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PREFACE 

This book is based on courses of lectures 10 university 
sludents in Ghana. The lectures were welcomed and I am 
encouraged to hope that the book. will be useful to student! 
elsewhere. 

I found that my students had unusual difficulty with the 
theories of the Neoclassical economists and conscquc=ntly 
expanded my treatment at this point to ensure understand· 
ing. Those already familiar with the Neoclassical school 
may therefore yield 10 the temptation to skip some pages. 

VB. 
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CHAPTER I 

Early Theories 

TnE MERCANTILISTS 

We begin with the age of mercantilism. It was during this 
period that the 'theological mould' which had shaped the 
world of the Middle Ages was breaking up. Reason was taking 
the place of revelation and the criterion of institutions became 
expediency rather than religious authority. Religion ceased to 
be the master·interest of mankind l and although an objective 
and passionless economic science developed more slowly than 
the corresponding movement in the theory of the state, 
elements of a theory of economic growth were already discern
ible in early mercantilist writings. 

Mercantilism, originally a tern of opprobrium and lacking 
a clearly defined meaning. came in time to be understood as 
the expression of a striving after economic power for political 
purposes.' Mercantilist statesmen wanted to use the resources 
of a unified State 'for strengthening the power of the same in 
its competition with other states. While the medieval concep
tion of the object of human effort was the salvation of human 
souls and while economic liberalism. or iauJe% fa ire, aimed at 
the temporal welfare of individuals, mercantilist statesmen 
and writers saw in the subjects of the state means to an end. 
and the end was the power of the state itself'.' Therefore the 
mercantilist ideas about economic growth were always con
cerned with aggregates and ignored the possibility that indivi-

1 For 11 good and detailed study of this transition lee R, H, Tawney RtlisJ'on 
and tIN Ris, of Copit(llism, 1926, 

I W. CunninghlUlt, Th4 Gnn"th 0/ E1I61irh InJ!IJtry and Co",m~u. 1910. 
s For 11 gencl"Il diseu58ion of the term M~rcsntiliam see EIi, F. Hc:ducher 

MerC:llntiJiam in the En()'clo~dio of Sod(ll Sdtln(II, 1962, Vol. 9/10, 



THEORIES OF ECONOMIC DEVEl.OPME:'IIT AND GROWTH 

dual and aggregate indicators may run contrary to each other.! 
They never really bothered [0 analyse the relationship between 
per-capita and total outpUt and implicitly believed that a 
country's output was directly related to the size and degree of 
employment of its labour force. This dual conrents of the 
labour problem at times when reall and imaginary' fears of de
clining population wcre current and, when little increase in 
per-capita output was c"ident,' dominated much of mercantilist 
theory on economic growth. A further problem which received 
no less attention was that of stimulating enterprise_ Mer
camilists bclic"en in universal egoism.6 Consequently, they 
assumed that enterprise would best be served if emreprcneurs 
were permitted to seek their private interest' while the Govcrn
mem merely acted as a correcti,'e agent for channelling 'private 
benefit' to make it coincide wilh the advantage of the state. IO 

They regarded the entrepreneur as the catalyst of cconomic 
progress and wcre convinced that no effort should be spared to 
assist him within the framework of the statc's pursuit of power. 
\-Vhile labour and enterprise were vcr)' much in the foreground 
oC mercantilist analysis land was relegated to a far less centra] 
position. It was treated like an indirect determinant of trade 
rather than an independent economic factor. The price of 
land, the purpose, way, and extent to which it was used were 

• T. Hobbea appear. 10 be an exception in this respect. See Lwwthan, 
Ch.spten 11-13. More recendy a well known American expressed this good 
meraantililt idea when he llated that 'Wh.st ia good for Generat Motora i. 
good for the V.S.' 

• E. H_ Phelpl Brown & Sheila V. Hopkins, 'Seven Centuries of Building 
Wages' Economka, 1955; 'Seven Centuries of Prices of COll8umablea com
pared with builders' wage-fD,te$,' Economka, 1956; & 'Wage-rates and Pricet: 
Evidence of PopUlation Pres.ure in the Si.J:teenth Century.' &onomka, 1957. 

Y. S. Brenner, 'The Inflation of Prices in Early Sixteenth Century 
England' £(orwmk HisUJry Rwit:U·. XIV, 1961, pp. 232-34. & 'The InRation 
of Prices in England 1551-1650.' Ecfmomk History Rt'tJiftll XV, 1962, p. 284. 

• M. M. Poetan & \'\,'. C, ScovitJe, 'The Spread of Teehniquea' Journal of 
EcOJJtntlic Histwy. (Supplement) XI, 1951, pp. 339-60. 

7 F. J. Fi8her, 'The Dark Agea of Economic History', F.(onomka, 1957. 
Phelpl Brown & Sheila V. Hopkins Gp. nI" 1957. 

I See F_ B. Kaye, Ma"deville. Thi! Fable of thi! BUI, 1924, for the lome 
sentiment eJ:preased in the writings of Hohbe., Locke, EnumUI, Spinoza, 
La Rochefoucauld, PRliC8l and othen. 

• J. Vinef, Studies in the TherJ"Y of Internotionol Trade, 1937. John Holes' 
'Diacoune of the Common 'Veal .. .' in R. I-I. Tawney & Eilecn Power Tudor 
ECOMmit Donlmenu, 1924. 

10 N. l\fachi8velli, Tlu Prinu, Ch. 15, 17, 21, and Disrourler. Ch. 2, 4, (I). 
T. Hobbes, Leviathan, Part I. 

'2 



EARLY TIIEORIES 

known to effect wages and the price of raw-materials, i.c. the 
cost of production of manufactured goods and therefore 
indirectly - the country's foreign trade. Money and much 
later capital held a similar position in the mercantilists' order 
of priorities. Initially, when money still implied gold and 
silver, its importance was mainly related to the country's 
balance of trade. Later, howe\'er, with the spread of paper 
money, its significance was recognized with regard to the rale 
of interest,lt liqUidity for transactions, demand for labour, {he 
importation of foreign raw materials and the aversion from 
deflation. Eventually, with the progres5ing spread of new 
technical discoveries and their application in manufaclUre l ' 

there grew the need for ever larger amounts of money for fixed 
capital which led to mercantilist concern ahout the real short· 
age of the laLler. 

Man's longing for material welfare did not begin with the 
era of mercantilism nor did the waning or the Middle Ages 
totally dissipate Christian ethics. There was a gradual change 
in emphasis through which thc ancient "ices of avarice and 
parsimony bcc.1me 'respectablc' by being made subservient to 

what the mercantilists called the 'public good'. Usury to the 
medieval man posed a clear CUt choice between moral and 
material welfare, 'he who takes (usury) goes to hell, he who 
does not - goes to the workhouse'.1l The merchant of the 
mercantilist era was spared this choice. He could take usury 
without forfeiting his 'life hereafter' as long as his actions were 
not contrary to lhe mercalllilis(s' public good when lhey would 
anyway be forbidden by law. In other words mercalllilism nu 
longer derided man's quest [or wealth but made it SCT\'e public 
objectives and abO\'e all the polirical power of the slale. Thi .. 

11 Eli F. Heckscher, Mucal/tills"" 'I,lSS. Vol. 11, pp. 198'206. J. Viner, op.fil., 
pp. JI~J2. 45-49, nnd J. 1\'1. Low, 'The illlle of In.erest British Opinion in th~' 
Eighteenth Century', The /limlchuter School of Erol/omic a/Id S(}fial Slur/io. 
XXII, 1954, pp. 115-116. 

11 E. F. Heckscher, 01'. fit., 11, p. 126. G. N. Clllrk, S,'iel/re & Social II'll/ur .. 
" th~ Ag, of Nlfctrm, '949. ThnmllS Pro!!, The Hislor.\' of lhe Royal Son',,)", 
t667. A. P. Usher. A Hislory of Mt'f/m"'lal 1,""nl;O'I/, 19H. H. T. Pledge. 
Srimce Sinre '500, '931,1. A. R. 1-11111. The.Sn'elllijir Rt"t·O/IIlioll. 1500 •• 800, 
D. C. Coleman, 'T«hnoiogy Ilnd Economic History. 1500.-1700', i:'({)"f)''''( 
Hurory Rwi#w, XI, 195? pp. 506-514. 

IS 'Qui facit UlUl"lm vldit aJ infernum; (11li non filcit vadit Qd inopipm'. 
Benvenuto do Imoln, ('ame,,"'''' Jr.,. .. r Dalllif Com .. adi,II". Quoted from R. H. 
Tawne)", 01'. cif., notes 10 Chapt.·, I. 

,~ 



THEORIES OF ECONOMIC DEVELOPMENT AND GROWTH 

is the reason for the paradox in the mercantilists' theories of 
human motivation. They believed that high profits would 
stimulate and high wages dissuade people from economic 
activity.I' On the one hand they decided that man', wants are 
unlimited and redefined the concept of achievement to make 
the acquisition of wealth a symbol of social distinction. utility 
the end of all knowledge~ and vices the father of all progress;11 
while on the other hand, they assumed that workingmen's 
wants were constant and limited. and recommended low wages 
in the conviction that this would force labourers to work hard 
and long for their existence.1f Mercantilists further argued that 
low wages help to augment the labour force by the fuller 
employment of women and children who would be left with no 
choice but to seek employment in order to be able to supple
ment the men's insufficient incomes. This situation, then, 
would reduce the cost of production of manufactured goods, 
improve the export trade and as a result strengthen the 
country politically. So, an inescapable logic led the mer
cantilists, whose primary concern was the power of the state 
and not the welfare of its individuals, to the conclusion that 
economic growth can best be stimulated by the entrepreneur 
through the promise of good profits and by the worker through 
the cold fear of starvation. They believed in State Intervention 
whether to prevent workers from combining to improve their 
wages or to stifle entrepreneurs appetites for gain where it was 
not in the 'Public Interest', Indeed, their theory is contained in 
the great number of their recommendations for regulating the 
economy and setting up the necessary institutions to do so. 
Essentially they wanted taxes and penalties to discourage 'un
desirable' operations. and bonuses and privileges to encourage 
others. Without formalizing it, or even being completely aware 
of it, they produced something in the nature of fiscal and 

It In &et this plradoJ: is alill with ut in itl modemiacd form. We IlnI told 
th.t 'wage restraint' is I Ihort-cut on the way to pal"lldiac and rugh profits 
• lOund rold to capitalisation. Then .. now labour is promiled its rewards lome 
time in the future. (,Pie in the Sky' is the name trade unionists givc thil). 

U 'Lord Blcon' in T"- Worlu of Lord Maeoll/oy. (cd. Lady Trevclyan), 
1866. VI.. p. 204. 

J8 Mandeville. TIu Fobk of tlu! BHJ; Or PrivO" Vu-u, Publk Bmefiu. Ed. 
F. B. Kaye, 01'. cit., I, p. 369, Vol. 11, p. 452. 

n Eli F. Heckacher, op. cit •• 11, pp. 152-168, lie: E. LipllOn. The Etonomic 
History of England, Ill, 1947, pp. 118, 131, 134, 169-172, 180, 248.273, 

14 



EARLY THEORIES 

monetary measures of economic control which through their 
influence on costs and prices allocated resources in a way con
genial to the mercantilist concept of economic progress. They 
cven suggested that the state should take active part in enter
prise where and when private enterprise was unable or not 
willing to take the risk. I ' True to the ancient belief that gold 
and silver were the 'sinews of war' they constantly stressed 
the need to increase the country's stock of money. Where no 
specie could be mined at home or in the colonies it was to be 
attracted by a favourable balance of trade with other countries 
and by the clever juggling of the exchange rates.11 To achieve 
this the government was to assist trade by bringing about im
provements in land and water transport. by the enforcement 
of the Navigation Acts and Commercial Law, by imposition of 
duties on the export of raw-materials and the import of manu
factured goods. and by prohibiting the admission of luxuries. 
Manufacture was to be helped by the bestowal of government 
protection to colonial ventllres, by the creation of suitable 
financial institutions. by Joint Stock company legislation, by 
protective patents, and by trade monopolies. There was even 
a suggestion to establish a permanent government agency to 
control and regulate the country's economy. Together with 
this, mercantilist writers recommended austerity. They 
believed that this would be conducive to saving, and saving 
was thought to be followed by low rates of interest, increased 
borrowing and more production." Yet, although mercantilist 
protectionism never took the form of a comprehensive 'theory 
of growth' notions of such a theory were revealed by the state 
of mind which underlies their way of thinking. As the middle 
of the eighteenth century drew closer mercantilist attitudes 
towards enterprise and labour began to undergo a change. The 
protectionist restrictions were gradually relaxed and the belief 

18 B. F. Ho.elitz, 'Pattern, of Economic: Growth', Canadim, Journal of 
Economic and Po/iti((li ScietlCt, 1955, & Eli Heck.cher, al'. ri,., I, p. 326-455. 
11, pp. 273.28$. In practice we fin~ that in F~ncc the 'tl1~ created. and !u~
parted fDctories and other economiC undcrtaklngt. In Rusa18. PrusslD, Au.tna 
IInd the German ,tutea many factoric, ..... ere opened direcdy by the RO\'crnment~ 
(Eishtecnth century). And both the Spanish and the Ponuguese rulert financed 
and regulated tnde. 

U Eli Heckacher, ap. cit., n, pp. :131-237. D. E. Supple, 'Currency and Cam. 
merce! in the Early Seventeenth Century.' Ero"olllic Ilis'o,.y Rn:jt1Q, X. lQS7· 

la Thi. leqUenCe would hardly app~l to 11 modem economill. Or ..... ould ill 

15 



THEORIES OF ECONOMIC DEVELOPMENT A:"IID GRO\''''TI-I 

that workers' wants were limited withered away in the face of 
the slowly expanding domestic market for manufactured 
goods. Grudgingly mercantilist writers discovered that workers' 
wants are no less expansible than those of their employers and 
that they too may be stimulated to increase production by the 
'lo\'e of gain'.lI The relative labour shortage in the first half of 
the eighteenth cenlur}'** had already made the policy of low 
wages impracticable and it was therefore becoming easier to 
begin recognizing workers' gradually mounting importance as 
consumers.D The progress of technology also played a signifi. 
cant role in bringing about the change in outlook. In the 
course of the eighteenth century mercantilists recognized the 
true significance of the new inventions and advised their appli. 
cation in manufacture." These early industrial impro\'ements, 
which may well have been stimulated by, among other things, 
the decline in the rate of population growth during the first 
half of the eighteenth century,'15 transformed mercantilist 
perceptions about the nature of the labour problem. \'Vhen in 
the later part of the century growth gained once more in 
momentum the mercantilist ideas about the labour force
output relationship had already undergone certain changes. 
Their main concern by this time was the scarcity of skilled 
labour rather than the old fear of a general shortage of workers. 
One solution which they proposed was that the state should 
make a determined effort to attract skil1cd immigrants and of 
course restrain emigration. Another solution was to train the 
young. The new skills lay to a great extent ourside the sphere 
of restrictions by [he old guilds and crafts, and the guilds them· 
selves were already beginning to adapt their system to the new 
techniques. '\'Vorkhouses' and 'schools' were sometimes used 
for the 'education' and 'training' of the poor with, needless to 
say, dismal results. Real eduGltion was not recommended for 

It A. W. COllJ, 'Changing Attitudes to Labour in the Mid-Eighteenth 
Century', E(ollomk Histmy Review, XI, 19S5. D. C. ColemBn, 'Labour in 
the Englilh Ec.onomy of the Seventeenth Century', Emnomic lIutory Rt1Jw, 
VIII, 1956. Sec viewI of Contillon. Melon, Derkcley, Cary, Defoe, Steulrt 
Ind Mandeville. 

III Y. S. Brenner, op. ril., I, p. 232. 
11 EIi Hecbehef, op. rit., H, pp. 152-168. E. Liplon, op. dt., HI, pp. 273-

27S. J. Vinef, op. rit., pp. 56'57. 
I. See footnote No. 12, pli'C J. 
SI Y. S. Brenner, qp. cit., I, p. 2H . 
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the poor. Mercantilist writers did not believe that this could 
solve their problem. They knew only too well that no educated 
person would willingly become a worker - even a skilled 
worker - in their age and society. 

Although they never grasped the significance of money as a 
substitute for other factors of production mercantilists were 
aware of its role in the process of economic development. In 
fact they ovcrstressed its influence. They assumed that invest
ment depended above all on the rate of interest and the rale of 
interest on the money supply. The latter, howe\'er, hinged on 
the rate of profit and the virtue of thrift." This simple theory, 
which ignored almost all other influences except that of the 
quantity of money, greatly contributed to the innationary 
trends which developed with the spreading of paper money. 
Their conception of the dynamics of economic activity was 
similar to Harvey's (1628) of the circulation of blood in the 
human body. The rate of interest took the place of the hean/ 
pump and money substituted blood. If money reached the 
system in adequate supply it \\'ould be pumped by low interest 
rates ('the hean' of the system) into fhe veins of busines.s 
enterprise and stimulate all agenTS of production, Once fhe 
latter were rully employed more lahour and raw materiah 
would be attracted from outside, sales enlarged and profit .. 
increa .. cd, E\'entually the profits would keep interest rates at a 
low level, prevent denation, and stimulate the whole process 
anew at a higher scale of proc1ucrioll,f1 The increasing circula· 
tion of paper money and the development of financial insrirn· 
tions and an international system of exchange payments, in 
the course of the eighteenth century, reduced thc importance' 
mercantilists 3t1ached to the bullion earning indmtries,:oI 
This, howe\'cr. did not aher the belief that one country's gain 
must be another onc's loss, The competition for specie merely 
gave way 10 the compctilion for raw materiah and m,u'kets for 
labour·intensin manufactured goods. A country which im· 
parted raw materials and exported manu£J.nures did in 
mercantilist opinion sustain a double success. III their illusion· 

It Petty, Dllvenllnt l\nd KinK lne very outspoken on this sub;e<:t, 
.1 Sec footnote No. 12, page IJ, 
.. See (ootn~ No. 19. pa~ 15, &: J, Johnlton, 'The Monetary Theories or 

Herkeley'. Eronomj( Hislon' Rt1'i~I". Ill. IO)J8. 
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ary world of limited resources and demand. they thought it a 
good. policy to deprive all countries but their own of raw 
materials and markets. They hoped to prevent others from 
mak.ing full use of labour While they themselves would fully 
employ their own. As they were under the impression that the 
size and degree of employment of the working population was 
the source of the country's strength - they hoped to increase 
their country's political power by directing resources to the 
most labour intensive export industries. Their regulative 
interventionism became gradually more and more determined 
in this direction and turned away from the earlier preponder. 
ance of the scramble for specie. Trade still remained the major 
source of wealth but wealth no longer merely meant gold and 
silver. The rising significance of colonies as repositories of raw 
materials and the monopolization of their trade was in 
harmony with these relatively newer mercantilist theories. 
The emphasis which mercantilists placed on trade, and the 
distinction they afforded those who were engaged in it. un· 
doubtedly contributed to the changes in the social structure 
and the ideological framework which were gradually taking 
shape in this period.B Their fears that resources would How 
from the crucial sectors, trade and manufacture. to the less 
decisive one, agriculture, forced them to review some of the 
more sanctified beliefs of medieval society. What emerged was 
quite revolutionary. The merchant. and particularly the one 
who was engaged in foreign trade (like Shylock). was to replace 
the lord of the manor at the head of the social scale. The fact 
that this point of view was continually stressed by generations 
of mercantilist writers is in itself evidence that it was never 
universally accepted. It is evident that in spite of their efforts 
to dissuade people from investing their earnings. which were 
most often made in commerce, in the purchase of land - many 
continued to do just that. They did it because the prestige 
which came with the ownership of land was slow to disappear 
and land. then as today, was a relatively very safe investment. 
The vehemence of mercantilist opposition to investment in 
land varied of course in accordance with the specific intentions 
how the money was to be employed. Enclosure, and later 
technical improvements, were among the least offensive. It 
I. In 'Enalllnd the medieval nomente or lhls pem.t. to thu. very dlY • 

• 8 
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was true that even (or these purposes money was diverted from 
the most favoured activities commerce and manufacture bur 
there was some degree of compensation. Enclosure was 
believed, and in fact did, stimulate the movement of labour 
from rural employments to what was taken to be more crucial 
work in manufacture. Technical innovations were supposed 
to keep down victual prices. In effect, however, these innova· 
tions did not make an impact on agriculture until the end of 
the eighteenth century. As the mercantilists did not believe in 
the expansibility of the domestic market through a rise in the 
standard of living of the working class it was only natural that 
the only way in which they could envisage agriculture's contri· 
bution to the state was in maintaining low prices for food and 
for some raw materials. In as far as they were concerned with 
the landowners' welfare they were content to assume that 
international trade would lead to popular ion growth and the 
Latter to more pTOfits from the sale of foodstuffs and frolll 
higher land values.- It appears that they were expecting an 
increase in food production to be accompanied by a constant 
rate of profit per unit of outpUt and they ignored the likelihood 
of rising prices.n Basically the outlook on agriculture remained 
the same until the nineteenth century; it was belie\'ed to be 
less expansible than commerce and Illanufacture and its fUllc
tion was to produce cheap food so that wages and costs of 
pTOduction in manufacture should be low. 

For mercantilists then 'Upon the whole. 10 sum it up in a 
few words Trade is the \Vcallh of the \\'orld; Trade makes lhe 
difference as to Rich and Poor, betwecn onc l'\ation and 
another; Trade nourishes Inuustry, Industry begets Tradc: 
Trade dispenses the natural Wealrh of the World, and Trade 
raises new Species of \Vealth, which Nature knew nothing of: 
Trade has two Daughters, whose fruitful Progeny in Ans may 
be said (0 employ Mankind; namely Marlllfacture and iVat,jga. 
tion,'- The mercantilist concept of national wealth was onc of 

so This Ilslumplion which must Ilppear preposterous to 0. modem t'conomiM 
in D de\'eluped CQuntry i. fill' le!lS IIbsurd if one ,tudiCl similar problems in 
West Africa. 
It S. J. Brandenbul'Sl, 'The Place of AI/:r1culrurc in the British Economy •. ' 

J(JI(rrJol of Polilirfll H(nnomy, XXXIX, 19JI. E. Lip90n, op. nl., Ch. It Eli 
Heck9chcr, ofJ. ril. F. ). Fisher, op. dl., XXIV, 1957· 

11 llllniel De£oc, 17z8. 
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power and they hoped to gain power by achieving the follow. 
ing objecth'es: 'increase of populruion, the protection of 
agriculture and industry, the economy of low wages, a favour
able balance of trade, the development of a colonial system. the 
accumulation of capital with a resulting low ratc of interest 
and a reform of the revenue system'.D Mercantilist notions of 
economic de\'elopment focused upon aggregate outpUt - and 
not on the per capita rate of production and consumption - on 
power, and not welfare. The people for whom progress was 
desired Were the . 'people who mattered', namely merchants, 
manufacturers and the rich landowners, and not all classes of 
society. That what was desirable in the onc class - the en· 
trepreneurs 'love of gain' - was evil in another. They bc1ic,'ed 
that the world's resources and domestic demand were strictly 
limited, which led them to the conclusion that low wages arc 
the best incentive to hard work and maximum production, 
unlike modem economists , .... ho study growth in terms of the 
multiplier and the accelcration principle - i.e. in tcrms of the 
rate of expansion of domestic demand. Finally they saw the 
purpose of economic growth in the sphere of political strength 
and not in the advancement of equity and welfare. 

THE PHYSIOCRATS' 

Physiocracy was a school of thought which arose in the middle 
of the eighteenth century and dominated French economic 
thought for a relatively short period. The name of the move· 
ment comes from the Greek word Phusis - nalUre, and [he 
term physiocracy itself means 'governmem according to 
natural order'. The founder of the school was F. Qucsnay who 
maintained that society should be ruled according to an 
inherent natural order, in which soil was the only source of 
wealth and in which private property and the right to acquire 
it unmolested by government interference was essential. 
Physiocrats, in common with many others in their time, 
belie"ed that the world is governed by a number of simple laws 
of nature and that it was the dUly of mankind to discover these 
laws and then shape the laws of society to conform 10 them. 
Physiocrats dispensed with the study of history, and of the 

U Eli Heckscher, En~.vtlo",dja of Social Srimus (EconomiCII, p. H?). 
I A Bood dilcuuion of the lubjecl 8e'e J. HiBBI, Th, PII,'siocrats . 
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intricacy of reality, searching instead for the basic underlying 
rule or principle. Once the principle was found the rest would 
explain itself by logical deduction and be proved right by 
mathematical verification. They were indeed convinced that 
any idea which was correct could and should be proven by 
mathematical analysis, In fact, they 'used and abused Cartesian 
evidence and the rigor of mathematics, and in their writing 
the geometric mode of reasoning sometimes impaired its 
finesse' thus, 'disdainful of history and nen of a patient study 
of the conlemporary world, the), too easily believed that they 
had ascenained a priori absolUle laws, to which they ascribed 
a universality of application matched only by the simplicity of 
Ihe underlying principles'.1 In common with the mercantilists 
they belie\'ed in m;m's universal egoism and in the identity of 
the public and the private good. '1Iu'Y differed, however, from 
the mercantilists as 10 {he mechanism which was to bring aboUl 
this harmony between the puhlic and the private intercsl. 
Mercantilists allocated to the Stalc the role of co-ordinator of 
the opposed imerc<;ts; the physiocrats gan it to the natural 
order of the world, which was supposed to operate through free 
competition, Private intcresl is the 'horn servant of the general 
interest' and unrcstricled competilion 'the mainspring of 
human perfectibilitv'.' Fx 1Ialum ;Il.s, the natural state of 
justice. could only come abolll Ihrnugh equality before the 
law, which neither is, nor shoulrl he, equalitr in fact, because 
inequalilY alone brceds competition which is the source of 
human progress. In this unlimited adherence to 'freedom' the 
physiocrats reflected French exasperation with go\'ernme11l 
intervention in economic affairs. ~'o less significant was their 
disagreement with mcrcanl ilism concerning- the true source 
of a country's wealth .1Ild the most dynamic sector of the 
economy. They had little patience with the bullionist [heorie.~ 
and none with mercal1lilist glorification of trade and manufac
ture_ They believed that exchange of real goods for 'ipccie was 
mere folly,' and that trade and mJ.nufaclure were 'sterile' 

t G, Wentetnl'. Economic': 'The I'hYBiocml", in E"cyrln,.tdia 0/ Sorial 
Scien, .. , Vol. V-VI, pp. 3-18-351. 

" Quoted from G. WenlerMe. 0(>. rit . 
.. BealU8e they belie\'ed that the counny hud no nt'cd for more money than. 

RI moat, one hundred per cl:'nt. of ill net produce value, and Ihi, could IIny ..... OIY 
be ,upplied by credit_ 
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employments and had but little net surplus to contribute to 
the country's economic development. They were convinced 
that agriculture. and agriculture alone. was truly productive. 
In fact they could hardly have reached any other conclusion 
in "iew of the position of France's economy during the first 
half of the eighteenth century. Manufacture was stagnating 
and commerce was ruined by the Seven Year War. However, 
agriculture had steadily progressed and made France 'un pays 
de fortune'. In addition many attributed Britain's prosperity 
to her agricultural success, while France's backwardness was 
blamed on Colbert's financial policies. which did of course 
favour industry and deprived agriculture of capital for its 
development. Quesnay and his followers wanted to change all 
this. They wanted the better part of all liquid capital to be 
invested in agriculture. They wanted working capital 
(,Avances annuelles') to raise current production, fixed capital 
(,Auances foncieres') for land clearing and preparation for 
development, and more capital - as much as the land itself was 
worth - (,Avances primitives') to purchase livestock and agri
cultural implements. As land was axiomatically the only truly 
productive factor which was capable of yielding a net surplus 
its exploitation was to be increased in all dimensions. The 
'avances foncieres' were to widen the area of cultivation, the 
'avances primitives' to deepen the process, Le. to improve the 
per capita and per acre output, and the 'avances annuelles' -
adding a third dimension - to raise both average production 
and domestic consumption by all classes; with resulting 'bmJ 
pri'" would stimulate the whole process. The natural correla
tive of 'le ban prix' was of course the abolition of all taxes with 
the exception of those payable on land by the proprietary, i.e. 
landowning, class. Living through a period of growing fiscal 
distress the physiocrats could not ignore the need for taxation 
They believed that a land tax would be the least disputable 
and the most secure source of government income, but that 
all feudal dues and privileges should be abolished as all other 
levies which might directly or indirectly contrihure to rising 
prices. Industrial products too should be exempt because their 
taxation might indirectly affect agricultural costs of produc
tion and consequently agricultural prices. As the physiocrats 
never closely examined the catalytic nature of labour they were 

•• 
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led to overrate quantitative and underrate qualitative value.' 
Land plus work and capital produces a quantity of tangible 
goods, The inputs labour and capital were self.reproducing, 
and therefore not wasted in the process of production. and 
brought forth a net surplus. Manufacture added nothing to 
the total quantity of tangible goods but merely transformed 
onc kind into another. Thus. in the eyes of the physiocrats, it 
consumed raw materials in the course of a metamorphosis 
raising their price but not their quantity and \'alue. For this 
reason it was believed that manufacture was only desirable in 
so far as it produced the essential day.to·day necessilies and 
implements which were designed to help increase the agri. 
cultural net surplus. Hence. commerce and manufacture 
would and should grow in response to the progress in the agri. 
culLural sector of the economy until eventually. owing to the 
limited supply of land. France's agricultural potential wa~ 
fully employed. Surprisingly, the physiocrats never recognized 
the possibility that in response 10 the stimulus gi\'en tu 

domestic consumption 'by rich and hy poor'. of which thl'~ 
approved. a shift might come about in Ihe pattern of demand. 
namely that a relati\'cly smaller share of earnings will be spent 
on foodstuffs and a rclatinly larger one on manufactured 
goods, In fact their models, 'Tab/t'au.'(' as they were called, 
were remarkably static and rigid, assuming for example [hat 
the value-relationship between manufacturers and raw 
materials was one to three, i.e. that one milliard's worth of 
3gTicultural raw materials would produce three milliard~ 
worth of manufactured goods. Simil:lrly the}' never recognilcd 
the function and flow of either enterprise or capil:lJ and the 
forces effecting rates of interest.' They were content to relate 
economic growth to increments in the fate of in\'estment in the 
\'arious 'a\'ances', to the mailHenance of adequate credit, and 
to technological progress and its application in agriculture. For 
example Quesnay's 'tablellu' of the desired functioning of Ihe 
economic system di\ided the people into three groups: the 

• This. howc\'cr, is nOI entirely Imt in Q"ricuhu~, whtre Ihty rtcoltniscd 
Ihlll 11 rist in price Illl.ly be desinlhle if JUt 10 impro\'ement.~ in the quallly of 
Ihe proJuee . 

• R. L. Meek, 'The PhYliocrntic Concept of Profit', Ecorwmj(Q, XXVI, 
IVS'J. pp. 39-SJ· 
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'productive' group which consisted o[ half the population, 
farmers, fishermen. miners ere.; the 'sterile' group (onc quarter 
of the population) merchants, manufacturers and people 
employed in manufacture and the liberal professions; and the 
'proprietary' group (the remaining quarter of the population), 
who were the property owners, landowners, and church and 
state personnel and their dependents. The productive class 
(fanners) was expected [0 produce five milliard lines worth of 
produce. out of which they were to consume, i.e. use as working 
capital. two mi1liards; to pay as rents etc. to the proprietary 
class (the landowners) another two milliards; and to spend 
with the sterile class (manufacturers and merchants( the 
remaining milliard for manufactured goods - particularly for 
agricultural implements. The proprietary class were expected 
to spend out of their two milliards income (rents from the pro
ductive class) one milliard on agricultural produce and another 
on the products of the sterile class, with special consideration 
for im'cstment goods .. Finally the sterile class was expected to 
spend its two milliards of income (one from the productive and 
one from the proprietary class), half on consumer goods and 
half on raw materials purchased from the productive class, 
which they were then to transform into three milliards' worth 
of manufactured goods, which was again to be divided one 
milliard's worth to each class.! In summary Quesnay's model 
valued total consumption and expenditure at nine milliard 
livres, OUt of which farmers and their dependents consumed 
(2 + I) and paid out rents (2) five milliards; land and property 
owners and their dependents consumed two (1 + 1) milliards; 
and artisans and merchants with their dependents also con· 
sumed two (I + I) milliards. The value of production in thc 
same model. though admittedly Quesnay never added it up in 
this form. alTlounts to five milliards Cram the productive class: 
two milliards' worth of 'good advicc' from the proprietary 
class; and two milliards' worth of manufactured goods from 
the sterile class (with an additional milliard which this class 
supposedly used on the raw materials worked up in their 

7 See A. Phillipa, 'The TllblrBu Economique III B Simple Leontief Model', 
Ollflrlnly JDllrnnl DJ Eco,lDmicf, LXIX, 19S5, pp. 117-IH. 
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products).' The circular flow of inputs and oUtPUt in their 
models was supposed to be self-sustaining as long 35 no ex· 
traneous forces upset it. Thus their theory of growth wa~ 
dominated by the progress of the three annual rates of repro· 
duction. which themselves were the product of Ihe various 
'avanees', i,e, of the agricultural surplus, As the 'avances' 
were reckoned to yield about 250 per CCIll. to sustain constant 
growth. it was merely necessary to prevent downward Auctua· 
lions in demand expenditure. If, however, Auctuations of thi" 
sort should occur they were to be eliminated through reduc· 
tions in expenditure with the 'sterile' class. It was then tacitly 
assumed that the relatively greater demand of that class's 
produce would have a self-adjusting effect through rising prices. 
'Physiocratic theory suggests that it is upon capital formation, 
more than upon anything else, that economic development 
depends, although the importance of applied science and lech· 
nological improvements is recogni7.cd, as is the importance of 
good institutions, Such improvemenl'i presumably follow in 
the wake of increasing investment. Howe\"er, it was only in 
agriculture that capital and applied sdencc had importam 
roles to play." Hence. Ihe T1Min force hehind economic growth 
must be capital formation and ifS ill\CSllllCIH in agricultlll'C' 

, All there nppelln 10 be some disagreement aboUl Ihe im .... rprctation of Quc.s
nay', Tahle, I add for comparison the following anal}"lis which refen to a society 
comprising three million families of four persons each as sumrnari~d by Edmund 
'Whinaker in hi, book Schools mId StrtOl1U of Econom;c Thollght, I9ilO, p. ~7· 

J"IIIII and OutPld of AgriCll!ture 
Jnput Output 

Annual advnncc.s 600 Mill Food for landownen 
Finiahed industrilll goods JOO Mill Food for Industrinls 

Rllw materials (or Indust. 
(Rents to Landownen 600 Mm). Own nnnual ad\"8.nccs 

Input attd O"tput of Indwtry 
Annual advancea JOO Mill ManufactuR's for Agro. 
Raw material, from Aglll. Joo Mill l\.'ianufaclUrea for L. O ..... n. 
Food from agriculture JOO Mill Annual ad"ancet 

J"pllt and DIII/mt of [.a"dOfl'tters 
Food from agricullUrc Joo Mill Nil. 

Manufactures from Ind. Joo Mill (Perhaps de(orntin;~) 
Total: 2,400+600 Mill. Livra . 

• J. J. Spengler, 'rhtorits of Eo,moll/;( GroMh, 1960. pp. 60·6,. 
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followed by the application of science.·t Any increase in the 
rate of investment in one or more of the 'avanccs', any imprm'e
mcnt in the quality and hence in the price of an agricultural 
product, any reduction in unnecessary impositions and taxes, 
anything that will prevent the wasling of money on hoarding, 
manufactured goods. and foreign exploits, will therefore pro
mote economic development. In addition to this ])hysiocrats 
did not believe in the unqualified blessings of population 
growthl1 because they were aware of the ditference between 
aggregate and per capita output. They were not particularly 
concerned with foreign markets because their prime interest 
was the domestic market and therefore the rise in real per head 
income; they were against the scramble [or specie because they 
believed. that credit was as good as money, and they were 
against monopolies because they were convinced that competi
tion was the best guide to rentabiLilY. Finally they were sure 
Ihat free private enterprise, rather than the state enterprise, 
will lead towards the desired harmony of public and individual 
welfare. 

10 Fmneoia Que,nay (16I}4-I"4), TablHlU «anamiqllt. See also Anne-Robert 
Jseques Turgot, Baron de Laune (172.7-1781), Rejfexio1lJ sur la/armatian et la 
distributian da "(haIrS_ Pierre Samuel du Pont de Nemour3 (1739-1817), 
Piem! Fr.ncoQ Mercier de la Rivierc (172.0-1793), Jenn Claude Vincent de 
Goumay (1712.-1759), Victor Riqueti, l\l:lrquis de :Mil1lbeau (1715-1789) _ 
in .hort the contributon to the EnQ'dapidit in 1756/7. 

U See P_ E_ Vincent, 'French Demogrophy in the Eighteenth Century', 
Popuwtion Shldiu, I. 1947, pp_ +1-71. 



CHAPTER 11 

The Classical Economists 

ADAM SMITH (1723"1790) 

Although the classical school of economists l cannot be called 
a school in the sense of 'an alliance of persons. a community of 
ideas. an ack.nowledged aUlhority and a combination in pur
pose" they were, however, united by a general similarity of 
principles and methods. Adam Smith is considered the founder 
of the school. He was the first to stUdy inductively the economic 
structure as a whole and lO outline some basic principles which 
underly the system and the way they determine each oliter. 
These basic principles. which wefe common to all classical 
economists are tbe poslulalcs that 'liberty and properly are the 
keystones of every rational economic order and the claim that 
political economy resembles a natural science in the universal 
applicability of its laws'.' 

Like the Physiocrats Adam Smith believed that [he study of 
man's 'own advantage naturally, or rather necessarily leads him 
to prefer that employment which is most ad\'3mageous to the 
society'.' And like his lcacher Hurcheson~ he believed in 'a 
di"'inely ordained harmony oC egoistic and altruistic impulses 
in man .. .o' in that self-love always finds itself circumscribed 

1 The cI:lI~ical .school of economisu (1776-1857): AJOIn Smith. Da\'iJ 
Ricurdo, Thomas Hoberl j\·llIilhus. J.uncs l\·lill, John SWUI Mill, John E!liolt 
Caima, and (in Frllnce) Jean Uaplillle Suy. 

t Henry HiR"KlI, The PI .... sifMTats, London, 1897, p. 3. Quoted from Kllrl 
Diehl in the I\"cydoptaia of Sotial St"itllcel, Vol. V. (Economics), pp. )51-)57. 

3 Karl Diehl, op. tit., pp. 35 1- 2 • 
.. An Inquiry i"to the True ."atuft and Callus of rht Wealth of NatioM, 

1176, (e<!. E. ClIllIIun, IQ61), Dk. IV, Ch. 11, p. 415· . 
6 F. HUlcheaon, An Enay on tht Nah.re and Conduct of tll4 Pan/ons and 

AfflCtioru, 1728, Ed London, 17)0, pp. IQ)-4· 
IS The ThlOry of Morc1.1 Strrti",tl/ls, 175Q, and Utlllr" on JuJtite, Police, 

Rewnu, Qnd AnlU, I i6]. 
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by )O\"C for one's fellows, Smith explains this apparcntly nal\,e 
thcory by unra\'clling what he belicvcd la hc thc hasic motivcs 
in man's psychology,1 Namcly, that man's actions arc dcter
mined by the social \'alues of his sociely. That man does things 
or refrains from doing them because of his desire for thc 
approval of his fellow men. Therefore, he helieved, Ihat there 
is a natural limit to man's material egoislll, because the acquisi. 
tion of unbounded wealth is not the real object of the uni\'ersal 
egoism but merely one of the means to the end. 'The rich man, 
(merely) glories in his riches, because he feels that they 
naturally draw upon him the attention of the world .:. 
which is what he actually wanted, and which he may lose by 
being too a\'aricious whereas 'the poor man. , . is ashamed 
of his poveny .. .' What man really wishes is happiness and 
happiness is not always synonymous with weahh. 'In what 
constitutes the real happiness of human life' beggars may in 
no respect be 'inferior to those who would seem so much above 
them .. :. and this real happiness consisls in the esteem in 
which one is held by others and in health, freedom from debl 
and in a clear conscience.lo So, Smith arri,"es at the same idea 
as the Physiocrats, that nature itself converts private quest for 
gain to the public good because human vanity is flattered by 
Ihe acquisition of wealth and 'it is this deception which rouses 
and k.eeps in continual motion Ihe induslry of mankind. 
It is this which first prompted them lO cultivate the ground, 10 

build houses .. , invent and impro\'c all lhe sciences and 
arts, which ennoble and embellish human life .. :11 It is still 
the 'consideration of his own private prolit (which) is the sole 
motive which determines the owner of any capital to employ 
it either in agriculturc, in manufactures, or in some panicular 

7 Tht ThtIJry of Jvtorol Stnl;mtnIS, '759, ..... ith 11 second cdition ill '790 
called 'Tht 1'hPJry of ,\!toral Stn/imtnfl; or An Rnay, Tott"onls an Allal)";,, 
of rht PrincipltJ by !t"/r;rh ilttn NaluroJly Judgt Concern;,,/{ Ill, Conduct arrJ 
Charllcur, fint of thrir Nrighbour., ,."d aflntt'ards of ThtF/Utlt,t.' . 

• /bid., (2nd Ed,), pp. no-u5. 
I /bid .• p" 467, 

IQ Ibid., p. 107" Thi. idea does in facl undcrly capitalist ju.tification of in
equality, \Vhether the poor accept it or not ia of course 11. different matter. To 
.uffer- hunier with. clear conacience may be 11. trying DJ to suffer hunBer with 
no conaciellOllll all. Truly, it may be easier to have a clear conscience and ROod 
he.lth on I run ltomach tban on In empty one. 

n Ibid., p, 464. 
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branch of the ... trade' I' but, the study of this. his own 
advantage, leads him to the employment which is most bene· 
ficial to all," because through profits he will learn of the 
demand, i.e. the requirements, of his society. The Physiocrats 
'natural order of things' returns in Smith in the form of the 
'Invisible Hand'. The rich cannot consume more than anyone 
else so their only advantage is that they c.1n select the best but 
then, 'in spite of their natural selfishness and rapacity. 
they are led by an invisible hand 10 make nearly the same 
distribution of the nece~saries of life, which would have been 
made had Ihe earth been divided into equal portions among 
all its inhabitant .. ',u because the rich man is obliged to ex· 
rhange the surplus of his food with thosc who can provide him 
wilh his other needs. 15 In Fact Smith was convinced that he· 
cause of this machinarion of rhe invisihle hand the rich man 
'by pursuing his own interest. . frequently promotes that 
of the society more effecti\·eJy than when he really intends to 
promote it'.11 Truly, mere henevolence muld only falsify the 
flow of resources from where Ihey were lIlost usefully emploved 
according 10 the rule of natural order. The SJIllC does or course 
apply to ;\Iercantili"r interferencc with the n:lIural order of 
things. Here Smith was in mmplete agreement with Ihe Physio. 
erats but he rejected their theory th;Jt agriculture was the only 
producti"e cmploymelll. although he fon may ha,'c held the 
view that agriculture was relatively more important than other 
occuparioOCi. H AholU trade, Smith oh~cn'ed that 'it is the 
maxim of every prudent master of a family neHr to attempt 10 

make at home what if will cost him 1110re to make rhan 10 

buy' and therefore 'what is prudent in the conduct of e\"cI'} 
private family can scarce he folly in that of a great king
dom .. .'11 'every s~·stcm.' he wrote,I' 'which enrlea\·ours. 

n Wtallh of Nnljnru, Ok. 11, Ch. V. L~ Ibid., Bk, IV. Ch. 11. p. 475· 
14 Tht ThlOry of Moral Smf;lIIt1lts, pp. 465 ... 66. Here, it seems. the inRuen~f' 

of Hutehellon who bdieved in henevolence ill replllced by the physiocratlc 
idea or self· interest. 

16 Recently a Ghanailln told nle that the cia" "rueturc in Ghana should not 
UPICt me beo;aule the rich Rivc employment to the poor and so C\·cT}·one is 
hippy. 

u II'fillth 01 N,lIioru, Bk. IV, Ch. 11, VoJ. I, p. 477-8. 
11 Ibid., Ok. IV, Ch. IX, Vol. 11, p. 195. 
U Ibid., Ok. IV, Ch. 11, VoJ. I, p. 478. 
11 Ibid., Ok, IV, Ch. IX, Vol. 11. p. ~08. 
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either, by extraordinary encouragements, to draw towards a 
particular species of industry a greater share of the capital of 
the society than what would naturally go to it; (as the physio
crats proposed to do) or, by extraordinary restraints, to force 
from a particular species of industry some share of the capital 
which would othenvise be employed in it; (as the mercantilists 
did) is in reality subversive of the great purpose which it means 
to promote_ It retards, instead of accelerating, the progress of 
the society towards real wealth and greatness: 

Smith was of course concerned with economic growth and 
although he never developed a growth theory as such it is 
intrinsic in his general principles. Reviewing the 'theories' 
of his predecessors on this subject he wrote 'The different 
progress of opulence in different ages and nations has given 
occasion to two different systems of political economy, with 
regard to enriching the people, The one may be called the 
system of commerce (mercantilism), the other that of agricul
ture.' (physiocrau)- Each of the systems was related to the 
historical and economical environment of its time and place 
and hence, Smith conc1udes, there are indeed, objective limi
tations to economic growth arising out of the degree of 
accessibility of resources and the spread of technology, These 
determinants, resources and technology, are, however, liable 
to undergo changes with the passage of time and the same is 
true of the nature of demand,S! His approach here is very dif
ferent from the physiocrats circular now, it is a belief in con
tinuous progress. He is convinced that specialization leads to 
economic growth because it will improve the 'dexterity of the 
workman' which will of necessity 'increase the quantity of work 
he can perform. , .';D will save 'time commonly lost in pass
ing from one sort of work to another';" and 'Thirdly, and lastly, 
(it will permit) the application of proper machinery .. : .. 
There is, however, one aspect of specialization which is not 
conducive to public advantage. It 'destroys intellectual, social 
and martial virtues unless government takes pains ro prevent 
it ... The man whose whole life is spent in performing a 

so Rnd., Ok. IV. Introduction, p. m. 
11 Ibid., Ok. Ill, Ch. I, Vol. I, pp. 401·,,06, 
11 Ibid., Ok. I, Ch. I, p. n. la Ibid., Ok, I, Ch. I, Vol. I, p. 12. 

U Ibid., Ok. I, Ch. I, Vol. I, p. IJ. 
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few simple operations ... has no occasion to exert his under
standing, . , He naturally loses, the habit of such ex:ertion. 
and generally becomes as stupid and ignorant as it is possible 
for a human creature to become. The torpor of his mind 
renders him, not only incapable of relishing or learning a part 
in any rational conversation. but of conceiving any generous, 
noble Of tender sentiment .. .'11 and it is therefore both in 
the interest of the individual and o( the general public to 
provide for his education.-

Smith's intrinsic conception of the stimulus to economic 
development through the division of labour goes far beyond 
the mere quantitative growth of production, It forecasts the 
expansion of invcstment and markets which must occur at 
each stagc of new progress which the division of labour brings 
about.11 Growth. he believed, also precipitates conditions for 
increasing demand owing to man's unlimiu~d desire for more 
and better things, He was sure that " , , 'Vhen by the improve
ment and cultivation of land the labour of one family can 
pro\'ide food for two, the la Lour of half the society becomes 
suOiciem to provide food (or Ihe whole. The other half. there· 
fore, ' , . can be emplo)ed in pro\'iding other things, or in 
satisfying the other wants and fancies or mankind ... wh::tt i,,, 

over and above satisfying the limited desire, is given for 'he 
amusement of those desires which cannot be satidied (i.e. 
manufacturers), but seem to be ~Ilogether endless. The poor, in 
order to obtain food., exert themselves fa gratify those fancies 
of the rich, and to obtain it more certainly, they vie with onc 
another in the che~pness and perfection of their work. The 
number of workmen increases with the increasing quanlity of 
food, or with the growing improvement and cultivation of the 

18 Ibid., Ok. V, Ch. I. Pt. Ill, Art. 11, Vo!. 11, p. 303. 
se Ahhou.lfh R8 a rule Smith dlSllpproves of Ilovernml'nt intervention he 

concec.l.es ill! ncces..ity where self·interest cunnot effccth'ely remedy a situation. 
The (Jther Cll8e~, except educlltion, where Smith nppTO\'ej1 of government inter· 
\'ention nrt: The fixing of Do ceilinll for the rale of intcrelt (S~~) (Wealth. Ok. 
11, Ch. IV, Vol. I, p. ~79). T:n:~lion where the subject ought to pay 'as .,early 
Il! pOSllible, in proportion to their TC'speclive abilitiCfl; that is, in proportion 10 

the revenue which they respectively enjoy under the protection of the state ..• 
(II'talth. Ok. V, Ch. H, Art. 11, Vol. 11); The defence of the Realm; The 
maintenance of law and jU9ticc and public works which cannot be rcganled !IN 

direed)' profit yieldin, for IIny private individual. (Ibid., Dk. IV, Ch. IX, 
Vol. 11. p. 1(8). 

11 Ibid., Dk. I, Ch. Ill, pp. :11-25 and Ok. I, Ch, V. pp, 34·,.1, 
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lands; and as the nature of their business admits of the utmosl 
subdivision of labour, the quanrily of materials which they can 
work up. increases in a much greater proponion than fheir 
numbers. Hence arises a demand for e\'ery sort of material 
which human invention can employ, either usefully or oma
mentally, in building. dress. equipilge. or household furni· 
ture .. :z.< Smith W;\S of the opinion that progress in agri
culture was slower than in mClnu[Clclure because thc former did 
not lend itsclf to thc same degrec of specialization as the latter. 
this, however, would not put agriculture at a dlsadvanrage 
vis-a·vis manufacture becausc the relative diminution of 
labour employcd there would raise the prices of agra-products 
whereas the higher spcciali7.ation in industry would reducc thc 
exchange value of manufactured goods. 'It is the natural effect 
of improvemcnt . , . to diminish gradually the real price of 
almost all manu(aclUres.. in consequence of better 
machinery. of greater dexterity. and of more proper division 
and distribution of work •... a much smaller quantity of 
labour becomes requi'lite for cxccuting any particular piece of 
work; and though. in consequence of the nourishing circum· 
stances of the society, the real price of labour should rise vcry 
considerably. yet the grcat diminution of the quantity will 
gcnerallr much more than compensate the greatest rise which 
can happen in the price.'D Therefore. " .. every improyc· 
ment in the circlllllslallces of the society tends eithcr directh 
or indircctlv (0 raise Ihe real rent of land, to increase the 
real wealth 'of Ihe landlord. his power of purchasing labour, 
or the produce of the labour of other people. The 
extension of improvement and cultivation tends to raise it (a1ld 
so does) ... the rise in the real prices of those pans of the 
rude (raw) produce of land. which is first the effect of {Ot' 
extended improvement and cultivation, and afterwards the 
cause of their being still further extended .. .' Smith con· 
cludes; that '.-\l\lh05e improvements in fhe productive powers 
of labour. whidl (cnd directly to reduce the real price of manu
factures. tend indirectly to raise the real rent of land. The 
landlord exchanges that pan of his rude produce. which is over 
and abo\'e his own consumption. or what comcs to the same 

l!1 Ibid., Ok. I.. Ch. XI. PI. 11. Vol. I. pp. 181'3. 
n Ibid., Ok. I., Ch. XI. 1'1. Ill. Vo!. J. p, 26",. 
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thing, the price ol lhat part of il. ror manufactured produce. 
Whatever reduces the real price of the latter, raises that of the 
former. An equal quantity of the former becomes thereby 
equivalent to a greater quantity of the latter; and the landlord 
is enabled to purchase a greater quantity of the conveniences, 
ornaments, or luxuries, which he has occasion for.'iIO 

The main point, then, in Smith's ideas about growth is 
specialization of labour. This specialil.ation would be continu
ally stimulated by the imervention of the 'invisible hand which 
is revealed in the imeraction of demand and supply. For this, 
however, all artificial obstructions to trade must be remo\·ed. 
The process of capital formation which becomes necessary 10 

sustain the economic grow.th through specialization is less clear 
in Smith's writings. It appears that he left it up {O the 
merchant-entrepreneur to sacrifice so much oC his present en
joyment as will enable him to save the funds for the required 
investments.1! Smith seems to have believed that the whole 
annual produce of the land and labour of every country was 
immediately divided into two parts: One was used 10 replace 
the capital which the business enterprise had supplied in the 
form of equipment, raw materials. and subsistence for the 
workers and the other became pro/it and rent. He assumed 
that 'Every increase or diminution of capital.. naturally 
tends to increase or diminish the real quantity of industry 
(and that) Capitals are increased by parsimony and diminished 
by prodigality and misconduct. 'Whatever a person sans £1'0111 

his revenue he adds to his capital. ;lI1d either employs it him· 
self in maintaining an additional number of producti\e hands. 
or enables some oth('r renon to do so, by lending it to him COl 
an interest. that is. for a share of the profits. . p:u-simoll),. 
and nOl industl)·, is the immediate cause of [h<: il1(Te:l~e of 
capital. Industry. indeed. provides the subject which parsi
mony acclIlllulates. But whatever indu ... try might :lCquilt'. iJ 
parsimony did not save and sroi'e up the c:lpilal would neH'r 
be greater ... JI SO, far from subscribing to the ~rerG\olilist 
view that high wages reduce productivity Smith Slates that 
'The liberal reward of labour, as it encourages the propagation. 

10 fbiJ .. Dk. I., Ch. XI. (Cundu9ions), Vol. I. p. 375. 
H TM Theory 0/ Mur"l Sell,immls, 1759. pp. 359-:1160. 
U WNl,h, Bk. I., Ch. IX. Vol. I. p. 109, 
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SO it increases the industry of the common people. The wagc!'. 
of labour are encouragement of industry. which. like every 
other human quality, improves in proportion to the encourage· 
ment it receives. A plentiful subsistence increases the bodily 
strength of the labourer, and the comfortable hope of bettering 
his condition. and ending his days perhaps in ease and plenty, 
animates him to exert that strength to the utmost.''' For the 
real source of capital, however, Smith looks at the entrepreneur 
class and looking around him he could not have failed to notice 
the favourable climate for their growth. 'The poor man's son,' 
he wrote in The Theory of Moral Sentiments. 'whom heaven 
in its anger has visited with ambition, when he begins to look 
around him admires the condition of the rich .... To obtain 
the conveniences which these afford. he submits in the first 
year. nay, in the first month of his application, to more fatigue 
of body and more uneasiness of mind than he could have 
suffered through the whole of his life from the want of them.' 
However, although, as it seems, Smith disapproves, from the 
moral point of view, of the 'poor man's son's' efforts, he admits 
that economically they are highly desirable because they keep 
'in continual motion the industry of mankind ... which 
... prompted them to cultivate the ground, to build houses, 
to found cities and commonwealths. and to invent and improve 
all the sciences and arts, which ennoble and embellish human 
life; .. .'N Again, the invisible hand of nature turns private 
vices or dillusion to the general good. 

Needless to say, Smith had no patience with colonial policies 
or any other monopolistic practices: 'Exclusive companies ... 
are nuisances in every respect; always more or less incoll
venient to the countries in which they arc established, and 
destructive to those which have the misfortune to fall under 
their government.'- And by comparing the fortunes of lhe 
various colonies" Smith comes closest to Slating something in 
the nature of a general theory regarding the economic develop
ment of under.developed countries. This is when he discusses 
the progress of the English colonies in North America. 'There 
la Ibid., Bk. I., Ch. Ill. Vol. I. p. 91. 
SI TJu TMury of Moral Snrti",ents, 1759, pp. 259-264. 
11 Wealth. Bk. IV., Ch. VII. Pt. Ill. 
11 Ibid_, Dk. IV., Cb. VII. Pt. 11. & Ill. pp_ 101. 103-4. 107, 131, 141,150'2, 

157· 
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are no colonies of which the progress has been more rapid than 
that of the English in North America.' He wrote, and giving 
the causes for this he continued: 'plenty of good land. and 
liberty to manage their own affairs their own way. seem to be 
the two great causes of the prosperity of all new colonies .. _ 
the political institutions of the English colonies (in America) 
have been more favourable to their improvement and cultiva
tion of this land. than those of any of the other three nations 
(Spain. Portugal and France). First. the engrossing of unculti
vated land .•. has been more restrained (by the) colony law 
which imposes upon every proprietor the obligation of improv
ing and cultivating. within a limited time, a certain propor
tion of his lands. and which, in case of failure. declares those 
neglected lands grantable to any other person. , . Secondly, 
... no right of primogeniture, and lands like moveables arc 
divided equally among all children of the family ... The 
plenty and cheapness of good land •... are the principal 
causes of the rapid prosperity of the new colonies. The engross
ing of land. in effect, destroys this plenty and cheapness ... 
Thirdly, the labour of the English colonists is not only likely 
to afford a greater and more valuable produce. but in con· 
sequence of the moderation of their taxes, a grcatcr proportion 
of their produce belongs to themselves, which they may store 
up and employ in puuing into motion a still greater quantity 
of labour ... .'n Finally the trade monopoly of the mother 
country has been less oppressi\"C in English America than in aB 
other colon ies. 

DAVID RICARDO (1772.182~) 

David Ricardo's Principles 0/ Political Economy and Taxa· 
tion was first published in 1817. 'The scheme took shape 
through 181[1' By 1816 it W:lS wcllul1der way, and in October 
of that year Ricardo sent ~Iill a draft co,·erillg what are now 
the first seven chapters .. , that is the chapters concerned 
with basic theory.'1 There can be little doubt that these 
chapters werc writtcn under the impression of the two and a 

.,. Ibid., Bk. IV., Ch. VII. PI. 11. pp. 83-". 
I M. P. FOlllrt)', Inlroduclion to T"~ Pri"o'plt's 0/ Politi(al &o"omy and 

Taxatio". by David Ricardo. Evtrynums. 1962, p. VI. 
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half decadesj during which Britain experienced the economic 
ill effects of bad terms of trade. war and inflation, It was during 
this period that wages 'limped slowly behind the cost of living 
(and) the standard of living of the workers was lowered'" 
Ricardo was, however, also old enough to remember the last 
decade of the period before the outbreak of the revolution in 
France when the working-class was gaining considerably from 
the increased productivity, through the cheapening of manu
factured goods and the general economic prosperity,' Finally, 
there is good reason to believe that his most optimistic ideas on 
economic growth which find expression in the Chapter 'On 
Machinery' (XXXI) may well have been written in 1816 or 
18 t I when the tide of economic depression had turned and the 
new period of slow recovery begun.! 

In the Principles' Ricardo formulated the first dynamic 
theory of economic growth and although his fundamental idea, 
'The model of Ricardian economics' seems to imply the accept· 
ance of the Malthusian principle that mankind is doomed to 
suffer the consequences of the collision of diminishing returns 
from land with population growth. this does not in fact repre
sent his views accurately. His concern with the long-term 
problems of economic growth in the developed countries, his 
efforts to find a system which would correlate the different rates 
of growth of agriculture and manufacture within their reliltiH 
stages of technology and population growth, must surely 
indicate that he believed that given the right institutional 
framework the Malthusian day of judgement need not be 
inevitable.' Ricardo believed that economic progress hinged 
upon capital fonnation and capital formation on the produco 

t From cloae to the o\ltbreak of the Frc-nch Revolution of 1789 to the end 
of the Napoleonic Wan in 1815. 

J T. S. Aahton, TIu Industrial Rn'Ofulion 1760-1830, 1948, p. ISO. E. H. 
Phelpl Drown & Sheila V, Hopkine. Two articlee reprinted from /::ronomim, 
1955 & 1956. on Builders' Wage-Ratn in F.sJa)'s i" Economic His/Dry (cd .• 
E_ M. Carue-Wileon), Vol. 11 11)6z, pp .• 86 and 196. 

"E. J. Hobebawm, 'The Dritiah Standard of LivinR, 179<)oI8S0', Ero"om;( 
Hutory RftMrt" 1957, p. 46, & Phdpa Drown & Hopkina, op. tit., pp. 186, 19" . 

• A. J. Taylor, 'Progreaa and Poverty in Britain, 1780-1850: A Reappraisal', 
in &say. in Economic Hu,ory (cd., Carul-Willon). Vol. Ill, 196z, pp. 380-393. 

I nlvid Ricardo, Tilt Printiplu of Political EconmllY and Taxation, (Sce 
Ft. (I», 

7 J. M. Letiche. Theorns of Etonomit G,Qlclll. (cd., B. F. Hoselitz, 1960), 
P·76_ 
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tivity of labour. I-Ience he concluded Ihal Ihe ,"alue of all good.; 
depends upon the relative quantity of labour necessary for 
their production' and the ratc of profit earned for that capital 
which is locked up without bringing in revenue until the goods 
can be sold.' He was quite explicit that it was not the grealer 
or less compensation which is paid for labour which effects the 
value of goods but the quamity of labour, which is admittedly 
more difficult to assess. I' This quantity, however, was under· 
stood to include not merely 'the labour applied immediately to 
the commodities ... but (also) the labour. . which is 
bestowed on the implemems, tools, and buildings. with which 
such labour is ilssisted.'1I To prevent any confusion. Ricardo 
made a clear distinction between value and price. He was 
aware that in the short run and a'i a rule the laller need nOI 
reflect the Former, or even the relalionship between the values 
of various commodities, but in the long run because of the 
existence oE an inbuilt regulative mechanism - which modern 
economists would identify as the price mechanism of perfect 
competition - prices will ah ... ·ays tend to conform with value. 
'In making labour the foundation of tile value of commodilies 
and the comparative quantity of labour which is necessary to 
their production, the rule which determines the respective 
quantities of goods which shall be gi"en in exchange For each 
other' Ricardo warns his readers 'not .. to deny the acci· 
dental and temporary devialiom of Ihe actual or market price 
of commodities from this. their primary ~Uld nalural price'. 
because 'In the ordinary course of eHIlIS there is nocollllnodit)" 
which continues for any length of time 10 be supplied precisely 
in that degree of abundance which the wants and wishes of 
mankind require. and therefore there is none which is not 
subject to accidental and temporary v:lriations of price. It is 
only in consequence of such variations Ihat capital is appor· 
tioned precisely, in the requisite abundance and no more, to 

the production of the different commodities which happen to 
be in demand. \Vith the rise or fall of price, profits are elevated 

• Thi. idea made him the ruther or the laoour theory or value . 
• Sce Letter of Dln·id Ricordo to John RarnsllY McCulloeh. 1816-18j2. 

(Ed. J. H. Hollander, N.Y, 18QS), p. 71-
10 Ricllrdo, Printiplu, Ch. I, p. ~. 

11 O/J. tit .• Ch. I. p. 13. 
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above, or dcpressed below, thcir gcneral le\'cl; and capital is 
either encouraged to enter into or is warned to depart from, 
the particular employment in which the variation has taken 
place:u Continuing this idea, Ricardo explains in terms 
strongly reminiscent of more recent Marginal.Analysis 
theories, how these adjustments which will bring price into 
line with value are coming about. 'Restless desire on the part 
of all employers of stock to quit a less profitable for a more 
advantageous business has a strong tendency to equalize the 
ratc of profits of all, or to fix them in such proportions as may, 
in the estimation of lhe parties, compensate for any advantage 
which one may have. or may appear to have over the other.' 
Ricardo admits that it is 'very difficult to trace the steps by 
which this change is effected; it is probably effected by a manu· 
facturer not absolutely changing his employment, but only 
lessening the quantity of capital he has in that employment'.I! 

Having stressed the importance Ricardo allotted to capital 
and labour in the process of the creation of value we must now 
turn to his rent theory in order to understand his views on 
economic growth. 'Rent' in Ricardo's scheme of things, 'is that 
portion of the produce of the earth which is paid to the land
lord for the we of the original and indestructible powers of the 
soil' and which must not be confused with 'the interest and 
profit of capital' and what is in popular language called rent, 
namely 'whatever is annually paid by a farmer to his land-
10rd'.1I If land were available in abundance so that anyone 
could cultivate it there would be no rent, 'for no one would 
pay for the we of land when there was an abundant quantity 
not yet appropriated, and, therefore, at the disposal of whoso
ever migh_t choose to cultivate it ... If all land had the same 
properties, if it were unlimited in quantity, and uniform in 
quality, no charge could be made for its use ... It is only, 
then, because land is not unlimited in quantity and uniform in 
quality and because, in the progress of population, land of an 
inferior quality. or less advantageously situated, is called into 
cultivation, that rent is ever paid for the use of it. ,"Vhen, in 
the progress of society, land of the second degree of fertility is 
taken into cultivation, rent immediately commences on thal 

11 0fJ. dt., Ch. IV. p. 18. 
u lbid., Ch. 11. p. 33. 
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11 Ibid., Ch. IV. p. 48. 
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of the first quality, and the amount of that rent will depend on 
the difference in the quality of these two portions of land ... :Il 
Therefore rent in Ricardo's definition 'is always the difference 
between the produce obtained by the employment of two equal 
quantities of capital and labour' on two different pieces of land 
of similar size and location." He included, howe .... er, among the 
'original and indestructible powers of the soil' the 'imeparably 
amalgamated' capital - i.e. the avances [oncieres. 1f The stress 
here is on the term 'inseparable'. meaning only such impl'o\c· 
ments to the land which do not require periodical renewal. 

Having derIDed rent and separated land from capital, 
Ricardo examines the application of the latter to the former. 
Population pressure, he argues, will have a dual effect on agri. 
culture: it will spread cultivation on to less and less fertile 
land and it will lead to the application of c::Jpilal - i.e. to the 
intensification of husbandry. Thus, he regards the expami. 
bility of agriculture progressing in two dimensions, on lhe onc 
hand a widening of the cultivatcd area and on the other a 
deepening of its productive capacity. ~Iost imponant, howe\'er, 
he recognizcs the possibilities inherclll in the second dimemion. 
He speculates that cven before land of third rate quality will be 
used it may prove more profitable (0 imest capital in lhe 
improvement oC first quality land. In his own words: 'Before 
No. 2 ... or the inferior lands are culti\'atcd, capital can 
be employed more productively on those lands which are 
already in cultivation.'u He is of comse aware of the fact that 
the application of capital to land is also suhject to diminishing 
returns. 'It may perhaps be founcllhat by doubling the original 
capital employcd on No. 1 (land), though the produce will not 
be doubled, will not be increased by 100 quartcrs, it may bc 
increased by eighty-fi"c quaners .. .' bm c\"en so it pUlS thc 
Malthusian day of judgemcm \'ery far 01T. How much at any 
given time cultivation would extend on to poorer land, and 
how far expenditure of capital would be pushed on better land, 
depended on the demand for food, or as Ricardo pm it, on the 
size of the population. The latter, however, hc bel ic\'ed to be 
a direct function of the le\'cl of real wages. 'Labour, like all 
other things which are purchased and sold, and which may be 

1IIbiJ., Ch. 11. pp. J4-1S. 
17 Ibid., Ch, XVIII. p. 17-f. 
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increased or diminished in quantity, has its natural and its 
market price. The natural price of labour is that price which 
is necessary to enable the labourers, one with another, 10 sub· 
J;ist and to perpetuate their race. without either increase or 
diminution .. .'1' ' ... The market price of labour is the 
price which is really paid for it ... Labour is dear when it 
is scarce and cheap when it is plentiful. However much the 
market price of labour may deviate from its natural price, if 
has. like commodities, a tendency to conform to it.'lO 'It is: 
Ricaroo explained, 'when the market price of labour exceeds 
its natural price.. that (the labourer) has it in his power 
to command a greater proportion of the necess'lries and en joy
ments of life, and therefore to rear a healthy and numerous 
family. ''''hen, however, by the encouragement which high 
wages gi\"e to the increase of population, the number of 
labourers is increased, wages fan to their natural price, and 
indeed from a reaction somelimes fall below it. When the 
market price of labour is below its natural price, the condition 
of the labourer is most wretched: The poverty deprives them 
of those comforts which custom renders absolute necessaries. 
It is only after their privations have reduced their number, or 
the demand for labour has increased, that the market price of 
labour will rise to its natural price .. .':11 This brings Ricardo 
to the main theme of the problem. namely how to eliminate 
or at least to reconcile these Huctuations in the labourers' 
standard of living with economic growth. His answer is that 
'Notwithstanding the tendency of wages to conform to their 
natural rate. their market rate may, in an improving society. 
for an indellnitc period, be constantly above it; for no sooner 
may the impulse which an increased capital gives to a new 
demand for labour be obeyed. that another increase of capital 
may produce the same effect; and thus. if the increase of 
capital be gradual and constant, the demand for labour may 
give a continued stimulus to an increase of people ... Capital 
is that part of the wealth of a country which is employed in 
production, and consists of food. clothing, tools, raw materials, 
machinery, etc. necessary to give effect to labour ... Capital 
may increase in quantity at the samc time that its value rises 

l'Ibid., Ch. V. p. 52. 
11 Ibit/., pp. 52-53. Ch. V. 

10 Ibid., Ch. V. p. H. 
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. Or capital may increase without iu value increasing. 
In the first COISC, the natural price of labour. . will rise; in 
the second ... it will remain stationary or f41ll; but in both 
cases the market rate of wages will rise ... In both cases. too, 
the market price of labour will rise above its natural price: and 
in both cases it will have a tendency to conform to its natural 
price, but in the first case. . a trifling increase in the popu· 
lation, will soon reduce the market price to the then increased 
natural price of labour ... In the second case, the condition 
of the labourer will be very greally improved ... but the 
permanence of the improvement will depend on the specific 
circumstances.1I The most imponant point. however, is that 
thanks to the improved productivity with each new stage of 
investment the natural price of labour will rise. As Ricarrlo 
says, 'It is not to be understood that the natural price of labour. 
estimated even in food and necessaries. is absolutely fixed and 
constant. It varies at different lillll''i in the same country. and 
very materially differs in different countries. It es .. e~li41lly 
depends on the habits and customs of the people.'ZI 'An English 
labourer,' Ricardo continues. 'would comider his wages under 
their natural rate, and too scamy to support a family, if they 
enabled him to purchase no other food than potatoes, and to 

live in no better habitation [han a mud cabin; yet these model" 
ate demands of nature are often deemed sufficient in countries 
where "man's life is cheap" :\1any of the conveniences 
now enjoyed in an F.nglish cou;lge would have been thought 
luxuries at an earlier period of our history. From m:mubc· 
lured commodities al"';IYs tilling 31lci raw produce ah\'ays 
rising, with the progress of society, such a disproponion ill 
their relative vatue is at length created, that in rich countries a 
labourer, by the sacrifice of a vcry small quantit), only of hi!. 
food, is able to provide liberally for all his other wants.''' 

