which tend to over-

state the increase in the national income of a growing economy. On the
other hand national income calculations do net include certain categories

of economic improvement stemming from economic growth. Perhaps the most im-
portant examples relate to the growth of population, and they are considered
briefly in Chapter V, section 2,

3_ If some exchange rates are Yeg%ed by means of exghan%e controls, they
obviously cannot serve as reliable bases” for international comparisons of
real natlonal income,
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' dmnMLQ.”e tries, rates of exchange tend to understate the relative purchasing nfercam bio ¥
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ol placing national income estimates on a coumon basis, they therefore tend
to understate the real national incomes of these countries in comparison

Lyith those of richer countries.

The foregoing recital of the hazards of national incoue estimates

should not obscure the fact that differences in the standard of living

of the poor and the rich countries are real enough; but it should be

borne in mind that national income estimates give a spurious definition
to these differences. The estimates should be treated with much reserve
and comparisons should not be pressed too far, particularly when they
purport to refer to differences between countries with different social
and economic institutions or at different stages of economic develop-

ment,

r/ 1 This may be explained as follows. Little or no capital is required
in the production of many goods and, more particularly, services not en-
tering into international trade. Capital is scarcer, rclatively to la—-
bour, in poor than in rich countries. Hence labour-intensive goods and
services are cheaper (relatively to capital-intensive goods and services)
in poor than in rich countries. The disparity persists because many la~-
bour-intensive goods and services (notably personal services not enibodied
in goods) cannot be exported. (It helps to explain why visitors to under-
developed countries are apt to find services uncommonly cheap.) This is
an apparent contradiction to the classical theory of international trade,
which would suggest that the lower wages would be matched by corresponing-
ly lower efficiency. But there need be no lower efficiency in the produc-
tion of personal services. This is quite compatible with lower efficiency
in the production of capital-intensive goods, which by itself would be
sufficient to account for the postulated relative scarcity of capital even
if there were no restrictions on the international movement of capital.
The relative cheapness of some personal services persists because of the
cost of, and the barriers to, migration, O0f course, sonme personal services

are relatively more expensive, e.g. where a long period of training is re-
quired; but this does not affect the main conclusion, since quantitatively
liyey are less important.
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FT“.*AThe arbltrary elements’in natlonal 1ncome calculatlons do: not in-
.valldate their use in under—developed countrles° When their 11m1tat10ns
are. realised; the calculat1ons can be useful They can 1nd1cate the-im~

portance of the money sector and the rate and dlrectlon of change. ‘Again,

' estlmates of’ the prospect1ve flows of 1ncome in the money sector can at.,
txmes be made. w1th reasonable accuracyg and’ they can be set aga1nst esti-
~mates. of . the prospectlve flow_ of noods and serv1cess and thus indicate

broadly the 11ke11hood of 1nf1at10nary or deflatlonary pressures 1n that

- o ane o~

sector.v In the sphere of pub11c flnance more narrowly deflned the estlm_

e e e e

’mates also. have. their use,«especlally 1 asse551ng the level and burden'

of. taxatlon generally and 1n d1fferent’; glons_or for,ddgierenﬁ groups

» Lylth1n a country.'
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. -2, .THE MEASUREMENT OF CAPITAL A )

| Té’ By capltal is meant the accumulated stock of resources whlch “con-
tributes to a larger flow of goods and serv1ces through t1me9 or whlch.
serves as a reserve sustaining a hxgher_level,of consumpt1on et a time
of more urgent demand or need than would otherwise be possible. The
value of a stock of capital necessarily derives from the future output
Lgf goods or services or the delayed consumptlon which 1t makes poss1b1e.
An attempt to measure “the amount of cap1ta1 in an economy involves an . -
assessmenfﬁof the present sum which is. regarded as equ1va1ent in value

_ to the future flow of goods or services" or “the delayed consumptxon Whlch
capital asoete make . possibleo. In princiﬁle the process ihvol#ee the
vforecastlng of the magn1tude of the flow of future goods. and serv1ces
~and of the values. of these goods and serv1ces, and thelr summatnon in
terms of present values by a’ process of dzscountlng. +The calculatlon is
unav01dab1y subJectlve and based on h1gh1y ‘conjectural forecasts of the
phys1ca1 product1v1ty of - cap1ta1 assets -in fac111tat1ny the output of
goods and services in com1ng years, and of ‘the prices they w111 command
when they are enJoyed it also requlres the use of a rate or rates of

~ interest for translating future values 1nto present ones. _Lt followe .
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that any estimate of capital is neither simple nor objective; this is
so even if a large volume of statistical data is available on the number
and age of specific assets or on the expenditures of governments, firms

and individuals on capital account.

It may be thought that the difficulties of estimating the value of
future flows of goods and services in calculating the magnitude of capi-
tal accumulations can be avoided by working instead from the cost of
assets., This may appear to give a more solid basis for the calculation.
But the apparently greater objectivity in the calculation may be largely
illusory. In the case of assets with long lives, such as roads, bridges
and many types of machinery, it is necessary to estimate the length of

their prospective useful lives, which is in large measure conjectural.

But more serious drawbacks attach to the cost basis for measuring
capital. Investment involves the commitment of money or effort for a
more or less specific purpose over a period of time in conditions of un-
certainty about prospective supply and demand., A given investment which
scemed justified and profitable at the moment when it was made may turn
out to be mistaken if expectations about supply and demand conditions are
falsified. Conversely, improvements in market conditions may ralse the
value of capital assets far above their costs. The equation of cost and
value may seem to give the economic statistician a firmer footing, but
to the extent that it does so it takes the calculation further away from
the economic reality of the situation. The procedure is in principle
capable of yielding exact results only in a stationary state, that is,
an economy in which population, preferences and methods of production
remain unchanged. It is incapable of yielding exact results in the world
as we know it, in which one of the few certainties is the fact of change,

largely unpredictable change.

The difficulties of valuation are inherent whether the calculation

of capital refers to an economically advanced or to a backward economy.
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Further problems arise in determining which categories of assets are to
be included in the stock of capital and which are to be excluded. In
principle any asset which is capable of yielding benefits in a future
period or periods forms part of the capital stock; in practice it is
necessary to draw a line between included and excluded categories to make
statistical enumeration at all feasible. These difficulties of classifi-
cation are also present in attempts to measure the gross capital formation
in a period, that is the value of current output added to the stock of
capita‘l;1 for it is the essence of this measurement to identify these
expenditures and activities during the period which issue in new capital
assets or in improvements to existing ones. The line of demarcatiocn is
necessarily arbitrary between included and excluded items, and the choice
is dictated largely by considerations of statistical convenience and the

accessibility of datag2

1 The problem of valuation is also serious in the estimation of net ca-
pital formation, because it is necessary to estimate the loss in value of
existing assets. The difficulties of valuation are less serious in the
measurement of gross capital formation, because the outlay on a new asset
acquired during a period, say, of a year, generally provides a fairly close
approximation to its value at the end of the period. Cost as a basis of
valuation becomes progressively less reliable the longer is the period bet-
ween the acquisition of the asset and the date of the valuation.

2 Some of the difficulties of deciding where to draw the line are il-
lustrated in the following quotation from A.R. Prest and I.G. Stewart,
op. ct., p.18: 'Is there not a strong case for regarding education expen-~
diture in Nigeria as a form of capital investment? Is not the expenditure
on the studies necessary to obtain a degree in Birmingham just as much a
capital asset, both to the individual and to the couniry, as the purchase
of a machine from Birmingham? This is a very real choice for Nigeria and
obviously the pace of one of these forms of "investment” will be regulated
by the other; more degrees will mean less machines, and vice versa. De-
spite a good deal of sympathy with this view, we decided not t¢ include
education expenditure in our formal estimates of capital expenditure. The

major reason for this decision was that once one leaves the terra firma
of material capital and branches out into the upper aether of human capital
there is endless difficulty in finding a resting place.’
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,The composition and content of capital is not the same everywhere,
and what is properly regarded as égpital‘depends éignificantly onvthe>
social and economic context. The Qalidity of international comparisons
of capital and of rates of accumulation is much affected by these dif-
ferences. :Distinctions between cépital and consumption expenditure valid
in.thevcirqumstancegvof one country may seriously mislead if applied to '

another country.

. The types of assets which the people in a country regard as neces-—
sary or useful for facilitating future production or for helping to cope -
with emergencies depend largely upon their techniques of production and
their social habits. These are naturally not the same in rich and in podr
countries.: Conventions which may give satisfactory'resultsbin one case
need not be appropriate in another; this can be illustrated by the treat-
ment.of durable consumer goods and simple farming or household tools in
statistical calculations of capitél. In advanced countries expenditures
on acquirihg such assets are usually counted as consumption expenditures,
and.this treatment has much to commend it on grounds of practicallconm
venience. But in under-developed countries they may be better regarded
as capital expenditures. Household or personal durable goods are often
put to commercial or near-commercial use. Bicycles are often used as
taxis for carrying people or for the collection and delivery of goods
even over long distances. Moreover, assets tend to be kept in use for
longer periods by having labour lavished on them for repairs. Similar
considerations also apply to textiles in some under=developed countries.
They too are bought with the fruit of much time and toil, and they are |
kept in use longer than in countries with higher per capita incomes; they
often serve as an emergency reserve or as a form of saving, for which
functions they are not required in countries with well~developed banklng
and other financial institutions. Again, certain durable goods which

still have useful life in them may be destroyed in an act of conspicuous,




consumption., The best known example of this is the pot-latches of cer-
tain. Indian tribes;.. in a somewhat spectacular way these demonstrate both

the problems of defihing;capital and the relevance of the so¢ialfeontext,

.. Livestock ahd:esﬁecially cattle constitute an important'¢ategory of.
capitai asset in many under—develdped areas. In advandeé‘cé&ntriéé’fi?eé
sipck'isvsimplyré form of'agricultural caﬁ_i’tal9 and is"among#tﬁe'mast imee
portant forms. or parts of agricultural capital; but its significance
in.many under-developed countries is very different, and itsvrole;is not
ihe.same.in all of them. In some of tpése?éountries also cattle may .
provide a.iource of meat or be used as draught animals. In Argentina .
and Ufuguay,-fprie;ample, animal husbandry is praemiSed at aﬁ-édvanceda'
level and;ié a mginstay of their economiéa. In China pigs and poultry -
make a material contribution to the foodISupplies of a vast population.:
But in some countries cattle are frequently kept mainly.as a:source of
social distinctibn-or:of aesthetic pleasure, or are maintained-as the .
object o:-religthVVenerationi Their valuation as a form of ‘gapital in
these circumsfances raises nice queatiaﬁs of concept and measurement,

For inatanee, how should the huge cattle population of India he valu@dp
bearing in mind that a large proportion. of. the total has a negative pro=
duotiviﬁy in the sense that it consumes more than it adds toasthe walu@-
of agricultural output? The accumulatien. of eattle largely to achieve -
social distinection or to~diacharge obligations (for example,:to pay the
bridesprice),in parts oiqéfriéa peses similar questions for the economis
statistician, Buch an interest in numbeﬁg‘rather than in quality gives
rise to a quasi—Malthuaian aituation in which the eattle populaﬁxon grovs
to the limit of the oarrying capacity of the land unless checked by na-
tural calamities‘such as.disease, More serious than the statistical-dif-
ficulties, of course, is the tendency“ﬁoerdﬂ soil oroéﬂon and deteriora=~
tion of pasture,'and the confliots that arise when traditional values;:
soclal 1hst1tut;ong-gnd sooial relationship begin to give way with the
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growth of a money and market economy.

7. This discussion, which is not meant to be exhaustive, should make
it clear that calculations of capital and of rates of capital accumulation
are necessarily arbitrary and based on a series of estimates and assump-
itlons. In practice there are also gaps in the statistical material which
if it were more adequate, would at least simplify the task of the economlc R
statistician. Of course the deficiencies are generally greater in poor ;
countries. This is only partly because statistical services in these
countries tend to be less developed. The gaps are also more numerous be;
cause in under-developed countries important categories of capital are in
forms for which it would be difficult to have reliable data even in coun-

tries with comprehensive statistical services.

3, DIRECT INVESTMENT IN AGRICULTURE _
We now turn to an 1ssue of much practical importance which 111ustrates o
{ some of the problems discussed in the preceding section. In the conven=
t10na1 estinates of capital resources and of capital formation in under-

developed countries the results of the expenditure of tlme, effort and

Egggz_1n the creation, extension, 1mprovement and upkeep of agrlcultural
holdings are often disregarded. This seems to be the common practice in
dealing both with holdings producing for the subsistence sector and'local
L?arkets and with those producing cash crops fdr export markets. This |

omission is serious.

