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CHAPTER X

FOREIGN TRADE AND ECONOMIC DEVELOPYENT*

VOpen models are just as useful in broadening tlle analysis as °clGsedo
models are essential in deepening it. In tha present chapter we ahall
build open models of economic development to clarify the te~hnical re=
lation between foreign trade and domestie growth. Specially ihis chapter
will discU8S (a) the relation between foreign trade and demand growth9
(b) the relation between foreign trade aud ~,apadty growthp and (e) para=
metric operations for equilib:du.m growth<~,linthe particular context of
an open economy whose demand tends to grow fast~r than its ~apacity and
so to make for persistent inflation snd imbalance.1

This specific treatment of the problem has besn chosen so as to re=
late the present discussion to the post-Keynesian controversy over the

2relation of domestic growth and the balance of payments. Twc distínct
approaches to that relation are discernible. One approach stresscs d.omes=
tic progresa regardless of its repercussione on the balance of paymentsp

whil e the other approach emphasizes the need for balance of paymente equi,~
librium whether that external balance ie 01" ia not cOllduci"<¡¡'eto int,c;rnal

* This is a somewhat modified version of my °Ec~nomic Development and
the Balance of PaymentsOp Metroeconomicav Vol. Xp Aprilp 1958.
1 Yost economies outside of the dollar ares are confrontad with the post-

ward problem of promoting secular gr~wth in the midet of domestic inflation
and foreign balance of payments diffieultiee. See9 e.g. U.N. Economic Com-
mission for Latin Americap Economic Survey of Latin America 1954p Columbia
Univ. Pressp 1955» also my °Japanos Trade Poeition in a Changing World
WarketQ, Bev. Eeon. Stat.p November 1955.

2 Cf. vGrowth and the Balance of Paymenteg A SymposiumOg Bull. Oxford
Inst. Stat., February 1955~ B. Nurksep °The Relation between Home Inveatment
and External Balance in the Light of British Experience9 1945-55° v Be~o
Econ. Stat.p May 1956~ F. Maehlup9 °The Finance of Develcpment in Poor
Countries: Foreign Capital and Domestic Inflationov Econ. Studies Quart~rly
(Japan), April 1956.



'growth. ,!hi~~ifferenpe of,profes~ilnaloplnlOn s~e~~to arise from
• ' ,,(' •.',' • ".- o.' •• .'.: ." ",': ," ~L "~o" . .','/.! {"" o.'~' "/1Ii :. •

one~sided 'p¡'eoccup~~i.on,)~,i;th ;tbe-~n.co~e,~gen,er.atiug a,sPect pf f oreigu
tr,ade (de~áDd,aspect) 'o~wi th the ~ap~ci'~~..i'~rea~iUg,'a~~~,ct'of '~t ('sup=

. ' ;. " . -.- .,.'- '.' ,. ',. . - :'1' j'; ,- .' ,'o ; J. ; .. " '. ., f".{' P l • '~. :

p~y a~pect). L
J'

" .

An attempt/will ~e ..made.here to' co~biJle these :t.woaspects of foreign
. . " " ~'<: ~; > I ' .t .

tr,ade. with a .view to clarif'ying .the' cond~.tipns necessary ,f.or. balauced or
equilibrium.'growth without interna!' ~nflati:'~n. aud,','exte,rnal imbalsnceo

, . "j'
,..~P..ph,.an a,tt.e~pt,may also, spedadditional li~ht on. tbenat,~on.aland iuter-

natipnal mea~u~es 'fpr freer trade and higher living standards all aroundo
, : :' . ' .' l, ,. i, '. l'

(1)liyd

FOREIGN TRADE AND DEMAND GROWTH. . J'
• \.;. . ,J., ' Al' ,

Lét us begin with the analysis of the.technical relation between
¡ ~~ ~' . .', .:,j:i ' ; ,. I t""' , 1 ., ,

foreign J.rade ..and demand growth,. taking the!' cond:ition's of supj>ly 'as gi=
ven •. To show the effect of foreign trade,activit.ies on the'growth of

•. ; ¡ • ~ ," ;. ',;', - • ~'<. - . '" " ~ , .

effective demand,. it ,is necessary tódynamize and secularize Keynesian
• .' I

,multiplier theory as follows: . ( ~. '.: "
e.' , ., '¡l-• ~!l.

1/ ,:1:.

Si +m I•••b ,,:,(6 I+~~+, A,E.h'
~,' ,

where y~, is real net national in,come..dete~ined .by eff,ective d~ando;r

simp~y ef£ecti ve,deJ,Il~n,~,.! ,autonomouspriv~~e net ~i~vestme~t) ,.!i,g()yerJl=
~ , ••. .•. '( '., ' ~ ". x ~

.:ment expenditure,'~ auton9mous exports (inéiudinginvisible cred~t items)~
"'~' " h I ~ ,_::£ the m~rginal propeIlsi ty to save, ,m' themarginal prope~s~ty to import,

and ~ the marginal propensity to,'invest.' :'~ere the mu~tipli~ands b. I~AG
:~~d ,dE a.re.exo~e~~us paramete~s,'~~~le the,:¡margin~~ propens; tie~ t~. save,
,il t~ .1mpor,t, and..,tolBvest s}, mi, b.o¡are end,?g~n~~t' param,e;terso "Th,e r~=
I Ja,t,i ve~,ig~ific.~I1~e o£ ~ I,.6,. G, and' 6 E ~e~e~ds' ,on the' typ'e ,of"<economy

,1 envisaged. Obs~;r~ation indic~test4at the'export multipÚeand .6.E fs, 'o,'... ( " ," :'...... ',. .' ~'. ~.-":: . I i' ".1" .' ' .. ' , ; -. ~

quantjtatjvely more signi.fieant in underde\l'eloped economíes than' in ad-
. . " , . .

,1
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vanced ones.l Needless to sayp the ,r.dative :importance of ~ 1 andAG
11 "

resta largely on, the extent oí departure fro~ the laissez-faira tradltion.
" l'

The marginal propensi ti es tosave p to imlHllrt p: snd to invest are not ne~<6!s=
l'

sarily tIle same as their average coun*,~ll"part!iiJh nor d.o they hold tt\onst,sll'lt

relations te national lncoma. TIle values of ~op mOp and bO 'are ~bservedly

quite different as between advanced and underdeveloped economiesp however.
1;

Inclusion of bO ~ere sigoifies the possible pX'\lZ,sen~eof ind.uced imrestmentp
!' j~

io addi tion to autonornous invesrtmeo't. 1:

Dividing bothsideis oí equation (1) by yF' snd rearrangingp we get
di,

the rate of growth oí effectiva demand (G ): 1

Equation(2) shows tbat tbe
oí varying directly witb

where a
rate oí

81+ ~ 'il')'
=o.===o::::::..._=:=-~ 1)

r
~ ° +m °=b ° !:

1,

r

~b.I/yd p.~ ~ IJ. G/ya p aXJL«! y ~ h E/yd. 1,:

growth oí eífective dl\?ilUandia capabl"¡!