Basically, then, Ricardo fore.law bur [WO solutions to hi .. 
problem; either a decline in the rate of population growth, or. 
an acceleration of capital formal ion. 'In those countries where 
there is abundance of fertile land, but where, from the ignor. 
ance, indolence, and barharism of the inhabi[anrs, the), arc 

.. lbid., pp. 53-54. (For the beuer ulldeJ1llllnding of this argumenl il is \'ery 
dcail'1lble 10 read the two p.~ in full). 

u lbid., Ch. V. pp. H-SS. U lbitJ., Ch. V. pp. 5J-S5. 
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exposed to all the evils of want and famine. and where it has 
been said that population presses against the means of sub· 
sistence, a very different remedy should be applied from that 
which is necessary in long seuled countries. where, from the 
diminishing rate of the supply of raw produce, aUthe evils of a 
crowded population arc experienced. , , In the one case, 
the evil proceeds from bad government, from the insecurity 
of property, and from a want of education , , .' and therefore. 
'to be made happier they require only to be better governed 
and instructed, as the augmentation of capital, beyond the 
augmentation of people, would be the inevitable result , , , 
In the other case (that of the developed countries), the 
population increases faster than the funds required for its 
support, Every exertion of industry, unless accompanied by a 
diminished rate of increase in the population, will add to lhe 
evil, for production cannot keep pace with it',- Therefore, 'It 
is a truth which admits not a doubt that the comforts and well· 
being of the poor cannot be permanently secured without 
regard on their part, or some effort on the part of the legisla. 
ture, to regulate the increase of their numbers, and [0 render 
less frequent among them early and improvident marri· 
ages. , :-Short of this, the solution is rather more complicated. 
Only', . , if the improved means of production, in conse
quence of the use of machinery, should increase the nel 
produce of a COUntry in a degree so great as not to diminish 
the gross produce -I mean always quantity of commodities and 
not value - then the situation of all classes will be improved'." 
'The landlord and capitalist will benefit. not by an increase of 
rent and profit, but by the advantages resulting from lite 
expenditure of the same rent and profit on commodities very 
considerably reduced in value. while the situation of the 
labouring classes will also be considerably improved; First. 
from the increased demand for menial sen'ants; secondly. from 
the stimulus to savings from revenue which such an abundant 
net produce will afford; and thirdly, from the low price of all 
articles of consumption on which their wages will be 
expended"- This quotation comes. however, at the cnd of a 
description of the most lik.ely, and gloomy prospeCts of the 

I. 16id •• Ch. V. pp. 56-57. It 1biJ., Ch_ V. p. 61. 
17 Ibid., Ch. XXXI. pp. 267-268. I. lbi4_. Ch. XXXI. p. 268, 
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working class in the event that the improvements of machinery 
should not be significant enough to increase both the net and 
the gross product of the country. Ricardo argues that for a long 
time he was convinced that the application of labour saving 
machinery to any branch of production was to the general good 
and would merely be accompanied by the inconvenience which 
generally attends the removal of capital and labour from one 
employment to another. Provided the landlord.~ had the same 
money rents as before they would thanks to the labour saving 
machinery benefit from the reduction in prices or some of the 
commodities on which they spend those rents. The capitalist 
class too would eventually benefit in precisely the same manner 
and the labour class would gain from the use of machinery, 35 

they would have the means of buying more commodities with 
the same money wages, which would not be reduced because 
the capitalist would wish 10 employ Ihe same quantit), of labour 
as before, although, it might be, in the production of new, or, 
at any rate, different commodities. Yet, and Ricardo stresses 
this point, it is also possible that the substitution of machinery 
for human labour may be ','cry injurious' to the interest of the 
working class. Hc claims that 'the supposition that whenever 
the net income of a society ina-eased. its gross income would 
also increase' was wrong.1it ' ••• the onc fund from which land· 
lords and capitalists dcrive their rcvenue, may increase, while 
the other, that upon which the labouring class mainly depend. 
may diminish, and [herefore it follows ... that the same 
cause which may increase the net revenue of Ihe country may 
at the same time render the population redundant, and de· 
teriorate the condition of the labourer'.1II For example, a 
capitalist may employ ['l0,000 in a joint husiness of manu· 
facture and agriculture. He may inyest [7,000 in fixed capital. 
i.e. buildings, equipment. etc., and the remaining [13,000 in 
working capital. During the year the capitalist will then sell 
to his workmen [13,000 worth of food and other necess.uies 
in exchange for the [13,000 of their wages. At the end of the 
year, therefore, he will have in his po~session [I ".000 wages or 
food and necessaries for the following year and. say, ['l,OOO 

11 So it appeara that 'what i. ¥ood for Genel'Dl Moton' may nal be la good 
for the Americ:an people Ilrter 1111. 

10 Ricardo. PrincipiIS, Ch. XXXI. pp. 263.26". 
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profit for his own pleasures. The capitalist's gross product for 
that year will Ihus be [15,000 and his net produce [<,1.,000. 
Supposing that in the following year the capitalist employs 
half his men in construcling a machine, and only the remain
ing half continue to produce food etc. Again his wages will be 
[13,000 and again he would sell food and other necessaries for 
the same amount to his workmen. So far all is well, but in the 
third year things would take a different shape. In the second 
year when the machine was being made, only half of his usual 
quantily of food and necessaries was produced. and therefore 
only halE of the normal quantity of these products could be 
sold. Consequently, the capitalist would only have half the 
amount of circulating capital in the third year, and this would 
obviously force him to reduce the quantity of labour in his 
employ. He himself would still have [7.500 worth of machine 
and [7,500 worth of food, necessaries or wages but his circulat
ing capital, after the deduction of £2,000 for profit. would be 
reduced to £5,500. In other words, although the capitalist 
would still ha'·e his net income of 22,000 (7,500-machine, 
fj,5oo-wages, 2,ooo-profit. and 7,000-original fixed capital) the 
gross income of the nation would he reduced from £Ig.ooo to 
£5,500, and labour which was preyiously employed for £7,500 
would become redundant. Obviously the capitalist is merely 
interested in his net income, but the power of supporting a 
population, and employing labour. must always depend on the 
gross produce of the nation. Therefore, unless the improve
ments in mechanical production are powerful enough to 
absorb continually Ihe newly redundant labour, and this is a 
consequence of the rate of capital formation, 'the use of 
machinery may be attended with a diminution of the gross 
produce, and whenever that is the case, it will be injurious to 
the labouring class ... ,'11 Finally, Ricardo also adds that 
'Independently of the consideration of the discovery and use 
of machinery ... the labouring class havc (also) no small 
interest in the manner in which the net income of the coulltry 
is expended. although it should. in all cases. be expended for 
the gratification and enjoyments of those who are fairly 
entitled to it:" Above all, Ricardo concludes his discussion of 
machinery. 'The statements which I have made will not, I 
It Ibid., Cb. XXXI. pp. 26-4-266. .. Ibid., Ch. XXXI. p. 268. 
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hope, lead to the inference that machinery should not be 
encouraged. To elucidate the principle, I have been supposing 
that improved machinery is suddenly discovered and exten
sively used; but the truth is that these discoveries are gradual. 
and rather operate in determining the employment of the 
capital which is saved and accumulated than in diverting 
capital from its actual employment. With every increase of 
capital and population food will generally rise, on account of 
its being more difficult to produce_ The consequence of a rise 
of food will be a rise of wages, and every rise of wages will have 
a tendency to determine the saved capital in a greater propor
tion than before to the employmcnr of machinery. Machinery 
and labour are in constant competition, and the former can 
frequently not be employed until labour rises.''' 

T H 0 M A S ROB E R T M A LT 11 U S (I 766 - I 83'1 ) 

The fame of Thomas Mahhus rests mainly on tWo contribu
tions to classical economic thought, neither of which was 
entirely original but each of which recei\'ed widespread 
popularity through his writings. These are his population 
theoryl and his contribution to the rudiments of the theorems 
of classical economic dynanli(s.~ 

The population theory - his Essay - first appeared ill 179~ 
and was written in a fighting spirit3 against \V. Godwin and 
all other 'Utopians' and 'Utopias' since Condorcet.' The pro
claimed object of the book was·1. to inn:stigate the causes that 

U Ibid., Ch. XXXI. p. 270. 
1 An Euay on flu Prinriple of POPUlllfioll, 1798, with revised editions in 

JSoJ, ISo6, IS07, 1817. 1826. (Quotations in this disc:ussions. unless stated 
otherwise, ore from the 7th edition (187%) re-printed in \1,)60 in Everyman'. 
Libnll")', No. 692-3. 

t Principles of Polidtal EtOllomy conoontd rn'.1! a t"it1" 10 fluir Pra((icfJl 
ApplUation, 1820, and and edition in 18J6 . 

• Enay, lirat edition, pp. 10-11. 'A writer may lell me that he think~ man 
will ultimately become an ostrich. I CRnnot properly conlrlldict him. But 
before he can expect to brin~ ony reasonable penlon O\'er 10 his opinion. he 
ought to thow, that the neck. of mIlnkind have been grudulllly elongating; 
that the lipa have grown harder and nlOre prominent; thlll the legs and feet 
are daily altering their ahape; and thot the hllir is beginning to change into 
ltub. of fcamera. And till the probability of 90 wonderful I con\'enlion be 
ahawn, it ia lurely lost time and lost eloquence to expatiate on the happiness 
of man in 8uch a .tate ...• 

I Erquilft d"1R ,ab/~, J,,'ston'I/Ut dts prosrtl lit I'tlpri, Jmmm·n. 
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h3\'c hitherto impeded the progress of mankind towards hap. 
piness; and, Il, to examine the probability of the total or 
partial removal of these causes in future,'· However, as to enter 
fully into these questions, 'and to enumerate all the causes that 
have hitherto inHuenced human improvcment, would be 
much beyond the power of an individual'. Malthus confined 
his examination to 'the principal object', namely 'the constanL 
tendency in all animated life to increase beyond thc nourish
ment prepared for it',' 

The casual reader of the book is first struck by its gloomy 
atmosphere: this impression never leaves him. As Professor 
Michael Fogarty puts it; it is an impression 'that onc ought to 
be careful and rather self-centred, much concerned with rais· 
ing the standard of living, not very interested in the propaga· 
tion of life or, indeed, in any other dynamic activity such as 
might disturb the comfort of a jUst pTe-Victorian home'.' This 
atmosphere seems, indeed, to reflect the climate of culLural 
change during the reorganization of society in early industrial 
Europe. More depressing, however, is the artless effort to propa
gate middle-class 'self.respect' in the working class as a solution 
to its economic problems. Malthus, the Church of England 
clergyman, is using the language of the flrc and brimstone 
preacher of his time, to teach that if the workingman's standard 
of living is to be raised he must be made to feel the burden 
of his extra children and must be made aware that his welfare 
depends upon what he himself could earn and save. Neither 
the language nor the content - the rejection of charity and of 
social security - helps to make the Essay less gloomy reading.' 
To penetrate this atmosphere and discover the general prin
ciples of Malthus' analysis requires careful study: these 
principles are less depressing and more sophisticated than a 
merely superficial impression suggests. 

Malthus was concerned with two problems, one geneT<lI and 
the second specific. The first was the tendency of world popula-

• EwIy, Bk. I. Ch. I. p. 5. • Ibid., Bk. I. Ch. I. p. 5. 
, Malthu, Buoy " IM PrinripI. of Population. Everyman Edition, 1960, 

p.XVll • 
• When in another age Muim Gorky put forward a not dissimilar idea _ 

that dulrity ,.... wrollf beeauae it degrades the receiver and prevenla him rrom 
danandina what wu biB by right - the tone and .pirit WIUl ISO different from 
&ha. of Malthu that far from iloomy it lSOunded inapiringly optimialic. 
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lion to increase more rapidly than its rnpacity to produce food. 
The second was the inability of certain nations and classes, in 
various periods of their history, to provide (or themselves. He 
portrayed the first and general problem in the famous and too 
often misquoted statement', , . that population, when un· 
checked, goes on doubling itself e\'cry twenty.five years, or 
increases in a geometrical ratio',' Food production, however, 
by any imaginable possible 'exertions of mank.ind' was unlikely 
to increase at a similar rate.·f Therefore, Malthus concludes, 
taking the world as a whole 'the human species would increase 
(if unchecked) as the numbers, 1,2.4.8.16.~2.G.1,128,256, and 
subsistence as 1,2.3.4,5.6,7,8,9'. This means that 'In two cen
turies the population would be to the means of subsistence as 
256109; in threc centuries as 4096 to 13, and in two thousand 
years the difference would he almost incalculable.'!! Hence he 
believed that 'populalion invariably increases where the means 
of subsistence increase, unless prcvented by some very power
ful and obvious checks', of which the limiled means of subsist· 
cnce is the most outstanding." In his own words; " .. the 
checks which repress the superior power of populalion and 
keep its effects on a level with the means of subsistence, are all 
resolvable into moral reslraim, vice, and misery'.IJ This means 
that Malthus's ratio of population growth was assumed to be 
true only in a 'society in which war has been abolished and all 
preventable diseases preHnted; in which all economic 
delcrents to early marriage have heen remo\'ed, and in which 
artificial limitation of the family is not practised'.IJ As for Ihe 
growth of the means of subsistence, the arilhmetical ralio, he 
mercly supposed that 'it would be cOlllrary 10 all ollr know· 
ledge of the properties of land' that its produce could he quad. 
rupled within twenty·five years.JI Even in England and 

• Enay, Bk. I. Ch. I. p. 8. 10 Ibid., Ok. l. Ch. I. p, 10. 
11 Ibid., Bk. I. Ch. I. pp. 10-11. Molthus's geometrical ratio, the dnublinll' 

every twenty·five years of world populalion WD.5 based on certnin ~cord8 of 
what had happened in North Amerka, 'where Ihe memns of subsistence hove 
been more ample, the manner of Ihe pcople more pure. Ilnd the checks to early 
marTiagee fewer than in Rny of .he modern "ales of Europe. , " £nay, Bk. 
I. Ch. I., p. 7 and alAo footnote 1, p. 286. 

11 Ibid., Ok. I. Ch. I. p. 19 (i.e., the natural checks on 'demographic explo •• 
ion.' are: Malthul, syphili1l and starv.tion). 

11 G. F. McClellry, Th. Matt/lluilln Population Thtory, (London 19S3), p. 10S. 
U. EIIlIY, Ok, I. Ch. I. p. 9. 
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Scotland, 'where there is still a great portion of uncultivated 
land', and 'where the science of agriculture has been much 
studied' and where circumstances were the most favourable to 
impro\'ement, Malthus had doubts whether even 'by the best 
possible policy, and great encouragement to agriculture, the 
average produce of the island could be doublcd in the first 
twenty·five ycars',lJo Thus, 'moral restraint, vice, and misery' 
become the agents by which nature adjusts population growth 
to the supply of food, Malthus was familiar with eighteenth 
century humanist doctrines; as a priest of the Church of 
England he represents the strong religious reaction against 
them in the early nineteenth century, It is hardly surprising 
therefore, that he felt it necessary to explain the paradox that 
the hand of God upon earth is revealed through 'vice. and 
miscry', His explanation discloses a mixture of teleological 
philosophy and ideas, current in his time. about the revelation 
of the will of God in the 'Law of Nature', 'We cannot but con
ceive that it is an object of the Creator, that the earth should be 
replenished; and it appcars to me clear that this could not be 
effected without a tendency in population to increase faster 
than food , ' . The desire of the means of suhsistence would 
be comparatively confined in its effects. and would fail of pro
ducing that general activity so necessary ID the impro\'ement 
of the human faculties, were it not for the strong and uni\'crsal 
effort of population 10 increase with greater rapidity than its 
supplies. If these two tendencies were exactly balanced, I do 
not see what moti"e there would be sufficiently strong to over· 
come the acknowledged indolence of man, and make him 
proceed in the cultivation of the soil.'" In othcr words Malthus 
said that 'Natural and moral evil seem to be the instruments 
employed by the Deity in admonishing us to avoid any mode of 
conduct which is not suited LOOur being, and will consequently 
injure our happiness.'11 As man in his opinion was really 'inert, 

li JINl., Bk. I. p, 9. See also N. W. Senior Politi£o1 Eco"Qmy (1836) who 
maintained that Malthul WIll wrong 'if it be conc.eded thlt therc l!"lr.iIIls in the 
human race. naNrnJ tendency to advance from barbar13m to civililation, and 
that the meanl of lubliatcnc:e .re proponionately more abundant in a civili.cd 
than in 11 .Vlllle mtc, and neither of these propo.itiona can be denied, it mUll 
foHow that there is 11 naNru tendency in .ublilltence to increase in 11 gRatcr 
ratio than population.' 

la Ibid., (lit Edition). Ok, I\'. Ch. I. pp. 446-7. /1 Ibid., pp. 151 . .1.. 
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sluggish and averse from labour unless compelled by neces· 
sity'," 'evil exists in the world, not to create despair, but 
activity, We are not patiently to submit to it, but to exert our· 
selves to avoid if," 

What then does Malthus mean by 'moral restraint, vice, and 
misery'? Taking them in reversed order 'misery' implies a 
deterioration of the standard of li\'ing followed by disease, 
infant mortality, famine, discontelH. and irresponsibility 
which will lead to bad government, civil strife and foreign war. 
'The positive checks to population,' as i\lalrhus called them, 
'are extremely various, and include every cause, whether aris· 
ing from vice or misery. which in any degree contributes to 
shorten the natural duration of human life, Under this head. 
therefore. may be enumerated all unwholesome occupations. 
severe labour and exposure to the seasons. extreme po\'eny. 
bad nursing of children. great towm. excesses of all kinds. the 
whole train of common diseases and epidemics. wars, plague, 
and famine.'- 'Vice' according to Malthus's definition implies 
'promiscuous intercourse. unnatural passions. violations of the 
marriage bed. and improper arts to conceal the consequences 
of irregular connections'," The nils which follow \'ice. he 
thought. are but too conspicuous, 'A promiscuolls inlercourse 
to such a degree as to prevent the birth of children seellls to 
lower, in the most marked manner, the dignity of human 
nature, It cannot be without ils effect on men, and nothing 
can be more obvious than its tendency to degrade the female 
character, and to destroy all ils most amiable and di!iitinguish. 
ing characteristics. Add to which, that among those unfortun· 
ate females. with which all great lowns abound. more real dis· 
tress and aggravated misery are, perhaps, to be found Ihan in 
any other department of human life. 'Vhen a general corrup· 
tion of morals, with regard to the sex, pcn'ades all Ihe classes 
of society. its effects must nccessarily be to poison the springs 
of domestic happiness. to weaken conjugal and parcntal 
affection. and to lessen the united exertions and ardour of 
parents in the care and education of their children - effects 
which cannot take place without a decided diminution of the 
general happiness and virtue of the society; particularly as [he 

U Ibid •• pp. 356-36,. le Ibid., pp. 394-396. 
10 Ibid,. Dk, I. Ch. 11. pp. 13.1,.. n Ibid., I:Ik. I. Ch. 11. p, IJ. 
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necessity of art in the accomplishment and conduct of 
intrigues. and in the concealment of their consequences, neces
sarily leads to many other vices:" In summary all the 'positive 
checks' to population growth and happiness which Malthus 
mentioned were man made rather than the wish of God. They 
could be averted if people acted rationally. 'One of the prin
cipal reasons which have prevented an assent to the doctrine 
of the constant tendency of population to increase beyond the 
means of subsistence. is a great unwillingness to believe that 
the Deity would by the laws of nature bring beings into 
existence, which by the laws of nature could not be supported 
in that existence. But if. in addition to that general activity 
and direction of our industry put in motion by these laws, we 
further consider that the incidental evils arising from them are 
constantly directing our allention to the proper check to 
population, moral restraint; and it appears that, by a strict 
obedience to the duties pointed OUt to us by the light of nature 
and reason, and confirmed and sanctioned by revelation, these 
e\'ils may be avoided, the objection will, I trust, be removed, 
and all apparent imputation on the goodness of the Deity be 
done away:- Therefore, Malthus continued, 'the virllle of 
chastity is not. _ . a forced produce of artificial society; but 
that it has the most real and solid foundation in nature and 
reason; being apparently the only virtuous means of avoiding 
the vice and misery which result so often from the principle 
of population .... If the cwtom of not marrying early pre
vailed generally, and if violation of chastity were equally 
dishonourable in both sexes, a more familiar and friendly 
intercourse between them might take place without danger . 
. . • As it appears, therefore, that it is in the power of each 
individual to avoid all the evil consequences to himself and 
society resulting from the principle of population by the prac
tice of a virtue clearly directed to him by the light of nature, 
and expressly enjoined in revealed religion; ... It is the 
apparent object of the Creator to deter us from vice by the 
pains which accompany it, and to lead us to virtue by the 
happiness that it produces'.- So. in fact, Malthw's only solu
tion to the general problem, namely the assumed excess of 

II Ibid., Bk. I. Ch. It. p. 13. .. Ibid., Bk. IV. Ch. 11. p. 160. 
1& Ibid., Vol. 11. Bk. IV. Ch. It. pp. 160-167_ 
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population growth o\'er food production, was the postpone· 
ment of marriages in a viceless society. He did nor approve of 
contraception, as was sometimes suggested by modern writers,z 
and he did not foresee the revolutionary improvements in agri
cultural production, In other words he was certainly wrong 
about the rate of growth of 'man's subsistence', In Ghana for 
example, the Seven· Year Development Plan 1963/64 [0 

1969/70. foresees an increase in agricultural production oE 
'O\'Cf a third' and productivity 'by upwards of 4 per cent a 
year', This means that in twenty.five years the produce of the 
land would have more than doubled, In North America the 
average per annum increase in food supplies was Cor a long 
period about two and a half per cent, and most other American 
and African countries experienced increases of one and a half 
to two per cent over the last decades. On good authority it 
appears quite possible that in the world as a whole an increase 
of two to three per cent per annum Illay well be achieved over 
a long period. Hence the verdict about this part of ~[althus's 
argument must be that he underestimated the rate of improve. 
ment in both intensive and extensive agriculture, did not 
correctly assess the progress of technology and (he scope for 
capital investment and planning in agriculture. 

As for Malthus's 'unchecked' population growth theory i[ 
appears that he was not very rar off the mark. For example, in 
Ghana over the last two decades population has increased at a 
rate of about 2.7 per cent per annum and is expected to in. 
crease further by approximately 19.7 per cent during the 
coming seven years. IT Similarly, in Europe between 1835 and 

t6 It ia not true that Malthus lived long before birth o:onlrola9 is sOlnetilne~ 
eaid. In fact various menns of conlrnccplion ..... ere ..... ell kno ..... n in hi9 time. 
See, Chapler VIII., 'Malthu9 and Contruceplion,' in G. F. McCle:lry. op. df. 
pp, 83'99. Michsel Fogarty in his introduction 10 the Eua.v writes: 'Humanists 
AI well u Cutholica .•• can accept hi9 doctrine of the narural law but many 
Refonned theologions, to·dliY and in the PlI.5t, deny Ihnt the la.w tu be read out 
of nature, aa apArt from the rulings of Scriptu«" can be 11 reliable guide 10 right 
conduct on lex or Anything else. Some of them. IInd many humanist!!, would 
abo put the "cxquisite gratification9 of \'irruous love", 8! a purp0ge of ttX, at 
leolt on a level with the having of childrell. They ..... ould deny Ihllt a husbllnd 
and wife who Ihut off the possibility of children by contraception, in order 10 
make ca.ier to eltpre81 their love for onc another by intercourse, lire pre\'enting 
IC'J[ from ful611inll' ill primary purpose, or doing IInythillg in any way unnatural 
or wronl'. U PI:lnninK Commission Ghanll. p. 51. 

17 Ghana, S~ Ytar ~/oplllmt Plan, gp. cif., p. 54. 
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1845 the annual rate of increase was about 2 per cent; whcrea~ 
in Britain during the nineteenth century as a whole the 
population growth was far greater, approaching 3.5 per cent 
annually,- This accretion of the population in nineteenth 
century Europe and in our own days in some of the under
developed countries is mainly due to considerable reductions 
in the death rates. It appears in fact that in the historical 
development of countries or regiom towards industrialization 
four stages of population growth arc clearly discernible. In the 
initial stage both birth and death rates are relatively high bur 
check each other. In the second slage when lhe society just 
begins to show signs of industrial progress, death rates fall very 
considerably while birth rates continue unchecked at the 
previously established high rate. This is of course the period 
when population growth is highest and comes closest to 
Malthus's unchecked geometrical ratio. In the following third 
stage death rates continue [0 fall but birth rates no longer 
increase and begin to show signs of decline. Finally in the 
fourth and highly industrialized stage - in our modern 
economy - death rates continue to fall slightly but birth rates 
are checked considerably by 'moral restraint' and e,'en more 
so by what Malthus would certainly have called 'Vices' .. t Thus, 
population growth takes lhe form of a logistic curve rather 
than. as Mal thus assumed, an exponential cun'e. 

If we now turn ITom the first and general to the second and 
specific of Malthus's problems we find that the relative short
ages of victuals is nOl merely a world problem of significance in 
some distant future but has immediate ramifications which 
vary from country to country and from class to class. From the 
geographical point of view food supplies may be inadequate 10 

sustain a growing population in countries with poor educa
tional conditions, which lack capital, have a low technic.ll 
standard of equipment and suffer from bad political govern
ment and social structures. From the point of view of social 
stratification the relationship between available food supplies 

.. See T. H_ Mu.hall, 'The Population Problem during the Industrial 
Revolution', Enmmrric lIiJ,ary I, 1929, 4. and 'The Population of England 
md WIIIeI from the Industrial Revolution to the 'World War', Erono,rrie Ag" 
llftVrtJ, V, 19]5, 2 . 

• , F. W. NoteI1cin, 'The Revolution of Human Fertility ... ' l\1oJernUatjon 
Protrr- in iW4Jritm 10 HI.lIrUIfI RtJrltlrltl and POpulalion Probltms, 19S0• 
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and population growth must depend upon economic factors 
like income distribution. fluctuations in employment. the 
balance between industry and agriculture. social insurance. 
methods of payments to wage earners. patterns of demand and 
social customs and habits. All these complicated factors. so 
Malthus believed. had to be studied together and in relation 
to each other dynamically in order to be able to understand 
the 'specific' population problem. He was quite clear that in 
this more limited sense the disproportion between the supply 
and demand for food in developed countries was rather a 
cultural than a raw economic problem, in fact [hat it was a 
cultural problem which was subject to highly dynamic evolu
tionary influences. Mahhus was convinced that the best society 
was the one dominated by a large middle class not only because 
'the middle part of society are mOSt favourable to virtuous and 
industrious habits, and to the growth of all kinds of talents -' 
but also because even a relatively small increase in their expen· 
diture, one extra child. would endanger their social status. 
This was not the case with the upper class nor so obviously 
clear with the working class. He explained this point in some 
detail in his chapter on the checks to population in England. 
'A man of liberal education. willl an income only just sufficient 
to enable him to associate in the rank of gentlemen, must feel 
absolutely certain that. if he marry and ha"e a family, he shall 
he obliged to give up all his former connecrions. The woman 
whom a man of education would na[urally make the object of 
his choice, is one hrought up in the same habits and sentiments 
with himself, and used to the familiar intercourse of a society 
totally different from that to which she must be reduced by 
marriage. Can a man easily consent to place the object of his 
affection in a situation so discordanl. probably, to her habits 
and inclinations? Two or three step~ of descent in society, 
particularly at this round of the ladder. where edurntion ends 
and ignorance begins. will not be considered by the generality 
of people as a chimerical. but a real evil ... These considera
tions certainly prevent many in this rank of life from follow
ing the bent of their inclinations in an early attachment. 
The sons of tradesmen and farmers are exhorted not to marry. 
and generally find it necessary to comply with this advice, till 
they are settled in some business or farm, which may enable 
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them to support a ramily. 'I hese cvcnts may not perhaps occ~r 
till they arc advanced in life ... Among lile clerks III 

counting,homcs, and competitors for all kinds of mercantile 
.nd profc'l\ionlll employment. it is probable that the preven
tive c:hcr.k 10 population prevails more than in any other 
,1f'llJutTflCnl or !w.tieIY. The labourcr who cams.eighteen pen~c 
f1r two Ihillil1KI\ 11 cllIY. ancl livcs at ease as a smgle man. Will 
h~,lu.rr tI IItlle hdore he divide!! that piuance among four or 
htf" whh h ACCIIIII In ht' not marc than sufficient for one ... .'-

1'.dIlUllul'I, Ihrl1, h-lllhhu .• believed, was the key to the solu· 
Ilmt lit 'ha wfll'klllK dllu's cfonomic problems. Once the 
wlllb ... writ' rchlflllCd 10 think ralion"lly about public prob
I"",,, IIIUII 141 I1IIII or popul"rion-and were trained in 
tlJl'1I1t1llll1lhUltV IUIII 1I('lf 1'01111'01 and acquired 'that respect
.. hUIly', Ihry wlIlIl" 1I1'1'0lllC IIWllre Ih:,( their poverty sprang 
hUllllh" rlu'('u (11' Ih .. lIupply over the demand far labour, and 
"II'IV wlllIl" rrh·ltlll fWIIl rlll"ly lllillTiilgcS. The obvious "-ay of 
ulludllM th~ opt'l"illiun of the prudential check to marriage 
wilh Ihe luw~r dllUt'1 of SOdl'lY, Malthus thought, 'is to en, 
dt'iWUIIf 10 infuse into thrill a ponion of that knowledge and 
furetlllht which 10 much Llcilitates the attainment of this 
uhjecl in the eduCiIIt'c1 POlrt of the cOllllllunity·.Q The best 
dlil1lce for IIccompli!hing this would be 'by the establishment 
of a .yftlcm of pilrochial ecluc.Hion' where 'in addition 10 the 
lUluallubjecll of instruction' considerable stress should be laid 
on Ihe exphmalion of the real SI:lIe of the lower classes of 
.ociety as affected by the principle of population, and where 
in the 'coune of time a few of the simplest principles of 
political economy could be added to the instruction'. 
Obviously. Malthus was convinced that only a rational society 
can bring about rcfonns without anarchy. 'The poor,' he wrote, 
'are by no means inclined to be ,'isionary. Their distresses arc 
al\Va)'! real. though they are not atlributtd to the real causcs. 
If these causes were properly explained to them, and they were 
taught 10 know what part of their presenl distress was attribut
able to government, and what part to cause totally uncon· 
nected with it. discontent and irritation among the lower 
classes of people would show themselves much less fTe . 

•• &lay, 811. 11. Ch. VTII. pp. 236.237 • 
.. i&id., Bk. IV, Ch. IX. pp. 210-:111. 

54 



THE CLASSICAL EcONOMISTS 

quentIy.'- Once therefore the lower classes realize that by 
making scarce the commodity which they produce (through 
their own lack of prudence, Ba Maithul believed), namely 
children, and so more handa on the market, their economic 
conditions will be greatly improved. The advanrc of modern 
technology' will then not only help to reduce their milery hut 
alsopennit them to share in IOciety'. prCMperilY, 'Ill all aHelllp' 
to better the condition of the lahouring dauea (If judtlY,' 
Malthus luggested that our ohject .houlfl l,e In ruiUl IIICI' 
standard of wretchedneu below whkh people wflllifl 11111 4_4.11 

tinue to propagate their specie. '.u hi"" "Ill 1","11,11", I.y f II1,iv4' 
ing a spirit of independence, a dr.tcflt pti,lr, !l1If1 A 'A"I'I "rf 
cleanlinCM and comfort. "J he dfet:( o( .. ",UI.d ",'1Vrrllllll'1I1 III 
increasing the prudential ha'Jit! and "I'r.""'AI rr'pr. 'AI,illly "r 
the lower cl3J8eI of society ha .• alrc;l(ly ),rNI im,df'11 fin; 1,", 
ccna.inly this effect will alway. he ill( IIlIIpl('/c wi,IInllf " .1(10,111 

system of education; and, iradee.I, i, may he l\.iIid Ihlll IJfI 

government can approach to pcrfecli,m rh,lt do('. IlIIt prfJvide 
for the instruction of the people , .. '. 

Hence, Malthus ncvCl' rclinqui .• hcd hi. cra'~ aflilluie 10 

worlr..en that they were dependen!.. of a kind, with it good right 
to protection and with a duty of Jub.crviellce lO 'lheir bcuru· ... 
Malthus most certainly denied that rhey had any riRhr to fnod 
and employment. He comistently m'lintained that the 'most 
permanent cawe of poverty has liuic or no direct rclarion to 
forms of government or the unequal division of properly', 
because it was the result of population prcs.mre, and therefore, 
'as the rich do not in reality possess the power of finding em
ployment and maintenance for the poor, the poor cannor, in 
the nature of things, possess the right to demand them.· In 
conclwion, Malthus believed that 'though our future prospects 
respecting the mitigation of the evils arising from the principle 
of population may not be so bright as we could wish, yet they 
are rar from being entirely disheartening, and by no meam 
preclude that gradual and progressive improvement in human 
society ... which was the object of rarional expectation. To 
the laws of property and marriage, and to the apparently 

ltilbid., SIL IV. Ch. IV. p. 191. .. Ibid., BIr. IV. Ch. IX. p. 21S. 

It A view 'till very common omen. the educuted clua in West Aericu lo-day • 
.. Ibid., Sir. IV. Cb. XIV. p. 260. 
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narrow principle of self-interest which prompts each indi· 
vidual to exert himself in bettering his condition, we arc 
indebted for all the noblest exertions of human genius, for 
everything that distinguishes the civilized from the savage 
state. A strict inquiry into the principle of population obliges 
w to conclude that we shall never be able to throw down the 
ladder by which we have risen to this eminence; but it by no 
me .. ns pro,·es that we may nor rise higher by the same means. 
The structure of society, in its great features, will probably 
always remain unchanged. We have every reason to believe 
that it will always consist of a class of proprietors and a class of 
labourers; but the condition of each, and the proportion which 
they bear to each other, may be so altered as greatly to improve 
the harmony and beauty of the whole. It would indeed be a 
melancholy reflection', Malthus concludes his Essay on the 
Principle of Population, 'that, while the views of physical 
science are daily enlarging, so as scarcely to be bounded by the 
most distant horizon, the science of moral and political philo
sophy should be confined within such narrow limits, or at best 
be so feeble in its influence, as to be unable to counteract the 
obstacles to human happiness arising from a single cause'.M 

So. self-respect, self-development, and self-restraint, are in 
fact the only suggestions Malthus proposed in his 'Essay' for 
the improvement of the economic conditions of the uprooted 
industrial and depressed farm workers. His economic ideas 
developed much later than his population theory. His 'Prin
ciples of Political Economy' were not published before the 
'Essay on the Principle of Population' had already appeared ill 
five editions. He never understood the elasticity of demand 
for wage goods, and therefore, and because of his preoccupa· 
tion with the population problem, he was led to believe that 
any increase in outpUt of such goods must almost invariably 
result in reduced profits because of the inelasticity of the: 
supply of labour. Therefore Malthus believed that an increase 
in production must, in the short run, press on the supply of 
labour and raise wages and consequently diminish profits. The 
higher wages, however, he thought, would reduce the labour 
supply - for reasons which modern economists would associate 
with a backward-sloping labour supply curve. This combina. 
I. {bid., Bk. IV. Ch. XI\'. pp. 26r-26z, 
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tion of higher costs and a reduced labour supply would in LUrn 
reduce profits. which must finally lead to a diminution of in
vestment. If, however, the higher wages should lead to popula. 
tion growth rather than to a diminished supply of labour, then. 
after a time-lag, when the new·born labour-force eventually 
reaches the market, wages will fall again and profits rise, Thus 
Ihe process of economic growth, as Malthuo; conceived of it, 
was one of continual oscillation between disaster and improve. 
ment around the working cla.o;s·s subsistence lenl. It is in fact 
a theory of short-run adjustments or equilibria which may well 
govern long-run processes of growth. Malthus's main concern 
was therefore with preventing short-term upswings, or what 
he would have considered to be premature rises in wage rales. 
and the ensuing falls in profit which would lead to static rather 
than dynamic equilibria. In his Essay Malthus showed the high 
elasticity of the supply of labour; in his Principles he intro
duced the forces which modify Ihis claslicity. namely the time 
lags. Hence what Ricardo did for the onc aspect of economic 
growth - capital formal ion - ~'lalthuo; did for the other -
labour . 

.I 0 I1 N oS T IJ ART M ILL (I So 6 - I B 7 3 ) 

The Principles of Political Economi by John Swan Mill was 
first published in 18.18, within a fcw monrhs of thc publication 
of the first COtnl1llmi_~1 Mmt;feslo by Karl Marx and Friedrich 
Engels. ~Iill's work is divided into fi\"c parts - production, 
distrihution. exchange, thc influcnce of the progrcss of society 
on production and distribution. and the rolc of government. 
His hisloriG11 analysis was greatly influenced by Adam Smith; 
both agree on the significancc of the division of labour and the 
role of governmcnt in promoting economic growth. Hi~ 

theoretical approach was similar lO that of Da\"id Ricardo; he 
shared many or the lauer's ideas concerning capital accumula" 
tion. From Mal!hus he took some notions 011 population and 
wages, and on the role of education in furthering wclfarc" Yet 
his major contribution 10 the theory of economic development. 
which links his work 10 that of modern theories of economic 

I Pn"nn'plu 0/ Politital Etotlom}' fLilll fOnl~ 0/ thrir Applitah"on to Social 
Phj/ofo/Jh}" 9th F.dition, 
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growth is his integrated dynamic conception of a socio
~onomic system, that is to say,lhe integration of non-economic 
determinants with purely economic factors. 

In the System 0/ Logic' Mill defined economics in the spirit 
of Comte's sociological historicism as lhe science concerned 
with man's pursuit of wealth. On the one hand this definition 
limited the subject to only one aspect of the variety of social 
phenomena, but on the other it introduced into it the com· 
plication of psychological motivation. Because this human 
psychological element was assumed to be subject to changing 
cultural influences, l\-(ill deprived political economy of its 
relevance as a means for the prediction of future developmem. 
The best that could be expected from the study of political 
economy in a world of cultural change was the encouragement 
or discouragement of prevailing tendencies. There were of 
course cenain socio-economic relationships, similarities, 
sequences and causations, which could be studied and formu
lated as empirical laws of social behaviour,' and even proved 
statistically, but they could only become meaningful for the 
understanding of economic progress if related to laws of human 
nature. Thus, to Mill, economics was a moral science which 
must begin from a priori deductive assumptions based on 
induction and observation, without experimeOlation but with 
the possibility of eventual verification. Mill's political economy 
was concerned with both ends and means, or 'art' and 'science' 
as he termed it. 'Art' in his system determined the aims, where
as 'science' indicated the way to their realization.' 

Mill's Principles of Political Economi was written with 
similar objects in mind, and with the same general conception, 
as the Principles of Political Economy of Adam Smith, but it 
was 'adapted to the more extended knowledge and improved 
ideas of the present age'. Reviewing the 'remarkable differ· 
ences in the state of different portions of the human race, with 
regard to the production and distribution of weaILh', Mill 
sought the causes of these diversities. He declared that it was 
not a 'sufficient explanation to ascribe them exclusi"ely to the 

t S".tem of Logie, London, 1865, 6th Ed. (ut Ed. 18.n) • 
• Ibid., Ill, Ch. 15/16 &: 11, pp. 508·511, 528-530 . 
.. Ibid., (6th Ed.) VI, Ch. XII. 
I p'jncipla of PolWeal Economy to be referred to as Principlu. 
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degrees of knowledge possessed at different times and places, of 
the laws of nature and the physical arts of life', because in 
reality 'many causes co-operate' and the 'very progress and 
unequal distribution of physical knowledge are partly the 
effects, as well as partly the causes, of the state of production 
and distribution of wealth'. Therefore, in so far as the 
economical conditions of nations turn upon the state of 
physical knowledge. it is the subject [or the physical sciences' 
and not of economics. But in so far as the causes are moral or 
psychological, 'dependent on institutions and social relations, 
or on the principles of human nature, their investigation 
belongs not to physical. but to moral and social science, and is 
the object of what is called Political Economy'. 

The production of wealth, Mill argued, was not an arbitrary 
thing. 'It has its necess.1TY conditions. Of these, some are 
physical, depending on the properties of matter, and on the 
amount of knowledge of those properties possessed at the par
ticular place and time .• ,'but other necessary conditions are 
related to human nature, and these are the subject matter of 
political economy. Hence, it is the object of economics to 'trace 
the secondary or derivative laws,l by which the production of 
wealth' is determined: in which muS( lie the explanation of 
the diversities of riches and poverty in the present and past, 
and the ground of whatever increase in wealth is reserved (or 
the future'.' 

However 'unlike the laws of Production, those of Distribu
tion are partly of human institution: since the manner in 
which wealth is distributed in any given socielY, depends on 
the statutes or usages therein ... But though governments 
or nations have the power of deciding what institutions shall 
exist. they cannot arbitrarily determine how those institutions 
shall work. The conditions on which the power they possess 
over the distribution of wealth is dependent, and rhe manner 
in which the distribution is effected by [he various modes oE 

• 'Derivation Lnwa' mean8 the 'middle principles' derived from the 'highut 
genernliaotion8' which are the intermedillte bef',1leen ultimate laws and 
'empirical laWB resulting from simple ob&ervatiolU' (SyJ'~ of ~, 11, pp. 
453·455). 

, Wealth means ',n ueeful or allTeellble things except thOle which ClIn be 
obtained, in quantity deBired, without labour or Mcri6ce'. Prindpltl, p. 9. 

, Ibid., Introduction, pp. 20·2 I. 
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conduct which society may think fit 10 adopt, are as much (l 

subject for scientific enquiry as an)' of the physical laws of 
nature'! For the examination of these laws of Production and 
Distribution and 'some of the practical consequences deducible 
from them', Mill's rreatise was written. 

Reality, as Mill saw it, showed a great variety of social con· 
ditions and diversity in degree of economic development in 
different countries. He assumed that a causal relationship 
existed between economic and social forces, as well as an inter
dependence between the various social conditions themselves 
within each society. He further assumed that social structures 
could not co--cxist arbitrarily, at random, but were mutually 
conditioning so that some could and others could not prevail 
at onc and the same time in a given community. This sort of 
order-within.anarchy was described by the term 'consensus',ID 
As economic forces which result from man's quest for wealth 
alone are relatively independent of 'consensus' they may be, at 
least thcorClically, isolated and examined - provided one was 
fully aware of, and took into account, the peculiarities of time 
and place. This consideration for time and place was absolutely 
necessary because the 'empirical laws of human nature' were 
different in various parts of the world,1I and bred a variety of 
'modes of government'. In Relm:senlative Gouermnent and in 
On L'iberli' Mill declared that there are conditions of society 
in which a 'vigorous despotism is in ilself the heSl mode of 
go\'ernment for training the people in what is specifically want. 
ing to render them capable of a higher civilization' - While 
(here are also other social conditions where despotism had no 
beneficial but rather retarding effects. The factors which 
moulded the 'human nature' in each society were economic, 
cultural (beliefs, customs, habits of thought), and institutional. 
In his System 0/ Logicl' Mill reaches the conclusion that the 
political system hest conducive to economic progress was onc 

'Ibid., p. :u. 
10 Sy,l.e1rI of Logic, H, pp. 487-490, ~04-SoS. 
11 For ftample one could talk of maximiulion of profibl in Ihe U.S., and 

the muimization of leifUre or of pretltill'e in some under-developed 81'et101. 

Hitoutlook in .eneral it very much like Ihatof Momelquieu 11 eentury before, 
11 R.#preurrUltiw Gt1Vn'rmU1It, pp, 198-199, 204-:UO. 38%-J83. 011 Li~rl}', 

pp. 118-119. 
JI Sy.tem of Logic, II, pp. ~16-SI9. 
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based on stability through the people's readiness to subordin
ate their notions to the aims of their society as a whole because 
they felt that they had full membership in the community of 
which they were part and which was loyal to its accepted 
principles - This conclusion led him to stress the study of 
ethology (group psychology). Only if one came [0 understand 
how the prevalent beliefs, customs and institutions - in fact 
the whole cultural framework - came into existence in each 
society it would be possible to understand the regional and 
national differences_ And only such comprehension could be 
conducive to the introduction of those modifications which 
may promote the wealth and welfare of the nations." What 
Mill had in mind was a dialectical study of the fundamental 
laws of society. In his own words's 'a state of society is the 
simultaneous state of all the greater social facts or phenomena. 
Such are, the degree of knowledge, and of intellecLUal and 
moral culture, existing in the community, and in every cla~s 
of it: the state of industry, of wealth, and its diSlribution; the 
habitual occupations of the community: their di\'ision into 
classes, and the relations of thme classes [0 onc another; the 
common beliefs which they entertain on all the subjects mos[ 
important to mankind, and the degree of a~~urance with which 
these beliefs arc held; their [astes. and the character and degree 
of their aesthetic dcnlopmcnt; their form of g()\"ernment, and 
the more important of their laws and cmtoms·. Alllhese. '\Iill 
felt sure, could not only be studied intelligently bur also 
directed by wise gm'ernment though sllch guicbnce would 
have to follow different lines in den'loped and backward 
countries. True 10 his \"icw that only the free exchange of ideas 
can bring olll the correct answers and eliminatc [he erroneous. 
he saw the roots of stagnation in the underdcveloped parts of 
the world in what he called the 'uniformity of opinion' bn'd by 
despotic goycrnmenr, religious beliefs anci backward cusloms. l " 

In the de\"elopcd countries, howe\"er. the distrihution of wc 31th 
was affected by customs and institutional shortcomings. 
whereas its produclion depended on physical laws. 'The laws 

u !bid., 11, pp. 4-I-J-4S8, 496-503, S;l7-P8. 
la Ibid., n, pp. 50-1--505. 
u 0" LilMrt)·, pp. 61), 116-117. UJ-124. 127·IJI. R,."""",Mi,·, GOt'""_ 

J'lUllt, pp. 179. 11)0, 197. 201. :110, 214. Utilitariallum, p. 59. Th, Spiri' o/the 
Hilt. pp. 76-77. 



THEORlt:.s OF ECONOMIC DEVELOI'MENT AND GROWTH 

and conditions of the Production of wealth ..•• Mill wrote." 
have 'nothing optional or arbitrary in them. Whatever man· 
kind produce. must be produced in the modes, and under the 
conditions. imposed by the constitution of external thmgs, and 
by the inherent properties of their own bodily and mental 
structure. \Vhether they like it or not. their productions will 
be limited by the amount of their previous accumulation, and, 
that being given. it will be proportional to their energy, their 
skill. the perfection of their machinery, and their judicious use 
of the advantages of combined labour. Whether they like it or 
not, a double quantity of labour will not raise, on the same 
land. a double quantity of food. unless some improvement 
takes place in the process of cultivation. Whether they like it 
or not ... The opinions. or the wishes, which may exist on 
these different matters, do not control the things them· 
selves ... .' Howe,'er, 'It is not so with the Distribution of 
wealth. That is a matter of human institution solely. The 
things once there, mankind, individually or collectively, Co1n 

do with them as they like. They can place them at the disposal 
of whomsoever they please. and on whatever terms. Further, 
in the social state. in every state except total solitude. any 
disposal whatever of them can only take place by the consent 
of society, or rather of those who dispose of its acrive force. 
Even what a person has produced by his individual toil. 
unaided by anyone, he cannot keep, unless by the permission 
of society. Not only can society take it from him, but indivi· 
duals could and would take it from him, if society only 
remained passive ... The distribution of wealth, rherefore, 
depends on the laws and customs of socielY. The rules by which 
it is determined are what the opinions and feelings of the 
ruling portion of the community make rhem. and are very dif
ferent in different ages and countries; and might be still more 
different, if mankind so chose. The opinions and feelings o[ 
mankind. doubtless. are not a matter of chance. They are 
consequences of the fundamental laws of human nature, corn. 
bined with the existing state of knowledge and experience, and 
the existing condition of social institutions and intellectual 
and moral culture.' 

Basically the distribution of wealth in a society in which 
n PrUteipk., Bk. 11. Ch. 1. pp. 199-200. 
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private property existed could be ruled by eilher 'competition' 
or 'custom'. 'When the partition of the produce is a mancr of 
fixed usage, not of varying convention,' then, Mill believed, 
'political economy has no laws of distribution 10 investigate:I' 
But when 'the division of the produce is the result of two deter· 
mining agencies: Competition and Custom ... It is import. 
ant to ascertain the amount of influence which belongs la each 
of the causes, and in what manner the operation of one is 
modified by the other'.11 Both competition and custom play a 
role in stimulating or retarding economic progress. Progress, 
and consequently welfare, Mill thought,- hinged upon man's 
ability to overcome natural and man·made obstacles, The 
former must be removed with the aid of learning, i.e. through 
the better understanding of the laws of nature, the latter, 
namely the beliefs, customs, ideas, laws and modes of govern· 
ment etc., by education and cultural change. In both cases 
progress was a dynamic process. Thus, because 'the economical 
condition of mankind is liable to change, and indeed (in the 
more advanced portions of Lhe race, and in all regions to which 
their influence reaches) is at all times undergoing progressive 
changes we have to consider what these changes arc, what are 
their laws, and what their ultimate tendencies; thereby adding 
a theory of motion 10 our theory of equilibrium- [he Dynamics 
of political economy [0 the Starics·.lI 

'Which, then, are the dynamic forces which make for 
economic progress? Mill's answer is those features which 
characterize the progressh'e economic movement o[ the 
civilized nalions of his time. Firstly, this meam 'the perpetual, 
and as far as human foresight Gill extend, [he unlimited. 
growth of man's power o\'er nature'. In as far as this aspect of 
development was concerned Mill wa~ extremely optimistic -
'Our knowledge of the properties and bws of physical object~,' 
he wrote,- shows no sign of approaching its ultimate boun
daries: it is advancing more rapidly, and in a greater number 
of directions at once, than in any pre"ious age or generation. 
and affording such frequent glimpses of unexplored fields 

1l1biJ., Dk. 11, Ch. VIII. p. 3~. 
If Ibid., Dk. 11. Ch.lV. p. ~-I2. 
to RtPrumt4titYl GrK'n7,,,,rnl. pp. 198.190. 
11 Pn',ulplu, Ok. IV. Ch. I. p. 695 • 
.. Ibid., D. IV. Ch. I. pp. 695·699. 
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beyond. as La justify the belief that our acquaintance with 
nature is still almost in its infancy. This increasing physical 
knowledge is now. too. more rapidly than at any (ormer period. 
converted. by practical ingenuity. into physical power.' 
Secondly. progress was characterized by the increased 'skill 
requisite for executing the most delicate processes of the 
application of science to practical uses', Here too Mill was 
hopeful; 'the manual part of these great scientific operations 
is now never wanting to the intellectual: there is no difficulty 
in finding or forming. in a sufficient number of the working 
hands of the community ... for executing the. pro· 
cesses'. Thirdly. Mill thought that 'From this union of condi· 
tions. it is impossible not to look. forward to a vast multiplica. 
tion and long succession of contrivances for economi7.ing 
labour and increasing its produce; and to an ever \, ... ider 
diffusion of the use and benefit of those contrivances.' 
FouTlhly. 'Anothcr change. which has always hitherto 
characterized. and will assuredly continue to characterize, the 
progress of civilized society. is a continual increase of the 
security of person and property.' This was due to 'both ... a 
more efficient judicature and police for the suppression of 
private crime. and ... the decay and destruction of those 
mischievous privileges which enabled certain c1asscs of the 
community to prey with impunity upon the rest', In addition 
to this. so Mill thought. people are also. 'in evcry generation, 
better protected, either by institutions or by manners and 
opinion, against arbitrary exercise of the power of govern
ment',!' and '\Vars, and the destruction they cause. are now 
usually confined. in almost every country. to those distant and 
outlying possessions at which it comes into contact with 
savages.'1' Fifthly, evcn the vicissitudes of fortune which arise 
from inevitable natural calamities are more and more softened 
to those on whom they fall, by the cominual extension of the 
salutary practice of insurance. Finally, Mill concluded. this 
combination of improved scientific knowledge and skill in 
application with increased security must of necessity be fol· 

11 'Even in aemi·blrbnroul Runia: wrole Mill (Print'ipfes, p. 697). 'Belli 
of ipOliation directed apinat individual_, who have not made themselves 
politically obnoKiout, are not suppoaed to be now 10 frequent'. 

14 In lbw point, as ,ubaequent hiltor)' Will to prove, Mill WII very wronl!' 
indeed, 



THE CLASSICAL ECONOMISTS 

lowed or accompanied by 'a great increase both of production 
and of accumulation' of wealth. 'Induury and frugality,' Mill 
claimed. 'cannot exist where there is not a preponderant 
probability that those who labour and spare will be permitted 
to enjoy' the fruits of their labour. 'The nearer this probability 
approaches to certainty, the more do industry and frugality 
become pervading qualities in a people.' In other words. Mill 
was com'inc;ed that private property. i.e. a capitalist economy, 
was the organization best conducive to economic growth. 

The progress of science, skill, and security, do also have a 
social effect which is both the cause and the result of this pro
gress, and is in itself further conducive of economic develop
ment, what Mill called the 'improvement in the bu~in{'ss 

capacities of the general mass of mankind'. By Ihis he did not 
mean that the practical sagacity of an individual human being 
would increa.~e - on the contrary it may e\en diminish -Inn he 
was sure that 'What is lost in the separate eflicienc), of (';lLh. is 
far more than made up by the greater capacity of united 
action.' This change enabled mankind LO adhere LO plans con
certed beforehand and subordinate its indi\ idual caprice to a 
preconceived determination, in performing se\erally the pans 
allotted in a combined undertaking. In other words. it made 
for ina-eased production through Ihe division of labour. Ho\\"· 
ever, the spirit of co-opera Lion is not only confint'd 10 dll: 
actual process of production; it has indeed far wider ramifica
tion. On lhe one hand the 'Association of individua'" \ohlll 
tarity combining their small comriiHllions (can) perform 
works, both of an industrial and of Ill;tll\' olher characlers, 
which no one person or small nlllllht'r of persons are rich 
enough to accomplish, or for tht' performance of which the 
few persollS capable of accomplishing titem wt.·re formerly 
enabled la exact the most inordinate remuneration.' (i.e_ joilll' 
stock companies). On the other hand, [he spiril of co-operation. 
does also facilitate the 'associatiollS of work people either for I he 
production. or to buy goods for their common consumption. 
which', in Mill's time came to be known by the name of 'co
operative societies'. 

Mill summarized his views about the future prospects of the 
advanced societies in the following paragraph: ZI 'The progress 

IS PrindpltJ. Uk. IV, Ch. I, p. 699. 
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which is to be expecfed in the physical sciences and arts, com
bined with the greater secllrity of properly, and greater free
dom in disposing of it, which arc obvious features in thc 
civilization of modem nations, and with the more extensive 
and more skilful employment of the joint-stock principle, 
afford space and scope for an indefinite increase of capital and 
production, and for the increase of population which is its 
ordinary accompaniment. That the growth of population will 
o\'erpass the increase of production, there is not much reason 
to apprehend; and that it should e\'en keep pace with it, is 
inconsistent with the supposirion of any real improvement in 
the poorest classes of the people. It is, however, quite possible 
that there might be a great progress in indusrrial impro\'e
ment, and in the signs of what is commonly called Ilntional 
prosperity; a great increase of aggregate wealth, and c'-en, in 
some respecl5, a beller distribution of it; that not only the 
rich might grow richer, but many of the poor might grow rich, 
that the intermediate classes might become more numerous 
and powerful. and the means of enjoyable existence be morc 
and morc largely diffused, while yet the great class at the base 
of the Whole might increase in numbers only, and not in com
fort nor in cultivation. \lVe must, therefore, in considering the 
effects of the progress of industry, admit as a supposition, how
ever greatly we deprecate as a faCt, an increase of population as 
long-continued, as indefinite, and possibly e\'en as rapid, as the 
increase of production and accumulation.' 

However, Mill did not predict Lhis prosperous future to all 
nations. In backward countries where governments and power
[ut individuals anned with religious or traditional rights 
dcprh·c the fanners of their surplus produce and where the 
security of private capital was not well assured he did not 
believe that economic progress was possible. 'Among the 
secondary causes' after the diffusion of knowledge, Mill wrote,1II 
which 'determine the productiveness of productive agents, fhe 
most important is Security ... This consislS of protection by 
the government, and protection against the government. The 
latter is the more important. "Vhere a person known to possess 
anything worth taking away, can expect nothing but to have 
it tom from him, with every circumstance of tyrannical 
.1 Ibid., Bit. I, Ch. VII, 16, p. 113. 
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violence, by the agents of a rapacious government, it is not 
likely that many will exert themselves to produce much more 
than necessaries. This is the acknowledged explanation of the 
poverty of many fertile tracts of Asia, which were once 
prosperous and populous.' So. M ill was of the opinion that in 
an early, or backward, stage of society economic growth is held 
back because 'The surplus ... whether small or great, is 
usually torn from the producers, either by the government .. 
or by individuals, who by superior force, or by availing them· 
selves of religious or traditional feelings of subordination, have 
eSlablished themselves as lords of the soil. The first of these 
modes of appropriation, by the government, is characteristic of 
the extensive monarchies which from time be)'ond historical 
record have occupied the plains of Asia, , ' Under the 
regime in question, though the bulk of the population are ill 
provided for, the government, by collecting small contribu· 
tions from great numbers. is enabled. with any tolerable 
management. to make a show of riches quite OUt of proportion 
to the general condition of the society. ,In this wealth. 
without reckoning the large portion which adheres to the 
hands employed in collecting it, many persons of course partici. 
pate. besides the immediate household of Ihe sovereign. A 
large part is distributed among the various functionaries 
of government, and among the objects of the sm"ereign's 
fa,'our or caprice. A part is occasionally employed in works of 
public utility, .. The ruler of a society of this description, 
after providing largely for his own support. and that of all 
persons in whom he feels an interest. and after maint3ining as 
many soldiers as he thinks needful for his security or his state, 
has a disposable residue, which he is glad LO exchange for 
articles of luxury suitable to his disposition: as ha\"e also the 
class of persons who have been enriched hy his favour, or by 
handling the public revenues. A demand thus arises for elabor· 
ate and costly manufactured articles, adapted to a narrow but 
wealthy market. This demand is often supplied almos[ exclu· 
sively by the merchalHs of more advanced communities, but 
often also raises up in [he country itself a class of artificers, by 
whom certain fabric.or; are carried to as high excellence as can 
be given by pa[iencc, quickness of perception and obser\"ation 

. such as some of the cotton fabrics of India ... The in· 

67 



THEORIES OF ECONOMIC DEVELOPMENT AND GROWTII 

security, howe,·er, of all possessions in this state of society, 
induces even the richest purchasers to givc a preference to such 
articles as, being of an imperishable nature, and containing 
great value in small bulk, are adapted for being concealed or 
carried off. Gold and jewels, therefore, constitute a large 
proportion of the wealth in these nations ... No one, except 
the monarch thinks of investing his wealth in a manner not 
susceptible of removaL'1'l Obviously credit will also be scarce 
and expensive because 'Those who lend under these wretched 
governments, do it at the utmost peril of never being paid.'18 

Having said all this, it appears that all rhe same Mill was not 
entirely hopeless regarding the eventual progress of the back
ward countries. Eventually the cuslOms and institutions, being 
man-made, may be improved and accumulation begun. Bur he 
also felt sure that this process was far more likely lO take place 
in the foreseeable future in Asiatic (ounrrics than in the 
tropics where, as he thought, the natural environment made 
people timid andspiritless.lI 

This then, is Mill's theory of economic development for 
under-de,·eloped countries: ' ... firsl. a better govcrnment: 
more complele security of property; moderate laxes, and free· 
dom from arbitrary exaction under the name of taxes; a more 
permanent and more ad,-aIHageolls tenure of land, securing 10 

the cultivator as far as possible the undivided benefits of rh(' 
industry, skill, and economy he may exert. Secondly, improve· 
ment of the public intelligence: the decay of usages or super· 
stitions which interfere with Ihe effective employment of 
industry: and the growth of mental activity, making people 
alive to new objects of desire. Thirdly, the imroduction of 
foreign arts, which raise rhe relllrns derivable from additional 
capital. to a ratc corresponding to the low strength of the desire 
of accumulation: and Ihe importation of foreign capital. 
which renders the increase of product ion no longer cxclusively 
dependcm on the Ihrift or pro,'idence of the inhabitants them. 
selves, while it places before them a stimulating example, and 
by instilling new ideas and breaking the chains of habit. if nOI 
by improving the actual condition of the population, lends to 

t7 Ibid., Preliminary remarks, pp. 12-IJ. 

SI Ibid., Dk. 11, Ch. XV, p. 409. 
11 8yrterrl ojlAgk, 11, p. S15. DiJerlalionJ, I, p. 415. 
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create in them new wants, increased ambition. and greater 
thought for the future:-

As for the progress in developed countries Mill obsern:d that 
several forces were already combining to improve the condi
tions oC living of ever-growing numbers of people. Firsdy, as 
the standard of living of the working classes depended on the 
relationship between population growth and demand for 
labour, Mill saw encouraging sign" in the fan that with every 
advance in education. civilization. and social improvement. 
their subsistence level tends to risc. 'and that employment . 
(has) never increased more rapidly than in the last fony years, 
but every census since 1821 showed a smaller proportional 
incre'lse of population than that of the period preceding ... 'h 

Secondly, the increase in the numberof profit-sharing co·opera
tive societies indicates that before long 'it is not probable that 
:1I1y but the least valuable work people will any longer consent 
to work alllheir lives for wages mcrely; both pri\:llc capitalists 
and associalions will gradually find it Ilcces~ary to make Ihe 
entire body of labourers participants in prolils. Evcntually. 
and in perhaps a less remote huure than may be supposcd, we 
may, through the co-operative principle, sce our way to a 
change in society. which would combine the frecdom and 
independence of rhe individual, with the mor.!!. intcllcctual, 
and cconomic.11 ad\'3ntagcs of aggregate production; and 
which, without violcnce or spoliation. or even any sudden dis
turbance of exisling habits and expectations, would realize. 
at least in the industrial depart mCI1I , the best aspirations of 
rhe democratic spirit, by putting an end 10 the division of 
society into Ihe industrious and the idle, and effacing all social 
distinctions but those fairly eamed by personal services and 
exertions. ..':1:1 Thirdly, Mill foresaw a ciiluinution of profits 
and interest rates which would. after reaching a point of S.1[UI'<I· 
tion, retard further growth but. he pointed OUl, 'It is scarcely 
necessary to remark that a slationary condition of capital and 
population implies 110 stationary state of human impl"tlvclllcnL 
There would be as much scope as ever for all k.inds of mental 
culture. and moral and social progress; as much room for im· 
proving the Art of Living, and much more likelihood of its 

10 Prinn"pltl, Ok. I, Ch. XIII, pp. 189-190. 
u 16id., Ok. I, Ch. X, p. 161. u Ib;d .• Bk. IV. Ch. VII. p. 791. 
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being imprO\·ed. when minds ceased to be engrossed by the an 
of geuing on. Even the industrial arts might be earnestly and 
successfully cultivated. with this sole difference, that instead 
of serving no purpose but the increase of wealth. industrial 
improvements would produce their legitimate effect. that of 
abridging labour. Hitherto (1848) it is questionable if all the 
mechanical invemions yet made have lightened the day's toil 
of any human being. They have enabled a greater population 
to live the same life of drudgery and imprisonment, and an 
increased number of manufacturers and others to make for· 
tunes. They have increased the comforts of the middle classes. 
But they have not yet begun to effect those great changcs in 
human destiny, which it is in their nature and in their fULUrilY 
to accomplish. Only when, in addition to just institutions. the 
increase of mankind shall be under the deliberate guidance of 
judicious foresight, can the conquests made from .the powers of 
nature by the intellect and energy of scientific discoverers 
become the common property of the species. and the means of 
improving and elevating the universal lot.'" 

]n summary, Mill conceived of two stages of economic 
development. Progress in the first. backward, stage hinged on 
the production of wealth. whereas in the second. and advanced 
stage, it was equally dependent on its distribution. ]n the first 
stage population pressure was checkcd by starvation. in the 
second, by prudence and foresight. which were, of course, 
themselves the fruits of the higher standard of living. The 
transition from the first to the second stage was mainly due to 
the cheapening of goods through improvements in the methods 
of production - division of labour, introduction of mechanical 
equipment, etc. These improvements. however. were depen. 
dent on the accumulation of capital and the spirit of enterprise, 
which in turn were the result of greater security of person and 
property. As for the progress of specific classes of society, and 
of the working class in particular, birth control was the best 
way towards material advancement. This Mill thought to be 
true even though he admitted that the higher standard of 
living of the workers in the developed countries was due rather 
to the high accumulation of capital than to reslraint of popula. 
tion growth. 'In the case ... of the common agricultur.li 
.. Ibid •• Bk. IV. Ch. VI, p. 751. 
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labourer, the checks 10 population may almost be considered 
as non·existent. If the growth of the towns, and of the capital 
there employed, by which the factory operati\'es are main· 
tained al their present a\'erage rate of wages notwithstanding 
their rapid increase, did not also ahsorb a great part of the 
annual addition to the rural population, there seems no reason 
in the present habits of the people why they should not fall 
into as miserahle a condition as the Irish pre\'ious to 1846; and 
if the market [or our manufactures should, I do not say fall off, 
but e\'en cease to expand at the rapid rate of the last fi(lY years, 
there is no certainty that this fate may not oe reserved for 
us.'JI A temporary relief, as Mill .'iaw il. W3.S of course emigrJ.· 
lion or the importation of foodslUffs from countries with a 
surplus, but. as said. these could only he short·tcrm mcasures. 
In fact, unless the whole world was well popul;[(ed, he still 
held it to be true that 'Equivalent in effect to imprO\cments in 
production, is the acquisition of any new power of outaining 
cheap commodities from foreign counrries. Jf necessaries arc 
cheapened. whether they ilre so by improH:menls at home or 
importation from abroad, is exactly the same thing to wages 
and profits. Unless the labourer obt.lins, and by:m improve· 
ment of his habitual standard, keeps, the whole bencfil, the 
cost of labour is lowered, and the ralc of profit rai'\ed.' In both 
cases the result ",'ould be beneficial uecause in the first G1:-.C 

the standard of li\'ing of the workers would illlpro\'c while in 
the second the accumulation of capital 'mJ.}' go on without 
making the rate of profit draw nearer to the minimum' and 
thus cause economic stagnat ion.1::. 

So accumul;llion of capital and the spirit of enterprise were 
the two strategic sectors. In the more adyanced colIlHries [he) 

were able to make their full contribution becall~e condilion.'\. 
i.e. security of propcrty and the progress of technology, were 
favourahle. In the backward countries the}' could not make 
their beneficial contribution because these conditions were 
absent. In all cases capital formation dependcd upon the 
magnitude of net profits and the propensity to save. The 

a.a I"id., Bk. It, Ch. XI, p. 357. See also Mill, LtU~rs, (cd. Elliot), p. 171, for 
hi' view. on the emo.ncipltion or women which would IIlso contribute to the 
re.tnaint on population IfI'Owlh. 

"Ibid., Ok. IV, Ch. IV, p. 736. ,. 
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former hinged upon the state of technology, which in itself i~ 
to a large extent the result and the cause of lower production 
COS15, sometimes on cheap imports, and on a good division of 
labour." The second. depended on the degree of security, thc 
rate of profit. life expectancy. the habils of provision for chil· 
dren, the lcvel of education and intelligence.1T and the general 
inclination of Ihe people to sacrifice the 'present, for the sak.e 
of a future good'. An additional factor which Mill though I 
conduci\le to progress, when a nation approached the highest 
state of developmenr. and when profits tended to diminish 
and thereby reduced the wish to increase savings, was the 
exportation of capital. which might in some cases lead [0 rhe 
importation of cheap foodstuffs and raw materials and ar the 
same time reduce the quantity of funds available at home, and 
thus must lead to higher rates of interest and profits.· The 
'spirit of enterprise' in Mill's scheme of things was, of coursc. a 
function of rhe nation's degree of security, private propeny, 
education, freedom from bad religion and customs, good 
government and cultural level.- It.-liB was particularly con
cerned about rhe 'intolerant and levelling spirir of Ih!' 
mediocre' and he feared that in the achanccd societies 
mediocre public opinion had already in his OWJl daylO 'gOtlCll 

the better of individuality' and was mak.ing its way roward<; 
cultural homogeneity which was detrimental to any kind of 
progress'." In fact, he felt that except for the sphere of business 
enterprise human ingenuity was dead already. There was bUI 
one situation in which Mill appro\'ed of strong government, 
namely in primitive societies where people had to be initially 
compelled to acquire habits of industry." 

As for the role of the governments in the process of economic 
cievelopment, Mill was inclined to relegate it to the duties of 

SI Pri"tiplu, Dk. I. Ch. V, pp. 74-,R. 
I' Ibid., Ok. I, Ch. IV, p. 98. 
n lbiJ., Bk, TIf, Ch. XXV, p. 688. Mill's e"or. which led him to (car 11 

gradual .decline of profit I"lItes during the process of economic arowth, w", 
due to hiB lack of unde ... tanding of the true role of fued c;apitlll in the economic 
ItJucture. 
It Lm61, ap, tit., I, p. 153. Pri"ripkl, Bk. V, Ch. XI, pp. 954-956; Bk. IV, 

Ch. t, 6q6 • 
• , He wu luckily .pared the Dgony of the political Itade ... hipl in our day •. 
11 0" Liberty, pp. 113-131. &prtlmfQtifJt GOOtnl"",,,'. p. 188, &: pp. 210-218. 
41 Rlprumtotit'l GavunWWlt, pp. 198-199. 
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providing safeguards for private properly, and care for lower 
education, public works, transport wherever private emerprise 
was unwilling or unable to provide it, and coionilalion." 

THE CLASSICAL SCHOOL 

Summary 01 views 011 economic delleiolmlent 

The basic views of Smith, Malthus, Ricardo and particularly 
of J. S. Mill do not differ very considerably from those of some 
modern writers on the subject of economic growth though the 
latter have of course dropped some obviously wrong ideas, dl31 
of the wages-fund for example" Growth they felt. depended on 
the supply of labour and capital and upon scientific progres .. 
and its application and on socio-psychological allll socio
political conditions_ They underrated the imponance of 
capital and the prolificity of scientific achicvemems and o\'er· 
rated the force of population pressure. Smith. ~bhhus and 
J. S. Mill were on the onc hand haunted Ly the fear of the law 
of diminishing returns from land. raw materials and saving>;, 
while on the other hand they regarded the supply of labour a.~ 
a variable endogenous factor. 

Smith showed that per capita ouqmt was increased and often 
also improved through the division of labour and its con· 
comitant capital im'estment. ~falthlls more than the olhers 
stressed the danger that the fruits of progress may be consumed 
by a loo rapid accretion of population :md emphasized the roll' 
of education ill coumeracting this tendcncy. Ricardo suggest cd 
that as long as capital formation continued. i.e. untilthc rate 
of profit or interest evcntually dedines to no more 111:111 OllC: 

per cent, the demand for labour may hc continually in excess 
of supply even though population may increase at an acceler
atcd rate. ~Iore()vcr, Ricardo bcJieHd in a son of ratchet elTect 
by which each general increase in the demand for labour ;lI1d 
c.:onsequelH rise in real wages would raise thc workingman'!'i 
subsistence lenl, so Ihat the following downswing could nCH'l 
reduce them as low as they had been before. In timl', Ricar<lo 

U Principitl, Ok. V, Ch. 11. Uk. V, Ch. XI (pp. 'J.I;-0)53). Ilk. 11. ("h~. \"I. 
VII, VIII. 

I J. S. Mill himself aoondDned the Wages Fund dDctrine in 1116'1. 
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believed, the oscillations around the upward trend would 
gradually raise per capita production and consumption and 
would be helped and help education to restrain undue 
acceleration of population growth.J. S. Mill incorporated most 
of his predecessors' ideas into one system and added to it a 
sodo-psychological dimension - cultural change. In Joscph 1-
Spengler's words:' 'In its broad outlines Mill's theory of 
economic development does not differ so greatly from com
parable present-day theories. The movement of annual output 
depends upon the growth of capital and population (i.e. 
labour), upon the rate of scientific and technical progress, and 
upon the extent to which shortages of arable land and raw 
materials can be circumvented by improved methods or 
through importation. Capital formation and population 
growth, together with the growth of applied knowledge and 
the impact of shortages (if any) of land and sources of raw 
material, were conditioned by those of a society's institutions 
and values which affected natural increase, the inclination 10 

form capital, or the disposition to accumulate and apply 
productivity·affecting knowledge. Although the role of rhe 
entrepreneur was not emphasized, that of private enterprise 
was, it being assumed that the aggregate economic role of the 
state, though possibly large under certain conditions, normally 
was quite small.' 

In its generality classical political economy was concerned 
with distribution from an 'aggregate'-class point of view and 
with production as the result of the combination of individual 
entrepreneurial drives. Of its basic notions - population 
theory, the wages fund, rent theory and the labour-value con
cept - only Ricardo's rent theory survived almost entirely 
intact. The obvious rise in population and the standard of 
living which took place simultaneously, in the third quarter of 
the nineteenth century, reduced the weight of the classical 
population theory and its appendage the 'natural' subsistence
wage theory. As for the wage-fund, Mill himself admitted in 
1869 that it was merely a 'shadow' which will vanish if we go 
boldly up to it. Regarding the labour-value (cost of production) 
theory, about which Roscher said that it gave one the impres· 
sion that goods were not produced for man, but man was here 

• TMoria 0/ Ectmomie GrWlM, (cd. B. F. HOIIelit2:, 1960), p. 148. 
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for the sake of goods. this theory too. was replaced by the end 
of the century when the stress became increasingly though not 
entirely on demand and the theory of distribution. 