In under-developed countries agrlculture plays a large part in total
activity and output, and in many of them much effort is spent on the esta~
blishment, extension and improvement of agricultural holdlngs. Much of
the effort and resources devoted to these ends does not yvield a return in
the forﬁ of an increase in output until several years after it has been.
expended. The millions of acres of smallholdings under rubber, cocoa, ko--=

la nuts, cotton, rice, groundnuts and millet are obvicus examples of in-

vestments (large—scale-ln total) made by peasants in the expectation of |
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profiteble returns which often occcur only several seasons later orAextend
over a number of seasons, The failure tewinclude tﬁis form of {ﬁveétéeht
in estimates of capital formation is no doubt partly résponsible for the
efréneous netien .that. théeindigehous ﬁdpulaﬁion of under-developed ‘coun-
tries, such as the Africans peasant or the Malay smallholder” are -unable

.and unw1111né to take a long view in economlc matters, e

e

Dlsregard of 1nvestment of effort and resources by 1nd1v1dual culm
tlvators 1n agrlcultural capl*al must in’ these socletlee‘glvc vravelyagls= e
fieadln" stat1st1ca1 resultsu. ‘The reason Ior the negleet may be the fact
_that much awrlcultural produetlon is subsnstence nroductlon whlch is often
for no éOOd reason not regarded as ecenomlc act1v1ty at all ' Or lt may
{ reflect the contemporary hablt of regardlng economlc development as syno=
‘ nymous with - 1udustr1allsation9 ‘which diverte attentlon from the nonm
lindustrial sectors, Morem_rer9 there eanvbellxttle doubt that the statise
co tfcalﬂend‘éeﬁceptha1~dif%iéulfiee of attempting to isolate'and measure
' capftallfgrmiﬁg activities'in;hg}ieuliufé;baﬁd pafticulafly’ih'agricultdfe
produclng crops for local consumptlon, are likely to discourage even -
those observers who are- aware of the meertance of 1nvestment in peagant
_holdlngs. ‘One - example of the dlffmeultnes may be mentioned. Vexy dif-
ferent'results would be’ obtanned if one valued 88Y , the cocoeiacre&ge in
the Gold Coast, the rubber’ smal]held ngs iR SumatraD or the padi fields
of South-east Asia on the basis of the sost of establsehxng the holdlnge
rather than on the basis of the dlqcounted value of the net returna °~
yielded by the investment. Moreeverp elfhex basis invelvee the computer
in estimates: .- -in the. former case the main element of cost may net be - .
'money‘butlays but oppoxrtunities for more immediate returne or far lelsure
forgone"_ in: the latter case the usual estimates of physical yieldey fue

ture prices and discount rates have to be made

LI S

These-dlfflculties’may incllne ﬂtatistxenenﬂ to the @mgy way out,” -
that is to disregard the awkward itens &ltegether. But this means’ that

LAY . ¥ e e e o ®
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_ sceptlclsm..~The misleading nature. of the estimates can be illustrated
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support is:. given to superficialjand erroﬁeous views nboht capital forma-: . -
tion. in under~developed territories and pafticularly in tieir farming i .
areas. The calculations are particularly misleading when estimates of
capital formation aré related to estimates of the national income in the:
form..of a ratio.  .The estimates of capitél and capital formation exclude
impqrtant.investments while the national income statistics include esti-
mates. of the value of the annual returns derived from these excluded in-.
vestments.. The cap1ta1—1ncome ratio is therefore lower than the facts
warrant, and conclusions drawn from these ratios need to be treated w1th
inwanothertway, If the mass of peasant holdings, aggregated, were in the
hands of plantation companies, then the investment would almost certainly

be included in estimates of capital formation. For instance, the expen—’
diture incurred by British, Dutch and French plantation companies in the:
establishment of rubber estateé is included in the foreign investment of.
these countries. But the establishment of rubber smallholdings is not '
generally included in estimates of capital formation in South-east Aslan
territories. It is also anomalous that the expenditure on a government—:
sponsored ggricultural scheme, like the groundnut scheme in East Africa,
is1treated_aé capital formation even if the results of the scheme fall far -~
short. of. the original budget, while the expenditures in effort and money:

of. peasant producers in extending areas under cultivation are excluded

even though they make possible a rise in the standard of living or enable
larger populations to be sustained. The statistical omission of cgpitalf
formation in peasant agriculture is particularly unfortunate in that the
development of the production of cash crops is a vital element in economic
development, and is generally a necessary prerequisite for, or concomitapt

of, urbanisation and industrialisation,




CHAPTER II1

SOME PROBLEMS OF ECONOMIC MEASUREMENT:

pABOﬁR AND ITS DISTRIBUTION

N
[AY

1. MEASUREMENT OF THE LABOUR TORCE
There are many obstatlea 1n the way of measurlng the uc«apxedAoL o
employed populatlon or. labour fOLCQ in manv undefwdeveloped oountrne
Thls is not merely a matter of _the 1nadequa zy ox absence of basxc etatns=
tlcal data ‘the avallablllty of Whl@h ia. takon for granted An tho more
rhdvanced countrleb° The 1dent1flcatlon9 and hence the’ enumeramonD of o
“the . galnfully employed popu]atlon is a dlfiﬂoult task where large parts
of. the,economy are. not fully drawn inte the ‘money and exohange ﬂyqtem -
Lgnd where. subsxstence productlon is wnderspr@ad In subSLSten@e agwnou1=
ture.in. partlcular9 as well as in many oth@r farming pursultgg the demands
‘on. 1abour¢vary greatly with the seasonso‘-habour which appears to be 1dle
durlng one season may be 1ndzspenmab1e at tlmes of planting or hdverstnng
' There 1s thus a large element of partmtnme or seasonal employment whxoh
compllcates the deflnltlon and measursmen* of the employed labour fovceo
The 1mportant contrlbutlonb to eoonom“c aot1 ties by wives and chlldreng
again. often on a partwtlme oxr dlscontnnuovs basmas ranse fuvfh@; dlfflcul=
ties. 1f one attempts to deflne employment meanlngiullys and to gather

Lgtatlst1cs consonant with the selected d@flnltl@ﬂo

ff. It. follows that it is pot easy to measure the volume of inveluntary,
unemployment in a backw_ard'e;conomy9 or to estimate accurately the number
of people whosevromovol from the,ofoas would not lead to any reduction.
[}nmagriculturél output, . We have noted that the labour required fof far-

"mlng operatlons varies markedly from one: tlmc of year. to anothern Labour
whlch seems. to be performlug no @oonomlo functuon during some months may
in. effect be supplylng the sorvnoe of avallabmhtyD a machlpe Ls not

neceooarlly redundant if lt is not used in productnon all the time.



Agricultural production in some cases may be greatly reduced if the neces-

sary.supply is not on‘héﬁﬁ'in times of speak demand for labour. It may,

of course, be.. true.thatganueconomic system in which agriculture relies

on gﬁpodffgf partly-employed labour is less productive than one in which
it.uses the availablewlémour regularly throughout the year. DBut it may
nevertheless be the most economically efficient system in many circumstan-
ces, particularly where there are few.alternative opportunities for the
émploymentiofﬁlaboqr..vAs a corollary, the emergence of alternative op-
portunitieg;may‘require reorganisation of farming operations, possibly.
withmaﬂredﬁction of agricultural output at least in the period of tran-

sition,

?fi. Moreover, in the complex and (to a foreigner) unfamiliar economic
and social structure of many under-developed countries it may be difficult
to. appreciate. the economic contribution that an apparently idle or redun-
dant”individual may be making to the family or community of which he is
a.member, It may also be very difficult to distinguish the involuntary
idle.from. fhose with a étrong preference for leisure, for a subsistence
Lyay of llfe, or for casual or intermittent employment. In sum, one must
be. cautlous of estimates purportlng to show the number of unempleyed in
these .countries and of specific plans based implieitly or explicitly on
%mm.émk\ wo hw such estimates, This does not imply that there are not in fact large num-
'%w beacwpstie dews. bers of involuntary unemployed in certain under—developed countries or
Siacy por el<k&m¢huthat nothing can or should be done about them. We shall return to the
e o swbdessrolls econqmchaspects of these matters in several parts of this book. But it
Ejii: %zsng:z is. well to remember that here, as in other connéctiqns, statistical con-

Maquiavelioms o eshycepts. and. categories which are valid and useful in certain contexts may

™y mshwz? be inappropriate and misleading in other settings.
L, . i

2. STATIgTIQS OF OCCUPATIONAL DISTRIBUTION
The éhme general conclusion applies to statistics showing the sccu-~

pational distribution of the labour force, which are sometimes summarised
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tovshOthhewprePOptions-of‘the‘total engaged in each of three main cate=
gories of primafy; secondary .-and tertiaryéemploymento~-(Broadljg_pmimary
generally,inbludesgagrﬁe@lturalfproductionyfsecondary covers-manufacture
and .mining; aﬁd*tertiéryithe balance coﬁsiéting mainly ‘ef thé.productiocn
6f-gefvicésusuchiaSthading;Jtraﬁsport.aﬁd:personal services.) “The sta-
tistics.'which-have been-compiled genera}lyqindicate that in under-developed

°

countries.the great.bulk of empleymenﬁ is.in primary productien, with very

B

g

small*pereentages inither other twa categ@r

8o, (LA
. Statlstlcs “of the ogcupatxonal ﬂompesnﬁlah of the lab@ar fd‘éékg;e'
meaningful and usefulxln economles in whnch labour is speclai Be dQJ Iﬁ
these economies “the worker is engaged fulltxme in his listed eccupatlonv
and also he does not’normally change from- one eccupatlon -to another, T@
describe a man as a welder glves a useful- plcture of the type of. contrﬂ=
bution he:can make -to. production and whxehgxwhen empioyed; he deesﬁmakeo
In.a-speciélised economy- the .economic astivi tﬂes of a welder outside his
trade’ ares- likely to~ be»sma]l - and their neglest unnmnortant H However, .
rlhe meaning and economlc sngnxincauee of- @@cup¢t10ndl statnstlcs are much
affected when occupatnonal epeclailsaﬁi@nfi@ iwnerfe@t\and;wbenflarge&ﬂumm
bers of people can’and do move ea%lKJ from one type of-activiiy teo-another,
The 1mper£ectﬁspeclallsa$10n of labuur'anu?¢perhapa to a leSSerwektent,~
the;greater.occuPatiohal:flujdity of laboum.in many vnder-developed coun=—
trles,,greatly affect the meaning and significance of occupational.

Lgtatlst1cs¢ T e S SR

The weakness of such statistics Is apparent when one moneidnrs'ﬁhat
in most under-developed countries many of the sngRTRed farmer spend a

large part of thelr time in small-seale tran&p@rt porterage and-*rade

-

both durlng the farmxng season and wuch’ more 80 @utsxde the ﬁeasun, QThey

A ’ EE L il e
L4 o éz‘».;'

+ 3
3 a %

s

'lf But hlgh marglnal rates of taxatnom as well as shorter hour& of fag-—
tory work may raise “the importance of uvupaid activities or of income .. .
earned outgide the prlncnpal activity.
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may trade not only in the goods they themselves have prbducedD but alseo
in goods purchased by them for resale. Members of the cultivator’s
family, including children, may.also be engaged in trade intermittently
or continually during the:year,vﬁhile also at times helping on the farm
or holding. The imperfect specialisation may éxtend to other classes

as well, In West Africa, for example, many African doctors and lawyers
and almost all the leading chiefs ha#e trading interests, which are some% .
times extensive. Government émployees and servants of the European po-=:
pulation often trade part;times either in imported goods or in goods and:
food bought locally. The economic activity of many people in under-
developed.countries.is better described as the performance of a nunber

of different tasks than as the pursuit of a definite occupation.

Yet almost inevitably, if an occupational census were taken, the
so-called farmers would be listed as farmérs and the professional people’
in their réspective professions. The subsidiary activities, which are
siénificanf in total, are left out. Moreover, the trading activities
of children and of many wives are hot likely to find their way into the
statistical tabulations. Alternatively, if it were desired to give a
mofe gccurate picture of ecbnomic activity, the statistician would be up
against formidable probléms §f investigation and measurement, Many
Africans who engage in part-—time trade, and not only in the marketing
of their own produce, are not likely to regard trade as an occupation,
because they regard it as part of economic existence and not as a dis=
tinct set of tasks; they are not likely to refer to these activities
when describing their work. Again, it would be very difficult to dis— -

tinguish between the social and commercial activities of a group of
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. 1
women traders in a market-place.’

The imperfect occupational specialisation is largely a reflecticn

of limited markets, since the division of labour is limited by the extent

of the market. Narrowness of markets is a very general characteristic

of under-developed countries; indeed it may be described as one of the
few really general features found in practically all under—developed coun-
tries. This is a consequence of high transport costs, the lack of capital
for storage which in effect is transpert through time, and the poverty
ff consumers. The narrowness of the markets does not affect labour and

small—-scale farming and trading only. ZEven large heavily-capitalised

business undertakings in under-developed countries are apt to gpread their

1 The foregoing discussion, and some of the peints made later, may be
illustrated with extracts from Sol Tax, Penny Capitalism—A Guatemalan
Indian Economy, Washington, 1953, a fascinatingly deteiled and graphic
account of economic life in a district (Panajach&l) containing 155 In-
dian ‘agricultural’ households. O0f the 1855 households, 1%2 are 'repre=
sented by sellers more or less regnlarly vending 1;%@dugg/ in the local
market ...'. With rare exceptions 'these families are represented in
the Ziocal7 market only by their womenfolk.... Needless to say, selling
in the market has its social and pleasurable aspects.... Most of the
produce of Panajachel reaches markets in ether towne.,.'. Apart from the
activities of other merchants, 'most Panajachel Indians themselves mgr—
ket their produce in other towns, close and far ... 110 Zﬁuusehuldﬁj
regularly sell local produce in markets of other towns.... The nore
distant markets are frequented by individual men, & man and his son, or
two or three brothers of the househeld. DBut also, while certain members
of the family patronise one series of markets, others as regularly attend
others.... In general it may be said that the rich sell only their cwn
goods, and the poor, not having much ¢f their own, have to buy at least
some of what they sel]l... Wealthy families do net sell in distant places
both because they have much to do at home and because they do not need
to travel for a living.® (pp. 122-6.)

