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ABSEElAGtD

SJke purpose of this thesis is to trace the history 
of the idea of economic development. If poverty is a 
measure of economic underdevelopment<> then underdevelopment 
is as old as civilization. As a problem, underdevelopment 
is a product of the twentieth century, for it has been only 
recently that the peoples of the underdeveloped areas have 
realized the.remediable nature of their backward conditions. 
The West has continuously demonstrated to the underdeveloped 
world what modern technology and science can achieve,

Hany Western nations went through the process of 
economic growth in an .earlier age. Because political and 
social forces combined and provided an atmosphere conducive 
to change, the process of growth was more natural for these 
Western nations than it will be for the nations which are 
attempting to develop in the mid-twentieth century.

In the nineteenth century theories of economic 
growth were very different from those being expounded today. 
The conditions surrounding economic development today are 
different from those of past centuries and they warrant new 
theories and a different approach to economic development® 

The developed nations now realize that extreme 
poverty must be alleviated for world peace and stability

v



and they realize that without outside aid it will require 
several generations for many underdeveloped nations to 
enter the "take-off" stage of economic growth»



CHAPTER I

IHTRGBXJCTIOH

Until the twentieth century^ poverty was accepted 
as the nniversal plight of mankind® Life was, as Hobbes 
said, "poor, nasty, brutish, and short" for all except a 
privileged minority® Poverty is as old as civilization, 
but poverty or economic underdevelopment as a recognized 
problem is recent, and only in the twentieth century have
nations learned that they need not accept poverty as a
permanent or a natural condition® A few nations have 
virtually rid themselves of poverty and have demonstrated 
to the rest of the world that poverty does not have to be 
the eternal state of man®

Because a few nations have been able to rid them-
6 selves of mass poverty, we are now in an era of what
Adlai Stevenson has called the "revolution of rising 
expectations =" This revolution is an extension of an 
industrial revolution which began several centuries ago in 
Western Europe®

The world has now been broken up into two distinct 
economic groups, the rich nations and the poor nations®
The rich nations are those of Western Europe, the United 
States, Canada, Australia, and New Zealand® Although
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there are a few nationss such as Russia and Japan? which 
are difficult to classify$ most of the other nations of the 
world are generally considered to "be poor* All of the 
countries in which a large percentage of the population 
suffers from extreme poverty are referred to as under­
developed, backward, or poor =, These terms are all relative 
and mean that, when all the nations of the world are 
compared on economic terms, some countries will be poor or 
rich relative to the others= Many of the poor or backward 
nations are heirs to great and ancient civilizations and, 
although their incomes per capita are very low, their art 
and literature may compare favorably with any found in 
nations with much higher incomes per capita,

Before contact with the Western world, the nations 
now considered poor knew no way of life other than their 
own. They accepted their poverty and disease as normal. 
They were not "underdeveloped" nations, because "under­
development does not really exist until it is known to 
exist o

The first contact most of the poor nations had 
with the West came in the nineteenth century. This was 
the beginning of the era of European colonialism. It is 
true that beginning in the late fifteenth century the West 
started trading and exploring in other parts of the world,

1. Pierre Moussa, The Underprivileged Rations (Boston: Beacon Press, 1959X  P» xv.



but the contact between today8 s poor countries and the West 
was then very limited» The West was then interested in 
adventure and plunder rather than colonization* But in the 
nineteenth century the Westerners went to Africa and Asia 
and colonized. Colonialism took various forms in different 
countries; for example, in India, the British made a 
special effort to train men for both the civil service and 
the army, while, on the other hand, in Burma, the British 
did very little to train men for either the army or civil 
serviceo

Colonialism did have one direct universal effect, 
Wherever it existed it disrupted the traditional way of 
life. The colonial power cast aside the local power 
structure, often scorned the traditional religion, and 
violated local customs.

Another.effect of colonialism and one. which is 
perhaps more profound is the “demonstration effect," The
colonial administrators and the merchants “lived better,

1lived longer, had demonstrably more satisfying lives" 
than the indigenous population. In addition, the local 
leaders saw that nations which established colonies, 
because of their advanced scientific, industrial, and 
technological society, enjoyed almost irresistible power,

1. Barbara Ward, The Rich Nations and the Poor'Wations (New York: W, W, Norton and Company Inc,, 1962),
p O a
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Colonialism was the beginning of a drive for 

economic development in many nations of the worldo She 
West has since increased the desire of the poor nations to 
develop "by means of today’s mass communications”™news= 
paperss, radios, movies, and television, which continuously 
exhibit to the poor nations the advantages that can be 
obtained from economic growth®

Contact with the more economically developed 
Western world has had dramatic effects on the underdeveloped 
countrieso Their people have been exposed to some of the 
advantages of economic development, and this has left them 
with a strong desire fop the material advantages of the 
Western way of life. It has resulted in frustration and 
dissatisfaction among the peoples of underdeveloped 
countries, because they cannot have the advantages of 
economic development immediately.

The desire of poor nations to become rich has led 
the rich nations to examine closely their own development 
and has also led to many new theories as to how countries 
can develop economically, These theories range from those 
which call for a highly centralized, planned economy to 
the theory which says that by each man’s working for his 
own selfish interest he will ultimately be working for the 
welfare of the economy as a whole,

There is no one most effective theory of economic 
growth. What is most effective for one country may be’



very inadequate for another® Each country must choose that 
method of development which "best fits its own circumstances«, 
For the society of some of today’s underdeveloped countries 
a system of private enterprise will "be the most beneficial8 
and for others a system of highly centralized governmental 
planning and ownership will be best* $he majority of the 
countries will probably follow a middle road tempered to 
fit their own situations.,

Before many•of the poor nations can develop 
economically, many of their attitudes and the customs of 
their peoples will have to change, just as there had to be 
changes in the attitudes and customs of Western peoples 
before their countries could develop®



CHAPTER II

ATTITUDES UfD THEIR CHARGES

Before economic development can take place, the 
attitudes of the people in some underdeveloped countries 
must change toward polities, economics, and their own ,

i ■ ■social structureo "The modernization process requires
fundamental human attitudes to change in such ways as to
make the efficient operation of a modern society not only

ppossible hut also psychologically congenial="
These changes in attitudes came about in Britain 

and Western Europe early = For countries such as the 
United States, Canada, and Australia, there was no tradi­
tional society to overcome, and the people immigrating to 
these countries already possessed the necessary attitudes 
toward politics, economics, and society to allow them to 
proceed with economic growth=

"The leading features of the middle ages were the 
feudal system of decentralized government and the inter­
national unity of thought consequent on the dominant

‘ 1. .Max F, Millikan and Donald L» M. Blackmer (eds.), The Emerging Rationss‘ Their Growth and United States Policy (Boston: little, 'Brown and Company, 1961), p 7 ~WT^
2o Ibido, p0 26o



1position of the Roman Catholic Church.” Both of these had
to change before economic development could take place.
The change from feudalism to a modern nation with a 
centralized government was a gradual one.

One impetus to ending feudalism was the change in 
the art of war. It became more and more common to hire 
soldiers when they were needed. The hired mercenaries 
proved superior to the old military force of the feudal 
lord. The hired soldiers had to be paid; this led to 
taxation, and the feudal lord began demanding money pay­
ments instead of the usual labor and crop dues the serfs 
had previously paid for the use of the land. This gave 
rise to a money economy, replacing the former subsistence 
and service economy.