CHAPTER III 

The Dialectical Materialists 

KARL MARX (1818-1883) and 
FRIEDRICH EN GELS (1820-1895) 

The basis of dialectical materialism is the assumption that 
nature ex.ists objectively - Le. regardless of human recognition. 
All philosophers who accept this premise arc materialists. all 
who reject it. and maintain lhat nature is merely a creation of 
mind -or Mind -arc idealists.· 

Early materialism lacked a 'scientific basis',' Se\'enteenth 
and eighteenth century materialism suffered from what Engels 
called 'The mechanistic approach',' The materialism of Marx 
was dialectical and formed an organic unity free from the 
purely mechanistic view, for which was substituted a theory 

• A dassical problem or philosophy summarised in two limericks: "I"ere 
WII8 once 11 etudent who said "God I must think it extremely odd I If He 
finds thlit this tree I continues to be / when there's no one sbout in the quad'. 
"Dear Sir: Your utllnishment's odd I I'm always about in the quad I And 
therefore this nee f Continu~ to be I Since observed by, Yours fsithfully, 
GOD ... • 
1 Mlterislism, according to J\.lan:, arose about 2,500 years ago in China, 

India and Greece, linked with the everyday experience and the finlt rudiment.~ 
of the knowledge of nature. but it lacked a solid lCientific basis. 

t The matcriali.m of the 17th & 18th centurie. wu inlluenced by the great 
progrese in the study of the natunll .ciences. Francis Bacon, for e:umple. 
believed thut experiment rather than Re"ellItion was the buis of true know
ledge. Deacarte., Hobbes nnd Dbove all Newton introduced motion to mllUer 
and thus developed the 'mechanistic theory of nature'. Thi. theory wa9 
carried further by such philolOphers as John Toland, Joscph Prieetiey, Julien 
la Mettrie, Plul Holbach. Claude-Adrien HelvetiuI and most of 111 Deni! 
Diderot, who, however, rejected the rigidity of theac three last in favour of 
a much more organic apprOJlch. According 10 Engela the 'Mechoniatic' 
approach auffered from the effort to reduce oil procelSes to mechanical motion, 
overlooking as it were, the peculiarities of organic naNre and the specific 
featurea and IIW1I of social lifej and from Iheir cyclica1 perception, rather than 
developing view, of nDture: and finally Ihal they did not apply materialism to 
the interpretation of socinl aff"i". 



THE DIAL.ECTICAL MATt:RIALISTS 

01 development. This theory embraces all spheres of life while 
it also endeavours to take due notice of the specirlc nature of 
each section. 

'Matter' in Man's view was everything that exists inde
pendently of man's mind and reflexes. It includes all different 
aspects of the material world without reducing thcm to a single 
form. It is uncreatable and indestructible, though it is eternally 
undergoing change. Change, i.e. motion is the mode of its 
existence - 'Nevcr anywhere has there been matter without 
motion, nor can there be," The simplest form of lOot ion is the 
mechanical movement of a body in space. A more complex 
form is that of human social acti\·ity. Different forms of motion 
correspond to different stages in the development and COIll

plexity of matter. In the process Lower, simpler, forms becomt: 
constituent parts of higher and more complex forms, causing 
as they progress qualitative changes which prc\'cnt a reversion 
10 Ihe lower, earlier. stages of developmclll.' Space and timt: 
become inseparable from matter and motion and progress is 
their inevitable producl.~ The motive force. the sourcc, of all 
development - motion - is in :\Iarx's theory (he comradictoq 
nature of reality - i.e. dialectics. 

The notion that Ihe world is ruled by thc collision of 
opposites was already rccognized by the philosophers of tht: 
ancient world.' The same obserntion W;I~ made in the sevcn 

, F. Enge1s, A",;-Duhri"g, Fortign Lnnguogts Publishing House, :\I05COW 
1962 Ed., p. 86. Rest, IS distincl from motion, can only be retali\'C~ to a cenain 
point on eanh, but not absoiulc, bC'C;lust the tllnh itstlf is continually in 
motion. The ide" of the combination of Imllerilliistic rtcognition of reality 
and dialcctia appeared alrclldy in the I.'1Irly 191h ccntury in the wrilings of 
Alexander Her:zen. MIlI'lC, however, learned his dialtctics from his teacher 
HClI"cl, only thllt Hegel's dialectks wua idellli~1 and not materialist. 

, All this enn now bt tnmslaled into tht Inw of trun5fomlalion IInd conser
vation of energy. 

6 Modem Marxist thcorctkiulls like to compare this idea with Einsttin's 
theory of relativitY. They Iltgue (hpt nOlhinll: enn exist oulsi,lc of time IInd 
space. Howevtr, propenies are chonll:table btCllu5t SpllCC and time Tehulon
.hips depend upon tht apted of mOlion of matter. The propertic, of space 
and time c:hange in various ports of Ihe unh·ers.c in accordance wilh the dis
tribution and motion of mllttriat moncs. In thut scnse space IlnJ time art 
relativt . 

• Tht ancient Greeks thought oC 'diolel:lks' as the woy to establish tht 
uuth through ditoputllltion, i.t .• prtllentlltion of opposing vitws. lIeruclirus 
thought that the '.trugRle' ill the .ource of all thinp. 
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teenth and eighteenth centuries by writers like Dideroe and 
Rousseau.· In the nineteenth century che German philosopher 
Hege1 looked upon dialectics as the development of ideas 
through contradictions.' Hegel's dialectics perceived the pro· 
cess of development as movement from a unity through the 
disclosure of opposites to anew unity - as the passing of a thing 
or phenomenon into its opposite - contradiction. Marx claimed 
that Hegel's dialectics was 'standing on its head' - i.e. that 
it was idealistic. Marx's dialectics proceeded from the material 
unity of the world. Man's notion of dialectics was merely the 
reflection, and not the source, of the development. Marx's 
dialectics applied, therefore. to all laws and (onns of motion 
(change and development), including those which operate 
in society, so that thought itself was governed by them. More· 
over, Marx's and Engcls' dialectics not merely presented a 
scientific theory of perception but also a guide to man's socio
economic conscious progress. If dialectics was the general law 
of development then it was possible to analyse the events of the 
past, understand the present, and predict the future. The most 
familiar form of motion in this sense is cause and effect. The 
cause comes first. the effect follows. But the sequence of events 
does not necessarily represent a cause and effect relationship. 
Although day always follows night it is hardly the result of 
night. Both, day and night. are the effect of another cause - the 
rotation of the earth. Nor is the 'last straw' which breaks the 
donkey's back the real cause of its fatal effect, which is, of 
course, the total weight of the whole load. The effect must 
therefore always depend on the real cause - the total weight 
of the donkey's load; the coincidental cause - the last straw 
added. to the load; and the general circumstances - the strength 
of the particular donkey for example. Nature, however, is rar 
more complex than this simple cause and effect relationship 
suggests. It is a single whole, all parts of which are inter·related 
and any phenomenon of which is always effect as much as cause 
in a variety of universal connections.ID However, causality gives 

, Rmnuu'l N.pIr4w. • The Origin and 'he &mon of Inequality • 
• HereJ uaed the German expreuion 'Au/heben' which has a thJ'ef!£oIJ 

mcanin. - to reject, to preserve, and to lift to a hiaher level - to CJ:ploin the 
proceu of dialectical development: thcaiB, anrithcsil and .ynthcais. 

10 A rUe in demlnd will ,timuJ,tc production while the rile in production 
will be foUowcd by an increala in demand on I!. IlIrger IInd different acelc. 
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rise to necessity, i.e. to detenninism. Given the causes and the 
right conditions sooner or later certain results are bound to 
follow. Hence. true understanding is the recognition of the 
objective character of universal connections and causative 
detennination of phenomena. In other words. understanding 
is the comprehension of the rule of necessity and regularity in 
nature and society.u Applying dialectics to this determinism, 
Marx concluded that both quantitative and qualitative 
finiteness is not entirely external to things and that the [WO 

finitenesse5 are dialectically connected. i.e. that quantitative 
changes must inevitably lead to qualitatiyc changes.u This 
dialectical transition of quantity into quality, which may be 
gradual or explosive, is the essence of all progress. It explains 
the emergence of a new quality - i,e, development. When the 
natural economy was replaced by the commodity economy the 
new quality brought with it its new quantitative finiteness and 
thus its own historical limitation. Marx called the actual point 
at which the change takes place 'a leap'. The emergence of man 
was a leap in the development of the organic world. Evolution 
is the quantitative change, the development, which eventually 
leads to the qualitative changes. The leaps are revolutionary 
transitions of a qualitative nature. Progress is therefore both 
gradual (evolmionary) and in leaps (revolutionary). Anything 
in the process of developmcnt has within it the embryo of 
something else. It contains its own antithesis, that is, (he 
'negating' element which prcvents it from remaining inen and 
immutable. Stability - equilibrium - can therefore only be 
relati\'e and temporary. Thus motion alone, which continually 
rejects old forms and a'eates new ones, is eternal and absolute.1! 

11 Accidents cannot be rejected off-hand as C3U!<"iess but play an extremely 
important role in the timing, elc., of the proCCSSe3. Today. after the discovery 
of electrons and positrons and the procC$$C8 which take plllce in quantum 
mechanics. the imporlnnce of both necessity and accident in the eltuinsic 
aenae III Man: undcrstootl it arc n·lf·evident. 

11 The word qunlity herc does not imply any judgement of ,'olue; it merely 
reflects 0. cho.ngc like the one from solid to liquid brouaht about through heat
ing of iron. Modem physics recogni~ this change, for exanlple in the length 
(quantitative) of electromagnetic Wll\'CS which clln be trunsronned qualitutively 
into mdio WIlVes. Similarly the process is today well recognised in molecular 
chemistry where the qunntitative chsnlje mUllt alwaYll lead to n Ir.lnllfonnation 
of quality. 

11 Friedrich Engel., Anti-DlJhn'ng, Moscow, Foreign Lanit!llg'CI Publishing 
HOUIO, (Edition of 1962). p ... 7 .. , 
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'There is a contradiction in a thing remaining the same and yet 
constantly changing, being possessed of the antithesis of "inert· 
ness" and "change".' Though the general law is progress it is 
still necessary to analyse the concrete forces at every stage. I t i~ 
necessary to analyse the forms the 'struggling' opposites and 
contradictions take, in order to interfere with the process, in the 
same way as one interferes with, sa)" agriculture by irrigation 
10 produce earlier or better crops. The analysis is also necessary 
to distinguish between antagonistic and non.antagonistic con· 
tradictions. Class contradictions, according to Marx, are always 
antagonistic and will only pass away with the waning of the 
old and rise of the new organization of society. This is the law, 
the nature, of development because 'no den'lopment that does 
not negate its previous form of existence can occur in any 
sphere'.n Yet, as Engels explained it,ll dialectic negation is 
never JUSt destruction of the old. but always destruction in the 
process of new crealion - i.c. dcvclopmcnl. It presupposes a 
connection between the outgoing old and the incoming new 
which is about to replace it. Everything of value is preserved in 
the newly created quality and all the useless is rejected. Hence, 
since only the obsolete is 'negated', development must be pro· 
gressive. It must represent a rise from lo\\'er and simpler stages 
to higher and more complex ones. Engcls illustrated this idea 
in the following way: 1ft 'Let us take a grain of barley. Billions 
of such grains of barley are milled, boiled and brewed and then 
consumed. But if such a grain of barley meets with conditions 
which are normal for it, if it falls on suitable soil. then under 
the influence of heat and moisLUre it undergoes a specific 
change, it germinates. The grain as such ceases to exist, it is 
negated, and in its place appears the plant which has arisen 
from it, the negation of the grain. But what is the normal life· 
process of this plant? It grows, Howers, is fertilized and finally 
once more produces grains of barley, and as soon as these have 
ripened the stalk dies, is in turn negated. As a result of this 
negation of the negation we have once again the original grain 
of barley, but not as a single unit, but ten, twenty - or thirty. 

14 K£lTI Man;. lJir AforQlisUT~"Jr K,.;,ilt ImJ Ji~ Kritisj~T~"J~ Moral. MEGA 
Mot.kau.Lcningrad, (Edilion of 1933). Vol. IV, h, pp. 303·:\0 ... 

U F. Eng!!!., A",j·Duh,.i"ff, p. 19~. 
11 F. Engell, Ibid., pp. 186'187. 
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fold.' The primitive-communal tribal society, which Marx 
assumed was free of exploitation of man by man, was replaced 
in the course of history by the exploitation societies - sine, 
feudal, capitalist - but the socialist society, which is bound to 
replace them, brings mankind back (0 the non-exploiting 
stage of development but at a higher level. This new stage will 
of necessity contain the progressive elements accumulated by 
society during the many centuries which passed since the decay 
of the primitive tribal 'non-exploiting' stage. Thus progTes~ 
comes in the form of a spiral movement. It reproduces the past 
on a higher level of deve1opment. !\'larx never a~umcd the 
process to be smooth and even; he was aware that deviations 
may and do occur, that the history of mankind is wrought with 
long periods of relative and absolllle stagnation - but he was 
equally firmly convinced that in the long run progress is inevit· 
able. Marx's dialectics is therefore a philosophy of hisfOric.ll 
optimism. It requires a thorough analysis of each concrete 
situation. to discover what dialectical laws are in operalion. 
so that a conscious active line of aClion cm be followed to 
stimulate progress and prevcnt deviations and stagnation. 
Knowledge - i.e. the recognition of hoth the concrete reality 
of the moment and the uni\'ersallaw~ of nature - is a step on 
the road to progre!os. Man's consciouSIIess not only reAeets the 
objective world but helps to create ie Cognition i!o the reflec
tion of the objective reality, it is the abstract thought which 
goes beyond the notions obtained by the sense alone and which 
therefore can merely reflect lhe result, blll not the cause, of a 
phenomenonY Hence. abstract thought, if based on corree! 
and true appreciation of the concrete reality, reAeets nature 
more truly than mere sensual perception. It Personal relations 
between workers and capitalists may he excellent but in their 
true essence they will still be;t relationship between exploited 
and exploiter. The personal relationship reflects a transient 
situation; the worker-capitalist relationship reflects the true 
affinity. Cognition is. therefore, the ability to go beyond the 
particular relationships and reach the generalinltions \\'hich 

11 For example we cannot pC'rccivC' through our sensC's the \·tlocir), or light 
but thil doct not contradict il~ exist('ncc~with the heip or nlUd('rn in,!fumentt 
we can even measure it. 

IS Clouds IInd strong winds will nlalic us fun for .heiter btU will no>1 rxplalll 
Iho connection between thetle phenomena ond ruin. 
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contain the essential factors. Nature. howevcr. is infinite while 
'cognition' must always remain limited to the levcI of know
ledge and technical facilities at man's service at any given 
time_ k time progresses and more and more knowledge is 
accumulated. humanity approaches closer lO true understand
ing.lI This means that there are always two kinds of truth 
which can and must be distinguished. There is the relative 
truth (not lies which are no truth at all) which is incomplete 
tfuth, and absolute tfuth which is the more accurate reflection 
of the objective world. Relativc truth always contains some 
elements of absolute truth which are retained when the rela
tive and obsolete is discarded. Thus with each further progress 
absolutc human knowledge ioo'cases by the sum of relative 
truths retained. In the natural sciences truth can be tested by 
experimcnts. in the social sciences by practice. The only way to 
test the correctness of a logical thesis, Marx. maintained. was 
by practice. This practice is reflected in Historical Material
ism. In society the relationship between the relative and the 
absolute is rdlected in the contradiction between the conscious 
activity of separate individuals and the spontaneity of social 
development as a whole. The materialist conception of history 
assumes that people make their history. but that they arC' 
limited in doing so by the material conditions of their society. 
Social relations are the reflection of productive relations. Social 
relations are the relative, productive relations the absolute. 
truth governing society. In Marx's own words: 'It is not men's 
consciowness that determines their being, but. on the con· 
trary. their social being that determines their consciousness.'1O 
Consciousness in this connection is the sum of all ideas govern
ing a society - legal. religious. political. moral. artistic etc. 
Social being is the material background - the mode of produc
tion and distribution of material goods. Labour is a natural 
necessity for the existence of mankind; the legal. religious. 
political and moral ideas may in(Juence the modes of produc
tion but they cannot be the basis of human progress. In this 
man differs from the animal world, which adapts itself to its 
environment. in that man influences his environment and 

11 F. Ensels, Anti-Dumng. pp. 1;10-121-
10 Society here ill taken like nature a. the primary - material - lire pnd con

-aOUlllCM u ill apiritual reflection. 
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obtains his means of subsistence through labour. Every genera
tion inherits the means of production from its preceding 
generation and improves on them. The material life of society, 
however, is not merely confined to its productive forces but it 
has a social character. The material life of society is not the 
sum of the products of the individuals alone, but reflects the 
co-operation amongst many. The labour of each becomes in 
the process part of what Marx called 'social labour,.n At a 
certain stage of historical development some, or all. basic 
means of production became separated from those who use 
Ihem (the workers) and passed into the hands of few. Conse
quently, society was divided into two classes: the owners oC 
the means of production and the workers. The ncw relation
ship. which Marx and Engels called the new 'productive' or 
new 'economic relalions', was formed, and exists, indepen
dently of human consciousness. It has a material character and 
thus can be compared to an absolute truth, as distinct from the 
conscious relative truths current in society. The techniques, 
skills, and the experience of matcrial production increase 
almost continuously - they are the most changing element in 
development - but the productive or economic relatiotlS re· 
main relatively constant. Eventually the discrepancy between 
the technical progress and the social (economic-relations) 
stagnation develops into an open conflict. The obsolete pro
ductive relations hinder the de\'elopment of the newly im
proved methods of produclion,!iI conditions have changed and 
the conflict comes out into the open. The silUation is eventu
ally re-adjusted by the revolutionary replacement of the old 
productive relations by ncw ones which are better suited for 
the current modes of material production. The old ideas - the 
philosophy, the ethics, the institutions, in short the whole 
cultural structure of the old society - which arose om of iL~ 
material basis - is replaced by a new set of ideas which is morc 
in line with the new requirements. As Marx put it, one 'super
structure' is replaced by another. The social division of society 

11 Mont dnimed thot in all stain of history people were dependent on each 
otherj the pellllllnClI hRd to buy the produce of the crafumen Rnd the latter 
bought their food Crom the peasants, but the division of Il1bour within one 
trade or occupation brought about the new Bocial structure. 
II For ullmple lerfdom restricted the development of manufacture and later 

of iruhutry, and this led to the conflict which destroyed feudali.m. 
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is of course dependent upon the form of ownership of the 
means of production and this determines its superstructure. 
The slave-owning and the feudal societies relied for labour 
'discipline' on direct coercion - capitalism on the threat of 
hunger.a 

'In the social production of their Life, men enter into definite 
relations that are indispensable and independent of their will, 
relations of production which correspond to a definite stage 
of development of their material productive forces. The sum 
total of these relations of production constitutes the economic 
structure of society, the real foundation, on which rises a legal 
and political superstructure and to which correspond definite 
forms of social consciousness. The mode of production of 
material life conditions the social, political and intellectual 
life process in general. It is not the consciousness of men that 
determines their being. bm, on the con I rdry, their social being 
that determines their consciousness. At a cenain stage of their 
development, the matcrial productive forces of society come 
into conBict with Ihe existing relations of production, or -what 
is but a legal expression for the same thing- with the property 
relalions within which they hnc been at work hitheno. From 
forms of development of the productive forces these relations 
turn into thcir fetters. Then begins an epoch of social revolu
lion. With the change of the economic foundation the entire 
immense supcrstructure is more or less rapidly transfonned.'!t 

Historically the development of human society is ruled by 
necessity and the latter is independent of the people's con
sciousncss. Thus Ihe object of the social sciences becomes the 
discovery of the laws of necessity and their operation. This is 
necessary because the), do not operate automatically but are 
formed as a result of men's actions, though eventually Ihey 
will determine the general direction of human activity. The 
laws merely determine the gencral trend. which is the outcome 
of an objective siruatioll. The development itself. howcver. 
the actual course of events, must depend on the pull of contra· 
dictory forces. For example. socialism, as Man: saw it, was 

13 In primitive lOCit"ty prisoners of WD.f ..... ere killed. Only with the rial' of th~ 
prodllctivity of labour when it ..... u. pusaible to appropriate the fruits of the 
labour of others, they were .pored and made into ,JavC'S. 

n Man: & En,ela. S,/rrttd Worl". F.L.P.H" 1958, Vol. I. pp. 16a-163. 
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bound to replace capitalism - a historical necessity - but the 
actual date of the latter's downfall and the way in which this 
downfall of capitalism will occur must still depend on a variety 
of circumstances. However. the forces which provide these 
circumstances are the outcome of ideas. or ideas themselves. 
Scientific socialism. as Engels wrote in connection with the 
transition from Capitalism to Socialism. is itself the reflection 
of the conflict between the old capitalist productive rclations 
and the new productive forces. and of the superstructures 
which arise from each. The recognition of the new reality is the 
factor which eventually causes the transition from one stage to 

the next. The idea, i.e. the recognition of the new economic 
and social reality, thus becomes itself an integral pan of a 
cause and can unite people to conscious practical action. In 
Ihis sense, Marx declared, when an idea is taken up hy the 
masses it becomes a real material force. 

The difference between economic growlh in all other and 
the socialist society lies primarily in its pace. Cnder all systems 
other than socialism, Marx assumed tholt man is merely sub· 
ject to socio-economic laws and unable to control Ihem. It is 
only when all means of production arc socially and con
sciously comrolled that man is able to overcome - though ne\'er 
10 abolish - those laws. Only when Ihe balanced proportions 
between the various branches of Ihe economy. between COli· 

mmption and accumulalion, hetween the production of con
sumer goods and the income or the population, can be planned 
and scientifically regulated and are no longcr subject to mere 
capitalist competirion - progress can be fastest and free from 
the evils of the oscillations of prosperity and depressions. Thi~ 
c.an only be when alllllean~ of produClion aTe in social owner
ship. Olwiously man's conscious application of social laws 
cannot changc or tcrminatc their objcctive characrer - ane! 
therefore all economic theory, e\"en capitalist, conrinncs LO be 
valid - but it makes it possible to apply sciCnlilic method for 
planning progress at the lowest cost and leasl hardship LO 

members of society,- Man can become Ihe master inslead of the 
slave of his economic environment. 

n 'The lu ...... of gru~'ily arC" not ahali'hC"J hy Ihdr Ji,cm'cry hullhclr Ji,(o~cr~' 
t'nahlu U8 to huild an uircmft which cun o~'crcolnc Ihc altrnctioll of the cRnh'. 
F'lnJ'!n,tlllt!l, nf ,\fa~.\"il"'·' ,,,iniHlI, Pro.l!rl'u Pllhli~hC"I1', MOII("OW, 1')64. 
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The study of these general laws of social development is 
Historical Materialism. Historical materialism is therefore 
concerned with all propositions and conc1wions which follow 
from the general laws of development. It analyses sodal con· 
sciousness. changes in the social systems which result from 
alterations in the productive forces. and the relations between 
the economic basis and the ideological superstructure of each 
society. It is in fact the basis of all social sciences. Yet it does not 
come in the place of the study of, say, history, economics, law. 
ethics etc. - it merely supplies all of them with a method of 
approach and understanding. Marx's Historical Materialism 
was therefore supposed to teach the laws of development, 
whereas his dialectical materialism was the method to be 
adopted for the examination of concrete situations, 

In the light of historical and dialectical materialism the 
technical progress experienced in the era of capitalism is never 
the result of progressive capitalist ideas but the consequence 
of the working populatons' opposition to a low standard of 
living. Obviowly given the free choice the capitalist would 
prefer to increase or maintain his profits through reducing his 
expenditure by cutting workers' wages, The workers' struggle, 
however, to preservc or improve their standard of living forces 
him to find an alternative way, This is the real reason for the 
introduction of new machincs and other technical improve. 
ments by the capitalists. It is therefore mere dcception to say 
that the class struggle is undermining progress. The precise 
opposite is the truth, It is the class struggle which forces 
capitalism to introduce technical imprm'ements and therefore 
progress. Socialism can plan the progress deliberately: 
capitalism is forced fonvard by the workers' resistancc La ex· 
ploitation. This progress, however, which is forced upon the 
capitalist against his obvious will already prepares the eventual 
'leap' to socialism. The new techniques of production conven 
the material structure of productive relatiom in a way which 
in the long run must effect the prc,'ailing supersrrucLUre and 
thus bring about the social rcvolution. 'Whatever changes rook 
place in the upper, non·producing ranks of society, society 
could not live without a class of producers (workers), This class, 
then, is necessary under all circumstances, though thc time 
must come, when it will no longer be a class, when it will 
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comprise all society, '. Hence, the labour of the working class 
not only provides society with all its needs but also creates the 
material basis for consecutive replacement of socio·economic 
foundations - Le. for progressive development. The workers' 
understanding of the reality of their conditions thus becomes 
a political force. The leadership of the working class - the 
outstanding personalities - are not the crea[Ors of events but 
only the leaders of the masses.'" 

The criteria for progress. as ~Iarx unders[Ood it, was first, 
and above all, the development of producti\'e forces because 
these are the most direct index of the development of human 
means of subsistence. They determine the degree to which 
man rules nature and the surplus of production over the neces
sary minimum for survival by which man's life cm be en· 
riched. Real unrestrained progress in this sense can only take 
place when 'the extraneous objective forces that have hilheno 
governed history p.ns under the control of man himself. Only 
from that time will man himself, with full consciousness, m;lke 
his own history - only from that time will the social callses set 
in movement by him have, in the main and in a constantly 
growing measure, the results intended by him. It is the ascelH 
of man from the kingdom of necessity to rhe kingdom of free· 
dom'.-

Once one agrees with Marx and [ngels that the develop· 
ment of productive forces is the decisive force in progress, it 
becomes obvious that society is continually developing. History 
proves that, though progress does not move along an e\"en 
route. the development of productive forces is on the ascent. 
'In our days,' wrote ~hrx, 'everything seellls pregnant with its 
contrary, Machinery, gifted with the wonderful power of 
shonening and fructifying human labour, we behold starving 
and overworking it. The newfangled sources of wealth, by 
some strange weird spell, are turned into sources of want. The 
victories of an seems bought by the loss of character. At the 
same pace that mankind masters nature, man seems to become 
enslaved to other men or to his own infamy. Even the pure 

le Man: and Engels, Th, LabDur Standard, August 6, 1881, (London), p. -I. 
17 The problem ia bcat discuued by Plckhanov in thc Ploce 0/ th, Perronality 

in Hutory. 
lIS Enacla, Anti-DrJrring, pp. 388-389. 
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light of science seems unable to shine but on the dark back
ground of ignorance. All our invention and progress seem to 
result in endowing material forces with intellectual life. and 
in stultifying human life imo a material force,'B Under 
socialism, however, Marx predicted, these comradiction will 
cease and human progress will no longer 'resemble that 
hideous pagan idol. who would not drink the nectar but from 
the skulls of the slain'," Under socialism, progress was to 
become increasingly the result of conscious and planned 
human activity. This planning was to lead to the acceleration 
of the rate of growth and save society from the losses incurred 
by trade and other cycles which were considered part of the 
capitalist system. The planning of scientific research, and the 
planned de\'elopment of culture and training of personnel 
would further improve life of man upon this earth. Finally the 
conscious participation of the masses in building the new 
society would be another outstanding stimulating force. It 
would be a society of human freedom and happiness. As Engels 
wrote, only the Philistine understands by materialism 
'gluttony, drunkenness. lust of the eye, lust of the flesh, an-o
gance, cupidity. avarice, covetousness, profit-huming and 
s[Ock-exchange swindling - in short, all the filthy vices in which 
he himself indulges in private'.1l Obviously, this is not 
Marxism. 

Having thus summarized the philosophical background and 
the method of approach of Marx and Engels we may now 
proceed to analyse Marx's study of capitalist economics. As in 
his system, 'economic relation always determine the character 
of social organization', Marx's political economy begins from 
a study of 'production relations between people and the laws 
of development of social production and distribution of 
material wealth at the various stages of human society'. 

Political economy as a science, according to Marx, began 
with the rise or capitalism. It was de\'eloped by the bourgeoisie 
10 combat feudalism. Only with the help of scientific know-

If Man; IInd ~n.e", Selected Works, Foreign Lllnl[Uuuc:' I'ublishinl Houle, 
1958, Vol, I, p. 359. 
"Mlln: Ind Enaels, Ibid., Vo!. I, p. 358. 
11 MII'X and ERlel_, IbiJ., Vol. 11, p. 377. 
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ledge o( the laws of production could the new class eliminate 
feudal ideologies, The 'heroes' and pioneers of this movement 
were the classical economists - William Petty, Adam Smith and 
Oavid Ricardo, From them Marx learned much about the 
structure of capitalism, its economic ideas and its social rela· 
tionships, Yet, so Marx believed, they had developed polilical 
economy as a 'partisan science', i.e. seen from the point of vie\\! 
of their class interest. Panicularly, he criticiJ;ed thelll [or nOI 

seeing the transient naltlfe of c,1.piralislIl. All rhe s'lInc .\Iarx 
acknowledged his debt to Smith and Ricardo, whereas he sa\\' 
but little that was useful, or even scientific in a limited sense, 
in capitalist economic thought after 1B30, Because 'it \\!a~ 
thencdorth no longer a question (for Ihe capilalist ('conomisl), 
whether this theorem or that was Irue, bill whether it wa'i 
lIsefulto capital or harmful, expedient or incxpedient, polili
('<llly dangerous or nol. In place of genuine scientific rc~('arch, 
Ihe bad conscience and the cvil intenr of apologelic'," 

Two conditions arc required for capitalist produclioll 
according 10 Marx's own analysis: (;1) Pri\'ate f)wn('r.~hip and 
concentr;ltion o( the hasic IlIcans of prorluoion, (h) The exi~l. 
enee of a population which has no IlJC;lI1'i of produnion and i~ 

Iherdore forced 10 m;,kc a choice helween selling ils lahour 
10 the owncn of such mcans or slar\'ing.3J In fcudal soeict\' the 
means of production was land; in Capitalisl soriety it is 1'lI1d 
and machines. Historically the Iransition from feudalism 10 

capitalism look place in two :'owges. The fir~1 was marked by a 
simullaneoltS process of the aecllllllllalion of wealth and rhe 
creation of a class of landless wagc-workers,,M The second ~tagc 

~2 I<arl l\:lar..:, C'lpi/nl, :'.105co"" Frm:i"n L,lnllllall" Puhli~hm,:: HOll~'" 

1961, Vot. 1. p, 15· 
33 For exnmple in Ghana the extended family is still 1\ kmd of 'I~'ur,mc'" 

:t!J1lin5' a.tarl'alion - os Ion" as the fumily h"l,b 11Ind - and thrrc-fon.' it i~ im
possible 10 speak of (;hana u. ('''er ha\'inl!' !>een a CapitaliM c'ounlry in Ihl~ 

lICnte of the definition. 
U Man: helieved that the 'Endo~ure' mn\'ement in the siueenth century 

....... greatly re3ponsible for the accumulation of wealth on the one hand and 
Ihe creation of 11 IlIndl~8 working da55 on the olher, I am not cerlnin that 
enclosure was relllly the ClIuae and not merely Il side elTect. ~ee Y. S. Dr .. nner, 
'The Infllltion of Prices in f-..arlr 16th Cenlllr)' Enlllund,' Economic Ilillory 
Rl:vifto, Vol, XIV. 1961. In the Eighteenth century, how('Yer, PnrliRmenl::r.ry 
enclo8ure did hov(' this effect, From Goldlf.mittu.' 'De,eneJ \'iIln!l(" to Thonuls 
Hardy, Enlllish lilerature mourn~ Ihe de,truction of Ihe peas.mntry - 'Ill fl1re~ 
the IRnd, to hllll('ninll ilia a prer, where wellllh acculIluillt", and Illen dt'l'ny'. 
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was marked by the acceleration of the accumulation process 
through the factory system. The first stage was called by Marx 
the stage of primitive accumulation. The rise of the capitalist 
production relations, he said, occurred at this time. 

The contradictions in capitalism, he claimed, arc evident 
even in the most basic social transactions. For example, corn· 
modities are produced for exchange, i.e. sale. The moment 
they are produced they have already a twofold character. They 
can s'-ltisfy some human want - that is. they have a use-value. 
or alternatively, they can be exchanged for other commoditie5 
- they have an exchange value. In the process of exchange onc 
commodity is traded for another of equal use-value. The 
exchange value shows that the two commodities have some
thing in common which makes comparison possible. \Vhat they 
have in common is that they were both produced by human 
labour. The quantity of this labour is the measure of their 
value. Therefore exchange value merely reflects the form in 
which the real. labour, \'alue contained in a commodity 
appears. A commodity. then. represents a unity of lIse value 
and value. The magnitude of value is determined by the 
quantity of labour required in a given society for the produc· 
tion of a ginn type of commodity. In ~hrx's terminology it is 
determined by the 'sociall)'.ueces.sary' labour. which is 
measured in 'labour-time'. 'Socially.necessary labour-time' is 
the time required to produce an anicle under the normal 
conditions of production. ·Labour·lime socially necessary; in 
Marx's own words, 'is that required to produce an article under 
the normal conditions of production and with the average 
degree of skill and intensity prevalent at the lime.'z \Vith the 
progress of society the value of commodities is gradually 
reduced. Higher productivity of social h\bour reduces the 
necessary labour·lime spent on the production of each indi· 
vidual item. So far Marx agreed all was well with the 'value 
theory of labour' as formulated by Adam Smith and David 
Ricardo - but he added. there is the twofold character of labour 
itself. which is embodied in each commodity. The we·value 
of a commodity is, of course. labour in a concrete form. The 
value, however, is a social production relationship. Hence . 
.. K. Man::, Capital, Vo!. I, p. 39. 
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value is created through labour but it is recognizable as such 
only in {he process of exchange, i.e. when one commodity is 
compared with another. Whh the development of society 
exchange became increasingly frequent. Money was found to 
be a most useful medium of exchange and consequently it 
became [he universal equivalent. It became the measuring-rod 
by which all commodities were compared. In the world of 
transactions the following sequence came to be common -
Commodity ~ Money +- Commodity. People exchange the 
fruits of their labour (Commodity) for Money in order to buy 
other Commodities. Hence Marx concluded that the total 
amount of money needed by any society would be determined 
by the total of the prices of all commoditie.~, divided by the 
number of turnovers of money units. In Capitalist terminology 
this would be: 

P.Q 
M= __ 

V 

The value of commodities tends towards equality with the 
amount of socially-necessary labour. Again in capitalist ter
minology, the price mechanism regulates prices in a way which 
nalTOWS the margin between the cost of production and prices. 
Yet the operation of this mechanism has another selective 
effect too. Only the most efficient producers survive competi
tion, the rest must eventually become wage workers. Finally 
all means of production are concentrated in the hands of a few. 
Capitalism hasan inherent tendency to Monopoly. 

Marx's Law of Value, which works through fhe operation of 
what in capitalist economic theory is called 'the price mechan
ism', regulates the distribution of labour between the various 
branches of production; it stimulates technical and scientific 
progress (because only those producers which arc equipped 
with the most up-ta-date machines can survive the competition 
among producers), and it promotes capitalist socio·economic 
relations by crushing the small and favouring lite large pro
ducers. The object of the system of capitalism, in ~Jarx's view, 
was always the creation of surplus-value. Prior to capitalism 
commodities were exchanged for money and money for com
modities. Capitalism changed this simple direct relationship. 
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The capitalist no longer sold in order to buy goods to satisfy 
a certain want - he bought or sold in order to enrich himself. 
The formula which represenls this condition is no longer: 

Commodity .... Motley +- Commodity 
but Money +- Commodity +- Money 

rhe transaction is no longer mere exchange through the 
medium of money: a new phenomenon - Capital, is intro
duced which is a self-expanding value. The first value. money, 
is used by the capitalist to buy the commodity labour-and-tools, 
which transforms money into productive-capital. The fruit of 
Ihis productive capital is a new commodity which in turn can 
again be sold for money-capital. The difference between his 
tirst and his last money in the new formula is, that thanks 10 
the labour which was directly or indirectly applied (in the 
form of stored labour in the tools), it has increased. Had labollJ 
been paid its full share in the transformation of money (I) 10 

money (Il) the capitalists' money would not have increased. 
He would never ha\'e had an incentive to start the whole 
exchange procedure from money through commodity and hack 
to money. It is only by paying the workers less than the full 
product in value that profit is made and thal the capitalist is 
willing to produce. In Engel's words, 'Let us a.-mUlle, Ihal (the 
production of) the Illeans of subsistence represent six hours of 
labour time daily. Our incipicnL capilalist. who buys labour 
power for carrying on his business. i.e. hires a labourer. con· 
sequently pays this labourer the full value of his day's labour· 
power if he pays him a sum of money which also represents 
six hours of labour. And as soon as the labourer has worked 
six hours in the employment of the incipient capitalist, hc has 
fully reimbursed the lauer for his outlay, for the value of the 
day's labour·power which he had paid. But so far the moncy 
would not have been converted into capital, it would not have 
produced any surplus-value. And for this reason the buyer of 
labour-power has quite a different notion of the nature of the 
transaction he has carried out. The fact that only six hours' 
labour is necessary to keep the labourer alive for twenty.four 
hours. does not in any way prevent him from working twelve 
hours OUt of the twenty·Cour. The value of the labour-power, 
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and the value which that labour-power creates in the labour· 
process, are two different magnitudes , , , On our assump
tion, therefore, the labourer each day costs the owner of money 
the value of the product of six hours' labour, but he hands ovo 
to him each day the value of the product of twelve hours' 
labour. The difference in favour of the owner of the money is
six hours of unpaid surplus-labour, a surplus· product for which 
he does not pay and in which six hours' labour is embodied. 
The trick has been performed. Surplus. value has been pro· 
duced; money has been com'erted into capital,'- So, the unpaid 
'over-time' labour is the source of capitalistic profit. In Marx's 
terminology a product under capitalistic relations contains two 
£actors: Necessary labour·lime. i.e. the time required for the 
production of goods equal [Q the workers' maintenance needs; 
and surplus value, i.e. the product of the surplus labour over 
and above the necessary labour-time. The aim of all capitalist 
productive activity is the collection of surplus \'alue. This may 
require technical progress. If it does, Glpitalists will not hesi· 
tate to apply it and do all they can to stimulate research. Yct. 
although this will stimulate progress. progress itself is ne\cr 
Ihe aim of the effort, it is merely the result. The aim is, and will 
remain, profit. This is of conrse, Ihe main differencc between 
capilalist growth and growth under socialism. The first i~ 

rlriven on by competition for surplus \"alu<" the second i .. 
planned 10 enhance the peoples' Manciard of li\"ing. Both 
systems increase man's ability to o\"crCOll1e the impediment5 
nature has PUt on his route la happiness, hut under capitalism 
the process is relatively slow. The impctlls of consciously 
planned progress is gained only when the infrastl'\lclllre he
mInes ripe for the 'leap' tosocialis1l1" 

h is here necessary to explain s01lle of \farx'~ terlHin()lo~~ 
Capital. in this terminology, a\ in capitalist terminology. j, 

divided into co/UlmH cnpital (c) and l'ariable caj>ilni (\"). In 
Marx's system, constant capital. howe\er, includes, in addition 
to the 'fixed capital' (i.e. the factory buildings, machines etc.) 
also such items as fuel and raw materials which in the capitalisl 
economic terminology arc normally included in the \"ariable 
capital. Marx's variable capital consists therefore of wages 
alone. The constant ('apital. i.e. thc means of produclioll. doc\ 
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not create any value because its original value is transferred, 
wholly or partly, into the new finished product. The variable 
capital. however, changes and grows through the creation of 

surplus~value. The rate of slJrplllS~rJallJt (~) is the ratio of 

surplus~value to variable capital. 
Hence: 

.. Surplw Value III 

The degree of exploltauon=Variable Capital v 
The growth of the surplus value (m) may take place in lWO 

ways: 
(a) Through the prolongation of working hours, or the 

'sweating of labour'; it is then called 'Absolute SIlTpluJ' 
value'. 

(b) Through the reduction of the necessary labour time 
required to produce a given good. i.e. by better organi:r.3. 
tion or improved machinery; then it is called 'Relative 
sUTplus·value' . 

As labour becomes increasingly better organized and learns 
to defend itself against exploitation the first method of 
exploitation, the collection of 'absolute surplus-value', is 
replaced by the second method. the collection of 'relative 
surplus-value'. This method is indeed more suitable for the 
gathering of capitalist profits once society has achieved a cer· 
tain level of industrial development. Instead of increasing the 
number of hours a worker has to spend at work the capitalist 
may even reduce his working-time and still increase his ex· 
ploitation. As the 'necessary labour-time' (the time required to 
produce the worker's subsistence) may havc been rcduced 
through technical or other improvements even more drastically 
than the hours of labour returned by the capitalist to the 
labourer, the former may still bcnefilsignificantly from switch· 
ing from the 'absolute' to the 'relative' surplus·value. For 
example, let us assume that thanks to innovations in a factory 
the 'necessary labour time' is reduced from six to four hours, 
and the working day from eight to seven hours. The labourer 
would gain one more hour's leisure and the capitalist would 
gain one hour's additional exploitation time - relative surplus 
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value - since the worker would now work for him 7 - <1 = 3 
hours whereas before he worked (or him 8-6 = 2 hours. There· 
fore in their quest for 'relative·surplus' capitalists endea\-'our to 
develop science and technology and consequently promote 
progress. 

Marx distinguished three stages in the development of the 
'relative surplus-value', FiTJt, the concentration of labour and 
beuer supervision of workers - 'capitalist simple co·operation'. 
Second. the reduction of time wasted by workers - the stage 
of manufacture, 'division of labour', Third, the maximum 
increase in the production of surplus·value - rhe stage of in· 
dustry, (he imroduction of machines. In all cases wages arc 
never the value or price of lahour but only the value or price 
of labour-power.Sf They depend upon the absolufely necessary 
subsistence needs of the workers and on the cultural le\'C1 of 
the working class. The employer trics to reduce wages to the 
minimum necessary lO keep body and soul together, and the 
workers try to raise wages to the maximum obtainable under 
the given technological conditions. rI'he struggle between these 
opposing 'pulls' can increase the workers' share in (he produce 
of their labour but never make it equal tu it, except when the 
working class captures political power and with it the OWller· 

ship of the means of productioll. Until this happens the motive 
for economic growth and expansion mllst remain profir. Profit, 
which is surplus-value, is the excess of income 0' er cost of 
production. Hence, the requirements of the people will onl~' 
be satisfied in as far as profit can be earned in the process. The 
rate of profit, i.e. the ratio of surplus.,"alue 10 the capital in· 
vested will under capitalism he the decisi,"c faclOr in making 
the choice of what ought and what ollght not to be produced 
at a given time or place. 
The rate of profit thus dominates all il1\"cstmem decision, 

Ratc of Profit = c+v 

m 
Ra Le of Surplus-Value= v 

Io'or rull diacuuion of 'Wllira' aee Mlln: & Engela. Srl"trd WorAtio,nideH(s 
or 19S8), Vol. 11. p. 29, 

95 



THEORIES OF ECONOMIC DEVEI.OI'MENT AN)) GROWTH 

\Vherr III = Surplus-Value c= Conwmt Capital (Fixed capital 
+ raw materials), 

\" = Variable Capital (Remuneration of labour). 

However, dilfercnt rates of surplus-value may exist in 
variolls sectors of the econom\'. Some industries use more fixed 
c.:apital than others. The for;ucr ha vc a greater share of 'con· 
Slant Clpital' (c)· which does 'lOt dircctly produce any profirs 
for the capitalist. Marx called [hc composition of the constant 
and variable capital (c+v) in any enterprise the 'organic 
composition of capital'. Thus, the larger the relative share of 
'constant capital' (c) in an enterprise the 'higher' its 'organic 
composition'. Consequently, it appears quite possible that 
equal amounts of ctpital which are invested in differcnt in
dustries may yield unequal amounts of surplus-value. In fact, 
it seems that the surplus value (m) received by the capitalist 
in industries with a high organic composition of capilal would 
always be less than Ihat received from industries with a low 
organic composition_ This. however, cannot be, because if it 
were the case then all capitalists would never invest in high 
organic composition industries. The dilemma is sol\'ed by the 
workings of what is now called the price mechanism. The flight 
of Clpilal from the industries with a high organic composition 
of capilal produces a shortage of products and cOllsequenrl)' 
a miss in prices. The higher prices. then, compensate the 
in\'estors for their relati"ely high 'no-profit-yielding' capital 
investment. A 'spontaneous' adjustment takes place which 
equalizes profits. Eventually the [olal amoullI of surplus.value 
which is produced is distribuled among all cnpilalisls in :tn 
approximate proportion 10 fhe m:lgnilude of Iheir invested 
capilal. This proccs.~ of equalization of profiLs in the "ariou~ 
sectors come.~ about in something like rhe following manner. 

Let us assume that the ,'alue of commodities produced in all 
industry with a high organic composilion or cdpital is 12U 

units of a currency. This would be made up: 

..... hich may only indirectly increase profits by reJucing tl,e .Ium, of expen
Jlture of variable-capilal Cv). 
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Constant capiral 
Variable capital 
Surplus value 

(c) go units 
(v) 10 units 

(m) 20 units 

120 units Total -
(High organic composition) 

And let us assume that the value of commodities produced in 
an industry with a low organic composition of capital is I.J;U 

units of currency. made up in the following manner: 
Constant capital (c) 80 units 
Variable capital (v) 20 units 
Surplus value (m) 40 units 

140 units Total -
(Low organic composition) 

In bUlh industries the capitalists' outlay (c+v) is 100 unils. In 
one, owing to the surplus value (m), the tOlal \'alue of the 
product has become 120, in the other, with lower org-olnic COIll· 

position of capital, it has become 140. 

Now, the price mechani.ml interferes and, value i.c. outlay + 
average profit, becomes 130. 

rn' +m" = 2o+4? =30 = Average surplus-value. 
2 2 

m'+m" 
(c+v) + - 2 "130 =-, Average 'profit and inputs. 

The products of the 'high organic composilion' industry are 
sold for 10 units below. and the products of the 'Iow organic 
composition' industry for 10 units abon their normal value. 
The individual deviations from value cancel olle anolhcr and 
the sum of the values of all commodities together hl'cullle~ 

equal to the sum of the COS( prices of production. 

(I!W+ 140=260)
(130+ 130 =260) 

(c' + v' + m') + (c' + v' +m') = 260 

m' + m· m' + m' 
(c' + v') + (c' + v') + -.- + -,- = ~(>O 

2(C + v) + m'+ m- = :a60 
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In other words, the high profits in the 'Iow.organic·composi. 
tion.of-capital.industrics' causc over·production of the parti. 
cular goods thus produced, which is rol1owed by a ran in their 
prices while at the same time the low profits in the 'high. 
organic<omposition-of.capital.industrics' cause under.produc. 
tion which will be followed by too high prices. The final OUt· 
come of these contrndiclOry trends must then be the equaliza
tion of profits in both high and low organic composition sec· 
tors (as illustrated abo\'e). This mechanism is of great import. 
ance in the de\'elopment of a higher standard of living. It 
prevents the attraction of all capital to the 'high organic corn· 
position industries' and increascs the general welfare through 
the reduction of the average price level. 

Any improvement in the high organic composition industry 
will in the long run increase the workers' purchasing power, 
assuming that all other things remain equal. For example, let 
us assume that the constant, and therefore non.surplus.value 
creating capital (c) in a given industry is increased at the ex· 
pense of the variable expenditure (v). Then. instead of 

go+ 10+20= 120 (c+v+o1= 120) 

we may gel (if the rate of profit for 1 unit outlay on labour is 
100%. i.e. 2) 

99+1+2=100 (C+9)+(v-g)+rate of profit 
from labour per 
unit 100% 

The average profit (for the whole economy) which was before 
I ~o units is now reduced to 121. 

Low organic composition industries 
(c) 80+ (v) 20+ (m) 40 = '40 (Tolal) 

Old High.Org. Comp. Industries 
(c) 90+ (v) 10+ (m) 20= 120 (Tolal) 

Average profit (Old situation) 100+ 20:40 =130 - 100=30 

Under the new improved condition in the high organic COOl. 

position industry we get: 
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(c) 99+(v) 1 +(m) .=10. (Total) - 100='. 

Hence, the new average price will be 100+ 2:40 =121. 

Marx discussed the social and economic implications of this 
observation in Volume Ill. Chapters IX, and X. of 'Capital'. 
where he shows how 'average of profits' influence the behaviour 
of capitalists as a class. He shows how on the one hand. all 
capitalists are engaged ill a life and death struggle for survival 
against each other. while on the other. they must co-operate. 
as a uniform collective. to keep down the wages of the work.ers. 
This is self-evident if one remembers that the 'price mech
anism' reduces all profits towards 'the average' which will only 
be high if all owners of means of production do their utmost to 

extract as much surplus-value as possible from their clller
prises.-

Finally. the increasing imporlance of the 'high-organic
composition of capital' industries, the rise of technical im
provements which are forced upon the capitalists by their own 
competition and by the workers' struggle for a higher standard 
of living, can only lead capitalism towards self-destruction. 
The growing trend to replace surplus-value-yielding labour by 
machines. which. as Marx maintained, donot yield any surplus
value. must either lead capitalism towards disintegration, or 
towards increasing class contradictions in order to facilitate 
continued exploitation. Since competition amongst them
selves does not permit capitalists to refrain from introducing 
machines they will surround themseh·es with corrupt elemems 
of the working class. who, for a fce. will defend them against 
(he exploited. E\,entually, however. once the workers become 
conscious of the reality of their exploitation, they will free 
themselves by re\'olmion. 

The same laws, which have earlier been discussed in con· 
nection with (he reaping of surplus-value in industry. hold 
also true with regard to agriculLUre. There is. however, a differ
ence. In agriculture. as Marx knew it, the owner of the land 
and the farmer were usually different persons. This duality of 
owner and holder leads (0 a lower organic composition of 

" It ahould be noted that MaD: emphatically rejected th~ theory of 'The 
Law of Diminiahin, Renuna'. 
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capital in this sector of the economy.' Consequently. prorm 
should ha\'e been larger, Bm the monopoly of pri\'atc owner
ship of land prevented a free flow of capital into agriculture 
and thereby the equalizing effect of the 'price mechanism· ... 
The prices of agricultural products are determined by ,-alue 
and not by the costs of production. The difference between 
value and the cost of production is what Mar.< called the 
'absolute rent'. This difference, which Ricardo had already 
shown to be the difference between first. second. third. etc.. 
quality land. is skimmed off by the land ownen; (as distincl 
from the lease-holden;) and becomes the cause of high food 
prices. 

Again. profits are made equal in all sectors of the economy_ 
For example let us assume that the surplus-value extracted 
from labour is equal to 100%. then -

Profits in industry for 100 Units investment will be 10 Units. 
100=90 (c) + 10 (v) 

Profits in agriculture will be 20 Units. divided 10 and 10 

between the lease holder and the land owner. 
100=80 (C)+20 (v) 

Rent. which is therefore the excess of surplus value occllrring 
in agriculture owing to its low organic composition of capital. 
thus becomes the equalizing factor with regard to the profit
ability of investments. 

So in whatever sector the capitalist is investing his money 
his capital reproduces itself and gives rise to the employment 
of more ractors of producrion. But, as Mane pointed out, it is 
necessary to distinguish between two departments of produc
tion. Department I. which is dedicated to the production of 
the means of production. i.e. producers' goods. And Depart
ment n, which is dedicated to the produclion of consumers' 
goods. '¥ith regard to value. production in both departments 
has to be divided into three parts: 

(I) Replacement goods. 

·Obviously (he fanner will ha\'c le" incentive 10 mllke heov\' Ionll-fernl 
in\'C:Itmenls in the land. • 
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(2) The replacement of variable capital (wages). 
(3) Surplus value. 

As long as no progress takes place. i.e. under what Man called 
simple reproduction. as distinct from extended reproduction 
- which means growth, the sum of variable capital (v) and of 
surplus-value (m) of Department I, must be equal to lhe 
conSlant capital (c) of Department 11. 

I, (v+m)=II, c 

(Wages and profils from producer goods mUSI be equal 10 con· 
stant capital for consumer goods.) 

In the process of exchange between Department I and 11 
(Producer and Consumer goods). workers and capitalists from 
the producers' goods industries (Department I) gel goods from 
the consumers' goods industries (DeparUllent IJ). At the same 
time, however. the capitalists of consumers' goods industries 
(Depanment JI) receive constant capital (c) for new produc. 
lion. Thus Department I provides producers' goods for both 
Depanments, and Depanmem 11 produces consumers' goods 
for both Depanments. 

When, howeYeT, progress takes place, i.e. in a developing 
economy. the sum of the variable capital (v) and the surplus
"alue (m) of Department I, I, (v+m). is greater then than the 
sum of the constant capital (c) ofnepartment n. I, (v+m) > 
11, c. The difference, then, between I, (v+m) and 11, c forms 
the excess which goes to capital accumulation. With the progress 
of accumulation (i.e. of the excess of I, (\'+m) over 11, c.) 
the share of constant capital (c) grows, whcrC'as the share of 
variable capital (v) diminishes. This is , ... ·hat Marx called the 
'Law of (he AcclIlllulation of Capilal'. 

From this it follows that constant capital (c) in cach Depan. 
mem grows more rapidly than ,·:triable capital (v) and surplus 
value (m). 

t:.I, c+t:.II, c>t:.I, (m+v) +t:.II, (m+v) 
Moreover, the growth of constant Glpital in Department I mUSI 

be greater than the growth of constant capilal in Depanment 
11. 

61, c>6II. c 
Hence, the greater rate of growth, i.c. of capital accumulalion, 
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takes place in the producers' goods industries and the smaller 
one in the consumers' goods industries. The priority of accumu· 
lation and growth in the producers' goods industries is what 
Mane called an economic 'Law' which must apply to any pos
sible 'extended reproduction' - i.e. growth. 

The motive force behind extended production under 
capitalism is c.1.pitalistic competition for profits. However, as 
growth cannot be equal in both compartments I and 11 under 
these conditions. capitalism contains an element of instability 
which makes crises of over-production inevitable. As labour is 
robbed of pan of the fruits of its production its purchasing 
power (demand) can never suffice to consume all that is pro· 
duced. Consequently as accumulation grows and less and less 
labour is required to produce more and more goods lhe mal
adjustment must result in over-production. In the beginning 
this process will be disguised, as factors of production will shift 
from the consumer goods industries to the producer goods 
industries. Eventually. however, this will only make the crisis, 
when it finally breaks, more severe. Between 1825 and Mane's 
death such crises appeared to occur at regular intervals of 
approximately ten years. During each of the depressions, when 
there was no market for consumer goods and costs of produc
tion were low, some plant renewal took place which, according 
to Mane, would gradually increase employment and demand 
and get a new business cycle on its way. 

The development of large-scale producers' goods industries 
and the technical improvements which reduce the demand 
for labour must, therefore, according to Marx, and contrary 
to Ricardo's predictions, eventually lead to mass unemploy. 
ment.- The resultant worsening conditions of the working 
class will, however, always be relative and not absolute, for this 
is the nature of development .. • 

Let us summarize, 'With the accumulation of capital, large 
numbers of workers and colossal means of production are 
concentrated in gigantic enterprises. The operation of the 
immanent laws of capitalist production leads to the crushing of 
the weaker capitalists by the stronger ones. Side by side with 
the centralization of capital, or the expropriation of the many 

Jt K. Man:, Capitol, 1962 edition, Vol. I, p. 644 . 
• 0 FIltldilmnJI4h of Monnnn.Lnrinimr, Moacow 1964 edition, p. 2]6. 
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capitalists by the few, there develops the deliberate application 
of science to production. the methodical cultivation of the 
land, and the transformation of the instruments of labour into 
such instruments as can be used only in common. The moment 
comes when it becomes not only possible but essential to con· 
vert the decisive means of production into social property. 
This is because the contradiction betwcen the social charaner 
of production and the private capitalist form of appropriation 
has become intensified to an extreme degree. 

'The accumulation of capital creates not only the objecri,'e, 
but also the subjective. prerequisites for the transition from 
capitalism to socialism. Society becomes more and morc sharply 
split into a handful of financial magnates on the onc side, and 
opposing them the mass of the workers united by large.scale 
industrial production. The proletariat rises with increasing 
determination to struggle against capital. The working dass 
strives to convert capitalist property into socialilcd propcny. 
This proces.<; is incomparably less protracted than the trans· 
formation of scattered private propeny, arising from the pet"
sonal labour of the small handicraftsman and peasalH, into 
capitalist property. Under c.1.pitalism, the mass of rhe people. 
led by the working class. is confronted with the task of liberat
ing society from the yoke ofa few murpcrs. 

'Along with the constantly diminishing number of tin;mcial 
magnates. who appropriate all the benefits of the developing 
productive forces. grows the indignation of the working class, 
which is disciplined, united and organized by the very process 
of capitalist produclion itself. The capit:liist mode of produc. 
tion becomes a feuer upon the further de\'elopment of the 
productive forces of human society. "Centralization of the 
means of production and socializ:ltion of lahour at last reach 
a point where they become incompatible with their capitalisl 
integument. This integument is burst asunder. The knell of 
capitalist private property sounds. The exproprialors arc 
expropriated." This is Ihe historical tendency of capitalist 
accumulation.'u 

U The paragraph is taken from the summary of the chapter VIII of Part 
III (Political EcononlY of Capitalism) in the Moscow 1964 edition of Funds
IMntau of Mruxism-unj"i.srn. pp. 137-138. The inserted quotation ie from 
MUll. CqittJl, Vo!. I, 1961 edition, p. ,63. 
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MARX AND ENCELS: 

Summm)' 0/ view on economic developmcrll 

Economic development is inherent in dialectical and historical 
materialism. It is the keynote to all Marxist theory. History is 
the record of man's increasing success in overcoming the 
obstacles placed in his way by the laws of nature. Man of course 
cannot abolish these laws. But he can construct a rocket which 
will travel into outer-space. \Vith each generation the amount 
of human knowledge grows. \Vith each new discovery know
ledge is added to the accumulated stock. AB the obsoiere, in
accurate information is discarded and only the valuable is 
preserved. As there is no process of 'unseeing' or 'unknowing' 
a thing, man's understanding of his environment is cOlllinually 
increasing. However. by understanding it he also learns to 
in(Juence it and indeed does so. He becomes the recreator, as 
well as the victim of his environment. At each stage of develop· 
ment man is thus faced with reality which reflects his past and 
present level of success in learning to rend from nature his 
sustenance. The degree 10 which he is able at each stage of 
history to produce his nourishment is Ihe in/raslrllclilrc of his 
economic environment. But the human relations, political and 
social. cultural and legal, in fact the whole structure of society 
nanding upon this infTastructure is its superstructure. The 
laws of gravitation apparently bind man irrevocably to the 
Earth, but by understanding them he can construct a rocket 
which will carry him into outer space. free of the Earth. 
Freedom, as Marx defines it is the understanding of necessity. 
Once the infrastructure has changed and no longer corres· 
ponds 10 rhe prevailing superstructure the contradiction must 
~ooner or later lead to a revolution of the socio-ideological -
i.e. cultural, framework. A 'leap' occurs a revolution in 
thought; society adjusts itself 10 its new economical reality, 
which of course is at this very moment already on the way to 
an even furthcr ad"anced stage of development. 

As long as the state of human knowledge, i.c. producrivity, 
did not suffice to produce more than the bare necessities of 
subsistence, and no one could therefore rob the worker of the 
fruits of his labour, prisoners of war were killed. When owing 
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to improved knowledge producti\ ity increased and a man 
could be deprived of pan of his produce, prisoners were turned 
into slaves. When man had leamed to make machines for 
which slave labour was unsuitable, and which were Loo costly 
to be owned by the individual artisan, labour became divorced 
from its mcans of production and the classes of society rc
organized il1lo capitalists and workers. The direct coercion of 
the slave owner was replaced by the discipline through hungel 
of the capitalist. As the aim of all capitalist productiun is profil, 
and profit depends on surplus-,alue, i.e. on the time rhe 
worker can be made to produce goods and services over and 
above the time necessary for the produclion of the value equal 
to his wages. capitalism. being unable [0 increase the exploita· 
tion of labour by prolonging its working hours, must continu
ally stimulate technical and scientific improvemeOls of its 
means of production - thus to pa\ e thc way towards its own 
substitution by a ncw social structure. The competition among 
the capitalists themselves. and {hc opposition of the workers 
to their exploitation. bccome Ihe motive fon-c, raising man
kind's standard of living and preparing the road 10 the plan
ning of the developmcnt of human and natural resources 
under the social ownership of all means of production. 1 he 
contradictions, dialectically inc,"jlablc. in the economic infra· 
structure give rise to rcyolutionary changes within the super· 
structure, amI these in turn react upon lhe infrastructure, 
hastening the resolution of the contradictions by the passage 
to a new stage. The contradictiom of Glpitalism. its private 
appropriation of socially-produced wealth. its cyclic crises. 
necessarily bring 10 hirth soci:lIisl theory. This cannot happen 
of course until the economic infrastructure is ripe for change. 
BlH once this socialist thcory arises and de\"elops in the minds 
of men it cventually bursh aSl1nci('r the socio-Iegal bonds feuer· 
ing the development of infrastructure - an idea become.;; a 
material force when il lakes pos!ocssion of the minds of {he 
masses. There is thus endless dillicdie illlrrfJlay between infra· 
structure and supcrstructure. 

The concentration and organilation of labour. ''''hich was 
in itself a pre-requisitc of the capitalist modc of production, 
enables lhe working class to defend itseU effectively against 
increasing exploitation and even to increase its share in the 
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Cruits of higher productivity. The capitalist, however, is also 
rorced to improve his means of production in order to be able 
to compete with the competitors of his own class. Thus inexor
able progress in science and its application is rorced upon the 
capitalist which prevent stagnation and reversion to older 
modes or production. 

Hence the better understanding of nature, the increasing 
scientific knowledge and the inexorable progress of its applica
tion is the most stable element in human de\'elopment: The 
social and political superstructure is transient, subject to fluc
tuations, and continually adjusting itself to new economic 
realities but also reacting upon them. The degree of people's 
conscious understanding of their real economic and social en
vironment is decisive in their power to control History. 
Marxism claims to provide the method for this understanding. 



CHAPTER IV 

The Neoclassical Economists 
(1870'S - 1920'S) 

The contribution of neoclassical economics to the apparatus of 
economic analysis was the addition of the concept of Ulilityas 
an integral part of it. and the introduction of the idea of 
Maximiwtion, Le. of the utilitarian philosophy and psycho
logy. and later, of the study of the preferences displayed in the 
market, as a normative approach to the study of political 
economy. In this way the neoclassicists provided the alternative 
to the classical 'labour-cost' theory, opposing it 10 and supple. 
menting it with a 'scarcity-utility' theory. 

The most important members of this school, whose work 
has a bearing. though indirectly in most cases, on the theory 
of economic development were: W. S. Je\'ons (18~!)'1882), K. 
Menger (184°'1921). F. Y. Edgeworth (1845.1926), A. Marshall 
(181.-19.4), J. B. Clark (1847-19~8). L. Walm iI8:11-1!)10), V. 
Pare to (1818.1923), P. H. Wicksleed (18"-1.1928). In'ing Fisher 
(1867-1947), K. Wick,ell (1551-19.6), and A. C. PigOl1 (1877-
1959). Their rele\'ance for the study of growth springs para· 
doxically from their deductive method of constructing micro. 
static models of equilibrium and from the study of the 
'responses of the system of interrelated variables which they 
constructed under impact from the variables they labelled 
exogenous'.1 Obviously, a comparison of different static posi· 
tions, in time, can provide a 'growth theory' pro\'ided, of 
course, that each system of inbuilt variables has a 'unique 
steady.state' solution. In addition to this Ihe)' did in fact, 
though not deliberately, provide a list of growth.producing 
forces by separating in their systems the smbilizing from the 

t John Buttrick. Th,wi4t of Etonomic GrMoth, ed. B. F. HoaelilJ:, 11)60, 

pp. 158•159. 
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disequilibrating factors. The way in which they presented 
their models, showing clearly which factors narrow down and 
which increase the ranges of variation from the parameters, 
helped to stress the division between the stabilizing and the 
growth-producing factors. Moreover, 'they demonstrated that 
their model was perhaps invariant with respect to changes in 
several sodo-political variables, e.g. private property and the 
profit motive'.' Finally, they introduced the use of mathemati
cal techniques Cor the development of theorems of empirical 
importance and made economics to a certain extent into an 
empirical and normative study. 'In sum then, to evaluate the 
contribution of the neoclassical authors to growth theory and 
policy, we must examine what they did not do and their 
reasons, either explicitly stated or easily inferred, for this 
neglect, as well as their positive achievements. They provide 
this infonnation themselves by underlining the importance 
of exogenous variables, such as technology, tastes, and popula
tion, and speculating as to the behaviour of these variables 
over time ... Furthermore, insofar as exogenous variables 
are capable of conscious control, e.g. by govemment, the neo
classicists devoted considerable space and attention to the in
vention of recipes which if followed, would make ror desirahle 
economic change." 

It may be advisable to add a few words about the use of 
mathematics in part of neoclassical economics. Mathematics is 
basically a method of reasoning - i.e. a form and branch of 
logic. It is in fact a substitution of equations for real proposi. 
tions in order to infer from them and translate the inferences 
hack 10 reality. This method is justified because mathematics 
is a specific kind of logic which is as good as any other kind For 
reaching conclusions by starting off from real premises. Hence, 
ahhough mathematics can never be, and indeed never is, the 
only way to present and interpret economic activities it may 
well be the most useful one in a number of specific cases. 

The application of mathematics to economic analysis ha'i 
mken several forms since it was first used by Giovann i Ccva 
in 1711, and hy Cesare Beccaria in 176~ to work OUI the rela 
lionship between the hazards and the profits ill\'oJ\'Cd in 
smuggling. In the first place it has taken the form of mere 

t Ibid., p. 159. a Ibid., p. 160. 

108 



THE NEOCLASSICAL ECONOMISTS 

'translation', which is the explanation of economic propositiom 
with the help of symbols and graphs. Secondly, mathematical 
methods were applied to problems which were 100 complex to 
be expressed verbally with the necessary degree of clarity_ And 
thirdly, as Walras and Pareto used it, mathematics was em
ployed to incorporate and organize economic theory into a 
complex of interdependent factors which can be presented in 
the form of a set of simultaneous equations.' Sometimes these 
equations become in the process so complic;lled and divorced 
from reality that they arc useless, but many times they are ,ery 
helpful indeed. 

w. s. J E V 0 N 5 (I 83 [, - 1 882) 

Jevons believed that the basis of all true economic theory must 
always be 'the great springs of human action - the feeling of 
pleasure and pain',1 and the only reliable method for its ~(tldy 
'a sort of mathematics which calculates the caU<iCS and erfcc,-~ of 
man's industry, and shows ha\\' it llIay best bc applied',' He 
was in fact sure that all economic phenomena 'should be in
vestigated according to the same scientific methods with which 
we are familiar in other complicated sciences, such especially 
as meteorology and terrestial magnetism'.' True to these rules 
he substituted sometimcs by Pl'ocl'ustean techniques, 'exact 
inquiries, exact numerical calculations', [for what he called 
'guess.work and groundless argument .. ,']' This he did 
successfully in his srudy 'On a Serious Fall in the Value of 
Gold' (published in 1863),5 in which he did in fact solve all the 
basic problems in\'oh"cd in the me of index-numbers, like 
weighting of representative units ere., thus making a major 
contribution to the development of sfalistics. 

Treating thc econolll), as a calculus of pleasure and j>;tin in 
close analogy to 'statical :\lechanics' and treating the ·L:.ws of 
Exchange' as the 'Laws of Equilibrium of a le\er', and by 
explaining the nature of '\Ve:tllh' and 'Value' in terllls of 

• See Oakar Morgemtem, 'Value El'onomies' in the f.'''r)"dtlptdia of Soda/ 
Srin!ttS, Vol. V, p. 364, for a vcry good I\unmury of mathematical economics. 
Also under 'Economics', 'Vienna School' and 'Cambridge School'. 

1 Paper read to the British Association in 1862. 
I utter, and JournQu, ed. by hi, wife in 1886. 
I Imrah,atioru in CllTrctlr)' alia Fi"Qllct. 1St ed. 1884, p. 4. 
4. [bjJ., p. l[]I;iv • 
• IntJuh,ationl Oil a Smo/U Fall ill till Va/ut of Go/d, lit ed. 1863. 
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'indefinitely small amounts of pleasure and pain. just as the 
theory of Statics is made to rest upon the equality of indefin· 
itely small amounts of energy'.t Jevons presented economic 
theory not only with the basis of the whole system of Infinitesi
mal examination of marginal utility and maximization 
assumptions. but also with a completely new approach to value. 
He introduced i.t as an index of utility in place of the classical 
labour-value theory. Taking this sort of Ulility value as his 
premise, Jevons believed that its degree in a commodity must 
always be a function of the quantity of the latter alone; that 
the utilities of a thing to different people need not and cannot 
be compared: that there exists a Law of Variation of Utility, 
i.c. diminishing marginal utility etc., and that consumers 
allocate their expenditure between the various commodities 
they buy in such a way that the last (margin) unit of each good 
is equal in utility to the last unit bought of each of the other 
commodities relative to price. 

He demonstrated his theory of Demand and Supply, which 
was based on these assumptions, in the following four dia
grams: ' 

Proposition I. The amount of utility derived from consuming 
successive units of some food within a limited period decreases 
with each additional uniL'· 

• Theory of Po/jfunl Etonomy, 31d edition London 1888, pp. vi{vii. 
7 Jbid., pp. 46, 49, 97. 173. 
'. "Give me yct morc of it, that, lurfcitina, 

The .ppclilC nuay lickcn IlJId 10 dic". (Th'tlfth Night, Act I, Se. I). 
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If the units of consumption were divided into infinitesimal 
fractions the same proposition could be presented as a curve. 

Unit.conlUmed 

Proposilio11 If. If (WO persons exchange goods they can con· 
tinue doing so profitably until (he ratio of cxchangc is such 
that the last unit of one person's goods which is given in 
cxchange for the last unit of the other person's goods have both 
the same degree of utility. 

~
I D.2 

;§ ~ /. , , 
~ , 

l~ 
q.l q.Z m q.3 q.4 

Quantity of 'lchOll9t QOOd! 

The declining amollnt of utility each of the two consumers 
derives from his goods is measured along [he cun'cs D.I (for 
the first consulller) and D.2 (for [he sccond consumer). In the 
process of exchange thc first conslImer loses ll.j,q.4,L. and 
gams in exchangc q.l.q.2.a. However, if, as Jc\"ons assumed. 
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people are acting rationally. maximizing their utility. they will 
not continue their exchanges beyond the quantity m. because 
beyond m. the exchanging parties would lose by the trans
action. Therefore the last unit of exchange in all transactions 
must be equal (mm') in Ulility, or relative (0 onc to the other 
and to price. 

Proposition Ill. In the matter of labour Jevons substitutcd 
the simple exchange formula by introducing the conccpt of 
ncgative Ulility- 'disutility'. 

D, 

D, 

'I'he cun'e D.I ,D.2 indicatcs the amount of UliliLy (pleasure) a 
consumer obtains from consuming successive units of products. 
The cunoe ABeD shows the related 'disutility' (pain) experi
enced by the same consumeT from working successive units of 
time. All work done which is registered above the line ox is 
adding pleasure and all work below the line ox is causing him 
displeasure. At point m (on the line OX) the amount of utility 
gained from additional consumption is exactly offset by the 
amount of displeasure experienced from more work. At any 
point beyond (to the right of) m Ihe excess of disUlility from 
labour over utility from additional consumption increases. 
Obviously the consumer will maximize his total utility from 
labour, i.e. will be in equilibrium, a1 point m. 