changes in autonomous invest'meíAtp goviF!Jrrunent :e~pemdJ1.turep and export in=

come 0.11 relativ~ to national incomep and inv:ersely with tha marginal pr<OJ=
't' t 11 , ' • 1;' dpensl les o savep te ],mport.p ann to lYJV'ell\te ,.' 111:,represen,ts the deman

side oí a growing open e<Gonomy. Xt als~ 8ho,J'8 t.h81-t an in~r.sa8e in expo:l"'~S

relati ve to national" income (y) 01" a de~reas~' in, themall"ginal propensd ty
:1

to import (mo) wouldp £"et. J)3.£.,p :l1,ng:¡reasíE') ihe: lr'ate of gJr'\l))wth <ní effectiweJ

demando However v whether a highl£!lr 0,1.< lOlwiE!X" Jrat@ oí' grow'th Df effecti'we

dem,and is to be ~chieved and maintained ecanno't be decid(!;!d excr.:ept wi ih X"e'~~

íarenee to the r~te oí grcwth oí priU,ducti ve d1apact, 'tt,y which we are pll"l\?isent=
I

ly taking as given. We shallretu~n te this '~&tter latero Meanwhile it
!;

Is interesting to see what impliaationa eqDa~iDn (2) has for 3D opeo
1 ,

], See H.C. Wa~liehp °Underdeveloped Countiie2 and the XnternatiQnal M@=
netary Mechaniemop in Moneyp T~ade and E~ono~ic Gr~wthD MaamillanpN.Y.pli951.

':

J
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ec~:nomy's balance ",oí 'payments posi tion.,"
, i1.
; . 'if "Putting l::. 1 • o, l:iG • o, and AE • 1 p Wé may éoncentrat:é 'on the tmu1""

tilplier efíect' of'a change in exports in order to 'co'mparethis export
t

a
change with' induced importe. Forw~ knowtHat additional impórteáre in-

. :"(,

duced by an export-generated increment of do~estic income~' according tó
, ~~ >'~ • • jjlj"

[I,~j~.
":J
.i:v__ m••• 'AE.

s g'+1J o -b o

starting trom tJ1e ini tial posi tion oí balanc,e of paymeilts equilibrium,

'E - W=,6 B = o (whereMis real imports including invisible debit items
'- , ' ",/

and A n an increment Or a decrement oí fore~gn exchal1ge reseryes), the

emergence ~í a fayourable 01' adverse balance oí payments ca~ be sean in .
'the fOÚOWÚlg il1ustrations of equation (3)::" ¡ •

= 'o, 'then 6 M<AE
thenA M>AE
thenA Al =AE>0,

:> o,
Ifo < s' > b'
U' ,o <"e' <b '

'lfo<s'=b'

(case oí,,:tindercompensation).
i ¡,¡

(~ase ofJov~roompensatioh)~

(case of:¡!eq~aJLcompensation).
, ,~' " 'J~.. ~:. - ' .~ .

The fir,s:l; of th,eee cases is a Keynesian one based on ,the eesumptltcn
of ,exe:eas capaci ty: having a nulifying 01' de!l"easing éÚ'eot on iLndueed in ..

," ' ~.. .•.. I ¥: '~ •

Jestment, so. ,tbatinduced .imports always faU short otan). original ],~~
..' : '4-

,cl'em~nt .of exporta and foreign exohange reserves accumu,late, by. !in am.ount
,~ '

"equal to . ,

,1R = (AE ¡+E) .••.(AM '~l'+M).,'o~'n n-. o n= o

The second case
,sity to invest

j

war~devastated

,it
exemplifiesan unstable sys~em with the ma~ginal propen .••
tending to exceed the marginal pl'opensity to eaVép as in

, ,,¡l, ' ,

or underdeveloped economies~itha general shortage.of .
"1 •
I

;1

I
!

1';:1'
l~
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capital or during the upswing phase oí a trad~ cycle with ita exhaustion
of idIe plant and equipment. In this second ~ase of overcomp@llsation f~=

reign reserves decumulate according to
"".

, . ~

,;.,bRn ~ (b M~,=Jl.1I-M(Q)) ([1 E¡m=l.::WEq) •

I ¡
The last case Oíj, equal compensation srises fr~m the marginal propensity

to save being equ.aJl. to the margillal Pr.'r,¡'lH"nsi t;y tI(} il'hvest9 so that there
t~ ¡:

i8 nei ther accumulation nor d<a~umulatl1.()!ltA oí e'x~hallge reserves» ÁR ~ Ci1J.

Thia last case may not be iConsidered desirablte frmu a purely domestic
l.

point of view» fori t rocana nl(jlt o111y that, al1Y. incrcment oí autl1J'IlOmOUS

exporta will ,sooner al" later be dissipated id an equal increment of im=
tiports but al.o tbat foreign excb~nge reserve~ as a posaible source 01 de=
,í

velopmental capital are ~ot at all increasin~ over time. It would be
considered nona the less des,irable 'if a si n.gli4?1 (l'¡iTJ,onom:;t stalrted from thil!i

"ini tial posi tion of 'balanceo! paY'ID(l')nts di fi'lqu:'iHbriwn.

Such i8 the interactian and int~rdependenc~ oí foreign trade and
"

demand growth. Concern with the expans:1.ou oí, I8xpor1ts a8 a aource of de=
. ji

mand ia justifiea to the ext,ent that, tbe actual rata oí growt.h off nat,h=

I . 'd l . 1 b d 1 1 :! 1.1} l' t" fna lncome la e
ll
\loenl1UH:H y C,lll.am a a.Hll<S9 818¡iw.1en ~;le (COlH1 "ll.ons o SUlpo_?

ply are given. Suoh concern la entirely in ~eeping .ith the Keynesian
tradi tion which reject13 the iClassill'.Hill llotiQll ;I:tltat aupplly creat.es i t.e IQIWlI1l

"dema.!)ld. NevcrthelLeas i t is one=8,idiB'd, concerD: 1.1\11the samc9 far í'olt"eign~ -

tra.de relations are capable oí influencing t~e supply side uf a grawing
lí

economy as well. Thie la wbelt"~ we mu~t depar,t from Keyne~imn preoccup~=
tion wi th effective dernand and tult"n t(l c1elaeiclflIl emphas:!i.s on supply and

I1

l'

productivityollce morlei9 dbeit wi-thout SayO lB I¡Law.
11
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" . .. . .,,: f!;
! ,,"''' '" ., ' FOREIGN TRADE .AND CAPACITY GROWTH , .•.' ',',,- . ,,, "

" ", " ~ ..' ' ,;!~jl:~,,'") 'J', '. 'iJ ,\i.
Taking the "eonditi,op's of .demand as given' thi s' time 9 we may pí"Oceed t,o

, ,"t" ~ ;ri¡, ~, '~, i: ~., ;..j. ~.-' •.-.•.AII!"+::" '" ~ le ;..••...,1;

analyse the other relatio,nbetween foreig~ ihtradéllnd capad ty growth.
Giventhe size 9f natural resourees .,aQ.d.o{"~he labour. population9 an

..•.' . .. ..•.,"., j" ....'
economYllggl'egátesupply'; 01' pr~du;tivé c,ap~Úty depends mainly on the
qU,antity andquality of ,real capital. \Ve:~~y express an i~c,l'ease in
'~r{~a~'éii;écip"á~i i'y-d\1eto full",ut¡i,liz~tió~fof a:~ail~ablé¿apital 'i'n -th'e
~f~'¡~,';' r,.;'"' ':~t" - -l~, ~'l;!.'