A revolution in thought was also taking place. It 
began about the end of the eleventh century. The Crusades 
had put the Western Europeans in touch with Eastern 
thought. The Universities of Oxford and Paris were 
established in the twelfth century, and they furnished the 
means whereby the new knowledge was disseminated. Men 
were taught to think through problems for.themselves 
instead of accepting the authoritative interpretations of 
the church, which had satisfied them in the past. In the

1. Edmund Whittaker, A History of Economic Ideas (Hew York: Longmans, Green and Company, 1 9 4 0 p. 30.



following centuries there was a great expansion of 
knowledge with such men as Gopernicus, Kepler, Galileo, 
Descartes, Spinoza, and Hohbes, whose ideas could not have 
developed in the medieval period "because.of the domination 
of religious dogma0

The increasing individualism in religious inter­
pretation led to the - Protestant Bef ormationo A wide 
variety of Protestant sects came into existence, ranging 
from,the Lutherans, who segregated spiritual affairs into 
a separate world and left the state free in the secular 
sphere, to the Quakers $ who gave individuals the right to 
free interpretation, "but sought to remake society into a 
Kingdom of Christ on earth®

The Boman Catholic Church preached against the 
charging of interest and the accumulation of wealth, . 
teaching that poverty was a virtue <, These teachings were 
directly challenged "by some of the new sects® Calvinism, 
for instance, taught the desirability of practicing 
thrift, or, in economic terms, of saving for investment, 
in order to increase material well being® "Behavior of 
individuals in conformity with what was acknowledged to be 
the welfare of society rather than the dictates of the 
Church regarding the faithful observance of the sacraments,



"became a greater concern in Western culture than it had 
been earlier

Humanism was a third important development of this 
transition period in the fifteenth and sixteenth centuries® 
It too came about partly as a result of the West’s contact 
with Eastern learning during and after the Crusades ® 
Humanism was an intellectual movement which had$ at its 
center* an interest in the ancient classics and through 
them a concern with the things of this world®

' She Protestant Churches were organized broadly on 
national lines* and the universal power of the Church of 
Home was destroyed® A centralized power aimed at the 
glorification of the state replaced the separate policies 
of the Church* barons* guilds and other local organizations 
She outcome of the centralized power’s aim to glorify the 
state is commonly known as mercantilism®

She Protestant ethic* humanism, and the rise of 
states with centralized power all combined to begin the 
transition in the traditional society necessary for the

p"pre-conditions for take-off®H Cther things had to 
change or develop in Britain and other Western European 
countries before the preconditions for take-off would be

1® Shepard B® Clough* She Economic Development of Western Civilization (Hew York; McGraw-Hill Book Company 
Inc®, 1959;, P* 121®

2® W« W® Eostow, She Stages "of Economic Growth (Hew York; Cambridge University Press* 1960)7 P» 6®
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completeo Institutions for facilitating commerce and 
trade, banking institutions, scientific inventions, some 
industrial base, and the rise of a middle class also had 
to come before the preconditions were complete«,

In the light of the history of economic development 
in Western Europe, a number of today's underdeveloped 
nations also have to change many of their attitudes and 
customs before they can develop economically® It is often 
argued that attitudes and. customs change as a country or 
region develops, but it cannot be denied that.a change in 
many of the attitudes held by the peoples of underdeveloped 
countries would accelerate economic, growth»

Hany ascetic codes must change or be modifiedo 
Among the codes needing modification are those which say:

1» There is special virtue in consuming less than the 
rest of one's fellows= ,

2e People should learn to control their natural 
desires.

.3® The earning of a living consumes time which might 
be given to meditation or religious exercises«

4® Earning a living sometimes brings out aggressive
tendencies toward one's fellowman, and it is better 
to avoid this temptation by confining oneself to 
consuming as little as one can manage =

All of these codes must be changed somewhat if the people 
of the countries to which the codes apply are to have
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economic development approaching the magnitude which.they 
seem, to desire e

The attitude toward work in many countries must 
change if economic development is to proceed« Many peoples 
in underdeveloped lands will work only long enough to main­
tain a subsistence living for their familieso When they 
have earned enough to do this, they quit working until they 
need money again. For the economies of many - countries to 
develop, the individuals in these countries must be willing 
to maneuver economically, that is, they must be able to 
operate with a mind free from convention and taboo, they 
must be willing to take risks, and they must be willing to 
move from one place to another if the occasion demands it =

. Taboos such as the Hindu6s unwillingness to kill a sacred 
cow or a beast of inferior quality must be changed. Taboos 
relating to the sort of work women do and to birth control 
need to be modified for more rapid economic development.

: Many underdeveloped countries are burdened with the problem 
of extended families. An individual is less willing to 
work if he knows his earnings are to be spread among 
numerous relations and to be of little benefit to himself 
or his immediate family.

There are many other customs and attitudes held by 
people in-underdeveloped nations which must change before 
these countries can have any real economic growth. Borne 
nations have made the necessary transition from the
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traditional society to a society with an outlook which is 
conducive to economic development; in others changes of the 
magnitude involved in the Western Renaissance and Reforma­
tion must take place "before it is possible to have economic 
growth to any measurable degree.



CH&EEEE III

THE ECONOMIC DEVELOPMENT.OF ENGLAND

In spite of the fact that no country”s economic 
development has ever completely corresponded to the 
principles of classical economics set forth by Adam Smith 
and other early economists, the economic development of 
England followed the classical pattern more closely than 
did that of any other country*

In England, the end of feudalism came when the 
lords began to “enclose" the pastures which had previously 
been "common land," a process which eventually forced the 
peasant off the land and into the industrial areas. The 
enclosures began as early as the thirteenth century and
reached peaks in the sixteenth and again in the late

‘ Ieighteenth and early nineteenth centuries® They were a 
powerful force in ending the manorial system and beginning 
a market society based on money. This change was gradual 
but often accompanied by strife and bitterness, as 
feudalism, which had been a legal, political, and'social 
organization, gave way to a society with a different set of

1* Kobert L. Heilbroner, The Making of Economic Society (Englewood Cliffs, New Jersey; Prentice-Hall Inc.,
iyb2;,ppo 60-63®
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laws? customs, and political institutions which, later 
became known as capitalism*

England experienced an ,lindustrial revolution" from
1approximately 1540 to 1640« This revolution laid the 

foundation for the greater and more widespread "industrial 
revolution" in the eighteenth and early nineteenth 
centuries <, Sew technological methods of production stressed 
the output of staple goods for mass consumption® Business­
men learned that they could make greater profits by 
producing for mass consumption than by producing luxury 
items for a select few® This brought about a

concern for the purchasing power of the masses, for continuing investments in producers8 goods to turn out products within the price range of large numbers, for effecting a division of labor and of adopting laborsaving devices, and for developing cheap materials to take the place of expensive o n e s ®2 ‘

In 1536, and again in 1539? Henry VIII devalued 
money® These devaluations caused prices to be raised, but 
wages did not increase at the same rate® Thus, with 
prices up and real wages down, there were opportunities 
for large profits® This encouraged businessmen to under­
take new investments * However, the difference between 
prices and wages was not enough to damage drastically the 
purchasing power of the masses®^

1® Clough, p® 165®
2. Ibid®,, p® 1#® 
3® Ibid®, p® 165®
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During this era of enclosures and the beginnings of 

a capitalistic system there were five major developments in 
England and Western Europes "(1) great economic growth?
(2) an enormous increase in the use of money? (3) the 
expansion of trade over long distances? (4) the acquisition 
of colonies overseas? and (5) the rise of national 
s t a t e s T h e  economic theories of the time tried to 
explain how growth was accomplished and the place of money? 
commerce? production? and colonies in achieving growth, 
fhe theories of the time did not have as their primary goal 
the direct welfare of the individual? but rather? the 
economic strengthening of the state so that centralized 
control and military power could be increased« $his 
economic state-building was known as mercantilism,. The 
state? primarily by means of regulations to attain its 
desired ends? interfered in all phases of economic life.
On the surface this did not seem to be a new development? 
but the-degree of interference was new? since the state did 
an extensive amount of economic planning and exerted a high 
degree of control over private economic planning. This was 
the situation when Adam Smith started writing about 
economics.