J. E. de Young, Village Life in Modern Thailan, Berkeley and. Los
Angeles, 1955, pp. 103-5, briefly describes the widespread marketing
activities by Thai villagers.
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activites in a number of different directions, in trade, manufacturing

and mining., The expensive and productive combination of capital, skill
and experience cannot be specialised to serve one or a few markets, since
they are too narrow to produce economic returns., Hence there develops a
network of a number of different but related economic activities: dif-
ferent in that they may include mining, transport, import and export trade,
wholesale and retail trade, and manufacture of a number of products, and
related in that they refer to the same economy concerning which the firm
has specialised skills, knowledge and commercial contacts. However, it
may be noted in passing that the diversification of business activities
may sometimes also reflect at least partly the endeavour of the establish-

ed firms to limit the prospects of new competing firms.1

The fluidity of labour between certain occupations arises largely
from the fact that only a low level of skill and of capital is required
in these occupations in under-developed countries. People can generally
move with little sacrifice or difficulty within a wide range of occupations
in accordance with changes in prospective net advantages. These activities
include various forms of small-scale trading, the supply of the less-
mechanised forms of transport service, and the provision of personal ser-
vices generally.2 Many farmer are at no disadvantage in small-scale
trading provided they have the small amount of capital which is required

in this relatively unskilled activity. They will be willing to undertake

1 The principal reasons for the diversification of the activites of
the merchant firms in West Africa are discussed in P.T. Bauer, West Afri-
can Trade, Cambridge, 1954, pp. 111~14 and 126-9,

2 R, Firth, Malay Fishermen: Their Peasant Economy, London, 1946,
Chapter VII, describes in detail the ease of entry into even wholesale
trading in fish, the movement of individuals between a number of different
activities, and the participation of fishermen in trade; the study refers
to the east coast of Malaya.
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theuéale.of;their:oﬁn produce unless they can spend theif,time fn_oir"e‘p'}:"tﬁ)é=

fitably in‘somevother way;vorﬂunleSS they ‘prefer more leisure, e b

¥ ¥ H

ri_”a.When the economy develops occup&blonal speonallsailon generally be-

comes ﬁore marked and at the same time the fluidity of labour between

occupatlons is reduced Market are extended with Amprovements in- trans=
LR
port and 1ncreased purchasnng powerg so that speclalmsatnon becomes more
'_»M‘ -
profltable. MoreoverSJ the 1ncreaqe in capltal requxrements aud the 1m=

provements in technlques of produotlon llmlt the movement of people bet=

- T

Lyeen economlc act1v1t1es.

e - - S [

. Butceconomic progress cannot be accelerated simply‘byuimposina res=.
tralnts elther on employers or employees to force then :to. specxalmseo
Enforced speclallsafxon may in fact be a'serlouq obstacle %o eeonomﬂ

development In parts of Indla “a person 1 economlc act1v1t1ea are often

v

def1ned and 11m1ted by his membershxp of a parulcular caste Evenvnf the _ : ;
market or demand'for-hls servxces nay not he adequate to oceupy hls tlme i T "'T
fully; he nevertheiess cannot take part 1n n%her act1v1t1es beoauueﬁof o ;
the~;estr1ctlons of caste;l Such reatr 'tions conduce to a leoe ék%?lién%

deployment of avallable labour reeourees;ﬁ hey also prevent the 5o«¥ e
economlc use of caplta] acoumulated by meﬁbers of a partxcular castei B

Agaln, the enforced lelSLOD of work between the membere of dlfferen&”

1{3

trade unlons or categorles of labour9 whether 1n +he Unlted Kunvdom or

A ST

1n Southern Afrlca9 increases occupatnonal speolalxsdtlon but reduees

product1v1ty. ; : e i el

Though lmperfect occupatlonal specialisation is a ‘deminant feature
of many under-developed countrxesp it should ‘not be overuemphasnsed ' Even

1n s1mp1e societies there may be scope for a handful of speclallsts in

. o 3 B} * .o
B L P B e - ' g T L P - :
P . P S & . . A EL . L

BN v o N - PR S

‘. A Do e ST & R TrnT RS

1 In ‘some parts of India. the oustomary ‘tonnection between caste and

occupatlon is being weakened. This is discussed and 1llustrated in- M‘¥
Marriott’ (ed ), Village Indxa, Mcnasha9 1955, pp. 2 and 157, - .

in i da e e
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activities:requiring some special skill (such as thatching, plastering

or smithing) or special recognition (such as witch=doctoring);1 but

even then the specialised activity may not be a full-time occupation.

Wuu‘;Ip many under-developed countries narrowness of markets, which dis=
courages occupational specialisation, is found together with a more ela-
borate..or minute division of labour in certain ceconomic activities than
is usual ih richer countries, Some services which in richer countries
are usually performed by consumers for themselves are in under—~developed
countries provided commercially, often in large volume in the aggregate.
Various fa?tors are responsible for this seeming contradictidn.2 The
low level éf capital, the scarcity of certain skills and, sometimes, the
lack of opﬁortunities in wage-earning employment, are among the main fac-
tors which create markets for certain services which tend to be provided
by people for themselves in richer countries. The holding of stocks is
one of these services or activities. Very poor consumers or producers

may have very little storage space or funds to hold stocks. Hence as

1 F. Chalmers Wright writes of conditions in Nyasaland and Tanganyika:
'"The African boy doubtless is taught the proper way to thatch a roof or
make a hoe or weave a mat or tip his arrow with poison; but each pea~-
sant community produces its fundi, whose special skill will be sought
out by his neighbours. Knowledge of beer-brewing may be possessed by
every Afripan woman; but it is te the women who make the best beer that
customers will flock.' African Consumers in Nyasaland and Tanganyika,
London, 1955, p. 10.

J.E. de Young records that there are some "gpecialists’ in all Thai
villages, 'although nearly all of these "specialists™ are also part—-time
farmers'. Op. cit., p. 102,

2 The contradiction is only apparent and not real, as an illustration
will make clear, There may be a longer chain of separate independent
firms or persons involved in distributing merchandise in an under-develop-
ed than in a richer country; but many of the traders will also be en-~
gaged in other activities such as farming and transport.
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consumers they may be able to buy their requirements only in small quen-
titiés on a. haﬂitdnmouth basis, and as pfeducersp unless. they, act as;
thelr own dlstr1butors9 they may requirethe services of. sma11=snale
traders.. to collect small: lots of farm prqduce at fr@quent lntcrvals.

Among large seéglgﬁs of the populatlon thére may have to be a nu@bér ef
traders caterlng for thelr needs by deallng 1n small quantltLesl >The West
African petty retaller selllng perfume by the drop or c¢garettes by thel
plece, the woman spendlng a full day sellxug a dozen mangoes in a Carlbm
bean market and the woman, selllng paraffln in small quantxtles frcm door
to door 1n a Thal v1llage, are examples of an 1nuermed1ary perfor&lné ﬁge
funct1ons of prox1mate s+ockholder, whlch in a wealthler coun*ry would be

3 L ER

performed by each consumer for hlmself

Where alternativeropportunities for. employment aregrelatiyely"resé‘
triéted, there.will be many people willing to enter small-scale trading,
for low rewarQS:Which in turn will extend,the demand feor their services,
Again, where sore item of eﬁuipment is negessary, the.véry poor Eansumers
are not able to buy the item and have to buy its services from an inter-
mediary who can afford ome. Thus in Yndia there are intermediaries who

sell the serv1ces of ¥:¥ blcycle pamp wO blgyele owners who do not have &
o

punp, and the hlrlng of blcycles 1tse1f 1s mora common in poor than 1n

richer countrlesob The-: p@sq@ss10n of certain skmlls and tralnlng by a re-=
latively small number of pecple in undermdeveloped countrxeq has a same=
what similar effect. 1L1teracy is one example. In some poor,@ountrles-‘
the 1111terate poor may use the services of a etter_readér:ériwriter{'
and sometlmes have to pay for +hemq Lastly9 since personal sQrv1bes are
11ke1y t; be relatlvely cheaner in poor than in rich countrles (@heéper,
that 1s, in relation t@ other goods and serv1ces), the betternnff pe@ple
of ‘the pobr éountry are llkely to buy more @f these serv1ces than thenr
counterparts in rlcher c@untrleso Th18 applles te the demand«rfor examm

ple, for boot-blaeks and domestic servantsp ‘which latter 1n some \mder==

Py
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developed countries fall within the category of conventional necessaries

for all but the poorest.1

3. OCCUPATIONAL DISTRIBUTION AND ECONOMIC PROGRESS
The distribution of labour in primary, secondary and tertiary cate-
gories of employment, and the changes in the distribution accompanying
economic progress, have been considered at sone length in the writings of
| Mr. Colin Clark and Professor A. G, B. Fisher, Their thesis is that with
economic development and rising incomes there is a progressive shift from
ﬂ-primary to secondary and subsequently to tertiary employment. The thesis
has been supported by reference to statistics of occupational distribution
in different countries; it is also supported by an appeal to the propo-
gitions that as people grow wealthier they spend relatively less on food
and more on manufactured goods and even more on services, and that the
productivity of labour increases more rapidly in manufacturing industry

! than in the production of services (tertiary production).

(’ We cannot examine this thesis in detail here.2 We have already in-
dicated that the statistical or empirical support for the generalisation
is necessarily weak, because statistics of occupational distribution are

misleading as a portrayal of the distribution of labour between economic

mol The lack of servants in more advanced economies is well known. It
is interesting that this phenomenon should have been noted by Liudprand,
Bishop of Cremona, on his visit to Byzantium in 969. 'He noted with
disgust that the bishops of the Greek church were rich in gold, but poor
in servants. Their coffers, he says, were full of gold; but in the midst
of this plenty, they were their own stewards and their own masters of
horse, they opened the door for their guests, and they did their own shop~-

|_ping.' R.W. Souther, The Making of the Middle Ages, London, 19583, p. 47.

2 We discuss it in two articles in Economic Journal, December 1951
and March 1954, It is also considered by A,L., Minkes, 'Statistical Evi-

dence and the Concept of Tertiary Industry’, in Economic Development
and Cultural Change, July 1955,
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activities. International (and inter-temporal) compariscns of occupa-
tional distribution are especially affected by the limitations of occu-
pational statistics, because the degree of specialisation or fluidity eof
labour is not necessarily the same even in two countries with roughly the
same national income per head. Statistical comparisons are vitiated both
|because of differences and changes in the imperfection of specialisation,

uand also because of shifts of labour between unpaid and paid activities.

There is much qualitative evidence of the quantitative significance

of so-called tertiary production in under-developed ee@nomiesa1 This

esh e ama
dsbrtion no nd
ectrochs mormal™

production takes the form mainly of household services and of trading and de s ocokzeion .

| transport activities. The crucial role of trade and transport in
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'In Mexico City a visitor gets the impression that everyone is engaged&ﬁsa%e wive] de
in selling.... In front of practically all the stores in the downtown dejaﬂc“
- J

section the sidewalks are lined with peddlers spreading their merchandise
on the sidewalks or on portable stands.... Block after city block is
completely devoted to small shops and portable display stands.’ E. R.
Barlow, Management of Foreign Manufacturing Subsidiaries, Boston, Mass.,
1953, p. 27.

In the Caribbean region 'a high proportion of the euployed population
is engaged in the production of services. Market places and streets are
filled with ambulant vendors; there is a proliferation of tiny shops,
which break packaged goods and make very small unit sales; self-employed
small truckers and sellers of passenger transport services are present in
large numbers; and full-time domestic servants are hired by even lower—
middle income families.' S. Rottenberg, 'Note on “Economic Progress and
Occupational Distribution™’, Review of Economics and Statistics, May
1953, p. 168,

T. S. Ashton writes of eighteenth-century England: 'The worker Lih
textileg7 had to do his own fetching and carrying.... On the roads of the
north large numbers of weavers were to be seen bearing yarn in packs on
their backs, or heavy rolls of cloth under their arms. The distances
covered were often as great as wost men would care to traverse in a day.
... It is said that in the hosiery trade of the east Midlands as much as
two and a half days a week might be taken up in getting orders and mate-
rials, returning finished work, and collecting wages.’ T.S. Ashton, An
Economic History of England: The Eighteenth Century, London, 1885, p. 102,
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quickening the process of economic growth and in extending the money
economy is a well-known theme in economic history. 1In under-developed
countries these activities tend to be labour-~intensive because of the
low level of capital and poor communications; small-scale activity in
trade and transport also tends to attract many people when there are few

opportunities for paid employment,

We may conclude that the thesis connecting changes in occupational
distribution and economic progress is not established, and that occupa-
tional statistics are an infirm foundation for any generalisation,1 More~
over, neither the concept of a tripartite classification of productive '
activities nor a general thesis linking occupational distribution and eco-—
nomic progress is necessary for the study of the economics of under-deve-
loped countries in general or any one country in particular. K should
not be inferred ffom this that economic development and change do not re-
quire shifts in the distribution of labour in different occupations. Such
shifts aré both a prerequisite and a necessary consequence of economic "
chénge and growth, But there is no simplé guide to indicate the direction
in which fhe change will take place, or whether a given distribution of

labour is the optimum in a given situation.