. -,' ,. AYs = tY6K'~ -'dI~ ir! '¡f. Ji}';; ~~,: "l'~

',t A ~t,' ~:! .~-- • ~~:~~~'x' - '" .ni' c!"",' .i; .~~ .. ~~ '" • ,?¡

'~l''.'
(t!"," J~ ': '/' ,.'. .... '" .. ' ,;~¡; .,. i'" j' o,;

~~e~e. '¥. ).S" ~\e~,nf;l;~~,on~l?utput de-t:!rm1ne"d1~~Yprod,Ué~i~~ ,C~lUté.i't'~'l~~~,.

sfmp~y.producti!é.~~,ai>a~ity, K ~h~~"~~antitt~lri c~Pi tal whe~ fu~~t, ~,~i~.~,zed,

, I.n~t ~nvestm~nt ,~It"~"'~t-K~_l)tan~d th~!rtal'g~~~l J ~~,;~,;erag~~.g~'o~uc=
_t1V1~y"ofv,capltal.tt~~h.~Ol,~g1 cal1y,;g1 ~en •. ~ ,Jf;." ~4F ¡'.' t', 'to., , !,,_;"

• ,1, "r'
But an open -e'có'noDJ,Y'snetinve'S'trpentr~:s, iU1,eqtiiHbriumiequal, to, " . ,. . ¡ir

savings "inan unusualse!,!se, that"is, pI!:
'. j. ~ /0 ':

- >~ ;.;' , ,ft "t .•~ ~;, '.P Ir ¡- " "

,. ,,¡, "1 ;',.1 7~S+M-E» I+~ ~21 S+i4'~lt,
" "r

. '!.'. ,' ...•!..".I~..... . .••r _ l' ". -l4 • ~.E~, _ ~ ~':_f't

whereJS is.doinestic,¡savings, other variaJ)l~'s being the ,same as beforeo
, .': ,: 0'0 q .' :~ i~~!~ ~'. ~ (~. ~ .

."'SuÍ>s.'titútiIl'g t-(5 )"'fn (4) ,wehave incr~in~ht. ofpródú.ctive"capaeity
. .. )(
: ":.;."~.',.,,:- :'~1i:

:~ilL
d(S:l-M=E).; ~'
, • 1- .~~:;: ~ ~

, "j" .'t.'~
, ~I' ..

Next Wé define S, M, andE .in"S '••••sX~,~!M "",mye,; ,and.E':,;:;;;,ey8,f.f.where

.! i8 the 'saVingrat~o:.~, the i~port rati:'~!1¡:and .!ttheéxpor~ .ratio (i. eo '.
,th,eaverage propenS1 tles to save and .to 1mportand theratJl.o of autono""

, .~
mous exports to gj.ven domesti e productioñ):i! Taldngthese definí tione, '.;¡-

I
:.¡:

'1'
'~I'
~fli
¡'

1!,~'i.

.. 1-

\
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,1

into account and rearrangingp we..Íla:ve the ra:'te oí growthof producthre

capad ty (GS
) ~

Equation

obtainable

b,Ys
Gs g¡, ~_= 21 {( s+m~'e) p

yS 1,
iJ.
1:

I¡,

Ji
side of a growiIi'g open economy.

í;
the rate of growth of pro:ductive capaci ty

. /
by fully utilizing availabl e calll tal 'is capable of varying indir,ect

I~ .

proportion as the productivity of capital (~) changes and as the domestic

saving ratio plus the trade balance ratio (s;+m-e) changes. The operati@-

nal significance of equation (7) may be seen in the following plausible
, l

numerical examplesg

i:
11'

11

l'which representa the supply
1,

(7) indicates that

, S
&'!l .07 p,then G t=I .04

(¡~vanced economy).

= ~l~g then GS = 002
(~nderdeveloped economy).

l'

These examples indieate that an advanced economy with a high capital

11 1I

~-----_ .•.•••.='-

1 The values, of (f are inferred from ihe average capitaJl.=output ratioa
attributed to advanced and underdeveloped eJonomies. Seepe.g. W. Eell-
nerp iThe Capital-Ouiput Ratio in Dynamic E~onomicsp i op. cit. ~ I.Ya-
mada9 0The Five-Year Economic Plan in Japan~and the Analysis of Postwar
JapaneseEconomyO p ,Economic Reviewp JuJLy 1956~ Y.Oka20akip °On tbe Capi=
tal-Coefficient in Underdeveloped Countriesi,!p Economic Studies QuarterlY9
March 1957 o Adva,ncedeconomi es usually hav~ smaller, capi taJl.=«)utput ratioe p
thus implying l~ger productiviLty of capital! coeffiC1lentsbased on supe=
rior technolo.gy:. '.For -éomparative saving ratioa see So Kuznets p °Economic
Growth and Incol1le Inequali tyO p op.ci to As iifor the expolt't aud import
ratios p the low productive and exporting capad ty o.f uD.deJr'dev~loped econo=
mies .isa p,resUlJ1J?tion against tlleir export ratios being constanily aboye
their import rat10s.For comparative export=import figures in absoluta
terms9 see H. Wallichp 0po cit.

_L'" __ "_O _~ •. ~~.,_. • •• _



u~ually.expe~ience8

~y~ ;=.A R > 0,.,

. ,8

.producti'vi ty c'oefficient as well as,'wi th ,a'lhigh eavingratio can achieve
., :'1

a high, rateof growth of product.i ve capac,i ty througha póei ti ve ~foreign
:{

balance ratio (e - m ~ o), while au~underdeveloped economy with low pro-
, 'ducti vi ty and 10lV'saving can achi e'Ir e only' ~"lOlV'rat,é o£. growth of pro<;luc=

Uve capacity throúgha,negative for~'ign',b~lance ratio (e - m"'-0)0
.l

.They alsoimply that if an advancedeconomy,' e capaci ty tends to grow
l. '~.i

f~ster .than;,itsd,emand, it must'increase its positive foreign balance
t~. "''''', _ t' - 'o..< ~ r' '"r ~ ~ _ ~