Adam Smith wrote that there was design? order? and 
purpose in what appeared to be an economically confused

1. Ibid.? pp. 207-208.
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state» Describing life in England at the time of Adam 
Smith*, Heilbroner has this to say:

For if the English social scene of the late eighteenth century suggested anything, it was most emphatically not.rational order nor moral purpose. As soon as one looked away from the elegant lives of the leisure classes, society presented itself as a brute struggle for exist­ence in its meanest form. Outside the drawing rooms of London or the pleasant rich estates of the countries, all that one saw was rapac­ity, cruelty, and degradation mingled with the most irrational and bewildering customs and traditions of some still earlier and already anachronistic day. Bather than a carefully engineered machine where each part could be seen to contribute to the whole, the body social resembled one of James Watt8s strange steam machines: black, noisy, inefficient, dangerous.How curious that Dr. Smith should have professed,^ to see order, design, and purpose in all of this.
Adam Smith found in the market mechanism a self­

regulating system for society’s orderly provisioning. He 
maintained that the market is self-regulating. If output 
or prices are out of equilibrium, forces are set in motion 
to bring them back into equilibrium. If an individual 
chose to do something out of line with the manner in which 
the market operated, the individual would suffer, not the 
market.

In Smith’s time there were agents, some old and 
some new, which attempted to restrain the free operation

1. Robert L. Heilbroner,: The Worldly Philosophers .(Hew York: Simon and Schuster, 1961), p. 29 =



. I?iof the market. England still had corn laws, tariffs on 
imported goods, and honhties on goods being exported,
There were manufacturers who combined in order to maintain 
prices at artificially.high levels, and there were associa­
tions of journeymen who resisted competition when it would 
result in a decrease in their wages» Smith objected to all 
these interferences with the free working of the market 
mechanism.

However, eighteenth century England did approach 
the model set for it by Smith® Host factories were small; 
prices changed as demand changed, and output and occupa­
tions were changed as prices changed.

Smith felt that the least government was the best, 
and was opposed to the interference, by governments, with 
the free workings of the market. He opposed restraints on 
imports, bounties on exports, governmental interference 
which sheltered industry from competition, and government 
spending for unproductive purposes. According to Smith, 
there are three proper functions of government. The first 
is to protect society from violence and invasions from 
other societies. The second is to protect members of a 
society from other members, of the same society. The third 
is that of erecting and maintaining public institutions

1. Corn laws were regulations which levied heavy import duties on imported grains so long as the domestic price was below a stipulated figure.
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and public works which 51 are of such a nature $ that the 
profit could never repay the expence to any individual or 
small number of individuals? and which it therefore cannot 
be expected that any individual or small number of

- v . ■ ' iindividuals should er ect or maintain o ’1
Adam Smith wrote at the beginning of England6s 

Industrial revolution.. Since England was the first country 
to enter the process of industrialization? there was no 
model for it to. follow= Ho other country had ever gone 
through the industrialization process? and therefore 
England could not learn from the mistakes of others or 
copy successes of others„

2?he Industrial. Bevolution in England had? however? 
its antecedents in earlier times= Economic historians 
generally agree that the new machines and methods of 
production came about through the contributions made to 
mechanics in ancient times and by the work of men like 
Leonardo da Vinci in the area of mechanical experimentation# 
Ihe Industrial Revolution was also a result of the develop­
ment of big markets in the seventeenth century and the 
growth of large' savings and investments which in turn were 
made possible through money and other instruments of 
exchange and credit. ■

1. Adam Smith? The Wealth of Rations (Hew York:Random House? Inc®? 1937)» P° 681. — — — ,
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Everywhere there was evidence of a greater desire 

for economic improvement e . A new class of wealthy men was 
to he found„ The members of this class were dubbed 
"bourgeois" and they became the chief patrons of the arts. 
The English Whig party, which dominated the political life 
of the country during this period, acquired its strength 
from this group® Practically all the French philosophers 
of the Age of Reason came from the bourgeois class, and, 
in a subtle way, they preached the wisdom of material 
improvement. The desire for material wealth came not only 
from philosophical reasoning, but also because acquiring 
wealth was about the only way a commoner could rise in a 
society dominated by nobility® As people left the country 
and moved to the cities in order to acquire wealth, the 
desire for economic development resulted in saving and 
investment and more goods, and this resulted in the desire 
for even more goods. ,

However, not everybody acquired wealth. There was , 
a large destitute labor force. With the Industrial Revo­
lution came the largest movements of population the modern 
world had ever known. Workers,in England moved from rural 
areas to the cities and some even moved to other countries. 
Whole families worked long hours in factories and mines, 
and, although conditions were terrible, conditions were 
probably no worse than they had been on the land the people 
left. In England, payment was on a piece basis, especially
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in the “putting out” system; this resulted in workers intro­
ducing new improvements to increase their productivity,

There are a number of reasons why Britain was the 
first country to industrialize, The conditions present - 
permitting mechanization and increased economic growth 
were: . . . . . . . . .

(1) a desire for material betterment, (2) a' considerable knowledge of mechanicss hydraulics? and metallurgy9 (3) capital for investment9 (4) a demand for more goods$ (5) raw materials in sufficient and concentrated supply to be worked on a large scale, (6) methods of transportation to make possible the accumulation of supplies and to carry finished goods to market, and (7) workers who were willing to work for a daily wage and who were able to adapt themselves to new ways of doing things *3-
These conditions were present to a greater extent in
England than in any other country»

With, the discovery of new territories came an
expansion of trade, and with an increase in trade there
was a rise in shipping and a rise in the institutions of
credit and commerce, and perhaps most important, a rise of
men devoted to commerce and profits= Thus the market had
been widened, and with a large market came new types of
specialization and interdependence. There was a new
spirit of science in Europe which brought, during this
time, many innovations in iron-making and spinning, and
the increased efficiency of steam-engines.

1. Clough, p. 260.
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England was the chief "beneficiary of these changes» 

It had cotton manufacturing, coal and iron technology, the 
steam-engine, and ample foreign trade to enter the Htake­
off H stage of economic growth <,

The Netherlands and France were the other advanced 
countries of Europe at the time, but the conditions in 
these countries were not right for "take-off," The 
Netherlands was.heavily committed to finance and trade, and 
did not have an adequate manufacturing base, France was 
politically and socially too inflexible, The French, at 
the time, were heavily committed to ground warfare in 
Europe, Their best minds had to dwell on political, social, 
and religious matters, rather than on economic matters. 
England had early freed itself from the Church of Rome; it 
had broken away from a quasi-colonial relationship with the 
Netherlands and had gone through a period of nationalism 
which had broken down caste barriers and resulted in a 
country more concerned with the possibilities of challenges 
from continental Europe than with class loyalties.

According to Rostow, the economy of Britain reached
O %maturity by 1850, sixty years before any other nation.v

1, Rostow, p. 53°
2. Maturity is the stage at which an economy can apply efficiently over a wide.range of its resources the then most advanced technology.
3° Rostow, p. 10.-
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England’s economic development is unique among the nations 
which developed in the nineteenth century» It owes very 
little to direct state-aid. British colonies provided 
markets for products of England and facilitated the 
accumulation of profits. The British government provided 
a legal and administrative framework within which private 
enterprise could successfully operate. Thus the climate 
was right for private investment? the savings for that r 
investment were availables and England9 on the eve of the 
Industrial Revolution* was much more developed than other 
countries at the same stage.