One specxflc example of a reduction of labour in tertiary activity

associated with economic development may be noted. S. Tax (op. clt.,
p. 186) observed that, after the establishment of truck and bus services,
peasant producers who had previously ‘walked to Guatamala City and con-
sumed a week to sell a load of onion' were able to ride to the city and
spend only '2 or 3 days to sell a larger load of onioms.... The total
result for the region was that more time could be gpent on the productnon
of wealth than previously, with less required for distribution of goods.'
Similar effects of - the improvements in transport can be found in many
parts of %he world.

]
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CHAPTER IV

NATURAL RESOURGES

1. THE CONCEPT OF ECONOMIC RESOURCE =~ G
(4- The“ihherenf quelifies and attributes of a resouiee'ereino%lsuffieient
to enable it to participate’in production ‘and to acquiré value in the pro-
‘cess, For this purpose it is alse necessary that eonepefent'er compl emen—
tary .resources (factors of-produetdon)_should be available,'and that there
gshould. be a .market .for the.resulting prqduet.~ Access,te co=-operant or

conplementary Tactors_of preduction and'aceess‘to'the-merketﬁ(or demand)

kere essential to the -concept. of an eeunomic reqource. A ez
7 . The value of an economic resource depends upon the terms “on ‘which -
Aol

the requlsxte complementary ‘factors of productlon are available and ‘on
' the strength of the market demdnd for 1ts products. Thus xte ‘value ‘dépends
in part on the market for the goods whlch can be produced thh or from it;
'1t also depends in part on the market for other woods whlch ‘can be produced
with the necessary co—operant factors of" produetlon° Thue “thé market in
L@he w1dest senge of the term, is ecrucialy An example may e useful. - The
value of land suitable for rubber eultmvatlon in Sumatra depends not only
on the prlce of rubber, but alssc on the remuneratnon in the’ alternatnve
: employments open to the labour which is vnequlred to develop the holdings
and to tap the trees, as well as on the cost to labour of mov1ng from one
district or island to another. The value. of the land therefore is contine
bgeﬁﬁ 6n the price of rdhber.itee1f9 ag well a3 on the prlces ofirlee,_
pepﬁeraend eoconute'both"in_Sumetra and’ 1n other perte uf Indonesma, aud
on the cost of internai“ﬁigr&tien, The preferences of workere fer leisure
L‘-or for worklny in partleulax areaq or em“eélng in nertleulax typee of'
work also affect the supply. prnce of ]abeur and thus the value oi lande
Vin short the value of a resource does not depend upon ‘its physncal quae

lities or technical efoeleney alone: & complex network of present and
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future market influences forms part of the environment in which value is

L?onferred upon resources.

! It follows that the value of any one resource is dependent on the
value of other resources. It is therefore somewhat misleading and arbi-
trary to treat particular resources, or categories of resources, in iso-
lation, unless the inter-dependence of resources is kept firmly in mind,

r-idlorelover, the productivity and value of labour, capital and wmaterial re-
sources are greatly influenced by the state of technology, the methods
of organisation or production, the efficiency and policies of governmepts,

Lgnd the organisation of societies generally. This once more affects the
value of discussing the economics of particular categories of resources
in isolation. In practice, too, the distinction between natural resources
and produced resources is generally blurred, since human skills and efforts
as well as capital (produced resources) are commonly used to improve or
increase the economic productivity of natural resources such as farm land
or rivers, Improvements in transport and the activities of traders have
frequently in effect altered the facts of geography. Agricultural produc-
tion in many parts of the world depends quite as much on the construction
and maintenance of irrigation channels, dykes and drainage as on 'the
original and indestructible powers of the soil'., The very goil for far=-
ming operations has sometimes had to be gathered together by cultivators,

or made productive by clearing, terracing, and the like.

- Nevertheless, it is convenient for purposes of exposition to consider

1 Vigitors to Malta—an island described by one of them a an 'inhabited
quarry'—in the late eighteenth and early nineteenth centuries 'watched
the peasant at work, saw the hard rock slowly reduced to small pebbles
and then covered with scraps of soil collected laboriously from cracks and
crevices all over the islands; observed the unwanted rocks erected into
walls to protect each small plot with its valuable topsoil from the ravages
of flood and gale....' C. A. Price, Malta and the Maltese, Melbourne,
1954, p. 12.
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success1vely three broad categorles of resources, viz. atural material -

@ resources, human resources and produced mater1a1 resources or capltal

The frrst provides the subgeet—matter of s:the rest of.tnls chapter. .Chap-

ters V to;YIIl deal witb;humen resources, and Chapters IX and X with

‘canital'end:capital formation; This treatnent is one of-conVenience, and
the class1f1cat10n is not requ1red for purposes of any of the analys1s or
dlscusslon whlch is presented. Each of the three categorxes is used large~
ly as a peg from ‘which, to.- -hang the dlscu951on of topics selected because.
we bel;eve;that thelr_economrc analysis may,be 111um1nat1ng, or_because )
they are inportant in}contemporery discussions of econoqic policy in;back- -

ward countries, . U S : S

A methodological point may be noted here. Partial equilibrium ana-.
lysis, 1n whlch a partlcular sector of the-economy is con81dered in isola=-
tion, is a ‘recognised and valuable technique in economi¢ analysis even - .
though it is realised that ell markets endéprices in an econony are inter~

Irelated{l}Meny usefulvresults“may be derived from partial” equilibrium ~?
analysis, évéﬁ though certain effects of'cbenges in a particular:market"*
or sector, of the economy ‘as well as certaln influences’ comlng from outm‘
side are 1mpl1cit1y or expllcltly 1gnored. The method 1s useful because
it 31mp11f1es and in splte of the fact that it s1mp11f1es., No- such -claim
can be made for the treatment of the economics of any- one maJor category”
of resources taken in" 1solat10n° The llnks between dlfferent categories’
of resources and between thelr values are. too strong and the ,inter-~
relat1onsh1ps too s1gn1f1cant to he 1gnored the neglect of the inter-
dependence would v1t1ate the results of the analysis and. the concIUSlons

| would be empty of content: ~We avold these>p1tfalls by empha91s1ng acces=
51b111ty as an attrlbute or condltlon whxchils crucial to the productlvnm
ty or- value of resgurces, thls emphasxs lswnecessary even at the cost of

seemlng repet1t1on. : ’:_i" -
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2. THE RELATION OF NATURAL RESOURCES TO ECONOMIC DEVELOPMENT
There are some areas where economic development is severly inhibited
by very unfavourable natural circumstances. Thus econonic development
is unlikely in the polar regions, the deserts or the particularly inac-—
cessible and inhospitable parts of Central Asia and perhaps parts of South
America, except for such very localised and specialised econonic activities
as may occur around airports and landing-grounds, or oil-wells and so
forth. But over much of the under-developed world there is no such pro-
nounced lack of natural resources, and climatic conditions are not so
unfavourable as to present insurmountable barriers to development. It
would be an over-simplification to suggest that the under-developed coun-
tries in general are ill-favoured with natural resources and have niggard-
ly endowments, especially of minerals and fertile land, and that this is
a principal cause or only cause of their poverty which nakes it difficult
for them to create capital, thus setting up a vicious circle of under=-
development and poverty. The Creator has not divided the world into two
sectors, developed and under-developed, the former being ore richly bles-
{sed with natural resources than the latter. All developed countries began
by being under-developed by modem standards, which are the operative ones;
indeed they remained in this state until quite recently. The natural re-
sources in their territories, whether rich or poor, have only been develop-
ed within a couparatively short and recent period of history. This is

Lgn obvious proposition, wﬁich, howvever, is frequently overlooked.

Throughout recorded history industrial and commercial leadership has
passed frequently from one country or region to another, even though they
did not differ greatly or obviously in their natural resources. Highly-
developed areas or those in the van of economic progress have not been
confined to particular climatic zones, Lven in recent times countries
which had once been in the forefront subsequently lost their economic su-

premacy and came to join the ranks of the present under-developed countries;
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parts of southern Europe and of the Mediterranean basin . are examples. ., .
It 1ssc1ear from- such chanpes‘that the ava11ab111ty of- naturally«t
occurr1ng mater1al ‘resources’ do not immutably determlne the .economic: de-
velopment of amcountry. Moreover, since:the changing. fortunes of. many;
countriesfand regions:havefnot been connected with the~d1scovery or _ex=
haustlon of natural iresources within the1r terrltorles, the fortultousk
dlstrlbutlon ofathese resources certalnlysdoes not prov1de the»only, and
probably not- even the! pr1nc1pa1 explanation of dlfferences in development

and prosperlty. R em s“-; I R ST

It 1s, of course, the case “that prosperous natlous elther possess

some valuable natural resources in thelr own terr1tor1es or are d1rect1y

concerned in the'exp101tat10n of such resources in other countr1es or

have access to them,r But in most cases’ they have largely ‘raised" the value
of these resources by dlscoverlng and developlnw them through ‘the’ applica-
tlon of capltal“’organls1ng and technical” sk111s and labour° The“neces—
rsary*snd prev1ously lacklng co-operant factors of product1on have ‘been sup-
p11ed and the natural resources clothed w1th, economic’ “isefulness and
value. The vast natural resources of the Un1ted Statesiwere in 31tu for
~many centurles, but that dxd”not enable thc Indlans to pass beyond 3 most

£ e e . - :

pr1m1t1ve level of economlc ach1evement “The development of these Te~
sources in the nlneteenth and twentxethxcenturles 1s only one example of
the 1nter-re1&t10nsh1p between productlon techn1ques, ‘the size and quallty
of the populatlon and the value of mater1a1 resources,, it also 1ndlcates
v'clearly that the.value of. avazlable natural resources is:often: a*functlon
“of the supply of. the: former factors° In large measureathe prosper1ty,of
a natlon as well as the active development of 1ts natural resources can
both- be seen as results ‘or aspects of thezoperatnon ofsother causesywi._
though the presence of the natural resources nay serve to . stinulate;and

relnforcevthe1r‘operat;on.;i = RS ﬂws&= ST A R A

- V", PR I CE gt A - . R . 1_“ . mtr o
- The absence of sources of particular natural resources within™its
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own territory has generally not been a serious impediment to the prospects
of a nation which in other respects has been capable of initiating and
sustaining economic growth. By means of the export of goods and services
a country can buy the products of natural resources from countries which
have them. So long as they are accessible on economic terms, the precise
L}ocation or ownership of the natural resources is a relatively minor issue.
In the nineteenth century coal from British mines was often used by German
industry in preference to the output of German coalfields which were
nearer in mileage but less accessible economically. 0f course, the acces-
g8ibility of foreign-owned natural resources may be reduced or destroyed
by political action ranging from export controls to military operations.
In this sense the ownership and location of natural resources may be of
vital importance when international trading and political relations break
down, They assume greatly increased significance when autarky is the poli-

¢y cliosen by nations or enforced upon them.