,ra~io attd that ,i£ can,underdevelope4economy' s capaci ty. tends to grow mo~e
. _. ~." ~. ," . ,..:¡,.. "i" ji :.,-. .•. ,. i. I .' r~. '.', ~

slowlythani,tsdemand, ,i t must increase its negative. £oreign balance
\,' . . ...•.' ': ~.,..t -.}~":' ..•: ':¡ ',,,, ",,;;,J .:.... -.JI). (/

ratio.o. f".:'~ ~ : ~ ~

, .¡,'Thu's tbe: presUiIÍption is th~t' au' advan¿ed economy

1"" á' 'favourable'<bal,~p~e. of ..payments "represent~d by" eY
s
,._. ¡ ~

whlle .an undeTdeveloped ,economy cl1!iltomarily experiencee ;.an,adv.erse balance
0.£ payments,characterized by eYs ....mYs =.6i:U < 00 ,This, however, is not
tó say ¡hat an unde'¡'de~eloped econo'mymustJlnot trytk devel'op ite produc=

tive capa'c~{~y,V;it;fo~:<;regard to bal~Dce ~f:l;payments<~qu~l,ibr,iumpas tbe
subaequent analys1S wIlI show to the 'contr~ryo Let' us turn to the eon-
sid~r~ti~n of ~aram~tri~ operatíona £01' eqhilibrium growth without infl£1-

, ,~ion andimbalance,.,
•••.. :: :. ;".:. ~ .";jo. ¡

PARAMETRIC OPERATIONS FOREQlJILIB-!tIlJMGJlOWTH
•..•. ~ '\'.'_ .,¡ '. ~, ..:. ! .'-,":'1' ~ ~". l.' ':l," ~ .~"'. ""~~~ _. ':~.-~ •••••• .,. - \1- ~ •.•

, 'Balanced 01' e'quilibrhUn growth Ú¡'Yi.l1eideal liri"e'of advánee whlch p if
~ r .•.• I ' H " .;~" : t ..~; . - .

: realized, would, 'guarantee rising 'r~ª,l ineolIle without"~efng d(ssipated
,,:,'inrising,prices'~n¡ withoutbeing,.Jdis:rupt.~d by' chronic 'bal.ance'ofpay=

••• - . ~ '.:~"<f ~ . '~HI.. - f" .;, ~. ••..• : .~' '1

menta difffculties. ,;.,It ia clear.frQm the ::!oregoinganalysis .tha:!-,the
. l b'&stie '~onditi on':i.kih'e" aatí sí i ed f 01' the ~J~li za ti'on'and:maixit'enanée' oí:t ", .,~'. .' 1. _ ::. _.U +- ••.•• .' II!':-~' .", tJ ~ :<,.," . .-..~ t

equilibr,ium growtb 'fs .!:;
, f ' .• ': ;, ' ' • '1

. .. ~'~. -
.:iJ<'+~;:t:y
s'+m'.,;,b' '. - ...' (8)
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Equation (8) implies ~hat if Gd
;1
"

'1
=_ GS.' t' l'. m?ney na 10na 1ncome

will rise according to the exponential form

::;¡¡ p(t)YS

.¡ ,

THE CONTROL OF EFFECTI~E DELUND
diThe operational possibilities of reducing G are necessarily limited by

the basic objective of fostering domestic economié progresa without up=



,:i '.qi
~it,~'
'~i

,.:~L

:,~:.
~;!,~[

,~I ..

• ! ~~J~
,. ''1

~, ::; '.;~t::-;: .~.
~, ;s~tting :-foieigli'~balanee of paYine't;1.tS'eq~:i~!ibri_UJl.l.••."i \ti:t.hL~AJ~.;~,~~triction

in mind,'1et us first.eontemplatepossibl'e reduetions .ine:](qgenouspara=.. . , ,;_~ :." '.'-~,". ,', i¡:f ~ '1" f 'i; •.~ .•.•t., ~,J~.I' '" "":"~" ,~l<'-~ ••. .1,'

meterso(, (!J, and y., t{:lki~gendogenou~ p:a~Fet-erss 9, ,mO, and b a as
~.t.t.-given. 3 t' .¡, ' •• '

t \ • ( :. ,,!~~,,' . ',."""..
t 1:!~ ¡tI'. .' .•. ).

By how much autonomous investment, g'ovel'IlJJlentexpenditurep or ex-
pert ineóiné should fallfor. any~i~en lle~,el oí nationalincome depends

. ~ '.' ,p i! ~¡,

":tton,{'tilemultipl'i'er:ahdthe desired.deerJm~fnt of effe'etiv:e demand.:lnv,olved,p

~~or '£~~ki:t.f~~~.•q~~tiO~ ~1) t~!lt ,~\le;r!:/uir.~d,cónt~~ict~o:/of!;an~:~f .
. those--mult1p11.eandsils'g1ven by'-A'1 ~ A'Y k,r';"O:G,,:~'AYkp ..jol''''

. . - ' - .. • ~ .!.~1 .". , . .

:::" tJ;:E~=.'AyrJ:/k,~wneren( :1/( s 9 +m9-bt). .'}j~t, £ ó:r,:instaJ.ice,;::'s~1(1""t;".05¡¡'

.•~fnif'~='"•3r"''t)''I ." ••i¡¡i:>. .y~=: 1: Thé6.'autóJo~OUS¡'ilV~stinéfit'(.conside!red,ás'
" ,'.' ..... ' ',;.r', .. ij1í,". '. .

l '1,';;rélévan't"source 'óf1ldeinandwill ~'haver to ~é~ntI'aétC"'by"anjJUIlóunttequaL~tQ

.~i ~.!~¡.25("aéé6rding'to AI:f:8 Ay~/k,. T~e~¡.sflIllehol'ds.valid, for!iany,,1other
. " ~. ~tiltfpi icaiid.... ~;~ti~! 1''''':- ¡\ ~'~~!~ :o "; ~;-: ¡ :, •• , •••

.i f'A. T. ~ Jo. #' Il" - ¡! !"!'"
.<~; ~.. )",": ,~~~!' '-e',) l-,....¡J< _bt,;~ .. -'l;:r,,~-,,;' <:.,e'''~),_:;;;¡' l, ,,-rd, . __"":"""ft ...•._l,-:_:j>~::- .•'~.~f

< •. , It Js impor.tant:that the' 'clióice o~'any par.ticulár~áóii.~ce,~o:f demand
.! ' !," t,." ¡. . i-', T '. . ••••• -- .' ~ .¡¡I,. , , , .,
•.•.• -- ~,l . .;.._~. _~... l;.• ~'. ,J,f~ __ .~ ~" .•)j- - ~-••.. ~.' L~l\,l~' j, zvr' ~ ..• "~\'V f¡il'1, •.),J; 0\'9

. for redlict10n must begu1ded by referenc'e toposs],ble repercusSl0ns on
~Fll':~jJf,. ~T_ .:~~~ J,_,....*,~:,ºn. ~::~- -t~~>~t_-~__, . +c..~~~-i:'r'~i;. :¡~.:!Hi~tT ~ '-~ ~~;"~'-f'~. ~f~~ .,~::-lrl""l~:';"'~~~"'" .

thebalanee of.payments and the secular 'growthof ,! productJ. vecapaelty... . ,. . ., .. ' ,i.~ ,r''itce.; ," ", ¡~" '." , ',_ ¡

Asfar .asthe--balance._of.paymen:is is'.concerned~a~' 'áutonomous~fan:ñ.n. ",..' .., i~tL " ., ...-
~. ."'>ei:IYor.ts';;:r.~lativé;;;t.o"á.nygiven "levél of':'démand'(y ),,'coul,di. cet.~'''';:lHir.p re=

l. ' . ,1 - "ilAil -' "

'1¡"d~.ce"G<l~~{ithó~t'1.provo,king'exte'rhál'. ':i.mbali~rice';¡p'rovi'ded"s,O,-;jficr,ea.s~d ré=
,. " " • ., Itt. .' "~ -, ,.