Private capital played the greatest part in 
providing through-communication for wheeled vehicles in 
England, Roads in eighteenth century England were "built 
and maintained by the parishes. The parish authorities 
relied heavily on compulsory labor. The early turnpikes 
were usually under joint, private and public management; 
they were financed by private loans secured by tolls. By 
the 18509 s the turnpike trusts were disappearing, but they 
had made a large contribution to England’s industrializa­
tion,

Canal building was handled almost exclusively by 
private joint-stock companies. The improvements to 
harbors and rivers were controlled by the government, but

1, Edward S, Mason, Economic Planning in Under­developed Areas: Government'and Business (NewYorks ” 
Eordham University Press, 1958), p, 28,
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private interests provided‘the piers and other loading
facilities until the late nineteenth century* Shipping was
entirely in the hands of private enterprise *

All of the English railways were built by private
investors. The only aid the state provided was to give the
railways the right to buy land compulsorily. Maximum
railway rates were set by the state from the beginning$ but

pthey were almost always too high to be operative.
Private investors were predominant in the building 

of gas and water works and they were foremost in providing 
electricity when it became feasible (although Parliament 
had given priority to municipal undertakings).^ Even in 
the field of education,, private investment was dominant.
As late as 1858, the government share of school financing 
was only twenty-five percent. ,The remaining money came 
from fees and private subscription.

In England the building of these social overhead 
facilities represented favorable investment opportunities 
for private investment. These facilities did not have to 
be built in anticipation of traffic which might develop 
over.the next few decades; the traffic was there waiting 
for the facilities to be built.

1. Ibrd..
2. Ibid., p. 29.
3... . Ibid.
4. Ibid.
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Adam Smith8 s free trade doctrine was supported by 

other classical economists in England--Thomas Maithus §
David Ricardo, John Stuart Mill, and later Alfred Marshall» 
There were also French supporters of free trade, such as 
the economists Jean Baptiste Say and Frederic Bastiat\who 
supported the free trade theory« Smith stressed the 
advantages to be had from division of labor and, conse­
quently, free trade, which would expand the division of 
labor to other countries <, In this way countries could 
produce those goods for which they had an advantage»
During Smith’s time and later, England had such techno­
logical advantages over the other nations that it had 
little to be afraid of® Even the businessmen of the time 
wanted free trade so that they could buy more cheaply or 
so that they would be able to sell their produce more 
easily <»

France and England signed the Eden Treaty in 1786® 
The Edeh Treaty was a trade agreement in which each 
country agreed to lower tariffs on a few of the products 
of the other® France agreed to lower its tariff on 
British textiles, and Britain, in turn, would lower its 
tariff on French wines to the level of the tariff on 
Portuguese wines ® However, shortly after the treaty was 
signed, the French Revolution broke out (1789) and France 
was embroiled in foreign wars until 1815? when Napoleon 
was defeated at Waterloo® These wars resulted in what is
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known as the “Continental System*" All importation of 
British goods on the continent of Europe was supposed to 
stop* In this way napoleon hoped to defeat England by 
economic means* England adopted retaliatory measures and 
encouraged shippers to break the blockade* In the end, 
Eapoleon turned the restrictions on British trade into a 
money-raising device and sold licenses for the importation 
of British goods* During this period the Eden Treaty was 
annulled*

The Eden Treaty was the beginning of British 
efforts to abolish trade restrictions* In spite of what 
appeared to be a universal policy of protection,, there were 
arguments for free trade* Those who were involved in 
commerce and industry took a firm position on freer trade* 
The Corn Daw of 1815 was revised steadily downward until 
Peel"*' abolished it in 184-6*

From 1660 until the middle of the nineteenth 
century, Britain had Navigation Daws which were added to 
and changed often* In 184-5, the Navigation Laws were 
codified for the first time, and at that time they were 
interpreted so liberally that there were virtually no 
navigation restrictions on trade originating in European 
countries* Restrictions on trade with Asia, Africa, and

1* Prime Minister from 184-1 to 184-6*
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America were liberalized, as was trade between the British 
colonies and foreign countries®

The years 1822 to 1828 were years of prosperous 
trade. Import.duties were lowered or abolished. Items 
which had been prohibited were now allowed to enter the 
country. The prohibitions and bounties on exports which 
still existed were withdrawn, and finally, in 1824, the 
law prohibiting the emigration of skilled artisans was 
repealed, "Great Britain became a completely free trade 
country because the interests which risked little by its
adoption were strong enough to bring the agriculturists to

'1 ' -their knees.11 With the^increase in industry and trade 
the British Government could afford free trade.

England was the first country to go through this 
process of economic growth. There were both advantages and 
disadvantages to this situation. Since England was more 
industrially developed than other countries, it had a 
definite advantage in trade, and foreign trade provided 
capital for industrialization. But because England was the 
first country to go through the industrialization process, 
it had to train all of its own artisans. Host of the 
technical innovations of the time originated in England, 
and there was no such thing as foreign aid to assist in the 
process of growth.

1. C. E. Fay, Great Britain From Adam Smith to the Present Day (Hew York: Longmans, Green and Company,
1928), p. 44. .



27
The state assisted the economic growth of England 

by providing a peacefulr efficient climate in which growth 
could take place» The state reduced public finance to a 
science, built a civil service free of corruption, supplied 
the country with a sound currency, but did not embark on 
banking activities aside from receiving savings through the 
post office. The state provided a postal system, but 
improvements of this system came from private individuals.

Britain pursued its free trade policy until after 
World War I. Prior to the war, the world had depended on 
Iiancashire cotton, Cardiff coals, and the London money ; 
market. ' In this situation free trade was justified. But 
the age of British supremacy passed with World War I, as 
other countries caught up with, and some passed Britain in 
affluence, and Britain could no longer afford free trade.

Adam Smith knew 'his country and. his times, and this 
was his genius. But what was most beneficial for the 
economic development of England in the late eighteenth and 
early nineteenth centuries was not necessarily most 
beneficial for other nations which were industrializing in 
the nineteenth century. ■
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THE ECONOMIC DEVELOPMENT OF FRANCE,GERMANY AND THE UNITED STATES

Introduction 
The .following "brief accounts of the economic 

development of France, Germany, and the United States are. 
not meant to he a full accounting of their economic 
developmento Bather, their purpose is to contrast briefly 
the economic development of these countries with that of 
Britain, and to demonstrate the fact that each country 
must temper whatever system of economic development it 
chooses to fit its own particular situation* All four of 
these countries, Britain, France, Germany, and the United 
States, were world powers in both.World War I and World 
War II. All four of the countries industrialized during 
the nineteenth century (Britain did begin the process in 
the eighteenth century, but most of its industrialization 
was in the nineteenth century), and each of the four 
followed a somewhat different road to becoming an 
industrialized nation®

.... France
The revolution in France at the end of the eight­

eenth century upset the remnants of the traditional society
28 ■



in that country» The revolution asserted the claims of 
common men to liberty and social equality; it brought an 
end to what remained of feudal hierarchy and dispossessed 
aristocracy and royalty. There had been a long period of

1intellectual and economic preparation for the revolution,
France, like Britain, went through a stage of 

mercantilism which helped to strengthen the state and 
prepare it for the industrial revolution. During the 
reign of Henry IV (1589-1610) reforms were introduced which 
materially aided the French economy. These included 
reforms in the collection and disbursement of taxes, the
building of roads and- canals, and the encouragement of

‘2 —  %  better methods in agriculture® Under Golbert, France
built a merchant marine and a navy; its . shipping facilities
were improved and bounties were givensto French shippers
and shipbuilders, Golbert promoted successful trading
companies and the French colonial empire was expanded, , In
attempting to free, France of dependence on other countries
for certain goods, Colbert induced craftsmen to immigrate
to France, offered bounties to encourage domestic

1, Hondo E, Cameron, France and the Economic 
Development of Europe. 1800-1914 (Princeton: Princ eton TJhiyersity,"Fress, 1961), p, 5,

2, John Fred Bell* A History of Economic Thought (Hew York: The Eonald Press Company, 1955)® P° 101,
5° • Minister of Finance under Louis XIV,
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production^ and freed privileged manufacturers from 
statutory regulations and the supervision of guilds»

.The first scientific school of economics began in 
France in the middle of -the eighteenth century, and"its 
proponents were called physiocrats = ’‘̂Physiocracy" means 
"rule of natureo" The physiocrats believed that there was 
a natural order which prevailed over all of man's activi­
ties » The theme of the physiocrat writers was minimized 
regulatory controls and maximized freedom and their motto 
was "laissez faire et laissez passer: le monde va de lui- 
mime®" This was later to become one of Adam Smith's 
theorieso, Physioeratic doctrine and Adam Smith’s theories 
closely resembled one another in many respects. Much of 
the revolutionary legislation concerning economic affairs 
was taken from the theories of the physiocrats. But French 
economic development did not resemble the English develop­
ment, even in theory, because French economic policy . 
received its definitive stamp, not from the revolution, but 
from napoleon.