3. ACCESSIBILITY AND THE VALUE OF NATURAL RESOURCES

The economic significance or value of natural resources has been
shown to be affected by access to co-operant resources and the terms on
which these are available, as well as by access to markets and the strength
of demand in them. It follows that the economic prospects of a countiry
or region cannot be aséessed meaningfully on the sole basis of an enumera-
tion of its known natural resources. An inventory of a country's natural
resources in physical terms can be compiled readily enough, and may be
of some interest, especially a survey of natural communications, climatic
conditions or ore reserves, though estimates ¢f the latter are usually
subject to a wide margin of error. But such an inventory cannot be trans-
lated into terms of commercial values or of potential economic development
without importing assumptions about quantities and prices of complementary
resources and about markets for the products arising from the use of the

resources. Any economic¢ survey of natural resources which does not indicate



these underlying assgmptious is of little meaning or usefulness.  More-
over, even if the economic inventory of petural-resourcesmh@s;beeg)Qrawg; a
up..on_the.basis of the best available kuow}edge it is likelxyto,becopcm_
ineccurategor;out—of=date,practically as,soou as it is presented, bpceuse,’g
Pfic¢s=19;f?QtOF,mﬁikeﬁsﬁéggvprOduCt markets change, @Ed;%55d9¢$ the ac—, .
cessibility:.of natural resources both to markets and to, the necessary coms.i

plementary*resources. AT o T wr IS

It is'‘an* understandable temptatlon for  economic survey mlss1ons to b uk
spend much tlme on the llstlng of natural resources and’ thelr economi ¢’
promlse., For the reasons glven 1n the precedlng paragraph the usefulness
of this’ act1v1ty 1s doubtful even at the: t1me of their 1nvest1gat10ns,,~

r’end much more so after some time has passeéd. Natural resources, the - o
cxistence,‘quantity‘ana'technical qualities of which are® known,- derive ' -. -

their actual or potential value from economic accessibility‘and the ‘con- - -

f1gurat10n of prlces. Thesevare the important but unstéble‘and'uncertainxs

‘factors. Conversely, in approprlate 01rcumstances favourable_chanﬂes 1n
acce831b111ty and in market prices tend to set in motlon act1v1t1es whlch
lead to the~dlscovery of prev1ously unknown natural resources or of pre=._

tylously unsuspected commerclal possibilities in known natural resources, -,

The ‘same’ con51derat10ns apply to surveys or estlmates of cultlvable
and ‘uncultivable land in dxfferent parts- of the world. With 'a given:state~
of farm1ng technique the dlffcrence between cultxvable -and uncultlvablc
land is often, one- mlght ‘almost say generally, a matter of degreeg since -
land class1f1ed as uncultlvable mlght become cultivable w1th the expendi-- -
ture of addltlonal effort or' ‘capital, or w1th changes in the-market prices
of.,o.gr;cu.l.turel.products° Large and smallmscale 1mprovements in 1rr1ga=‘
tion; hhéthﬁr'undertakéﬁ*by statutory authorities, large*enterprlses or
small cultlvators, have often greatly extended the area’ of cultlvable “Landy
for- example in Ind1a and the*Mlddle East. *vAgaln, w1thnthe‘r1se*1n the‘

prlce of rubber in "the 1920“3 large areas in Malaysma were cultlvated
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which had previously been regarded as uncultivable. The boundary beyond:
which the cultivation of groundnuts as a cash crop in vast expanses of

norther Nigeria and the neighbouring French colonies ceases to be worth-
while depends largely upon the level of goﬁndnut prices and .the costs of.
transport. Similar influences determine the ebb and flow in the-ecqnomic

- value of land suitable for rubber-planting in the interior of Sumatra.

Access1h111ty vitally affects the economlc position of many parts

of .the under-developed world, and changes in accessibility have had strik-
ing. results in a comparatlvely short time. Numerous examples could be
cited of the rapid growth of productlon for the market follow1nv on the
establlshment of communications and stable political conditions. Well- .
known instances include cocoa productidn in the Gold'Coast, which was .
gfeatly stimﬁ}ated by the building of the railway from Accra to Kumasi.
Production of Nigeria groundnuts for export, and of kola nuts, both for
consumption in ndrthénlNigeria‘and for export overland, sprang up after
the cqnstruction of the Nigerian railway. Production of cotton in_Uganda\
was made possible by the construction of the Kenya=-Uganda railway. The
building of railways was an essential factor in establishing the acces—
sibility of these producing areas., Another factor was the activities of
traders who céllected the produce frbm growvers and acted as an indispen-

sable link in the chain of communications.

The recent history of the rubber industry may be cited as one more
illustration of the importance of economic aecessibility and of the sup-
ply of co-operant factors in shaping the fortunes of an industry and of
the .different producing regions where it is located, and in conferring
value-on previously‘#aluelessvnatural resources. Until about 1900 almost
all of the few thousand tons of rubber exported annually came from South
Auwerica. After the turn of the century there was a large increase in the
démandwforhrubber resulting largely from the development of the motor=car

industry and the progress of rubber technology. The increased demand was .
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met from plantat1ons (both large~scale capitalistic’ estates and peasant
smallholdlngs) on South-east Asia, chiefly Malaya, Sumatra and Java, while
the :output of w11d'rubber from South America declined deéspite.favourable
‘prices.¢ A principal reason for the migration of'the rubberagrowing indus-
' try is to. be found 1n%the access of these countrles .to large reservonrs
zof labour -in South Ind1a, China and Java, as well as. ito the capltal mar-
kets of Western Europe, the presence of enterprlslng European merchant
firms and a stable adm1dlstrat10n also played an 1nd1spensable part 'It
'1s of spec1al 1nterest that nelther Malaya nor Sumatra, the two main pro==
-duc1ng terrltorles, had a large 1nd1genous labour forcep a partlcularly
fertile s011 or suppl1es of local capltal when rubber was f1rst establlsh-
ed there.; No survey of the1r resources carried out say 1n 1895, would B
have suggested that w1th1n a Tew years these territories would be the pr1n='

.- . V23

c1pa1 producers of the 1ead1nﬂ troplcal plantatlon crop°

‘4, INSTITUTIONAL BARRIERS TO THE DFFICIENT USE OF NATURAL RLSOURCES
gs ' Instltutlonal arraugements may stand betWeen natural resources and
‘thelr most effectlve development and ex9101tat10n,‘ The acces51b111ty o
of the resources may be reduced by measures of offiecial policy. A simple
‘example 1s where otherw1se sultable land is not made- avallable ‘for parti-
cular. purposes, or.where land in deflned areas 1s not allenated to mem=
bers of particular racial groups. In East Africa there are ‘restrictions
on the establishment’of trading sites by non=Afrlsens, This not only
restricts the development of: land for trading purbOSes’ but'also hinders
the development of land for farming s1nce the market for farm nroducts
is made less accessible by the curtallmeut of the act1v1t1es of tradersd
The restrictions on the alienation of land in different reglons in East
Afrlca (notably in Kenya) to members of. -specified- raCLal groups are far
c/more serlous in thelr effects.' Whatever the orlglnal causes of these res-
trictions may have been, at present they prevent new comblnatlons of land

capital, labour and skills which are essential if the economy as a whole
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and opportunities for all its inhabitants arehfo expand. This is a major
theme of the Report of the Royal Commission on East Africa, 19853-5, to
which the reader is referred for full details and a through and stinula-=

ting analysis.l

Land tenure syétems also may affect the econonic accessibility of
natural resources. This can be illustrated by a brief discussion of com-
munal land tenure systeas which are a feature, in a variety of formég of

1 agriculture in many parts of the under-developed world. Communal rights

ZD*adﬁb prevent the energeﬁic or able individuél members of the group from acqui-
ring more land at the expense of the indelent or unproductive. They
also make it difficult, if not impossible, for either an individual or
the group to borrow on the security of land for such productive parposes
as the purchase of fertilisers or of simple equipment. Individuals aléo
are unlikely to spend much effort or money on improving cultivated plots
when these are periodically re—allotted by the tribal. or village authori-
ties, as oftenihappens.g, The system tends to encourage uneconomic farming
practices in dther ways. For example, there is no incentive to the indi-
vidual to limit the number of cattle he gfazes on communalvland, since
any benefit is likely to be reduced by the over-grazing practised by
others. . Similarly, the improvement in the quality of éattle is retarded
if different herds are grazed‘together. The system may alse discouragé
economically sound conservation practices; even if the total benefits
of such practices should exceed their costs, these may not be incurred -

if the benefits would be shared by all the communal owners while only Qome

Report of the Royal Commission on East Africe, 1953-5, London, 1955,

2 In certain parts of Syria, village land known as much's is held in
common but cultivated in individual family plots periodically re-alloted
among the holders. This gives "little or no incentive to permanent improve-
ment of the land'., International Bank for Reconstruction and Development,
The Economic Development of Syria, Baltimore, 1955, p. 353,
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of them would be willing to contribute to the cost of the required improve-
ments. These dfawbacks are unimportant, when land.is‘plcntiful,gbnithn,
the materiélﬂaspiiatipns of the group-?pellimited. But they becoume impor-
tant when land is sonceived of as a productive asset, and when there is a
growing de51re to max1mlse the returns to be derived from it, Thus in
times of soc1a1 and economic change land tenure systems become a maJor
1ssue of publlc pollcy, we return to thls aspect of the subject in Chap-

ter XII. o

5..- UNUSED NATURAL RESOURCES ' cer o Lot oa ¥
' vTheephenoménon of.uhused,resourceé} and specially of unused:land,

often_phézlgsivisitors.and bbservers insuﬁher—develépgd countfies,andare—
gions. “The idleness of these resources, 0T their_bartial,or limited-use -
in production, is’ easily regarded as Wgsteful and asgevidenéé'of-maiadmié
nistrqtion or’inefficienty. IHowever, natural resources may be left.idle
or be used ihCQmpletély orvinadequatsly for ény one of a nﬁmberaof dif- -
ferent regsohs, ‘These have to be distinguished for purposes of analysis;
Their scpgomic:consequences and implicatioﬁs for policy are;widelyﬂ;,,-f,

different. =~ - | SR A . <5

A resource such as land, a mineralfdeposit a forest or a river may
not be used in productlon because it is ‘economically inaccessible. A na-
tural resource is Valueless when the cost of’ co«operant resources and the
cost of transportlng resources and products exceed the price the product
can command in the best available market. If a natural resdirce is value-
less, it will not be profitable for anyone to use it, even if the useér -

does not have to pay for it.

Lo

There.are many.instances of known ~supplies of natural resources in
var1ous parts of the under—developed world which depend on 1mprovements
in. econom1c acceSSLblllty before thelr utlllsatlon becomes worthwhlle,

H
until th;s happens, they are valueless and unused resources.; For instance,
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it is known that there is a large and rich deposit of iron ore near Lokoja
at the confluence of the rivers Niger and Benue in Nigeria, only about

330 miles from the sea and not far from the rivers. But its location is
su?h that the transport costs make its miningvuneconomic. In British Guia-
na as well as in other parts of the tropics there are large numbers of
hardwood trees of high quality; their location is well known, but felling

is not economic because of high costs of transport to the markets.

It is wasteful to use scarce resources to bring idle valueless natu-
ral resources into production. The value of the co-operant resources ex
hypothesi excéeds the value of the resulting product; that is, the co-
operant resduﬂpés are capable of producing a more valuable output in other
productive acﬁivities. Their application with previously unused and free
natural resources would reduce the value of total output. Thus it is not
irrational or uneconomic for some technically fertile or cultivable land
to be left unused, even in countries with a low level of food consumption,
The diversion of resources with more valuable alternative uses in order
to extend thé area of cultivation may increase the supply of food, but

only at the expense of a net reduction in the value of total production,

The fullést possible use of natural resources is not a sensible aim
of economic poiicy, and the extent of the use of land or other natural
respurces.is not a measure of economic efficiency in the use ofﬂtotal re—
sources., Goverﬁmént measures should net be appraised solely on the basis
of whether they have enabled more natural resources such as land to be
brought into productive use. An expansion of government serviées in an
outlying area may bring new land under cultivation; though such a geogra-
phical extension of the economy may be desirable on other groundéﬂ the
policy would #ot be the most efficient economically if the_same expendi=

ture on goverhnment services elsewhere would have raised the real national




.1ncome by .an.even- larger dmount 1 The ‘same. conslderatlons apply df: rail=
ways. rates are equalised or. otherw1se adjusted to subsidise transportxto
partrcular-areas.or_regrons.: This nay make it profitabler.for farmers, to
bring Previbusly idleilandaunder cultlvationbor.forzentrepreneurs:tp eXe=-
plolt forests or sources of m1nera1 ‘wealth. But togthe -:extent, that- the.~
;reductlon of “transport costs to some users ralses the - transport costs of ¢
other users, the development of unused natural resourcesiis at the expense

of the development of otber resources which is- burdened w1th addltlonal

..... PR

costs. The use of natural resources whlch is made poss1b1e only by relle-

v1ng the users of part of the costs of co—operant resources 1s uneconomlc

frow the 001nt of v1ew of the economy as a whole, because some resources

_ - [ I

are uot used to the best economlc advantage. e .
i O e LRI T g el

-However;ﬁthe;idleness;of resources does not mean:necessarily that ..
theyfare valueless or?economically inaccessible° Neturalwresources nay-,
:be ileft unused:as ‘a result of monopollstlc action on _the:part of those
controll1ng them: " In'such .circumstances. the value of- the “output whlch .can
be secured by using .these. resources exceeds ‘the cost,of the necessary.co-
operant factors.: Production does not take place because of monopolls ic .
restr1ct1on of output whlch secures prlvate gains to the monopollsts at
the cost of SOClal loss through the 1d1eness (or under—employment) of re-

sources wh1ch could otherw1se make a pos1t1ve net contrlbutlon (or larger

IR -

contr1but1on) to output and national 1ncome.. Organ1sed commodlty res—

tr1ct1on schemes have 1n the past been amongthe most 1mportant exaﬁples

. .

of thls klnd of monopollstlc actlon 1n under-developed countrles° There’

R 2R S ' ,,d“,,,;‘;«_w"*- £ F *
1s a clear d1fference between land left unused because complementary
. S R T

resources are more valuable in other uses, and land kept out of use
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Where the expendlture is met out of the proceeds of taxatlon9 one
should also consider the alternatlve uses to which the money may have

been put if ‘there had been less taxatlon or none at all
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(or out of the most productive use) by the decisions of a monopely.

A special situation may be noted which is in some way analogous to

_non-utilisation of land stemming from monepolistic action. Unused land

is often owned by the goverrment which determines the price at which it
is alienated to farmers and others or made available for use by them.