,':r1a:tivelyl' to? b','J; át:-,;the 'saine time~t:" Inasrliu:rh',holvever'i.:tás:' &" change' in Z .
..,';¡ ,hiüf n'ó';direh't 'iííflueií¡c~ on SO ,': á'rr'eduC-ti~~n<in':'.í.:'a~>'aplu.ti'eula.~' !s~y to

":'dampen',exces's~em::ild .:mustbe. riÜ'éd.~,out~:Jt inconsistent 'with,,,th.ef aim of" . .' ",' '''l. . " ..
'"':",Ínáill,taü(ing .:,b:~ii(uc~e,::6f/,payments.equi li ~rJum~',::.Mor~OVér¡,~'siáefe,the"demand .

~,; ;fór':a~.,s.ing.:1./e;~c.o.n. "~~Y:~'.S.'~."exports;•.is~.~ma.int',:,Y,'.~.:~¡.'.,a.,fu.nctitn.._. ,o f.".' :9therJeCo;n.,',.O~ie.'SU

'.ineome lev,e1s,.i t i.s""'úot usually op,en tO.,a single.,e'conomy;.,t:o .manipulate
, I _," i -',' .,

,Z! ,as,it.8e~sfi t (wi th thepossibleexbJi~tion oí the U oSo whi chcould
eonsiderably' influence the fOr~igndem~J~ £orY-i.ts éxpórtif:thx"ough,; large=

:( ,. SCa1~e',l?a.n;s,a.~di,g~fts 9 as was 4~~o?-stra~idbY;l~he: ~~at~hall~¡~1,?"n}.:1:"As ..
,4'. f.ar asthe,seeular,growth of produétiv~i~~apa'city is<eoncerned: á Jal1 Ji.n~

• ""l_.< r. # -4;~liol ~ ~ ..••.•• :.• ~ :,' ~~i~ '.(o.~' ~.,-i~y;. ',! ,_.~, t-i ..'J ....., t~.,;,....J,' . ~:{;:';.,1

"l.

"f

"r"1'
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li
"

li
or () need not r~ducethe productivi ty oí cap'i tal (0'), ií such a íall

1I 11

is eííected at the expense oí unproductive coinponents oí autonomous pri-
11 ,;-

vate investment and_government expenditure (eLgo pyramid-building and
. 11' ,Ii

armaments). If ~ ía11 inc(or (!J is brought ,flbout through a °dear moneyO

policy, it may w~ll have the eífect oí discoJrage-OroundaboutO methods
,1 J'

of prod.uction-an~. hence of reducing the produ1ctivi ty oí capital in the
long run (this liltj¡er.-effect operating via th~e possibly decreasing effect

11 !~

oí a lower capi t~l-labour ratio on 1abour pro':ductivi ty, as in Y/K ::
I ~)

(Y/N) (K(N». ~', I!

T~kingo(,~~, and!, as given,we may nJI~ eonsider I)OssJble opera-
1;

tions'with s' "m,I,', and b' for the sanIe purpose of control1ing effe,ctive
p 1;

d~mand,albe,it w:ith due regardfor the balance of, payments and the secu-
I ¡

lar ,growth ,of I>ro,dúctive cap-acityo 1:
I~' ,

A rise in sl' is capable of reducing Gd Ji thout defeating the purpose

of promoting bal'~nce of l)ayments equili briwn [!and oí expandingllroducti ve

capacity. For, ~onthe one hand, SO= b' makJ.s for l1M ~ ~E, as our

earlier analYSis!!has shown, while, on the otl~er hand, the same increase
in s ,,'tends to ii!ncrease s and o in the long run and so to raiseG

s
with-

out much dependJ~ce on a-large-external defi4it in terms of ratios,
; 11m> e. Thenecessary reservation to have he1'e Is that themeasures for

- - I ~

increasing s' m¿y prove inexpedient inasmuch!ias they imply consumption

austeri ty P08Si,'lY beyond what is considered ~tolerable in some cases ~

A rise in ~he marginal propensity to im~ort, roo, might also be c~ntem~
i I~

plated, provided thatthe marginal propensity tosave exceeds or equals
'1 • -the marginal pr6pensity to invest. For SO ~l;bo makes for ~M ~ ~E, as
'1 '

mentioned aboveJ ,In addi tion to reducing Gd!~a rise in mOtends to in=
crease !!l in the hong run sO to help increasel: GS

• Furthermore, ií a higher~
m' has the 'subltitution effeetO of diminish~ng the demand for home=produ=,

1'1:
ced consumer goJds, abstracting froID any off~etting 'income effectO, it

l'
l'

11

li
li
l'

.----------,..11 --------""""""-""'i!'j:=--~----- ......-~----
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r ", _ '~_-~,.J h. t r! \ f

will t,o tb'at'exte,l1t f,increase
'''st'ili; Ji¡or~;" '., ';', .,', '.-\

'''l'
s' .aIid \A', thus!~reduéfng' G~zañdráiBin~'\G~'

,,'tl
.

:it\¡ '1. -' +;¡'.,;. ¡'." }l~_""';"'" ~';. : ¡ ';"!,h~ ..•• .¡'" ."

~ i~t

ti~L ~ ~~1;~¡ ~~J.',,~'J (!fU, " ; ~~~I, ; '0~l .:~~.~.'. 4~: '{:~I/j

A fall in the marginal propensity to invest, b', might alBo be con=
/ _,.:f", ;-~_ . .'+~... ~~ _' ~_:f", ~ ~~'r ~_;~'~l :~'"-<1- ".f. ,,~.-r. coi \~" , < -.~ •• i~
sideredasan al ternative operatJl.onal possibili ty. A fall in bU tends
~z'd~r, -~~_ ~ '"t.{~~'!d~~'<,'",..~:,y .••.,l~":~~< ~ ;~~., l'~ ,:: J'I -'¡:'~_,."l ".,<r. ~'~'J..lI •. , ,~,':'"1.:.. :':'f'

.to de.c.rease G wi thout thereby worsening th$ balance o.fpayments,. fór we
~,' ',~."~ l' .,1 '.(.t;~...'\t~ - 'ií ~ j"Ji. :1I-:1"t .~~'J;'" 1~ ~:oj-_~~,., PJ:"!.,.t .•~

,bave al~eady s.eell that zero ol' amall bU gives full play to the Keyn~sJi,an
,.:,J.r .~.£ ,_.H~ :.\,. ~~¡, .~... " ~. J' 'Ilt ~~'*'~;l. :_'i~t~. j .:_.•.~ _,

caseof. 'undercompensationu• Mo:reovel', insofar as a fal! in bO lS brought
-"; '- ~~,_:~. ~':',:~~ .~,1 l,f~j f;>::-:~ r, ••~. "1;"1r ;0.~t{t (~.' f~ (.", .• :.~ : . .~_!