Mercantilism and physiocracy were just two of the 
changes that occurred before the French Revolution. The 
French government had provided the country with the best . 
highway system in Europe. France had canals also, but most 
of them were built after 1820. The rising number of French

1. Bell, p. 103o
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manufaeturers demanded and received protection from the 
more advanced and better-established British industries.

The mining law of 1810 replaced an earlier liberal 
law; it stated that underground minerals belonged to the 
public domain^ The law also favored large industrialists, 
allowing them to obtain government concessions and finance 
expensive equipment» Napoleon created the. Corps des Miness 
a group composed of skilled engineers» to supervise the new 
law® The government re-established the Bourse, a quasi- 
official institution which regulated financial transac­
tions, In 1902, the Bank of France was reorganized for 
greater government control. It regulated the supply of 
money by altering the discount rate, and it controlled 
credit by determining whether to accept or refuse eommer- 
eial paper for discount. The chambers of commerce (again 
quasi-official bodies) were re-established and gave large • 
merchants and industrialists an opportunity to take part 
in the formation of economic policy. In the name of
public health and order, butchers and bakers were regu- 

2latedo ■
The Napoleonic codes, which were the first 

successful attempt at comprehensive codification since the 
Code of Justinian, laid the foundation for a capitalistic

le Clough, p, 357«
2 0 Cameron, p.. 29.®
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soeietijo fke civil code, writtea "by middle class laisyers
and jurists, specifically sanctioned freedom of contract
and gave valid contracts the force of law, She civil code
also recognized the hill-of-exchange and other forms of
commercial paper,. It specifically authorized loans at

' * -iinterest— ?an important step for a Homan Catholic country.
French commercial policy "before 1852 hindered the 

development of international economic integration and 
failed in promoting domestic industry and agriculture.
Most of the.duties levied on imports after 1816 were 
specific in amount, and although prices in general declined, 
the relative prices for French consumers and purchasers of 
raw materials increased, fhe protective system, which.was 
supposed to.encourage internal economic development, 
rewarded some,industries, such as agriculture and coal, out 
of proportion to their value and thus retarded the transfer 
of capital•and labor to other industries where their 
productivity would have been greater. In addition, French 
tariff policy provoked retaliation against French indus­
tries from Germany, Italy, and the Low Countries.

France went through a period of relative economic 
stagnation;.while the Bourbons were in power from 1814- to

1. Ibid., p . $0.
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11830« When Sapoleon 111 came to power, this period was 

ended - Zap ole on III and the Second Empire took away most 
of what political liberty the French people had enjoyed, 
but the loss of freedom was replaced with material pros­
perity. Zapoleon III, during his exile in Britain, saw 
the British take the final steps in the direction of 
complete free trade, and he wanted France to move in the 
same direction. From 1853 to 1856 the duties on iron, 
steel, wool, and some foodstuffs were lowered by govern­
mental decree. Furthermore, some articles which had 
previously been prohibited were now admitted with duties.
In January of 1860, the Cobden-Ohevalier treaty was 
published. In return for British concessions, the treaty 
removed all French prohibitions on imports of British 
goods. France was them committed to a policy of moderate 
protection. In the following years France made treaties 
with virtually every important trading nation. In this 
way the French government exposed French industry to 
international competition. Monopoly profits in coal and 
iron production were eliminated, and French industry was 
finally able to have profitable access to basic industrial 
raw materials. However, the French Shird Eepublic 
reversed the free trade policies in 1871.

1. Alexander Gerschenkron, Economic Backwardness in Historical Perspective (Cambridge: Harvard University 
Press, 1962), p. 11% "



Freneli iHdtistry reseeived a powerful impetus from 
neif bamkimg teGliniqy.es» Financial organisations were 
created which were designed to Wild railroads, canals, 
and factories; drill mines; construct ports; and modernize 
cities* The "banking institution which was responsible for 
all this was the ©redit Hobilier* It not only provided 
funds for expansion, but also forced the old banks to 
change their practice of merely floating government loans 
and foreign-exchange transaction to a policy of financing 
industrialization.

The circumstances of development in England and 
France were what gave rise to the different types of 
banking practices in the two countries, England had been 
able to finance her industrialization without any substan­
tial recourse to borrowing from banks for long-term 
investment purposes, England's more gradual industriali­
zation process and its accumulation of capital from earn­
ings in trade and later from industry itself lessened the 
need for institutions which could supply long-term credit, 

French development • also differed, from .British 
development because of the difference in the ideologies of 
the two countries. Many of the men who were economically 
and financially influential under Sapoleon III belonged to 
a group known as Baint-Simonian socialists. Many of the 
views they held were not those of Saint-Simon himself, who 
had been a collectivist, not a socialist. He had believed
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in equality of opportunity and abolition of privilege and 
had felt that owners of wealth and property should be made 
to understand that their possessions were to be used for

Ithe public good* Followers of Saint-Simon expanded and
redefined his doctrines so that they incorporated many
socialist ideas3 including abolition of inheritance and a
system of planning designed to direct and to develop the
economy of France „ Followers of Saint-Simon stressed the
importance of industrialization and the important role
that banking had as an instrument of organisation and

2development of the economy®
France needed more than the hope of high profits 

and better allocation of resources, for, when compared to 
England at the time, France was an underdeveloped nation®
It was logical for England to be a free trade nation, but 
many Frenchmen felt it was wrong for France® The great and 
sudden industrialization of France called for a "Hew Beal, n 

and, therefore, 11 capitalist industrialization continued 
under the auspices of socialist ideologies«

German tribes which displayed various degrees of 
power and influence had existed since the days of the

1® Bell, p® 364.
2®. Gerschenkron, p® 23 =
3=, Ibid®, p. 23=



56
Boman Empire, "brnt there was mot a mmified Germanj. umtil 
1871= ®ais meant that Germany, as a unified nation, was a 
late;comer to the process of industrialization, when 
compared to other Western European nations. Germany, or 
what was later to become Germany, like Britain and France, 
went through a stage of mercantilism= German mercantilism, 
also called cameralism, was an important conditioning 
factor which affected later German development =

The philosopher Pufendorf laid the foundation for 
cameralism with his theory of natural rights„ This theory 
stated that no interference between a ruler and his people 
would be toleratedo The theory of natural rights justified 
the ending of the power of the craft guilds because they 
were a group which stood be tween I; the people and the ruler. 
The theory also provided justification for state inter­
ference in the life of the people. Cameralism, which 
prevailed in Germany for 500 years, became a theory of 
politics more than one of economics, although economic

' '' iconditions and purposes did play a part in its adoption.
The German economists of the late eighteenth and 

early nineteenth centuries knew of Adam Smith’s work, but 
few supported Smith’s free trade policy. Host of the 
economists of the time were still absorbed with earneralis- 
tie principles, and therefore, when they made references

1. Bell, pp. 107-108.



to Smith and the Wealth of Jations, it was often to 
disagree on elements of state regulation.