Land which could make a positive net contribution to output and income
will remain unused if the terms are tco .restrictive or omerous, that is,
if the price ésked (or the rent charged) is greater than the discounted
value of the expected net yields (or the expected annual net yield).

This result can occur even when the government is not trying te maximise
its receipts from the sale or rental of the land. In Malaya, for example,
the ‘rents’ charged for unalienated state land are often greater than

the net yield of which thé land is capable; such charges in excess of

the economic rent of the land impede cultivation and development.

Land may be left unused in the commercial sense because its owner
prefers to use it for non-commercial purposés9 as a private park9vgame
reserve or for sport. IHere the commercial idleness of the land is not
wasteful; +the owner of the resource prefers the pleasure he derives from
the private enjoyment of his property to the money income ﬁe forgoes by

not using the land as a commercial asset. He may do so in full realisation

4

Measures of control, private or public, sstensibly introduced in
the interests of conservation of resources (a topic considered in Chap-
ter XIV, section 3, below) may serve as props for the support of monepely
restrictions on output. It is said that measures in certain states of
the United States for the conservation of o0il deposits were monopelistic
in intention and effect, though they were publicly justified as being
necessary for the conservation of a wasting national asset. However, -
monopolistic restriction and comservation are analytically distinct;
with the former there is the power and intention to influence the current
price of the product, while with the latter the intention, as well as
the power, may be absent.
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of the income he is abiexto_obtain froﬁ:deing theeleﬁd'ih the prod&etioﬁx
of crops, raising of oattle'or developmeént of a housing estate. Ifihe
himself-is- 1gnorant of these p0331b111t1es, other with greater knowledge
and experlence will make him aware of --the market value of his.land by
their blds for the possesslon or use of: it. Moreover, even if owners are
:mlstaken about the most effectlve economlc use of thelr resources,qthe
resultlng loss falls prlmarlly on themselves s1nce, 1n view of their lower'
1ncomes, they w111 haVe smaller clalms on soc1ety s ‘fesources. ~Failure'
'to produce output is essentlally a second order effect from the p01nt of-
view of the-economy as a whole, - - gf?' L me

: b -
It would be m1slead1nv to cons1der uneconomnics the commerclal idle~-
ness of land where thls 1s the ‘use' preferred by 1ts owner° Thls~would-

t. : £ em E el

dlsregard the owner 8 valuatlon or use of his own_ asset 1t comes close
N - t,

s s

“to saylng that a person w1th great talents uses them uneconomlcally 1f
he voluntarlly 1ndu1ges in. perlods of leisure at the expense of -a larger
value of saleable output. For social and n011t1ca1 reasons it: may be-
regarded as undesirable that the owner should oontlnue 1n-posses31on~ofﬂ
land which is not, put to the most lucrative conmerclal use, But this::—
raises issues prlnc1pa11y affectlng the dlstrlbutlon ‘and redistribution.
of income and cap1ta1 whlch cannot be con51dered heref 'In any event oL
these are not 91bn1flcant1y affected by the utllrsatlon or idleness of
the land _ e ' T mm e

- We haee“now dfstinwuiehed three different typee"of idleness or non-
ptlllsat1on of natural resources9 namelyg’ldleness reflectnng the 1nab1=
lity of the resource to . contrlbute to profitable productron, the w1thhol=
ding of the resource in the interests of monopollstlc exploxtatlon of ‘T

Iy

the market and the employment of the,resource for non=commer01a1 or: 3;f

»prlvate purposes.\ ‘A fourth type is the w1thh01d1ng of a natural resouree

from current productlon beeause the owner bellevee-that it wnll make a .

Fo= o
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more valuable contribution to production at a later date. Thus the owner

of a mine may<postpone the extraction of the mineral or reduce‘the cur—

rent rate of extraction in the expectation
factors or the market for the mineral will
The complete 6r parfial withholding of the
idleness, is economically desirable if the
returns are likely to be justified. It is

all econonmic activities requiring time are

tain world.,

that the costs of co-operant
move favourably in the future,
resource, and its attendant
expectations of greater future
speculative in the sense that

necessarily risky in an uncer-=

Governments often regulate or influeﬁce the rate of exploitation of

so-called wasting resources by means of one or other of a range of measures,

and so alter the flow of income derived from them, both in respect of

its distribution through time and its total over time. Measures of offi-

cial policy in this field are considered in some detail in Chapter XIV,

section 3.
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much 1n the posses>

o‘*r
'unltxes and natlons dlffer ver
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‘slon of qualltles and characterlst1cs affectlnv economlc‘efflcxency and

Cperformance.‘ But the methods of economlc theory and analysxs are not

thls;sphere, or for

'.iibenerallslng about the causes ‘of these- dlfferences. It is- ‘not for"thee~"

feconomlst to say to what*extent blologlcal env1ronmenta1 or- hlstorlcabb
factors account for dlfferences 1n people and in SOCletles in respect of.
thelr ab111ty, de51re and w1111nwness~to increase thelr productlon of

T‘oods and 'services. and to promote econouic Lrowth It 1s easy enouwh to
llst the personal qualltles ‘which help 1n the process of economlc change'*

e

and development _such a 11st would 1nc1ude an 1nterest 1n materlal th1ngsg

e respons1veness to new 1deasg'W1111ngness to leara, perceptlon of economlu
: Wl.11l1g

opportunlty, mobllltj and general ablllty to adapt to changeg'ablllty and

[yllllngness fo take a long view, resourcefulnessg 1ndustry and thrift.

But the economlst is not quallfled to pronounce on the cultural blologi=

flicvl h1stor1ca1 geowraphlcal and other factors explalnlng the dlstrlbutlon

'{and 1nc1dence of these qualltles in dlfferent socletles or in the same

'omlcs d1rect1y relevant to these 1ssues,: - 7

however, conflnlng the dlscuss10n to so»called economic 1nfluen By

1;m;t1ng our,elm to_a-study of some se&ected topics, we have been able to

5001ety at dlfferent perlods, .and there are no_weneral prlnclples of.. ecc=>'

R
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steer clear of thie danger of confusing causes, effects and symptoms
which besets any attempt at a comprehensive survey and analysis of the

economics of human resources.

2. POPULATION AND REAL INCOME

.The relationship between size of population and real income has ine-
terested economists for several centuries. In the late eighteenth cen-
tury and first half of the nineteenth century the population problem was
central to the enquiries of leading economists. Interest in it receded
partly because the problem seemed to become less intractable, and alseo
because the population question seemed to be less amenable td‘the tech-
niques of ecohomic analysis. In more recent years interest has revived.
The facts and.fearsiof declining populations in some Western European
countries and, later, population pfessure in many parts of the under-

developed world have attracted attention and provoked enquiry.;

The demographig position and trends are not uniform in all under-
developed countries. Countries differ greatly in the density, age-
structure and rate of change of pepulation; there is no standard pattern
which can be contrasted with that of one or cther more advanced economy.
Moreover, the most densely populated countries are not necessarily those
with the most rapid rate of population growth; the rate of growth of
population in India and Pakistan since 1800 has not been very different
from that.in several codntries.in Westefn Burope in the same period. The
present rate of population growth in India_ and Pakistan is not significan-

tly greater than that in the United States. The significant point of

1 Our discusiion of the facts and implications of ¢hanges in pepulation
in under-developed countries is necessarily brief. For a fuller discussion
the reader is referred to J.J. Spengler, 'Demographic Patterns', in H.F.
Williamson and J.A. Buttrick (eds.), Economic Development: Principles and
Patterns, New York, 1954,
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contrast is; of-ooursegfthat'in the Far; East andiin«SouthﬁAsiawmhere;isea'

‘a heavy re11ance :0n - a. comparatlvely backward agrlcultureprso that large‘

areas are over—populated 1n a sense in wh1ch the West is noto;m'g_i-,mv,;

) (? The fact that there is. populatlon nreesure %n %gnxgunde:jgev§lgped
countrles should not . leadhto hasty generallsatlon.'"@hough it rs fa}rly
eu;dent that_sone countrles are in tne Loeltlon tngt;totéifnutpu{iwould

ﬂnot fall proportlonateljti; Port of'theieprlcultura?hpo%uie}?éézﬁe%f z%;}

”moved 1t 1s alsovev1dent that some oountrles are £0 sparsely populated

e s e REIWLE iy Y LR AR S we 0T LT

that there 1s»1nsgfﬁ1c1ent Fcope for effectlve d1v1S}on of lanogr orgfor
“the. econonrc 1n;ta1}?ﬁlon.of technlcallv 1nd1v151blei%r%%uogrie geeets
sueﬁwas harboure ;nd ;oads:}>vSome eouétrles, 1ndeedéwhe§'éet %ﬁé uorst ;
of both worlds in. that tney dre very ' d;nsely populated eniJ;et‘ar: io} »
i small to Justlfydlnvestment to prov1de or- lmprove faclldtges wnlchiyouidr
53¥§§§£(, w1den the market -some Carlbbean 1slands seem to be §§“th§§’ﬁés{£§onﬂha“
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The general 1deas behind the terms“°overmpopulat10n and ‘under-
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f@opulatlon' are falrly clear,- Thus the term over-populatnon serves to .

Lo !*,4 T .‘.;“1--’,,

E-

1nd1cate a state of affalrs'in whlch wlth ngen techn1§ues and natural

ey YEL LN ¥
resources, real 1ncome per head would be substantlally higher if the po=
. . L HETE = T U A 3. i .‘;A_ B o PPN BP0 & P L "'v"sfi
Lgulatlon were smaller° and undermpopulatlon has - the converse meanlng°
g e A - = S oy e sty
,These s1mple conslderatlons are, however,J rather: remote from the 1dea of
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an opt1mum populatlon, the numbers of which exactly max1mlse real 1uoome

o

o

e L Rl - -

per head. Thls concept is fancxful - and even 1f lt ufrgydes1rab}e, 1t

onuld not be possxble to govern the size of the populatlonxby reference

T4
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to. At It 1s 1mposs1ble to. aseertaln the optxmum number in’ glven cnrcum=
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_stances, and the very oncept ls doubtful It is 1inked to a’ glven
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R The assets 1n~quest10ne
not be transported at. all.or ‘only at’. - di: proportlonate cost.f-They would'-
1nc1ude harbours, réads and’ elecfrlclty=generat1nw plant; but not steelm
'maklng plants or un1verextleso
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are those the products (serv1ces) of-whloh can-
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technique and a glven wovernmental or 1nst1tut10nal organlsat10n° yet
these mlwht be dlfferent if. numbers were d1fferent With different num-
'bers the. methods of cultlvatlon and the crops produced as well as the
cost of transport, mlght differ so greatly as to make it 1mposslble to
measure . optimum densltyq The optlmum would also ‘be affected by the tlme
over which adJustments were made and the way in which the populatlon ’
chanve would be affected: the change in numbers, which always affects

the age composlt1on, necessarlly affects the optlmum.

- The most fundameutal weakness of the concept of optimum population,,
wh1ch is of spec1a1 relevance in . the context of under-developed countries,
is. the underlylng idea that, with given natural resources, output per.
head is a function of numbers alone. In fact, however; real income is
vitally affected by the quality of the population, and the theoretical
optimum would, depend on the skilly resourcefulness and thriftiness of .
the population. It 1s a fam111ar phenomenon -that Chinese, Lebanese and
Indians . arrlve in what appear to be hopelessly overwpopulated countries
such as the West Indies, make.a 11v1ng there, create capital and previde
opportun1t1es for the employment of cthers as well. Thus the quallty
and attitudes of the populatlon affect not only the level of real income

“but also the numbers at which the- 1neome per head is likely to be

max1m1sedn

In those under—developed countries in which contact with the outside’

world is absent or only perlpheral a Malthu51an situation often prevalls,:

with birth and death rates balanclng at hlwh levels. The causes of the
high ‘death rate include such factors as fanine, endemle and epldemlc die
seases, h1gh_1nfant,mortallty,_trlbal warfare, and various social cus- -
toms, It is conceivable thai such.a'system might be'saised t& a higher
level by some improvement in agrlcultural metheds bringing about an im-

provement in the standard of 11v1né,9 which would then be followed by a

* - o ’ R}
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\fall'bdthfihftheEbfrthﬁand”death rates,.so that the inerease.in production

=]

would notwbe abSOrbed"by‘anzincrease-inrpopulationagwg;ig~ B PR

A more 11ke1y course of events is that the prlnclpal lmprovements

’stemmlng from closer contacts w1th more advanced economles are/such as

74
'to affect death rates 1n the flrst 1nstance before a 51un1fxcant 1ncrease

. 1n total ouput can take place. In such clrcumstances populatlon i'§ lnkem

ly to 1ncrease at about the same rate” as the volume of output There may
be no- marked 1mprovement 1n the standard of llVlng, the 1ncreased output

belng taken out largelykln the form of . 1ncreased numbers. ThIS» for

"1nstance, seems to have occurred 1n Indla where theelmprovement ln COM=

munlcatlons, especlally ‘the constructlon of rallways and canals9 has trans-

}*formed the facts of food supply and of- famlne. Up to. about the:second.

half of the nlneteenth century a fallure of the monsoon generally caused

large numbers to*starve to- death 1n the affllcted areas; - -since food. could

'not be brought to them from areas where 1t was avallablep whether frcm

stocks or from current productlon because of the 1nadequaty;of communie—-

e at1ons.’ After “the bulldlng :0f rallways and canalsilocal .- crop failures,

even 1f they- affected ‘targe areas9 no longer resulted -in. mass, starvation.
The very meanlné ofithe ward famlne has- undermgone agchanves,,whlle in .
the nlneteenth century it referred to: conditions in whlch large numbers,

dled from hunger, nowadays 1n Indla it denctes 8 state of affaxrs in ., -

. whlch large‘numbers are totally unemployed through the faxlure of a harvest

_The reductlon in. deaths from famine has been rexnfcrced by the suppres=‘

e

sion of both endemlc and epldGMIG dlseasesD a decrease ln 1nfant mortalxm

_ty, and the suppress1on of practlces such as w1dow=burn1ng and 1nfant1c1de°

»-vx; -a_-:"

Thus progress has, taken a form flrst affectlnﬂ the death ratea_ Much the

same has happened in, parts of Afrlca._ Although populatxcn den81ty and

g

trends dlffer greatly in many underwdeveloped countrles, thls broad se= -

4, t TR

quence of . events has been falrly common ;n the early stages of econcmlc

development._ as a result_ populatlon has tended. to 1ncrease hefere{




there has been a substantial increase in real income per head (as measured

conventionally).