The same ideas of Jevons. which arc demonslralcd here 
graphically, were also explained algebraically by their author, 
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and independently a few years earlier by Fleeming Jenkins. a 
Professor of Engineering at Edinburgh University.' Jevons 
defined the market as two or more persons dealing in a number 
of commodities. ignoring the possibility that the market may 
react differently when both the number of parties exchanging 
goods and the number of exchangeable goods themselves are 
appreciably increased. Moreover he concluded from his models 
that 'so far 3S is consistent with the inequality of wealth .. 
all commodities are distributed by exchange so as 10 produce 
the maximum of benefit', and that therefore, if totally free, 
exchange must be to the best advantage of everybody. He con
cluded his chapter on exchange and utility with an attack on 
the labour-cost of production theories of value. He wrote 'The 
fact is, that labour once spent has no inHuence on the future 
value of any article: it is gone and lost for ever ... Industry 
is essentially prospective, not retrospective; and seldom does 
the result of any undertaking exactly coincide with the first 
intentions of its promoters. But though labour is ne"cr the 
cause of value, it is in a large proportion of cases the determin
ing circumstance, and in the following way: - Value depends 
solely on the final degree of utility. How can we vary this degree 
of utility? - By having more or less of the commodity to con
sume. And how shall we get more or less of it? - By spending 
more or less labour in obtaining a supply: Briefly, 'Cost of pro
duction determines supply; Supply determines fmal degree of 
utility; Final degree of utility determines value." 

There is very little discussion of profit in J("\'on's Theory of 
Political Economy. Profit was merely the 'wages of superinten
dence, insurance against risk and interest'_ (PerfcCI competi
tion.) Consequently he had no real views on the process of 
capital formation :md consequently made no contrihution in 
this sense to the theory of economic growth. 'The single and 
aB important function of capital,' in his view, was 'to enable 

11 Th, Graf'hir R'f'uJt!n14tiot/ of tilt l.arl."l of Srlp"l.\" am/ /)tm"n./. mrd Iht"T 
tJppli({llion to LnboIlT. (1870)_ JeRkins bel/an from the criticism of the wage. 
fund theory which led him 111 on analysis of the demand "rid lIupply of labour. 
Jenkin. incidentally W;I~ rhe first 10 criticise Jevons in Ihl11 his 'uliliIY' can
not be pructically useful aA il c;mnot he mea'Ufe,!. But most import:mt of ,11 
his ideos was the 1I11IIen1l'nt rlmt only n risinlJ 1en·1 of demand can mainlilin 
progr"~ in 11 locie"-. (lr O"t ,\1(111" Gain Anoth" .Han'l l_olll). 

g Tlrt Theory oJ P"lili",/ F:(Ot/OIllY, 2nd ed. 1879, pp. 164-165_ 
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the labourer to await the result of any long-lasting work - to 
put an interval between the beginning and the end of an enter
prise , , . Capital enables us to make a great outlay in pro
viding tools. machines. or other preliminary works. which have 
for their sole object the production of some important 
commodity. and which will greatly facilitate production when 
we enter upon it:" 

The rOle of the State in JCYons's view was to insure .the 
'Freedom for all commercial transactions', Consequently he 
was troubled by the 'working classes, with their growing 
numbers and powers of combination _ . .' being led 'by 
ignorance to arrest the true growth of our liberty. political and 
commercial', He thus comes exactly to the opposite conclusion 
of Marx - (that all progress is stimulated by the combination 
of the workers to resist exploitation), stating that 'even if all 
could combine with equal ease they would only make all thin~ 
dear and hinder the production of the commodities upon 
which we live,.n 

As T. W. Hutchison points out 'Jevons's vision of social 
progress here implied a diminution in the social services as self
reliance and independence increased, rather than a steady 
expansion of public provision',1I His final conclusion on the 
subject of government was 'We must neither maximize the 
functions of Government at the back of quasi-military 
officials, nor minimize them according to the theories of the 
very best philosophers. 'Ve must learn to judge each case upon 
its merits. interpreting with painful care aB experience which 
can be brought to bear upon the matter:1I 

KARL MENCER (18-1°-1921) 

The second economist who explored marginal utility from the 
point of view ofa theory o£ \'alue during the ,870's was Mcnger. 
In his book Grundsatze der Volk.swirlschaftJlehre (1871)11 he 
proceeds to analyse consumers' behaviour from the point of 

11 'I'hI TJur,ry 0/ Political Economy, pp. U].U4. 
11 Ina-oductionary Lecture at ManchlCller in .866. 
11 T, W_ HutchilOn, A Rlview 0/ Ettmumk Doctrintl 1870·1929, 1962, p. 47. 
11 TM S'a', in Rlla,iDn to lAbour, 1882, p. 166. 
16 TlUlIlated into English n Principfu 0/ Etonomi(l, 
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view of the most primili\'e civili1.ation Uungle·'Urwald') in 
which heads of families allocate trees, measures of water and 
corn between allcrnativc uses so as to gain the maximum 
'Sedurfnisbefriedigung' (ulility), and exchange goods with the 
same idea. 

In Menger's syslem there is a difference between 'things' and 
'goods'. The world is full of 'things' but they only become 
'goods' when man has a want for them; when they can be made 
to satisfy given wants and ' ... ·hen Illan knows of their existence 
and ability to satisfy them. Accordingly, Menger graded lhem 
iOlo goods of first 'order', second 'order', third, fourth and so 
on, of which those of the first order were goods which directly 
satisfied a human waOl, i.e. consumer goods, and those of a 
'higher order' which contributed only indirectly lO the satisfac· 
tion of man's wants, like raw matcrial.~, fuels and machines. In 
addition to this he divided goods into economic and 'non· 
economic' ones. The former were those which arc scarce and 
the latter in abundance in relation la man's needs. The former, 
he claimed, were both "aluable and useful. Ihe latter merely 
useful but not of value. Value, then, in Menger's analysis does 
not depend on the cost of production but only on the intensity 
of waOl and scarcity. Value is thus rdated to economic goods. 
It arises from the satisfaction of the wants of indi"iduals, i.e. 
from 'utility'. National demand is the sum·total of all indi,i· 
dual demands which need not necessarily be equal in their 
intensity from one individual to another. 

Each individual arranges his scale of preferences according 
[0 [he intensity of his demand;u as the demand for one good 
diminishes with the consumption of successive units of it the 
demand for another good rises to take its place at the head of 
the individual's list of preference." 

The table is, of course, a statement of the principle of 
diminishing marginal utility, similar to Jevons's in content 
though not form. Utility, it appears in this system, is always the 
function of each good alone and, surprisingly so, not of a corn· 
bination of groups of goods. The allocation of resources is an 
'Ex·ante' (fonvard·looking) process and therefore the produc-

11 P,;"dpul 0/ Ecolltm,w, Translation DingwaU & Hoselitz, p. S'. 
11 IIn·d., p. 9J. The table is of COUllIe merely for the iIIu!lrI.lion of the idn. 

and not aimed at 0 numerical auetsmcmt of 'uuliry'. 
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lion of 'high order' goods can only be a function of the antici· 
pated demand of 'low order' (consumers') goods, which is 
transmitted lhrough present scarcity. 

The exchange of goods is the result of the different demand 
schedules, the gradations of the imensity of demand at any 
given time between different people. The principle here is 
what today is called the 'opportunity cost'. Consumers are sup
posed to be continually weighing the satisfaction of one of 
their wants against the loss of satisfaction of another. They 
exchange goods in order to maximize their total satisfaction 
from their stock of goods." Hence the consumer will always 
exchange the unit of the good which gives him the least satis· 
faction for another which gives him more. Menger was not 
unaware of the powers of monopoly in this respect, but he also 
recognized its limitations. He knew that maximization of 
profits imposes even on monopoly far-reaching restrictions.1I 

Obviously, Menger rejected the labour·cost value theory and 
he did so in almost identical words with jevons: 'No onc asks 
about the historical origin of a good in estimating its value,' he 
WTote,1I 'but takes account of the services which it is going to 
yield ... Certainly. comparing the value of a good with the 
value of the means of production used in producing it, may 
tell one how far the past act of production was economic or 
worthwhile; but the goods used in its production have no neces
sary or direct influence on the value of a product'. In fact 

17 1biJ., p. 99. Ulbid., p. :112. 
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Menger went too far in underrating the relevance of the costs 
of production. The value of 'high order goods' in his analysis 
was determined by the prospective value of the consumer goods 
they helped to produce. The place of the entrepreneur, in his 
view. was merely that of a sort of 'computer' which calculates 
the best combination of factors of production. Money, Menger 
believed. was the medium of exchange because of its great 
'liquidity', and he shows this by a historical summary on this 
subject. 

In his contribution to the Encycio/Jedia Menger discussed 
economic development in terms of 'Laws' and 'Stages' which 
are reflected in the historical development of money. He 
analysed the motives for holding money in terms of 'precau. 
tionary' and 'transaction' motives. Economic progress did not 
originate from the division of labour as Smith sugge~ited, but 
from both accumulation of capital and division of labour -
only that the accumulation of capital comes first. Progress, in 
his words, came when 'a people progressively directs goods of 
ever higher order to the satisfaction of its needs, and especially 
if each step in this direcrion is accompanied by an appropriate 
(tivision of labour' ,. 

The second of Mcnger's two hooks Studies in the Methods 01 
the Social Sciences and of Political Econom), in Particular, 
which was published in 1883. has a \"Cry wide range of subjects 
and is consequently less precise than his first one. In this work 
he endeavoured to show what social scientists ought to do and 
how they should go about doing it. He wanted economists to 
separate Economic History and Statistics from Economic 
Theory as two, or three, entirely different disciplines. Theory 
was to deal with the 'exact laws' of economics and their 
premises, whereas Economic History and Statistics were only 
auxiliary subjects good for testing theories or il1usrraring facts 
and conclusions. In addition to this a third kind of study was 
to analyse statistical data for applied economics. All these 'cate· 
gories' should, however, be kept strictly separated from each 
other. In his paper 'The ~'fistakes of Historicism'n "Ienger 
comes to the conclusion that Economic History and Statistics 
arc in fact no pan at all of Political Economy and should not 

~o Ibill .• p. 7.1. 
u 'D~ 1,,1111"" JtJ Hist{)rilml.u·. p. 2;. 
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be treated as part of it. Theoretical economics, he said, can only 
be dependent on the assumptions of self-interest and all-round 
knowledge of conditions and their understanding. There is no 
advantage in the method of mathematical examination of 
quantitative relationships. as the relevant point is not the 
quantity but the nature (Wesen) of economic phenomena. 

F. Y. F D G E W 0 R T 11 (I 8 -15' I 926) 

Francis Ysidro Edgeworth came to slUdy economic theory 
in an attempt to discover a clear mathematical conception of 
exact utilitarianism.a Economics dealt with quantities, and 
quantities could be measured and translated into mathemali
cal terms and formulae. In his Mathematical Psychics (1881) 
he tried to do just this. He thought that the main advanlage 
of his method was in the greater clarity of mathematical ex· 
pression when it comes to independent but mutually determin
ing relationships of variables. His 'micro-economic' conception 
led him to the belief that a dh'ision should in fact be made 
be,tween micro- and macro.analysis. The former was in the 
realm of economics, whereas the latter lay in the sphere of 
Ethics and Politics. Economics was therefore the science 
investigating the arrangemcnls between agents who each 
tended to achieve his own maximum utility, while Politics and 
Ethics investigated the alTangements which 'conduce lO the 
maximum sum total of utility'.a The fonner was within the 
province of his 'economic calculus'; the latter required a 
calculus created ',to compare the happiness of one person with 
the happiness of another, and generally the happiness of group!\ 
of different members and different average happjness'~ - i.e. a 
'moral calculus'. Thus economics, in Edgeworth's world, was a 
three dimensional 'calculus' comprising the dimensions of 
Time, Numerals (the sum-total), and Intensities. Pure 
economics dealt with utility in the time and intensity dimen· 

11 New tmd Old Methorh of Ethiu, (1877). 
11 Mathematical Pryrlli<,. An ESlay on llu Application of Ma,htmati(J 10 tht 

Moral Scim£u, 1881. 
"Ibid .• p. ,. It aometimes BPpea11l u if Bentham had turned mun into a 

coDtinuaUy measuring pllin against pleasure machine Ilnd that Edgeworth hod 
teehniaUy improved thi, by making him into a IOrt of ClI,h-relli,ter calcu-
1Ia.n,JJP.chine. 
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sions. ethics and politics in the numeral. sum-total. dimension. 
The time and the numeral ones presented no particular prob
lem; that of intensity, however. was difficult, as it was not easily 
measurable. 

Though Edgeworth was far more careful than many other 
mathematical economists regarding the applicability of his 
calculi to the solution of practical economic problems, he too 
believed that, for example. wage-bargaining should be 
approached by his three-dimensional mathematical apparatus. 
He suggested in fact that wage-rates should be set not merely 
in accordance with the time and personal utility (or rather 
'disutility') dimensions. but with consideration for the entire 
utility including. as it does. that of the workers concerned. 
This third. total, dimension would come best to light, in his 
view. when wage negotiations were conducted in complete 
individual freedom. i.e. without any monopolistic interference 
like collective bargaining. 'h is a circumstance of momentous 
interest,' he wrote,~ 'visible to common sense when pointed 
out by mathematics - that one of the general indefinitely 
numerous settlements between contractors is the utilitarian 
arrangement of the articles of contract, the contract tending to 
the greatest possible total utility of the contractors. In this 
direction, it may be conjectured, is to be sought the required 
principle: Economics was the problem of maximulll allocation 
which only under conditions of perfect competition could lead 
to perfection. Maximi1.ation of utility can be achie\·ed under 
perfect competition alone. Under monopoly, however, the laws 
of economics cannot operate - there would be no place for 
economics as a science.» 

Among Edgeworth's more important practical cOlllrillUtions 
to economic analysis were, for example, the ;,uli/lerencc' curves 
and the contract CIlTVtf1 which indicate the possible points of 
exchange of goods between two parties. In this connection he 
also showed that the individual's dCgTee of utility gained from 
any given good is not the function of the good alone. as Jc,·ons 

.. lbw., pp. 51·53. 
It PaJlnI, Val. I, pp. 138-139. 
11 Edgcworth'a 'Indifference' maps differ (rom those which we use today 

in that the price-linea radiate from the origln and thererore indiClte what one 
lives up rlther thEln what one gains by cltchl1nge. Prnctic.Uy, howc\-er, thi, 
mua. no differenco to the multi. 
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and Menger seem to have assumed, but the result of the com
bination of all other goods which the party may have consumed 
and which arc available. This logical conclusion made 'utility' 
even more immeasurable and returned it from its place of an 
almost measurable quantity back to the chaos of innumerable 
influences. Another important contribution of Edgeworth was 
his equilibrium analysis under conditions of interference from 
(WO monopolies.· Finally, his definition of Distribution be
came a sort of ideological groundwork [or much o[ the Vic
torian wage theories. 'Distribution,' as he defined it, 'is the 
species of Exchange by which produce is divided between the 
parties who have contributed to its production.' Workers 
balance the disutility from labour against the utility from 
wages. In static equilibrium there are no profits; all the entre
preneur receives is the wages of management. 

What he professed to demonstrate was 'the course which the 
higgling of the market takes - the path as it were, by which the 
economic system works down to equilibrium. Now as Jevons 
points out, .the equations of exchange are of a statical. not a 
dynamical, character. They define a position of equilibriulll, 
but they afford no information as to the path by which that 
point is reached.''' In fact, he rightly lamented, 'we have no 
general dynamical theory determining the path of the 
economic system from any point assigned at random to a posi
tion of equilibrium. We know only the statical properties of 
the position'_-

ALFRED MARSHALL (1842-1924)U 

Marshall more than anyone else dominated economic thought 
in the English-speaking world between the 1870'S and (he 
1920'S. Having first studied mathematics and ethics he 
approached political economy from the mathematical side. His 
first ambition was to translate the theories of J. S. Mill and 
Ricardo ioro mathematical terms. By 1870 he had alrcady 
completcd his own mathematical theory of economics,r which 

u Pur, TIIn}1)' 0/ ,"v[onopoly, (1897). 
lit Pap,rJ, Vo!. 11, p. 39. 10 Ibid., Vol. 11, p. 311. 
JI Hi. moat impo"unt works were: Prin(iplu 0/ Ewnqmj,u (1890); Indlu/ry 

ond TraM (1919); Ind Mo~y, Credit and Co",mntt (1923). 
H. Primphs, 81h cd .. pp. 838-858_ 
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was later included in the famous 'Principles'D as the 'Mathem· 
atical Appendix', All his life he feared the risk of producing a 
theory 50 divorced from reality and practical application that 
it would not only be useless but worse, misleading, In his own 
words, he felt like having 5pent his whole life trying to present 
'in realistic form as much as I can of my note XXI''' of this 
mathematical appendix, 

Among the great thinkers who influenced his work were 
above all Cournot and 1. S. Mill, and for a time also Roscher, 
Marx and Lassalle. Yet, although onc can detect the influences 
of various schools in his work, the mathematical, the utilit
arian, the historical German and the Viennese. it was never 
intended, nor did it indeed become, a son of synthesis of all 
these streams. I n as far as Marshall was concerned he was never 
looking for a compromise but only for the truth. 'Truth is the 
only thing worth having, not peace.' His work is therefore 
nothing like a symposium, but is rather a mere combination of 
pure theory with historical and realistic examination. Always 
distrusting pure theoretical analysis divorced from concrete 
actual examination, he refused, for example. to publish his 
diagrammatic ann lysis for fear th:n readers might attach to it 
100 much practicnl \'alue for the solution of actual problems.lI 

Hence, without using this terminology. ~farshall di"idecl 
political economy into theory and applied econolllic~, while he 
continually pointed to the uselessncss of the one widlOUt the 
other. The former presented the tools (or economic analysis, 
the latter the concrete exnmination of the facts in reality. Thi~ 
reality being unique and extremely complex in each situa· 
tion, 'The [orccs LO he dealt with ... so numerous, that it is 
best to lake:;l few at a time: and to work out a number of panial 
~ohlliom as auxiliarie~ 10 our main stuc!'·.':!6 The melilad to he 
rollowed here, i\larshall suggestcd, wa" t~ '. begin by isolat· 
ing the primary relations of supply, demand and price ill 
regard to a particular commodity ... reduce to inaClion all 

31 IbM., p. 8lt!. 
Ho Ibid., p. 8ss. (Ref. p. J.)j). 'WC nllly now !ak .. n birJ'a-eye \ It'W of rh .. 

problems of joint dcmond. "omposite JemnnJ. joint supply anJ compOlIitc 
lupply when they 011 oriee !ojojcther, wi!h the "hjcet of making Bure thot nur 
ubstract theory hllB jus! 116 mallY equotions I1S it hill! unknowns ... neither 
more nor I,," ... '. l6ll.lffllorj"/J, (.-d. A. C. PiIlOU), p. 11. 

3e Princip/~, Prefac .. 10 the Eighth Edition, pp. xi\·ixv. 
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other forces by the phrase "other things being equal" ... In 
the second stage (only) more forces are released from the hypo
thetical slumber that had been imposed on them: (and) 
changes in the conditions of demand for and supply of parti
cular groups of commodities come into play; and their complex 
mutual interactions begin to be observed. Gradually the area 
of the dynamical problem becomes larger; the area covered by 
provisional statical assumptions becomes smaller; and at last 
is reached the great central problem of the Distribution of the 
National Dividend among a vast number of different agents of 
production. Meanwhile the dynamical principle of "Substitu
tion" is seen ever at work. causing the demand (or. and the 
supply of. anyone set of agellts of production to be inHuenced 
through indirect channels by the movements of demand and 
supply in relation 10 other agents, even though situated in far 
remote fields of industry'. In summary then Marshall believed 
that 'The main concern of economics is .. _ with human 
beings who are impelled. for good and evil. to change and pro
gress. Fragmentary statiatl hypotheses are used as temporary 
auxiliaries to dynamical - or rather biological - conceptions: 
but the central idea of economics, even when its Foundations 
alone are under discussion, must be that of living force and 
movement.'1J 

It is possible to arrange Marshall's contribution to the idea 
and study of development under three headings: (a) The idea 
of the dynamic equilibrium. (b) The introduction of the time 
element into the value - cost of production and value - utility 
controversy, and (c) the use of the Principle of Substitution as 
an explanation of progTess through maximization. 
(a) The idea of the dynamic equilibrium was the nOlion of the 
continual adjustments which take place in ,he economy. This 
notion did in fact change the idea of Equilibrium from its 
slatic state into a son of elusive element - always sought but 
never attained. It became a 'tendency' rather than an actual 
situation. 
(b) The second major contribution, the introduction of the 
time element. came in the form of the distinction between the 
lengths of time necessary to adjust production to demand and 
the resullant price Hucluations. 'The conditions of normal 

IT Ibid., p. :IV. 
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supply are (not) definite. .' He wrote,· 'they will be found 
to vary in detail with the length of the period of time to which 
the investigator refers .. .' But, 'Of course there is no hard 
and sharp line of division between "long" and "short" 
periods. , .' All the same 'Four classes stand out.' In each. 
price is governed by the relations between demand and supply. 
As regards market prices, Supply is taken to mean the stock 
of the commodity in question which is on hand, or at all events 
'in sight'. As regards normal prices, when the term lS'ormal is 
taken to relate to short periods of a few months or a year, 
Supply means uroadly what can be produced for the price in 
quC'Stion with the existing stock of plant. personal and imper. 
sonal, in the given time. As regards normal prices. when the 
term Normal is to refer to long periods of severaL years. Supply 
means what can be produced by plant. which itself can be 
remuneratively produced and applied within the given time; 
while lastly, there are very gradual or Secular movements of 
normal price. caused by the gradual growth of knowledge, of 
population and of capitaL and the changing conditions of 
demand and supply from one generation to another,'
Obviously MarshaLl regarded both supply and demand of 
equal importance fa the value of a good. 
(c) The third contribution of great importance to growth 
theory was the 'Principle of Substitution'. Growth is brought 
about because 'As far as the knowledge and business enterprise 
of the producers reach. they in each case choose tho.ie factors of 
production which are best for their purpose; the slim of the 
supply prices of those factors which are used is. as a rule. lcs..\ 
than the sum of the supply prices of any other set of f::tctors 
which could be substituted for them; and whenever it appears 
to the producers that this is not the case, ther will. as a rule. 
set to work to substitute the less expensive method ... societ), 
substitute~ one undertaker for another who is less efficient in 
proportion to his charges .. ,'111 

Marshall's attitude to nationalization and even only to state 
regulation of induslry was surprisingly negative ' ... The 
industries in which government departments and local 
authorities have succeeded are few in number. but important. 
They are mainly concerned with "things that sell themselves"; 
It Ibid •• p. HI. .. Ibid., pp. 378-379. 

..~ 
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thal is. things which are in large demand. and more or less 
standardized by natural causes.. (transport, water, light. 
power etc.) ... they all meet elementary needs; call for link 
or no adaptation to changing habits, or varying tastes. . . '11 

Dynamic and growth producing industries are best left to 
private enterprise. 

JOHN BATES CLARK (18.17-1938)" 

Clark's lirst book, Philosophy 01 Wealih. was wrillcn under the 
influence of the German school of economists, In it he criti
cized the traditional psychological groundwork of economic 
motivation, complaining that the better elements of human 
nature were a forgotten factor in certain economic calculations 
and that 'inaccuracies in the science which resuIr from inade· 
quate conceptions of man are not to be rectified. as some· 
times suggested 'by a proper allowance for distributing forces' 
alone, because they were in fact of the \'ery essence of the 
problem, What was required, he thoughl, wa .. above all 'a 
correct conception of human nature'. 

His second and far more important book, Di.strilJlllion of 
Wealth, dealt exhaustively with marginal productivity and the 
laws of diminishing retums. His contribution here was ill 
showing that the law of diminishing returns was uni\"crsal and 
not restricted to land. This led, of course, lO his conclusion that 
the true economic problem was (he optimum combination of 
factors of production . .:! \Vages, he decided, depended on rhe 

"lndlUtry and r,lUlt, 1919, p. 668. 
". HiI books were: PJriUuophy of W~all", ISSS; Diltn'bution of W~{lltJr; 

A 1'h«Iry of Wog~s, lnlnes' and Profits, 1899; Bnd Enmlwb of Economic 
TIrMIry. 1907. 

U TM Distribution of Wealth, pp. 149-ISO, (Correcled iIIullrution t1lken rronl 
E. Wbittaker, &"001, & SIreD"" of E((nwl1ti~ Thought, p. 294. 
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size of the working population relative to the amounts of 
capital and land. The relative quantities of producti\'e agents 
can however be varied, and the 'capital' can be adjusted to the 
labour supply." As for 'jUSt wages', Clark reasoned, that they 
should be equal to the marginal productivity of labour, be
cawe the 'over marginal produClivity' was not due 10 the 
workers' personal higher efficiency but due to the use of capilOlI 
equipment.1S Under static equilibrium conditions all agcllls of 
production were justly rcwarded because therc can be no profit 
hut only a remuneration of [hc entrepreneur according to th(' 
'marginal produClivity of his supcT\'i.~ory services'_ Profir. thus. 
merely reflected the rcsult of tcmpor:lry deviations from rhe 
normal trend, i.e. for dynamic changc-s ill Ille cconomy. 

In his last book. Esselllials of F:rmlOl1Iic Theor)'. Cl ark 
touched upon the prohlem of thi, dynamic change. ami came 
to the conclusion that if the economy wcre [0 (;lkc 011 the 
theoretically static form Ihis 'would ;lOt strikingly alter i,~ 
actual shape. The actual form of a highly dvn:llnic ,oriel~ 
hOH~rs relatively Ilear to its st;uic mode though il I1c\'('r con· 
forms 10 it' .... - ']\;orll1alit\' Tules r he world.· 

I.EO", WAI.Tt\S (181.I-l~ll(l)I: 

I.ike mOSl other Irll(' d(,scendants of the ~rc;tl eighrccl1Ih (CI1 

tury French theorelical tradition. \Valra~ pa'iscd almo" 1111 

noticed in his contemporary Francc. I-lis main 'cri mc' W;:h hi, 
failure 10 acccpl Ihe official line of /niJ.(f":-.fni"f" a~ the onl\' [rue 
economic dogma, La which he added anoillcr (Time of almo<.l 
equal 'gravilY', n:nnely the lIse of nUlhelTu[in. In fan it i, 
only r('cenlly that 1,(oon \\'alras wa..~ rc-(Ii .. nl\ered 1)\' ('cono 
misLs and rcstort'd lOJ!;elher wilh hi~ rollOl\'('r P;m'ln 10 ,he 
plncc thcy clesen (" in modern economic anal~· .. i~ 

Hi~ major contribution to economic analysis W.I' 'he uk;1 

u 11" f)iJftihll/i"" u/ 1I' .. "/rJ, pp. ".,."".., 
~a Ibid .. pp. J "'-3D. 
~a Th~ 1::11111,;,,/5 of 1-:'''11<''','' 1/, .. "". I' "'. 
oT Hi, most imporT.1nl ,onnihmion ullllll"',l )".". \\ .• ~ I", I .. ,,:, "I,,,,~,,,, 

,;-;rortm"" poli,i.,,,r (>'''''. "hi,h aI'P("an·,1 '11 .,,', p:irh. I'ar! I. 1· .. \<h.'lw,-. '" 
,11'-4, ami Pari 11, !'rodllninn. 111 '~77. Thl" t,.-... k """ Ir."'~"'h·d 11\1" 1'"di~l, 
in Il)H b~· "·iIIiamJillT'· froll1lhc Fr("nch 'l)l(' rdilion 1-:1 .. ",(,,/< 'f I'",~ , .. ,,,,, .. ,,,,., 
or ,11, Tht"On' nf Sn,;,,/ II"m/r", ·\l1rn & l-nwin 
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of the general equilibrium in which all values in the economy 
mutually determine each other and in which man operates 
simultaneously in two markets: one market in which he sells 
and another in which he purchases. 

lValras begins his analysis with the case of two persons ex
changing two commodities. The exchange continues umil both 
parties maximize their utility - i.e. until the marginal utility 
(raretes in \Valras' terminology) are equal to each other in 
relation to price. 

MU' MU" 
r-=I'" 

As a man will divide his total income between all available 
commodities in the same manner assuming of course that he 
acts rationally and spends all his income. Le. that marginal 
utility of all commodities will be equal [0 each other in relation 
to their prices, \Valras's equilibrium position must be: 

MUm 
--pm--

Imroducing the concept of nunlt!raire. a term in which all 
prices can be equally expressed, Walras then ~,eLS out 10 

examine the market, or indeed all markets. i.e. the economy 
as a whole. Obviously the quantity and exchange value of 
each commodity can then no longer be treated as a function of 
itself. but must be examined in relation to all other alternative 
goods. their quantities and their prices. He must therefore 
draw up two different sets of equations for each of the m corn· 
modities in the economy. one with reference to price and 
another with reference to quantity. Since each commodity in 
the economy exchanges for m - t (m minus onc) other corn· 
modities, the number of equations for each commodity in the 
economy must be equal to 2 (m - I). 

The first set of equations. with reference to price. we may 
call the Demand equations. and the second set. with reference 
(0 quantity. we may call the supply equations. 

The Demand equation shows the demand for the corn· 
modity in terms of any other commooity in the economy: 

,.6 
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D .. =F(P •• ; p,.; Pd.;'" P_) 
i.e, The Demand of b in relation to a will be equal to the func
tion of the prices of b in terms of a, 

The other equation states the equality of the .... alue of the 
quantity which is exchanged in terms of the value of any other 
commodity. 

This means that the total number of equations in the 
economy must be: 

( .. - I) .. Demand equations 
and. ( .. _I)", Supply equations 

i.c.2m(m-l) 
The number of unknowns in the economy. however, is also 
2m(m-l) where half of the unknowns arc the vallte of every 
commodity in terms of every other and the other hair the 
quantities of all commodities in terms of all others. Hence, the 
number of equations for the economy is equal to the number of 
the unknowns and therefore, theorctically at least, they should 
be solvable.'" 

Politically Walras seems to ha\'e been inclined towards a 
moderate form of socialism. He bdicvcd in government super
.... ision of the economy while as much as possible scope was to be 
left for the regulation of business by the price mechanism. He 
complained that Marx never said how, for example, the state 
was to set about its task of equating production to demand 'in 
complete ignorance of the quantities of what should be pro
duced'. In a long passage criticizing both r-.Jarxist and Capital
ist economists in his Eco'lomie socillie Walras wrotelt ' ••• Cer
tainly economists have not demonstrated scicntifically the 
principles of free competition. Fortunately for them free com· 
petition organizes production more or less well. In going into 
ecstasies over the admirable manner in which it does this they 
regard their task as accomplished. Bm socialism must procecd 
differently. It must distinguish itself from "economism" above 
all in its knowledge of political economy, and it must explain 
why and how this or that principle will lead to and maintain 

61 For I more detailed e%planltion of Wllru'l method lee Ekmmts 0/ Ptur 
EClmomiu, pp. 237-263. Or Il airnpliJi.ed fonn in G. J. Stiller, Tit. T1uory 01 
P,..;,_, 1952 edition, pp. 21)0-295. Or Edmund \Vhittalcer 01'. nt., pp. 278-280 
with footnotel 17-27 • 
.. Quoted from T. W. Hutchison, A /Wvirw 0/ E(OMnuc DortriM' 1110_1989, 

p.31 .... 
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equilibrium of the demand and supply for services and pro· 
ducts. In doing this it will advance from the literary to the 
scientific stage. This is what l\'larx's collectivism fails lO do. 
Even more lamentably than "economism" which presents as 
working well a system which works badly, Marxism presems as 
working well a system which will not work at all.' 

Ha\'ing such views \Valras had little chance of securing all 
academic job in late nineteenrh century france. Fonunatel). 
however, a friend from Lausanne managed to get for him the 
chair of politirnl economy when it was founded at Lausanne 
University in 1870. There he remained and taught until 1893 
when owing !O ill heahh he resigned, and was followed by 
Pareto as Professor of Political Economy in Lausanne. 

VILFREDO PARETO (1848-1923)51 

While Walras had extended his theory to cover producers' 
goods with the help of a constant co·efficient of production, 
assuming that the factors of production involved remained 
constant, Pareto greatly improved the system by allowing the 
co-cfficient of production to be variable. He did so by introduc
ing imo the \Valrasian system an improved variety of the 
Edgeworthian indifference map. The basic idea here was that 
a line can be drawn showing an individual's indifference 
between alternative combinations of goods. If onc draws a 
number of such indifference curves one next to another, pro
gressing as one does so from a combination of goods close lO 

(he origin (small quantities) to ever greater quantities. one gelS 
a kind of topographical contour map showing ever.rising 
degrees of utility. One gets in fact a three dimensional map. 
Along the axis X one can now measure, say, units of hread, and 
along Y units of wine, On the 'hill' above the paper the contour 
lines can show the total utility one can get from any combina· 
tion of the two goods, or groups of goods. At each point along 
the same 'contour' line the consumer is indifferent in relation 
to all other points on the same contour line with regard to his 
utility. At the same time the consumer's budget line can trace 
all the possible combinations of bread and wine which are 

"Hi. moet imporunt boolu were COUfl d'urnwrrM po/itiqut. 1895; Munuult 
Ji Etono",;a Politka, 1906: Traju Jt lrx:Wiogit ,lnhalt, 1919. 
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within his budget. The intersection of the budget line with 
the highest possible indifference curve (Le. highest possible 
utility) will give the maximum satisfaction. 

VT 

As Oskar Morgenstern U summarised it the idea was that ir a 
man is indifferent of a choice between a nLlmber of goods -
say. 'a combination of I of Xi o'g of y; and 0·13 of z; on the 
one hand, and of"1 of x; 0·8 ory; and 0'7 ofz; on the other -
then, the equation of the line of indifference is 1= 
F(x; y; z; •.• )=F('t'). Where 't' stands for the 'Ophelimity' 
function (which means in Paretos' terminology 'that which 
makes a good desirable to the consumer'). If I, then, is a 
constant, and as the derivative of ,my constant must be 0, 
the first derivative of this expression will be: 

O='fJ.'dx+'t'y'dy+'t',dz+ ... 

This equation expresses rhe cquali/:ttioll of the llIilities of 
different commodities at the margill. '} ht: advantage of this 
method of analysis is that it aSSlIllles only the comparability 
and not the measurability of utility.l1 

Politically Pareto started from a point of \'it'h' (hat 'Onc of 

fl SeG 'EconomiQl', E"cydo~Jia of Sodal Sde"ctl, VQI. V, p. J67 . 
.. 'f.'d:l. Partial differentiation or 'f with rupect 10 :I; Total diffelTntiltion 

= Iwn o£ pllTtiai diflerentiatioOl i£ x. y, z ..• are independent. 
A good expiamalion sec G, 1. Sli,ll'f, op. cit., pp. 68·81. 
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wont possible governments is a parliamentary dictatorship in 
possession of centralized contl'ol,' for 'Each rime thc statc 
absorbs the whole economic life of the nation thc same pheno
mena of corruption and political disorganization are to be 
obsen·cd. That is one reason, among many others, why 
Socialism is to be condemned.'~ Having quarrelled with [he 
pOlitical 'authorities' in I [aly Pareto, like his prcdecessor to 
the chair of political economy at Lausanne, Walras, senled in 
Switzerland, professing 'neutral and scicntific economic 
analysis'. In 1912 he began to write his political sociology in 
which he ridiculed the very same economic liberalism which 
he had embraced scver.J.l decades earlier. The outstanding 
thing about his personality, at least in his later days, was his 
independence. As a member of the Italian Senate, 'In onc of 
the l~t of his many political newspaper articles he warned the 
new Fascist government against fi,,'e things: warlike adven
lures, restricting the freedom of the press and opinion, puni. 
tive taxation of the rich and the peasants, alliances with the 
Church, and any infringement of [he most absolute freedom of 
teaching in the universities:'" 

Though Pareto never wrote a sort of 'Principles', his COII

clusions were clearly in favour of a mixed cconomy continually 
adjusting stale action and privatc competition to the changes 
in the economic reality at an)' given time. 'While- criticiling the 
'free enterprise system' where the 'admirer of the "superman'· 
will a~sign a co-efficient o[ approximatcl), lero lO the utility ot 
thc lower classes, and gCt a point of equilibrium ,·ery close to a 
state where largc inequalitics pre,'ail. .', Pareto was no less 
critical of the socialist ronnula of distribution 'to each accord· 
ing to his need', as it could only mcan 'to each according to the 
decisions of thc central authority', because the bureaucrats 
were the only alternative mechanism to the price lllechanism.66 

PI-IILIP HENRY WICKSTEED (1844-1927)rA 

Wicksteed's first contribution to theoretical economics was by 
U Rluue tla Dna Monw 1891. Here quoted from T. W. Hutchisoll, 0". ot., 

p. 21 7· 
u. See T. W. Hutchison, 0"_ at., p. J18. (AllO footnote on the SIlfJle page). 
U Of coun.c one can .hoot bureaucratsj not 10 • price mechlniam. 
U All ElJay on IM Co-qrdiMticm of IJw !.mol of Distribution, 1894i The 

CommoN Senu of Poli'"tJI &onorrry, 1910. 
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way of an examination of Man's theory of value in the light of 
the Jevonian utility-value theory.1T His method here in criti
cizing Marx's value theory was to turn Marx's approach upside
down, as Marx himself had done with Hegel's philosophy. He 
began from the demand side and worked his way towards the 
value-cost, unlike Marx, who related the price to the cost of 
production. For Wicksteed. then, 'A coat is not worth eight 
times as much as a hat ... because it takes eight times as long 
to make it , .. (but) the community is willing to devote eight 
times as long to the making of the coat because it will be worth 
eight times as much to it:" 

In his Alphabet of Economic Science which he published 
in 1888 \Vickslcecl first introduced the term 'marginal utility' 
as a translation of the German term 'Grenz nmzen'; the ex· 
pression has e\'er since been uni .... ersally adopted in micro
economic terminology. The main merit, though nOl the only 
one, of the Alphabet was its clearness. Even Pareto, who was 
one of the severest critics of his time, recommended [he A11Jha
bet very highly to all students of political economy." 

His second book, the Essay on the Co-ordination of the Law!; 
of Distribution, published in 189-1. is of a \'ery different kind. 
In it he makes his great contribution to the marginalist theory 
of distribution of the factors of production: he develops the 
theory of marginal productivity. If the product of production 
which has to be shared by the nrious factors of producrion is 
P, then, according to \Vicksteed, the r:uio of 'panicipation' of 
any factor K must be the deri,'arive of p in relation to k multi· 
plied by the factor K.-

The most important contribution 10 the marginal produc
tivity analysis in the Essa'!, is, however, the proposition that if 
each factor of production is rewarded according to its marginal 
productivity, then the slim of all the rewards of all factors of 
production together will be equal to their producLIl Unfortun
ately this assumption was panially withdrawn by \Vicksteed in 

17 Published in the left-wing publication To-Day in October, 188-+ . 
.. Quoted from Lionel Robbins' introduclion to Wickstecd', Common S~ns~. 
III It is even now hillhly rerommendable to students who don't know calculul. 

eo -*.K (~=lim~ 6 k -+ O ) 

et For an caey cJ[planalion Ice Stialer, Th~ T~ory of Pri.u, op. tit., p. 14-30. 
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his subsequent and best-known book. The Common Sense of 
Political Economy. which was published in 1910. 

The aim of this work was to give the reader a close under
Handing of the working of the commercial and industrial 
world, introducing also the non-economic factors. and to show 
that most useful new ideas can in fact be derived from the 
\rolume of economic analyses already available. treated by the 
method of the marginal analysis. The book then includes 
Imong other things, an examination of money and exchange 
md finally the concept of equilibrium as affecting the economy 
15 a whole. This is followcd by a dcmiled examination of things 
,ike marginal and total utility and the laws of increasing and 
iiminishing returns, and by some chapters dealing with pracri
:al problems of his day, socialism and the nationalization of 
and, an idea which 'Vicksteed retained from his early writings. 
I\s Professor Robbins pointed out," the main difference be
ween 'Vicksteed's A lphabet and Common Sense was that the 
·onner started from the idea of the rate at which total utility 
s increasing, whereas the latter started from 'the positions on 
he relative scale of preferences which marginal units of dif
erent commodities occupy. ln the Alphabet, in spite of the 
~arlier recognition of the relativity of the utility concep!. 
nility is treated as if it were something absolute and measur
IbIe. In Common Sense, the sole relevance of relative utility 
s emphasized and the idea of measurability lends to give place 
° the idea of order ... In all this, the influence of Pareto jo; 

'ery strongly discernib1e .. .' However Professor Robbins 
varns his readers not to suspect Wicksfeed of lack of origin
lity; this he certainly had. 

Politically, Wicksteed was greatly influenced by the socialist 
deas of his time, so that in 1885 he proclaimed that 'All agree 
hat an era of socialistic legislation is upon US.'III A strange 
mderstanding of Victorian legislation indeed if taken in retro· 
pect. In fact he never became a socialist in the accepted sense 
If the word. He himself claimed: 'I am sometimes supposed In 

le a Socialist by my friends who are not Socialists, and I am 

SI The Introduction to Wicbteed', Commoll Snul, 19]2, p. xix. 
u Our Prayer, olld 011, Polilia, p. 10. 
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generally not considered one by my friends who are:" The 
key to Wicksteed's political views may perhaps be found in his 
general approach. He rejected, in fact, the division between 
economic and non-economic utility; he regarded as of equal 
importance from the marginal utility point of view. the mar
ginal utility derivable from an act of altruism, such as giving 
some child a bar of chocolate, and that obtained from con· 
suming it oneself. It is this very likeable approach which makes 
Wicksteed's theory less rigid than those of many of his con· 
temporaries, but it also makes the whole study of economics far 
more elusive. Of similar consequence also is his introduction 
and stressing of the element of cxpcclations in his market 
analysis. Prices, he argued. were influenced by expectations, 
1I0t by actual market conditions. because they only adjust o\'er 
time - a thought which led him to a point which would wday 
be called the beginning of a dynamic market analysis. His 
supply curve of 'commodity preference' is likewise a method 
which whh little adaptation can today be referred 10 'liquidity 
preference' models for money. 

fRYING FISHER (1867-1947)-

Fisher started as a student. and late!" as a teacher, of mathem
atics at Yale University in the U.S. His first ideas aboul 
economics were set Ollt in his docror's dissertation, which he 
called Mathematical lr1vestigali01l5 in the Theory of Value 
and Prices and which was published in 1892. His major contri
butions to the study of economics came, however, some\'Ihat 
later, and were his theory of the price le"e1 and his theory of 
capital and interest. In the second pan of his I1Ivestigations, 
after introducing the imaginary measure of utility 'utils', he, 
like Walras and Pareto, studied the lHility of a commodity as 
a Function of all other variables in the economy. He examined, 
"The Inquirer, 28.11..,}o8. 'Th ... Social IJ ... llls, eh:.' QUOIN from T. W, 

Hutchison, (jp. cit., p. 97. 
" His principle contributions appeared in Math,maliuJi ItrL~Jligationl i" tht 

Theory of ValuI and P';UJ (1892); Tltt Nature of Capital and I"comt (11)06); 
Th, /lall of Intertll: ;Is Naturll DeUnrrinatlim alld Rtfdlion /0 Economic P~o
mma (1907); TIlt Purc/lusi"i Pocur of Jlrfo"ty; its DtttnnifWltion a"d Rt/a/io" 
/0 Crtdit a"d CrUtI (1911); Tilt Making of I"dex Numlttrs. A Study of l!rtir 
Varid;u, TIIII a"d RtlUJhUi/y (19U); Tht Thto.), (If Ifller"t at Dttermi",,1 
by lmpatimu /0 Spnrd lru:omt and Opporh",ity 10 lnt'U/ it (19)0). 
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in fact, the relationships which influence the prices and quanti. 
ties of given commodities. like the effects of complimentary 
goods. substitutes, and income effects in the sense of the intro· 
duction of inferior goods. The method he adopted here in his 
analysis was that of indifference curves and price lines. His 
next contribution was the introduction of a dear distinction 
between income and capital. He defined income as the How ol 
goods and services within a givcn period. and capital as the 
stock of goods available, or rather in existence, at a given 
moment. In his discussion of capital and interest he developed 
a kind of 'time preference' theory. People. he argued, try to 
arrange their expenditure over time in such a way that the 
marginal utilities at different timcs will be identical. Sa\'ing 
thus becomes 'expenditure deferred, whereas borrowing is, as 
it were, putting the clock forward'. The rate of interest is, 
therefore, the equalizing agent between borrowing and lend· 
ing. Going imo the apparent paradox of high interest rates 
coinciding with heavy borrowing rather than high interest 
rates acting as deterrents on borrowing, he wrote: 'Borrowers 
can now alIord to pay a high "money interest" (because of the 
prosperity profits). If, howcver, only a few persons sec this, the 
intercst will not be fully adjwted and borrowers wiJI realize 
an extra margin of profit after deducting interest charges. This 
raises an expectation of a similar profit in the future and this 
expectation, acting on the demand for loans. will raise the rate 
of interest. If the rise is still inadequate the process is repeated 
.. When a fall of prices begins, the reverse effects appear,'

All is thus merely an 'inequality' of foresight. 'In the actual 
world, however, ... inequality of foresight produces over· 
investment during rising prices and relative stagnation during 
falling prices. In the former case society is trapped into devot
ing tOO much wealth to productive uses and in long production 
processes while in the contrary case under-investment is the 
rule.'" 

Fisher also believed that the rate of interest depended upon 
the standard by which it was measured. In a passage in which 
he compared the rates of interest if paid in two different 
standards, gold and wheat, he showed that if the one appreci. 
ates in terms of the other. the subsequent rates of interest will 
.. TM Ihtlrminalion of [nlne,t tDld Pricer, 1930, pp. 75"77. 
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follow a similar course, In fact the rate of interest in the rela
tively depreciated standard will be equal to the rate of interest 
of the appreciated standard plus the rate of appreciation plus 
the product of both, 

In summary. Fisher did not look upon the rate of interest as 
a function of the productivity of capital. but as the function of 
what he called 'the impatience to spend' and 'the opportunity 
to invest', 

Another famous contribution of Fisher to the quantity 
theory of money was his development of the formula 

M.V 
P~-Y-. 

(the price level (P) being equal to the multiplication of thr 
quantity of money (M) by the velocity (V) of its circulation 
divided by the quantity of goods and 5ervices (T) availahle ill 
the economy). into the formula 

M.V+M'.V' 
P T 

where M' stands tor the volume of bank deposits and V, for 
their velocity. 

The difficulty with these equations from the mathematic:l.! 
point of view is that the individual elements arc in fact not 
independent but interrelated factors. For example, a rise in 
the "oiume of M may have several effects on people. It l1l:ly 

perhaps frighten them and thus immediately also affect V. 
The price level P will therefore be influenced not by the 
change in M bUl by a combination of the change in M and in 
V. Therefore. mathematically, the equation is meaningless . 
. rhe same problem also arises if approached from I he T (goods 
and services) side. There again a rationing of goods, for 
instance, would affect the velocity in an unprediclJ.ble manner. 
Yet, with all these reservations in mind. Fisher's equation is 
still a useful device for the explanation of the price, money 
and goods relationship. 
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ARTHUR CECIL PICOU (1877-1959)" 

Pigou's approach to economics can perhaps be summarized by 
his own statemelH that 'The main motive of economic study is 
to help social improvement:'" Pigou more than any other 
modem economist is identified with 'welfare economics'. His 
first book Wealtll and Welfare was published in 1912 when he 
was Professor at Cambridge, and it was published again in an 
improved form as The Economics of Welfare in 1920. Welfare 
in his terminology includes three elements; the general state 
of well-being or happiness, 'economic welfare', which is the 
kind of welfare measurable in terms of money, and 'social 
economic welfare', which is a combination of both the measur· 
able and the unmeasurable factors of the well being of society 
as a whole. Pigou's economics of welfare is concerned with the 
last. 

Most of Pigou's early writings were concerned with topical 
problems of applied economics. Only after he succeeded 
Marshall as Professor of Political Economy at Cambridge in 
1908 did he turn to the theoretical problems. In his inaugural 
address he already foreshadowed the line he was to take in his 
first theoretical work Wealth and Welfare, which was to be 
published four years later. 'I shall be glad,' he said, 'if a man 
comes to Economics because he has been interested by Pro
fessor Edgeworth's Mathematical Psychics or Dr Fisher's 
Appreciation and Interest: just as I shall be glad if he comes 
to it because he is looking forward to business and wishes to 
learn something of the broader aspects of his future career; bUl 
I shall be far more glad if he comes because he has walked 
through the slums of London and stirred to make some effort 
to help his fellow men .. .' It would, however, be totally 
wrong to look upon Pigou as a revolutionary social reformer. 
The opposite is the truth. He is the sort of philanthropist who 
can say that the national dividend 'constitutes the Kernel or 
economic theory because. it is the centre of sound philan. 
thropic endeavour'·, while at the same time he may insist that 

" Wealth Gnd Wel/tut, 19U; Tht Eronomin 0/ R'tl/aft, 1910; Indu.,rial 
FlucwatUms, 1927; A 8wdy in Public Finanet, 1928 . 
.. Econo",ia of IVtl/aft, London, 1952, Introduction, p. iJ: . 
.. EcOtlomic Jf1lIrnal. 1907, p. 535. 
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the rich and the poor are in effect two different races, with 
different needs, and that for this reason the rich were by the 
very nature of things better fitted to enjoy more wealth than 
the poor. From this he concluded that from the point of view 
of the maximization of the whole society's welfare from 
wealth, the equalizing of the distribution of the national pr~ 
duct would be 'seriously doubtful' ,ft 

The idea of his first book was to write a study of the causes 
of periodical aggregate unemployment, Yet as he became in
creasingly aware of the fact that this problem could not be 
treated separately from a general analysis of the economy. the 
book eventually turned out to be a general stUdy with a mere 
last chapter on the original problem. In his revised edition 
of the book, which appeared as Economics 0/ Welfare in 1920, 

he deleted the last chapter altogether, thus giving up the 
original idea of his study. The unifying elements in his work 
are the idea of 'social economic welfare' as dislinct from lhe 
welfare of the individual and pure economic welfare, anp the 
concept of the nalional dividend. The book is divided into the 
analytical part which includes his classification (Welfare, 
Economic Welfare. National Dividend) and methods of 
measurement (Index numbers ctc.). and the discussion on the 
size of the national dividend and the allocation of resourccs 
lhrough lhe 'private' or through the 'social' marginalnct pro· 
duct. in which he points OUt that lhe free play of private self
interest need not necessarily lead 10 the optimum distribUlion 
of resources from the social point of view. The rest of the book 
is concerned with particular studies of topical and practical 
problems of economic policy. such as the control of monopoly. 
co-operation, public industries. labour unrest and wages, and 
arbitration. 

Basically his approach stans from the observation that the 
aim of economics ought to be the maximization of welfare 
rather than the maximization of wealth, and that these two 
are to a cenain extent related LO each other. Moreover. the 
maximization of welfare must depend on the quantity of a 

10 ECOlIomiCJ of lVeifart, p. 90. See 8150 E. Whinoker, op. cit., p. 309, 'Pillou', 
quolilication opened the ..... 8y Cor people of 11. colonizing nation 10 juslify Ilu:ir 
receiying higher incomes than were allo ..... ed 10 Ihe aubjecl people, ss well RI 
COf the preeent rich remaining better off than the present poor'. 
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society's total economic OUlput, its distribution, and the vari· 
ability of both. This led him to state a number of intricate 
contradictions which he believed [0 have detected in the 
economic world. First. that welfare does not necessarily require 
a maximum per capita output. because the welfare from rest 
may be preferable to the welfare from increased wealth, 
Secondly. that equal distribution of wealth may not be condu· 
cive to maximum welfare in society. because of the 'two races' 
already mentioned, Thirdly. that the variability of the 
national dividend may not come about without either reducing 
its quantity or lessening its equality. ' ... elements of welfare,' 
he wrote.n 'are states of consciousness and. perhaps. their 
relations; . , . welfare can be brought under the category of 
greater and less' becawe 'there is present something measur· 
able. (in welfare). The one obvious instrument of measure
ment available in social life is money. Hence, the range of our 
inquiry becomes restricted to that part of social welfare that 
can be brought directly or indirectly into relation with the 
measuring·rod of money. This part of welfare may be called 
economic welfare ... It consists of the group of salisfaclions 
or dis&atisfactions which can be brought into relation with a 
money measure: The national dividend or the national income 
is the indirect counterpart to economic welfare. through which 
the changes in the latter are affected. 'The two concepts . , 
are thw co-ordinate, in such wise that any description of lhe 
content of onc of them implies a corresponding description of 
the content of the other:n But it would be an over.simplifica. 
tion to assume that the amount of welfare is merely direclly 
related 10 ~he size of the national dividend, because it is c\'idem 
to Pigou 'that any transference of incomc from a relatively rich 
man to a relati,'cly poor man of similar temperament, since it 
enables more intense wants to be satisfied at the expense of less 
intense wants, must increase the aggregate sum of satisfaction. 
The "old law of diminishing utility" thus leads securely la the 
proposition: Any cause which increases the absolute share of 
real income in the hands of the poor. provided that it does nOI 
lead to a contraction in the size of the national dividend from 
any point of view, will, in general. increase economic welfare.'n 

11 Eamomia 0/ Welfart, pp. 10, 11 & 23, 

n lbid" p. 31. 71 Ibid., p. 91. 
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Practically any change in welfare is the consequence of what 
Pigou called the 'marginal social net product', which is the 
marginal private net product of each member of society plus 
the negative and or positive effects accruing from it to society as 
a whole, which, unfortunately, is hardly measurable. 

J 0 H A N G U S T A F K. NUT W I C K 5 ELL (1 85 I - 1 926)" 

Wicksell studied mathematics and philosophy and was 
awarded his fil.-cand. (D.A.) by the University of Uppsala early 
in 1872. After this, it was thirteen years before he returned to 
the university for his fil.-lic. (M.A.) examination in mathem
atics, physics and mechanics. During this time he became 
involved in a number of political controversies, especially be
cause of his Neo-Malthusian \'iews, which led him to believe 
that it was necessary to ha\'e a good knowledge of economics if 
one was to take an active share in politics. For ten years he 
travelled in France, German)" Austria and England, studying 
political economy, until he returned home to Sweden to take 
his Ph.D. in economics in 1895. In 1900, after a considerable 
public scandal, and after having taken another exam in Law, 
he was grudgingly appointed Associate Professor of Political 
Economy at Lund. In 1904 he was finally promoted to the chair 
of Political Economy which he held until 1910. 'In comen-a
live circles in Sweden: writes Erik Lindahl in his introduction 
to the English edition of "'ickscll's Selected Papers," '\Vicksell 
was looked upon as an extremely dangerous person, who by all 
means should be kepl out from the uni\'ersities. He had made 
himself known as an ad\'Oca!c for Birth Comrol .. He also 
had expressed a defeatist opinion about Sweden's capacity of 
defending itself against Russia. Besidcs this he had deeply 
offended the religious feeling in [he cOllntry by his rather ruth· 
less agitation against the dogma~ of the Church. \Vicksell's actio 
\'ides in these respects were in gcneral deprecialed in liberal 
quaners also. Howc\'er, the action against his promotion was 
there regarded a ... :m :luack on rhe Freedom of Science. An im· 

14 Major books: Uber n· .. ,t, Kapital ulld R .. "t .. , 189J; Fjllall:til~ttistM 
UIIUTSU('hungfffl, 1896; G~lt1.i'lJ ulld Gut~rp, .. iJt, 1898: VorltslUlGm uhtr No/ion
oloko"o,"i~. 11)01 & 1906; L~ctura 011 Politi(al EcononlY. leans. E. Coen, 
19]4, Vo!. 1, 11. (Also in translation Select~d Pnp"'J 0" EtoTWmic Theory, 19S8). 

u Sel,d,J p(J~rJ on Erollomi, TillOry, p. 12.. 
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portant fraction of academic teachers as well as of students 
strongly emphasized that academic promotions should be 
settled on the basis of scientific merits only, and without con· 
sideration to whether the applicant was supposed to cherish 
ideas dangerous to Society or not.' Ob\'iously he had little in 
common with views like those of Pigou on the 'two races' in 
society. In his Leetlll'es heclaimed1' that 'there isone inequality 
from which we can never abstract, without making a serious 
mistake, namely social differenccs and the unequal distribution 
of property. If we assume that the rich man carries his consump· 
tion so far that the marginal utility, the utility of the last unit. is 
little or nothing to him, whilst ... the poor man must discon· 
tinue his consumption of practically all commodities at a point 
at which they possess for him a high marginal utility, then it i~ 
not difficult to imagine ... that an exchange between a rich man 
and a poor man may lead toa much greater total utility for both 
together - and therefore for society as a whole - if it is effected 
at a suitable price fixed by society, than if e\'erything is left to 
the haphazard working of free competition. And what is here 
true on a small scale is just as true on a large scale. Thus, for 
example, the fixing by society, or by union workers, of a mini· 
mum wage or a maximum working day would, within certain 
limits ... be of distinct ad\'antage to the workers and con· 
sequently to the most numcrous class of society.' As for the 
superiority of capitalism because of the 'frce choice of con
sumption goods', "'icksell simply pointed OUt that 'Actually 
the lower classes in prcsent day society do not in the least 
possess free choice of consumption; as far as means of subsist· 
ence proper are concerned. they arc alloued all the chcapcsl 
brands, and their remaining consumption is similarly organ· 
ized.'" And he concludes that 'A compulsory rationing of the 
most important commodities. as in wartime. would certainly 
give them greater freedom in their "choice of consumption 
goods".' 

In his first book \Vicksell developed an ouLline solution 10 

the pure theory of value and distribution. In his second hook 
he applied this solution to the problems of public finance and 
taXation. In the third book he made his major contribution by 

11 w'",el Oil PoliliaJi EtOllomy, p. 77. (Enll. Trans.l. 
17 Ibid., Vol. I, p. 227. 
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examining the relationship between the rate of interest. the 
general price level and the volume of business. His conclusions 
were that 'the accumulation of capital consists in the resolve of 
those who save to abstain from consumption of a pan of their 
income in the immediate future. Owing to their diminished 
demand. or cessation of demand. for consumption goods. the 
labour and land which would otherwise have been required in 
their production is set free (or the creation of fixed capital for 
future production and consumption and is employed by 
entrepreneurs for that purpose with the help of the money 
placed at their disposal by savings. Of course, this process pre· 
supposes an adaptability and degree of foresight in the re
organization of production which is far (rom existing in 
reality. though this is as a rate of secondary importance in com
parison with the main phenomenon. The rate of interest at 
which the demand for loan capital and the supply of savings 
exactly agree, and which more or less corresponds to the 
expected yield on the newly created capital, will then be the 
normal. or natural real rate. It is essentially variable. If the 
prospects of the employment of capital becomes more promis
ing, demand will increase and will at first exceed supply; 
interest rates will then rise and stimulate further saving at the 
same time as the demand from entrepreneurs contracts until a 
new equilibrium is reached at a slightly higher rale of illlercst. 
And at the same time equilibrium must il)SO facto obtain -
broadly speaking, and if it is not disturbed by other cau~t:s -
in the market for goods and services so that wages and prices 
will remain unchanged. The slim of money incomes will then 
usually exceed the mone), value of the consumption goods 
annually produced, but the excess of income - i.e. whal is 
annually savcd and ilwcs[cd in production - will not produce 
any demand for presclll goods but ollly for labour and land 
for future production. .n 

From all this it follows lhar, again in Wicksell's own words. 
'if rhe banks lend their money at m;Jtcrially lower rates lhan 
the normal. thcn ... s;)ving will he discouraged and 
for thar reason therc will be an increased demand for goods 
and services for present consumption. The profit opportuni
ties of entrcpreneurs will thus be increased and the demand for 

11 Ibid., Vol. 11, pp. 193-195. 



THEORIES OF ECONOMIC DEVELOPMENT AND GROWTH 

goods and services ... will evidently increase to the same 
extent as it had previously been held back by the higher rate of 
interest. Owing to the increased income thus accruing lO the 
workers, landowners. and lhe owners of raw materials etc. the 
prices of consumption goods will begin 10 rise. the more so as 
the factors of production previously available are now with
drawn for the purpose of future production. Equilibrium in 
the market for goods and services will therefore be disturbed,.n 
As a result of this there must be a rise in rents and wages which 
will again be followed by higher prices. As long as there arc 
still unemployed resources available. which is as long as pro· 
duction can be extended, this rise may not cause much concern. 
Eventually, however. when all labour is employed and com
petition between employers begins, higher wages will no 
longer be accompanied by greater production and [he price 
inflation will be on the way. 'How great this rise might be in a 
certain period, say, during the first year after the fall in rhe rale 
of interest: \Vicksell concluded, 'is difficult or even impossible 
to determine a priori'. But the principle is clear. Low interest 
rates will stimulate economic activity and at the same time 
subject the whole sysem to the dangers of inAation. 

THE NEOCLASSICAL METI-IODOI.OGY-

SUMMARY 

We have seen how neoclassicism developed from the stage 
where marginal utility was treated as a function of one good 
alone, .... to the stage where it was treated as a function of a 
number of goods and their quantities,· and thence to the stage 
where it was extricated from its dilemma of immeasurability 
by the introduction of the indifference cun'e analysis,ll From 
this point it was later developed by Hicks and by AlIen into 
the state in which it survived to our own days.-

Briefly the method can be illustratcd by the following 
example: a Let us assume that we have three variablcs, A, B, 

'" See Retian on Jevonl, Menger. M.nholl. 'Valn9 . 
.. See aection on Edgeworth, Wiclr.lteed, Wicbell. 
11 See KCtion on Fillher. Pareto . 
.. 'ThiI method, which owes something to J. n. CLuk and more recently 

to BJuteky, will be diKuacd in the neJ:t chapter. 
I'Tbia is I limpli6ed e:umpJe or that or John Buttrick, op. tit., p. 16.1:. 
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and C: each of these three variables is related to the remaining 
tWO in the way we have shown in our discussion of Walras. 
namely: 

A= f(B.C) (i.e. B 11: C arc independent and A i. their 
dependent variable.) 

B=g(A.C) 
C ~ h(A.B) (Where f;g;h; stands for the words - function 

of ... ) 

If then we reduce all additional quantities or units of the 
variables involved to infinitesimal si7.e we are able to carry out 
the following operations. which is here demonstrated on a scale 
very much magnified 

,:~ 
o dB B 

In this example we have looked upon C as if it were COllStanf. 

We gave an infinitesimal addition dB to B and got an in
finitesimal addition dA to A. (The d signifies the infinitesimal 

dA 
addition), The addition to A is thus denoted by dB =f~. 
This can be also stated as etA + ladB (dA is the addition caused 
by B when C is constant.) 
If we now take this new ~'tIlut of At hold B constant and give C 
an addition dC, and then repeat the operation we performed 

dA 
with A and B, we get another further addition to A: de = f~ 

i.e .• dA=f;,clC 

H;-,dA 

I,e 
, e 

• 
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I. Therefore the total addition 
to A will be: 
Similarly we can get 
and 

dA=f'. dB+f'c dC. 
dB=g'A dA+g'c dC, 
dC=h'A dA+h'. dB 

Hence, the relations under consideration appear in term!! 
of at least six parameters f'n; f'ci g'",; g'c; h'A; h'n; 

(f" f dA' th C d f' . dA . h B 0, 0 course, dB WI constant, an cOde wit 

. dB . ) B constant, and g'A IS dA WIth C constant, etc. 

11. Let us now look at what happens in observable pheno
mena to the ratios between the variables. i.e. let us 
examine what will happen to A if we give a small addition 
to B without keeping C constant. 

These ratios are: dA dA dB 
(jjj; de; de; 

Ill. By comparing I to Il. we get: 

dA f'c h'.+f'. f'. g'c+f'c dA/dC 
dB - 1 -f'c h'A = g'A f'c+g'c = dB/de 

(The fmt part of this equation was obtained by the 
division of the first and the third line of No. I and by 
substitution.) 

These equations include all the variables and all the para
meters which we have so far introduced. As in reality we 
can never hold one variable constant. if it is in fact related 
to the others, we cannot observe the parameters. What we 

dh ' .dAdAdB 
can 0, owever,lS to observe the raUos dB dc de 

If, now, we know from the observation of our reality 
dA dA 

that, for example, dB <0 and that de <0 (i.e. that both 

.. dB 
are decreasing funcuons) we can conclude that de >0 
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(i.e., is an increasing function), because to satisfy our equa· 
.dB ... dAdA 

Uons dCmust be opposue 10 sIgn (+1-) to de and dB' 

If, for the moment, we ignore all that we may know from 
the observation of reality, the parameters fnj fei gA gci 
hA; ha; can be limited by any of the following relationships: 

>0; <0; =0; ~O; .:0;;;0; 0 (No limitation). 

The number of possible combinations between the para
meters is therefore enormous. But if we restrict the 
possibilities to 

f'Ch'D+f'n _ ~'e+f'c <0 
1 -f'ch'A - g'Af'c+g'c 

we reduce the number of possible combinations con
siderably. Yet the number still remains too large to be 
really useful. However, wc may accept that some 
assumptions about at least onc of th(" parameters arc 
obvious enough to be taken for granted - for example, 
that f'B must be smaller than 0 (f' 0 <0). (i.e., that for any 
value of C, if held constant, A decreases when B increases, 
as in the case of diminishing returns.) 

Havingaddedsuchan assumption, wemay then construct 
all the possible combinations which will satisfy the relation
ships exposed by the equations (Ill) on the previous page 

dA 
(144) and which will hold good when dB has the negative 

sign we have either observed or assumed. These are: 

(I) f'n<O f'c<O h'n>-O h',\?oO g'c'>-O g'A~O 
(2) f'n<O f'c>O h',,~O h',,::';;'O g'c<O S\<O 
(3) ['0<0 r'c=O (No restrictions on the others ) 

Brit if we rc-write set (I). (p. Q4), and divide the first 
equation by dB and the second and third equations by dA, 
we get the following new set of equations: 

(-)(-) (+) 
dA • • de 
dB ~f .+f C dB 
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H (-) 
dB , ,dC 

.CiA=g,+gcdA 

(-) H 
dC , ,dB 
CiA =hA+h ndA 

The signs given in brackets above the symbols are those 
we have already agreed upon. 
If we now re-examine the equations we discover that. 
(I) f'c<O'U) (i.e. is negative). This already restricts 

our choice of possibilities by eliminating 
combination No. 2 (above), which 
stated that £'c>O. 

Further, we can now say that: 
(2) l£g'c>O then g'A~O 

Ifg'c=O then g'A <0 
(3) Ifh'n>O then h',,.O 

Ifh'D=O then h'A<O 
Hence only the combination h13>O and h,,=O is 
consistent with (I). Consequently the result of all these 
operations is to show the restriction of the parameters to 
f'o<O f'c~O g'c>O g'A:(O h'13>O h\=O 

To sum up: the hypothesis £t D <0 and the observations 
dA dA 
dB <0 and de <0 produce the following conclusions: 

HyDOlhf,&i5 

A~ l~ "L~l~ l~ cc= 
f~cOB '~EOC rk"oC Q~"OA ";':OOOB h~_OA 

U Thie i. of COUBe only if we do not intcnd to acccpt a limitation of thc aort: 

If'::c I> If" I 
i.e., tbat .... ·c accept limitationa on thc parameters only with rCKard to sign and 
not with regard to size. The SDme i, allo true ror all other paramctcrs. 

146 



THE NEOCLASSICAL ECONOMISTS 

From these relationships we can derive economic conclusions 
to answer questions of the type: 'What will happen if we 
change A?' In our example we could then answer from No. 6 
that C will remain constant, and from No. 4 that B will either 
remain constant or decrease. 

What then are the difficulties which the neoclassical method 
cannot overcome? In the first place there is no way 10 deal WiIh 
exogenous factors. Secondly, as soon as magnitudes are added 
to the signs the number of possible combinations becomes so 
large that they get completely OUt of hand.Q And finally, the A, 
Band C of any system may not really be observable. As for 
'Growth', it is obvious that it could only be brought imo the 
equilibrium-seeking method of the neoclassicist in the form 
of a disequilibrating faclor. Growth is in fact relegated to the 
technicians, sociologists and psychologists, and then treated as 
a result of exogenous forces; these had an effect on but were 
not a result of, the economic system. From the economist's 
point of view growth was therefore unpredictable. The equili
brium itself, too, was based on a number of unrealisticsllpposi
tions, like the perfect mobility of factors of production and lhe 
full flexibility of demand towards the various maximizatiollS. 
Monopolistic influences were ignored, and the operation of the 
price-mechanism grossly exaggerated. Utility was related to 
each commodity itself, and made a function of income. The 
shape of the curve of its function was arbitrarily decided to be 
negative, Finally the method justified the exclusion of all f:tc· 
tors labelled 'exogenous', by tacitly a.mlming that it was dealing 
with short-term development while at the same lime it de
pended on the equilibrium o[ rhe price mechanism, and this 
of course is a manifest long-term process. The exclusion, as 
'exogenous', of factors like technical innovations, population 
growth, and changing tastes, by the words 'all things being 
equal', made mathematical prediction in economics much 
easier, but also almost entirely useless. Recognizing this, the 
neoclassical economist would try to include in a different way 
the so·called exogenous factors. A new invention, for example, 
was assumed to give a temporary monopoly, (surplus profit) to 

.. See uample footnote 8-4 on page '-46. 
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the inventor, but the 'monopolistic' profits would soon by way 
of the price mechanism, auract competitors and equilibrium 
would once more be restored. The changes thus caused 
by exogenous factors could therefore be ignored in a 
long.run analysis.- ]n sUlllmary. they treated gTowth as an 
exogenous factor, arising from independent sources like tech
nical progress. which could be incorporated into the system via 
the operation of the price mechanism. The agent of progress 
thus was competition. 

This treatmem of the indigenous factors as self-adjusting 
elemems. had, however. the advamage that the)' could be all 
lumped together into one fictitious variable such as 'real 
national income per head' or capital labour ratio', and then 
made pan of a formula for predicting the effect of the growth
producing variable on the 'fictilious variable' represellting the 
equilibrating economy'" This method, auracti\,e as it may 
appear, had however the shortcoming that it did not permit 
the economist to trace the path through which the new opti. 
mum equilibrium position would e,'elllually be achie\'ed. In 
effect it turned the whole method into the study of long-term 
results alone. Even here, howe\'er, the method could only hold 
good. if the world were moving towards the assumed 'free com
petition' equilibrium, and if it were true that the so-called 
'exogenous' factors were really independent \'ariables. Unfor
tunately it is likely that both these assumptions may not be 
justified. ]n fact the whole substitution of raionalizcd mathem
atical [unctions for the human relations of real life seems 
highly doubtful. Only with rcgard to government operations 
like taxation did the neoclassical approach find a number of 
independent variables, more easily introducible but here lOO, 

one was faced with different welfare crileria of an ethical and 
political, rather than purely economic, nalure. In summary. as 

.. The ume would be Ihe eQlle wilh Iabou{ o{ Cllpita! which would 11110 
move in reaporue 10 changes in ta,le" (or inslance, to new equilibrium posi
tions, provided o( course that we lived in a world or perfect mobility. Morc 
Icnenlly then, 'muimisation.!l' were IUPP08cd to regulllte demand and re
lources 10 suit MU; MU(n) This ideo WI\S only IIbandoned with the rile 

~ = --ji(i;f of the grClll monopolies IInd truM! and Inhour 
unions in the 20'S and 30'1. 

n Thil procedure w .. later adopted by economisu like M. Solow and 1'. A. 
Samuebon. (See neJ:t chapler). 
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John Buttrick wrote,- 'The neoclassical welfare theorems 
purposely did nOt refer directly to observable indicators. 
Instead. they were purely systemic deductions which for 
"proo[" depended on (a) assumptions which in principle could 
not be checked directly, and (b) theorems of the "middle level" 
which did refer to observable variables. The assumptions were 
consistent with these middle·level theorems, and were also 
consistent with weHare theorems.' \Velfare was made a political 
rather than economic factor. For growth, however. the only 
valuable factors which remained were the 'maximization 
rules', 
.. T/.tori" ()J E(tmollli( Grolvtll. J). IQI. 



CHAPTER V 

The Theories of the Stages of Economic 
Growth 

The object of a growth theory is [0 explain how factors like 
population. natural resources, organization of labour and 
technological know-how combine to produce economic pro
gress. The relevance of such a theory will lie in its ability to 
show which combination of factors produces growth and which 
does not. On one occasion onc factor may serve as the crucial 
agent of development; at another time growth may be caused 
by a different factor, and the first one may remain almost 
entirely in the background: the theory must account for such 
differences. 