Friedrich List was one of the foremost German
critics of classical economics and of Adam Smith. List
"believed that each country had to develop along lines best
suited to its particular situation. .He did not deny that
England's development was correct for the English economy,
but he did deny that the same methods would be best for
Germany. Ehus List held the view that development should
be along the lines which were in the greatest interest of
the state, while Smith regarded the best interests of the.
individual as conducive to the best interests of the state.
Concerning foreign trade, List felt that "If all nations
were in a union or in a confederation as a guaranty of
perpetual peace, the principle of international free trade

Xwould be justified.M Since no such unions existed, List 
felt that nations must use their trade relations to build 
up their own economy. List believed that there was a need 
for governmental development of railroads and a protective 
traiff for nascent German industry. It appears that just 
as Adam Smith knew his country and his time, so too did 
Friedrich List. Although German economic development was 
very different from that of Britain, Germany was an 
advanced industrial and commercial nation by the beginning 
of the twentieth century.

1. Ibid., p. 310.



■ Hh.en Bismarck formed the Reich in 1871, Germany was 
not a poor agricultural country= In 1871? the center of 
industrial power was west of the Shine, hut Germany had 
"begun.to show its power before them* In 1855 the heginning 
of the German Zollverein was formed and hy 1852 it included 
nearly all of what was to become Germany„ The German 
Zollverein was a complete customs union. Ihere were no 
tariffs between the member states, but there were customs 
barriers between the member states and other nations. 
Although there was no common currency and no freedom of 
movement or settlement among the member states, the 
Zollverein was a powerful impetus for economic development.

Soreign factors also contributed to the economic
development of Germany = "Some of these were: the agrarian
reforms of the Sapoleonic Era; the influences from the
French domination over western Germany; and the influx of

1British capital and British enterprise»"
For Germany the first rapid period of development 

was from 1848 to 1857° This was the period in which rail­
roads, banks,, and heavy industry first developed.
Although, in 1871? sixty-four percent of the people still 
lived in the country, German industry was relatively well 
developed for that time. As in other European countries, 
state help and state initiative concerning the development

1. Gustav.Stolpker, German Economy 1870-1941 (Iiondont George Allen and Unwin ltd., 1540), p. 2$.
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of important industries were important in "building up 
©apitalism During the mercantilist era state-owned 
"factories" were established, some of which remained state 
ownedo In addition, various princes owned their own do­
mains, forests, and some industrial enterprises<> All of 
these were, in fact, state property. Shus, Germany had a 
large sector of its economy controlled by the state.

Germany, like other European countries, went through 
a liberal era and followed a free trade policy, fhe trend 
toward free trade was definitely established with the 
signing of the Gobden treaty between England and France in 
1860, but Germany's era of free trade was short= In 1873 
Germany suffered a depression which also affected England.
At this time England, because of its technological 
superiority, was able to flood the German market with iron 
and iron products at such low prices that German heavy 
industry was- unable to compete. In 1879 Germany reinstated 
its tariffs and turned away from economic liberalism, 
entering a_new stage of mercantilism. -

The first step taken in this new era of government 
control was the nationalization of the railroads. In some 
areas of Germany the railways had always been owned by the 
state, but in other areas they had initially been privately 
financed and owned. After the railroads had been nation­
alized, the state became more active as an entrepreneur in 
other fields. The slogan of municipal socialism became
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popular, and cities ’’socialized" electric plants, gasworks
and waterworks, traction companies, and slaughter houses;

1or they erected new plants under their ownership„
"Germany had gradually become an economic system of mixed
private and public ownership = In this era the foundations
were already laid on which later the war economy, the
experiments of the Republic, and finally the Rational

2Socialist system could "be builto"

The United States 
One of the first prerequisites for economic 

development is social change. The traditional society 
must be transformed "in the ways necessary for it to 
exploit the fruits of modern science, to fend off dimin­
ishing returns, and thus to enjoy the blessings and 
choices opened up by the march of compound interestThe 
United States was very fortunate, for it belonged to the

/i__ _small group of nations that were "born free," It was 
founded chiefly by people from Britain, where the change
in the traditional society had already taken place. The
people who came to America, usually non-conformists of one 
type or another, already possessed the attitudes necessary

1. Ibid., p. 75°
2. Ibid., p. 77°
3. Bo stow, p. 6.
4. Ibid., p. 17°
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for economic growth$ and any remnants of a traditional 
society 'brought to the United States were soon discouraged 
because of the wild and abundant land. Because of this 
land and other natural • resources, there were many incen­
tives for economic growth, and growth was greatly 

1accelerated.
In addition, because most of the early immigrants 

to the United States came from Britain, which was more 
economically and technically advanced at the time, the 
United States had the advantage of the skills and tech­
niques these people brought with them. She United States 
also had the advantage of being able to import machinery 
and other technology from Europe. European countries, 
chiefly Britain, invested capital in the United States, 
especially in railroads and canals, and thus aided the 
United States in building the social overhead sector of 
its economy.

Contrary to popular opinion, Adam Smith8s views 
were not put into immediate practice in the United States 
in the first decades of its independence. $he United 
States had tariffs because, as George Washington said in 
an address before Congress, ’’She safety and interests of 
the people require that they should promote such

1. Ibid.



manufaetmres as tend to render them independent of others
1for essential, partieularly military supplies. u

Alexander Hamilton was the man most responsible for 
American economic policy in the early years of the United 
States8 independeneeo

Hamilton wished to establish a strong central government drawing its primary support from bank­ing, commercial* and manufacturing interests and dedicating its energies to promoting the growth of businesso His program, which was in the main enacted, provided for the assumption of the Continental and state debts by the federal' govern­ment , the establishment of a national bank, a mint, a system of coinage, the passage of tariff legislation, and a land policy designed to bring in revenue to redeem the public debt»2
In spite of governmental encouragement of industry, 

the United States was still primarily an agrarian nation at 
the beginning of the Civil ¥ar» In 1860, only about six­
teen percent of the population was centralized in urban 
areas of 8,000 or more. Industry did not play a large role 
in the economy of the United States until after the Civil 
War, Before the Civil War, business units were small.
Host businesses were owned by individuals or small groups» 
The typical businessman was a merchant or a banker, not an 
industrialist. Host business activity was 11 in trade, in 
banking, in land speculation, in mining, and in

1, Merle'Fainsod, Lincoln Cordon, and Joseph C,Palamountaim, Jr,, Government and the American Economy (Hew York: W, W, Horton and Company Inc,, 1959), ppo"93-9z!-»
2, Ibid,, p, 94-,
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'transportation ventures, . such as canals9 'bridges, turn-

1 .pikes, and later railroads."
By 1850 the modern factory system, with automatic 

machinery, standardized products and wage lahor, was 
"beginning to spreado From 1850 to 1880 capital investment 
in manufacturing and the value of the finished product rose 
by more than 400 percent» The growth of heavy industry was 
especially striking* Some of the reasons for this rapid, 
growth were the abundance of natural resources, population 
growth which had been accelerated by an influx of immi­
grants, tariff protection for manufacturers, and techno­
logical advances in transportation* The railroads played 
an important part in the growth of industry; railroad 
construction widened the domestic market and opened up new 
areas for settlement = In addition, the railroads them­
selves provided a large market for coal and iron*

In the late nineteenth century laissez faire was 
the ..professed faith of many businessmen* These were men 
who would probably have agreed earlier with Hamilton in his 
policy of government promotion and public supported invest­
ment* These same businessmen, while professing faith in 
laissez faire "demanded and defended land grants., tariffs,

1* Ibid*, p* 5=
2* Ibid*



smbsidiesj favorable laws concerning patents, bankruptcy,
1and incorporation, and other aids to business „11

3)he role the federal government played in economic 
development declined in the middle of the nineteenth 
century, but increased again toward the end of the century= 
Shis time the federal government's role was to regulate 
transportation and communication and to preserve competi­
tion through antitrust legislation® "In effect, the role 
of government was to provide an environment, and a set of 
social overhead facilities, at the behest of and within 
which private enterprise could flourish«"

.1® Ibid., p.
2. Douglas I. Dowd, Modern Economic Problems in Historical Perspective (Boston; D. G. Heath and Company, 

1962), p. 164. :
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The logical synthesis to the economic dialectic
predicated by Harx was a communist revolution in which the
proletariat would overthrow the capitalists and assimilate
the means of production and control. Predicting that the
communist revolution would take place in an industrialized
country, Harx believed that industrial production "was a

1highly organized integrated, interdependent process" and 
that private property was a highly individualized social 
system. Peeling that the industrial base necessitated 
social planning,, and that since private property deplored 
planning, factories and workers would clash with capitals 
ists, Harx predicted that capitalism would destroy itself. 
The capitalistic system was too. complex to continue 
without planning; there would be crisds, slumps, depres­
sions, and social chaos; there would be overproduction in 
some areas and underproduction in other areas. Harx 
assumed that capitalism would breed its own enemy and 
successor. The factory system created not only mass 
production, but a new social class— the proletariat.