It has been a cormon experience in the under-developed world for
increased output to be accompanied by increased numbers; but it has been
unusual for the sustained rate of change in population to be as great as
the rate of change in output, particularly where the growth in output has
come after contact with the West. There is auple evidence of an increase
in the level of real consumption per head in many parts of the under-
developed world. Even in India there has been over the last half-century
an appreciable increase in real income per head, which is reflected for
instance in the improvenent in diets,with the substitution of wheat for
lower-grade cereals and the increased consumption of fruit and vegetables.

r}here is little evidence that, save in the wmost primitive and isolated
corwiunities, the supply of labour (population) is approximately perfectly
elastiﬁ at a real wage (real income per head) equal to some fixed subsis-
tence level. Where the volume of production has risen, it has usually
been taken out partly in larger numbers and vartly in higher real incomes
per head. Even where present standards of living are still low, they

are higher than they had been befere self-sufficiency gave way with grow-
ing economic and social contacts, and they represent a more varied con-
Liumpf:i on, .

There is an important point to be noted abeut the custouary emphasis

on real income per head as a criterion of economic well-being and develop-
fﬁhent. The increase in population in under-—developed countries generally
\\ reflects a fall in the death rate and thus a lenger life expectation,
- This implies a psychic income, the value of which is clear from peeple'’s
readiness to pay for the satisfaction of the postponement of death, both
Liheir own death and that of their relatives, especially their children.,
Satisfactions or incomes of this kind are not included in estimates of

national income, and hence in estimates of real income per head; and %o



.iQEQﬂAQXe

[~

vfall_ln the death rate,ﬁso that part of an 1ncrease 1n total output is’

- that ‘extent the results ‘and implications of population growth ‘and ‘ecome-

3

mic development are obscured. e i et wrbiauties

E Iu Indla ‘and Paklstan the rate of" populatlon 1ncrease i's rat present
approx1mately 1-11 .per cent per annum9~ the very large abselute numbers :
'anolved tend to- obscure-the fact that the percentage rate of ‘increase -
is uet?eiceuiidnaL; éud fot much highéfﬁthan.in_a number of.Western~ - '
eeuntriee, fneluding'the“Uuited Staﬁeefngut when pdericountriesfére'ueg
denséi&épepuiaied'and-hdﬁe’large abeeiute increases in numbers they. are:

in ‘a-vulneralbe position“even if the“p50portionate—iﬁcreaéeﬂie small,

s1nce ‘a harvest: fa1lure may mean a 1arge external deflclt with:a balance

of payments crlsls, ‘an may even turn= the terms of trade ‘against the af=i

'fllcted country.v'Of course9 if such® aucountry not only ‘has" a large ab<l

solute 1ncrease 1n-uumbers but alsq atlarge percentage 1ncrease,»1ts po

s1t10n is -even more vulnerable. NS L

; - i i ’ - -
Although economlc development lS often accompanled 1n1t1a11y by a

*

ebso;bed by larger numbers9 the blrth rate ofteu falls subsequently, es—

peclally when 1t had prev1ously been hlgh But thls is mnot an 1nev1table

. development The lmproved status of women and the dreater varlety of

ways in whlch leisure can be used are among the forces which often’ serve

to reduce the blrth rate. ) o

L - N -
Other economlc and soclal problems ‘arise when eeonomlc advance is

accompanled by a reductlon in death rates,' The ecouomy may have to bear

a heav1er burden of dependency. Thls 1s 11ke]y to be partleularly acute

' in the traus1t10na1 stage, for 1mproved 1evels of consumptxon and health

serv1ces are 11ke1y subsequently to lengthen the effectlve worklng llfe

of members of a populatlon with a longer average expectatlon of llfeod'

_ The d1ff1cu1t1es of tran51t10n may be lncreased by the need to flnd rew

sources for the educatlon of the 1arger number of chlldren.' The burden
B} . . ¥ . E e . . AT 4 - ‘;’-
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of dependents is once more increased, and a source of labour is diminished.
Changes in.the age structure of the population and in its social structure
may have as important consequences as changes in absolute numbers er in

rates of increase.

3. THE EXTENDED FAMILY: THE ECONOMIC IMPLICATIONS OF A SOCIAL INSTITUTION
r/ Cértain social institutions which are abpropriate to a subsistence

or near—-subsistence economy‘may imbede economic growth directly.by reduc-

ing the rewards of individuals who take advange of the opportunities pre-

sented by wider wmarkets and the improved availability of coeoperanf re—~

sources. Theéextended family sometimes known as %he joint family, is an

example of an’institution which has many advantages in one stage of eco-

nomic achievement but which may later become a drag on economic develop-

h:?ent. i

[

- In many parts of Africa.and Asia the term family has a different and
wider connotation thanAthat which is customafy in more industrialised so-
cieties. Thefterm includes many more distant relatives and kinsmen than
in Western Europe, and in many ways refers to a group more akin to a clan
than .a family in the narrower sense, It is a feature of the economic and
social life of the countries in which the concept of the extended family
prevails that a man has oﬁligatiohs iowards a much larger number of peo-
ple than in communities.iﬁ which the.concept of the family is more res-
tricted. Even a moderately pfoépeféds man may find that he has scores
of relatives and clansmen to provide for; hospitality on a lavish scale
to family members and indisc:iminaté maintenance of distant relatives is

a feature of economic life in many parts df’Africa, India and China.

The institution'df'themexténded family is a feature of a subsistence
or near-subsistence economy. In'sﬁch a society surpluses cannot be mar-
keted; this partly explains the readiness of people to make gifts of

their surpluses and the dictate of custom that they should do so. Moreover,
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'uw1de personal obllgatlens act(as a ferm of insurance in societies in.. v

whlch most . people live at.a- very low level of incone. and have 11tt1e or,

nosreserves. .. The,larger the number of peeple who have- reeegnlsed obllw,g

R gatlons to. contrlbute ‘their surplus as well as rlvhts to share. ln:the S

surpluses of others, the more effective is the 1nsurance,“ Thls is valua-
'ble when there 1s no alternatlve prlvate or public. prev1sion for the' re='
lief of'dlstress. The extended famlly system serves as &h' 1nsuranee fund,
_as an informal® poor law, as’ a means for peellng end c1rculat1ng ‘capital™’

w1th1n a group,*and also as’ an outlet for charxty and generouty° °* For: *

_1nstance, dlstant*relatlves who are mentally or physxcally slck are: often

u'malntalned 1n Chlnese or Indlan extended famlly households° “In West Afri-

ca fam11y resources ‘are often pooled for such purposes as educatlnﬂ F: Rl
promlslng chlld or aqs1st1nw a member of the famlly 1n settlng up 1n trade
or lnvan_occupatlon. The 1nforma1_extended;famlly»syetem is also a eoma>
;moudfeaturelemdngpiemigrent_eeumunitieS;eveu_in advanced economies,. par-
 tieuiarlyhbeforefthefimmigr?ute are_Well;integrafedgiutqltheyliregpf;@heir

new country. 5-*;"’» N Y N_‘v‘vj: P | . R D R Lirridesn

- &

‘We have mentloned ‘the v1rtues of the famlly system 1n a.ppr’co»prla‘te"'a
rcircumstances. 'But on the negatlve snde it acts as a; qer:@.ous Ghstacle”
>to economlc progress. A man-ls much 1éss likely to be ‘willing’ ‘and. able
to - rlse 1n the 1ncome seale, and te saVe and 1nvestg ‘when “he knows tham

should he succeed 1n 1mprov1ng*h15 p031t10n, he would have “to malntenn a
large number of dletant relatlves, dlatant in the sense»of‘havxng iygino te
blood t1es and qulte often also in the'’ eenee that they normally*ilvetfar
-away.v At ‘the same tlme the system, whlch is. largely Lndieernmnnate in
its operatlon, mlnlmlses the 1nducement for people to 1mprove “their “own®
p081tion because they . can count on belng provxded thh the means . of suba-
51stence at a levelenot very different from that ef the magorlty of .. nexr
klnsmen, 1nclud1ng the more energetlc, thrnfﬁy and ab]e.' The cyetem hae

vether edverae effects~yhlch are less obvious. It obstructs the. qpreadnng
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of the banking habit since people are unwilling to have banking accounts
the contents of which are likely to be divulged to kinsmen.. Generally,
it weights thé scales against investment in forms which are particularly
conspicuous in a largely agricultural society.l' I+t also adds te the re-
luctance of foreign firms to employ members of the local population in
positions of trust and responsibility. Indeed, it often discourages med
from accepting such posts or similar posts in government service, because
increased responsibilities do not necessarily bring with them the perso-
nal enjoyment:of a proportionately increased reward if the larger income,

or part of it, has to go into the family pool.

(/ As the economy develops and becomes increasingly removed from the

subsistence stage, the concept of the family narrows, and the number of

people to whom individuals recognise family obligations tends to become

smaller. Surpluses can be marketed regularly with the growth of specia-
lisation and éf wider markets. A larger proportion of the pepulation is
raised above the strict subsistence'levelg and though there is often a

time lag, alternative private or public insurance or other arrangements

replace the traditional methods for the relief of personal distress and

disability. fThe development of exchange tends to eliminate qustoma

dominated personal_relatithhips. Relationshipe become increasingly

'Each member of the extended family group may have a more or less
effective contingent claim on the use of chattels possessed by other
members.... A shop being, by definition, a repository of commodities
awaiting, as it were, exceptional pessession by individuals, the Afri-
can shopkeeper /in Nyasaland and Tanganyik§7 is peculiarly exposed to
requests of relatives that he should enable them to share with him
possession of his stock.... The African trader often finds it expe-
dient to establish himself outside his native habitant.' Chalmers
Wright, op. c¢it., pp. 54-5.
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Aimpefsonal! whioh tends to reduce the,number of people who ‘have claims -
{on individuals,' | | '
An institution like the extended family does not give way equally
_ ea51l/ 1n all socletles° in:Africa its'disintewration is ﬁroceeding -
apace in areas in whlch the money economy is advancxng rap1dly. In In= -
dia and thna,;t has.been a feature of.the social 1andseape for many
. eentufies,Tdnring which theselcountriesqnad at times attained levels of::
: -

i

‘economic achienement'far;Beﬁond those nhow current'in‘AfricaJ>~
4, SOME IMPLICATIONS OF INSTITUTIONAL CHANGE ) » . v
The dlslntegratlon of 1nst1tut10ns 1n the COurse of eeonomlc develope--=

'Ament is not an unmltlgated bless1ng9 even though 1t may clear the way for

more r;pld progress. and be a necessary consequence of it. Ind1v1dua1e

are not equally adaptable to change and able to deal w1th the challenge

presented by changlng cond1t10ns9 relatlonshlus and opportunltnes,f The'

less adaptable may go to the wall and 1n the process of changes 1f it

1s rapld those 1nst1tut10ns whlch gave some seourlty and protectlon to-

the weak may have dlsappeared Moreover, economlc change"and development

g

_are not as a rule equally pronounced 1n all reglons or in all seotors of
the economy. Older 1nst1tut10ns ex1st side by elde w1th the emerﬂlng‘
1nst1tut1ons and customs of an exehange economv, Soclal and polltncal

'tenslons between different areas and d1fferent occupatlonal c@asses result

. A . i
“ - B P - w F

1 An anthropologlst examlnlng ehanges among the Pondo © 1n “South Afrmu
ca, summar1ses these tendencles in the ‘following termso "There ig in=
creas economic 1nd1v1dualxsm. The ce-operative - economlc unit, the

umzi [I%cal klnshlp grou£7§ is decreasing in size," and’ more and more fa-
'm111es of a-man; wife, and minor children, tend:to become 1ndependent ’
«roups. Economlc values aré beceming’ domlnant.,,. Whereas formerly,

~a big umzl, many ‘adherents, and the g1v1ng of many. reasts earrled pres="
‘tige; now a man tends to be judged by his house, his clothes; hls food.,’
M, Hunter, Reaction to Conquest, London, 1936, p. 546.
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from this dichotomy, and complicate the difficulties which confront peo-
ple when personal relationships based on long-—accepted status and custo~
mary rights and duties are replaced by relationships based ou imersonal

coumercial considerations and contract.