One way of producing such a theory is to trace the hislOfY 
of the progress of economic growth in the more ad\'anced 
countries of the world and to draw theoretical conclusions from 
the observations. This method was for obvious reasons particu. 
larly attractive to the members of the German Historical 
School,l though their conclusions about the laws of develop. 
ment' which they sought varied" One of these is the subject of 
this chapter, the Hildebrand or List approach' of the ascending 
stages of economic progress. 

List's point of departure was the search for a theor), upon 
which he could base practical national policies to promote in
dustrialization. This explains his consistent opposition to pro
tection of agriculture; it explains too his fundamental idea that 

1 Friedrich Lilt; Bruno Hildebrand: Karl Buc:her; Gustav Sc:hmoller nnd 
We:rner Sombart. 

• For e:umple, the 'organic life' approach or Grtlwth, Maturity, and Dec:ny 
of Wilhelm Roac:her, or the 'General culrure prtlJll!SI of mankind' approac:h 
of Katl Knie. 

I Bruno Hildebrand (1812-1878): Friedrich List (1789 .• 846). Lilt i, 
quoted here rrom the American tnlllllation of Dru n,atirm4J. Sylt4m dv Poliru· 
elwrr o.JcorromU. 1841. 
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progress is a function of the Slate of human association,' i.e. of 
national entities and that a competitive free enterprise society, 
with a maximum of freedom for each individual, can best 
allocate resources in an optimal growth-producing manner_ 
Ever present behind all this lay the general philosophy of the 
historical school, which perceived society as an integrated 
whole in which cultural, i.e. social, political, economic, tech
nological and educational factors interact inseparably.' Of 
necessity this inductive method was less precise than the deduc
tive approach of the classical school, but at the same time jt 
brought the study of economics into a badly needed closer rela
tion to reality_ List, assuming that history develops in thc form 
of a cultural staircase, looked upon economic progress as a suc
cession of stages, beginning at the bottom with an individual, 
savage, nomadic state of society. stage, which man lived on the 
fruits of the virgin earth rising to the pre-tribal pastoral stage, 
and climbing to the socially-organizcd agricultural stage in 
which people take an active part in economic production by 
tilling the soil and sowing crops. These stages wefe then fol
lowed in the developed countries by the agricultural and 
manufacturing stages. and later by the agricuhural-manu
facturing-commercial stage, by which List meant the stage 
in which the people associate ill a national state and pro
duce, in addition to their agricultllral and industrial goods, a 
variety of services. In other words rhe stages as List classified 
them, and with which we are concerned herc, were those of 
primary (agricultural), secondary (manufacturing) and terlial,)' 
(agricultural, manufacturing and commercial) production. 
where commerce stands for all services like transport, banking. 
and insurance. A shift from onc of these stages to the next is of 
course the subject matter of any study of economic growth. By 
applying the classiClC3tion to the study of the conditions of 
different societies, LiS[ induced what he believed to bc the 
'laws' of progress, i.e. the necessary requiremems and condi· 
tions for economic change. Starring from the premiss that 

... Human progrna wae IUppo.sed to begin with individunls living by them
aelvtl, continuing through the atDle of nationhood, to the final amge of o~e 
world human race. AA long IS aociety ia in the Imte of nationhood. economic. 
mwt be concerned with development on a national buil. 

I A view which iI not veT}' different from dUll of J. S. Mill on Ihe u.me 
luhjcct. 
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only countries in temperate climates were suited for the de· 
velopmentof manufacture. it premiss most certainly influenced 
by the observation of reality in his time, he decided that all 
other countries were more suited for the production of agri. 
cultural products and raw materials. He conduded therefore 
that the latter would best profit by trading with the developed 
countries, exchanging their surplus agra-products and natural 
resources for the manufactures they required. Their mode of 
government, List suggested, as indeed for all nations in an 
agricultural stage. would be despotism.! When a country 
reached a point of saturation in agricultural production and in 
population and it had some natural resources it would turn to 
manufacture. The latter would then be stimulated by trade. 
which should be free from restrictions if the country were 
trading with a more or less equal business partner, but pro· 
tected if it were trading with an unequal one.' Eventually. 
however, when manuracture has become well established, pro· 
tection would no longer be necessary. Yet agriculture should 
never be protected under any circumstances. This is because 
the exchange between the agricultural and the industrial 
seCtors is by itself the best stimulant for, and regulator of. its 
production. Finally. agriculture will benefit from industrial 
progress through the adoption of industrial production tech· 
niques.1 During these last three stages of progress which cui· 
minate in the national agriculture.manuFacture·trade society. 
List envisaged first a direction of manufacture towards tht' 
supply of the home-market at the time when the former was 
also progressively transforming agricultural methods. followed 
by a second phase during which manufacture turns to the 
foreign markets, specializing in the goods in which the country 
has a relative superiority (from abundant raw materials), 
while agriculture is being developed by the import and expon 
trade of raw materials and foreign manufactures. Finally. in 
the third stage, manuractures and agriculture reach an 
equilibrium. and trade turns towards the purely agricultural 
countries! Thus manufacture emerges as the agent of progress. 
affecting agriculture and eventually subjecring it to a manu· 

• Lilt. Nalwna/ Sy.,ef1U. pp. 15, 166 . 
.. /In·d .• pp. 71-73. I Ibid., p. 186 . 
• F. Lilt, &hrift#l. [udrn, Brie/r. lV. pp. ]26-]28. 
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facture-lilc.e technological re-organization.I ' 

However, as List saw it the influence of the progress of manu
facture on agriculture was more far-reaching than the techno· 
logical change suggested. Its prime importance lay in its 
cultural by-product. Agricultural society in his scheme was by 
its vf!C"{ nature traditional and limited in initiative-producing 
stimuli; it was politically suited for despotic government. A 
manufacturing society was of an entirely different social order. 
It provided the stimulus and the necessary menral attillldco; 
which were conducive to progress, and it was therefore polili. 
cally best-suited for a syslem of maximum personal liberty. 
List concluded from all this that the superiority of industrial 
society lies in its social and cultural features, which are the 
source as much as the consequence of its higher productivity. 

This idea. as well as the whole Iheory o[ the 'stages' of 
economic growth, Ihough in a somewhat more developed form. 
was carried further by A. G. B. Fisher in his book The Cfa.sh 0/ 
Progress and Sultrily published in 1935,11 and by Colin Clark 
in his The Conditions of Economic Prngre.n, which was puh. 
lished in 1951,12 and by othero;. In A. G. n. Fisher's c1assifica 
tionl3 the first stage is Ihe onc in which the 'effoT! is 
concenlraled mainly on Ihe primary prnciuclioll, on agrirlll 
lural and pasloral and similar occupaliom'.ln the ~econcl sla~(' 
Ihe '~econdary or manufacturing production and the acti\'ilie~ 
associated therewith began to predominate'. In Ihe third stage 
increasing resources are used (or tramport, enterlainment. 
services, flowers, music, art, and so on." In this, the change. 
producing agent which brings about the transformal ion from 
one stage of SOciCI~' to the next i~ a comhination of c(\ucuioll. 
science and technology.11 

In Colin Clark's di\·i.~ion ~tages of growth arc rc('knn('c1 in 

10 Liet, Natirmal Spfnpu. p. ::1:86. 
11 A. G. B. Fisher, Tilf Clmh 0/ PmgrOj and SUI/rit,·. flp· 25-H· 
11 Colin Clark. Tilf Cm,d.-firms "/I:'((lpwmir f''''l!rru (1940 ~nd rewritten In 

195'1), (:znd Rd.), p. JQ5 & p. 420. ff. 
11 Sce article 'CllpilOI and the Grm\lh of KnowleJ~l': hy A. G. B. Fid'\(~r, 

in the E((If1omir Journal. Vol. XL'". IQ)). pp. )79-)119. 
If, A. G. B. FiBher, op. rif., pp. 379-)80. 
11 In renlity there is in facl no c1enr-l'ul hi~lorical rnrnllcl pro~re~~ in know

ledp and economic utilisation of ,cience, nor ia there in fllct nny nec,essity 
for Liat'a political libernli.m 10 be the only aort of government conducl\'e to 
economic IJrowth - tee the U.S.S.R. today. 
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terms of 'average real income', and therefore the whole proces.~ 
is perceived in the following way. First comes a rise in real 
incomes, then an increase in the proportion of people engaged 
in secondary production, i.e. in manufacture and mining; later 
comes a rise in the importance of tertiary production, i.e. in 
services and industry. 

Hildebrand's criticism of List's theoryl' was basically a rejec· 
tion of the latter's 'law' of development, which in his view 
over.emphasized the role of agriculture and underrated the 
influence of manufacture and commerce. In Hildebrand's 
view the whole method of starting from the 'saturation' of 
agricultural production, and continuing via the manufactur
ing stage towards the tr.tde-manufacture-agriculture stage, was 
standing on its head, as each mode of production was the pro
duct rather than the cause of a society's cultural position. In 
other words, he believed that it is the social·economic state of 
a people which impresses itself upon the method of economic 
production. By way of example he compares ancient Greece to 
medieval Europe, showing how the political and geographical 
division of the former forced upon Greek society the pre
dominance of trade and navigation, whereas medieval Euro
pean society, which was almost self-sufficient, had the greater 
emphasis on agricuhural employment. His conclusion was 
therefore that it is the cultural and political environment 
which produces economic diversification of structures and 
stages and not, as List thought, the 'law of nature'. IT 

P. T. Bauer and B. S. Yamey take a not dissimilar line in 
attacking Fisher's and Clark's 'stages of economic growth'. By 
implication they reject the assumption made by the latter, that 
trade and services, Le. secondary production, is a function of a 
relatively higher standard of living than mere primary pro· 
duction. 'What they disagree with in the Clark·Fisher theory 
is the idea that secondary production cannot lake place until 
agricultural society has reached a degree of affluence which 
permits it to divert resources to manufacture and trade. Their 
method of destroying this view is to point OUt that, for example, 
in West Africa much petty trade and many service occupations 

11 Druno Hildebrand, Dit Natj()nalotkOflomi~ dtr Gtgtrfward und ZlIkunjt, 
1848. p. 7J. 

11 Ibid., pp. 59--61; Jz6-JZ7. 
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are in evidence. but in their opinion agriculture does not pro· 
duce the surplus necessary by the List·Fisher-Clark theories to 
justify it. Another example cited against the early 'stages' 
theory was that of the Low Countries: in their great trading 
century manufacture and agricultural progress arose only in 
the wake of trade when it declined. 1I 

Hildebrand. after criticizing List. substituted his own 
'stages' of growth for the former's. He distinguished stages of 
distribution rather than of production. and classified human 
progress as a consequence of social and cultural development 
which finds an expression in the medium of economic ex· 
change this scheme is (I) lhe barter economy. (2) lhe money 
economy and (3) lhe credit econom}"lt The gradation implied 
in lhis classification is one of decreasing business rigidity. Each 
of the stages produces its own social organization and instilU· 
Lional framework. There is no place for high specialization in a 
barter economy. as there is no place for real economies of :oicale. 
Le. large scale production in a pure money economy without 
credit facilities. joint stock legislation and so forth. Unfortun· 
ately. however, Hildebrand never explained the mechanism 
by which one stage is transformed illlo the neXl; in addition 10 

which his theory of necessity lacks a dear-cut distinction 
between the various smges. 

In the early part of our celllury the most popular IheoTY of 
stages was that of Karlllucher. Blicher classified economic de· 
velopment into three stages: domestic, urban and national!" 
In the domestic stage society lacked an institutionally organ· 
ized mode of exchange.t1 The characteristic features of lhis 
stage were the inadequacy of weights and measures and the 
poor transport and communication facilities, ;md whal Blichcl 
called 'the direct connection of each single scnice with its 
reciprocal service. and the freedom of action on the pan of lhe 

le P. T. Dllucr & u. S, "'-'II11e}', 'Progress of Occupational Uistribution.' 
litofI(Jm;{ JOll17lO/ LXI. '<)5', pp. 7· .. ·;55· 

18 B. Hilclehrnnd, op . .-;1. [l. J19. 
10 Kar! Uucher, D;~ J::,,(suJlIlng J~r j'olkr;(';rf$(J",jl, .8')3. English tran~I'lIi"n 

Int/ultria/ E110irdioll, p. 98. 
11 Thi, dellnition had the Rdvllllt"lI:e that it did not eltclude the "lti~tencc 

or a certain omOUfl[ of Illanufacture and t!":ldc which musl ho. ... e mken placC' 
in Europe even in Ihe ... cry C'o.rly middle ag". for example barrel-milking nnd 
theult tl'll.de. 
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individual units carrying on trade with one another.'A After
wards the manorial organization disintegrated and a new 
system of distribution emerged. First it merely took the form 
which was best suited to the poor transport conditions. that is, 
trade in expensive but easily transportable goods like: 
diamonds, spices and fine clothes. As this trade spread more 
and more people became engaged in producing the objects of 
exchange, in occupations which were often highly skilled. 
Eventually a re-organization of trade and labour along new 
lines took shape. For a time the process of exchange still 
remained complicated and specialization scarce. Then, after a 
long interval which BUcher thought necessary for the 
medie\'al towns to ripen and organize their defences against 
armed invasion, the new system took shape. The town people, 
by now accustomed to co-operation for defence, spread co
operation into other spheres of their lives and new institutions 
developed which reHected their new mode of social organiza
tion. The uTban stage of economic development has arrived. 
Yet production in this stage remained restricted to con
sumers' goods. The following stage is the one of the impersonal 
market, of the nalional economy. Production becomes large. 
scale and producers have no more direct connections with 
consumers. But again, BUcher belic"'ed that the transition 
takes place as a consequence of political changes. A new 
political structure, the national state, subjects individual 
interests to national (rends and thus transforms the economy.SI 

In BUcher's theory, then, both transitions, first from the 
manorial-agricultural. or domestic. stage to the trade·manu
facturing, or urban. stage. and then from the urban to the 
impcrsonal-large.scalc-markct. or national, stage, are brought 
about by exogenous political factors. His thesis is therefore of 
little use to the student of economic growth. At best the theory 
can be taken as a good descriptive history of European 
econom ic development. The puzzle is how the theory ever 
gained the popularity it enjoyed among (he economists of the 
first quarter of the century. 

Not dissimilar in appearance. though very much so in 

11 Karl BQcher, tip. rit •• pp. loiH0'7 • 
.. Ibid., p. 1]4. 



THE THEORIES OF THE STAGES OF ECONOMIC GROWTH 

approach, was Schmoller's theory,- He classified economic pro· 
gress by the structure of the prevailing institutions, Howcvcr, 
his classification is hi5torical rather than analytical. A5 B. F. 
Hoselitz- pointed out, the contrast between BUcher's and 
Schmoller's interpretation of the validity of economic stage.~ 
'consists less in the particular structure of the classification 
itself, but rather in the use to which economic stages are to be 
put .. , For Schmoller, the description of a historical develop. 
ment stood in the foreground; for BUcher, the compari~on of 
economic relations on different levels of the developmental 
scale was of primary imparlance'. Obviously Bucher's method 
was the more interesting for the economic theorist. 

A more sophisticated method of classification was that of 
Sombart, who also divided development into three stages, 
treating them however as mere systemic models. By thio; he 
not only escaped the endless controversies of List's and 
Schmollcr's historicism, but also presented more clearly. 
defined stages which could be methodically analysed and 
against which different societies could be measured and 
examined. The construction of these stages took place on 
three le\'els of definitions, each of which supplememed tlae 
others and restricted them (0 a higher degree of precision. The 
first of these levels was the classification according to forms of 
social organiUltion (Vergcscl~chaftung), the second by the 
naturr of tile economic system. and the third by the ilHcnt or 
object of the economic activity. From the combination of all 
three levels of classification he then dcri\"('d his three stages of 
economic growth, namcly, the ;'1l1it1idllal, the lransifiorlal. and 
the Jocial. The individual stage embraces a variety of pattern~ 
of social organization like tribal groups, manorial societies and 
homesteader settlemenfs. The transitional stage includes a 
\'ariety of structures like the \'illagc economy, the African 
township, and the late medieval Europcan town. The social 
stage contains the classical slave economy, the colonial 
economy, and the capitalist and thc ~ocialist economies. AI 
Sombart's thint le\'el of classification, the town of the second 

u Grundriu d~, (Jllgem~jn~" Volknl;rtlChaf'/~h,t, 190-4. See pllrticuluty 
divi.ion into five Ilagel (I) Villlll/:e economy. (l) Town economy. (3) R('gional 
economy. C.) Nltiomlt economy nnd (5) World economy, in Vol. 11. pp. lilt,· 
1131. 

U Sea ThHJMu of Ecomonic Grcndh, p. U3· 
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representing 'the manifold phenomena of economic life',D 
Franz Oppenheimcr tried to comhine the theoretical 

methodology with the historical approach in his book System 
tier Soziology,Sl Adding the degree of the division of labour 
current in a given society to the list of symptoms which 
~eparated onc stage fTom another, he modernized the method 
of 'stage analysis' by isolating economic growth factors from 
exogenous influences such as political disturbances, In this 
_~ense he may well have been a pioneer in bringing into closer 
mntact the nco-classical mathematical with the German his
torical sociological method of economic growth analysis, 

In summary, then, the theories of stages of economic growth 
laken LOgether all promoted the development of a necessary 
link hetween the classical approach 10 economic progress, and 
I he inductive approach which is obsenrational and historical, 
However they could not overcome the one difficulty most 
relevant to the study of growth, namely the basically static 
nature of the method, For the vcry essence of growth must be 
dynamic, each successive stage merely representing the culmin
ation of processes which had grown OUt of the preceding stage, 
Hence, growth analysis by stages became increasingly con
cCrIled with processes which take place within each major srage 
of dc\-clopmcnt, difficult though it may be to define the latter. 
I1 lurned in fact to the study of Ihe details of growth within the 
major stages, sub-dividing them into sub-stages of gro\\"th, and 
confining the study to the process of industrial progress, The 
work done by \Valter HoCfmann and Colin Cl ark may serve as 
good examples,lL Their theories though of great interest in 
many respects, do not answer the onc question which is upper· 
most on the minds of African and SOllth American students of 
economic development, namely, how does society change frol11 
onc stage to the next?tI ArLhur Spiethoff, distinct from Holf
mann, continued in the German nineteenth century historical 
tradiliol1,a Studying progress from both the historical. or [act, 
lit Sce Spsngenberd's quoLlltion in B, F. Haaclitz, ThtoritS of Ew". Grorvtlr, 

p, ZJJ. 
30 W, Hoffmonn, SlrIdj~" U"J Ty~n dtr brdusttiaJin'n'UI'III, 19JI, Colin Clart, 

op. dt, 
11 F, Oppcnheimer. Systel'll dw So .. 'ology, 19Z3, 
.. In this relpect onc finds W. W, RDlI0w's1heory (ar morc attn.cti.ve, See p 

16S, 
.. Oit allg.",ei"e VolJtn';'tlthtJftlklr,~ ob ItJrlrirhtbtk Tfltork. 
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stage of development is separated from the same town in the 
third stage. This is because the intent or object of economic 
acti"ity in the second transitional stage may still have been the 
satisfaction of some direct needs, whereas in the third social 
stage it has become the accumulation of wealth. This too is the 
reason why Somban's third stage of development includes the 
ancient world'ssla\'c econOlny together Wilh modern capitalism 
and perhaps, wilh less certainty, socialism. 

Studying the method onc cannot help fecling that whatSom
hart was really trying to do was to bring about a synthesis of 
Marx's and Engcls' development theory with the German neo
classical historical method of looking upon the stages of growth 
from the distribution side. The outcome was, of course, a far 
more complex theory of growth in which social, economic, 
psychological, and productive factors are all taken into account. 
Sombart discussed the transition from one stage to another 
anI), with regard to the rise of capitalism. Here the agent of 
change is a kind of capitalist viruS" attacking society in the 
state of subsistence production and transforming it into one 
motivated by the accumulation of wealth. Marx's dialectics is 
stood on its head and progress attributed to spiritual rather 
than material change. How and where this viru.f was bred Som
han discussed in his famous. though nOl univcrsally accepted, 
book Der BOllrgeois.t'f 

Sombart's methodology was curied a step further by Max 
Weber, who introduced the concept and idea of the 'Ideal· 
typuS'.D He finally divorced the economic analytical stages 
from their historical content. The stages became mcre theoreti
cal edifices, 'ideal stages' constructcd for purely analytical 
purposes designed to allow the examination of historical reality 
for the purpose of showing how far a given society deviated 
from, or corresponded lO, the ideal prototype. On the one hand 
this method was advantageous to the analytical economist, pro· 
viding him with a theoretical tool for the examination of his
torical economic situations, on the other, the economic 
historian received a methodological tool for measuring and 

le W. 50mbart, /Rr .'l10lkrm KQpj,Qwmw. 1899, Vo!. J, pp. 32:7-32:8, 3Z9. 
I? W. Sombart. The book wal puhlilhed in 1913 and translated into Engliah 

under the name The Oui"t~JeJl£t oJ Capj'Q[um in 1917. 
It Mu: Weber, TM ProWttlllt Ethie _d tM Spirit qJ Capitalism, 190 •. 
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economic performance in comparison with other countries; the 
failure lO provide a reasonable standard of living for a large 
proportion of the country's population, The symptom of 
development, on the other hand, is a high per capita income.-

Having thus defined development and underdevelopment 
in terms of per capita income Kuznets asks whether conditions 
before development began in the countries which are today 
developed can be compared with those in present day under
developed countries. His answer is divided into two parts. 
Firstly, he compares the underdeveloped countries of our time 
with what he calls the 'pioneering countries'. Secondly, he 
compares them with the old developed countries. As for the 
pioneering countries, i.e. the 'relatively "empty" countries 
peopled by 'Western Europeans and their descendanrs' (U.S., 
Canada, Australia) the answer is that none of them ever lagged 
~o far behind the developed counrries of their time as do the 
underdeveloped countries today. There were some pioneering 
difficulties, Kuznets agrees, but these were the 'penalty of 
pioneering'. There was neither a problem of underdevelop
IIlCTH in the social structural sense," nor any considerable 
difference in the per ca/Jita income. As Cor the old developed 
countries. however, Kuznets wrote.'l ' ... it would take us far 
afield, hoth in scope and in time, lO look back to lhe period 
when fhe presenlly developed countries among the older units 
in Europe were so backward (measured, say by income per 
capita) in comparison with others as 10 be at all comparnble 
with underdeveloped countries o[ today'. "Vc would have to 
step hack at least three centuries,' he continued, 'and possibly 
cvcn hmher back, in some cases (like France) perhaps to the 
carly Middle Ages: Howe\'er, in making such a comparison 
one would nOI only be faced with insufficient [acw:!} informa
tion but also with such a very different cultural structure that 

It Sce Colin Chuk, COllditioru of Eronomit Progren, 1951, & V.N. Statistical 
pllpen series E. No, 1 Oct. 1950, For countries with high or low pw t4p;1a 
income . 

• 0 In ,8-10 per CQpitQ income in the V.K. was only 25% higbC'r than in the 
U.S. Pw wpitQ income in tbe U.S_ wp, then twice thlit of Italy pnd OWl" three 
limes tbat of Ruuia. (Data from G. Mulhall, J"JIIJtriu and Wtmlh of NIJIMms. 
(1896) quoted here from Simon Kuwetll' article 'Underdeveloped Countries md 
the Pre-Induatfiol PhlLlle in Advanced Countriet.' Prwetdi"lll of World Popula
lioll Conf,rnl", 1954, Papen: Vol. V. 
u ProtNdilllJ" op. rit 195-1. 
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fmding. alld Ihe analytical, or imlillllional, point of view. 
Wading through a great mass of infonnalion of historical 
interest, which he organized into socia-economic moulds called 
"GeslaUeu", Spiethoff presemed ecollomic theory 3S a complex 
of illlerdrpendent "ariables, and Dowman and Andcrson," 
following a similar method, formed socio--cconomic stages from 
which they extracted lhe variables which were indicative of 
change and progress. This Illethod, fashionable in Stage 
theories, has the merit of gi' ing the economic theorist a greater 
degree of freedom of anion. As N. S. B. GrasJS pointed out, the 
crollomist can lhus construct his 'Sombanian moulds' in such 
a way (hat they will stress (he relationships be.tween institu
tional nriables which he wants to examine. In fact he will be 
;lble 10 study the effect of a change in anyone or more of the 
separate \ ariables on the economic s),stem as a whole. In this 
way (he division into stages ma)' become a ,'alliable analytical 
1001. though its rcle\':mce for the cronomic historian is far from 
dear. 

From lhe poilll of view of the Afric.1.1l studcnt, who is par· 
licularly concerned with [he transition from 'backwardness' to 
'progres~', two modern historical or stage theories arc of special 
ill1ere~1. They are Simon Kuznets' and W. \V. Rostow's. 

SIMON KUZN.:TS" 

KUlIle(!>' study is an "ltempt to compare 'the presem situation 
in underdeveloped countries with the earlier situation of the 
more developed countries, with special reference [0 the factors 
that seem. to be critical in respect of potentialities of 
development'.~ 

The symptoms of underdevelopmcnt in Kuznets' definition 
are the failure to utilize the existing porentials of an economy 
within gi,'cn technical possibilities because of social institu· 
tional obstacles;a8 backwardness of the le,'el and character of 

3~ Mar)' Jean Bo .... man & c. Amold Autlcrson, 'Winachllfrstypen), S,hrnall,,,' 
JahrbutlJ, 1955. 

35 Jtmrrwl af &onomu and Duti'ltllllisory, 11, 1930, pp . .395-418. 
3ft Sre in this context particularly Six Lnturn on Kronomtr GrOf,/h, 1959. 
37 Prouttiilll' of ,Ilt Wo,ld PoplI/alirm Catr/rrnu 1954, Vol. V. 

flI:: I!:li~nror°b:;hf~d·:h:t,':~d!:~et:~io~::'~th:mu.s~ 1~~ ~!~~:~ countriet 
.60 
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finding, and the analytical, or institutional. point of view. 
Wading through a great mass of information of historical 
interest, which he organized into socio-economic moulds called 
"Gestalleu", Spiethoff prcsented economic theory as a complex 
of interdependcnt \'ariables, and Bowman and Anderson,a& 
following a similar method, formed socia-economic stages from 
which they extractcd the variables which werc indicative of 
change and progress. This method, fashionable in Stage 
theories, has the merit of giving the economic theorist a greater 
degree of freedom of action. As N. S. B. Gras" pointed out, the 
economist can thus construct his 'Sombartian moulds' in such 
a way that they will stress the relationships beLween instilU· 
tional variables which he wants to examine. In fact he will be 
able to study the effect of a change in anyone or more of the 
separate variables on the economic system as a Whole. In this 
way the division iuto stages may become a "aluable analytical 
(001, Ihough its relevance for the economic historian is far from 
clear. 

From the point of view of the African studcllI, who is par
ticularly concerned with the transition from 'backwardness' to 
'progress', two modern historical or stage theorics are of special 
interest. They areSimou Kumets' and W. W. Rostow·s. 

SIMON KUZNETS· 

Kuznets' study is an attempt to compare 'the present situation 
in underdeveloped countries with the earlier situation of the 
more developed countries, with special reference to the factors 
that seem ... to bc critical in respect of pOlelllialilies of 
development' ." 

The symptoms of underdevelopment in KU7.Ilets' definition 
are the failure to utilize the existing pOlcntials of an economy 
within given technical possibilities because of social institu. 
lional obstacles;· backwardness of the level and chanlCtcl' 01 
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economic performance in comparison with other countries; the 
failure to provide a reasonahle standard of living for a large 
proportion of the country's population. The symptom of 
development, on the other hand, is a high per capita income.-

Having thus defined development and underdevelopment 
in terms of per capita income Kuznets asks whether conditions 
before development began in the countries which are today 
developed can be compared with those in present day under
developed countries. His answer is divided into two pans. 
Firstly, he compares the underde,'e1oped countries of our time 
with what he calls the 'pioneering countries'. Secondly. he 
compares them with the old developed coumries. As for the 
pioneering countries, i.e. the 'relatively "empty" countries 
peopled by \Vestern Europeans and their descendants' (U.S., 
Canada, Australia) rhe answer is that none of them ever lagged 
so far behind the dcnloped countries of their time as do the 
underdeveloped cOllntries today. There were somc pioneering 
difficulties, Kumets agrees, but these were the 'penalty of 
pioneering'. There was neither a problem of underdevelop
ment in rhe social structural sense," nor an)' considerable 
difference in the per capita income. As for rhe old dcveloped 
countries. however, KUll1cts wro(,.1! '. it would rake us far 
afield, both in scopc and in rimc. to look bilck LO thc period 
when the presently de\"eloped cOllnlrie5 among the older units 
in Europe were so backwarel (measured, sa)' by incomc po 
capita) in comp::lrisoll wilh others as lO be ;11 all comparable: 
with underdeveloped coulHric~ of lOda} '. 'We would have lO 
step back at least three centuries,' he continued, 'and possibly 
even further back, in some C:l"(,~ (like France) perhaps to the 
early Middle Ages.' Howevcr, in making such a comparison 
one would nOl only be bccd with imufficient faulLI! informa
lion but also with such a Hry differcnt cultural structure thal 

11 Seo Colin Clork, Condi,iofIJ of F.wl/omit p'ogrtl1, 1951, & lI.N. Slnlistieal 
papers eeri" E, No. I Oct. 1950. For CQuntries with high or low M' capit.l 
income. 

40 In 18-40 per capita income in the U.K. wos only :l5% higher than in the 
U,S, Per tapita income in the U.S. WO! Ihel1 twke that of Italy find OYCr three 
time. thlll of Ruasia. (Data (rom G. Mulhall, InJlIsln'tS (//,.1 Wtalth of NatUnu. 
(1896) quoted here from Simon KUUlCB' .rticle 'Undert!c\'eJopcd Countries and 
the Pre-Indultrill Phasc in Advanced Countries.' ProutditlJllof Wor'" Popllla
,ion ConferenCl, 19501, Papera: Vel. V. 

41 Pr_rlingl, cp. ri, t9H. .6. 
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comparison might become entirely irrelevant.u In the de· 
veloped counlries 'the long term acceleration of population 
growth occurred within the last two to two and a half cen· 
turies', whereas the 'economic and technological revolutions, 
the acceleration in the rate of growth of per capita national 
product in most coumries, including those at the top, is even 
more recent, dating back not more than a centlllY and a half. 
Yet there is also liule doubt that the developed countries in 
northern Europe 'must have had a long period of development 
and rise before the coming of the economic and technological 
revolutions·. In other words when modern progress set in some 
two hundred or more years ago in the by now developed 
countries they had already undergone a long period of cultuml 
transition. from the thirteenth to the nineteenth ceOlury, and 
were already in the forefront of development in relation to 
their comemporaries.u This then is the one basic difference 
between the present day underdeveloped countries and the 
de,·eloped countries some two hundred years ago on the eve of 
their great leap fonvard: the latter had behind them betwccn 
three and ft,'e hundred years of gradual progress, sustained, 
though admittedly slow; the former have often to start frol1l 
scratch. In Kumets' words, at the time when the technological 
changes ushered in the modern industrial system, in 'mid or 
late eighteenth century, many of the developed cOllntries of 
today were already advanced economically - by contemporJ.ry 
standards; had already experienced fairly sustained growth 
over the earlier centuries, and enjoyed political independence 
in doing so; and were the direct participants in the bene
ficiaries of the extension of knowledge and changes in altitudes 
that constituted the three revolutions mentioned'." In con· 
trast. 'most underdeveloped countries of LOday are inheritors 
of much older civilizations which. however, economically 

41 This js KU%neta' view. I do not sutw:ribe to it without some rl'l!"n'ittion~. 
U He maintain. thllt the progreas in W~tem Europe Will the rl'tult of a lonR 

process beginninK with the learning from the more advanced knowledge in the 
Near and Flir Ea.t, nnd continued by the cultural chlnge which .pread between 
the thirteenth and .i:llleenth centuriee. In other word. the cultural changl"'ll 
which took place in the thirteenth and .ixteenth centurica were the agenll of 
.Iow but lultained progre:u. 

u H~ rders to the revolutionl of the thirteenth, .ixteenth and eighteenth 
eentunee. 
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superior in the distant past include strongly entrenched 
elements that constitute serious obstacles to the adoption of the 
modern industrial system', 

Having examined the comparison of modern and eighteenth 
century underdeveloped countries by the criterion of peT 
capita income, Kuznets turned For comparison, to another 
aspect of underdevelopment namely to the relatively large 
proportions of population engaged in agriculture in under
developed countries.u In this respect, according to the avail
able evidence,- the proportion of agricultural labour to total 
labour supply is six or more to ten in underdeveloped 
countries, and two or less 10 ten in deycloped countries today. 
Taking this as a criterion, KlIlnets compares the under
de"eloped countries of our time with the developed countries 
at a period in their history when their agricultural labour force 
in relation to other employment was of the same ratio, i.e. six 
to ten,n In other words, he asks what England. for example. was 
like in the seventeenth century when six OUt of ten people 
were still employed in agriculture, or what France or Germany 
was like in the first quarter of the nineteenth century. If we 
extrapolate backwards per capita incomes from Col in Clark's 
data" it appears certain that 'incomes in underdeveloped 
countries today are from about one-sixth to onc-third of the 
per capita incomes of the developed countries a century ago'. 
Even if one allows For a considerable margin of error and intro· 
duces a number of qualifications the fact still remains [hat 'the 
pTc.industrial level in the developed countries \\'3S several 
times that of most underde\'eloped countries today. '\Vith this 
in mind Kuznets observed Ihe following (a) Judged by peT 
capita incomes there was 'conrinuilY and consistency o,'er the 
last century in rhe relari,'c position of countries'. (b) The 

... The underlying jdea here is that indu~trill1i5lltion can only take pbe," wheT' 
productivity in agriculture ho~ reachet.! a st.lllO'e high enough to ~upr'Y 11 surplus 
lufficient to feed the induatriallobour force . 
... The dlltn cited hy Kuznels Dre taken from Colin Clllrk'9 (""onditio," 0/ 

Econ(Jmir Pr0f'PIJ and ~urrltm('nled h)' ~recia' smdil.'s (or 11 few eountril.'S. The: 
evidence ill lIummllri,cd in the 8t;niSlical oppl.'ndi:{ t)f his r'lper 'Toward a 
Theory of Economic (jrowth, pres<"ntcd Columhia Univcnih', MIIY [95 .... 
.n Approximotely: t '.S. in [R.~o, Canadu in 1850, U.K. in ,MIS, Swedcn in 

1870, with leu certainly NurwllY IInd Denmark in IRso. In F'rrlllcc .Oo~ were 
engaged in asrleulture in 1866 and in Gt"nnllny H% in 1880. 

U Colin CLnk, 01'. n't. and G. Mulhall, (Jp. nt. 
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disparity between per capita income in the developed, less 
developed and underdeveloped countries has increased during 
the last century.1t (c) Population growth in most of the older 
underdeveloped coulltries (China, India, the Ivl iddle East) was 
less rapid in the last century or century and a half than in the 
more developed countries. 'Since the rate of growth in pe,. 
capita income in the former was also materially lower than in 
the latter, it follows that the rate of growth in total income, the 
income mass as it were, was also very much lower.' This, 
KUll1ets maintains, is of utmost importance because different, 
or changing, volumes of total economic activity require dif 
ferent, or at least modified, institutions. 

Comparing the historical legacies of present-day under
developed countries with those of the developed countries in 
their pre-industrial stages, Kuznels draws attention to the fact 
that the most developed countries today were relatively thinly 
populated in comparison with. say, India. China, or Indonesia 
today; that their rate of population growth did not exceed ten 
per cent per decade" whereas most underdeveloped countries 
today experience an accretion of close to twenty per cent per 
decade/I and that international migration to 'empty' countries 
which eased the pressure during the nineteenth century is no 
longer easily possible. 

In summary Kuznets warns against too close a comparison 
between pre-industrial Europe and North America and the 
modern underdeveloped countries because of the difference 
in both their absolute and their relative states of devc10pment 
and because of the differences in their immediate antecedents 
generally. A more fruitful comparison may, however, perhaps 
be made between the underdeveloped countries and the 'late 
corners' to industrial progress like Japan and the U.S.S.R., and 
between the true economic potentialities of the 'old' de\'eloped 
countries and the underdeveloped areas. Finally a study of the 
'interplay among economic growth, population patterns. and 

U According to KUVleta' evidence the increue in PC' capita incoma at 
constant priCet in the developed countriea over two and a holf centuriea woa 
about ~ix times the initirol value .. Thi.5 C.Il~ hardly be the cue of underdeveloped 
ctlUnlnet todtiy where production 11 11111 dOle to aub.ialence level. 

ID DnMtrraphic ¥i!Qrboo,\o 0/ tile VIII'ltd NrllioPlJ, 1952. 
11 He .~plain. this accrC"tion by the {nil in de~th rates and the beller age 

composl1:lon. 
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social change must naturally be the main focus of interest. 
Furthermore, the periods covered should be long enough for 
rates of secular change ta be established without confusion 
with more transient changcs', because it is 'from such long 
period studies, with emphasis on the interconnexion of 
secular trends in population, in economic level and structure, 
in internal and social institutions, and in the world scene, that 
we can hope to derive testable conclusions that may be useful 
in understanding and dealing with the problems of the 
economic growth of underdeveloped countries',ll 

WALT WITMAN ROSTOW Y 

Rostaw and Kuznets differ primarily in the wa)' they utilize 
the available historical e\'idence. KUlOCIS was concerned with 
why, and Rostow with how it happened that at different times 
in modern history particular economies progressed morc than 
others. In other words Kuznets studied the absolute levels of 
per capita OutpUt whereas Rostow studied its rate of growth. 
Focusing his examination on .the transition from one classical 
stage of economic development to the next Rostow proposed 
to show 'that the process of economic growth can usefully be 
regarded as centering on a relatively brief time interval of two 
or three decades when the economy and the society of which 
it is a pan transform themseh'es in such ways Ihat economil: 
growth is subsequently more or less automatic'. He called this 
'relatively brief lime interval' the 'Iake-off';~ i,e. the period in 
which in\'eSlmem and per capita OUlpUt rise enough to change 
production techniques and thc 'disposition of income flows' so 
that the upward trend in per capita output is perpetuated, 
However, this can only happen if society is ready for the 
changes; if earlier developments have prepared society 10 

respond to the possibilities which arc opening up and if 
political. social and institutional changes conducive to [he 

11 Simon KuznetB. Underdeveloped Countries tiC. PrO£udi1lgs 0/ the World 
Population Con/nenu, 1954, Papen: Vol. V. 

51 W. W. Roetow. Tile Stagt!l 0/ Economic GrOlfth .. A non-Communutmatri/ello, 
195:1j 'The Take-Off into Self-Sustained Growlh', The Economic Journal, 
Much,1956. 

If, 'The Take-Off inlo Self-Sultnined Growth' TIr. &onomr'c Journal. 1956. 
All followina quotllions unless specially annotated are from Ihi.. article . 
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promotion and perpetuation of progress arc culturally pos
sible_ 

Admitting that 'like other forms of history, economic history 
is a seamless web', Rostow agrees that from the economic his
torian's point of view 'the isolation of a take-off period is , , , 
a distinctly arbitrary process',· but it can be justified if merely 
used 'as a way of gi,,·ing a rough framework of order [0 the in
ordinately complicated biological problem of growth , , .' 
With this qualification in mind Rostow distinguished three 
periods in the process of industrialization: 'a long period (up 
to a century or, conceivably, more) when the preconditions for 
take-off are established; the take-off itself, defined within two 
or three decades; and a long period when growth become, 
normal and relatively automatic'. 

Focwing on the 'take-olf' Rostow classified two types of 
societies: those which had undergone major political ancl 
social structural changes and changes 'in effective cultural 
values', and those which were politiCillly, socially and cultur· 
ally ready but were held back by 'the high (and even expand. 
ing) levels of welfare that could be achieved by exploiting land 
and natural resources', Among the former he numbered the 
old European countries, among the latter the new and thinly 
populated countries like the United States, 'Australia and 
perhaps Sweden'. Explaining the process of gathering 
momentum for the take-off in the first type of countries in what 
he called 'impressionistic' terms Rostow begins with a prc· 
dominantl)' agricultural society. At a poinr in its history 
'usually from outside the society, but sometimes OUt of its own 
dynamics, comes the idea that economic progress is possible'.w 
Then the elite or 'some disadvantaged group' either for direct 

u The ~videnc~ for Ih~ preparatory dcvelopmenu 10 Ito.low', 'take-off 
p~rioU' i, quoted from Colin <:lark', Th~ ConJiliolU Qf ECOlfo",ir Proguu 
(2nd edilion); Simon KlWIets'l 'Intemationul Differentc. in Cnpital Fomlntion 
and Financing', Capi,al FOro/{Jlion (Jnd Ecortomic GrQ1l"h - A Report of the 
National Bureau of Economic Research, New York, 1955, pp. 19-106; I'\onmm 
Ouch.nD,?, .and HowDrd Ellis, Appr()lUM.J I() M07I()",ic D".'~/()p,rtt"" 1955; 
H. F. W.llaarruon and John A. Bunrick E(ortolllj( Dtt:tl()plII~nl. 1954. 

U R08tow don nOI add h~rc uny new explnnution for this ttJtnt Bnd onc gelS 
the impression of a kind of Dew Ex-M{Jchill{J effect which inetalls the idea of 
PfOlUlll in 'ome tocietil!l .nd not in olhen. In fuet it DPPtllJll Ihat in thill 
re.ped he can add nothing to what had already been lliIid by other idealittic 
interpreterl of hillory like Sombart I1nd Mu Weber, 
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economic reasons or 'more often out of non-economic motives, 
such as the desire for increased social power and prestige, 
national pride, political ambition and so on', show some 
economic initiative_ Eventually 'new enterprising menll come 
forward willing to mobilize savings and to take risks in pursuit 
of profit, notably in commercc'_ Commercial markets for agri
cultural products, domestic handicrafts and consumption
goods imports increase_N Finally institutions for mobilizing 
capital appear or expand - capital is invested notably in trans
port and communications, and modern manufacture spreads 
'usually in substitution for imports'. Wilh the improvement of 
medical c.ue, which normally accompanies this stage of de
velopment, a rapid fall in death rales takes place and the 
resultant high accretion of population comes to bear upon 
agriculture. By this time the rate of productive investment may 
rise to five per cent of the national income," i.e. it may not even 
sufficc to keep lip with population pressure. Thus. Rostow 
concludes that 'in general, all this activity proceeds on a 
limited basis, within an economy and a society still mainly 
characterized by traditional low-productivity techniques and 
by old values and institutions which developed in conjunction 
with them. The rural proportion of the population is likely to 
stand at 75 per cent or over'. As for rhe second type of societies, 
those which were held back by 'the high levels of welfare that 
could be achieved by exploiting land and natural resources', 
their problems were far less difficult since their poputations 
were largely derived from countries with 'reasonably acquisi
tive cultures', so that the problem of overcoming tradilional 
values was less severe. As there was land in abundance popula
tion pressure never assumed the forms which influenced in
dustrialization elsewhere. 

The 'take-off', when il actually lakes place, can then he 

67 In \VC-SI Afrifa ther Ilre nllhl'f 'ente ..... risin.ll women' thull 'm ... n'. 
68 There again the lack of on ell;plllnntion 'why' mnke! th ... PIl'~:IIi'" once more 

remind one of a Dnu r:c 1/Iarhina demonatn.tion effect. hcc:lUse one i, Icd to 
IlAUme thnt nJlricuhurnl production IIlU,t incrcllse before the rise in thc ca.h_ 
demand for footlltulT,. 
It Ro.tow refer~ the ~der ut thi' point 10 A. K. Coimnoss. flun", (lnd Puuil(n 

IttWltrnnl', '953, Ch. I. 'I;or ,ome useful orhhmelic on the srnic nnd compoailion 
of capital requi~men~ in 0 growing «onomy with >I I per cent popullltion 
inc:reaae', 
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traced back to what Rosto"" tcrmed 'a particular sharp 
stimulus' like a 'political rc\'olution, ' , , technological (in
cluding transport) innovation, ' , ' a newly favomahle inter
national environment, such as , .. a sharp relal ivc rise in 
export prices and/or large new capital imports ... ', lo a 
'challenge posed by an unfavourable shift in the international 
environment', such as a wartime blockade. The essential point, 
however, is that 'the prior development of the society and its 
economy result in a positive, sustained, and self.reinforcing, 
response , , .', and that 'forces which have yielded marginal 
bursts of activity now expand and become quantitatively signi· 
ficant as rapid.moving trends'. He agrees that little of this 'take
off' promoting activity is reHected in the aggregative national 
income, but asserts that it Co1n nevertheless be regarded as a 
condition, though not as solely sufficient, for 'take·off'. Another 
condition is that the proportion of net investment to national 
income or net product must rise from '(say) 5 per cent to over 
10 per cent' and that it is 'definitely outstripping the likely 
population pressure ' .. and yields a clear increase in per 
capita output' ,-

Eventually, in the third and pOst 'take·off' stage, of nucwal· 
ing yet all the same sustained growth, the 'overall capital per 
head increases' and the economy matures. Structural changes 
take place and the average rate of growth is maintained by a 
succession of new, rapidly growing sectors, with new sets of 
pioneering leaders. Finally the ratio of agricultural to indus· 
trial labour changes in favour of the latter and the country 
finds its place in the international economy while its people's 
culture comes to term with the 'requirements for maximizing 
modem and efficient production, ' 

Having summarized, though hardly explained the original 
stimuli for the stages of economic growth, Rostow defined the 
most crucial stage, i.e, the 'take-off', in the following manner. 
Starting with the qualification that there are a number of 
problems of choice involved he proposed that the definition 
should isolate the earlier stages £rom the 'take-off' by three 
.. Roetow in hit Iott or non-Man:ian 'atagcl' in The SttJj{el of Economic Growt" 
I~,. dam thc vuiou. 'take-off,' Ipprollimntely aI ColloWI! (pp, 8'9). Grea; 
Bntltn '783-1802; FnlllCC 1830-1860; Belgium 1833-1860; V.S.A. 184)-60; 
Germany 18So-18n: Sw~en 18,8.1900; Japan 18,8'1900; Ruui. ,890'1914, 
Canad. 1896"914; AricntJna 1935' ; Turkey 1937 • 
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related conditions: (a) 'a rise in the rate of productive invest
ment' which he stipulated vaguely as from 5 per cent or less to 
10 per cent or more of the national income or net product, (b) 
'The development of one or more substantial manufacturing 
sectors with a high rate of growth', (c) 'the existence or quick 
emergence of a political, social and institutional frame
work _ . .' which will stimulate and secure the continuity of 
the growth process.~1 Once the economy has past the early 
stages of its 'take-off' industrialilation can be measured statisti
cally and classification becomes more precise.- Thus Rostow 
excludes from the 'take-off' stage the period in which sea and 
Land transport expand, transforming the face of the country 
and widening peoples' horizons and inclinations to invest in 
long-term and often only indirectly profit yielding projects. 
Similarly he excludes the period when laws and institutions 
which facilitate saving, lending and investment take rOOI, and 
which gradually transform the whole outlook of the society 
involved. In effect he provides a definition of 'take-olf' which 
excludes the major problems. He does nor help the sludem of 
economic growth to find an answer to the question "Vhat can 
be done to transform a backward society into one set on the 
road to industrialization t' In fact he confronts his readers with 
the age.old problem of scientific classification - is it enough for 
classification to be correct or has it got to be useful? He is satis
fied to slate that for the 'take·off' certain conditions are neces· 
sary and that their 'scale and momentum' must be sufficient 'to 
transform the economy radically', or strong enough '[0 outslrip 
population growth and to yield an increase in per capita OUl· 
pUt'. 

'The case for the concept of .. take·off ... · in Rostow's c1assiJica· 
'1 In Rostow's own words (E(01/om;( JOllmo/, op. dt.) 'The third condition 

implies 11 considerable copllbility to mohilize copital from domestic IOUrus. 
Some take-offs h.o'·e occurred with virtulllly no capital imports; e.g .• Dritl/in 
and Jopan. Some tnke-offl hove had a hiRh component of foreign copiT3l; e.g .• 
the United SllueR, Russia and Canada. But some C{)untri~ hove imported laf'(fe 
quantities of foreign capital for long periods. which undoubtedly contributed 
to creating the preconditions for luke-olrs, without Actually initiating take-otT; 
e.g., the Argentine beroTe 1914. Venuue!il down to recent yean. the Belgilln 
Congo current1y.' (1956). 

11 In Britain, for enmple, it happened, occording 10 Roatow, between 181S 
and 18so - the period of the mOll rapid overall growth. The definition of 
take_off i, deailP\ed 10 eJ:c1ude Dritain 17So-1783; Ruuia 186,-1890; CanRda 
1867-1890, 
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lion into stages. 'binges, in part, on quantilative evidence on 
(he scale and productivity of investment in relation lO popula. 
tion growth: He explained the essence of this idea in the sec· 
lion of his article 'The Take-Off into Self-sustained growth' 
in the Economic Journal, entitled 'A prima facie case'. He 
wrote: 'If wc take the aggregate marginal capital-output ratio 
for an economy in its early stage of economic development at 
3.5 and if we assume ... a population rise of 1'1.5 per cent 
per annum it is clear tbat something between 3.5 and 5.25 per 
cent NNP per capita requires, ... under the assumptions. 
that something between 10.5 and 12.5 per cent of NNP be 
regularly in\'csted. By definition and assumption, then, a Iran· 
sition from rehHive1y stagnant to substantial. regular rise in 
NNP per capita, under typical population conditions, requires 
that the proponion of nalional product productively invested 
moves from somewhere in the vicinity of 5 per cent to some
thing in tbe vicinity of 10 per cent,' Applying this method of 
classification to modern underdeveloped countries Rostow 
distinguished four types of economic conditions: (I) the pre· 
take-off' economies, (,where thc apparem savings and invest
ment rates, including limited net capital imports, probably 
come under 5 per cem of net nalional product')." (2) economics 
attempting take-off, (,where the apparent savings and invesl
ment rates, including limited net Glpital imports, ha\'c risen 
over 5 per cent of net national product')!" (3) growing 
economies (,wbere rhe apparem savings and investment ratcs, 
including limited net capital inputs, have reached 10 per cent 
or over').- (4) enclave economies; the countries wbere the 
apparent savings and investment rates, induding substanrial 
net capital imports, have reacbed 10 per CCnt or over but the 
domestic preconditions for sustained growlh have not been 
achieved." In the past, Roslow believes, the funds for financing 
the take-off' have either come from 'shifts in the cOOlrol over 
income flows', including income distribution changes and 
capital import'i, and from '(he plough-back of profits in rapidly 

.. Rottow mention. EthiopiD, KenYlI, Thaiillnd, Cambodia, Afgliuniltnn. 
Indonesia . 
... ROItow mentions Medco, Chile, Panamn, Philippines, Puerto Riw, Indill • 
.. ROIItow mentiona Colombia (19S0) with 11 NCF{NDP of 16.3 per cent. 
',' R?,tow mentiona Bellian Congo (19SI), Southern Rhod"'ill, BumUl, 

NI.ena, 
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expanding particular sectors', In the first case he is thinkin@ 
of the transfer of funds from unproductive to productive 
elements in the population and often to the government which, 
through taxation, may convert hoards into productive invest· 
ment capital, and of a concurrent stimulation of saving by the 
creation or development of better and safer saving and invest· 
ment facilities like banks and capital markets. ]n the second 
case, Rostow has in mind a situation in which one or more 
rapidly growing sectors of an economy serve as a lever to raise 
the capital which is to be ploughed back into the economy. In 
thi.s case it is the demand for capital to finance expansion 
rather than the supply thereof which is the decisive (acror.1l An 
example is the cocoa trade in Ghana, which is both the came 
and the source of savings. In more general terms Rostow 
argued that 'developing economies have created from their 
natural resources major export industries; and the rapid ex· 
pansion in exports has been used to finance the import of 
capital equipment and to sen'ice the foreign debt during the 
take-off',611 However, 'the development of such export sectors' 
by themselves do not suffice as the capital gained in this way 
may easily be squandered on unproducti\'e items like the greal 
number of luxury cars in Ghana (lg6o),t;9 Another \\'ell kno\\'n 
source of funds for investment is of course foreign aid and 
foreign loans. These have played a major rOle in the lake-off 
stage of many economies, among which RoslOw mentions the 
United Stares. Russia, Sweden and Canada but correctly 
excludes Britain, Japan and others. 10 show thal foreip;n aid 
or loans are not really essential under all possible conditions. 

In summary then. ir is necessary for the take·off that any 
surpluses over consumption be proc!ucti\'cJy employed, that 
institutions for the supply of cheap working capital develop 
and that onc or more sectors of the economy undergo rapid 
growlh and their profits productively re·ill\'esred, In addition 
foreign capital may be of great help but not absolutely essen· 
tial. 

U Danking developed in Dril.nin before 1711.3 "nd in Ruuia befon 18Qo, 
U In the U.S" RUMia Rnli Cnnadn it WnR grnin which fulfilled this function; 

in Sweden timber, in Jopnn ~ilk, 
SI The exomrle of Ghllna is not tuken from R08tow bue from my own ob8erva. 

tion. Since 1962 things have, however, lomewhat improved in this particular 
Rapect. 
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Another problem raised by Rostow in connection with the 
take-off is the supply of Entrepreneurship, For this again, he 
makes the distinction between the European settlement 
countries like North America, Australia, South Africa. and the 
countries where 'development of adequate entrepreneurship 
was a more searching social process', Taking for granted that 
social rather than economic forces arc at the roots of the pro
cess, Rostow believes that 'some group must successfully 
emerge which behaves as if it were moved by the profit 
motive' ,ft He departs here somewhat from earlier idealist 
interpreters of history, like Sombart and lVeber. and quotes a 
list of nations which experienced economic progress without 
having been influenced by the Protestant ethic,1I He retains, 
however. the concept of the entrepleneural eWes with their 
'appropriate value system' (?) If these elites are deprh'cd of 
social recognition and unable to achieve it in a conventional 
way, and are 'Rexible' and 'powerful' enough to do so, they 
will seek what he calls alternatives to conformity." 

Since 'most take·offs have been preceded or accompanied by 
radical changes in agricultural techniques and market organ
ization' Rostow finds the take·off producing elite among the 
section of farmers which arc 'willing and able to respond to the 
possibilities opened up for .them by new techniques. land
holding arrangements, transport facilities, and forms of market 
and credit organization'. He concludes his section on the 
sources of entrepreneurship with the statement that 'whatever 
further empirical research may reveal' about men's motives, 
they have 'varied greatly, from one society to another, and they 
have rarely, jf ever, been motives of an unmixed material 
character' .h 

In his 'non-communist manifesto' The Stages 0/ Economic 
Growth" ROS10W reached the conclusion that overall growth is 

10 !'le quaJific;d this lta~ent by lpeaking of on 'opproximation' and by :r-::.'! ~~~,:~~r .O~~~~tad lterru to he generated 'if necessary', b)' lome form 

11 He mentions for example the Samurni, Panee" Jews, North Ital.i~I1' and 
Turkt among othen. 

11 .l~ may be interesting to eompllrc. ROltow', problem oC 'confonnity' witb 
~nln , _cumenl of the rolc of the SOCl.II.I Democratl when they are in coalition 
mth the left and when they are in coalition with the right. 
,. ThiI iI of COUrIC correct but does not provide Bny uae£ul anlwer 
" TIw Slag" of Ecollumk Grcnclh, Ch. IV. pp. 97-102 and 177. • 
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merely the sum of different rates of growth which depend on 
factors like population, incomes, tastes, etc., and upon the 
'primary and secondary effects of changing supply factors, 
when these are effectively exploited'. What are these 'primary 
and secondary', or, as he also called them, 'primary, supple. 
mentary and derived' sectors? The rlrst is the seclOr where new 
resources or techniques set in motion expansionary forces else· 
where in the economy; the second where direct expansion takes 
place as a result of the stimuli from the first sector/~ and the 
third where the expansion is the result of the rise in total 
income or demand. The first and second sec tOTS reflect the 
changes in supply, whereas the third reAects changes in 
demand. But at all times the progress of the economy is main· 
tained 'as the result of rapid expansion in a limited number of 
primary sectors, where expansion has signirlcant external 
economy and other secondary effects', Obviously, the sectors in 
which the primary stimuli take place arc different frolll case 
to case, One significant primary sector of this kind was in the 
past in many countries railroad cOllStruction. This played a 
major role in the development of the United Slales, Germany, 
Russia, Sweden and Japan. E\'erywhere it not only reduced 
transport costs but also widened markcts." However, Rostow 
does not be1ie\'e in a 'magic key' seClor, but in the necessity of 
a number of basic conditions which must also be present if the 
take-off is to take place. These arc a growing effective demand 
(which he believes usually originated from dishoarding, 
capi[al importation, and/or increased productivity and from 
an increase in consumers' real incomes spent on domestic 
goods), expansion of capacity and introduction of new 'pro
duction functions', a high rate of plough. back of capital, some 
ability to generate initially required G.1pital, and that the 
initial leading sectors arc of a kind which can produce a chain 
reaction of demand and supply which will spread throughout 
the whole economy." 

11 Roatow'a example is 00111, iron IInd engineering in reunion to railroad •. 
,. American roilrol1d. 1850'8; Rusainn and Cllnlldian before 191 •• Another acc

tor in my view which plllyed Il aimilor role woa the 8upply of the anned forces, 
7? Unlike, in my view, coc.,. or diamond •• Food can be gro .... -n between the 

cocoa tree8, 80 thllt all the CDah inoomea mIlY be uaed on foreilfR IlUUry goodt; 
mining for diamonda i. not labour-intelUllive enough to produce a con.umera' 
DUlrket, Thia is the liNation in Ghana I. I lee it. Yid, A/n'ca" Qv«rtrriy, 
Sept., 1965, 
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In conclusion, then, Rostow's definition of the take-off is an 
industrial revolution 'tied directly to radical changes in the 
methods of production, having their decisive consequences 
o\'er a relatively short period of time', This requires 'a massive 
set of preconditions' which basically change the societies' 
'effective scale of values' and which must, in order to lead 
towards sustained growth bring with it 'slow-moving changes 
in the economy and the society as a whole', Above all it needs 
'one or more new manufacturing sectors' which grow rapidly 
and become the 'engine of economic transformation', 'lls 
power derives from the multiplicity of its forms of impact, 
when a society is prepared to respond positively to this impact. 
Growth in such sectors, , , in itself tends to raise outpUt per 
head; it places incomes in the hands of men who will, , , 
plough it into highly productive investment; it sets up a chain 
of effective demand for other manufactured products; . , 
enlarged urban areas, ' , , whose population and market 
organi7.ation help to make indwtriaIization an on-going pro
cess; and, finally, it opens up a range of external economy 
effects which, in the end, help to produce new leading sectors 
when the initial impulse of the take-off's leading sectors begins 
to wane.' 



CHAPTER VI 

Contemporary Theories - A Survey' 

'Denial of profit by socialism and recognition of profit by 
cIlpitRli9m has never served as the feature distinguishing 
sociali9m from capitali9m. The difference is in the way profit 
is fonned, appropriated and used.' 

Professor Evsei Liberman. 

CHARACTER AND SCOPE OF MODERN 

THEORIES OF GROWTH 

In a survey of growth theories published in 1952' .\ro~es 

Abramovitz defined growth as 'sustained change in the OUl

put of economic communities'. Output, he WrOle, is at any 
given time determined by the 'supply of resources (labour, 
"land", capital.) the state of the arts, lhe organi7.alion of 
markets, the legal framework of economic life, and [he psycho
logical attributes of the population', all of which make lip 'the 
immediate determinants of output'. The object of a theory of 
growth, he maintained, is to explain the long-term changes in 
these immediate determinants and to examine the influence 
of the changes in one, or several. or all of them on the economy 
as a whole. The methods of doing this he dcstribed as both 
inductive and deductive. Inductively the immediate determin
ants were treated 'as variables whose movements are to be 
explained rather than assumed', i.e. as data and true de
pendent variables. Obviously this method mmt lead the 

1 Thi, chapter is modelled lIpon Moses Abrnmo\'itz', contribution 'Economic 
Growth' in A Sf("'~Y af CQllt~porQr.\' EtOJlomia, cd. U. F. Haler, New York, 
195:1, Vo!. 11, pp. 13Z-182. Henry J. Unllon', contribution 'Contempomry 
Theorizing on Economic Growth' in 1',,(O,.i~s of Erononrir Grrn:t·th, cd. D. t'. 
Hoaelitz, (Ill. 1(60) pp. z3,,-z,,8. Also F. H. Halm nnd R. C. O. Mntthe'n: 
IIrticle 'The Theory of Economic Growth: A Sun'cy' in Th~ Hrar/omir JrlllrTInl. 
Vol. LXXIV, 196". 

:iI A SU"'~, of Cont,mpomry E(OIWmiu, 01'. tit. 
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examination into 'the regions nonnally assigned to other 
disciplines, particularly the other social sciences'. Deduct
ively, some or all the immediate detenninants were taken to 
be mbject to secular changes of specific kinds and the effect of 
each of them, or of several grouped together, upon oUtPUt werc 
examined while all other immediate determinallls are held to 
be constant. The formcr method suffers fTOm its inability to 
explain the significance of changes in the "ariable!'; the latter 
from inability to explain the causes of the changes in the 
immediate determinants. A combination of both methods may 
therefore be the best way of achieving a satisfactory explana
tion for 'observcd changes in output'. Howc\'er, this does not 
exclude the possibility of getting useful results hy either one 
alone of thcsc methods. 

The following is a resume of Ihe causes for secular changes 
in the supply of the immcdialc determinants of output a~ given 
by Abramovitz in his contribution to the Survey of COlltCI11-
/Jorar), Economic5. J 

(I) ChOPlgC5 in the supply of labour. These may he due 10 

populalion growth and to changes in Ihe pTOponion of the 
population cmployed and uncmployed. The first alternative 
touches upon such faclOrs as birth and deadl r~lles and the age 
composition of the society, the second, on levels of income, 
degree of urbanization. social attitudes, education, opportunity 
to work, working conditions, taxation, organization of labour, 
ilnd, again. age composition.t 

(2) Changes in the .mpply of land.' These may result from 
seizure, purchase or reclamation of land from the sea; from 
producti\'ization of land unused hitherto; and from techno. 
logical progress affecting the utilization of the land. The first 
kind of changes, ilre self-explanatory; the second refer to the 
opening up of 'reserve' lands or the productivization of un
cultivated areas through government intervention hy the 
threat of confiscation or high taxation of untilled land; the 

IOp.nt . 
• Abramovitz mentioned P. H. DouRlaa, Thcoryof Wagtl, 1934, and W. E. 

Moote. IndwtriDJi.Dtirm (DId L.D6ou,., 193 I, U good background rcodilll!:s . 
• Chr.nra which are due to the addition of I.bour or capital to land are of 

courac nduded. 
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third, i.e. technological, kind of changes refer to alterations in 
the economic significance of areas as a result of a sudden de
mand for some mineral which had hitherto been considered 
worthless, such as oil in the nineteenth and uranium in the 
twentieth century_' 

(3) Changes in the supply of ca/Jitai. In this connection two 
problems have to be considcred: first, Ihe problem how the 
changes in the supply of capital 'are transformed into changes 
in the quantities of the factors actually employed'. and, 
secondly, how the lattcr are themselves influenced by the 
changes. The first problcm was traditionally thought to be 
solved almost automatically through the mediation of the price 
mechanism via the marginal rate of substitution or of real 
returns. However, Keynes and more recent writers on the 
subject have introduced some modifications. They usually 
advocated some mild price inflation to 'help', as it were, the 
price mechanism by preventing price rigidities and other im
pediments which may frustrate the adjustment proces.~.l The 
second problem, how faclOTs themse1ns are influenced by the 
changes, is studied with regard to the laws of diminishing and 
increasing returns.' 

(4) Cha'lgcs in the psychological and other qualitative attri
butes of the population. The problems here, except for those 
already mentioned in connection with the dClerminants of the 
supply of labour, are mosdy Olllsidc the sphere of economics 
and belong in most cases to that of other social sciences. They 
are predominantly problems of productivity of lahour itself. 
as distinct from its equipmenl, which means problems of 
health, income and social valuation of work. as well as of 
degree of mobility, adaptahility and similar environmental 
conditions. Finally there are also involved on the demand side 
psychological faclors which afft'ct hoth productivity or labour 
and capital formal ion.' 

• Abl'1lmovilz menliona W. H. Dean, Jr., Tilt Thmry· of Geogra"II;c '.oCQtion 
of Erollomk Activities, 1938. HS II refcl'C'nce for funher study of the problem. 

1 VU/a Abramovitz (I". cit., foolnote 9, page '37. for lisr of writers holding Ihis 
view. They include A. C. PiROll, Don Palenkin, Fmnco Modiglillni . 

• Vir/to Colin Clllrk, Tilt Conditio,,, of Economic ProgrtlJ 1951, Ch. It. See 
Abramovitz op. cit .• p_ 138. fooblotc 10. 

t Like the CXlentit'd fllmily in West Africn which mllkell u\'ing impoasiblc. 
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(5) Changes in the bu.siness organization of the society. These 
effect the economy through the rate of investment and saving 
and the nature of finance. The rate of investment differs with 
the size of firms and the availabiEty of competent staff and 
organiz..·uional capacity. The rale of saving is influenced by the 
strength of invcstment incentives, marketing facilities, mono
poly and new methods of production, the nature of labour 
organization and saving facilities. The link between saving 
and investment is the financial organization. Any change here 
will necessarily affect the rate at which savings are turned inlo 
investment, and it will also affect the rate of saving itself. 

(6) Changes in the legal and political framework. Here the 
economic system is affected through changes in the laws of 
contract and property, monopoly, land-development and con· 
servation; through the laws governing economic institutions
i.e. the laws governing corporations, unions, co.operatives. 
banks, securities and such like - through taxation and subsi· 
dies. and laws which affect the distribution of wealth, like laws 
which regulate inheritance and wages; and through direct 
government action - investment. for example. where private 
capital is either unable or unwilling to step in, as in some long. 
term projects. education, health. communications and so on. 

(7) Changes in the discovery and disserni"ation of knowledge. 
This problem has at least two aspects. First there is the prob. 
lem of discovery itself. and secondly there is the problem of 
the utilization of the discovery. Both aspects are not easily 
quantified and measured, but they are undoubtedly among the 
most important growth·producing factors. In recent decades 
both aspects of technical progress have moved increasingly 
closer together. Industries tend more and more to encourage 
and finance research. so that the old sequence of discovcry first 
and industrial development later is rcplaced by industry be
coming its own source of technological progress. 

In summary Abramo\'itz SL.·l[CS: 10 '\Ve are interested in the 
influences that determine the pace of all these proces.ses, the 
advance of fundamental knowledge. the translation of funda
mental knowledge il1lo commercial applications. and the die. 

10 Mose. AbramovilZ. op. dt .• pp. 142-1014. 



CONTEMPORARY THEORIES - A SURVEY 

fwion of such applications. The factors involved include 
cultural characteristics like the influence of rationality as a 
thought pattern, the stalUS of science as an occupation, the 
place of material progress as a social and individual goal, the 
importance of pecuniary standards, especially in their bearing 
on the size. quality, and vigour oE the entrepreneurial class, the 
mobility of the population among occupations and places, and 
its tolerance Eor novel mcthods and producLS.' To these he 
adds a second group of causcs which include such organiza. 
tional and institutional arrangcments as the quantity and kind 
oE government support for scientific education, legal protec· 
tion for inventions, taxation as incentive or disincentive for 
investment, the size and organilation of firms, the character of 
competition and union controls. 'Finally; he concludes, 'the 
outcome is influenced by more narrowly economic causes. The 
size of the market is important since it limits the field oE 
application of a discovcry. The abundance of saving and the 
cheapness of finance, panicularIy for ncw firms. influence the 
pace of exploitation and, therefore, the pressure that is brought 
to bear on established firms to be technically progressive. The 
character and quantitr of resources affects the relative 
economy of capital-using, land.using, and labour-using 
methods and. therefore, the direction if not the pace of techni
cal advance. And the amount of slIch capital and its degree of 
obsolescence clearly influence the profitability of exploiting 
new goods and ways of m~king them.' Obviously this list of 
factors indicates the magnitude of the problems inyohed, and 
Ihe complexity of their inlerfcbtiom,. 

T nE'" A It It () I) - f) 0 ~I A R' MOD E L 11 

We begin the slll1l1uary of modern growlh theories with the 
capital stock atiju.dmnlt theories of R. F. I-Iarrod and E. D. 
Domar. 'Ve do so because their model is a simple and formal 
one well suited La sen'c as a framework into which additional 
elements can be introduced onc by onc until it becomes as 

11 R. F. Hormrl, 'An En~}' in Dynamic Theory', Tht Eco"omic Journol, 
Vol. XLIX, 19J9. E. D. DOlOur, ·Copitul Expllnsion, Rute or Growth, and 
Employment', UCONOUlUn"CO, Vol. 14, 19 .. 6. E. D. Domar, 'E1I:pllilSion and 
Employment" Amtritntl Economic Rn·in,·, Vol. XXXVII 11,1 .. 7. R. F. Harrod. 
TUfMrds 11 Dynamic l!'rrmomia, 19 .. 8. 
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complex as the present state of growth analysis itself. Behind 
[he model rests the attractive idea that output increases as a 
linear function of increments to the real capital stock. Ignoring 
technical progress and taking population 10 be constant, addi· 
tional investment and increased productivity of extra capital 
are the sole sources of increased output. Hence, taking .these 
assumptions for granted, economic growth will depend on the 
rate of income saved and on the rate at which net investments 
contribute to outpUt in terms of value. 

In 'An Essay in Dynamic Theory'lt published in 1939 
Sir Roy Harrod advanced the idea that the rate of growth of 
national output depended entirely upon the rate at which 
income is saved annually and the rate at which net investment 
contributes to output in value. This, of course, is provided that 
additional investment and increased productivity of extra 
capital are the sole contributing factors to increased output. 
This means that output rises at a rate = Y cS' (multiplier) 
times v (capital output ratio).u For example if the propensity 
to save is 1/10 and the capital/output ratio is 4/1, national 
outputwillincrease by Ulerateof(I/IO) :4= 1/40=0,025(2.5%). 
Substituting Sir Harrod's symbols: The proportionate output 
increase is called Gw-'the warranted growJh rate'; the ratio of 
annual saving to income is s; and the incremental capital-to
output ratio when all accumulations are best used Cr. 

Hence the warranted rate of growth Gw=s/Cr 

N. long as s and er change in similar proportions and in Ule 
same direction there is no reason why the economy should not 
proceed to grow steadily though both the s and the er may not 
be coJUtant parameters from one year to another. The war
ranted rate of growth Gw can thus also be expressed: 

b. Y/y~Gw 

Since s is equal to accumulation ( 61) divided by income (Y) ; 
and er is equal to accumulation (61) divided by additional 
income (.6. Y); and Gw=s/Cr 

1. BanttnrtkJfIfIr1I4l, 1939. 
11 Tho I}'1I1bola heR are not thoae of Harrod but thOle I use myael£: For 
Mvltiplin.I~Y .• , and for AtulertJti01l pn·ntiplt 1-=t.r{Y, - YI _,); tI=cnpital. 
output I'llltiO. 
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-!- b.Y b.Y 
Gw ~ b.I/Y : b.I/b.Y~ y' :F ~ Y 

A very similar idea was put fonvard by E. D. Domar in his 
article 'Expansion and Employmcnt' published in 1947.11 He 
begins from the otH·iollS truth that with full employment and 
without technical progress, and givcn a constant general price 
level. the requirement that income paid out should be re· 
turned as expenditure and that sa,·ings be equal to investment 
are merely expressions for the maintenance of the existing 
level of income: 'If uncicl'de,'clopment was present ycsterday,' 
hc wrote, 'it would still remain today. Ifycsterday's income was 
at a full employment le\'el, that income letlelwould be retained 
today. It may no longer, however, correspond to full employ
menr.'ls What happened hy way of invcstment is a rise in 
capacity. If uncmployed labour is still a"ailablc the rise will 
make acomribution to growth, but under thc full employment 
assumption made earlier it must lead to unemployment - that 
is, to surplus capacity. Domar's prohlem is therefore to find 
'the conditions needed (or the maintenance of full cmploy. 
ment over a period of timc, or more exactly, the rate of growth 
of national income which the maintenance of full employment 
requires'. In Harroc\·s terminology. what Domar was after was 
the warranted rate of growth, i.e. ClL'. Since additional invest
ment means more capacilY and more capacity with full employ
ment means unused C1lxlCity onc of tWO things can happen: 
either substitution of capital for labour. i.e. unemployment, or 
destruction of capital. The former alternati\'e may in the best 
case take the form of a shorter working day for labour; the 
latter, space projects and aid to Africa. nomar proposed, there
fore, to substitute his own system for that of Keynes. Instead 
of making employmclH a funclion of income, as it appears in 
Keynes's multiplier, he made the fraction of the labour force 
employed a function of the ratio belween national income and 

101 VM~ A"uricm. t.((momic Rn·jl'fl·. XXXVII, quoted here; all sub5equent 
quol.i:ltions from E. D. UOInar. EuaYI ill the 1"h~r)" of Economic GratQtir, 1957, 
pp.8J-I08. 