1. Heilbroner, The Worldly Philosophers, p. 122=
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theorizing that the rich would get richer and the poor
would get poorer, Marx predicted ^that as industry
developed, the workers would grow steadily poorer and more 

1wretched.«
But Marx was proved wrong, for industry was able to 

produce more goods, and the "benefits did reach the laborers 
from 1860 to the early 19008s prices fell.and real wages 
rose. In addition, Marx had dismissed the influence of 
political institutions, yet political institutions did 
intervene. In Britain, for example, with the extension of 
the franchise to the general masses, the state did "begin 
to intervene in community activities, The government was 
pledged to provide increasingly "broader services for the 
people, the progressive income tax appeared, and Marx was 
directly contradicted—-the rich "became poorer and the ppor 
"became richer. British society failed to conform to 
Marx1s predictions in other ways when independent trade 
unions sprang up and "began agitating for more wages, 
better working, conditions, and for shorter hours.

Writing about a communist revolution, Marx had in 
mind an industrial country such as England. He did not 
think that the first successful revolution would occur in 
Hussia, since Russia was far behind the western European

1. Barbara Ward, Rive Ideas That Changed the 
World (Hew York: W„ W. Horton and Company, Inch, 1959)?
p o lcZ.6 ©:



countries in industrializing» Here Lenin’s contribution to
communism becomes significant» Lenin1s theory said that
since capitalism does not share its wealth with the

workers 9 the home market soon reaches saturation and
industrialists are bound to seek for fresh markets and new
areas of profitable investment elsewhere =n These new
areas (India,;Indonesia, Africa) are exploited and some of
the wealth from these areas reaches the workers in the
imperialistic countries» This, Lenin felt, explained why
there was not increasing misery among the workers of Europe =
Lenin theorized that the colonial peoples might become
aware of their national rights, east out the colonial
exploiters, and 11 their revolution would begin to break
capitalism where its organization was most frail and could

2lead from nationalist to Gommumist revolution,11 As far as 
Lenin was concerned, foreign investment precipitated 
exploitation; he held that Russia, in 1914-, was a semi- 
colonial nation dependent on Western finance capital and 
that Russia, at the time, was the "weakest link",in the 
capitalist chain. It was in this manner that Lenin 
explained why the first successful communist revolution 
occurred in Russia and why a subsequent revolution occurred

1, Ibid,, p, 133 *
2, Ibid,, p, 134-,



in China, neither of which had the highly"industrialized 
economic "base Marx indicated as a primary condition.

In reality, the Communist seizure of government in 
Eussia and China seemed to have .little or nothing to do 
with capitalism, since in neither of these countries did an 
industrial working class exist, and the lack of an indus­
trial working class must surely have been obvious to the 
revolutionary leaders in both societies. The desire for 
peace and land reform were the immediate advantages which 
the political agitators capitalized upon.

Modern social theory indicates, contrary to the 
Eusso-Chinese pronouncements, that it is possible to 
spread the advantages of modern industrialization in a 
manner avoiding class conflicts and the acute unemployment 
which Marx believed would lead advanced industrial societies 
into communism. Historically, no country with an indus­
trial base has voluntarily turned to communism. Communism 
has appealed, both in the past and at present, to societies 
who were in the transition phase from a traditional society 
to a modern economically developed society. Communism 
offers these societies a political and social method which 
promises; (1) a unified organization of some of the elite
who desire to modernize the society; (2) a power base 
which is capable of defeating those elements in the society 
who wish to maintain the traditional way of life or who 
otherwise oppose modernization; (3) a method for organizing
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the physical and human resomrees necessary to produce 
rapid industrial growth; (4) a framework of security8 
discipline8 and order for those gust freed from the tradi­
tional societyo 8In short? • communism develops one kind of 
urban-based, modernizing elite which can lay claim to the

!task of carrying modernization through its decisive phase." 
Communism is a political organization which is capable of 
launching and sustaining the growth process in a society 
which lacks the leadership or a program for modernization,

Russia has had rapid economic growth since the 
communists gained control» Yet the economic development of 
Russia does not clearly indicate the maximum potential 
economic growth of a communist economic system, for in 
1913 Russia seemed to have completed its 8take-off8 and was 
on the way to becoming an industrial power. "Whether the 
initial impulse toward economic growth can be attributed to 
ezarist, democratic, or socialist motivation remains 
unclear.

She economic development of Ghina since the 
communists gained power in 1949 is of greater interest to 
today's underdeveloped countries, fhe Chinese civilization 
was highly traditional and the Chinese, until quite 
recently, strongly resisted change. nevertheless, the 
Chinese Communist Party was most ambitious for rapid

1. Millikan and Blackmer, pp. 102-103.



change, $bns, the tension "between the old and the new in
■}China was more extreme than anywhere else in the world,

Zor centuries China was wealthy and dominated most of East 
Asia o But European power forced China to give up her pre­
eminent position and her grandeur. Presently the Chinese 
communists are attempting to regain Chinese pre-eminence 
in the Asian world.

Communist land reform and collective projects took 
place rapidly and smoothly in China if compared to.land . 
reform and collective projects in Communist Russia,
Chinese communists took only six years to complete their 
land reform program— that is, from the seizure of land by 
the peasants to the agricultural commune, controlled by 
the state, Shis same process took twelve years in Russia, 
and there it was accompanied by much bloodshed and 
violence— a sharp contrast to the relative calm of 
collectivization in China,

By 1957 Chinese businessmen and traders had lost 
all their capacity to act independently and were, in 
effect, state employees. Carrying out re-education pro­
grams which teach that the past was filled with injustice, 
selfishness, and backwardness, the Chinese communists

1, Clair Wilcox, Willis D, Weatherford, Jr., and Holland Hunter, Economies of the World Today (Hew York:Earcourt, Brace and World, 1962), p. 80,
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equate the future with equality3 selfless service, and 
scientific progress»

$he .Chinese economy is a lahor-intensive one, and 
new methods which use labor and save capital have been 
devised. Reliance upon totalitarian methods has permitted 
, the authorities to divert physical resources and financial 
flows to reinvestment in capital plant and equipment, 
rather than utilization of economic resources to relieve 
the desperate plight of the poor.

In 1958 the government launched a campaign for 
still more rapid development. In order to achieve their 
goals of a "great leap forward," the government instituted 
a new form of human organization-— the commune. The 
theoretical function of the commune was the dismantlement 
of the Chinese family, the only institution not yet under 
party discipline. The communes, organized in both rural 
and urban areas, held from 5,000 to 65»000 people. The 
communes made it possible for the party to have highly 
organized groups of laborers which could be put to work 
wherever the party felt they were needed and made to do 
whatever work was needed.