,~b~u~,,~hro~gh.easp.res de,signed to enlarge¡!-he scope oí ihnoya'tional.in=

v~stm~nt:.(~Ja the: acce.leration principleL'¡'it tends to in.c~j~a~"~~i:i'it
'the long' Hmcand '$o'~to'raise GB• ,+~¡¡' .' L .¡ ,':.;',~'

~,&,~ "~hu's ~itn i~h~ri~llary cir~~stances a;i!ing f¡'om Gd'>, hS ,,""th:e"grow'th
- ~l.,. ~'.. If'. ~'. ~ f',~.. ' '~'-_.tt- ","t" '" .~ , "," '''' '~!'~d "s-./o _ ",' 'i :'.'" >'.~ : ~'o".,-

of demandcan be cOll'trolled so asto make' G¡' ~ G'through (1');' al risa in

Si (2), a rise in m' (3)" af~ll in bU' (4'j;:~a íal'£"i~o<ti5/9 i'~~;lJL in~(!J,
.'laña!or'{6 ),:Jil; :f á1'1' ''in'',fZ;',,' Wlthout provoking ¡bilanee oí payme'ntsdisequU.i=

~b¡i1lJ¡j andwi~tÍ:ío",ut,~inpedillg the seeúrar gro~ih of Lproduc'tive' eapaeity

remiii,ns yei' to Ybe."!discúss.ed. I • "~¡.", v!,; Jo t ,tfi:, • "'''' •...'''it,'.'¡1.

. '~TH~':~NTR~'~>(O;":RÓ'~~CTlVECAPACIT;~" l::;,!t'
~~ ~

~ "" ~:':..l.'- __ '",:,:,,~;~ ~.,'-) .,';¡., .•...~_:~'-... ~ _~1 . -' ~~ _ '.": .~-.~., .. Ji .•.--.•,.

To increase:th~ t'ate oí growth oí producti ve capad ty ls admittedly more
,~ o-{" '~~ ,$ , .;; ",;!¡.f I ,""'••.; ~: _ ,l" 1: , ,j ':'ir.~ ~,. < ~\j }., ~!"~ ,,_~ . ~.r.

diffi,cul t than too decrease the rate of' grówt,h of effectiV'e demand.- This
•. l. .• t , ~:.-. •• ~ _ l~ -'l'e ,,:"~ «: _ _ ~, ~',," 'L. :"r ~ : ,_',', .t:., : _'- ~. t.." ~'- ") ( ,f

difficul ty is a11 th'e greater becausé of th'e res'triction'Jlmposed tiipon GUJr
"":~:J'_ ~ .. t"" -~ .•l.~-'f:~'L:'i.'-), - , -..;t,'"l ," ,;-l ,'8,".:1' .':-\~~'_ ~.-z.f--',_"'._",:,. __ .. :",C1

parametric operations, namely, not to illCreaSe G . in 'suen- wise' as'-tó' :n.n=
. f

~"Ircreas;e'G4. añd~.tó erttailll.R ~ 4Ji •• "Wiíth this'¡'~restrictií.on At. the';bá,~k «J¡f
~. 1'1 . •.,

~to'u:F'lÍ1ind,let.~us éxplorepossi bleoperation:'~ with' thé pa:hi.meters ;:illJf

~~equEiÚoíÍ.(.7)0 "t,:: ,:I.}I" '; L~:'l. , . :'tq iLÍ ¡t"
'1'

.I-\". •.•:.,i .¡ . 1 ot' ."'t- ~ l- "_.. í:-~

An increase in the'. productiviiy oí iC~piital (ó") "}u:ls"the adv:¡:rii,~ge'¡"'of
t ~t \1 t 's+ ':"/,~: ,~_ -~: (t.~~i .d~.. _. ,. .:: l-"¡ r: 'n :
accelerating G wi thout tha self=defeating :accompaniment'of ri sing 'demand

..,," ~ •• -,.' ~ ,"'~ t_~ o')'. ¡ _,'~_. :.:,,4 , j, "4.- ~ Ilj~ ' '_ 1" . .' > -1,.oIt.( i _' 't '" .• !

and without the worsening of externalbalance. FoX'" it'signif2i.esgr~ate¡r
~ ..',,: . "'1 "?, "~o ~ • ~ • - l. .:, "'.. .1:~-" . '_~ ~.

.p:toductive and exporting capaci ty through more efficient utilfzationof
;'1
¡

,l.
i;¡

'1
1

,-------" ","----' --'--------
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¡;

, ,a. give'n stock 'of c~pi tal rather than an incr'ement of capital that might

generate, unwanted demand or necessitate unwanted imports. We may see
l'

it as. follows~. ¡ f
"1 'Suppose th~t the total stock of caPital!: (K) is partioned into that

11 "

whi,ch ie owned and utilized by home-biased industries (K.. ) catering toIr -'11
,domestic markets and tha:t which is owned and': utilized by export-biased

indus1iries (K ), catering to foreign markets., so that
, e, "

K = K. +K ,-:n e

the distribution ratio of which is

K---!-.. =,
K

(10)

¡¡

Next we define productive capacity (ys) as b:eing made up of home-biased

output (YhS) and export~biased output (y 8) ¡;80 thate (1

the right-hand ,side of which equation may

Yh
8 :: <fh~"

y 8 ::: el K
.' e e e'

'1
I

, ¡¡

t
li

be
l'

~
"
i

i:

specifies as

(11)

(12)

(13)

~
where "'h i s the' average and marginal producti vi ty ofcapi tal in the home=
biased industries as a whole and ~ the average and marginal productivitye



.~

I:,ó,f capi t~~ .in i.~h,e~:x:port-biased I industries. I Here ,we shall assume

O"e> ffJ:i on th~.pla~sih,le.g~ound t~a~ decre;a,~'ing=~~,~~ (incx-'e,~~ing=~~tu~n)

industries are the 'ones that usually require expandiilg éxport markets
. !'.'"

(especially in the absence of expanding domestic frontier~and 'markets),

\n' addi tion' toA. the home"~arketo Thia a.ssumJtion is: crucial foro the pra-
I • • ' ~.. " • .01. . ,.

sentargument,in fayour of increasing the distribútion,ra:tio, l' -7] i fol'

th~ 'p~r~o,~~; oí' raisi~~ tbe productiyity oí 'capli.t~l' far the' whob! 'ecoilomy
. ' '-.' , . . t ;.

a~ ,~ell asthe productive capacit.y' ~f tlie export-biased' i,ndus.trieso

,'~,' . f,~a,k~ng"eq.\la~ions (lO), (12)and (13) into account, we can re.w~ite

eq,uation tU)
:"! i i 1 I "

\.\

e

:= db,~+oreKe ..: dh?K+de(I=1J)~

, ---.