16 For exampl\·: ·I"o\ul incomcs (Y)=150, lI.\·crnge propensity 10 save (5') 1/10 
=15. For full employment Y=-·I+C i.c •• 150=15+135. How('\'cr I is addition 
to K, and if I{ can r ... pla.: ... I.,hour lnrn n .... u ~·car there must be tome unemploy
ment. 
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productive capacity, where 'productive capacity' meant the 
total oUtput of the economy at what is usually called full 
employment (with factors like tastes, price/wage structure, 
and 50 on, given). The conc1usion Crom this is that only a 
growing income can solve the unemployment problem. If 
increased investment is leading to increased incomes (via the 
multiplier) and at the same time results in a surplus of unused 
capacity, then only an even higher rate of increasing income 
can prevent unemployment by filling the gap between capacity 
and demand. This difference. i.e. capacity less demand. to 
which attention had already been drawn by Marx." is usually 
allotted to technical progress - i.e. to productivity (indepen
dent of capital formation) which may cause goods to be cheaper 
and thus increase the purchasing power (demand) of incomes. 
However. Doma.r asks. jf it were altogether true that the tech
nical factor alone is the growth producing element without un
employment, why is providing underdeveloped countries with 
textbooks and technical advice not sufliciem?1f His answer is: 
'A change in productive capacity of a country is a function of 
changes in its natural resources ... its labour force ... 
capital and in the state of technique: all taken together. 

Since changes in natural resources and techniques are nOI 
easily quantified. changes in total capa.city are better expressed 
by the cbanges in the quantity and productivity of labour or 
capital. Therefore Domar PUt capital 'in the centre of the 
Slage' and suggested variations in total capacity should be 
estimated by measuring the changes in the quantity of capital 
and its productivity. This can be done because the productivity 
of capital reRecls the changes in the three other related ele
ments, namely, natural resources, technology and labour. The 
essence of Domar's approach is thus that from the theoretical 
point of view any new establishment not only increases in
comes but .also capa~ity and that the two need not be equal. 
The question to which he seeks to find an answer is 'what 
should be the magnitude of investment, or at what rate should 
it grow, in order to make the increase in income equal 10 that 
of productive capacity?' What he wants is an equation one 
side of whkh would represent the increase (or rale of increase) 

11 Vi_ Chapter TM Di6/u';tfJl MllItTiQliz'z. 
J7 Dom.r. &IfJJII. p. 88. 

IS. 



CONTEMPORARY THEORIES - A SURVEY 

of productive c.1pacity, and the other side that of income. The 
solution of such an equation would then be the rate of growrh. 

Using Domar's symbols, I is the rate of annual inve3tment, 
and s annual productive capacity per unit of newly created 
capital. Thm, productive capacity of I units invested will be 
Is per annum. But new investment must of necessity take some 
factors away from old establishments. Therefore, (say, because 
machines in some old factory are prematurely scrapped) total 
capacity will not really increase by Is units of money per 
annum but by something less. This Domar designates as la. 
Where a is 'the potential social average productivity of invest
ment'.18 a, then, is the increase in productive capacity. Hence 
a difference between s and a indicates a certain misdirection of 
investment. Investment grows faster than labour and tech
nology. Also, a 'indicates the increase in productive capacity 
which accompanies' (rather than is caused by) each unit of 
additional investment. Finally, a has a potential character. 
If it is high it shows that the economy can increase its output, 
not that it necessarily does so. 

Therefore, la is the supply side - the rate at which the 
economy can progress - whereas 11%. (I%.=the marginal propen
sity to save) is the demand side of the system. III The important 
point to note is the difference between the effect of inve3tment 
on the productive capacity on the one hand and on national 
income on the other. 

Domar shows this algebraically in the following manner. 
Let investml!nt increase at an absolute annual rate of .6.1. 
This will raise absolute incomes by D,. Y. Hence, by the multi
plier b. Y = LI/a.. If the economy is in equilibrium Y must be 
equal to plOductivc capacity. Therefore if equilibrium is to 
continue income and capacity must grow at the same rate. 
But we have seen that the annual increase in productive 
capacity is la and the annual increase in actual income is 
6.1/1%.. For equilibrium therefore 6.1/1%.=10. 10 

11 Dornar Ella.,·s. p. 8'). 
11 Here it Bhould be stressed thot the multiplier relotionship deoll with 

additions to rultionol income U8 11 function or udditional investment, mnd not 
towl invc:8tment. 

110 In the ramilimr IcnninoloKY of CCl'C students: '1'= Ifs'; '1'=\"('1', -'1'1-1); 
... lIs·""'" h·. 



THEORIES OF ECONOMIC DEVELOPMENT AND GROWTIl 

The equation can be solved: .6,1/a:=Ierj .6,I=lera: 
III 
T=era: 11, 

where the 61/1 is the annual rate of growth of investment, i.e. 
the percentage of growth, and a« is the amount by which the 
annual relative rate must grow to maintain equilibrium. 
Assuming that marginal and average propensity to save are 
equal and constant, Domar concludes that for equilibrium 
incomes must increase at the annual relative rate of era:. 

In summary, full employment requires that 'investment and 
income grow at a constant annual relative (or compound 
interest) rate equal to the product of the propensity to save and 
the average (to put it briefly) productivity of investment'.·· 

Similarly the expression 6. Y fY = a« shows the requirements 
for the maintenance of full employment over time. 'It shows 
that it is not sufficient in Keynesian tenru, that saving of 
yesterday be invested today J or . . . that investment offset 
savings. Investment of today must always exceed savings of 
yesterday' to make up the difference between the rising 
capacity and nonnal additional product of the multiplier. 
More than that, as Sir Harrod had shown," the additional 
investment must proceed in absolute terms and at an accelerated 
rate. 

Further, the effects of the multiplier and the increase in 
capacity do not take place simuhaneously. Both the creation 
of additional income and of higher capacity require a lapse of 
time to work themselves out. It should also be noted that the 
amount of net investment may rise or fall, but that as long as 
there is net investment productive capacity will continue to 

11 In the tenninololrY uaed here thia would be !J. 1/1=1'0". 
IlDomar, ElltJYI, pp. 91-92. DORlllr'1 aampJe i3 61 followl: 

Y=150 a:=12/Ioo (IZ%) er=ZS{IOO (z5%), 
Hence full employment requirea Y.Il=15o.n/loo. AA a rault of tlw cl1pl1city 
will rile Y.«.er=15o.IZ/l00. 251100. ThereCore, national income would have 
to rilt (for equilibrium) by the aame Ilmount. However the relative riae of 
income will equII the pbaolutc rile divided by thc income iUlelf, Hence it 
will h,,'c 10 be 

"!. ~ er =_!SO_.12!\7~2S/l00 =a,« = J~ = 3% 

13 77w EwtwrrIK Jqurnm, Vol. 49, Mprch, 1939, pp. '4-3]. 
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increase. The same is not true with regard to national income. 
Any relative fall in investment, Le. failure to rise at the same 
rate as before, will cause an absolute fall in nalional income." 
This is because national income is not a function of the amount 
invested, but the function of the ralc of increase of net invest
ment. 'Thus the whole body of invcstment, so to speak. in
creases productive capacity, but only its very top - the incre
ment - increases national income.'- It may therefore be more 
practical to rc-state the Harrod-Domar equations in the form 
of time-difference equations. This is Ihe method adopted by 
Henry J. Bruton in his contribUlion to Theories of Economic 
Growth, edited by B. F. Hoselitz. 
Let us assume that Ot is the capacity rate of output in period t, 
and that Kt is the capital stock and k the capital output ratio, 
which for technological reasons we hold to be constant, in 
period t_ Output will be cqual to capital divided by the techno
logical constant. 

I 
Ot=1(Kt n 

As the capital output ratio (k) is held to be a technological 
constant it will be the same in tht" year t and in the year t - 1 

Hence, 

The difference between output in year t and t-I will be equal 
to the capital in year t multiplied by the technological constant 
less thecapital in year (-I multiplied by the same technological 
constant. 

1 
0,-0, _, ~ k(K,-K, _ ,) 

However, the difference between capital in period t and 
capital in period t - 1 is the investment (I) which took place 

U Vidt It. C. O. l\!anht'\\"8, TII~ Trodt Cydt. 1959, Chapter 11. 
la Domlr, RuaYI, p. 98. 
U For example if the stalc of Icchnology pemlils SS. of Oldditional output for 

each pound of added CI'Ipital the c<luation ..... ould read K 1 !4 ...... here cnpitol i. 
defined as renl capitnl Rnd output us \'alue of produce It" cost of facton of 
production. 
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during period t-I and which becomes capital in period t. 

K1-Kt_I=II 

Hence the addition to output generated by the addition to 
capital during period t will be the investment created during 
period t-I (11 _ I) multiplied by the technological constant 
I 
k 

I 
0,-01 _ 1 =1(11 _ 1 

Both sides of the equation may now be divided by Ot _ I 
I 

0t-Ot_1 k- It - t 
0;-:-,-

I 
But the expression on the right side of the equation is k multi. 

1 
plied by O:~: which is the ratio of net investment to capacity in 

the period t-I. If, now, we designate this ratio (net investment; 
output) by v it appears that as long as the technological con
stant l/k does not change capacity will increase from year to 
year by (1/k)v, i.e. by 

In Bruton's words, IU I this equation (I), 

(I) 0,-0,_, 
~~-

states 'capacity will grow at a constant percentage rate, 
determined by the productivity of the additional capital stock, 
k, and the proportion of the capacity devoted to the creation 
of new capital.' 

For the effect ofinvestment on demand two further equations 

n Oruton, op. nl., pp. 2404-2,U. 
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are required, one ror consumption expenditures and another 
ror investment ('xpcndilures. Consumption (q) is a runction of 
income (V,) and the propensity to save (s). 

C,=(I-s)Y, 28 

Similarly investment (I,) is a runction b (dependent on the 
capital-output ratio) or the change in income during the 
preceding period. I,=b(Y,-Y,_.) 
Thererore, because Y = C + I 
(Il) Y,~(I-s)Y,+b(Y,--Y,_,) 
And (Ill) V,-V,_, = _ la 

Vr _. b-s 

Hence income grows at a constant percentage rate which 
depends on the propensity to savc and the extent to which 
changes in incomc induce investment. From equation (I) we 
can sce that capacity gfows at the fale v/k 30 and from equa
tion (Ill) we see that income grows at the rate sJb-s 31 

.. Y = C+I I = Vs Y = C + y, and C = Y - y, 
(;, =(1-5)V. 

(11) Y,=(I-S)\', +b(Y,-V,_,) 
(z) V, - (I - 5) Y, = b (V, - V, _ ,) 
(J) .¥t-.¥t+sYt=b(V,-\',.,) 
(4) s V,-Y,_, 

-b= --Y-,-

Again (z) V, - (I - s) ", = b (1', - "'-I) 
(5) VI-(I - 5) Y,- bYI = -bYt - 1 

._ (6) ~-.¥t+,Y,-bY,=-t.Y'_1 
(7) (b - 5) Y, = bY'_1 

.. (8) Vt = b~' V,_, 

Insert opel11lion (8) as rhe denominator In opcl11tion (4) 
s (VI-YI _.) 

-b ---~~s~--~ 

... (9) , (Y,-Y,_,)(b-s) 
b=~;-=-,-)--

... (10) t; . b ~ s '.:'--~f;-~' b--. 
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Therefore, equilibrium growLh requires 
s 

b-s 
Since total savings must be equal to total investment, and the 
saving-income ratio is assumed to be constant, v must be 
equal to s. v=s IS 

Therefore equilibrium growth requires 
k~b-s 

b must be bigger than k by the amount of the saving ratio (s). 
Becawe of this difference a cartjul distinction must he made between 
k (the supply parameter) and b (tile demand parameter). 

Given that equilibrium prevails in period t, and k is equal to 
b----s in the following periods t+l, t+~ etc., equilibrium growth 
can be maintained. 'But if k, b, and s, are constants, the 
equilibrium path may be difficult to maintain'. IS 'Suppose, 
for example, that the system is growing smoothly, but because 
of a shock of some sort, income suddenly fails to grow at the 
required ratc. and excess capacity appears. Entrepreneurs may 
then seek to reduce their capital stock by reducing investment, 
but a reduction in investment leads to further reductions in the 
income and the desired ratio between capital and output 
cannot be re-established'. U Furthermore, if the equilibrium 
rate of growth were determined by the behaviour of the capital 
stock, i.e., if input coefficients were constant, then the rate at 
which total output increases would be limited by that ofinputs. 
The rate of growth of inputs must however be slower than that 
of output. Therefore, as Bruton points OULJ'~ 'With constant 
input coefficients, the equilibrium rate of growth will be the 
full employment of labour rate of growth only if the rates of 
growth of capital and labour are equal'. 

Where the saving function (s) is concerned the problem is 
complicated by the difficulty to distinguish between net and 
gross expenditure. For example, if saving (S) is defined as the 
difference between income (Y) and consumption (C), i.e., 
Y -C, how should. say, expenditure on education be classified? 

11 I=S V=I/Y 1=lty 
11 Bruton, 01'. nl., p. Z-4S. :: :::!: ;.C:;/:':~::;:a~~~r Trad~ C)'ck. 1959. Ch. 11, plrtic:ullUly p. al. 
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It does not directly affect capacity and therefore S cannot be 
directly equal to additional I, and therefore S will not bring 
forth the expected value of 6I/K .• 8 

'With respect to the demand for capital accumulation, the 
chief conceptual problems are concerned with the appropriate
DeSI of the accelerator and the distinction between induced and 
autonomous investment'.31 If an equation I,=b' (YI-Y,_,), 
means that increased income automatically produces invest
ment, it is as much as assuming that income increases first, i.e. 
that more output is produced by the old capital, and only after 
some time capital is adjusted to suit the requirements of the 
already produciblc income. In fact it would make investment 
demand (h') an automatic consequence of technological needs. 
However, if it is assumed that investment precedes the growth 
of income or output, i.e., is dependent on entrepreneurs' 
expectations rather than on the actually experienced higher 
demand, the following equation is more appropriate: 1,= 
B'" (YI+.-YJ, where YI+ 1 stands for estimated income in 
year t+ 1.11 Finally, investment may also depend on a combina
tion of both band B'''. In any case it is clear that the equation 
1,=b(Y,-Y,_,) must have a more complex contentthan a mere 
response of inveslment to technology. Bruton therefore recom
mends treating b as 'a behaviouristic parameter with certain 
technological limitations, and not merely as a technological co
efficient handed to the economist by the engineer". at 

THE IN i' 11 T Il () M I N ATE Il T 11 F: 0 R I E 5 

(a) The Flexible Ca/)itai- Out/mt Ratio Modeljl/j 
In 'A Contribulion 10 the Theory of Economic Growlh"1 Pro· 

at In poor countries only a 8m811 proportion of total consumption affect! 
capacity. 

n The question ill whether in\'estmcnt demond is an automatic rCllpon" to 
technology. 

38 Vid, nun"n, "p. (it., p. 150. 

n Ibid .• p. "151 . 

.. 0 R. M. Solow, 'A Contribution to the Theory of Economic Growth', 
Qllarttrl" JOl/rnal of Economics, Vo!. LXX, 19~6. T. \V. Swon. 'Economic GroVr"lh 
and CapitD.1 Accumullltion," Ecollomic Ruord. Vo!. XXXII, !()5f1. J. E. :\ieldc, 
A N,o·Clmrical Tlltor.\" of Economic G'O'fCt/l, 1961. P. A. SRmud~on, 'I'uuble 
and Rnlilm in Capital Theory', Rt"f';t"f<! of h'tOllo",ic StuJirs, XXIX. 1961. 

U Ouart"I.1" Jou".ol of E(ollo",jtJ, Vol. LXX, 1956, pp. 65-9-1. 
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fessor Robert Solow developed a neo-classical system which 
may well be called an illput adjustmclIl model. To the familiar 
Keynesian Accelerator he added two further assumptions 
which gave the system a greater degree of flexibility. Firstly he 
assumed that at each point of time all labour and capital was 
readily available 'on the market' so to say, and secondly, that 
profits and wage rates are adjusting themselves automatically 
and without time inten·al. In other words he introduced a 
'cost mechanism' which automatically adjusts labour and 
capital C05ts in a way which produced a capital output ratio to 
suit equilibrium growth requirements. Both full employment 
and the expectations of entrepreneurs could continually be 
maintained and satisfied and growth would follow an even 
path if the balance between profits and wages was not dis
turbed. In reality the adjustments of capital to labour and to 
cost are seldom or never instantaneous, and historically 
economic growth progressed more rapidly than population 
growth _u (Had it not done so how could per capita income 
eyer hue increased anywhere?) therefore the warranted rate 
of growth de\'iates from the actual trend. But this does not 
alter the fact that at all times there exists an optimum combina
lion of inputs from the technological point of view. which is 
the optimum combination of labour and c.lpital relative to 
their supply prices. Towards this optimum the economy is 
continually driven by the operation of the price (cost) 
mechanism earlier mentioned. The entrepreneur in his quest 
for profit becomes the catalyst of development. Implicitly there 
is an equilibrium rate of profit towards which all capitalists 
are drawn and which represents the true development line of 
equilibrium growth. The rate of profit from capital is the 
ratio between the share of output going to capital production 
(q) and the capital outpUt ratio (k), i.e. the rate of profit from 
K. is equal to q/k. Hence a constant c.lpital.output ratio (l) 
(which is assumed because of the automatic cost-adjustments) 
will produce a constant rate of profits from capita1.u With 
fixed co-efficients the rate of returns on capital will tend to 

U Perhllpl thi' CIIn he explained b~' lome Malthu!illn cffe~l. 
U Anuminr or COUI"U no changes tIlke plBce in the di.trihution of wealth. 
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remain constam and the path of growth will follow equili. 
brium, Howcver, as capital accumulation proceeds more 
rapidly than the supply of labour the rate of returns on capital 
cannot remain constant over time and therefore the require
ments for steady growth must include 'a specific innovational 
pattern' as it is called by W. Fellner.H 

In other words continuous growth requires a continually 
rising capital.output ratio (k). Therefore, if the capital-labour 
ratio can be varied so that more capital is combined with rela· 
tiveLy less labour, growth can be maintained without causing 
unemployment. But as the capital-output ratio must increase 
rather more than the rate of growth to make up for the 
diminishing returns from capital there comes a time when it 
must reach the upper limit. This is when the proportion of 
income saved, s, reaches close [0 unity. Since the rate of 
growth depends on the saving capital.output ratio s/k" even
tually onc of two things must happen: either growth must 
ceasc or unemployment begin. To avoid this a change in the 
technical determinants would then be necessary." \Vithout 
technological improvements s/k must remain equal to the 
rate of growth of the labour force (n), Thus equilibrium 
requirements would be n=s/k.ork=s/n. It may therefore be 
decided to maintain a certain balance between real wages and 
profits, which can be thcoretically determined, in order to 
produce a capital-output ratio of a desired value, i.e. which is 
equal to k = si", F. H. Hahn and R. C. O. Matthews illustrate 
this value and ils determinants by the following diagram." 

U Vid, \\" F"lIn",. Tr~l1dJ ,mJ C.W/~1 in E«Jllomic Actn.it)', 1956. 
Ua{k=Gw, 
40 Thil ia \'ery similM to lo.llIrx's Jl,oIl'IIO&i~ of the pluh of e •• :onomi.: Io:rowth 

under CRpitutism, 
47 F. H. Huhm Rlld R. C. O. Manhew9, The Eronom;c JOllrntJl. Vol. LXXI\'. 

Dec. 1C}6 .... Fiw. I, I. p. 7!111. 
Y=Output p<." man, 
k=Capilal p ... r 1111111. 

OF .howa Ihe proo..\ucti\·e rdlltiolULhip between labour and cllpilol tllking 
into lI~ount diminishing: returna, 

OH is 11 Illllilfhl line from oriNin with a Ilope nla (i ...... ,lope=capitlll. 
output IlItio. 

WR i. n tongenl to OF at point R. The .Iope of the tunlfrnl mellau," the 
marllinlll proJUl'1 of ~apilal which is Ihe IlIt" of profit "I R, 
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" 

OH is the capital-output ratio with a slope nls, i.e. the 
warranted rate of growth." OF is the natural rate of growth 
taking into account the law of diminishing returns. At point 
R both the warranted and the natural rates of growth are 
equal; k=s/n. The slope of a tangell[ WR at this point will 
be WS/SR and this must be equal (0 the marginal product of 
capital dy/dk'. which is lhe rate of profit at R. Hence output 
is divided between profit \VS and wages O\V. R therefore 
represents a construClion where all unknowns coincide in a 
way which ensures full employment. 

'What the neo-classical argument thus amounts to is that 
any tendency for the capital stock to grow more or less rapidly 
than population can be avoided by choosing a method of pro· 
duction of the appropriate capital intensity:'~ Growth is 
dominated by supply considerations with a flexible capital -
OUtPUt ratio. In Harrod's model the rale of saving determined 
the rate of growth. in the nco-classical model the rate of savings 
is a result of the other determinants like the capital-output 
ratio and population growth. Obviously s will be greater in 
an economy with a high c.lpital-outpul ratio than in an 
economy with a low capital-output ratio but the rate of growth 
will be the same for both as long as the rates of population 
growth are equal. The most obvious shortcoming of the method 
is the implied assumption that over time all machines yield 
the same rate of profit and that entrepreneurs will use them 

U k=KtO=·k'/y=l/n_ .-.y!k'=ntl. .·.y=(n/I)k' . 
.. 7lw Eronomit ,,,,",,ai, Vo!. LXXIV, 1964 ,po 719. 
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whatever their age, mode of production and labour demand. 
Harrod rejected the neo·classical model on purely Keynesian 
grounds. He argued that the nco-classical assumption that in· 
vestment is equal to full employment savings and that the 
equilibrium rate of interest (r) is equal to the rate of profit (p) 
need not be truc. If it is not, then monetary forces may deter
mine the rate of interest (r) at a level R', instead of the 
previously assumed It on the tangent WR, and the whole 
theory can no longer be valid. The monetarily determined 
ratc of interest will cause entrepreneurs to choose a combina
tion of capital-output ratios which is not consistent with full 
employment grol ... ·th. In addition to this it may also be true 
that the required division of incomes, between wages (OW) 
and profits ('VS)." which will assure the stcady-slate equili
brium growth can force the real wage level below subsistence 
wages, and similarly a discrepancy between the rate of interest 
and profit cxpectations may prevent full employment. 

Another way 10 adjusI Ihe natural to the warranted rate of 
gTOwth through lhe output·capilal ratio, also in the Kcynesian 
tradition, was proposed by 1- R. Hicks in his A Contribution 
to the Theory' of the Trade Cycle'l and by several o[hers.~ 'This 
is by variations in the degree of utilization of capital. instead 
of by variations in the capital-intensity of rhe technique 
chosen.'''' In Hicks' and Goodwin's systems (he economy 
oscillates around the natural growth path. As Hahn and 
Matthews'" wrotc, 'A fast natural ratc due to fast population 
growth, leads to cycles (hat are characterized by a companltivc 
predominance of booms ovcr slumps, and hence leads to a high 
average degrec of utiliLatioll. The avcrage degree of utiliza
tion. as detcrmincd by rhe average level of activity OHr the 
cycle, appears as a \"ariablc thar enables the trend fate of 
growth to adjust 10 the natural ratc, e,"en if [he planned 
capital-intensity of production does not vary: 

50 See tliagnlm on page 19';:. 
11 Oxford, 1950. 
51 R. M. Goodwill, ";IS) & 1955; R. C_ O. Mat"thews, 1960. 
U The Economic Jour/lal, Vu!. LX-XIV, 196.t, p. 793. 
u TII4 Economic Journal, Dec. 1964. p. 79), 
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(b) Tile Disaggregate CaPital-OuttJUt Ratio Mode{s'i 
In the previolls sections it was assumed that the economy 
consists of merely one producer and one consumer. This 
assumption is now replaced by a more realistic one. The best 
known system of this kind, which takes account of the variety 
of sectors in the economy, is Professor Wassily Leontief's input. 
outpUt model.-

Basically Leontief's type of analysis is concerned with a 
system in which the products of the economic factors are them
selves used to produce other goods at a further stage; iron is 
consumed in steel, labour consumes its own produce to supply 
more labour, and so on. Therefore Leontief's model is oflen 
presented in vector or matrix form, showing graphically or 
algebraically the net result of the interaction of the varioll5 
forces and indicating how progress in some sectors will in
fluence others.11 The simplest type of model of this kind is onc 
in which the whole economy is divided into a number of 
industries, each producing one good and using up in the 
process the products of other industries and their own. No good 
enters production repeatedly in more than one period (capital 
good), and the model contains only goods which cease lO exist 
once they are used up in production (current goods). There is 
no time lag between required and actual production. 

Fundamentally there is no difference between this method of 
presentation of the economy and the method described earlier, 
Le.- Yt=(I---S)Yt+b(YI-Yt_l) (BB', 
where C=(l-s)Yt and I=b(Y1-Yt _ l ) in the obvious formula 
Y =C+I. The change which does take place is that now each 
of the factors C and I is no longer aggregate but is 'dis
aggregated' into its components. 

The economy is looked upon as the sum total ofn sectors, each 
being a producer and consumer of products at one end and the 
same time, as illustrated by the following table: 

66 Waaily Leontief, Stutlin in 'M SJ",crur~ Dj tlu American EcrmrmlY 19SJ. 
R. M_ Goodwin, 'The Multiplier la a Matrill;', Tlu Economk Journal, LIX, 1949. 
pp. 537-555· P. A. Slmuelaon Ind K. J. Arrow'. contributions in Activity 
An4lytiJ 0/ Prodwtifm IUId AUoca,jun, ed. T. C. Kooprnan., 1951. Miehio 
Moriahima, Equjlibriwn Stability mid GrfJtOth. 1964. 

:: ~:':!m~~:' ~!~~~ j~~~~h~:';;'~ ~c!~:':;'j;;~::af.C;;::~.1 ~~!: 
.. Sce paae 18,. 
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Sectors of the economy as consumers 

n:n 

Each ith sector will supply eachjth sector with a certain amount 
of its product. If the value of the amount of this product 
absorbed in the production of one unit of the jth sector is aji' 

and the jth sector produces Xj units, then the itll sector will 
produce for the jth sector aij Xii (where t designates time), 
and for all sectors it will produce 

In the same way we call the value of the ith product, which the 
jth sector uses in order to increase its production by one unit, 
bijj then if at time t the jlh sector increases its production from 
Xt~1 to "-t. the ith sector will produce for it bij(xt-xl _ I ), 

Therefore the total output of the ith sector for investment will 
be the sum of all sectors together:-

Hence, if we call the total output of the ith sector at time t Xii 
we have 

Xii = Eau"jl + Ebij(xj,-xJ(,_.)) 
i-I ,-I 

and the total output for the whol{' economy at time t will be 

Xxil= i: i:adXj,+E Ebij(xj,-xj(,_,)), 
i-I j-I j ... , j-I 

'95 



THEORIES OF ECONOMIC DEVELOPMENT ASD GROWTlI 

J. Bruten 1nl gi"es the solution of the equation 

Xit =cthi,r.l.u +clh;~e.l.u + ........ +c"h;nc.l.,n 
where matrices of coefficients replace the single coefficient 
which represents usome kind of average behavioristic and 
technological relationships in the economy as a whole •.. 
A numerical solution of this formula would involve estimating 
the value of the roots "I' " ••. , .... .\". the coefficients hiP hi' 
...... hin• and CII Cl .•...• ~. The ,,'s and the h's depend on 
the s's and b's and the c's reAcct the initial conditions of the 
system. The path ofxt will be dominated by the largest root and 
after a sufficient period of time the equation may be written 
.imply in terms of the expression containing this largest root.' 

Thus with constant a's and b's no industry can grow morc 
rapidly than the oUlcrs - which in effect is as much as s;lying 
that the actual growth of onc industry must lead to growth in 
others, while the inability of one induslI)' to grow may well 
hold back others. This idea is of course similar {Q \V. W. 
Rostow's theory of the 'Iake·off' through development in a 
small number of pioneer induslries. In this mode of represen· 
lation the assumptions upon which C<luilibrium growth rests 
exclude technical innovations ;lI1d reslrict the variable capital. 
OUtput ratio to the rate of population growth. Capital and 
labour must increase at an even rate and all sectors of the 
economy must experience constant returns to capital and 
labour. In fact capital accumulation must progress in all 
sectors at an equal rate rclati,·e to each sector's share in total 
output. Only if all these conditions are fulfilled, when all 
assumptions arc really true in reality, will marginal eOiciency 
of capital be equal in all seeton; of Ihe economy and equili. 
hrium growth proceed in the form of a circular now. at wh;J1 
can be described as an ever.increasing radius.1!III This situation, 
however, is not really reflected in reality.SI Yet it is this par . 
.. TkMriu of E(or:~ GrovJM, p. 2S5 . 
• 0 Ibid., ViJ, (ootnote Z$ on Pllllt zS6, and also F. H. t-Iahn und n. C. o. 

Mauhew •• in Tht! Ecorw",ic JOI.I,,,al, Dec. 11)6 .. , pp. 851.88.1. 
11 SUltllined growth it usually dominated by the ~rowlh in sOllle imlustriC"fI 

.. hieh .ttflrt morr rapitll th.n othC"r. owing to the higher rate (If profit •. 
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ticular observation, Ihat growth is 'pulled forward' by onc, or 
by a small number of outstanding sectors in the economy, 
which makes the disaggrcgaLe model of the capital.output ratio 
preferable to the aggTegate models. Its weaknesses are not the 
result of disaggregation but of the assumptions which lie be
hind it. How can it be seriously assumed that growth need be 
the result of an equal rate of profit from investment in all in, 
dustries? Even the most confirmed adherent of the 'all-power
ful' price mechanistic theories will admit that in a society of 
changing tastes, technological progress and limi.red mobility 
of labour and resources, these assumptions are not really 
realistic, 

In summary then, capital output ratio theories of 
equilibrium growth require that inlended sa\'ings should be 
equal to intended in\'estment and that the rale of growth 
should in all sectors progress at an even pace, none geuing 
out of line, neither 011 the demand side nor on the side of 
supply, nor even through technological innm'ations,G The 
former condition belongs to the realm of the aggregate, the 
latter to the realm of the disaggregatc model. Therefore, as 
Bruton pointed out,CI the capital stock adjustment theories, in 
both their aggregate and their disaggregate nrieties, suffer 
from three major defects, First, that they are short-run 
theories" and therefore free to make assumptions like that of 
fixed production co·efficienrs, the absence of technical pro, 
gress and changes in tastes, and so forth. This sort of assump, 
tion is of course justified in a theory dealing with \"Cry short 
periods. but then most price mechanistic adjustments must 
also fall by the wayside, as they too are lime,consuming. It 
takes lime fOl' the price mechanism to adjust profits in all 
industries; meanwhile all other things may nOl remain equal. 
In addition to this, and secondly. il1\'cstmelll has a two·fold 
effect in the economy, On the one hand it is income.creating 
while on the other it is creating new capacity. As income and 
capacity need not increase at one and the same rate the 
discrepancy must be made up either through unemployment 

at TJ'ffJrirr of k(onolflJ( Gulft'rh, p, zs!l, 
IS lbid" p. :1161. 

.... At the whole theory aprinp from one uhenuion in Keyne!' model, whkh 
ia or eoune 0 model concerned wilh ahort lime developments, 
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or through technological innovations, through both lOgelher, 
or through structural changes which will in fact transform the 
environment and thereby the economy as a whole. None of 
these solutions can be consistent with the steady-state assump· 
tions of the Glpital adjustment model. Thirdly, the theory 
deals with the problem of growth from the point of departure 
of full employment and of growth already in progress. This 
confines the analysis to less than one sixth of mankind and is 
most certainly evading the most important issues of develop. 
ment today.-

(c) Growth Theories illlhe 'Ricardiau' Tradilion 
We now abandon the capital-output ratio, and the income and 
capacity-creating models of the 'Keynesian' and 'Harrodian' 
types, and turn to the structural changes which give rise to and 
also accompany and result from the process of economic 
growth. \Ve return in effect to Ricardo's behaviourism, 
Malthus's population determinants. and Adam Smith's tech
nological progress systems. We restate them in modern ter
minology and modify them to suit rhe changes which have 
actually been observed. and sometimes even quantified, during 
the last century. and finally reproduce them in the form of a 
modern theory of structural changes. Thanks to the works of 
such writers as Simon Kuznets and Waiter HoffmannM we are 
less ignorant than before regarding the major stTucruTal 
changes which have accompanied economic development in 
the past. Their findings seem to indicate that growth in any 
single industry or in any group of industries seldom follows 
an even path. Normally. development progresses in an ex
ponential curve with a decreasing rate of growth as time goes 
on. Initially the industry develops r.tpidly until it is in line 
with the rest of the economy; after that it mayor may not con· 
tinue to grow, but its rate of growth will almost cenainly 
decline. For example let us take the electrification of Ghana. 
Once the Volta River Project is completed and most towns 
connected to the electricity supply, the electric bulb industry 

la Vide Ialt chapter . 
.. Waiter G. Tioffmllnn, Brilish Industry 1700_1960, 19S5. Simon Kuznct9, 

Su: 14c,uru on Economic Graw,h, '959; I!.collomic Det'~/oplI/~'" and Cultural 
C"tuII~, Supplement V, 1957. 
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will boom. All those people whose houses are supplied with 
current will require electric bulbs for their lights. But once 
initial demand is satisfied and all kerosene lamps replaced 
by electric lights the demand for bulbs must peter out. This 
does not mean that the overall demand for bulbs need be 
reduced. Bulbs will still be in demand for replacements, for 
new buildings, for more lamps in the existing houses, but the 
rate of growth of the demand will no longer be exceptional and 
out of line with the overall growlil of .the economy and of 
incomes. So as against \V. W. Rostow's theory which described 
the process of overall development as if it were dragged behind 
some pioneering sectors which experience an exceptional rate 
of growth, we now set a Kumets or Hoffmann theory, wherein 
an economy drags behind some fast-growing sectors until these 
finally 'catch lip' with the rest. Both theories need not be 
mutually exclusive: they may, however, describe two different 
stages of growth. Yet the contradiction is worth noticing be
cause it casts light upon the structural changes which lie behind 
the entire process. If a single industry which has pa5sed the 
early stages of rapid growth has caught lip with the rest of the 
economy, the rate of its further progress must depend on a 
variety of factors not strictly economic. That is, it depends on 
elements which are no longer automatically responding to 
what the neoclassical school would label 'indigenous stimuli'. 
At this point the Ricardian and Mahhusian's method of ex
planation, and that of Adam Smith, appear to be more fruitful 
than the rigid Keynesian I,= K(Y,-Y, ~ I) dosed relationship. 

Ernst Engel's celehrated demand Clln'e, which shows that 
the demand for each individual product levels off at some 
ceiling of per capita income, was of course anticipated by 
Ricardo's capital.formation curve. Obviously demand cannot 
continually increase at an even rate. If we take foodstuffs for 
an example, man's wants are clearly limited by his belly. 
Gradually, therefore, as incomes rise his food will become more 
diversified and some inferior foods will make place for better 
ones. Eventually even the di\'ersification will no longer keep 
pace with the higher income and the surplus will be diverted 
to pay for products of other industries. But even then demand 
cannot grow forever. How many Illotor cars can a man own, 
how many 5uit5 can he wear, in how many houses can he live? 
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Finally the surplus income will no longer be directly consumed 
but turned into capital which may either lead to stagnation 
(the Ricardian assumption) or its own destruction through 
wars (Marx's assumption when talking of the fUlure of 
capitalism) or to cosIly space projects as things appear today. 
However, in anyone of these possibilities part of the income 
is not directly consumed, i.e. demand does not expand at an 
even rate of growth. The solution to lhe first dilemma could 
lie in population growth, i.e. if the rate of economic growth 
could be adjusted to the rise in population, and 10 the second 
in technology. If progress in technology could reduce produc· 
tion costs exactly in such a manner as to make up for the losses 
in 'disposable' income owing to capitalization, expansion in 
the fonn of the introduction of ever·new products could con
tinue almost indefinitely. This is of course what may have 
happened in most highly developed economics. It is a well· 
known (act that the more advanced an economy is the greater 
the diversity of the products which it produces. In backward 
countries demand is usually strictly limited to the mere neces· 
sities of life. \Vhen per capita incomes rise the patterns of 
demand change and industrial products take up an ever greater 
share. Eventually, the industrial sector draws more and more 
resources, in labour and materials, from agriculture, and the 
balance of production and demand shifts more and more away 
from agriculture and towards industry. Demand for foodstuffs 
continues to grow at (he rate of population growth (except 
where food is produced for export) and the increasing share of 
incomes which is no longer spent on victuals maintains the 
demand for other goods. Finally the increasing share of 'sur. 
plus' income is invested, thereby producing e\'en more incomes 
and higher capacity. Population growth no longer suffices to 
maintain the required demand, and the economy is caught up 
in the dilemma of the choice between stagnation or periodical 
spells of unemployment. 

There is, however, yet another aspen lo these changes. The 
change from the early stages of development to the stage when 
demand f~r industrial products hecomes significant is normally 
accompanIed by the process of urhanization. Industrialization 
requires a labour force 'fully committed [0 earning its liveli. 
hood by industrial activity', while agricultural productivity 
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must be high enough to feed the extra mouths.A But urban 
societies have a different cultural structure from rural societies. 
The people who once have been torn away from their old 
environment find it easier to adapt themselves to new situa· 
tions as they arise again and again. They find it easier to accept 
new ideas and new ways of life and new patterns of demand. 
Therefore the cuhural climate in the towns is usually more 
favourable for changes in behaviour than that in rural 
societies." 

The technological factor too plays an important role in the 
process. This factor may in effect change the whole pattern of 
demand in such a way that overall growth will be maintained 
while particular industries decline and arc replaced by others. 
This was already observed before Kumets stressed the point-Ill 
Obviously within a single industry the rate of technological 
improvements must decline, but this need not be true in the 
case of the economy as a whole. The scope for improving 
steam engines may have a limit; the scope for replacing steam 
by other motive power - electricity, oil, atomic energy - may 
well be unlimited. Such changes will, howe\'Cr, be accom· 
panied by continually changing rates of efficiency of capital 
and consequellLly alter the existing suppl)' and demand rela· 
tionships, i.e. they will be accompanied by structural changes. 
The simple capital·output formula will not be very helpful 
unless one can first understand the environmental situation. 

Another determinant of the environment and structure is 
the rare of population growth and life expectancy. It W;IS 

assumed that national income cannot grow permanently at a 
rate higher than that of population growth, unless labour 
requirements per unit of outpUt were altered by, say, techno· 
logical improvements. Growth, therefore, required that the 
rate at which income increased should be either equal (0 or 
smaller than the rate of growth of the labour supply. If we 

n For nn exnmpl .. of this Inmsition in .. nrly sixteenth century England see 
Y. S. Brenner, 'The Inflntion of Prices in Englllnd '·UO·, HO', /:,'crJRomi. 
Hillory RtNieU', 1961. 

U VjJeArthur l.ewi~, rht 1"/rnJryo/ Eeol/omic GroMh. 1955. Ch. III & IV.llnd 
Dert HOleli12, 'Role of Cities in Economic Growth', JournQI 0/ Po/iti~<.I1 Econom, .• 
LXI19SJ: 'The City, The Fnctory, nnd Economic Growth,' Ameri.un Economic 
Rmew, XLV, 1955. 
It Simon Kuznets, 'Qullntitative AspC(:b of Economic Growth of Nations, Il, 

Economic Dft"lopmr,,' and Clllturlll ClJangr, Supplement V 1957 . 
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retain the assumption about the constant labour-output ratio 
then the equilibrium rate o[ growth will be determined_ essen· 
ially by demand considerations, i.e. by the rate o[ savmg_ A 
high rate of savings will yield a high rate o[ growth whereas 
a low rate of savings will retard it. If new investment must be 
equal to the propensity to save from income (I = Ys') it is 
obvious that a higher s' will produce a higher L" The high 
rates of savings will, however, also effect the level o[ consump
tion and therefore o[ demand for investment, and the differ· 
ence may again only be made up by a technological [actor 
aJfecting the capital-ourput ratio (k).71 But even if these highly 
improbable assumptions are retained the population factor is 
still far less constant than the overall rate of growth trends_ It 
is the rate o[ growth of the labour force which will affect pro
duction, but it is the rate of growth o[ the total population 
which determines demand. The two need not increase in an 
even pauem. In fact they seldom do_ It is therefore necessary 
to examine the age composition of the population in order to 
predict the rate o[ growth o[ the labour force. The problem 
was touched upon in an earlier chapter in connection with 
Malthus and need not be discussed here in more delaiL7I The 
main conclusions were that in most pre-industrial societies a 
high birth rate is checked by an equally high death rate. When 
per capita incomes rise the death rate declines very signifi
cantly_ This seems to be the result of better nutrition and 
housing, and to some extent o[ better sanitation and medical 
facilities_ Since these improvements are usually accompanied 
by improved communications and transport the danger of 
local famines is also considerably reduced, Recently the wide
spread application of cheap insecticides and detergents to con
trol infections has also contributed to abatement of premature 
deaths, When per capita incomes have risen sufficiently, and 
little new can be done to check death rates further still. growth 
slows down. A decline in birth rates which normally sets in al 

this stage of development strengthens this new trend. Birth 

~o s. S. Aleunder, 'The Accelerator 119 a Gcncr-oItor of Steady Gro ..... th,' 
()tuzrtnly Jourrwl 0/ uonomics LXIII, 1949; A. SmilhiC9. 'Economic FluCIUH
dOni and Growth', Economt'rU:a XXV, 1957: J. S. Ducacnbcrry, IIrtrintll 
C}'C1n tJtId Ecorwmic GrQfvtll, 1958_ 
nit =k(YI-Y1_ ,) 
n ViM V.N_D., TM DtttrmiilDn,s tmdCormqUCIu, 0/ Popula,ion T,t"d, 1953 
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rates. however. appear to be less inftuenced by rising incomes 
than by structural changes. The latter. it seems, are always far 
less variable than the former.71 Colin Clark stresses this point 
in his article in the International Labour Review" 'Population 
Growth and Living Standards'. What he says. and what is 
certainly also true for parts of West Africa. is that many people 
have the erroneous idea 'that if they can have the latest Euro
pean and American contraceptives sufficiently advertised and 
cheaply distributed (presumably through some system of sub
sidization) throughout the oriental countries, the number of 
children born in the Orient would immediately and perman
ently fall. Nothing seems more improbable. Children aTe born 
in the Oriem, as they were among our ancestors, and as most 
children are born in the Christian world today, because of 
their parents' wishes and consciences and religious beliefs. nOl 
because their parents wish to prevem them from being born 
but are unable to obtain contraceptives .. .'71 The structural 
changes which appear to reduce birth rates in societies with 
rising per capita incomes are nonnally caused in part by the 
realization that children become a burden. that they prevent 
parents from enjoying the full fruits of the higher incomes and 
that they are no longer necessary as providers in old age. 
Similarly it has also been observed that higher incomes often 
change the prestige symbols of societies by sub'Hituting owner
ship of property for fertility. No less important for sustained 
economic development than overall growth of population are 
its age distribution and the psychological changes which 
accompany and affect per capita incomes and expenditure. 

A fall in mortality rates during the early stages of popula
tion growth. which normally comes in the form of a decline 
in infant monality. produces a change in the total population 
- labour force ratio. While the labour force remains constant 

11 Good exnmpln of the penistence of cultural pBtterru can be found in the 
behaviour or nutrition habits of minorities in the U.S.A .. or in Jewish corn· 
munitiCl in Isruel. It is abo interesting to note that the logistic population 
arowth which I have tried to explD.in he~ j~ extremely similar to the population 
irowlh curve of non-humnn populations. The growth curve secms indeed to 
be the some for most if not all biological growth proceuea. See Cro:xton Ilnd 
Cowdcn, App/~d Gmeral Slalish'tl, 1962, for further examplu. 

U PubJiahed in Geneva, 1953. 
fII It may here be noted that Colin Clark holds the view that there ia no fealOn 

to believe that risinS population must reduce P" (tlpi/tJ incomes. 
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for some time and then grows only gradually, the total popula
tion increases far more rapidly throughout the whole period 
until the children have reached an age when they too arc 
absorbed in the labour force. If by that time the bulk of those 
factors which diminish untimely deaths have reached a point 
of saturation, and mortality ratcs can no longer be reduced 
very significantly, the population-to-labour force ratio is 
reversed. Relative lO the rise in total population the labour 
force will increase more rapidly. Consequently per capita 
incomes, which were reduced in the earlier period, are then 
increased. Howevcr, by this time rhe same forccs which reduced 
child mortality will also have increased life expectancy and 
therefore inflated the size of the part of the population not in 
productive employment. Once again the ratio will mo,'e away 
from the situation which produces high per ca/Jita incomes, 
and follow a path of relative decline. In summary then it can 
be said that as a rule rising per capita incomes are accompanied 
by labour force population ratios which behave more or less 
in the following manner: First a high rate of population 
growth, owing to constant birth rates and falling death rates, 
produces a relatively low labour force.population ratio. Later, 
a slow rate of accretion, due to falling birth rates, produces a 
gradually rising labour force/population ratio. Finally, the 
relatively higher proportion of labourers in the population is 
reduced once more by a rise in li(e expectancy. The literature 
on this subject is vast, yet there appears to be very little cer· 
tainlY about the whole process and the factors which influencc 
it. Particularly thorny is the problem of the fertility of the 
human race. Colin Clark11 is of the opinion that 'If every 
woman married young, and there were no restriction of birth 
of any kind, . , .' the number of children born (0 each (not 
the number of children survh'ing) would he 'aboul six'. 'That 
is to say, this would be the average number of living children 
born to the average woman who had survived 10 the age of 4!) 
and had been married all the time. The families of women 
who died eaTlier would of course be .~maller.' But Clark has to 
admit that the evidence for this is not really as satisfactory 3!i 

one would wish it to be. He relies on some alllhropological 
evidence which covers a very wide range of time and place but 

11 'Population Growth ond Living Su.ndarda', 0/1. cir, 
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at the same lime is rather uncertain and imprecise. In addition 
to this he has some evidence from Brazil and Ceylon, i.e. from 
countries 'with a simple agricultural economy where good 
demographic records are available', Finally he uses the evi
dence of the 'medical sub-committee of the recent (1953) 
British Royal Commission on Population, .. which, by an 
ingenious statistical method, was put together in such a form 
as to show what the total fertility of the modern English 
woman would be if she married early and if through her 
married life no restriction were imposed upon conception. 
The answer here also came to a figure in the neighbourhood 
of six'. 

If it is assumed that population growth is the result rather 
than the cause of rising incomes,n i.e. that at least for some 
time productivity may increase at a faster pace than popula
tion, it becomes necessary to examine the process through 
which this may come about. Taking for granted that invest
ment is a growth·producing Hriant which is dependent on 
changes in incomes and the propensity to 53ve, one may begin 
an analysis at the saving ratio. Here it can be noted that in 
both the United States and in the United Kingdom the 
propensity to save has remained relatively constant during the 
last hundred years," A comparison of rates of savings in dif
ferent countries also shows a certain degree of similarity." 
However, a word of wilming is opportune here: we do not yet 
have sufficient accurate figures of net saving to make a really 
thorough analysis of its determinants. If all members of a 
community were to save only lO provide for Iheir reliremcllIs, 
then, in time. accumulation would be offset by decumulation. 
The rate of economic growth would be equal to the rate of 
growth experienced by the labour force. But if the lalter is 
growing presem savings must exceed past savings. If then Ihis 
is followed by an acceleration of population growth due, say 
to a decline in infalllile mortality, the first result must be a fall 

77 This view ia fRf from being unh'cnally BC{;cpted. Vidt Colin Clu.rk on The 
Law of lncrt'llsing Rerums, in 'PopulRtion Growth & Living SfIlndD.rdJ,' 
op. ri/. 

11 Vidt J. S. Dueacnberry, In(o"", Strf-i,'R, Gnd tl" Tht(}ry of Conrvm6r 
B,harnollr, 1954, Bnd W. Golu9ffiith, A Study of SOCIilfll i" lA, U.S. 1956. 
11 Colin Clark, TII, Conditionr of ErotIo",j( P,Ogr'~I, Table XIV, (ed. 19(0), 

p.609. 
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in the labour force/population ratio and in per capita incomes. 
Consequently savings would accumulate at a reduced ralC. 
However. after some time thc children mature and swell the 
labour force. The savings/income ratio will increase ollce 
more, unless it is offset by the combination of retirement 
decumulation and the relatively high spending habits of 
young people. Colin Clark" stated this point in the following 
manner. ' ... Savings are generally accumulated by the young 
(workers) and decumulated by the old, so a rapidly growing 
population with a high proportion of young men should havc 
a high rate of accumulation, an elderly population a low rate. 
It may well be that this factor plays a considerable pan in 
determining the rate of saving. That the proportion of income 
saved should not change very much over a long period in which 
real income per head is increasing. is at any rate sufficient 
evidence to discount the crude "stagnationist" theory. That the 
propordon of income saved should not change very much over 
a long period in which real income per head is increasing, is 
at any rate sufficient evidence to discount the crude "stagna
tionist" theory. That the proportion of national income saved 
should remain constant, as real income rises, means that at any 
given level of real income for an individual the proportion 
saved must be falling through time (whether due to changing 
age composition of the population or for any other reason): 
for if this proportion remained constant in the long period, a 
general rise in real incomes would raise the proportion saved.' 
These conclusions are confirmed in a striking study by 
Dorothy Brady and Rose Friedman (Studies in Income and 
Wealth, Vol. 10), who show: (i) the shift of the curve with 
time; (H) urban·rural differences; but also (iii) that the data 
are to a considerable extent brought together again when we 
consider the proportion of income saved as a function, not of 
the absolute level of real income, but of relative position in 
the income scale. 

Hence the course of popUlation growth may affect the rate 
of saving in the following manner. First growth is accompanied 
by a relative fall in savings; then for some time savings in· 
crease; and finally, with the rise in the number and life 
expectancy of retired workers, savings will once again decline. 

10 Colin Clark. Tht CrmditiofU 0/ Ewnomit ProlPtIJ, op. tit., pp. 610-615 . 
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In countries where development is accompanied by a shift of 
population from rural employment to industry in towns the 
analysis is further complicated. On the one hand townspeople 
are often less careful with their money and inclined to spend 
more freely than farmers; on the other the fear of hunger 
through unemployment is often morc acute among town 
labourers .than among farmers and therefore the former are 
more inclined to save than {he latter.1! Finally, the changes in 
the proportion of self-employed as compared to wage earners 
in a population may also affect savings. Social and cultural 
changes certainly do. Generally it appears obvious that as long 
as incomes are very low, i.e. on the subsistence level, there can 
be little saving. Similarly it is obvious that when incomes rise 
far above an outstandingly high consumption level additional 
income will almost emircly be saved. In between these two 
extremes savings usually increase proportionally to the height 
of incomes. This point is fairly well demonstrated by the avail
able statistical evidence. 

Whether savings depend upon the absolute or upon relative 
income levels however is not agreed. The former view seems 
to have been upheld by Keyl1es and was recently revived by Mr 
Tobin;a the latter is the view of Mr Ducsenberry.a In any 
case the suggestion is there that a society with an unequal 
distribution of incomes is likely to accumulate more savings 
than an egalitarian society. In an extreme case a large propor· 
tion of the population is unable to save at all whereas a small 
group may have an income, or profits as Marx or Malthus 
would have called them, so high OHr and above what they are 
able or willing to consume that savings become very high. As 
the low lcvel of incomes of the many must also restrict their 
consumption to a minimum. and as the consumption of the 
few is subject to diminishing marginal increments, the total 
amount of savings in an unequal society will be higher than in 
a more egalitarian one." This idea may then lead to the con· 

It This point i8 well iIIu8tnlted by Table XVII. 'Percentoge o( Income Saved'. 
in Colin Clork's Ti,e Conditions of Ef'OIlomic; Grofl·th. p. 6,2. 
I' MonlY, Trad, mId Etomm,;t Growllr. 
u l"an"" Savitljl and tl" Tlltory of Cormntltr Bthlftliour . 
.. The disclIssion hcre is concerned with (ree cnlcrprilc economies and 

obvioWlly not with cconomie'J whcre the ra1e of incomes saved is done by • 
centra.l planning committee. 
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elusion that since growth must depend on the rate of net 
investment and investment upon saving and as inequality is 
the distribution of incomes leads to a high rate of savings, 
inequality must be desirable in a developing economy. 

However, as the rate of investment is also dependent on the 
rate of growth of incomes there is always the risk that the high 
savings of the few will not lead to a high ratc of investment but 
rather lO a high r.HC of hoarding, or to money exports.1S Unless 
the bulk of the income saved falls into the hands of public 
authorities who may invest it with a view to raising the 
incomes of future generations, i.e. by long term capitalization,· 
it is unlikely that it will generate new investment in excess of 
the rate of population growth. 'Without a rise in the standard 
of living of the masses there will be no new demand, and in the 
absence of new demand there will be no incentive 10 com'ert 
savings into investment. Hence only a continuous improve
ment of the real income of the masses can assure a high rale 
of investment. In other words, as long as that le\'el of incomes 
at which saving is zero continues to rise, the savings of Ihe few 
will be converted into productive investment and the economy 
will develop. However, what is implied when we speak of that 
level of incomes at which saving is zero continues to rise? It 
can only mean Ihat new needs are being born. The number of 
different products (as against the qualllily of the existing 
ones) must increase; some products previously held to be 
luxuries must become common necessities; briefly, the whole 
structure of society must change. The requirements of equili
brium growth under these conditions were of course discussed 
long ago by Ricardo and Marx. More recently [hey have been 
re-examined by a great number of economists_" The modern 
statement of the problem is essentially this: Savings of both 
workers and profit earners arc a function of income, Howe"er, 
"~e aituation in South American and Middle Eaatem oil producing 

countnea . 
.. For eumple in the Soviet Union. 
17 K. Boulding, A RtwnftnlLtirm 0/ &07Icm,j('l, 1950; F, H, Hahn, 'The Share 