The increased prosperity and influence of individuals who are most
successful, either because they have the special qualities required by
the changing conditions and moving economic horizons, or because they are
less mindful of the old order of things, are likely to be particularly
resented by many of their fellows; the very qualities which become inpor-
tant and valuable are almost by definition far removed from those treasured
in the established social structure. These tensions are perhaps fully
resolved only when economic growth has permeated the whole country, when
the values and habits appropriate to an advancing or advanced economy
have displaced those of an earlier stage, and when new institutions have
replaced those jettisoned in the process of change. It is a matter of
opinion how thorough-going and pervasive the change in social ethos and
1Eocia1 structure nust be. Some economic historians have sought for (and
sometimes thought that they have discovered) connections between the re-
ligious reformations of the sixteenth century and the economic changes
experienced in Europe. On the other hand the economic history of Japan
demonstrates the compatibility of rapid economic change and growth with
the preservation of traditional attitudes and social relationships, re-
cast or reemphasised as these may be to suit the needs of a new economic
order,

-

H
)
I

However, it is clear that economic progress both requires and causes

significant changes in social institutions and in the people who are

! served by them. The social structure becomes transformed, new opportuni~-
ties appear, the population increases, latent qualities become more valu~

lﬁgble and are brought into use, and new incentives are held out. Just as

the opening up of a railwéy may raise the value of hitherto neglected
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,land and reveal unsuspected productlve powers, se. tue gr@wth»of markets
© and the breater avallablllty of cea@perant resourﬁes%maysralse or gthers

e

"w1se alter the value of the talents of peopl in a varlety of ways.- -

In a sense there 1s a ch01ce between the mat erla] b@n@flta ot econOw
mlc growth an- the* (temporary) social dlsruptlon and*@hange on;thezone
_hand’ and the economlc backwardness and establlshed 3001al system on. the-
'other, Innpract1ce thezpeople concerned rarely have: ‘had . ¢hls oh@lcep;»;

'31nce~1t has been: dlfflcult 1n a World of dw1nd11ng dlstances to keepjoutv I

.f;Yore1gn 1nfluences and X% sdlate an’ economy. Moreover,:lt ls somewhat»
?rmlsleadlng-io talk of;the populatlon of ‘a country 1nwthe aggre"ate,&51nce

the™ economlc 1nterests -and - preferences of all 1nd1vxduals and‘groupSAIan ’:;‘ S o
v ' 1t are not 11ke1y to be the same. Naturally the passlng of a prevmously |

3festabllshed system 1s regretted by manysmmore 80 as$1ts vxrtues ;AL IO 8=

P

ts drawbacksn'lncludlnw its economxc drawbacksg'

.ta1w1ca11y exagwerated and{

-are forgotten in. the contemplatlon of the 1nev1table dlfflcultxes ofithe

Pl

ﬁn“are 111uétfated in ah

e . -",”‘0:,:

1ng the experlences of Af,
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o f- 01ety of the town of J nja in Ugandatl~= »
X - 1 _-.»_ ) k‘ ii_«_,_'«; . S ;_;. ;__ . '!-';!“: -*“"f, ,oé"ﬁ G}v
-";ﬂ ra ’The Afr;can,.,wflnds it dxff;@ult to adguot hnmqelf to the_new

B R : &‘na—-

away of llf@ whlch gues along ‘with 1t He R

,fu ._w_.,*) ;“ -3'_,.'} ) . . .

S has to carry out operatlons whlch are unfamlllarg on new materlals
T - ) i R B 3’#4.&?

and w1th new »mplementsp in an unaccustomed env1ronmenm 1n whlch i

S Foow A7

tance. He 1s expected to work for long stretches every day, at ‘&

Vl N 7. M_-;) | R . : L X R E
I 4 Sdféf, 'Worklng Groupg in-a Plural 5001ety
Relatlons Rev1ew, October 1904 p. 730, : L e

ik &
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time and5place'determined by others, tﬁ'keepvworking all the tiue,
and to associate duriﬁg'the working day with Eurcpeans, Asians ‘and
Africans of other tribes‘whosé behaviour bewilders and often antaﬁx
gonizes him. He comes to regard his European and Asian superior as
impatient, over-critical, and unJust ‘They are in an incomprehensi-

ble hurry to-complete eVery task.

It 1s not surprlslng that the Buropean or Asian employers or superv1sorsb-
have to dccept the fact. that by their standards "the African worker is
unsatlsfactory and thatrthe' quantlty and quallty of his output is poor’. é
The resulting_attifudeS“aﬁd ténslpns.aré, no doubt, exaggerated by the |
fact that the employers and sub@f?isors_are ndnzAfrican; but the early
history of industrialisqtion_in Britain and{élsewhere indicates that the
difficulties stem bésicélly from change and not from racial differences..
Moreover, British»inaustfial ékperiehce also suggests that the economic

performance of the Africans is likely to improve over the years as the

vprocess of acqulrlng skill and settling into a changed environment goes

ahead though it is not possible to Wenerallse about the rate of 1mprove—
ment-or the level eventually to be reached.? In other parts of Ceptral
Africa tension of another kindlare-already being created precisely because
African workers . havé within a_short period become serious competitors for .
employment in occupatlons requlrlnw skills which orlglnally were beyond
1 o . S : o S

thelr reach T o o o S S

It.is possible that the process of adaptatlou of most individuals

to a changed soclal and economlc order is ohorter and 1ess difficult than

Accordlng to a recent report Amerlcan managers of branch factories
in Mexico con81der the local labour to be about as efficient as their
counterparts in the United States; a Judgment confirmed in some cases by .
comparative statistics relatlnw to, plants uSLng the same equlpment, E.R, a
Barlow, op. cit., pp 47»50 b

H

ERET .
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is.often supposed;mnAdaptability to change is an attribute which.may
possiblyrbe more*wideSpread’and effecfive than abilityetO‘introddce
change.q Much depends upon the way 1n which: the process of growth and

change is.set. 1n motlon, the speed of the process, and the extent to

{“which it permeates all sectors of the économy. Generally,. slowcbut

\

|

\frles aod tgegd1f§;cul§1es}of adaptat{on to repld g;‘owtl}°= -

steady development is likely to. create,feWer political, -socialrandveco- -
nomic. tensions;_wand 1t 1s 11ke1y than an attempt to force the pace toa,
strenuously may. . also be economleally wasteful because the soclal and _per-

sonal changes uay not take place wh1ch ,are necessary to enable 1nd;v1duals

or the soc1ety to proflt from the development and to susta1n 1t A serlous

- LSRR #of

d11emma 1s posed by the pOSS1b1e confllct between the des1re for rapld

- e L

growth whlch 1s dlsplayed by 1nf1uent1al _groups in under—developed coun-

4"&1- . .-Q& g
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5, ECONOMIC IMPLICATIONS OF RESTRICTIVE TENDENCIBS

Wi ‘- L DL PR

Restrlctlons on. the movement of people or on the acqu181t10n and _i
3 oy
exer01seﬂof skills.prevent the best use of ava11ab1e human _resources. .

The1r operatlon also obstructs the most effectlve use. of other avallable

resources, and thus retards economlc growth generally. ..

Ll A;s"‘f’:fe' L2l
-There'is‘axstrong tendency towardS'restrictionism'InssOcietiesJ»z“f

based on~ spe01a11sat10n and the division. of labourc.lThe motlvecforxreSm-

trictive measures protectlng the members of a partlcular vocat1ona1sor

occupatlonal group.- is.the des1re to 1ncrease9 or at least to malntaln,

AN o

*theuvalqe,ofstheﬁserv1ces?prov1ded by!%ts_members by restg;c@;qgrﬁselr‘}

supplywormreguletiygvadditions to the supply. Another type oftrestrice

‘tionism stems from,,or is..connected with xenophobiag which’is-often“~’~

very . marked in. socletles at. or near trlbal levels, In these societies

e

.economlc 1ntercourse With:people outs1de the. trxbe is often d1scouraved

A Fd

for.a: varlety of . reasons,»but chiefly because it 1sdbe11eved to be harm=

ful\to the cohesion of 'the group. Restrlctlve tenden01es;stemm1ng from




these two distinct sources are often fround side by side and merge into
each other. When the impact of a money economy has been sudden, the

type of restrictionism associated with economic specialisation may come
into play while the restrictions stemming from village or tribal exclu-
sion still operate. Governments of under-developed countries often sup-
port restrictionism by the encouragement and promotion of trade unions,
or the introduction of minimum wage regulation in particular sectors.
This.means that there is no appreciable stretch of time during which
economic development can take place untrammelled by the obstacles erected
by restrictive groups and organisations. The breakdown of earlier econo-
mic restraints and the general absence of major or widespread econonic
restrictionism contributed materially to the growth of British economy

in the eighteenth century and much of the nineteenth century, and of the
American and Japanese economies in the nineteenth century. It scems

that many of the present under-developed countries will not have this
period of respite unless there is a material change in government attitu-

des towards restrictionism.

For obvious social, political and administrative reasons restrictive
measures are prominently and effectively directed against foreigners
in the sense of people of racial, national or tribal origin different
from that of the majority of the local population., But quite often they
are directed also against members of the local population. Such restric-
tions are a notable feature of West Africa and of many other under-
developed countries. In West Africa the transition has been rapid from
the tribal and subsistence to an individualistic exchange economy, and
the two sources of restrictionism have reinforced each other. An ins-
tructive example is provided by the vocal oppostion in the Oyo and Ondo
provinces of western Nigeria to the operations of produce buyers'from
Ijebu~-0de. For some years past Jebu traders from Ijebu-0Ode have been

operating in the neighbouring districts of Oyo and Ondo purchasing cocoa
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A

and .palm kernels.* The Jebus are racially closely'relatedétdathe.popula?

tion of qusandiﬂndd;'Lethnically,end]jnguistically.theyﬁére almost . ::-

_ideﬁticdl;ﬁ;moreovefyhihezJebus frequently engage localragents -and-lorry

drivers to acf on their;behélf,‘ These.traders have_eeeured@Suppliéé,by{

outbidding the local ﬁrodﬁce'buyers}“and their acti#ities:have‘éfoused‘:

opp051t10n whlch is led by ‘certain 1nf1uent1al Yoruba chiefs. ~.It.is

. clearly unconnected w1th:raclal animosity and is a stralﬂhtforward ate: .

tempt +by the’ local produce buyers to curtall competltlon which- obvxously .

benefits t@e.localffarmers,f This is a- partlcularly clearucut examplewof

-thegeconomic bhsis.ofﬁostenSIble xenophobia, In many casesgthe restrlcn

tions on the activities of West Africans.have offlelal support,,tak1ng.

the form of.official restrictions on’ the. granting of.trading plots or. -

mérketfstalls t0yﬂﬁrj6ansffpom other districts or tribee}_restrictions,i
on the leasing or.alienation of land even where it is;amply<aVailable,:

and. restrictions ontthe: employment of:strangers and:on.the movement of .

. ‘g 1 . . -
commodities., -~ - 11 g Vo A il Lt g g T T

Official resfrietiops on the entry or activitfee'bf'foi&ighef§;d¥g’
coinmon ihroﬁehout fhe‘World.;fTheir effects on developmentwhrewlikely :
to be. partlcularly serious .in the poorer countrles° -~ We shall note.: (1n;,
Chapter;VIII section- 2) sthe large_and sometimes vital. part Pplayed: byxr

immigrantS'ih economlcadevelopment .They have supplxed missing. or. scarce

resources, attrlbuteshand skills, and by- their act1v1t1esfthey -generally

have w1dened the opportunltles of the 1nd1genous populatlon° . The, general
faxlure of the largely inarticulate beneficiaries towunderstand ~the’ sig=
nificance of- the economicveéhtributioniof immigranisg ailied withvthe.ﬁ
preSShre of 1peal.seetione1 groups whose interests.may;appear_tqibe‘direc=
tlyﬁthreatened by:J’me_u'igr’an‘dztc_sompet_J'Lt.o:njrs.9 are largelyvﬁespﬁpsible for: the

. - EATI 5 - 2 . * y - -
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o A more detalled analys1s of restrlctlve tendencles w111 be found 1n

P.T. Bauer, op.'clt,, Chapters 3 and 12. -
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popularity of restrictions. on the entry and activities of foreigners
even in countries in which, in other contexts;, a high priority is given
to the forcing of economic growth. The fact that the controls and res-
trictions operate directly against foreigners adds to the popularity of
such measuresfin countries in which the preéencé of foreigners is resen-

ted on various pqlitical grounds.

These matters are considered in some detail in our article "Immigra-—
tion Policy in Nigeria and the Gold Coast', South African Journal of
Economics, June 1954, : ) :
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