, '~

From (14)we. b,av.e the averageprodu'cti vi ty oí capi t,al . forthe whole
~
econ~my,:

,. ,
, .

, I

'. i \
which indicates that the average p~oductivity oí capital for t~e whole

:..
ecpnomy is capo.bl.e of increo.sing as a resl,ll~ oí an increase in the dis=

tribution rati,o JI, ""'"YJ), provided ,tl!at 1{) e;:": oh o~t ~1s~:i~pJ ies tha.t,

export .•.biased outpút i~enlarged by that ri~e in 'the distribution ratio

:.,(1 -y¡),that is, vio. Y/de(I r~".>K;l Mrreovel', tIlia inerease in

1
'j.

i
.1 ' .1. &uch arise in the capaci typo¡;produce exportable goodsdoes notp

.hower.er n,ecessarily, resu}t in an incpease i,p tIla d~mand í9r exports
.W;hich de,pe,~ds .on fore~gn incornes, relativé ,l)ripes j¡exchange ratee ~ and
.po.sfjibly non-ecoliomic :foreign policies.Th'at Ro .Nurkse recommenda such

::'~ri:.,~nerease in ,;Br~:tainQs export industries nsat, best arefleetion of the
',;.sp,e,e:ial circums,tanc'es in which are foreign ;'dernand,.for. exporta ¡.( frorn .tbe

I J' " ~, '" . _.

i
I
I

,.!

I,
I



This means that if a = constant, mi can be increased

•
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capital productivity coefficient (~) has the added advantage of neces-
sitating a smaller import ratio (a) to supplement the domestic saving
ratio (.!.).

A rise in the saving ratio (.!.) could increase GS without at the same
time increasing Gd, if it tended to increase ~ and so to deerease the
rate of growth ol effective demando Also a higher domestie saving ratio,
like a higher produetivity ol capital, makes lor less reliance on imports
as a supplement to domestie real capital, aeeording to equation (7). It
may be presumed that a higher saving ratio is brought about through a re-
distribution ol disposable ineome in favour of high-saving income groups
or through a persietent budgetary surplus •.

A rise in the import ratio (a), if it aleo represente a rise
in~, is capable ol increasing GS without inereasing Gd• But from the
st&Adpoint of long-run balance of payments equilibrium it is a rise in
the average propensity to import capital goods (m.) which is to be en-

1

eouraged, keeping the avera~e propeneity to import consumer goods (mc)
constant. For the import ratio is actually the sum 01 these propensi-
ti e s, m = m + m .•c 1

only at the expense of m and that if m = constant, a rise in a sig-c c
nifies a rise in m .• If a rise in ~ is due to a rise in m. instead of

1 1

in m , it will make a direct contribution to the domestic capital-goods
e

U.K.) happens to coincide with what Britain is capable of supplying.
But for may trading nations (e.g. Japan) it is not so much the lack
of exporting capacity as the lack of foreign markets (demand) which is
troublesome. Accordingly an increase in the productive capacity of ex-
port-biased industries, while it may contribute to overall produetivity
and growth, nevertheless can prove rather disappointing for lack of ex-
pandable foreign markets.
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industries. l .. In terms o:f trade policy thisl',may mean that "tariffs a~d

';?t~er '~~po.tt "c'~~;.rOl s ,sl1ould be s~ ~~¡~ected~; as toO'ke~~ tIla ave~age '.'pro-

pensity to import consumer goods (me) from 'rising. t f

..~ La~tly, '8; fal ~:.-in:~ relati vet~ gi ven !!would inc~ease I,G
S

wi thout

~~ilit~ting agains~_~Il~ other aim of ~educing Gd• ~ince a fal1 .in ~ ~ay

~Iwell I.'eprese~t a .f~,ll in Yo in tIle .shorter runo J!t)\vever" a _fa:-~l ini~

:;¡may: havea, \«!etriment~~ .effect on ~alance of pay~en~s equilib.~i?-m.' The

mC?~~tl.!at a,singl! economy can do ,~o vrotect its long-run.. b~la~ce oí
,.

,payments posi tion iS.to rely 011 tIl~ increasing effe,ct of ,a rise in .l.
.li-' ~ -;; .-t.:.. , ' .. ~ ',1:1- ,' .. -' .. :, ¡- •.•• '

¡,on e so as.to avoid,anotherwise large defi1cit I'atio, e =' m<: {1)~that
':. .l~'- " ~.' ~ "~', ''! " .•- s" ~. ' ..~!¡~ .' ,..~ ~,,'

would be ne'eded to increase G .~eyond thát a s.in~~ e expo~ting economy
~ '1 :} •• ...'~

can merely hope that tha rest of ~he trading world will lncrease their

'i~com~s ~~'th~ir av~r;ge propensiiies to import~ given relative priees
~~. ~~. • ~ ;~. ~ , "lo-:' t.. • : ~ '. ~!I '

and exchange rates. The extent to which e'should-fall relativ~ly tu gi-
Ji r.'" .•. ' ~'.:). f ~ ) ~' - .,' t'; .,:.-.,,~ ~.

ven!!! depends on the p1'evailing valh~s of 1. and.!~ fo1' as a lesa develop=
,¡ • . , \. ,.i l.,'.} " . '" . .. .' ..,. ". '; . '.' . o

f ed economy becomes more product:Lve' and more tIlr1fty, ltcan develop lts
Jo J' "1 L . 't , tÉ _' ;i'~

l"producti ve capaci ty wi thout impo1'ting fo1'eign goods and capital in excess
. j.,. : ~.('-, ~', ....-l.' ',. '

of ,vhat it can pay by its OWll exports •..
/'" ••., .t!."..:~,.. ¡. '""",: ~ ... ; ,~.~

'.

To emphasize the demand side of a growing ecollomy' alollé is to lose

sight oí the capaci ty=creating 8spect oí foreign trad~ .WllJ.£lLqlas..sieal

~... ,~ :...~.,~..,,",,,'

. t.'''',.
. ~.~.:
~~. '. , ,,' .• -4 • l - ~

1" \ , • 0,

'.This. is not to' say'that impo1'teli consl~r.aergoods are ,unproductliye, fo1t'
~;they' do have ,tIlé ,Ludirect. effect oí. ,contril)'uting:to the dome'stie capi ta,l=

~ , '_ ":1 Ul' .~ ~
: goods industries, hy releasillg productive fa:ctors .that would otllerwise be
; used in protlucing consumer gootis. , But fOI',::['thosé, economie~ :with relati ve

factor Íllullobi1i ty and inadelluat.e exchange re'serves i t is .oí gr,eat l1:rracti-
cal importance to concentrate on the importatioD of capital goada.