o(Wagea in the National Income,' Oxford Ecrmo",ic Pa/wrJ, 1951; N. Kaldor, 
'Ahe~tive Thcoriea of Diltribution', Rftlw oJ Eronomie Sluditl, 1956; 
J. RobmlO~, !u ,Ac~/a'ion oJ Captfai, 1956; E. Schneider, 'Income IlIld 
Income Olltnbutlon in Macro-Economic Theory', lnltmational Economic 
~~~~. 8 (1958); S, Weintraub, ApprONh 10 IM TJuory DJ Tncorn, Distribu-
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profil earners' propensity to save is higher than wage earners'. 
If the level of income OUt of which no saving is possible is 
designated, rn, lhan the income out of which savings arc 
collected is Y - m and if it is assumed that all savings arc 
invested then investment is equal to s'(\' _m).'" In the extreme 
case where income distribution is such that workers cannot 
save at all and where the propensity to save Olil of profits is 
constant, the total propensity 10 save s is equal lO the profit 
earners' propensity to save S Illultiplied by the ratio of prorlt to 
national income. If it is further assumed that profit earners 
save all their earnings, then the total propensity 10 save would 
be equal to the ratio of profit to national income, i.e. s= ':'t /Y. 
If the capital/output co·efficient CCln also be assumed 10 be 
constant (for technological reasons for example) it appears 
that equilibrium growth may be controlled by deliberate 
adjustments of investment. This can be done through taxa· 
tion on savings or altcral ions in the bank rate, etc. Beller, how. 
ever, is the situation where these .. djustmenrs COllle about 
through changes in the distribution of incomes. (l'hough there 
is the limitation that s must not fall bclow lero Clnd not rise 
too close to unity,) 

In the way it is presented here the Illodel is of course O,'cr· 
simplified. None of its protagonists \\'ould really claim lhalthc 
production function k can remain comtalll m"cr a period of 
time, It becomes necessary, therefore. 10 modify the model so as 
to include the changes which ~Ire bound to alter thc capil:::l1/ 
output ratio. These arc alterations in Ihe :l.\"ailabilit)' of inpufs, 
technological progress, and stfllcfUr:t1 changes in. the composi. 
tion of production, Let liS lake alterations in the composition 
of inputs first; a situation may be envisaged where all labour 
is fully employed but capital stili readily :tv:lilable, In time. 
and in the absence of technological progress. the comhination 
of morc :l.nd more capital with a rclatin'ly constant supply of 
labour must subject outpUt to fhe law of diminishing marginal 
returns." Obviously 'if the input of labour is fixed and rhe 

... '=proper\llity 10 8IIve . 

.. George J. Stigler, Th~ Thtory 0/ Pn" .. r, 19501, defincs this liS (ollows; 'As 
equal incrementa of onc inpulllre lidded, thl' inpu,r. of other producli\'e ~er."ice!l 
baing held COnStl!.nl, beyond a certnin poinl the rellulting illeremenls of ProdUL" 
will decrcole , , , (provided howewr, that) .. , the 81>11e of lechnology i~ 

given. The variouI "'tea of input of the productive lervicclI arc silnultRneou.ly 
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state of technical knowledge is given, the increase in output 
due to the use of a more capital-intensive technique must 
always be less than in proportion to the increase involved in 
the stock of capital, because of the principle of diminishing 
returns_ The principle of diminishing returns likewise entails 
that the rate of profit on capital will be lower the more capital
intensive is the technique of production. assuming demand is 
such as to lead to the same degree of utilization of capital. How 
steeply the rate of profit falls as the degree of capital-intensity 
rises depends on the slope of the production funClion'.1Q Hence 
if capital accumulation progresses at a quicker pace than the 
growth of the labour force, marginal and average returns on 
capital must decrease. \Ve may, therefore, assume, taking the 
life cycle of population growth into consideration, that 
initially, until the children join the labour force, the rate of 
increments to capital will be higher than the rate of increase of 
the labour force - i.e. the capital/output ratio will increase, 
which means that the proportionate rate of growth of output 
(G) will be relatively slow, since it must be equal to the average 
saving income ratio (s) divided by the marginal capital.output 
ratio (V).'I Eventually, when the young generation reaches 
working age the labour force may grow ata rate equal or similar 
to that of population growth as a whole, and the proportionate 
rate of increase of output will be higher. Finally, as the number 
of retired workers and their life-expectancy increase, the trend 
is once again reversed. In summary then, under full employ
ment conditionsD and without technological progress, a low 
rale of increase of the labour force will produce a high increase 
in the rate of growth of the capital/ output ratio. Consequenrly 
per capita output will grow in an inverse relationship to 
population growth and at a rate not exceeding the rates of 
growth of capital and of population. However. this slatcment 

nailabie alternatives, and not a hilloric;aiscquence .. .' Provided, moreovcr, 
that all inPUt:I! are not harmoniously \'lIried, and Ihllt 'the proportions in which 
productive services combine gene:rnlly be uvailable.' (pp. 111-113). 

80 The: produdum junction is defined IllI the schedule relating oulput 10 Ihe 
amount or capital employed per man. The qUolntion above is from n. C. O. 
Mltthews, TM TriJtU C)'lk, 1959, p. 242. Sce alae Georgc J. Sliglcr, Tilt 
Th«Jry of Priu, 1952, p. 106 (or" simple and CJ;cellent c:.:planntion. 
u G=a/v=1'l YfV=I'lKfV.6. Yf6K=lfY'{\ V!I'lK=.!Y·6.Kll'l Y=I.lV 

(Sce Harrod.Domu). 
11 In the conventioIUlI meaning of the term . 
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should not be taken too literally. External economies, increas
ing returns to scale and changes in the structure of capital may 
completely reverse the situation even without technological 
improvements. Taking as an example the case for increasing 
returns to scale, Colin Clark pointed OUt that 'there are a great 
many industries - probably the majority of industries in 
modern community - which are quite specifically benefited by 
increasing population. These arc the industries that work 
under the law of increasing returns rather than the law of 
diminishing returns,'- This is particularly true of the heavy 
overheads in underdeveloped countries. It is indeed the prob· 
lem of under-employment which lurks behind so much of the 
capital investments in Africa today. In Ghana a good road 
running from Accra to Takoradi, some 140 miles, can carry a 
traffic four times the volume it takes now without extra ex
penditure. Hence any additional truck will reduce the gap 
between the expenditure and the 'output' of the investment 
on the Toad. Similarly, alterations in the capital structure can 
also prevent diminishing returns from setting in. The newly. 
created capital may not be used to extend existing assets, but 
it may flow into completely new industries, so that instead of 
over-capitalization in some it may lead to a spreading Ollt of 
industries into new areas and products, resulting in a constant 
capital/output ratio. Eventually, it is true, the economy mar 
not escape the penalty of 'lOO much capital with too little 
labour', but the time of this occurence must depend upon (he 
specific conditions of the country!' 

Another factor which affects the capital/output r':Ilio is 
technology, Le, anything that increases outpUt per unit of 
input and makes possible an increase in total OUtPUt and 
income.- For example any improvement in the quality of 

n' , .. The law of increasing returns prevail, in any industry where, 11! 

• eonaequencc of an increased scale of output. we can c:tpect to obtain incrct\llinl( 
return. per unit of labour or other economic resourcca employed.' Colin CIRrk. 
'Population Growth Qnd Living Standards' op. ett.) 

U. Thi8 point can be equally eJOlended to the supply of labour. Vide Arthur 
Lewi.. 'Economic Development with Unlimited Supplica of Labour'. TJ~ Mall
rh"ter- Sdrool, 1954. and Y. S. Brenner Ajn'rall Quarterly, 1965 Vol. V. No. 2 . 
.. '1£ thi. p088ibility of increaaed output is duly achieved, and if the nomull 

capital-output ratio doca not alter, a rile in the Itock of capital will a!.o be 
induced becaule of the capital .Iock adjustment principle. Technical progreu 
will then Qve aerved to atimulate net invcatment. But it cannot ,imply be 
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labour will improve the outpUt produced with a givcn quantity 
of inputs. The greatest technological progress of Ihis kind will 
normally take place in the early stagcs of induslrialization. 
when untrained labour acquires the new skills of production. 
Eventually. howc\'er, this particular aspect of capitalization 
will become less significant. If by that time the country 
abounds in natural resources the productivity of capital may 
continue to ino'ease; if not, more capital will be required and 
its productivity will decrease. However. the process of capilali
zation and the raising of the skill of labour - i.e. by improved 
educational standards - do not go unaccompanied. One of 
their by-products is a rise in the minimum standard of living. 
Another is an increase in the degree of technological innntive· 
ness. The latter is particularly important in this connection 
because it may transform hitherto 'useless' materials into 
economic assets. No more than a celHUl), ago oil swamps were 
considered useless lands; today they are the sources of great 
wealth: it was the progt'ess of lechnology which brought about 
this alteration. Hence. a high Slate of technology will in itself 
be a source of structural changes. It will introduce into the 
economic structure new materials which under a poorer state 
of technology would be regarded as of no or little value. or 
their existence would be unknown. Thus (ar from becoming 
subject 10 the Jaw of diminishing returns technological pro
gress may well stimulate a simultaneous rise in the avail
ability and the quantities of inputs." It is worth noting that in 
recent years technological innovations have become less acci
dental than they used to be and more often they arc these days 
the result of deliberate research and planned development. 
Many big bwinesses have [heir own research establishment or 
aawned that totalllutput ..... i11 rise when techniclIl progress 1lCCU1lI. Conceivably 
teclmical progreu could l't"9ult in the lIIImc output being produced with lelI 
input and an inl:te8$C in the lImount of unemployment. 'nle IlIme IIpplics to the 
d~ry of new natunU TClIOurces or to an incrcaa.c in the .iu of the bbour
force due to popuJ.tion i(tOwth. These ffiIIke possible an increBsc in output, ftnd 
if In increase in output does come about, investment will be stimulated; but 
the mull andd merely be an increased amount of productive resourcca idle.' 
R. C. O. Matthew •• T~ TraJ# Cycu, 1959, pp. 77-78. 

11 It ma), of couno IIto have the opposite: effect. H. J. Druton poina out 
(TMorla 0/ E«momie Growth, p . .179) that 'objects DC no economic wlue may 
become valulble becauae oC new invention; .imiJ.qrly obje.::t. of greot economic 
YIlue d one point may be worthless lilt another time becaUIC of a chanae in 
technoloaiCIII knowlcdp.· ... 
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farm out research problems to universities or similar research 
institutions and include the expenses with good justification 
in their general production costs. 

In underdeveloped countries the 'vitalization' of unused 
materials is of course a great source of possible expansion with· 
OUt the risk of diminishing returns, not only because of the 
quantity of untouched economic resources but also because 
it is possible to adopt more modern methods of exploitation 
which have already proved themselves elsewhere, and bccausc 
the progress of education will progressively increase the per 
capita product of labour. The precise course of cvents must of 
course depend upon the specific conditions in each case, but it 
is worth keeping in mind [hat 'in any analysis of the growth 
process. natural rcsources arc augmentablc and must be so 
considered' . 

If in an economy the rate of growth of capital exceeds the 
rate of growth of labour, stability can be maintained by innova
tions. The innovations may reduce the costs of production, i.e. 
produce more output with a given rate of inpllls. As equili
brium growth requires a steady ratio belween sa\·ing and the 
production function (C = s/k), k must be of dccrea~illg ralio 
if additional capital is not [Q cause an increasingly negative 
capital/outpUl ralio. Hence technological progress must cause 
any addition to capital to produce an equal or e\"en higher 
addition to output. A great deal of research has gone into the 
micro-economic problem of the forces arrecling the ratc of 
technical progress" but not enough into the macro-economic 
aspects or the problem. The little there is was usually done on 
the assumption that technological progress is a function of 
scarcity of one of the factors of production, labour or land, 
relative to demand. This assumption is not \'Cry helpful when 
dealing with the problems of underdeveloped countries for 
example.-

No less important than innovations for the prevention of 

.7 Vid, C. F. Carter ond D. R. Williams. InduJt'J" and Tu/m%gica/ Pr0Il'tJl, 
1957, Im:vtmtnl in J",rrlf:ation, 1958, and Scitnu in I"dust,y, 1959, and 
R_ R. Nelaon 'The EconomiCII of Invention; A s\lrvey of the- Literature', 
Journal 0/ Businm, VoJ. 32 (1959) . 
.. A lummo.ry of Iheories in this field is lIiven in F. H. Huhn &: R. C. o. 

Motthews, 'Surveyor theoricI of economic growth', in T/~ Economu ]ollrno/, 
Vol. LXXIV, 196 ... pp, 850-853, 
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diminishing returns from capital is the composition of output. 
It is self-evident that innovations in one industry will have an 
effect on others. If a predominantly agricultural country, 
where little capital is in use, sets OUt on a programme of in· 
dwtrialization, the rapid diversification of capilal require
ments will not only prevent diminishing returns from invest
ment but also create an increasing demand for additional 
capital. First the capital invested in agriculture will raise 
productivity and release the labour required for industry. 
Once the immediate capital requirements in this sector are 
saturated, i.e. once diminishing returns begin. the marginal 
efficiency of investments is likely to be higher in industry than 
in agriculture, and, helped by the increased industrial labour 
force. capital will find its way into new industries. As per 
capita incomes rise demand will move from quantity to variety. 
But variety of products means the establishment of a greater 
number of industries rather than the addition of capital to 
existing ones. The ill effects of diminishing returns may there· 
fore be postponed for a very long time. However, once a 
country begins to industrialize, its capital requirements must 
rise, and unless this rise is accompanied by increased saving the 
economy's rate of growth will be reduced. If industrialh:ation 
coincides with population growth, as indeed it often does, some 
shortages are bound to occur. If, as it is likely, social·overheads 
have to be constructed the shortages will be even worse. Yet 
the new capital requirements at the one end may well reduce 
capital requirements at the other. The construction of a good 
road or railway-line which requires a great deal of capital may 
at the same time reduce the demand for capital in the form of 
motor-car spare parts, trucks or bwes. Experience shows, how. 
ever, that the saving of capital in one sector due to its more 
economical expenditure in another suffers from an unfortun· 
ate time sequence. Education is an example. There can be 
litt1e doubt concerning the importance of education in the 
process of raising productivity. There is hardly an observer 
who has not commented on the high cost of wing mechanical 
agricultural equipment in an underdeveloped country, be
cause of the poor quality of its maintenance and utilization. 
Hardly anybody will deny that the higher the standard of 
education in a developed country the higher will be the rate of 
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new technological progress. However it is a fact that education 
is first capital-consuming over many years before its capital
saving fruits become apparent. Not dissimilar is the problem of 
the lime sequence in other heavy capital-consuming social 
overheads. The latter are in fact the major capital problem of 
the developing countries." Once the first capital requirements 
of this kind are overcome things get easier. Firstly, the economy 
is able to produce more capital OUt of its own resources. 
Secondly. once the major overheads have come into being 
relatively less capiml will be required for some time until they 
are used to full capacity. Thirdly, relative to demand for 
tangible goods a rise in demand for services will take place, 
and as the latter require less capital investment than the 
former this will also reduce to some extent the capital 
hunger.11I) Eventually, when the economy reaches a high state 
of development. the position will once again be reversed. Full 
employment of labour or resources or of borh together will 
once more increase the demand for capital to replace (as a 
substitute for) the lacking manpower or materials. Full em
ployment of labour will necessitate capital in the form of 
labour-saving equipment. Full employment of resources like 
land or minerals will require capital for land improvement 
schemes, irrigation and fertilizers, or for sinking deeper shafts 
in the mining industry. In addition to this the high incomes 
which will accompany this stage of development will lead to a 
great diversification of demand which will also cause the 
premature scrapping of machinery and its replacement by 
newer capital equipment to suit the widening of demand. 
Finally the whole process will normally be accompanied uy 
population growth and urbanization which both require a 
high rate of investment in construction (housing), and thi~ 

too is a very highly capital-consuming industry. 
H. 1- Bruton summarized the problem of the time-partei'll 

of capital requirements in a growing economy as follows: 101 

' __ . any sllch general hypothesis must itself rest on specific 

.. ViJ. Hlrvey Lcibenltein, A Th~ry of Economic Demographic Dn~lopnlml 
and &mrmnic BackroarJruu and Economic Growth, 1957. 
toa Thit hypothesi. it far from proven. In WOlIt MriCll ror example aervicn 

are more common at tho early ItageJ of development and in the V.S. aervicea 
are lees common ut the hiRh stages of development, 

IDI Th407iu 0/ Economu: GrOflJlh, cd. Bett F. Hoaelitz, p. 284. 
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hypOlheses regarding technology and demand, and it is dilli
cult to muster much confidence with respect [0 any hypothesis 
concerning technology and demand. \Vith the proper qualifica
tions in mind ... it is perhaps justifiable to suggest the 
following general argument: For several reasons ... the 
OUtPUt stream during the earliest stages of growth would 
appear demanding of capital to a greater extent than can be 
forecast for later stages. However, as population growth 
subsides, and the construction of social overhead capital is 
completed. it would seem that the outpUt stream produced 
will decline in capital intensity. After this point, economies in 
capital use may be presem, due to the existence of a base of 
capital (including knowledge), and will lend to reduce capital
output ratios throughout the system. Similarly, the quality 
of labour inputs may improve as the system continues to grow. 
Unless there are counteracting diminishing returns because of 
the failure of innovations to live up to expectations. these 
results will produce declining capital requirements. and. 
therefore. enable the rale of growth to rise if the saving-income 
ratio remains unchanged'. However Bruton suggests that 
economies of this kind are limited and will eventually be ex
hausted. 'If the argumenLS concerning tertiary industry are 
accepted. they may become applicable at approximately this 
point to contribute further to preventing most of the k's from 
rising. But. surely. beyond this point, the greatest burden rests 
on innovations.' 

THE DEMAND-DOMINATED THEORIES 

Population growth, invention and its al,plication, and the 
rdle of enterprise 
The demand side of the growth problem C'1I1 conveniently be 
divided into two aspects: (a) demand for producers' goods 
(investment), and (b) demand [or consumers' goods. 

Demand for producers' goods depends on business expecta
t~ons which themselves can only be based upon mere specula
tions about future events. The forecasts may be very reliable or 
less so but essentially they must remain what they really arc, 
namely. guesswork, a psychological factor. based upon past and 
present experiences. If returns on investments, i.e. profits. were 
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good for some time in the past and there are no obvious reasons 
why this situation should not continue in the future, evident 
demand for savings will continue to be brisk and investment 
play its growth-producing role. It is therefore necessary to 
examine the factors which inHuence profit cxpcClalions as a 
condition for steady growth. The literature on this subject i.~ 

\,3St and some of the articlcs and books concerned with this 
aspect of growth have already been mentioned in the introduc· 
tion to this chapter,lD:! bur no truly safe theory has so rar 
emerged. A prolonged period of population growth, rising /Icr 
capita incomes, and a degree of redistribution of weahh in 
favour of the lower income groups appear normally to produce 
a stable rate of returns on capital and therefore stable business 
expectations and demand for invesllllent funds. Population 
growth also increases consumers' demand and often facilitatcs 
economics of scale which deepen the capital requiremenLs. 
The rise in per ca/Jita incomes will usually result in a divcrsifi
cation of consumers' demand and therefore G1USC the spread
ing of industry into new field.~ of production which wilien the 
capital requirements. A mild redistribution of incomes will 
normally stimulatc both the deepening and the widening pro· 
cess. This is almost all that can in fact be said aboul the popula
tion and income aspect of this problem. 

Another no less e1usivc factor affecfing steady dcmand for 
investment funds is technological progress and ifS application 
to industry. This is so because technological progress normally 
reduces production costs whereby real incomes. ;md ronse· 
quently dcmand, arc increased, while it also generates demand 
through replacement of outdated equipment. Ob,·iously. this 
may also reduce the risk of losses from diminishing returns 011 

capital if its rate of accumulation should exceed the rate of 
population accretion. Howcver, the actual path the suhsti(ll
tion of capital for labour will take, and whether the resultant 
unemployed labour force will find immediately alternafi,·c 
employment must always depend on the specific circllmstance.~ 
and upon the specific nature of the innovations. IOJ What Gill be 
said here is that if the rate of profit on capital is to remain 
constant, i.e. if businessmen .ue 10 expect habitually deter
mined returns from their investments, inno,,:nions IllUst keep 

101 pp. 175- 178. 101 Vid, J. R. Hick!. Theory of Wagt., ,'Jp. 
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OUtput growing at a rate equal or above the rate of capital 
accumulation. Briefly, innovations must be 'capital-using'.'M 

This poses the thorny problem of innovation. There are two 
aspects to innovation, invention and utilization. Inventions 
have lately become far less fortuitous than they used to be and 
they are gradually becoming an endogenous factor of the 
economic system. The State, industries and even individual 
finns employ scientists these days and set them specific prob
lems (or solution which arise out of the production processes. 
In fact invention has become an integral part of economic 
planning in many modern economics. And though we have 
still a long way to go before we shall have inventions at will 
and of a kind specifically required, say, labour, capital or raw 
material substituting, there appears to emerge a distinct trend 
in this direction. It is therefore well within the scope of present 
day development to suppose that the increase in scientific and 
technological knowledge may in the not too distant future 
reduce considerably the risk.s involved in capital investmenl 
from diminishing returns. Indeed a continuum of alternative 
techniques of production will contribute signific.1.ntly to 
economic stability.1a The problem of innovation, that is the 
application of new inventions to the productive processcs, is 
far less complicated, provided of course the inventions required 
are at hand. Here the mechanism is fairly clear. Entrepreneurs 
will normally be inclined to introduce any invention which is 
likely to reduce their net costs of production. As Marx already 
pointed OUt, capitalist competition cOnlinually forces entre
preneurs to adjust their equipment, and as Marshall poinLed 
out, these adjustments will take place at the margin by means 
of what he called the substitution principle. Morc costly 
methods of production are thus continually replaced by 
cheaper ones, and therefore inventions are almost aUlomati-

1" VUk W. Fellner, Trmd, and Cyd~1 in Economic Attiv;ry. 
I .. F. H. Hahn 6: R. C. O. MIInhe_ write in the 'Survey' (The Ewncm;c '0IlnUll- LXXIV December 1964 p. 785) '1I\IJtead of there being fixed co

ellicienr. in prodUction, there may nist a production function offering a continu
um of alternative teehniqutl, each involving different CIIpital-output ratiO!l i or 
cbe there may not be a continuum of alternative teehniquea but a finite 
number of alternative techniqutl (linear programrninlJ I1pproach). The con
.equenee in either cue ia that the Cl1pital-output ratio v i. adjlQtable, iDstead of 
being b.cd and thia provides a way in which a/v and n may be broulJht into 
equality.' (v in our terminology ia k, and n the rate of population (I"Owth). 
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cally transformed into innovations. All this amoullls to the 
supposition that in a free-enterprise competitive society 
economic requirements direct the rate of innovation (provided 
of course there is an unlimited stock of inventions available to 
the entrepreneur to draw from as thc occasion may arise). This 
illusiary hypothesis treats inventions as a stand-by material 
which can be used to substitute for whatcver other resources. 
labour. land. or raw materials, may happen to be in shon 
supply_ Though it is true that the number of interchangeable 
methods of production and the number of substitute materials 
has gTeatly increased it is still far from providing entre
preneurs with that kind of nexibility in their choice of methods 
of production. In fact neither diminishing returns nor sectoral 
shortages have so far been eliminated. 

Moreover, the world is far from being in a state of free and 
equal competition. All economics are to a greater or smaller 
extent dominated by powerful monopolies and even the most 
competitive ones 3re never flexible enough to react automati· 
cally to changes in factor supplic.~. No community will without 
delay scrap old equipment because some new and cheaper way 
of production was discovered. Not only the reluctance to scrap 
old equipment prematurely. but often also the very great costs 
of introducing the new techniques prevent a smooth transition 
from one method to another. The delay may stretch over many 
years, and in the meanwhile investors will experience con· 
sistently diminishing returns from their investments. This 
need not mean that they will suffer losses in an aiJsohue sense. 
but relatively their rates of profit will decline. and this may 
well influence their investment decisions. The sullSlitution of 
one method by another is a prolonged process during which 
possible losses of the old are balanced by high initial costs of 
the new production methods. In addition to this. monopolies 
may further delay the innovations. By virtue of being mono
polies such enterprises can adjust prices (0 rising production 
costs and in doing so retain a high rate of profit for themselves 
at the expense of other investments. The higher prices will 
reduce consumers' real incomes and thereby lessen rhe general 
volume of demand. However. the rale of monopoly is not as 
clearly regressive as this may suggest. It is often argued that on 
the one hand large-scale monopolistic enterprises are best 
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suited to introduce innovations. whilc on the other they arc 
equally best suited to pre\'cnt them. Thcy are best sui~cd for 
innovations bccause they can usually raise the money required 
for research and new equipment and ha'·c a grealer degree of 
security than non-monopolistic enterprises. However on the 
debit side they frequently have no reason to innovate nor do 
they normally have the kind of staff which welcomes inno,'a· 
tions. Indeed most of the mammoth monopolies arc managed 
by bureaucracies which do not themselves directly suffer the 
losses of ill.management and are always highly suspicious of 
any kind of change. The most imponant factor then seems 
still to be the spirit of society. Alas, no one has so far shown 
as strong a social moti'·e as private gain to stimulate incentives 
for economic progress, nor has anyone been able to ::mriburc 
the outstanding technological progress in the Soviet Union to 
pecuniary gains. The whole problem of economic incentives is 
still a dark corner of human behaviour.11It 

]n as far as demand for consumers' goods is concerned the 
problem is complicated by the business cycle. ]n the more 
advanced capitalist countries the cycles during the last century 
have taken place about a rising trend of economic growth.I01 

It is for this reason that most demand-dominated theories treat 
growth and cycle as one inseparable economic problem.1a In 
its simplest form this sort of theory Tests upon the assumption 
that Say's Law, (that supply creates its own demand and invest· 
ment is always equal to saving), applies in effect only in the 
long Tun but does not necessarily hold good in the short run.1IIII 

Thus Schumpeler, for example, held the view that investment 
is financed by money borrowed from lhe banks in times of 

10. An interesting .tudy of this problem c:m be found in W. E. Moore. 
/"d,mri41 lul(IlioN and the Sorial O,d" 1951. Other di.8cuuionl of monopoly 
can be found in E. D. Domar, 'Im·estment, Losses and i\ionopoliea', in bu:oRlt, 
F",pw)'mnIt and Pubik Po!iq 19S4. 

107 'rhc- interaction of the multiplier IInd the aco;:el"l1Ition principle from thi~ 
point of \·iew takt"8 thc (onn 

, D 
Vt = -- V, _, - -- D = Negath·c I4vinl[s 

V-I V-I 

101 Sce R. F. l-iarmJ. TOfcardl a DJ'"omk f.(;rJ/lv",irJ (l9~): n. H. Duelcn
berry. l,,~ Sm;. and 'Ill Theory 0/ Cmm/mt' B,lrm;our (1')-49), and Bun", .. 
Cytiu and &Q"Q"'~ Grtlwth (I<,ISK); W. J. Fellner. '1,,.,,,1, a"d Cye/tf in Eco"omic 
Activity (19S6). 
lot Schumpetu, up. ti,. ..0 
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prosperilY, which is repaid throughout the whole cycle includ· 
ing the period of depression. Savings are then equal to invest
ment if measured over a sufficiently long time interval, though 
they may not be equal at any given point in lime. A more 
sophisticated approach involves the interaction of the muhi· 
plier and the acceleration principle in any paniclliar ca5e in 
which there is no time-lag. The a'!sllmption there is that the 
development of a son of chain reaction of rising incomes 
generates a growing demand, and the growing demand callse'! 
increased investment, which in tllrn raises the level of incomes. 
The most obvious shortcoming of this scheme lies in the fact 
that it implies the existence of unlimited supplies of factors of 
production (labour, land. and other rc.sources), while it 
excludes the inHucnce of diminishing returns.no Growth then 
becomes an extraneous rather than an indigenous process. 
Another explanation which combines the cycles with the trend 
is the 'ratchet effect' model in the old Ricardian style, brought 
up-to-date. During the period of prosperity, ('upswing' and 
'boom') people get used to a standard of living, i.e, a le"el of 
demand, which they will come 10 regard as normal rather than 
exceptional. Similarly investors set their profit targets in 
accordance with the 'good' rather than the 'slack' periods. Sincc 
most of the produClion equipmcnt is normally sen'cd during 
depressions and scarcely any is e\'er del iberately destroyed each 
successive upswing will stan from a higher level of existing 
equipment and cOllsumers' demand. Consequclltly each S\lC

cessive trough of the cycle will be somewhat higher than the 
one before and will gi'·e the cycle an upward, inclined general 
trend as time goes on. As during [he depressions illlcrcst rates 
and labour and material costs are low, and as entrcrrcneur.~ 
know from experience that cnnwally the depression must 
give way to a new upswing of the cycle, the best estahlished of 
their number will single out [his particular period for making 
their long-term investments in hea,'y capital-consuming de
velopment. Hoping to gain an advantage over their competi
tors when business picks up again, and interest rates and factor 
costs rise, ther will add to their capital slock and by doing so 
lay the foundations for the higher rate of production Ilt~T capita 
when the economy reaches once again its full elllJlloymenl. 
110 The theory mo)' well he correct" ilh re,,3rd 10 certain backward cOllntries. 
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In this way the system is supposed to hoist itself upward in 
a continuing series of cycles. If technical innovations take 
place during the process. as they are bound to do, their 
accumulation will give the upward trend an extra stimulus. 
The shortcoming of this theory is that it relies strictly on 
demand and ignores the limitations imposed on the economy 
by supply factors like the rate of population growth etc. 

Essentially then the theory that the 'floor under consump
tion tends to rise as income rises' means that it is consumption 
rather than investment which holds the economy on its upward 
path throughout the ups and downs of the business cycle. R. M. 
Goodwinlll in his article 'Problems of Trend and Cycle' 
extended this 'consumers' behaviourism' of the individual to 
the firm and the industry. He argued that fixed expenditures 
of finns rise more during the upswing than they tend to fall 
during the depression. It appears, however, that even this 
theory cannot by itself entirely explain 1he whole growth pro
cess, The inclusion of the effect of structural changes which 
usually accompany growth may make the theory more realistic. 

In summary it appears that progress in the examination of 
business fluctuations has been more successful in recent years 
than in the study of long-term trends of economic growth. In 
fact the study of growth has not far advanced beyond the 
generalizations which had already been made by Ricardo and 
Marx though, of course, the study has become considerably 
more detailed and methodical. 
111 The Multiplier as a Matrix. Th~ Econo",ic JOllrtlal, L1X (19.019) . 
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CHAPTER VII 

The Soviet Theories 

In discussing socialist theories of economic growth it is useful 
to distinguish between three terms: growth, (ievelopment and 
planning. Each of these terms has a distinct meaning. 

Growlh is a term borrowed from biology and genetics imply
ing an organic process of progressive change. In ils economic 
context it has come to be understood as an endogcnou51y-pro
duced quantitative. rather than qualitative. increase ill 
physical output. or per capita income, of a society,l 

Developmefll is consciously, deliberately, stimulated growth. 
It implies the introduction of exogenous directional decisions. 
However, there need be no contradiction belween growth and 
development. The latter may accentuate or run parallel to the 
former in one or more sectors of the economy, though, of 
course, the one may also restrain the progress of the other. 

Planning is 'an institutionalized, previously qualHificd. 
rationalized process of economic de\-elopmcnl. over a definite 
period of time'.' 

Growth is spontaneous. developmell( and planning org:lll
ized progress. In most cases the purpose of development is to 

accelerate the pace of spontaneous economic growth, whereas 
the purpose of planning is the crealion of a completely new 
social and economic structure. Development and planning in 
some sectors implies some strain on lite economy as a whole. 
This is particularly the case when development and growth 
tend to move in different directions. Development is always 
undertaken as a means to an cnd. Therefore it is an indepcn-

1 This definition il not universally IICcepted. For full diSCU5lllion of the 
iuulCll involved lee E. Perroux, Cahins d, "!ruh'lut dtJ SrinlctJ Eccmomiqur 
AppJiquU, S~rie I, No. I • 

• Rudolr DicDnif. Economic Growth, Development, Rnd Planning in Socillli~1 
Counttiea. Ecorwnrir Grou·tll, cd. E88tin Nel,on, 1960, p. '74. 
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dem variable affecting the economy from the olllside. Growth 
mUSt remain a dependent variable and part of the economic 
system. Planning implies not only the preparation of plans but 
also their execution. Il is a conscious forward-looking effort for 
the achievement of preconceived quantified tasks. \Vithout 
quantification, the conscious interference with the organic 
economic process will only be development and not planning. 
The limitations of planning are the boundaries of the possible' 
and the degree of suitability of given sectors for human inter
ference.' All planning is therefore restricted by the contclll
poraneous reality and to the experience gained in the past. 
Yet planning, in the sense of setting qualllified future tasks 
and targets, can be done on the basis of a high degree of 
statistical analysis of past events, which is then fed into high
powered computers to forecast the qU3IHitativc results of cer
tain plans in the fUlure, or on the basis of a less mathematical 
and more empirical method of trial and error.' 

Another difference between development and planning 
which is important to note is the difference in attitude to time. 
Development is merely direction, whereas planning implies a 
specific lime-element, a time limit within which some pre
conceived targets ought to be accomplished. Any development 
programme may therefore include sevcral successive planning 
periods. The laner must be so short (hat revolutionary techno
logical, social and structural changes can be excluded from the 
plan, but at the same time long enough to permit the planncrs 
to mobilize all the required resources.' 

]n an earlier chap reI" Marx's economic theory was described 
as a theory of organic growth. In it all productive relations, i.e. 
the social structure, were a function of the productive infra
structure, and both super and infrastructure were subject to a 
dialectical growth process. ]n his own words 'In the social 
production of their life, men enter into definite relations that 
are indispensable and independent of their will. relations of 

o For ezample, inve8Unent eannOI exceed income. 
, It i. ea8ier to plan and predict the output or 11 gh'en piece of induSlri3l 

equipment during 11 year thlln the output of 11 piece of IISricultullllland_ 
• S_ G_ Strtlmilin, Pla,,;rut:mrit t· SSSR, p. 19-
e The problem of the len~h8 of plilnninll: periods i. well diacu8Red by C_ 

BobroWlki, FormaUtm du SYJI,," SaviJtjqJ~ dt Pla"i{rtatiQn. 1957. 
, The Dialectical Malerialuta_ pp. 76-106_ 
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production which correspond Lo a definite stage of develop
ment of their material productive forces. The sum 10lal of 
these relations of production constitutes the economic struc
ture of society, the real foundation, on which rises a legal and 
political superstructure and to which correspond dermite 
forms of social consciousness_ The mode of production of 
material life conditions the social. political and intellectual 
life process in generaL It is not the consciousness of men that 
determines their being, but, on the contrary, their social being 
that determines their consciousness __ . At a certain stage of 
their development, the material productive forces of society 
come into conflict with the existing relations of production, or 
- what is but a legal expression for the same thing - with the 
property relations within which they have been at work 
hitherto ... With the change of the economic foundations 
the entire immense superstructure is more or less rapidly 
transformed. " 

Lenin turned :\[arx's growth theory into a development 
theory. He accepted Marx's idea that 'With the change in the 
economic foundations. the entire immense superstructure is 
more or less rapidly Iransformed,' hut he did (0 it what :\farx 
had once done to Hegcl's dialectics - he turned it upside down. 
The Soviet Revolution had helped Russia to catch up with the 
political system of the advanced countries within a few months. 
Therefore Russia was politically in advance of her economic 
infrastructure. Consequently Lenin saw Ihe Soviet Union 
standing before 'a ruthlessly severe alternative: either to 

perish or to ovenake and outstrip the advanced countries 
economically as well.'1 To fill this gap between the infrastruc
ture and the superstructure Lenin turned the State, which had 
been a dependelll \'ariablc into an independent Olll'. ~Ial'x had 
always looked UpOIl the State as pan of lhe social SUpeNI'UC

lUre. as a dependent variable of growth: Lenin turned it illto 
an independent development agcIH. He allocated to thc State 
the function of autonomous investlllent. The State was 10 in
vest as large a part of income as p()~sible - and then l1Iore - in 
productive capital assets, became 'only a large-scale machine 
industry capable also of rc-organizing agriculture can be the 

• Mlln: & Ensels, Srletled Works F. L. P. H., Vol. (, p. ]62. 
I Lenin, CQII~d~d War"', Vol. XXI, Book I, p. :u6. 
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dent variable affccting the economy frol11 the olltside. Growth 
mwt remain a dependent variable and part of Ihe economic 
system. Planning implies not only the preparalion of plans but 
also their execulion. It is a conscious forward-looking effort for 
the achievement of preconceived qu.mtified tasks. Witholtl 
quantification, the conscious interference with the organic 
economic process will only be dcvelopmclll and not planning. 
The limitations of planning are the boundaries of the p05sil>lc l 

and the degree of suitability of given sectors for human inter
ference.' All planning is therefore restricted b)' the contem
poraneous reality and to the experience gained in I he pasl. 
Yet planning, in the sense of setting quantified future t"sks 
and targets, can be done on the basis of a high degree of 
statistical anal)"Sis of past events, which is then fed illlo high. 
powered compUlers to forecast the quantitative results of cer· 
tain plans in the future, or on the basis of a less mathematical 
and more empirical method of trial and erroL' 

Another difference between development and planning 
which is important to note is the difference in attitude to time. 
Development is merely direction, whereas planning implies a 
specific time-element, a time limit within which ~ome pre
conceived targets ought to be accomplished. Any development 
programme may therefore include several successive planning 
periods. The latter must be so short that reyolulionary techno
logical, social and structural changes can be excluded (rolll the 
plan, but at the So'lme time long enough to permit the planners 
to mobilize all the required resources.' 

In an earlier chapter' Marx's economic lileory was described 
as a theory of organic growth. In it all produCli\·c relations, i.e. 
the social structure, were a function of the productive infra· 
structure, and both super and infrastructure werc subject to a 
dialectical growth process. In his own worcl~ 'In the social 
production of their life, men enter into definite relations that 
are indispensable and independent of their will. rel"rions of 

I For example, invelltment cannolellceed income . 
.. It ill easier to plan and predict the output of 0 given piece of inJuatrbl 

equipment Juring_ year than the output of B piece of ngriculturolland . 
• S. G. 51rumiJin, PlaniUJ1.·tr~ t· SSSR, p. 19 . 
• The problem or the length. of planning period. i. well di9~·U5kd by C. 

Bobrowski, FOmlatiOft du SYltm. Soviltique de Plani/iratiQn. II,lS7. 
1 The Dialectical Materialists. pp. 76-106. 
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production which correspond 10 a definite stage of develop. 
ment of their material productive forces. The :mm tOlal of 
these relations of production constitutes the economic struc
ture of society, the real foundation, on which rises a legal and 
political superstructure and to which correspond definite 
forms of social consciousness. The mode of production of 
material life conditions the social, political and imelleclual 
life process in generaL It is not the consciousness of men that 
determines their being, but. on the contrary, their social being 
that determines their consciousness _ . At a cerl:l.in stage of 
their development, the material productive forces of society 
come into conflict with the existing relations of production, or 
- what is but a legal expression for the same thing - h"ith the 
property relations within which they ha\c been at work 
hitherto. With the change of the economic foundations 
the entire immcnse superstructure is more or less rapidly 
transformed." 

Lenin turned ~Iarx's growth theory into a de\ clopmem 
theory. He accepted :\Iarx's idea that 'With the change in the 
economic foundations, the entire immense superstructure is 
more or less rapidly tramrol'med,' hilt he did to it Wh;H 'Iarx 
had once donc LO Hegel's dialenic .. - he [tImcd it upside down" 
The Soviet Re\"olution had helped Russia 10 catch lip \,"ith the 
political system of the adyanceri coulltries within a few month," 
Therefore Russia was politically in :.ld\"ance of her economic 
infrastructure" COllSequently Lenin saw the So\"it't Union 
standing before 'a ruthlessly snerc aitemati\"e: either 10 

perish or to o'"crtake and outstrip fhe ;;tch":lIlced countries 
economically as welL" To lilllhis gap between rhe infrastruc" 
ture and the superstructure Lenin turned the State. which had 
been a dependent '"::triahle into:1I1 independent (Ill!"" .\brx had 
always looked upon the State as pan of Ihe social ::'lljl,"l"'IlltlL' 

ture, as a depcndent variable of growth: Lenin tllrllcd it into 
an independent <lc\"elopl1lcllt agellt. He aIlOL:iICU to Ihe State 
the function of autonomous invesllllellt. The Slatc ""as tt) in· 
vest a5 large a pan of income as p,,,siblc - :l.lld [hell mu re - in 
producti\"c capital asscts, hecause 'only a large-scale machine 
industry capable also or rc.organi7ing agriculture can be the 

• Marx & Enat"ls, S"/U/I!J WorJIl F. L. p, H., Val. I, p" J6~" 
• Lenin, ("olktt,J Works, Vo!. XXI, Book I, p. ~16. 
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material basis of socialism',ll The capacity of the basic indu!!
tries was to be increased in order to raise the output of both 
producers' and consumers' goods industries. However, since 
the only source of funds for socialist industrialization at the 
time was the 'internal resources created by the labour of the 
workers, peasants and intellectuals', naturally certain sacri
fices. difficulties and privations had to be expected, 'especially 
in the early stages of industrialization'.1I 

Basically, the production of consumers' goods and of pro
ducers' goods were treated as two distinct and separate sectors. 
The fonner was concerned with the satisfaction of consumers' 
requirements at the existing level of output, whereas the latter 
produced only for the augmentation of the capital stock and for 
the replacement of technologically outdated equipment. 11 The 
major controversy in the economic sphere, which arose in the 
early 1920'S, was about the financing of the development plan. 
Economists like Lev Shanin, Bazarov and Croman, the spokes. 
men of what came to be called the 'Right Opposition', held the 
view thal agriculture should receive priority in all develop· 
ment schemes. Their argument was that agriculture can 
absorb more labour per unit of capital in an overpopulated 
country, because of ilS low capital-outpul ratios, and that an 
agricultural population has a relatively low consumption rale. 
Therefore, they concluded, if priority were given to this sector 
net sa"ings would be highest and could then be channelled 
IOwards indwlrial development investment. Factually lheir 
argument rested on rather good evidence from past experience. 
Firstly there was the experience of the prosperous pre-rcmlu
donary Russian corn export trade. Secondly, the rate of profil 
in agriculture had for many years averaged abOUt fifteen pel 
cent, whereas profits in industry averaged only about six per 
cent. Shanin's idea was therefore to invest initially in agricul. 
ture where growth would yield the highest rate of savings and 
then transfer the accumulated capital to industry.uThe process 

10 Ibid., Vol. XXXII, p. 4H, (RuaaiJln rounh edition). 
It FimJammtals of Marxitm-Lmi"u"" ed, Clemena Dun, Moecow, 1964 

p, 559; Lenin, TM Development of Capita/inn irl Russia. 
11 Vide 'A Soviet Model or Growth', in E. D. DOIJlJlT, Essay, irl tlu Thttny of 

EeoMmic Growth, 1957, pp. 22]-261. (The G. A. Feldman model). 
lIS Industrial profit8 were taken BI 100 -+ 106, 112.], 119. 

Aaricuhural profitlBl 100 -+ liS, 1320.2., IS20 etc, 
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of economic development as Shanin and his followers en
visaged it was more or less the following. First high profits in 
agriculture from both domestic and export sales would create 
significant savings. Pan of these would be spent on the im
portation of foreign machines for industry and the rest on local 
capital production. At the same time there would also be a rise 
in demand for industrial goods owing 10 agricultural pros
perity. This would further stimulate local light industries. 
Eventually as savings grew over the years more and more 
capital would penetrate from the light industries upwards and 
expand the heavy industries. This last stage however would 
only become really significant after consumers' demand was 
fully satisfied at the level to which the peasant population wa" 
accustomed. 

This theory was rejected by Bukharin. who recommended a 
different scale of priorities. He belie"ed that investment should 
throughout be equally balanced between agriculture and 
industry. Industry, he maintained, depended on demand from 
the agricultural sector, while the agricultural sector depended 
on industry for its mechanical equipment. Some agricultural 
machinery could be imported in exchange for grain until it 
could be replaced by domestically produced machines. FUlld:l
mentally, however, agriculture was to remain the strategic 
sector, for sheer numbers of people involved in it dominated 
demand for industrial products, while it also provided the 
necessary supply of raw materials and human resources for the 
development of industry. 

Trotzky and Preobral.henskii,lI speaking for the left wing of 
the party, maintained thilt the prime objective of development 
must be the rapid and complete modernization of industry, 
and this ought to be financed by the agricultural sector through 
taxation and price fixing. This they assumed was possible 
because it was rightly believed that farmers saved only a small 
fraction of what they could if forced. They thought that a 
rigorous price and taxation policy would make farmers pro· 
duce more and consume less. They also rejected the idea that 
the peasantry could become the stimulant for industrial pro
duction without deliberate government direction. Because of 
the peasants' cultural structure, Preobra7.hemkii helieved 

U Preobruhemkii. Nfto Economies. 
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these were unlikely to turn higher earnings rapidly into 
growth~producing industrial demand. In fact this last argu· 
ment did not correctly represent the views against which it 
was directed. Shanin never suggested that agricultural demand 
for industrial products should be at the expense of savings. 
\Vhat he suggested was merely that large economies of scale 
in industry were to reduce the prices of industrial goods to 
such an extent that they would create their own demand. Fail
ing costs rather than higher incomes were supposed to increa~e 
the demand for Ihe products of industry. 

For political rather than economic reasonsU and because 
paradoxically agricultural productivity was too low !O main
tain sustained growth in industry,l. and after some period of 
\'acillation, Preobrazhenskii's 'super-industrialist' line wa~ 

adopted by the Soviet leadership. Massive investment and all· 
OUt priority for industry became the accepted slrategy of 
economic development. As Stalin fonnulated the policy, in 
1928, 'a fast rate of development of industry and the produc. 
tion of the means of production in panicular, is the basis and 
key to industrialization and to socialist development of the 
economy as a whole'. In the words of the textbook,n 'Socialist 
industrialization is the development of large-scale industry, 
and primarily heavy industry, [0 a level where it becomes the 
key 10 the reorganization of the entire national economy on the 
basis of advanced machine technology, ensures the victory of 
socialism, and strengthens the country's technical and 
economic independence and defence capacity in face of the 
capitalist world.' However 'the creation of modem industry 
requires huge material and financial outlays' and as these 
cannot be obtained through capitalist exploitation, the share 
of the national income previously devoted to the parasitical 
consumption of the exploiting classes is used for socialist 
accumulation. The peasantry is released from paying mortgage 
debts and land rents. That enhances the possibility of enlisting 
the financial assistance of the countryside for industrial de
velopment. The revenue of state enterprises, foreign and 

11 The ilObltion of the Soviet Union in the face of the hostile eoalition of 
alpitali.t countries whieh .unound her plared here the mlljor role. 

le The fanners could not be pCflIunded to produce more. 
17 FIlM4lnmtalJ 01 }.larzUm-Lt.,j"jnn, p. 559 . 
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domestic trade, and banks is also lIsed for industriali7.ation', 
And so, as development involve's 'the maximum capital invest· 
ment in industry', Stalin prescribed maximum taxation and 
price.fixing fo get at the difference between 'potential and 
actual savings' in agriculture. and the economies of scale to be 
achieved by the sub5tiLUtion of large-scale farming for small. 1I 

In line with these principles the division of the economy into 
two distinct sectors was deepened. Industrial investment was 
made to increase with the progress of technology and with 
little regard for actual market demand. Agriculture took 
second place and was expected to progrc'i'i eventually through 
the application of technologically.improved equipment and 
the lower prices of industrial products. 

The general strategy then was the separd.tion of agriculture 
from industry, and direct consumers' demand from investment 
decisions, and preference for industrial developmcm, To this 
several other scales of priorities were added. DeJined relarion
ships were required in the development of heavy and light. 
extractive and manufacturing industries, because a faster rate 
of development of heavy industry ensured the ad\'ance of all 
branches of the economy. Consequently. first priority was 
allocated to heavy indusrry.1I Similarly, it was decided that 'the 
raw·material and power industries must expand faster than the 
manufacturing industries, and crcate the necessary resen'es 
for their advance'. Finally, it was stated that 'proper propor· 
tions have to he maimained with regard to the distribution of 
industry among separate economic districts, and specialinJtioll 
and co·operation of production', and that the 'cconomy will 
not work smoothly. either. unless a correct rOltio is established 
between the number of skilled personnel required in [he 
national economy and the country's training facilities'. In 
summary. the maintenance of a wide range of proportions in 
the national economy was regarded as an important task of 
socialist society. 'Accounting and control - that is Ihe main 
thing required for arranging the smooth working, the correct 
functioning of the first phase of communist society,' wrote 
It It mlly be noted chllt this \\'IIS in effect the policy of 'primitive 5"dali~t 

IIccumullltion' which had earlier heen n·jccted by the PUrt)' os 'sowing dlscenl 
between the rannel'll pnd the \\'orkel'll', Ilnd wue indced ne\'er Accepted under 
that nDme. 
It F'unJam,,,tal, of Ma,.\-1sm·/.tllirri.ml, p. 571-572. 
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Lenin in The State and Revolution,- Thus electricity, steel 
and machines received first production priority, not only for 
purely economic reasons - because they were 'the basis and 
key to industrialization and to socialist development' - bUI 
also because they were considered to have high defence poten· 
tialities.D 

We may now summarize the 'development contrOl·ers)"' 
which took place in the Soviet Union during the early 
'twenties. Initially Soviet planning vacillated between two 
strategies which were based on two basically different lines of 
approach. One was the 'genetic-growth' approach and the 
other the 'teleological-devclopment' approach. The 'geneti. 
cists' placed stress on the analysis of the economic conditioD!' 
prevalent in Russia and on the acceleration of existing growth 
trends by deliberate development, while the 'teleologists'::! 
stressed the view that planning is not a matter of accelerating 
existing trends but of deliberate autonomous action with a 
view to the alteration of existing structures. The only restric· 
tions on planning which the 'teleologists' recognized were in 
the short run the existing sacio·economic relations in the 
Soviet Union, and in the long run opportunity COSIS. The 
'geneticists' believed in the inevitability of historical growth 
processes and the teleologists in man's ability to overcome the 
forces of nature and to forge his destiny in accordance willl 
what the policy-makers believe to be historically inevitable.D 

The teleologists' method of raising the national product 
(which eventually prevailed) was to accelerate the progress of 
a number of key industries, followed by the adjustment of the 
pace of development of other dependent industries to suit the 
rising requirements of the former. Thus the leading industries 
werc the determinants of the rate of growth for all other in. 
dustries. Consequcntly, investment in agriculture too was 
solely a function of industrial planning. Only the excess of 

10 F.L.P.H" M08COW, 1961, p. ,6,. 
11 Though today other fonna of power have become more efficient and 

economical than hydro-electric it ,tiD hold. the lummit priority in all com
munirt 'tllC planning. Probably becaUIIC of the frequently quoted ,Iopn or 
Lenin 'Conununitm it the power of the IOvieo piu. electricity', I. The 'lelcologito' were led by S. Strwnilin, 

11 The pccuLiIf thinS about the teleological approach it that it anumea 
the pouibility of creating IUl infrutructure to luit the idcoloiY of a dominant 
IfOUP· 



THE SOVIET THEORIES 

savings from the agricultural seCLOr over the requirements of 
the industrial plans was rc-investcd in agriculture. In fact until 
very reccntly Soviet agriculture was virtually starved of 
capital" Howevcr, even the teleologists could not plan invest
mcnt in exccss of maximum savings. In 1926 P. Popov pub
lished an auempt to quantify 'the volume and structure of the 
outpUt which nows into the national economy of the Soviet 
Union from its individual branches and is distributed among 
the separate branches and classes of society'.= Unfortunately 
Popov's work was not taken seriously until many yeaPi l:lIeT and 
Strumilin's comention prevailed, that 'the accuracy upon 
which strict science insists is by no means necessary for practi
cal purposes'.-lt was this kind of Strumilin-pragmatism which 
under Stalin came to be known as 'scientific planning'. 

According to Soviet theory the demands of the law of 
planned development found their expression in the economic 
plans drawn up by the Slate planning bodies in accordance 
with directives issued by the Communist Party and the 
Government. In the early 'thirties Stalin put the state at the 
summit of all economic activities and relations and the SO\-iet 
economy was no longer supposed to react to the economic laws 
of capitalism but only to the new laws of socialist den·!opment. 
However, the 'economic laws of socialist dcvc-lopmclH' were 
not taken to operate automatically but through active planning 
by the Soviet State and the working population led by Ihe 
Communist Pany.t7 In the words of thc texthookJl·It wOllld .. 
be wrong to assume .that lite great advantages inherent in 
socialist. planned economy auromatic<111y ensure ils sllcce~s. 

The law of planned development of the national economy 
must not be confused with the actllal/J/arming itself. Though 
the economic law unfailingly operates - in the sense that its 
effect will be felt inevitably - planning may be correct or 

." Report by L. I. Dn~zhnev on Urgtllt PrftaJUrtl for Furthtr Dtt't/opmtn/ of 
StlV.-6t Agricullllr, al the plenary meeting of the Centrnl Committrc of Ihr 
CPSU on 24 March, 196s. Reported in Pravda, March 26. 
16 P. Popov, Th6 Balanu 0/ tht Natilmm&ollomy 0/ th6 U.S.S.R./or 1923:21. 
" Quoted from Spulber op. at. p. :01%2. 'It was "pragmatism" more than Ilny

thing elte which mode for good plonning.' 
11 BobluJya SOOj,#t,Aaya Emikloptdia. 1932. Vol. 11 USSR, p. 76(}. 
11 Fundam,,,tab of Marxism-Lmi"is"" p. S74. (I call it 'textbook' beclluse it is 

uaed ... a tatbook for the aubject in most Soviet Univenitie9 in the fint and 
eecond year counce). 



THEORIES OF ECONOMIC DEVELOPMENT AND GROWTH 

incorrect. precise or very approximate. Hence the method and 
system of planning must be continuously improved, the 
scientific, technical and economic basis of the plans strength
ened. and the plans constantly checked and corrected in the 
light of experience. of the most ad,'anced practice.' 

In 1928 Soviet economic planning took the form of it series 
of five.year plans devised to overtake the United States of 
America in per capita production. In 1936 Stalin proclaimed 
that Socialism had been achieved in the Soviet Union, and 
with the adoption of the new constitution he laid down the 
rule that economic growth could henceforth only result from 
policy directives and their execution. Organic growth was no 
longer relcvant, being part of the capitalist structure. In the 
future output targets were no longer to be regardcd as techno
logical predictions but as government instructions la be 
carried out. 

This idea was put into even more extreme terminology in 
the ideological guidance which was given to the new socialist 
counlrics which came into existence in Eastern Europe after 
the second world war. 'The basic law of socialist production: 
wrote Stalin in Economic Problems of Socialism in the 
U.S.S.R.'III means the 'maximum satisfaction of the continually 
rising material and cultural requirements of society through 
continuous expansion and perfection of socialist production by 
the highest techniques'. This implied, in the words of the 
Textbook of Political Economy,- that 'socialist forms of 
economy cannot emerge and develop spontaneously', but only 
'as the result of planned activity of the proletarian state and 
the creative activity of the working masses'. Consequently all 
other, non-planned, forms of growth were labelled reactionary 
and prohibited because they diverted resources from where 
these should have been employed in a socialist production. The 
st.1te, and the state alone, through its planning organs, can be 
the agent of economic progress. To assure growth in this 
fashion a long list of disciplines were introduced and given a 
rigid order of priorities. At the LOp of Ihis pyramid·shaped 
structure was the Party discipline, followed by socialist, slate, 
planning, production, labour, technological. financial and 
other disciplines. 
I. MOICOW, F. L. P. H., 19S~, p.-45. 

'3' 
U l\.-Ioscow, 1957, p. -119. 
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In fact economics was turned into a procedural administra· 
th'e matter centrally controlled like a single big firm with little 
regard for the limitations of centralized man;]gemcnt.J1 Thi.~ 

led to maximum rathcr than optimum planning. Ignoring 
costs as the 'affair of small shopkeepers' mClllality'3:J Stalin 
regulated the economy regardlcss of any profit and 1055 
accounts for the various sectors and the individual enterprises. 
'The losses were hidden in the lump sums of centralized 
averages'D and justified by the simplification that the general 
social utility cannot be measured by gains or losses in indi· 
vidual sectors. Strumilin alone,JI and he lOO only as late as 1957, 
raised the question of optimum versus maximum planning. In 
his book Planirovannic v USSR he wrote- that planning 
should ensure the 'optimum utilization Q£ the producti"e 
forces of the country, without causing crises. and stimulate the 
most rapid expansion of sociali'i! production in order to 
achievc the maximum satisfaction of the needs of the people 
with a minimum of cost'. Though theoretically it appears of 
course common sense to sacrifice iuycstments in sonte limited 
sectors in order to achievc higher overall gains, in practice. 
however, it must be done on the basis of careful examination 
of cost and gain accounts and in a well integrated, highly 
organized, economy where plans are stricrIy adhered to. This 
was not the case in Stalin's Russia. Not only were plans (00 

frequently changed, but there appears to have been an end· 
less sequence of revisions to eliminate disproponions. and 
this led to the introduction of ever higher priorities, ulllil by 
the end plans lost all consistency. In the words of a Polish 
planning specialist, Bobrowski,S6 'One of the most fundamclH;li 
characteristics of the Soviet system of planning is not LO treal 
the official plans as a supreme law seuing up illll'amgressiblc 
principles (except for explicit modifications) of the allocation 
of factors of production and of distribution of the natiollal 
income, but as an approximation susceptible LO changes at any 
moment if the non-written plan requires so. This is particu. 
larly confusing to those who wish the planned economy to be 

11 Thil Will until N. S. Khru~heho\"9 rise to power. 
U Quoted from R. lJicnni~, op. n"t., p. IHo, 
3' R. Bicani~, op. cit., p. 180. u Thi~ is to the hest of my knowleJ"e. 
16 p. 18. 

It Bobrowaki, op, ci,., p. 91. Quoted here from R. DiC1lni~, op. cit., p. IHI, 

OSS 
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an organized system, free from oscillations. Finally as the no~
written plan is reduced to a cerrain number of maCrlrccononllC 
choices, its supremacy means a defeat of all attempts at giving 
importance to economic calculations.' Briefly, centralized plan
ning without detailed profit and loss accounts for each sector 
and sub-sector may cause the economy to fall between two 
stools. Central optimum planning may become impossible 
without modifications and modifications may distort the over
all plan. 

There was yet another hindrance to development in the 
policy of maximum rather than optimum planning, namely 
the continuous utilization of production units of only marginal 
value. To a certain degree this difficulty should have been 
overcome by the planning of the producers' goods industry, 
sector I, which according to Lenin's principles should have 
been greatly concerned with technological progrcss and its 
application. but obviously this can only be a partial solution to 
the problem and cannot altogether eliminate the use of 
marginal units of production. Finally, the system of priorities 
itself was not used in accordance with the principles of the 
basic laws of socialism, concerning economic progress.'" but 
according to political and administrative needs which in time 
almost assumed the form of ideological credos. The scale of 
priorities was as follows: At the head the Communist Party 
which has priority over state and collectives' decisions. Then. 
central government decisions had priority over the decisions of 
the various governments of the autonomous republics and the 
local organizations. Finally the requirements of the machine
building industry had priority over those of the basic goods and 
consumers' goods industries, and the latter had priority over 
agricultural and consumers' goods production. Thus local 
requirements and the satisfaction of consumers' demand came 
at the bottom of the scale of priorities and consumption there-

17 Theee baeic law. are: Fintly, 'those which reler to the optimum balance 
in the ad.faction of the riling need. o( the lociety through conltant CJ;pllnaion 
of production' (to achieve thil i. onc o( Ihe main IBlb or the plonncnI. whose 
choioc illimited by the requirementa ol thil balic low. EJ;pressed in a different 
"Y. their activity i. preponderantly negath·e: to eliminate di9proportion9 in 
economic p-owih.) Secondly: 'A particular law o( planned (proportional) 
deon:lopment' (Which i. con.idered to be the 'regulator of loci,li.t indultry 
Ilnd the dila-ibutor of mean. o( production and labour IImonll the varioul 
brmcbn of the economy'). R_ BiC'llnif. 
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fore determined by the residual magnitude from compulsory 
savings. 

From a purely economic point of view the main deficiency 
of Stalin's oyer-centralized system was the absence of a method 
by which the profitability of any specific investment could be 
judged. The lack of this kind of supervision too often invitcli 
excessive ovcrhead costs, 'empire·building', nepotism and 
general inefficiency and maladministration. All these were 
doubtlclisly evidem in thc Soviet economy as can be secn from 
statemenls madc by Mr N. Khrushche,," and by his follower 
in the office of first secretary of the Communist Party of the 
Soyiet Union, Mr L. I. Brczhncv." The same was also dis· 
cussed, in the post-Stalin era, by economists like Braginski and 
Koval,lO M. B. Breev,41 and I. A. Gladkovu in the Soviet Union, 
by C. Bobrowski," E. Lipinski and Fabierkiewicz in Poland. 
and by Juri Reznicek" in Czechoslovakia and Rudolf Bicanic 
in Yugoslavia. Howcyer, none oE the critics has yet given a 
really satisfactory explanation of how it happened after all that 
the Soviet economy achieved thc phenomenal rate of growth 
which it experienced. The answers, for whar they are wonh. 
can be divided into three categories. Firstly, those that claim 
that such progress as there was did only take place in a limited 
number of sectors of the economy and that in fact Soviet 
statistics are misleading. (This argument will be discussed in 
more detail later in this chapter.) Secondly, those who claim 
that with all its efforts the government did nOl succeed in 
eliminating unplanned autonomous 'genetic' growth and that 
this must be held responsible for the progress. The argument 
is that 'had it not been for Soviet planning, genetic growth 
would have made Russia progress even more'. The adherents 
of this argument speak of two economies which existed side by 
side in the Soviet Union, the successful autonomous one and 
the far less successful planned one. As evidence they point to 
U Pravdn, Nov. 14, 1958. n Prm:da, Mafch 26, 1965. 
to Orllani~acia Planira'f.'n nia Narod1logo Ho~~·a.v#t·a SSSR, Moscow. 1<)5.1. 

pp. 77.92 • 
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an organized system, free from oscillations. Finally as the no~
written plan is reduced to a cerrain number of maCrlrccononllC 
choices, its supremacy means a defeat of all attempts at giving 
importance to economic calculations.' Briefly, centralized plan
ning without detailed profit and loss accounts for each sector 
and sub-sector may cause the economy to fall between two 
stools. Central optimum planning may become impossible 
without modifications and modifications may distort the over
all plan. 

There was yet another hindrance to development in the 
policy of maximum rather than optimum planning, namely 
the continuous utilization of production units of only marginal 
value. To a certain degree this difficulty should have been 
overcome by the planning of the producers' goods industry, 
sector I, which according to Lenin's principles should have 
been greatly concerned with technological progrcss and its 
application. but obviously this can only be a partial solution to 
the problem and cannot altogether eliminate the use of 
marginal units of production. Finally, the system of priorities 
itself was not used in accordance with the principles of the 
basic laws of socialism, concerning economic progress.'" but 
according to political and administrative needs which in time 
almost assumed the form of ideological credos. The scale of 
priorities was as follows: At the head the Communist Party 
which has priority over state and collectives' decisions. Then. 
central government decisions had priority over the decisions of 
the various governments of the autonomous republics and the 
local organizations. Finally the requirements of the machine
building industry had priority over those of the basic goods and 
consumers' goods industries, and the latter had priority over 
agricultural and consumers' goods production. Thus local 
requirements and the satisfaction of consumers' demand came 
at the bottom of the scale of priorities and consumption there-

17 Theee baeic law. are: Fintly, 'those which reler to the optimum balance 
in the ad.faction of the riling need. o( the lociety through conltant CJ;pllnaion 
of production' (to achieve thil i. onc o( Ihe main IBlb or the plonncnI. whose 
choioc illimited by the requirementa ol thil balic low. EJ;pressed in a different 
"Y. their activity i. preponderantly negath·e: to eliminate di9proportion9 in 
economic p-owih.) Secondly: 'A particular law o( planned (proportional) 
deon:lopment' (Which i. con.idered to be the 'regulator of loci,li.t indultry 
Ilnd the dila-ibutor of mean. o( production and labour IImonll the varioul 
brmcbn of the economy'). R_ BiC'llnif. 
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fore determined by the residual magnitude from compulsory 
savings. 

From a purely economic point of view the main deficiency 
of Stalin's oyer-centralized system was the absence of a method 
by which the profitability of any specific investment could be 
judged. The lack of this kind of supervision too often invitcli 
excessive ovcrhead costs, 'empire·building', nepotism and 
general inefficiency and maladministration. All these were 
doubtlclisly evidem in thc Soviet economy as can be secn from 
statemenls madc by Mr N. Khrushche,," and by his follower 
in the office of first secretary of the Communist Party of the 
Soyiet Union, Mr L. I. Brczhncv." The same was also dis· 
cussed, in the post-Stalin era, by economists like Braginski and 
Koval,lO M. B. Breev,41 and I. A. Gladkovu in the Soviet Union, 
by C. Bobrowski," E. Lipinski and Fabierkiewicz in Poland. 
and by Juri Reznicek" in Czechoslovakia and Rudolf Bicanic 
in Yugoslavia. Howcyer, none oE the critics has yet given a 
really satisfactory explanation of how it happened after all that 
the Soviet economy achieved thc phenomenal rate of growth 
which it experienced. The answers, for whar they are wonh. 
can be divided into three categories. Firstly, those that claim 
that such progress as there was did only take place in a limited 
number of sectors of the economy and that in fact Soviet 
statistics are misleading. (This argument will be discussed in 
more detail later in this chapter.) Secondly, those who claim 
that with all its efforts the government did nOl succeed in 
eliminating unplanned autonomous 'genetic' growth and that 
this must be held responsible for the progress. The argument 
is that 'had it not been for Soviet planning, genetic growth 
would have made Russia progress even more'. The adherents 
of this argument speak of two economies which existed side by 
side in the Soviet Union, the successful autonomous one and 
the far less successful planned one. As evidence they point to 
U Pravdn, Nov. 14, 1958. n Prm:da, Mafch 26, 1965. 
to Orllani~acia Planira'f.'n nia Narod1logo Ho~~·a.v#t·a SSSR, Moscow. 1<)5.1. 
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what appear to be common practices in the Soviet Union. the 
hiding of accumulated reserves and equipment from the 
authorities by enterprises and their utilization outside the 
plan. Likewise they stress the discrepancies between produc. 
tion figures collected, by the Soviet Statistics Office, from 
managing directors and from government ministriesU and the 
frequent complaints about sponlaneous activities and lack of 
planning discipline which appear in Soviet publications. 
Finally they cite the example of the practice of Ministries of 
drawing up plans 'without taking into consideration what is 
being done by other Ministries'," and, naturally, the Kolkhoz 
markets which were legalized and produce even by official 
accounts some twenty per cent of the country's farm product, 
to which they add the yield of the 1.6 million hectares' product 
of the ,.vorkers' Allotments. Thirdly, and here all critics of 
'super-planning' are in agreement, the great improvements 
which followed the removal of some of the restrictions on the 
spontaneous growth must be allributed to decentralization. 
The extremists among the critics, who usually write in the 
capitalist countries. claim of course that had it not been for 
Soviet planning, and had the Russian economy been left to 
genetic growth with as little stalc interference as possible, the 
rate of growth would have been far more outstanding than it 
actually was.1T In the words of Professor Rudolf Bicanic. of the 
UniveT5ity of Zagreb. Yugoslavia," 'The inefficiency of central
ized, normative, authoritarian planning methods has mani
fested itself in more advanced as well as in less technically de
veloped economic activities. A situation developed in which 
the rate of growth of agriculture. using most primith'e means 
on very limited kolkhozniks' plots and peasant-family holdings 
happened to be greater than on collective and State·farm fields, 
armed with the most adnnced machines.' And as for the 
assumptions under which the Sovict system operated. Rudolf 
Bicanic claims [hat they were oversimplified, including such 
as 'an unlimited demand for capital goods, in a definite order 
of priorities; an unlimited demand for consumer goods. in a 

46 Pravda. July 4. 1957. 
u N~it8 Khrulh~hev, speech of April 8. 1957 and Theses or March 30, 1957. 
4' 11111. of coun.e _ an argument hut no proo£. 
u Conreren~ on Economic Development at the Univerairy of TexDm in II)S8. 

Pubtiahed in &OJI"",ie (fll)f£th, edited by Eulin NellOn, 1960. 
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populalion purposely kept at low levels of comumption; un· 
Limited efficiency of administrative incclllives; and unlimited 
rale of State power in economic planning', which in his view 
were the main causes for the prevention of a higher rate of 
growth. 

In 1959 a new Seven·Year Plan was proclaimed, Its aim: 
'The establishmem of the material and technical foundation 
of communism and the further strengthening of the economic 
and defensive might of the U.S.S.R. and the full satisfaction of 
the increasing material and spiritual requirements of the 
Soviet people,"1 The target figures and plans were published 
in November 1958 so that the Soviet people could examine and 
discuss them before the meeting of the 21st Congress of the 
C.P.S.U. in January 1959. The stress illlhe plan was on peace· 
ful competition with the capitalist countries. A new era of 
planning had begun. The Drtl/t Program 0/ the Communist 
Parly 0/ tile Soviet Union for 1960-1980 again forcefully a~scrts 
that industriali1.ation and the progress of he:" y industry in 
particular must be the prime objects of planning, but the tonc 
is very different from that of the years of the 'war economy', 
the N.E.P. and the old 'Five Year' plans. While l\Jr Brelhne\ 
talk.s of unprecedented investments in agriculrure the Sovict 
Government approved the con\'ersion of almost 400 consumer 
goods factories to a system of production hased on the s}'stem 
of supply and demand as from Apri11g65.1oQ 

In order to assess the Soviet system and its relevance to 
economic growth in developing cOllntries it is useful 10 

examine its acrual performance. To do this is far more difficult 
than it appears to be. Fintly bec.·tuse it is difficult to dctermine 
the position of growth at the starting point of the s)'Slem: as W. 
W. Rostow would perhaps pm it, it is dinicult to say whether 
Russia was before, in the middle, or at the end of the 'take off' 
period in the year 1917. SecondLy, Soviet growth was disturbed 
by the appalling dcstructions caused by the firsl and second 
world wars and by the civil war which r;-aged until the early 
'twenties. Thirdly, because it is difficult to assess what damage 

... P,acx/u, November q. 1958. N. Khrushchev, Theses for the ~Ist l'ong~ss 
of Ihe C.P.S.1. 

to The Times (London) Special CorrcspondcnI's Report froln Mo,tow 
Qanullry IJ, II)6S). 
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was done to the economy by mere (car of foreign mililary 
attacks. intervention, and by the distortions of socialist de· 
velopment by Stalinism. And /ollrlhly, because Soviet statistics 
are not readily available and if 3"ailable are even less reliable 
{han the economic statistics of many other countries. For 
example, all actual data concerning the performance of the 
Soviet economy are taken from the official Soviet press and 
come from only one source, namely the state. They arc, 
therefore, open to criticism on two grounds: one, the crusad
ing nature of Soviet Communism, and two, that the suppliers 
of data to the state authorities themseh'es have a direct interest 
in presenting their performance in the best possible light. In 
addition to this there is no good information incorporated in 
the statistics about the qualitative changes of Output, but only 
[he quantitative ones. Finally, repons deliberately hide part of 
the production figures, particularly those which arc concerned 
with the military industries. These deficiencies can be illus· 
trated by the following example. In accordance with Soviet 
official indexes industrial production grew between 1913 and 
1955 twenty-seven times. American indexes rate the growth 
of outpUt in the United States over the same period at only 
4.7 times the initial quantity. If both indexes were strictly COI11-

parable then Soviet growth must have been six times as much 
as United States growth." However, taking into account that 
in 1913 the perfonnance of the Russian economy was reckoned 
at about 14 per cent of that of the United States at that time, 
[hen the Soviet economy in 1955 would have needed IQ rate at 
approximately 80 per cent of the output of the United States, 
Yet according to Soviet calculations it rated at only 36 per 
centU (and according to Western calculations at only 23 per 
cent). 

According to Western estimates Soviet industrial output 
multiplied more than six times during the period 1913-1955. 
Obviously growth varied considerably between different 

61 Daca taken &om G. Wlm:n Nutter, Tlu Growth of IndustriQJ ProdllCti01l 
i" IM SorMt Urfitm, 196a, p. a7 • 
.. la. Joffe, eel. Strany ,ornmiJmuJ i knpita/jnw tI uifrakh Mo.cow 1957, p. 8; 

BlttmorrUIIA ,ornmutidwkiltJr. f/ramy,h/mrry/th ImJpnyantii M08COW 19S6, p. 7; 
/IJttmmtriIuJ/Jrr1rrfyMktmtutiSSSR_ Moscow 1956, p. aT; SprQIJoch"ikkrmuol',kogo 
prOlDltllfdUttl i Q6iraltlrtJ MOIOOW, 1957, p. n6 and N. Khru.hchev in Vtltnik 
,raDniJrj 1959, No. 11 p. 17 ff. 
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sectors. The output of machinery and equipment increased 
about fifty-eight times· of intermediate industrial goods about 
nine times. and of consumers' goods about threc times. Per 
annum this means an average rate of growth of approximately 
tcn per cent for machines, five and a half per cent for inter· 
mediate industrial products and two and a half per cent for 
consumers' goods. 

Naturally growth did not proceed at an even pace through
out the whole period. Taking the last pTe· war year, 1913, as a 
base the fluctuations were as follows: in 1917, the year of the 
revolution, industrial output was reduced to approximately 
eighty-three per cent of the pre-war level; in 1918 and 1919, 
the years of the civil war, to approximately fifty to sixty per 
cent, and in 1920 to a mere twenty per cem. In the following 
year. 192 I, the downward trend of industrial production c .. lme 
to an end but recovery was as yet very slow.M With the imro
duction of the New Economic Policy and the restoration oC 
peace a reversal of the trend took place. In 1922 production 
figures rose again to about thirty-five per cem of the pre-war 
(1913) level, in 1923 to about forty. three per cent, in 1921 to 
over fifty per cent, in 1925 to seventy-three, in 1926 to ninety
one, and in 1927 and 1928 the eve of the First Five Year Plan 
the pre-war level of industrial production was once more 
restored and even slightly improved upon. It had taken the 
Soviet Union just under seven years to repair the destruction 
caused by six years of international and civil war. At its lowes! 
ebb during these six years outpUt had shrunk to no more than 
one fifth of the prc-war level. Both the decline and the re
covery of industry was matched during this period by the 
performance of the economy as a whole.M During the era of the 
first and second Five Year Plans. that is between 1928 and 
19~7, the Soviet economy gained momentum and grew at an 
accelerated pace. It gained by about nine per cent annually 

U Tnis induclu mililnrr rroducl~. 
'" Vide Toble 0-1 p. SU-S23 nnd Tunic 47 r .• 8S in G. Worren NUllcr, Tht 

G,ofl.',h o/Tnd.",rilll l'rodllc,ioll in 'h~ Sot';" Union. A almly by 1nl! !'inlional 
Bureau of F.conomic nl."~ellrcn. 1/)61. 

U ViJ" Tunic B-1 p_ .po G_ \V:trren Nuner 0(>. ("it. Mo1t copiluli~t critica of 
the Soviet economy cluim Ihut Ihe gro ..... th relntivl."lI lIiven ohove ,·"ollenrle Ihe 
octuul perfonnullce of the Soviel economy hecnu8e they muke nn 1I11owonce fot 
Ihe decline in qunlity of Ihe oulptU. 

"l~!J 
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during the first Fi~ Year Plan (1928-1932) and by about 
fifteen per cent annually during the second Five Year Plan 
(1932-1937).'" Throughout the first Five Year Plan growth wa" 
primarily due to a rising rate of employment. Throughout the 
second Five Year Plan it has to be attributed to a sharp increase 
in productivity of labour. Output per person employed rose 
approximately five times more during the second Five Year 
Plan than during the first. Also during the same decade the 
produclion of machines and equipment rose more steeply 
than the production of intermediate goods and the latter more 
than consumers' goods. 

In 1929 industrial production rose to sixteen per cent above 
the pre·war level; in 1930 to thirty.four per cent; in 1931 to 
forty-three, in 1932 to forty.four, in 1933 to fifty.two, in 1935 
to one hundred and sixteen, in 1936 to one hundred and fifty
two and in 1937 to one hundred and sixty.eight per cent. 

The course of industrial progress was once again reversed 
during the third Five Year Plan (1937-1940). In fact overall 
growth continued at a rate of approximately four per cent per 
annum. However, in the preceding years it had risen to almost 
fifteen per cent a year. If it is borne in mind that there were 
some territorial accretions to the Soviet Union during these 
later years the relati\'e fall in the rate of economic growth 
becomes even more puzzling. Partly it must have been due to 
Stalin's 1937 and 1938 purges, because it was at (hat time that 
'having wormed their way into J. V. Stalin's confidence, the 
sworn enemies of the Party and the people Ezhov and Beria
hiding under Stalin's incorrect belief that, as the Soviet Union 
mo\"Cd closer to socialism the class struggle would become more 
and more intense - started purges of Party and government 
personne1. slandering and annihilating many honest and de
voted Party people. Among those purged were many industrial 
executives ... The new peoplc put into executive position 
in industry often did nOl yet have sufficicllt experience. In 
1937'1938, more than 5,000 new executives were in charge of 
enterprises ... Of the 4.000 young specialists who finished 
technical Colleges in the second quarter o( 1938,816 (or more 

.. VW Table 53. pp. 11)6-197, G. Warren Nutter, op. tit. AlI1Iin WClllem 
commenbltoB depreciate the rile by makinl allowance for a deteriorution in the 
qUlllity of the products. 
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than 20 per cent) were sent directly from College to executive 
positions in industry, .. Many workers with no theoretical 
training were promoted to executive positions.'5' Howe\,cr, the 
purges were not the only cause of the economic retardation. 
The renewed danger of war forced the Soviet government to 
divert a greater share than before to military production," Yet 
the real impact of this is not quite clear. A careful examination 
of man-hour productivity seems to indicate a fall which may 
have been more serious than the decline in OUtPUt due to the 
redirection of resources for war purposes.'" 

In 1938 production was still rising and reached a level of 
approximately 175 per cent above that of the last pre-war year 
1913. In 1939 it continued to rise to 182 per cent - but the rate 
of growth from onc year to another had already declined con· 
siderably. ]n 1940 the fall was no longer merely relative but 
absolute. Total output receded below the 1938 level, though 
it remained above that of 1913.1t was in fact 174 percem above 
the latter. 

There is little statistical information for the war years. Such 
evidence which is available suggests that the combined mili. 
tary and civilian production fell a little below the level of the 
civilian production of the last five pre-war years. Howe\'Cr, the 
evidence is too thin for one to be confident about this impres
sion.$) 

Measuring the rate of growth of the Soviet civilian industry 
between 1929 and 1940 in percentage change from one year 
to the next the following pattern seems to emerge. 1929 four· 
tcen per cent, 1930 fifteen per cent, 1931 seven per cent, 1932 
nil per cent, 1933 six, 1934 twenty, 1935 eighteen, 1936 seven· 
teen, 1937 six, 1938 three, 1939 two and 1940 minus three per 
cent. 

61 A. F. Khu\'in, 'I\uzvitie tyuz:heloi promyshlennolti \. Irelei pialilelke' 
',toriia SSSR (HialOI)' of the USSR) No. I, 1959. p. 25-2.6. 
al For example, the number of military penonnel grew from I.S millionl in 

1937 to over 4 million!! just before the invusion of RUllllin in 194" 
aD There appelln to bL' IOme evidence dial just before the invll~ion of the 

Soviet Union in 19.P ~talin relaxed the milital)' effort. See A. F. Khnvin 
01'. n't., p. 2.2., and the secret speech of Nikitn Khruahchev concerning the 
'Cult of the Indh'iduul' lit the 20th Congre!lJj of the C.P.S.li. on Pebrualj' 25. 
1956, pubJilhed by the ]{U!IBillll Inslitute of Columbia l'nh'cnity, N.V. IQ56. 

80 Vide N. A. Vo~ne~cnsky, T/~ E.·onoIllY 0/ tile USS/? Jllring WorM Wllr 11. 
English tnmslution. Washington, 19.JB. p. -16. 
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During the Second World ''''ar the Soviet Union suffered 
incredible losses and devastation. 24 million of her citizens 
died as a result of the war and in 194~ industrial production 
also fell to an unknown low while a large part of the industrial 
area was occupied by the Nazi armies. In 1945 both civilian 
and military production was down to approximately ten per 
cent below the 191~ level. In the following year, 1946, when 
the civilian industry was being reorganized for peace time pro· 
duction outpUt fell even lower to about sixty per cent of the 
1915 level. The grim situation was only slightly relie\'ed by 
the American Lend·Lease aid shipments during, and the 
'reparations' after. the war. Then. during the fourth Five Year 
Plan, and particularly in the later part of it. the Soviet economy 
recovered from the material losses of the war. Not only did it 
surpass the 1939 level of production but improved on it con· 
siderably. By 1948 all but eleven per cent of the war industry 
was reconverted for peaceful purposes.ll 

In 1946 outpUt was approximately sixty per cent above the 
1913 level and forty-three per cent below that of 19~9. In 1947 
it was 119 per cent above the 191slevel and only twenty-seven 
below that of 1939. In 1948 it was about 170 per cent higher 
than in 191~ and almost reaching the level of 1939. In the 
following yeaTS, 1949 and 1950, it rose to the hitherto un· 
precedented height of 240 and almost 300 per cent abovc the 
1913 level, improving thereby upon that of 1939 by 122 and 
142 per cent respectively. 

During the fifth Five Year Plan (1951.1955) industrial pro
duction alone continued to rise more sharply than in any pre
vious time with the exception of the second Five Year Plan 
years. However, the production of consumers' goods increased 
so rapidly during this period so that taken as a whole the rise 
in outpUt throughout the fifth Five Year Plan must have been 
higher than in the second. In fact production of consumers' 
good.5 out paced industrial production by a considerable 
margin between 1951 and 1955 and indeed the total increase 
must have been even more pronounced than the data suggcst 
if the military production figurcs. which were particularly 
high during the Korean war, were known and could have been 

11 The h'end wat reveBed in 1950 III a r~uh or the Korean wnr. 
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included in the calculations.a The sharp rise in the production 
of consumers' goods was particularly pronounced in 1954. after 
the death of J. V. Stalin, but receded somewhat in 1955. Per 
capita outpUt must also have risen considerably - by about 
seven per cent as compared with less than two per cem in 
earlier periods - which should he auributed to high techno
logical progress. 

The percentage rise in production in comparison with the 
base year 1913, and in brackets with the base year 1939. during 
the fifth Fi\'e Year Plan was approximately as tollows: In 1951 
326 (152), in 1952339 (157). in 1953373 (169), in 195-1130 
(,8g), and in '955480 (.06). 

The sixth Five Year Plan which began in 1956 was aban
doned in 19.:j7 and replaced by the first Seven Year PlanG3 

which came into operation in 1959. On December 25. 1956. 
Pravda and hveJtia published articles complaining that in 
drafting national economic plans not sufficient aCCOllnt of 
practical possibilities for supplying materials and funds was 
taken, and this created unnecessary strain. This may well han 
been the reason for the abandonment of the sixth Five Ycar 
Plan which was duly announced in September 1!l;Ji." Accord
ing to official Soviet figures the ratc of growth had slowed down 
between 1956 and 1958 and Cell from 13.1 percent 10 10.1 per 
cent annually. The planned rate of growth for the first Seven 
Year Development Plan (1959-1965) was set lower again, at 8.6 
per cent annually. According to the \\·eslcrn-adjll.~lcd index 
the output of the Soviet Union grew in comparison with the 
1913 base and the 1939 base (in brackets) as follows: in 195ti 
[0 525 per cent (233), in 1957 10 586 per CCIl( (2.1.:)) illtd in 1958 
La 615 per cent (255)-

So over the last decade Lhe pace of industrial growth was 
slowing down. Soviet experts do not deny this. Experts e\'en 
begin to talk of diminishing returns and or the wearing off of 
the advantages of being a late comeI' to industrialization. Morc 
and more \'oices are also being heard who challenge the wis-

.. The risc in militory prodUction alowed down in 1953 and c:ellSed allogcther 
in 1954 (che yeur Stalin died), which are also the yeara in which consumers' 
good, production increued mo.t rapidly • 
.. ViM A. W. H .. lett, Todd Reference Book •• SQI';rt S~:r"- }'Mr PiU',. 

1959-1965 U.K., 1959. 
" Pravda. 26 September. 11157. 
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dom of the continuation of 'command planning'," as conditions 
have changed and the economy has become much more diversi· 
fied. The 'material balances' of the 'twenties have hecome too 
simple to embrace the whole complex modem structure of the 
Soviet industry. One Soviet economist worked OUt that with 
the methods employed by the planners today it would require 
the whole adult population of the Soviet Union to do the cal· 
culations necessary to achieve the 'material balances' in Ig80. 
The recognition of this fact restored the study of mathematic,l 
economics to which Stalin had referred as 'playing with funny 
figures' when he struck it off the studies to be pursued in Soviet 
Universities. It reappeared under the name of Planometrics 
with great force during 1964. According to an article in The 
Timet- a distinguished Soviet academician, referring to this 
'invasion' of planning by mathematics and electronics, said 
'Doubtless enormous advance must still be made in the 
mathematical apparatus if it is to be relied upon for handling 
the astronomical numbers of extremely complicated relation· 
ships and phenomena of economic life: Soviet sources estimate 
that continuous "optimal" planning of the U.S.S.R. economy 
involves the systematic solving of a "programming" problem 
with something like 50 million unknowns and five million 
constants. Equally great progress is still needed in computa· 
tional machines, though the speeds and memories of present· 
day computers are already fabulous ... An impressive blue
print adopted for an initial automation of national planning 
envisages covering the whole of the coumry with a network for 
channelling information .. , The blue-print mentioned 
comes from the "Ts,E.M.I.", the Cemral Economic-Mathem· 
arical Institute, a newly created body which is henceforth to 
stimulate and concentrate the country's work on this solution. 
It is staffed with first·class mathematicians as well as with 
economists and technologists (Russia has a tradition of brilliant 
mathematicians); one may expect that it will be provided with 
adequate resources. The order is that irnplememation of the 

.. Pro£eJlOr Yev.ei Liberman of Kharkov L'nivenily for eXllmple in 1963. 
See.1Io rqJOrt oC ~ndon Tima Moacow .pecial corretpondent (Jllnuary 13, 
11)65) on 400 r.ctonet to be r~d experimentally rrom planning . 
.. TJw Tt'mtJ (London, February 2, II}6S) 'New Phllle Opens in Soviet 

Planning' by A. Zaubeman. Lecturer in Soviet EconomiO:l at the London 
School of Economk •. 
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new methods it designs should start this year.' Another ques
tion mentioned by Alfred Zauberman in his article in The 
Times is that 'of building into the Soviet economy an effective 
market system', The idea here is that 'firms would operate 
within the market and rely on the provided efficiency prices, 
The decision of January 13, 1965 to convert almost 400 con
sumer goods factories to a system which will make production 
more responsive to the supply and demand mechanism rather 
than to central planning is the first example of this new Soviet 
effort. Although initially limited to consumer goods produc· 
lion, the new system, if proved to be successful, is then to be 
extended gradually to a large sector of the economy. including 
heavy industry. The new system is usually called 'Liber· 
man ism' after Professor Yevsei Liberman of Kharkov Uni· 
versity who had suggested it in 1963, Similar changes were also 
decided upon with regard to the agricultural sector of the 
Soviet economy. Among the measures for the further develop· 
ment of Soviet Agriculture L, I. Brezhnev suggested and the 
Central Committee of the C.P.S.U, adopted the following 
improvements: rr first to 'switch ovcr to stable procurement 
plans covering a pcriod of scveral }'can. These plans must 
harmoniously combine national intercsts with those of the 
farms concerned. . grain purchascs (by the State) in ] 965 
should be reduced from '1.000 million poods to 3.400 million 
poods; and that the said 3,400 million poods should remain 
fixed and stable for the entire period of the coming Fi\'e-\'ear 
Plan. including 1970'. Secondly. 'The state will encourage free 
purchases of farming products and will stimulate them by 
means of stable prices, doing everything to promole (he de
velopment of commodity relations in the agricultural sphere. 
To stimulate the sale by collective and state farms of agricul
tural produce over and abo\'e their targets it is proposed to 
establish a 50 per cent increase over the basic purchasing price 
for wheat and rye ... These measures of economic stimula
tion will therefore serve as a most important instrument for 
raising labour productivity and overcoming. within rhe next 
few years. the lag in this le:lCling branch of farm production. 

e7 Vide Report 411he Plenary Meeting of Ihe Cenlral Committee ol1he CPSU 
on Mllfch 24, 1965. Engli,h trnMiation in Supplement to haue No. IJ (7+1). 
March 27, 1965. Moltow News, pp. 6-9. 
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Naturally, the implementation of these measures will involve 
additional expenditure for the state, and the state is prepared 
to meet the expense by redistributing the state budgetary 
allocations. We are convinced that as a result of this help 
collective and state farms will start producing much morc grain 
and the slate will bc able to purchase it in weater quantities 
than today At the same time, the farms will have more grain to 
meet their own requirements. This, essentially speaking, is the 
main idea of the new system of grain procurements.' 

To conclude this discussion it may be interesting to com
pare the post-war recovery of industrial outpUt in the Soviet 
Union with that of other countries which suffered considerable 
damage during the war. The following table is reproduced 
here from G. \Varren Nutter's book The Growth o/Indu.striai 
Production in the Soviet Union- and the material for it was 
selected horn the United Nations Statistical Yearbook, 1959 
(N.V. (959) and Statistical Yearbook 1956 and 1957 indexes. 

["dwtrial ProdIutUm i" Frarrct, Ja/NJ7I, Wtst GtTmlllt,.\', a"d IM S01,-id U ,rion 
1938.1958• 

h9SJ - 100) 

Stlt-itl C)"ion 
n'ul InduSlrilIl All 

Y.~ p,~ J...,. GennolrY Malma/J P,(Jdrl(/J 

1938 7S ,. " S' S· ,- '3 " 6, 

'94S 3' 37 37 S' 

'." " '3 .' 3S 
'94' " .. " ,. 
' ... " 3' " " 53 
'94' ., ., 

" " 
., 

19!10 ., ,. 
" 77 ,. 

1951 77 " " " 1952 99 '3 .' '5 
1953 ,~ ,~ ,~ 

1954 no ,oB '" ,oB ,,'. 
19!15 ". ,,' ... ". 1956 '3· ' .. '3' .., n .•. 
1957 '40 ," ,., '3' n .•. 
19!18 ," ,68 '" ,.' 

.. G. Wllrren Nuner, (Jp. rit., p. no, T.ble s8. 
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A comparison between the growth of output in the U.S. and 
in the Soviet Union since 1917" is of even greater interest. 
Until 19!ZB Soviet output grew by about 0.1 per cent annually 
whereas that of the U.S. grew by 3.7 per cent. Between 19!ZB 
and 1955 average growth per year in the Soviet Union was 6,5 
per cent and in the United States only 3.8 per ccm. Thi~ 
annual average was particularly weighted in favour of the 
Soviet Union in the years 1950 to 1955 when the Soviet rate 
of growth was 9.6 per annum and that of the V.S. 5.3 per cent. 
Between 1955 and 1960 Soviet growth was about 7.1 per cent 
annually and that of the U.S. only 2.2 per cent. Since then 
growth has somewhat slowed down in the Soviet Union and 
slightly risen again in the U .5. 
It G. Warren Nutter, 01>. cit., pp. 288.292. 

Notl. 
Since thi. Chapler WI! written the rollowing "ery interesting articles and 

.tatement3 on the reorpniUlion of the Soviet economy were publiehed in the 
Soviet Union. 
I) Yuri Oleinik·Ovid. Aui.stllnt Director of Cenlrallnnitute of Mathematical 

Economics, USSR Academy of Science •. Profit, under Sociali.m. NOI.'osll 

/'rUt A,cn,y. January 1966. 
2) Speech by L. Drezhnevon Industry. P,avd". 30 September, 1965. 
J) The RC!lult9 of the Fulfilment of the St:lle Plan by Indun!"), of the USSR 

in the Fint Nine Monlh9 of IQ(IS (Slati~tics). P,ut,Ja. 17 OClObc!", Iq6!i. 
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CHAPTER VIII 

The Theory of Growth and the 
Underdeveloped Countries Today 

'Capitalism is using its money; we socialists throw it away: 
Dr Fidel Castro 

'For Unto every one that hath shall be given, and he shall have 
abundance; but from him that hath not shall be taken away 
that which he hath.' 

St Matthew, xxv, 29 

The great interest in the economic development of backward 
countries is a fairly recent phenomenon. Poverty has been with 
mankind for a long time but the awareness that something can 
be done about it on a national level is relatively new. This 
awareness is greatly due to the 'exposure of the under
developed countries to the economic achievements of the in
dustrialized world'. The rapid development of some countries 
and their high standard of living pro\'ed that poverty was not 
the unavoidable and normal condition of mankind. The con· 
trast between the standard of living in the economically 
advanced and the backward countries led to a growing demand 
for rapid development by the latter and la a growing interest 
in the way it can be done. The pioneers in this field were econo
mists like P. N. Rosenstein-Rodan, A. 1- Brown and K. Man
delbaum in the 'forties and Regnar Nurske and \V. Arthur 
Lewis in the 'fifties. 

What is an underdeveloped country? What is under
development? What are the features shared by underde
veloped economies which distinguish them from the developed 
ones? An answer to these questions often quoted is that 'every-
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one knows an underdeveloped country when he sees one',l In 
more detail 'It is a country characterized by poverty, with 
beggars in the cities, and villagers eking out a bare subsistence 
in the rural areas. It is a country lacking in factories of its own, 
usually with inadequate supplies of power and light. It usually 
has insufficient roads and railroads, insufficient government 
services, poor communications. It has fcw hospitals. and few 
institutions of higher learning. Most of its people cannot read 
or write. In spite of the generally prcvailing poverty of the 
people, it may have isolated islands of wealth, with a few 
persons living in luxury. Its banking system is poor; small 
loans have to be obtained through money lenders who are 
often little better than extortionists. Another striking charac, 
teristic of an underdeveloped country is that its exports to 
other countries usually consist almost entirely of raw materials, 
ores or fruits or some staple product with possibly a small 
admixture of luxury handicrafts. Often the extraction or culti
vation of these raw material exports is in the hands of foreign 
companies.'1 Even this impressionistic picture brings to light 
the extreme diversity of conditions in underdcveloped 
countries. Thcre is however onc uniting aspect. namely that 
none of the backward countries has experienced a period of 
rapid economic growth comparable ,,,'ith that of any of the 
developed countries like the U.K .. Belgium, France. etc. in the 
nineteenth century, or Russia and Japan in the first half of the 
twentieth. Other similarities C0111111011 to most or all backward 
countries are low jJcr capita incomes, inefficient agriculture 
occupying a large fraction of the population. a large Sllh~ist· 
ence sector, high birth and death rates. and uneconomical 
patterns of culture. 

Statisticians find it very difficult to find comparable quanti· 
tative relationships to measure the degree of richness or 
poverty. This is so not only because data are rarely available 
but also because the nature and composition of income and 
expenditure in developed and in underdeveloped countries is 
not really comparable. The whole strUCture of production and 

I Paul G. Hoffman, 'Une Hundrt"d Countrie~ - Une Ilnd One Quarter 
Billion People,' (Woshington. D.e.: Cummitt~ for International El'OnOmio.: 
Growth, 196Q) p. 14 . 

• Paul G. Hoffman, op. ri,., p. '4. 
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consumption in poor countries is often so very different from 
that of richer countries that they cannot be compared. As most 
of the produce in poor countries is consumed locally on lhe 
farm and never enters the cash economy it is futile to try 10 

compare standards of living by money criteria. In practice, 
however, comparisons are made and the criterion adopted is 
the estimated level of per capita output.1 The United Nations 
agencies consider any cOUntry with a per capita income of less 
than ~oo dollars per annum, 'poor', 'backward', or under
developed_ 

This means that at least two thirds of the world's population 
is living in poverty. In 1959 only the following countries en
joyedan annual per capita outpUl of over 300 dollars. Bulgaria. 
The Gennan Democratic Republic, Greece. Hungary. Iceland, 
Ireland. Italy, Malta, Poland. Rumania. The Soviet Union, 
The Union of South Africa. Argentina. Chile, Costa Rica, 
Cuba. Federation of the West Indies, Panama, Puerto Rico, 
Uruguay. Japan. Malaya, Lebanon and Cyprus had incomes 
between $300 and $600 per head_ Belgium, Czechoslovakia, 
Denmark. Finland. France. West Germany, Lichtenstein, The 
Netherlands. Norway. the United Kingdom. Austria. Vene
zuela and Israel enjoyed a per capita output of between 600 

and 1,200 dollars, and only Luxembourg. Sweden, Switzerland, 
Australia, New Zealand. Canada and the United States an out
PUt of over 1,200 dollars per annum.1 According to the United 
Nations Demographic Year Book of 1959. 71 per cent of the 
world population in 46 territories had a per capita income of 
less than 100 dollars annually. 18 per cent in 19 territories had 
a per capita income of between 100 and 200 dollars annually, 
7 per cent in 16 territories of 200 to 300 dollars and 4 per cent 
in 9 territories of ~oo to 700 dollars.' 

Poverty is not a new phenomenon in human history. It has 
plagued mankind for so long that it had almost been accepted 
as a law of nature_ The new phenomenon of our time is the in
credible rise of the living standards in the developed countries. 
This rise dispelled the idea that conditions in the poorer 

• PIU! G. Hoffman, op. cit. p. 14. 

~:eoi1;~~n~~o;':t~~~:' ~~t~~~I~~I~!bc~~~~n~~~nomic Growth'. 

f, Quoted from lable 2,-1 Stephcn Enkc. Eronomksfor Dewlop"'nlt, 1963. p. 18. 
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countries were normal and raised the hopes of mankind of a 
richer and better life, The improvements in world communi
cations helped to spread the news about the practical possibili
ties of economic progress. 'World War II created political con
ditions in the backward countries which changed ideas into a 
politically-backed demand for economic development. 

The Nazi occupation of most of the Continent of Europe 
and the submarine warfare against England PUt an end to pre
war colonialism. The trade routes were closed and Europe was 
unable to supply the colonies with the required industrial pro
ducts. Nor were the Europeans able to draw their raw 
materials and luxury goods from their colonies. In some cases 
the war had to be carried on (ram the colonies. At the same 
time some of the colonial trade was thrown open to the 
Americans and a number of industries, which until then had 
been purely European, were established in Asia and Africa to 
enable the allies to carry on with their war. In addition to this 
the Soviet Union emerged from the war as a major power with 
an economic system which appeared extremely attractive to a 
great many people in the poorer countries. All this not only 
transformed the economic structure and political constella
tions in the colonies bm changed the position in the colonizing 
countries themselves. Before the war colonies were looked 
upon as pan of the organic whole. pan of the economic struc· 
ture which united them with each other and with the mother 
country, Colonial progress was not studied as a separate and 
special problem, but as pan of the organic whole. ObvioLlsly. 
if one country was particularly suited because of its natural 
resources and environment to produce raw materials and was 
at the same time short of skilled industrial labour, and another 
country in the same 'family of nations' poor in the former and 
rich in the latter, the specialization of the first in the supply of 
rdW materials and of the second in industrial production was a 
logical conclusion. Exchange was to the best advantage of both 
countries. This had already been shown to be true by Adam 
Smith and by John Stewart Mill and there appeared to be no 
need to examine the validity of so obvious a facI any further. 
Therefore it appeared reasonable that development policies in 
the colonies were primarily, and often exclusively. directed 
towards the stimulation of those industries for which the 
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countries seemed best suited. At the same time all unsuitable 
industries were discouraged. There was no reason to permit 
the diversion of resources to the manufacture of products which 
could be produced under much better conditions and at lower 
cost elsewhere.' Since the system was part of an open-door 
policy of trade within the family of nations an almost free 
movement of funds helped most invcstible profits to be ex
ported from the colonies to the highly industrialized countries, 
leaving behind only those which were invested in shon-term 
enterprises which yielded quick profits_ 

Thus while they were unable to protect their infant indus
tries against competition from the mother country and to pre
\'ent capital from escaping. the colonies were left with no 
chance to change their relative economic position from that 
prevailing. The circle was closed. As long as no industry 
developed in the colony costs of production had to remain 
higher there than in the industrialized mother country and the 
colony remained best suited to specialize in the supply of 
natural products and raw materials. At the same time. how
ever, as long 3S the costs of industrial production in the colonies 
remained higher than in the mother country no investment 
was profitable for the development in the colony of such an 
industry as might possibly become competitive only at some 
time in the future_ Consequently each stage of further indus
trial progress in Europe widened the gap. Such progress as did 
take place in the colonies was confined to the sectors which 
were regarded as most suitahle for development under the 
natural environmental conditions of the area. For example. 
some of the colonial and semi-colonial countries in [he J\liddle
East received high incomes from oil or similar natural 
products,' but nowhere did these proti1S lead to the genuine 
development of the area. !':or did they lead to a significant rise 
in the standard of living of the native population. Thus even 
in countries where local capitalists had a good share of rhe 
pro~ts, these were seldom re-invcsred locally in developmental 
proJects. Moreover. even the favoured export industries could 
rarely play a progressive role by o;timulating local market 

I In the Gold Cout loaru for cocoa planlCfl were lIiven at :z.S p~r cent. 
whereu all other IOIlNl 'not backed by land' coat 33 per cent . 

• Palestine produced oranllel, for eumple. 
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demand. The labour employed in these industries could not 
generate the demand which might have stimulated growth of 
a locally-based industry. Employment in most colonial export 
industries could not take the place of real cash-demand·form
ing engagement. In \Vest Africa. for example. all major exports 
were divided into two categories: agricultural - say. cocoa, 
which is reasonably labour-intensive - and mineral- say. gold 
and diamonds, with which a relatively small number of 
workers is engaged and which requires. besides. little by way of 
local supplementary processing units. If, first, one considers 
cocoa fanning. one may be inclined to think that it has all the 
necessary attributes for stimulating market·demand ami 
thereby the re-investment of profits in local industries: it is 
fairly labour-intensive; a cash crop: defies the notions of risk 
avoidance and lack of long-term foresight in investment deci· 
sions. and yet it does not really stimulate demancL The cau,,(' 
appears to be twofold; firstly most of the staple foodstuffs call 
be grown near to or in between the cocoa trees, and secondly 
it does not break up the social 'family' system which makes 
subsistence farming possible and providential savings not 
obviously necessary. The combination of these two not only 
narrows the scope of the food market. but indirectly, by keep
ing down wage·rates, reduces the market for manufactured 
goods as well. Thus with the exception of a small number of 
foodstuffs. like fish for example. and some 'semi-luxury' good~ 
which arc mostly foreign-made. the cxport sector which 
employs most la hour contributes but littlc 10 that demand 
which might have stimulated the development of production 
for the local market. The role of mineral.extracting industry 
is in this respect equally discouraging. Though employment 
there is demand-forming and wages relatively high. the 
number of consumers im'olved is usually not big enough to 

ha\'e a significant impact on production. This is particularly 
true where lack of ski1l and the vcry nature of the mineral" 
extracted are severe handicaps to the development of 
secondary processing industries capable of increasing the 
number of wage·workers. 

Thus an unwritten bond, a communion or interest. existed 
between the local land or oil baron and the makers of 
European colonial policy. The interests of rhe local capitalist 
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were identical with those of the colonialist, namely to keep 
costs of production as low as possible. Therefore each national 
mo,'ement in the colonies brought with it its specific social 
content, while each social demand automatically assumed a 
nationalist form. This is the reason for the great success of the 
Communists in underdeveloped countries: they presented iI. 

combination of social and national aspirations. But not all the 
underdeveloped countries and colonies had the same fate 
during the war. In (hose regions where the Allies had to permil 
the development of some local industries to supply .their forces 
a new kind of capitalist came into existence, and with him a 
new kind of worker. The new capitalists invested in local in
dustries and the new class of workers was employed in them.1 

Therefore, after the war, when the old land or oil aristocracy 
wamed to restore the rre-war situation with the help of the 
colonial go .... ernment, they needed to destroy the whole new 
economic sector. Theoretically this appeared 10 be an easy task. 
\Vith the revival of European industrial potential and the 
decline of the specifically war-orientated industries and 
markets it seemed as if the new sector would disintegrate by 
iuelf: unprotected and starved of capital. there was little 
chance for its survival. However, in many countries the posi
tion was more complicated. During the war American capital 
had begun to infiltrate into some of the colonies and had allied 
itself with the new forces there. Parallel to the bond between 
the landed capital and the old colonial interest, a link forged 
between the new industrial capital, fighting for survival, and 
American imerests. This combination became a powerful 
force in the anti-colonial struggle and succeeded in many parts 
of the world in preventing a return to the pre-war economic 
relationships. The great wave of good will which swept the 
world after the war also contributed tremendously to the 
change of attitude towards the economic progress of the back
ward countries. Thus a concatenation of circumstances in the 
colonies and in the rest of the world bred conditions which 
required the study of the ways by which economic progress 
could be promoted in the underdeveloped countries. Hence 

1 There were of coune 1180 the nalionalilt movements with their socio_ 
economic: content. whit:h arate in South gut Alia in oppolition to the Japllne.ae 
dunns the _r. 
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the specialization in the economics of backward countries. In 
summary the new discipline arose for the following reasons: 
firstly because in many of the underdeveloped areas people 
became aware of their poverty and of the possibility that some· 
thing could be done to change this; secondly, because the 
Soviet Union exploited the partial responsibility of the westem 
world for the economic backwardness of the colonies and the 
United States wished to counteract the Soviet propaganda by 
promoting progress; thirdly, because real new economic 
interests had developed. 

The demand for quick economic progress also gave rise to a 
number of immediate difficulties. For example. the rejection 
of colonialism too often led to the wholesale repudiation of all 
the economic sectors which had hitherto been favoured by the 
colonial administrations. This was done regardless of their real 
significance and developmental imporlance. In the fifties in 
particular. after gaining their independence. many African 
ex<olonies did little or nothing to promote agriculture be· 
cause it was considered a colonial occupation, So, while des· 
perately trying to industrialil.e and encouraging people to seek 
industrial employment in towns, norhing was done to raise the 
productivity on the land in order to support the rising num
bers of townspeople. Thus a combination of a relatively 
smaller population engaged in agriculture and a sharply rising 
population growth often C'-I used severe food shonages. The 
urgency of this problem becomes most obvious if it is remem
bered that in 1960 a worker employed in agriculture in Ghana. 
for example. produced only enough to feed an additional onc
and-a·half consumers, whereas a land workcr in the Unitcd 
States in comparison produced enough food to feed twelve 
extra people,' 

Similarly, efforts by the new go\'ernments to introduce 
European welfare measures before their countries could afford 
them also led to more difficulties. Onc of the worst impedi
ments to progress in Africa is the traditional 'social security' 
system of the exrended family. This is the social structure, 

I Vide Ghana Sft:en- Yellr Dft.,t!l0fl", .. nt Pllln (11)6]1", 10 1969:70). Accr'll 1964 
p. 57. In oddilion, the (act that the pricca of primary prodUClll and etpecially 
Ihole of cocoa fell conaidcrl\bly durinll the late 'fifties Dnd earl)' aixties' made 
the exciullnKc of colonial goodl for foodstuffs al80 rather difficult. 
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akin to the clan or tribe, which claims the individual member'~ 
loyalty and in exchange affords him some degree of social stand
ing and economic security. Members claim. and normally 
receive, support from other members of the 'extended family'. 
and are expected in return to work (or and contribute to their 
advancement. In agriculture this breeds inefficiency, in 
indwtry and public administration. nepotism and back ward
ness. 

No one can doubt the merits of the quasi-social security ser
\-ice awarded by the extended family to its members in an 
economically backward world where no other adequate. or 
even half.\vay adequate, means of hunger relief are available. 
Yet precisely in this lies the main diflicully. The dissolution 
of the 'family' is a prerequisite for the termination of the old 
order with its inbuilt conditions of economic backwardness. It 
is only after the abolition of this system that labour will be 
compelled to seek. more productive employment and old safe
guards be replaced by new ones of a higher order. But the 
transition from the old to the modern system leaves a vacuum 
- a period during which the individual is deprived of the old 
means of protection before new ones become a\'ailable. 'With
out this kind of transition period with its attendant hardships 
it is difficult to see how a new tradition of labour discipline can 
evoh'e in backward countries. But how can a free newly-inde
pendent government subject its people ,'oluntarily to this kind 
of insecurity? 

By way of illustration let us assume that a 'family' culti\,at· 
ing an area of land grows or is joined by members who had so 
far lived in another region or were differently employed. The 
'new' people will be expected to work for their upkeep. Where 
the available land was already supplied with adequate labour 
it will be over-manned. Not the optimum combination of land 
and labour but the moral obligation of the unemployed to 
work will be the guiding factor in their employment. Naturally 
the result must be diminishing productivhy. Similarly. the 
member of the family who goes into public administration or 
starlS some enterprise in lown will hardl)' find it possible to 
recruit labour by the criterium of maximum efficiency. In most 
cases he only arrived at his position as 'employer' through the 
combined efforts of his 'tribe-family' and he is therefore 
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morally obliged to look after 'his own' and use his position for 
their betterment. 

In addition to all this the same international 'demonstration 
effect' which had encouraged the people of the poorer 
countries to seek the improvement of their economic condi· 
tions on a national level has also produced a sad hindrance 
Ihrough its operation on individuals.' In this respect the 
mental legacy of the colonial rule with regard to consumption 
habits and behavioural patterns should not be underestimated. 
In the colonial era for the enterprising Afrirnn who had no 
hope of inheriting the leadership and assets of his tribe-family 
there was only one way open to advancement, namely (0 seck 
his social and economic improvement through education and 
in the civil service, This provided the newly-independent
country with a civil service which had inherited a mentality 
reflecting strongly the worst side of the colonial lJr<1nch of this 
organization. By way of this 'demonstralion effect' the new 
social group which came illlo prominence imilated Ihe habils 
of particular and lOO often rather um:l\oury types of overpaid 
Europeans. Add 10 this the hurden of the extended family, and 
you ha\·e an educated administrative class of young Africans 
not well adapted to bring about the economic re\"oluLion which 
was and still is necessary. This new class, brought up on "le 
colonial 'demonstration effect', is administrativel\' inefficieIll, 
lacks industrial experience and tries to imitate Ihe economi· 
cally useless old colonial habits of consumplion and :<.penciing. 
mistaking them for real values of ciyilizalinn, Rut these arc Ihe 
leaders of the country. 

In summary then, 'a country is poor because it is pnor'. and 
though, as Ragnar Nurkse wrote,lO 'This seems a trite propmi
tion it does express the circular relationships thal affliCl 
both the demand and the supply side of the prohlem of capital 
formation in economically hack ward areas ... the size of (he 

g All too often the outward signs of od"anttd civili!lllrions nre ndopled without 
thf'ir content. A good cxlUllple ror this is my University where pro,ll:rcss is too 
oCten meuaured by the money spent on new huildings fmd by the number of 
.tudenb in the institution and the size of the lluminiltl'lltion (nor il1 efficiency 
of I:ounle) rather mon by the qUlllity of illl teBching 9toff Bnd the educational 
atandarda of the gl'lldUDIeI. 

ID Th. AJrU1F1·tan Eto"o",;t Rlvi#w, Moy, 195:1, 'Some Intemntionnl A8pec13 of 
the Problem of Economic Development'. 
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market. determined by the general level of productivity. 
depends - not entirely by any means. but largely - on the use 
of capital in production. But the use of capital is inhibited. to 
starl with. by the small size of the market.' 

The main problem then appears to be how to get the under
developed country once started on the road to progress. There 
was a time when economists emphasized the role of modern 
technology as an almost independent gmWlh producing factor. 
The argument was that for example in the United States since 
the last quarter of the nineteenth cel1lury the national product 
has increased twelvcfold.1I capital accumulated only tenfold. 
and the labour force increased no more than threefold. This 
was meant to s'how that the productivity of each worker 
increased about fourfold and that the amount of capital 
employed with each worker increased only threefold. Con
sequently it was concluded that improved technology more 
than anything else raised per capita output. Moses Abramovit1. 
formulated this idea as follows: U 'Suppose we combine our 
indexes of labour input per capita and of capital supply fJer 
capita with weighlS proportionate to the ... incomes going 
to labour and property, respectively. If wc may equate produc
tivity with earnings. we obtain a combined index of resourcc~ 
which has a particular meaning. It tells us how net national 
product per capita would have grown had the productivity of 
resources remained constant at base levels while only the 
supplies of resources per head increased_ Such an index. based 
on the 'twenties, rises only some 14 per cent between the 
'se\'enties and the last decade. To account for the quadrupling 
of net national product per capita. the productivity of a repre· 
sentative unit of all resources must have increased some 250 
per cent. This seems to imply that almost the entire increase 
in net product per capita is associated with the rise in produc
tivity.' There are, however. a number of reservations which 
have to be made regarding the validity of Abramovitz's statis
tical comparisons. An importanr one is that his capital assess
ments do not include expendilllrcs on education, health and 
training which, if they werc included, would greatly mitigate 

11 Measured in constant priccs. 
IIRamsrul and OrJtpu, Trends in tl", UmtedS~eJ Sin~ 1870, National Bureall 

of Economic Research. 195'. OcCtl8ional Paper S3. 
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his conclusions. Yet more important is the fact that the whole 
case for the progress of underdeveloped countries through 
technological advances is irrelevant. Modern technology is by 
its very nature not suitable to serve by itself as a lever to raise 
per capita output in most underdeveloped countries. This is 
so because modern technology is generally labour-saving, 
highly capital-consuming and requires a great deal of educated 
and skilled labour. However, most underdeveloped countries 
suffer from a surplus of labour. a shortage of capital and from 
a lack of an educated and skilled working class. Yet, while in 
Europe and in the United States the acquisition of capital and 
skills could grow in pace with progress in technology this 
cannot happen in the backward coulHries today. There is no 
room for an intermediate technology. In the world of indus· 
trial competition all but those who can produce by the latest 
methods must go under. 'What had been intermediate from 
today's point of view was the most advanced in the past and 
therefore competitive in its time. But what could be competi
tive then and permitted labour to adapt itself stage by stage to 

new and slightly more advanced methods of production is no 
longer economical today. Therefore if technology is to be the 
developmental agent a direct leap to the most advanced 
methods is undoubtedly the only way this can be done. 

Even if it were possible, through foreign aid for example, 
to introduce modem technical equipment and train its opera· 
tors, the most crucial problem would still be without a solU[ioll. 
The individuals which are able to pcrcei,"e opportunities [or 
profit and are willing to exploit them Illay not bc there. And if 
they are 'the climate of our day' as Anhur Lewis calls itP may 
be unfavourable to them, because it is 'hostile to income dif
ferentia1s in general. to foreign differentials in particular. and 
to handsome profits in the extreme. These, howcver, are pan 
of the cost of development.' In addition to this in rural areas. in 
particular in South East Asia, pm"cny is still takcn [0 be as 
the normal way of life, indeed as fate ordained, against which 
it is not only futile but even sinful to rebel. The beggar is more 
often looked upon as a holy-man than as an idler in many back· 
ward societies. At the same time, as Arthur Lewis also 

11 Th, TlltJOr), 0/ Economic G,ututIJ, 1955, p. 182. 
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observed," there is the great auraclion of conspicuous COIl

sumption, particularly in Africa and in areas with populations 
which do not have as long a cultural heritage as the Hindu and 
Buddhists. 'Many men acquire objects which they are not able 
(0 enjoy, solely to emphasize their staLUs - the literature is full 
of pianos in houses where no one plays thclll, of private picture 
galleries owned by insensitive millionaires, of cattle kept to 
show tribal status instead of for meat or milk,LS of goods 
acquired for conspicuous waste or destruction, and of similar 
examples of goods desired for show rather than for personal 
enjoyment. These displays are practised particularly by per
sons who are moving from a lower to a higher social class. and 
who are anxious to be recognized in their superior s[atus. In 
Ihe industrial countries they are much indulged in by the 
nouveaux riches_ In the colonial countries. where the ruling 
classes differ in race from the ruled, it will also often be found 
that the middle and upper classes indulge excessively in COIl

spicuous consumption. This is because olle form which their 
nationalist self-assertiveness takes is to show that they are "as 
good" as their rulers. at least in being able to build as big 
houses. or to drive in as big cars, or to throw as expensivc 
parties.11 This excessive consumption often weakens the sub
ject people, by throwing them imo debt, and by reducing the 
amount whidl they might save and invest in accllIllulating 
wealth,' Worse in many ways than the evils brought upon the 
prospects of the economies by conspicuous consumption is the 
attitude to manual work in most backward countries. \Vhile 
manual labour is usually despised, clerical work is highly 
valued. This economically disastrous scale of values is also 
reflected in the prevailing salary scales. In Ghana. for example. 
a country which claims to be socialist and is by far the llIost 
ad\'anced in West Africa, a messenger-boy in any office earns 
more than a labourer. and often more than a tractor driver or 

u. IhUl., p. 26. 
11 One could add to Lewia', examples the golden bed bought by the wife of 8 

Ghanc:an Cabinet Minister, or the Russian KuJaks who bumct.l money ut 
parties but were not willing to contribute any 10 the building of a Ichool 
MUle in their village. 

10 Or Eric Claverin(( hili recently given me an inlernting olternotivc uplana
tion for the widespread of eJ:penlive parUea in Weat AIricBn traditional ,ociety. 
He related this to the difficulties in storing foodstuff. in the region becuuse of 
w~vils snd fungal infcallltiOIlS. 

.60 



THEORY OF GROWTH AND THE UNDERDEVEl.OI'ED COUNHtlE~ 

winchman.17 Arthur Lewis commented on this alLi.lude to 
labour, saying that', , . men imiL,te their social betters. and 
if these find it degrading to work. others also will work as little 
as they can , .. The distinction we are making is not between 
equalitarian and inequalitarian societies, but between those 
where the rich work and those where they live in idleness. 
Thus in the United Statcs the rich usually work, if only from 
force of habit. whereas in England there is a long tradition, 
now almost dead, that the ideal life for the rich is one of hunt
ing and shooting and fishing. It is not the case that the 
American workman works longer hours than the British work
man - aCLUally he works shorter hours - but there is some 
evidence that he works more imcnsively while he is working. 
Some people attribute this difference to different attitudes to 
work, and trace these differences back to different ideals as to 
how successful men should spend their time.'l. Economic 
growth requires that people should be willing to work and to 
work conscientiously. But how can a man be expected to do 
so if the whole social strucLUre is working against him? On the 
onc hand society looks down upon him for being producti\"c1y 
engaged when it is paying a bonus for all unproductive employ. 
ment, while on the other hand he cannot hope to improve 
himself materially because any cxtra income will be taken 
away from him by the members of his extended family. or 
because he is expected to waste his cJ.rnings upon la\'ish enter· 
tainments for his friends. Truly 'thc ruling classes in any 
country are anxious that the people should be willing to work 
steadily and persistel1lly'.lI Capitalists because it increases their 
profits, governments, 'whether they be democratic or alllhori
tarian. conservati\'e or radical', because it yields taxation. All 
'go\,ernmcnts need large revenues whatever their purposes 
may be. whether they be the "democratic" purpose of improv. 
ing education, public health, communications and other 
public services. or the "imperialistic" or "ami.imperialistic" 
purpose of creating large military forces. or merely the 
"corrupt" purpose oE lining the politicians pockets'. Howenr, 

11 In(OrTftlltion based on Sclu:duie of Daily Rain of PIIY in Accordllnce wilh 
Article 10 of the Colleclive Agrecment DalN 20.10.60 (Ghanil) still in cffect. 

18 ArthUf Lewis, op. ciJ., pp. 37-J8. 
1. Ibid., p. 39. 
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for whatever purpose it may be it is seldom directly related 
to the improvement of the conditions of the people who are 
asked to work harder. Thus in effect the enterprising person 
in most underdeveloped countries would be acting illogically 
if he engaged in any kind of productive labour; he would be 
reduced in status socially and he would not be better off 
financially because between them his family, friends and 
government would make sure that none of his extra income 
was left for him. This is also the reason why so many of the 
more enterprising young Mricans leave their homes and make 
use of their talents for the benefit of other nations rather than 
for their own. 

Another factor affecting per capita outpUt is the rate of 
population growth. It is obvious that in a country in which 
population is increasing at a rate which is higher than the 
increase in production per capita output must decline. Thus, 
in order to have capital formation it is always necessary that 
production increases at a higher rate of growth than popula. 
tion. If it is now borne in mind that population accretion in 
India and China during the last decade rated at about two per 
cent and in Latin America at between tWO and a half and three 
per cent per annum it is clear that a rise of only one per cent 
per annum in per capita outpUt requires, at least until the 
children grow up, no less than a three or four per cent increase 
in total output. This relationship is particularly dangerous 
where food production is concerned. A shift of population 
[ram rural to urban employment will put an even heavier 
strain on agricultural production than on the economy as a 
whole. Some economists try to find a solution to the problem 
in contraceprion. They believe 'that if they can have the latest 
European and American contraceptives sufficiently advcnized 
and cheaply distributed ... the number of children born in 
the Orient would immediately and permanently fall. Nothing 
seems more improbable'.1II Children are both a status symbol 
and an insurance policy in many underdevelopcd countries. 
They are born because they are wanted by their parents and 
not because of a shortage of contraccptives. To change this 
would require a cultural revolution. Other economists, Colin 

.. Colin <;=llIrk, 'Population Growth and Living Standllrdl,' J"'n-rllltirmal 
Labour RnMw, August, 195J. 
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Clark to name one, claim that population growth creates no 
retarding effect on peT capita growth of output. He writes in 
the International Labour Review,n 'It seems to come as a sur· 
prise to many people to learn that there are a great many 
industries - probably the majority of industries in the modern 
community - which are quite specifically benefited by increas· 
ing population: Theoretically both the Malthusian and the 
Economics of Scale approach present a good solution. The 
former raises peT capita output by reducing the 'capita' by 
which the total output is divided. The latter raises the output 
itself. In practice. however, the former requires a cultural 
revolution and the latter a high rate of capital accumulation: 
both of these are normally the result of the higher per capita 
output rather than its causes. But if cultural patterns could be 
changed and if the required capital were made available even 
then it is not at all clear if the great numhcrof underemployed 
workers and resources could be used in the way foreseen by 
Colin Clark. Alfredo l\';)\,arrete Jr and lligenia M. de Navar· 
rete in their short paper 'Underemployment in Under· 
de\'eloped Economics', make the following point::a 'If wc take 
the size of the labour force as given, underemployment may 
be described as a sifuation in which the withdrawal of a cenain 
quantity of the ractor bhour to othcr uses, will not appreciably 
diminish the total output of the sector from which it is wirh· 
drawn. This is as much as to say Ihat the marginal producti,·ity 
of these units of the factor labour in their original employment 
is lero ... : and thc Na\,arrctcs helie\'c that 'it is character· 
istic of backward economics in process of dcvelopment that a 
more or less considerable rart of their labour force is always 
ready to increase its producti\'e activity, at existing nominal 
wage ratcs (though at decreasing real wages), if jobs arc avail· 
able'. At first sight this argument suggests that total output 
and thereby f)er capita outpUt could easily be raised by merely 
giving some outside assistance leading to expansion which 
would cause the more productive employment of the surplus 
(underemployed) labour. This, however. is not the case. There 
is a kind of underemployment which is directly brought about 

11 Colin Clark. Ibid . 
.. Intertui,"onal Ecollonu·c Pap,,,, No. ], 195J, Trnn,IRk<i by Elizllbeth 

Hendenon. 
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by expansion and which occurs in primary cconomies in pro· 
cess of development in addition to the morc chronic under· 
employment discllssed before. 'It is due to the failure of capital 
and of most complementary means of production to increase at 
the same rate as the supply of labour in secondary and tertiary 
activities. This t)'pc of underemployment is accentuated by 
deficit financing of development programmcs and the resulting 
jnRation, which imcnsifies the cityward migration of agri. 
cultural workers and thereby unduly swells the supply of 
labour in face of a limited supply of other complementary 
means of production. Thcse workers then find themselves 
under the necessity to engage in activities of vcry low produc
tivity. They become, for instance, pedlars of all kinds of goods 
and services requiring little or no capital outfit, such as vendors 
of fruit, chicklt: and cigars, lottery tickets, newspapers, or else 
car washers, bootblacks, porters, waiters, and shop assistants. 
The remarkable feature of this type of underemployment is 
that it is continuously nourished hy the vast reserves of hidden 
underemployment in rural areas.'ZI The conclusion from this 
is 'that a positive policy to combat underemployment . 
requires a stream of investment expenditure at a rate and of a 
composition adequate for the absorption of the net annual 
underemployment which arises at the very time when the 
average productivity of the factor labour increases through 
greater supplies of capital goods, raw materials and comple
mentary resources (including training and technical educa· 
tion),. This brings the argument back to the key problems, 
namely how to raise the rate of capital formation, how to 

achie\'e a balance be(\\'een agriculture and industry and how 
to maintain it and how to adjust investment to shifts and 
growth of population. 

Let us take the accumulation of capital first. Four different 
methods seem to ha,'e been employed in recent years in various 
underdeveloped countries to increase investments, Firstly, the 
mobilizing of uncmployed and underemployed resources and 
labour in particular; secondly, forced saving through taxation 
and the turning of the nel product into government enter. 
priscs; thirdly, government investment through a fall in real 
incomes, i.e. inflation; fourthly, foreign aid and foreign loans . 

• 1 Alrredo and IfilJcnUi Navarrele, op. ri,., 1953 . 
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Each oE these methods has its advantages and disadvantages 
and each may be suitable in one place and unsuitable in 
another." The fiTst method, that of utilizing unemployed or 
underemployed resources (labour in particular) without ex
traneous help, is extremely difficult. In a country where the 
majority of the population is living at the margin of subsist
ence, where in the best of times crops arc just sufficiently 
abundant to keep the farmer and his family alive, where in 
most years even this very survival is threatened, there can be 
little left over from currem production for saving and capital 
formation, In f,lct the people in such countries appear to be 
caught up in a vicious circle of poverty. However, it ma), also 
be the case that this picture is far too gloomy to be entirely 
true. There arc few communities which do not have some 
unused potential resources. For example in India it is reckoned 
that about seven per cent of all rural incomes arc spent on 
ceremonies; ill pre-war China a year's outpUt of rice on bride 
price; in West Africa lTlany months' earnings on funeral 
ceremonies. In addition to this wars arc fought e\'erywhere at 
great cost even between the poorest of tribes and nations, and 
hoards of gold, silver and diamonds are frequemly amassed in 
the economically most backward regions by 'the few'. There
fore. and from the purely material point of view, the problem 
of raising the per capita OUtPUt is less insoluble than the pie. 
ture of the vicious circle of po\"cny seems to imply" Under cer· 
tain conditions over·population Illay become an asset rather 
than a dragon the economy. For example. in an oyer-popUlated 
country the accumulation of capital. and social capital in parti
cular, could be greatly increased without any extra cost. If the 
country subject to over-population and underemployment is 
primarily agricultural then workers may be withdrawn from 
agriculture and employed in the conslruction of dams, roads, 
canals, etc. This would nOl diminish the rotal output of the 
first sector but would increase dle value of the second. This is 
so because by definition of underemploYlllcll{ the marginal 

t4 Capital here is ment to include education, etc. John Kenllcth Gulbl"llilh 
once wrote (E(ollolllk DnHropmtlll in Pl'np ... (ti!.'~CamhridlJC, i\lass., 1961.) 
'Litenltc people will see the need for getting machines. It is not 110 cle..1r thot 
mochines will sec the need for litemle people. So under some circumst:lncClI lit 
leoat populor education wiU have 11 priority over dallls, foctories and other 
furniture of capitol development.' 



THEORIES OF ECONOMIC DEVELOPMENT AND GROWTH 

productivity of labour in agriculture is close to zero or is zero.D 
Thus if the same labour is employed in building dams the 
advantage of the shift is obvious. In the first instance Ihe 
workers would be fcd and produce nothing; in the second they 
would be fed but add something to the national wealth. After 
some time the social capiml would pay its economic dividends 
- the dam may help to store water for the irrigation of new 
land - and the total outpUt would increase. The real problem 
then, which arises at this earl)' stage of development, is not how 
to produce more capital but how to make use of the surplus 
labour and how to get at the wealth un productively spent or 
hoarded. One way of doing this is by 'press-gang' techniques. 
That is, the government forces people to do certain tasks and 
penalizes those who refuse. Another way is by appealing to 
nationalistic or tribal sentiments. Both methods have been 
tried in various places and under different circumstances and 
on some occasions met with a degree of success. In China an 
attempt was made in recent years to raise the rate of capital 
accumulation by establishing a strong organization in the rural 
areas for harnessing the underemployed labour force (0 in· 
crease production. This was the policy of the 'Communes' and 
the 'Back-yard Blast Furnaces'. The retreat from this policy in 
1961 indicates that it had not been as successful as it was 
expected to be. At least not in this stage of the development of 
China.- All the same China's overall rate of capital formation 
during these years was very impressive indeed.n The appeal 
to patriotic sentiments was also tried OUt in several countries. 
Soon after the revolution and during the second world war it 
met with very good results in the Soviet Union. Similarly it 
was very 5uccessful during the 'forties and 'fifties in Palestine 
and later Israel. Unfortunately, however, it is precisely in the 
backward countries where nationalism might play this laud
able r6le that it is most unlikely to do 50. The reason for this is 
simple. The gap between rich and poor is too big and the 
national institutions. the government, etc., are too often 
merely used as an instrument in the hands of the powerful and 

11 VUh Alfredo and Ifigcnia Navarene. rip. n/., 1953. 
"TB.Chunr Liu and King-Chia Yeh, Pa/'nr and ProrudingJ of tlu AmnirQ1l 

EttnWIrIie Auocia/ion, May, 196.; W. W. HoUnter, C/,if/a', Groll NQ'ronal 
Product artd SodaJ ArrOlolntr 1950.1967, Ill, 1958. 
11 Wilrred MBlenbBum, America" ErOfIr:mIk Revierc, XLIX, June, 1959 . 
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rich for the further exploitation of the poor. Indeed it is a 
common aspect of underdevelopment that the ruling class uses 
the political machinery of the country to enrich itself and then 
whisk the money abroad. In many instances this sort of ruling 
class finds its 'mass support' in a class of literate quasi 'lumpen 
proletariat' of civil servants and administrators who depend 
upon the government as their sole means of livelihood. The 
link between this kind of 'educated' class and the ruling class is 
particularly strong, because if any of the educated turned to 
productive employment he would not only lose in status but 
also in income, owing to the peculiar wage structure in most 
underdeveloped countries.B The working people upon whose 
exploitation live the classes mentioned above receive very little 
for the money or product taken away from them by direct 
exploitation or taxation by way of government services. There· 
fore it is hardly surprising that the kind of propaganda which 
for example helped the war effort in Britain in 1940-1945, will 
have little influence in, say, West Africa today. In fact it is hard 
to see how short of a real social revolution Ihe waSle pOlential 
hidden in many underdeveloped countries can be PUt to use. 
Arthur Lewis in his modified classical model:rt makes the rol· 
lowing suggestion. In an economy in which the marginal 
product of labour is lero and where due to, 53)', population 
growth income remains constant througholll expansion, and 
labour can be yielded up to the expanding capilalist sectol'lII 
without reducing subsislence output. the capitalist surplus and 
Ihe income of capitalist employees, laken together, can be 
increased as a proportion of the national income. This model 
assumes that 'practically the whole benefit of capital accumula· 
tion and of technical progress goes into the surplus; because 
real wages are constant, all that Ihe workers get out of the 
expansion is that more of them are employed at w:lges above 
the subsislence earnings. The model says, in effect, that if un
limited supplies of labour are available at a constant real wage, 
and if any part of profits is re-invested in productive capacity, 
profit~ will grow continuously relalively to the nalional in

n VicltJ 'Schedule of Daily Rates •. .' Footnote 17, p. 261. 
le 'Economic Development with Unlimited Supplies or Labour', TM Marr

dllUler- SdUJoI, J\.'iRy. 1954. 
10 'Capitalist sector' is here defined in such u way D9 to include the government 

118 D Cll.pitoli8t employer. 
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come, and capital fonnation will also grow relatively to the 
national income.' From this Professor Lcwis concludes that 
underdeveloped countries do not save so little 'because they 
are poor' as Colin Clark suggested, but 'because their capitalist 
sector is so small' (remembering that 'capitalist' here does not 
mean private capitalist. but would apply equally to stale 
capitalist). Accepting the idea that all but the capitalists save 
very little at all times he continues that 'if they (meaning the 
underdeveloped countries) had a larger capitalist sector, profits 
would be a greater part of their national income. and saving 
and investment would also be relatively larger. (The state 
capitalist can accumulate capital even faster than the private 
capitalist. since he can use for the purpose not only the profits 
of the capitalist sector, but also what he can force or tax out of 
the subsistence sector.), Again, all hinges upon the nature of 
the ruling class, i.e. if it is ready to invest its profits produc. 
tively or not. If it does, then too the process must stop 'when 
capital accumulation has caught up with population. so that 
there is no longer surplus labour. But it may stop before that. 
It ma)' stop of course for a number of reasons which are oUlside 
our system of analysis . BUl it may also stop for the 
economic reason that, although there is a labour surplus, real 
wages may nevertheless rise so high as to reduce capitalists' 
profits to the level at which profits are all consumed and there 
is no net investment. This may happen for one of four reasons. 
First, if capital accumulation is proceeding faster than popula· 
tion growth, and is therefore reducing absolutely the number 
of people in the subsistence sector, the a\'crage product per 
man in that sector rises automatically, not because production 
alters, but because there are fewer mouths to share the product. 
After a while the change actually becomes noticeable, and the 
capitalist wage begins to be forced up. Secondly. the increase 
in the size of the capitalist sector relatively to the subsistence 
sector may turn the terms of trade againsr the capitalist sector 
(if they are producing different I hings) and ~o force the 
capitalists to pay workers a higher percentage of their product. 
in order to keep their real income constant. Thirdly. the suh. 
sistence sector may also become more producti\"C in the techni. 
cal sense ... Anything which raise" the productivity of rhe 
subsistence sector (a"erage per~on) will raise real wages in the 

068 
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capitalist sector, and will therefore reduce the capitalist 
surplus and the rate of capital accumulation, unless it at the 
same time more than correspondingly moves the terms of trade 
against the subsistence sector. Alternatively, even if the pro
ductivity of the capitalist sector is unchanged, the workers in 
the capitalist sector may imitate the capitalist way of life, and 
may thus need more to live on. The subsistence level is only a 
conventional idea, and conventions change. The effect of this 
would be lO widen the gap between earning,,; in the subsistence 
sector, and wages in the capitalist sector, .. If it is achieved, 
it will reduce the capitalist surplus, and also the rate of capital 
accumulation."1 

So much for the first melhod of mobilizing underemployed 
resources for clpiral formation. Now for the .second method. 
namely forced saving and taxation. Here the governmcOl takes 
away pan of the people's income and makcs it available for 
investment. In some countries this may be done through 
private investors, in others by the government itself, The two 
best known examples of this kind arc the Soviet turn-over lax 
and lhe Japanese land-tax. The main merit of the tUrn·onT 
lax is that it is the simplest tax to levy on any business that sells 
its outpUt for money (and it is therefore almost uselrss in the 
most backward subsistence economics). It requires almost no 
knowledge of book-keeping beyond the simple recording of 
sales. Indeed this sort of l~X was the main source of revcnue 
until the second world war in Ihe So\"ict Union and is still an 
important source of revenue in some p~rt" of Bral.iltoday, In 
addition to the advantage the turn·over tax has in permilling 
even the least educated retailer to keep an accollnt, it also does 
not require a close examination of the stage of production in 
which a good is sold, for this becomes irrelevant if taxes arc 
paid on all receipts. The main merit of the land· tax is that it 
cannot be shifted because the supply of arable and grazing land 
is inelastic. Moreover a failure to tax farmers raises their real 
incomes and may make il necessary to raise real wagcs in the 
cities in order to artract labour for indnstrial development, and 
this in turn must reduce profits and Clpital·fonnation, 'Hence 
in a number of cases an increase in the productivity of fanning 

1I 'Economic Development with Unlimited Suppli('ll of Labour', Th~ ,Han
dlUter 8'''001, !\toy, 1954. 
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has been accompanied by heavy taxation of farmers, which has 
been used to finance capital-formation in other sectors, and it 
has been true to say in these cases that, far from agriculture 
absorbing capital from other sectors, it has been the fanners 
who have been forced to finance the industrial revolution. 
Japan is a case in point. In that country productivity per per
son engaged in agriculture doubled between 188S and 1915, 
but much of the increase was taken from the fanners in higher 
rents or taxes, and used to finance the rest of the economy ... 
The Soviet Union is another case where farm incomes per head 
were kept down ... in spite of farm mechanization and a 
considerable release of labour to the towos.'JI An advantage 
which the land tax has in the backward coumries over the turn
over tax is that it is less influenced by the fact that a large part 
of the outpUt is not traded at all and therefore not taxable. How
ever, there is no reason why both kinds of taxes cannot be used 
to supplement each other. As the collection of taxes itself poses 
a particularly thorny problem in many underdeveloped 
countries the direct taxation is sometimes substituted by ex
port and import duties. An excellent example for the financing 
of a country's development in this manner comes from Ghana. 
The Seven Year Development Plan puts it in the following 
way;1I 'In the period since the last war agriculture has made a 
vcry special contribution to Ghana's development over and 
abo\'c its role as principal supplier of exports. The money to 
finance all the revolutionary advances that have been made in 
the modernization of Ghana has come almost exclusively from 
agriculture. \Vithin agriculture the cocoa farmers have been 
the real heroes of this achievement. Of the total income of 
£G·700 million earned from the export of cocoa in the period 
1951 to 1961 the cocoa farmers have received [G.420 million 
while the remaining [G.280 million has gone 10 maintain the 
public services. to finance development and to build up the 
external reserves of Ghana.' The method by which this money 
was collected from the cocoa farmcr was by paying them a set 
price per bag of cocoa in Ghana and thcn selling it on the 
world market for whatever price it could fetch. The difference 

11 W. Arthur lewia, Tnt TMoTJ' oJ EcollOmie GrOfdh, 1955, pp. 230-0=)1. See 
IlIso my own chapter on Soviet Economic Growth. 

n Gl;aruJ Sn'h! Yt'4r lktoewtmrt'lIt Pia" 1983.'81 to 1969/10, 1964. pp. 53-54. 
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between the two prices then made up the government revenue 
which was used [or development purposcs. 'In addition to 
providing funds for almost all the developmental expenditures 
and savings of Government, agriculture has also supplied most 
of the money that has gone into local and private investment in 
Ghana in recent years. The rapid growth of urban population 
stems from the prosperity of the cocoa industry. Agricultural 
money has financed much of the education of the youth and 
the development of transport. Local initiatives in the improve· 
ment of water supplies and roads, and in the construction of 
schools and clinics, ha,·c conrributed significantly to the social 
and economic development "chieved in recent ycars. . 1 [ 
is a remarkable fact that with the exception of the roads and 
railways contributed by GovcrmnclH, and the scientific 
advances in cocoa farming imroduced in the last six years, the 
achievements of Ghana's agricultural industry have had 
practically no technical or financial assistance from anybody 
outside agriculture. The small scale fanner WiIh his hoe and 
cutlass has virtually created Ghana as she is today: 

However, any kind of taxation has its limits. The taxation of 
the poor may make their ponrry even worse and may limit 
even further demand. thc stimulant for industrial production. 
The taxation of the rich may decrease incenrivcs, penalize 
success, and more often in underdeveloped countries be practi. 
cally impossible because the rich arc usually themseh·es the 
law makers. In summary then a 'good' tax system for a growing 
economy in its early stages should meet the following tests. h 
should not discourage production; it should reduce the less 
essential rather than the more important forms of consump. 
tion; it should not distort the structure of the economy; it 
should have a degree of income elasticity; and it should be 
collectable and at not too high a cost." 

The third method of capital accumulation is by illilatioll. 
Faced with the difficulties of taxation ago\"Crnmcnt mar decide 
to increase investmcnt expenditurc without raising taxes. 'A 
government that is eager to force the pace of investment in the 
private sector can often arrange an expansion of credit: It can 

u For 0 more detailed examilUluon of the problems involved in toxlltion in 
underdeveloped countries aee Sll!pben £nU, Economics for Dt1Jl/upmt71t, 1963, 
pp. a .. 6-260. 
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do the same in its own seCLOr by merely printing more money. 
'If the banking system is under gOHlllment regulation, the 
minimum rcsen'e rcquirements o( indi\'idual banks may be 
incrcascd by thc amount of loans they have outstanding LO 
specifically approved borrowcrs for approved projects,' Or, 
Enke cominues.:D '{he gO\erDment. through its celllral bank, 
Illay lower minimum reserve requiremellls and purchasc 
securities on the open market while simUltaneously restricting 
loans for consumption and othcr disapproved purposes. Thus 
more credit may be made available (or eXlra illycstment in 
favoured industries or localities', All this is very true; however 
it assumes [he existence of a potential borrower who only lOO 
often just cannot be found in a really backward country, The 
Go\'ernmcnt, howeycr, can inflate crcdit and divert resource" 
more directly and certainly if, when it needs morc money than 
it has, it borrows for its own accoum and from the banking 
system to make capital and current disbursemellls. 'The 
central bank merely credits the treasury's aCCOUIH, subsc 
quently govemment writes cheques on this account which arc 
deposited in commercial banks by payees, and the banking 
system thereby increases both its holdings with the central 
hank and its demand deposit liabilities. Thesc demand 
deposits, so far as the firms and households are mncerned, are 
money, In this way, the stock of money in public hands is 
increased when govcrnment spends more than it is borrowing 
and taxing from private sourccs, The practical effect \\'ould be 
the same if the govcrnment were priming money instead: 
This method normally leads to rising prices, i.c. falling real 
incomes, and consequellll)" lower household consumplion, and 
10 rising private investment incentivcs. I n fact il leads 10 a 
redislribution of incomes in favour oC the rich. If these can be 
made to invcst their profits constructivcly ';} litlle inflation' 
may not be a bad thing to stimulate the growth of an economy. 
But again if growth depends on local dcmand the fall in real 
wages may pre\'em the expected rise in profits. ]'1\0 onc will 
invest unless he can expect a market for his product. Falling 
wage rates do not raise the level of demand. Also, 'a little infla
lion' h<ls often been compared 10 'a liule pregnancy' - il 
normally continues to grow. In the early 'fifties prices rose per 

u S1ephen Enke. op. nI" p. 233. 



TIIF.ORY OF GROWTH AND TilE LJ;.JDERDt:\''':LOPt~n COIJ!'HRIF.S 

annum in Chile by about 60 per cent, and in Bolivia by about 
50 per cent, and there are many more examples of this kind. 
This kind of inflation not only results in speculation and an 
often disastrous redistribution of wealth, but also in severe 
international balance-of-payments problems. 

The fourth method of capital accumulation is through 
foreign aid. For some time after the war and under the influ. 
ence of the real success of the Manhall Plan in \Vestern 
Europe many international development agencies believed 
that the combination of the 'demonstration effect' and 'foreign 
aid' could transform the situation in the poorer countries. 
Today the approach has become a liltlc more sober. As Richard 
T. Gill" elegantly puts it: 'If the provision of capilal from 
abroad simply becomes a substitute for domestic efIon, then 
no net gain will ha,'c been achicved,' In fact it is now finally 
understood that it is less thc provision of capital than who gets 
it and how he uses it which determincs its contribution to 

growth.' Thcoretically the annual per capita Olltplll in Kuwait 
and Qatar is about the same as that of the United States and 
Canada. In fact it is slightly higher.11 Yel there is scarcely any 
other country in thc world which is more backward and where 
poverty is more blatant than in these two. Although the 'lues· 
tion has no clear answer it is stilluscful to ask why the ~hrshall 
Plan for Europe has been rawd a great success and why the 
capital aid to undenleve10ped countries has Illet with so liule. 
Partially the question can be answered on a cultural level. 
'Europeans are not only accustomed to most kinds of equip. 
ment, they also invented much of modern technology. They 
did not have (0 learn how [0 opt'rare puhlic power grids: they 
only needed help in rebuilding thclll faster. The European 
nations did not have to be taught about central banking and 
limited liability corporatiollS, Cor the truth is that these lessons 
were mostly taught thc i':ew \Vorld hy the Old,''' Above all. 
however, the people oC Europe had the will to prob'l"ess, had the 
social organilation which was conducivc to progress. and had 
the political organiJ.ation which prevented the ruling c1as.~c., 

se Richllnl T. Gill, Hcotlomi( [Jt'f: .. lupmml Pm' a1/l/ Prestn/. (96). 
n Averogc pn (apita output in 1957 in the V.S. nnd Cnn.lda .... u llooul :i11500 

dOnDra and in Ku ..... ait ond Qlllor 2700 doIlonl. 
la StqJhen Enke, op. nl., p. 506. 
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from O\'crslepping certain limits of exploitation. Onc or the 
other or all three of these factors together are absent in mosl 
underdeveloped countries today. 

A second key problem next [0 capital formarion is that of 
the balance between industry and agriculture. There are two 
schools of thought on this. One stresses the need for balanced 
growth in both sectors and the othcr the need for emphasis on 
industry. The former cites examples from the United King
dom and the United States in support of its view: the latter 
cites the example of the Soviet Union. The argument of the 
'industrial" school was brieHy set OUt as follows in a recent book 
by Richard T. Gill: D 'An underdeveloped country has only 
limited resources to give 10 investment and growth.. it 
must choose lhose areas which promise the greatest develop
ment ... Clearly not agriculture, but industry. Indeed, 
mooem growth and industrialization are really synonymous 
phenomena. Even in coumries like New Zealand and Den
mark, which have made a speciality of agricultural exporLS, the 
percentage of the labour force in industry is much higher than 
in most underdeveloped countries. Furthermore, the norion 
that an underdeveloped country should develop its agricul
tural sector and then export primary products in exchange is a 
specious one. There is a long-run trend for the prices 01 
primary products to fall relative to the prices of industrial and 
manufactured goods ... much better to develop a $lrong 
industrial sector within the country instead of spreading her 
efforts thin, .. The country must concentrate her all on this 
critical task. In time, these effons will produce a nucleus of 
skilled, energetic, growth-minded people and, through them, a 
spark will be kindled which will ignite the rest of the popula
tion.' The argument of the 'balanced growth' school runs some. 
thing like this: 'It is useless to talk about developing industry 
and not agriculture because it will not work. Industry is 
dependent on agriculture for the raw materials and other 
inputs which make production possible. Moreover, as the 
economy develops, the population will demand more food. If 
you .try rapid industrialization without adequate attention to 
agriculture, you will find yourself in a situation ... where 
industrial capacity is standing idle because of the lack of the 
.. Ridwd T. Gill, rIP. cit., p. 9" 
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necessary inputs ... In general, the expansion of industry 
will call for an increase in the production of agricultural 
products, and if these demands are not met, there will be 
rising agricultural prices. heavy imports and - very probably
a real crisis in the country's international balance of payments. 
Furthermore, agriculture has a positive advantage as against 
industry in that small doses of scarce capital often bring far 
greater returns in agriculture than they do in [he more capital· 
intensive industrial scctor. Finally, don't worry about the 
problem of the prices of industrial importc; rising relative to the 
prices of primary product exports. There is no evidence of a 
clear long.run trend in this direction, and in the case of some 
primary products the future prospects look \'ery rosy.' In this 
form the argument between the tWO schools of thought, 'indus· 
trial' and 'balanced' growth, seems greatly to hinge upon the 
interpretation of the long-term trend of primary product 
prices. 

In fact both arguments are irrelevant. For as long as pro· 
duction in agriculture remains as appallingly low as it is in 
most underdeveloped countries today there can be little hope 
for progress in any 01 her sector. Before the structure of employ· 
ment can be changed productivity in farming must be high 
enough to release workers to ~eck other occupation withoUllhe 
whole country starving. In Ghana in 1960 a farmer was produc. 
ing enough food to feed one·and·a-half working people. At the 
same time population growth proceeded by between l. i and 
2.7 per cent annually.1O If agricultural produClion should in· 
crease enough to keep up with the rise in demand it would 
have to increasc within scven years by no less than twenty per 
cent. Howc\'er, if the farming popUlation is 10 expand rather 
more slowly than the population of the country a~ a whole 
(because of the shift towards industry) and in addition to fond 
the farmer is ro produce agricultmal raw materials for indu~lq 
the increase in production will have la be not twc",y per cent 
hut thirty-three per cent within seven years. In other words, 
annual growth in agricultural production must rise to four 
per cem if any kincl of growth is to he expected in the indus-

40 'nle figure melUion('J in tl\l' UlimrQ Sn"Ul rmr Dn.Allpmt'1It 1'/"" ill 2., 
(p. 9), but according 10 ",her "illculation& the rute of growth i~ more likd\" to 
be between I., (minimum) Dlld 1.J I)('r cent onnll'llly. . 
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trial sector. lI But to achieve an annual gro'''''lh of four per cent 
in agriculture in an underdeveloped country is a rather big 
order. It implies an extremely great educational and OI'ganizfl' 
tionaI eliort in addition to a great deal of capital. Yet c.1pital 
thus spent on agriculture will no longer be available for in· 
dwtry.1oI The Soviet example of the concentrated effort to 
promote industry at the expense of agriculture is completely 
irrelevant to the condition in the underdeveloped countries 
today. Productivity in agriculture was much higher in pre· 
revolutionary Russia than it is in any ex·colonial country 
today. In fact before the Revolution Russia supplied many of 
the industrial centres of Western Europe with corn. There 
were agricultural surpluses which could be utilized to feed 
the growth of industr}'. This is nO( the case of the under· 
developed countries in our time. Far from having any surpluse~ 
of the staple foodstuffs they are desperately .~hon of grains and 
almost starved of protcins.u In summary it can be said that 
both the 'balanced' and the 'industrial' growth point of view 
are in agreement that some degree of gOHmment intcrvenrion 

.1 The idea that cheap food may be imr>Orted ill not f"Colly opplicahle in mOlt 
underdeveloped countries because they hove nothin!! with which to pay for the 
food imPOrtl ncept aJ,'Ticulturul productll. The id ... 1I may h"vc 11 point where the 
region ha. BOrne minenll, 10 ~chonlZe (or food. This may be the cuse in th<
ou-producing "mu in the Middle Foast, e.g. 

n Calculation. made by Mr. Y.ir Roth. Ihe manager of the hrne1i Technical 
Ani.tance telIm of the Stale Farm Corporation in Akob.i, Ghana, ;md by 
mylIelf, and whieh were tssefltially lIubstlmtiated by other eXllminlltions, show 
that produetion omnot be increllsed by more than obout tw<-nty p<-f cent 
through improved onranisation and better methods of husbandT)' without 1I0me 
capital inves1menb. (Thill don not t"Xclude the p~~ibility of faising output 
by more than twc-nty per <Tnt ",·ith methods like those employed in modem 
China of I...ev« e" ",aut to build WIlier ~tOr.llle dame etc.). Some capital inveat
ment, however, ClIn go n long way in reducinglOSM."l from storage pest. (often up 
to 40 per cent of the crop) !Ill Mr. \V. V. Baker and myself hove shown in our 
I"t'port on the ioues of corn through weevils. The lame i~ also true of capital 
invntmenta in bUlh clearing by 'dozing'. If the fannen in bUlh country can be 
diasUld ... d from the tnaditional clearing method of burning and the bUlh were 
cleared by mechanical meanR, shifting culti~'3tion could he very much r<-ducffi 
and the input 'land' incrn!'oCd OMut Ih'e rimCl'. 

n A, I pointed out at the United Nations Seminor of the African Institute for 
Economic Development and Planning in Dokar in 196-1 (lDEP/ET/SUT/u6) 
in underdeveloped C"ountrics it is necC950ry to tenninate the reluctance to 
di.cu .. agriculhJre which comes from 0 f("("ling thot Qgrlculture is n..uociated 
with colonialian. In Denmark, 11 country with a notional ovenalle per CQpitQ 

income equal to that of West Germany and PI( (£.:170), 2.3 per cent of the working 
popUlation are employed in ogriculture. 
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is necessary. Balanced growth in the sense of deliberate simul· 
taneous investment according to a central plan has so far only 
been attempted in the Socialist countries under specific condi
tions. The other method was that by which the capitalist 
countries have achieved their progress in the past. The rising 
gap between developed and underdeveloped countries during 
Lhe last five decades makes this kind of progress much more 
difficult. Still, within a favourable environment and with some 
government intervention, the profit motive of individuals may 
yet produce a path of growth whose direction we can forescc_ 

The third key problem is that of population_ This problem 
has already been discussed at some length in an earlier 
chapter,1! and was rcfen-ed to over and over again in connection 
with per capita incomes. Colin Clark was quoted as writing 
that 'The law of increasing returns prevails in any indllStr), 
where, as a consequence of an increased scale of output, we can 
expect to obtain increasing returns per unit of labour or other 
economic resources employed' and that 'probably the majority 
of industries in the modem community ... arc quite speci
fically benefited by increasing population.'~ Against [his J. 1-
Srcngler can be quoted writing that 'population growth 
operates in four ways to retard the betterment of man'" 
material condition, First, it increases the pressure of numbers 
upon a nation's land and resource equipment as of an)' given 
time. Second, it tends to accentuate this pressure through time 
by accelerating the rate at which the store of exhaust ible and 
non-replaceable natural resources is lIsed up and [he costs oC 
their use arc increased. Third, it diminishes the rate at which 
capital can be accumulated, and this diminution is greatly 
accentuated when, as is the case in most overpopulated 
countries. much potential capit'll is Ulililed in maimaining for 
a few years children who eventually die before they reach a 
productive age. Foul'lh, given the rate of capital Formation, the 
rate at which the equipment of the labour force can be in
c.reased is reduced." Both Colin Clark's and J. 1- Spengler's 
views may he con-ect, bm they refer to different stage.~ of 

..... 'The Clouiclll Economiata', Section on Robert Mahhua. 
U Population Gro ..... th and l.iving Standards, inttr,wtiona/ IAbor" Rt""t·it"Ut. 

AugtISI,19S]. 
-u J. J. Spengler, 'The Population Obstacle to Economic Denennent,' A"'i"ritan 

Eu)//o",jt Rft,;ew, Pa~" and Prot:eeJ,'''ll'' MRY, 1951, pp. 350-3SI. 
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development and environments. In the poorer countries the 
Spenglcr view seems to be more prevalent; in the morc 
advanced ones, that of Colin Clark. However, in any case there 
is little the economist can do about population trends, since 
they are part of a cultural pattern which is probably far more 
difficult to change than the rate of capital accumulation. 

Finally the question of the prospects of economic growth in 
underdeveloped countries must be raised. How far can the 
wish for progress really be met? What is a realistic assessment 
of its limits within three, four or five decades? The Gross 
National Product of Thailand grew between the years 1947 
and 1953 by close to 7.'2 per cent per annum; that of Brazil and 
Mexico between 1945 and 1953 by 6.7 per cent and 4.9 per cent 
respectively; that of Colombia between 19.15 and 1953 by 4·7 
per cent. These arc the outstanding examples of growth. The 
rates of growth in other developing countries were, for ex
ample. Malaya 3.9. Ceylon 3.3 and Pakistan 2.2 per cent. At 
this rate. it is sad to realize, it will take a very long time before 
any of the underdevcloped countries will reach a standard of 
living similar to that of the developed countries. According to 
one assessment'l it would take forty-two years for the countries 
of Latin America to rcach a per capita output of onc-third of 
that of the United States today. Howe\'er. the people of the 
Soviet Union in their heroic epoch of post·war construction, the 
people of England during the war, and the people of Israel in 
the la<;t decade of the Mandate and first decade of their inde
pendem government. have shown that with rhe right attitude 
and dctermination the simple logic of [he mathematical growth 
calculations is sometimes thrown overboard. Unfortunately 
however, there arc somc worrying trends discernible which 
cast a shadow on thc prospects for dC\'elopmenr in many under
de\'(~loped areas and particularly in Africa. On the one hand, 
Ihere is a great deal of despondency among many Africms 
thcmsel\'es. On the other. there is a distinct waning of the urge 
10 help Africa in the developed countries. The progres<;i\'('s 
who felt that Europe ought ro help the underdeveloped 
countries because European colonialism must at lea.H paTlially 
be held responsible for the backwardness of that continent 

61 AMI,'1ts and projtttiorrf of &o1lomit lHw/~mn.'. A arudy prepared by 1he 
econollliccommisaionfor Latin America bYlhe l'nited Notions ("'cIVYork. '955). 
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have become disheartened in many cases. The neocolonialisls 
who are looking for sources of raw maIerials and for markels 
in the poorer countries arc losing interest because so many 
synthetic materials now replace the traditional namral ones 
and because African markets have become too poor relative to 
those of the affluent societies. The politicians and militarists 
have also lost much of their interest in the underdeveloped 
countries because the 'balance of fear' which is maimained 
by nuclear weapons nowadays makes the political and mililary 
orientation of the various coumries in Africa far less relevam 
than it was thought to be a few years ago. Finally, the import
ance of all underdeveloped countries as an outlet for surplus 
capital to prevent a 'Ricardian' stagnation in the capitalist 
world has also disappeared, since boundless amounts of capital 
can be happily rocketed imo space. 

Only the hard work and the dctermination of the peoples 
of the underdeveloped countrics themselves can produce the 
solution to their problem. God helps best those who help (hem
selves. 

279 



FURTHER READING 

Suggestions for further reading will be found in Arlhur Hazlc· 
wood's two bibliographies Economics of 'Underdeveloped' 
Areas in an annotated reading list of books, articles and official 
publications (Oxford University Press, 1959) and 
The Economics 0/ Develop"umt; an an7lotated list of books 
and articles, 1959-1962 (Oxford University Press, 1964) 

or 

Selected Readings and Source Materials on EcoPlomic Develop. 
ment (International Bank for Reconstruction and Develop
ment, Washington, D.e.) 
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nlE MINERVA SUIES Of St:UDENTS' HA:'I;OBOOKS 

5 THE USE OF ECONOMIC ST ATISTIC.S 
C. A. Blyth 

This is an elementaq' introduction to the sources of economic statistics and 
their usa in ans1o\'ering economic question~. 

The author's approach is novel in thal he introduces statistical methods 
as tools 10 be (!.lied in examining economic prablems, Each chapler deals with 
a I}'pical problem of applied economics and esplains in detail Ihe statistiCllI 
5OUl"Ct$ and methods required, Emphasis is plared upon the fr.llning of 
hypolheJCs, the selection of appropriate statistks and the tcsting of the 
hypothcso by ill~pcction. 
Thi~ book fills a gap at the cicmCIlLary level, and by emphasising the 

quantitive aspect of economics. it bridges the gulf hetween theory and Ihe 
real wnrh!. It is designed for (ue by ~ludcn15 commencing the study of 
elenlC!:nlary economiu, bill who are not ncce .... '<Irily going to he cither econ, 
omic or stati$lical specialists, although it pro\'ides the neccss.l'1· foundation 
fot Ih05C who arc. h ao;sumes no knowledge of either mathematks or econ, 
omic theory, :lIIld it tan be used bolll in dasses and bl' sttldent~ working alone 
'A uscful inlroduction 10 5LaLi~lic:a1 method, in which the uses of slali"iu 
;ne amply demonslriltm, ... Being an essentially practical work it ~hould be 
of great help, and interest, to students of cc.onomio who arc hCllilaling 10 
plunge into ~tJtbtical thinking.'-The TimeJ Educo/ional SlIpplellll"nt 
'A compar;uh'elv p>lillicss introduction,'-Bif1metriJro 
:The student ~hould be pleased to hal'C a demonMralion that there i\ mOTl' 

to statistics than 11 seemingly arbiu,u')' collection of lec.hnical proce~. And 
all clas:! tc-achef5 sh~1I1d welcome this book.' -£..collolllica/ JOllrnal 

16. PI.A~~I~G AND GROWTH IN RICH AND 
POOR COUNTRIES 

Edited by WAl.TER BIR~IIl"GHA:-'1 and A. G, fOkll 

Rapid economic growth is the ambitir," of all the de\'cloped natiom: for the 
undCTdeveloped it is the only hope of CKlIpe rrom malnutrition, ignorancc. 
squalor and the other miseries which go with mass J>M'erl~·. Econonli~t.'i arc 
now convinced that rapid growth b not to be achic\'ed without mo~t ("3rcflll 
and comprehcn~iu: planning: no economy can be Idt to grow of ilS own 
aCCQJ'd without gra\'e danger o( major fluCluOltions in economic aClivil\' anfl 
long periods of stagnation. And :K) the study of planning and growth ha' 
b«ome the serioll~ concern of both theoretical and practical ecnnnmbt~. 

Planning and Grou·/I. in Rir}, and Poor Coun/r;C-J now brings lO a wider 
public not only in other 8riti~h IIni"enities but abo in the English')p(akin~ 
universities of A(rin, Asia Ind :\unnlasia a study, related to some cxtent to 
their own continents, which pr'l\"idC" all intl!:iligent allal~'5i$ of Ihe problems 
of economic growth facing the nations of the We~1 now that they have 
embarked upon Ihe planning of their economiet, 
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