I

I.JL_.._.

)

./ !
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theory from Adam SmithVs Wealth of Nations down to the present has taught.
To stress the supply side alone is to ignore the income-generating aspect
of foreign trade which Keynesian theory has shown and to repeat the clas-
sical error of assuming that supply creates its own demando Accordingly
the realization and maintenance of equilibrium growth witb ful! employment
(both of labour and capital) but without internal inflation and external
imbalance requires that the rate of growth of effective demand and the
rate oí growth of productive capacity be brought into equality with each
other. With the inflationary circumstances occasioned by Gd> GS in víew,
we have explored possible operations with the parameters of the growth oí
demand equation and the growth oí capacity equation so as to make Gd

= GS
,

that is, ways and means of reducing Gd without thereby reducing GS and
of increasing GS without simultaneously increasing Gd•

If the choice must be roade between domestic growth and balance of
payments equilibrium, most underdeveloped economies will probably prefer
the former to the latter, and with reason. For capacity growth is a pre-
sumption in íavour of gradually improving balance oí payments, while ex~
cessive preoccupation with the balance of paymeuts problem tenda to en~
courage the one-aided growth of vexchange=earningV industries at the ex-
pense of overall industrialization,- as colonial history so abundantly
illustrates.

Underdevelopment, like underemployment, is a strong presumption
against free non-discriminatory trade, for underdeveloped economies are"
always tempted, to protect and often justified in protecting their indi=
genous industries against the competition, actual or potential, oí fo-
reign goods. This is the important element of truth in Friedrich ListVs
theory of industrialization through protectionl which a11 but free-trade

1 See his Das nationale Syatem der plitishen tiknonomieo
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put{s,ts":~vould re'b-ogn'ize, especíaiiy in the,Jaght 'of the ,un~erstandable

dri ve'for -'Tntein~ÚOllal homogenization',', l;o borro;vHaavelmoi~s 'phrase. ].

!-ti' :its '}j'ust as' un¡~u{tful to hope £o!-:mul,tilateral.:trade 'wi thout::"devélop=

:;' i~g the uIidérdeveloped areas of túe'world as i t la idle,io~'preach the

l advant~ie oi'freÉ/ trade wi thout pr~ín.oting ~lli versál full;:'employinent~. This

'iat'ter ia' wh'a"t 'weih~ve recently i'~arned froID Key'nesian 'theoÍt"y. "Iri.,this

l~'te~ard. -it'"í"s: ir:~tructive to recallJ that K~ynes- defini tely linked as- In-

," te~ri:ati6nir Mo'nétary 'Fund to ' thé .p'óíi cy oí full 'employirient ~~andeoli"sider-
L ~.- . - _

'~ ~'cÍ i t an increas'i'n'gly '~important tá'SK oí a World<Bank; i to 'make the r"esour-

r[ c~'s of7thJ \vorld more-fully availabfe to' allmankind;:'and'só"toord~r

~~ite ~;o'péra'ti'óQ:sasjto 'promote and' maintainequil'{briúm t "i¿';thIVintlü'hatio=
h \ '1.. f'~. i'. "'~,' ,,~ -- _~.~ ' ; ~'t" ~'.. '. ..2 ' . _.",,' ~. . .. ',,'
nal balances \of.payments of all member countrlesi• - .Our analysls sug~, r

gests thatless - deveioped economi"es'have" every >réa.s'o~'-to 'proceedwi th

::'--their,' industrialization .programm~nglwi thou~ uf;ldu~ feare pf,balances of

t d' 'l'b' 3pa~en s ;1sequ1 1 r1um. : ';. l' -_ ;• .t ,: +' _-J •.~ . ":1
9- "., ••. ,~...... .~, -~~. - •. -, 01-.

• < ~.~ ~ "
Ll ,_~'1 ' "(" ,~ • ,~ '" ~ ..•..•.•..•. ""'-;.-' orlo ~. J .~~I ~. .•..~J.)' ~¡_~":J

: T., I!¡lavelmo, A;!l~~dY in th. ~~~ory ~flEcon~lU~C~?l,n~~~n ••.. J ,

" t ~ See Keynest s speech before tlie IIouse!of Lords, May.¡23 ,'.",1944;;"and hll"
,Opening~Remarksat:the First Meeting,of thé Second Commissiou on.the \Vorld
'Bank July 3. 1944." . ".. • 'f ~',:.:J, __'.... '~..f~;
,3 We may ma~e the following qualifying ~bservations about the'possible

antinomyoí "industrialization: . (1') -TIle greater llroduction"'andlexportatil.on
1 oí manufactured goods" illcident to illdustriaXization may' raisl'!_ tbe .income
elnstici ty Qf Jor~ign demand for i~i)orta (~r exports oí tlié "ilí<ÍustriaUzing

,'. economy 'in"'que~t{on)- far beyond uni ty, (6Mw/Mw)/(AYw/Yw-) >, l~ .whére Mw
.is importe '0£ the' rest of the world and Yw i te naÜonal,incomesconddered
as a "hole. The, exporting economy' i 8 then likely te' expe'iiéñeé .p;réateX'
instabili ty' inCita' foi-eign balances J a'nd, more particilÜirly',' á'seiloúe hes

'1' -of exporta whenev.er' na tional incom~s, in th"e rest~.of "tll.e w«?rld,~~~e.¡.~ dow!1=
turno (2) If the industiralizing ecollomy i s ÍLmporte conl:llist, largely 01
capital góods, it is possible to consider importa na a fUllction of tbe rate
of change of income, that is, Mk =,;8 A Y, where Mk i s- 'fmport8 'o'f~~ciil)ital
¡oods and ~ ,tbecapi tal-output ra~io involved (:t~e re~ipro,?al oí .the 1)1'0-

ductivi ty of imported capital goods). Dividing both sideij'!ofthh import

I
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equatioD by 1, Ilwe get the import ratio: M.Jy glJ ~ y/y), which shows
that a rise in the rate of growth of domest~c income is capable of in=
creasing the import ratio aboye the given e~port ratio (E/Y)-unless the
capi tal-output ratio (fi) is reduced by the,.!increased productivi ty of
imported capital goods. (3) Thehigher money-wage-rate accompanying in-
creased labourllproductivity may increase th~ average export price (Pe)
relatively to the average import price (Pm) 1: so as to discourage exports
and increasé imports, the latter effect being via,AM = mt:..Y:;mkitAE,
where ~ is the foreign-trade mul tiplier, ti:lO!! Pe/Pm or the terms of trade
index, and E exports. Such a rise in ! is bften offset by a government
subsidy to exporters or by amonopolistic agreement among exporters not
to raise export prices, however. (4) The e~pansion of export-biased in-
dustries at full employment may increase geperal prices (including export
prices) to the detriment of export trade, while the same expansion at
less than full employment may increase domestic real income and induced
imports, the net effect on the foreign balapce being the more adverse
the more price~elastic is the foreign demand for importsp and the higher
is the domestic marginal propénsity to impo!t.
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