Decisions pertaining to the use of resources, 
production.methods, composition of output, and investment 
patterns are all made centrally by top officials of the 
party. Assigning occupations and places of residence for 
millions of people, the government asserts that the
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restoration of China's standing in the world and the
increased welfare of the Chinese people5 all of which will
come in the fntnre, are worth the temporary sacrifice of

f 1freedom, justice, security, and plenty<>
• For many underdeveloped nations the Russian and 

Chinese methods of growth may he more attractive than any 
Western system "because such methods, seem to abbreviate the 
transition from economic backwardness to modern economic 
complexity. »

. lot that it contains no disagreeable elements . . .  but it is important to remember that these . disagreeable elements are less important to them than to their Western counterparts. To the Western intellectuals, Communist totalitarianism means, after all, the destruction of values and standards built up through many years. To an Asian, Communism is merely an alternative to liberal democracy, and an alternative which pro­duces the desired effects faster. Furthermore, accepting the Leninist concept of imperialism, they feel themselves free of any responsibility for the unhappy situation prevailing in their countries, blaming it all.on their 8capitalistoppressors.82

1. Ibid., p. 100.
2. Zbigniew Brzezinski, “Polities of Underdevelop'ment,11 The Underdeveloped Lands: A Dilemma of the Inter­national Economy, ed. DeYere E. Pentony (San Francisco:Chandler Publishing Company, I960), p. 45«



CHAPTER IT

mfBEEBEiEEePED 1A.H0ZS TODAY

wIt is only today that it has become possible for 
the first time ©Ten to imagine a whole world consisting of 
peoples who have in the fullest sense entered history and 
become the . concern, no longer of the colonial adaimis— 
trator or the anthropologist, but of the historian.^
IJhat has brought the areas of the Eastern and Southern 
World into history is the process of economic development. 
The world is now in the midst “of a world-wide struggle to 
escape from the poverty and misery, and not less from the 
neglect and anonymity, which have heretofore constituted

p8life11 to the vast majority of human.beings.M
Today there are over one hundred nations and about

' . : ■" ' ' . % fifty territories which are underdeveloped.̂  Included in
the category of underdeveloped nations are all of Asia,
except Japan, all of Africa, all of Latin America, the
Middle East, and parts of .Southern and Eastern Europe.

1. E. H. Carr, What Is History?, p. 199, as quoted by Robert E. Beilbronef, The Great Ascent (lew York; Harper 
and Row, Publisher, 1963), p. 9. ™

2. Robert L. Heilbroner, The Great Ascent (lew York; Harper and Row, Publisher, 1963), P® 93»
3. Ibid., p. 28.



The average annual income in these countries varies, hut in 
most cases it is less than $100 a year«

Bach of the underdeveloped countries has its unique 
disadvantages which hinder economic development. In some 
it is climate; others lack natural resources; in still 
others it is social or religious customs. Each country 
will have to learn to cope with its problems if it is to 
achieve economic development.

We have not yet reached the stage where economic 
development can be considered natural. In fact we are far 
from it; economic development is a phenomenon that has been 
achieved in only a small portion of the world. Bor most of 
the countries which have achieved it, economic development 
was a natural outcome of their situation. Cultural and 
political forces combined and provided the impetus for 
economic development. In today's underdeveloped countries 
the cultural and political forces necessary for economic 
growth are not present in sufficient quantity, and yet the 
people, or many of the people, in these countries have 
been exposed to the advantages that economic development 
brings, and they want these advantages. The underdeveloped 
countries have, learned of the advantages of the Western 
way of life by means of the demonstration effect.
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Although each underdeveloped country has its, own 

unique problems 9 there are many characteristics shared by 
all of them. In all of the underdeveloped countries, human 
labor, judged by Western standards, is unproductive. The 
low level of agricultural productivity is largely due to 
two circumstances. The first is the low man-land ratio; in 
most backward countries the farmer has a very small plot of 
land to cultivate. In many parts of India the average land 
holding is less than an acre. The second factor contrib­
uting to low productivity is the lack of capital and the 
inability to apply capital to the productive process. The 
underdeveloped nations lack capital in all areas, not 
merely in the area of agriculture. The social attitudes 
and institutions which create capital are also missing.
The economies of the underdeveloped nations are not capital 
generating.

In most of these countries a class consciousness 
exists, and those who belong to one class have nothing in 
common with those in another class. . In most of the under­
developed countries there are only two classes, the rich 
and the poor, and by far the largest majority are members 
of the poor class. The rich class in underdeveloped 
countries is usually a land-based class with little or no 
interest in change or "progress.“ Economic development is 
dependent on an "economic" population; that is, "produc­
tion-minded farmers, industrial workers, enterprising .
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1factory managers, helpful govermeut officials = ̂ Economic, 

development cannot "begin on a large scale until these do 
exist o

Economic underdevelopment has many causes; the term 
“vicious circlesE expresses the situation well.

It is not “just" a lack of capital, or "just" "backward ways, or "just" a population problem, or even "just" a political problem, which weighs upon the poorer nations. It is a combination of all of these, each aggravating the other. Ihe troubles of underdevelopment feed upon themselves; one can­not easily attack one of the shackles of under­development without contending,with them all.2
Host of today’s underdeveloped nations learned of 

the advantages to be had from economic development in the 
late nineteenth and early twentieth centuries when Western 
imperialism was at its peak. At that time nearly all of 
Africa and Southeast Asia were directly dominated by 
Western nations. China was exploited by many Western 
powers. Ike only area which,-appeared to be politically 
independent was South America. However, even South America 
was greatly influenced by American, British, and European 
capital= She colonial rulers brought roads, railways, 
docks, mine equipment, warehouses, cranes, and many other 
tools of modern industry to the colonies, but areas of 
industrial activity remained, for the most part, isolated 
from the indigenous peoples.

1. Ibid., p. 53=
2 . Ibid., p. 59=
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The Western countries brought their own law and 

order with them. In many cases it was more stable and more 
equitable than the native law which it replaced. In many 
underdeveloped countries this was a step toward a modern 
political system.

Probably the West's most important contribution to 
colonial peoples8 growing awareness of their backward 
situation was the education it provided for a few of the 
indigenous people. A few of these people were sent to 
Western countries to study. In the United Statesv England8 
Holland, and Prance they learned about democracy, equality, 
liberty, and economic progress. When these people returned 
to their own countries, they preached the ideals they had 
learned in the West. The drive for economic development is 
the result of the contact between the backward countries of 
the South and the Bast and the highly developed countries 
of the West.

Exposure to Western ways of life and to Western 
ideas also resulted in a new nationalistic feeling in the 
colonial countries. Colonials who were educated in the 
West learned of the Western ideals of equality, material 
progress, national rights, and national independence. When 
the students returned to their countries, they told others 
of the Western ideals, and the colonial people could see 
that they were being denied these rights. The result of 
this was a great upsurge of nationalism in the
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underdeveloped countries <, Nationalism and a feeling of 
being oppressed.by the Western nations led to political 
upheavals. Host of the colonial countries have now been 
given their independence <,

In most eases Western nations did not acquire 
colonies for the political prestige involved; they acquired 
colonies for: (1) trading, . (2) obtaining cheap basic raw
materials needed for production, (5) markets for their 
goods, and (4) outlets for their surplus population, fhe 
result of this for many colonial countries was that the 
imperialist nations developed one sector of the colonial 
economy. The Middle East became an oil field, Malaya a 
rubber plantation, Rhodesia a copper mine. The natural 
resources of these areas and the international division of 
labor encouraged this type of development, But the direc­
tion of the colonial economy was determined by the Western 
overlord and not by the colonial people, and the benefits 
of specialized industrial production did not reach the 
majority of the colonial people.

Thus what industrialization there is in most of 
the underdeveloped countries is very one-sided. Host of 
these countries have one-crop economies; that is, they are 
dependent on only one crop for the major portion of their 
exports, This places them in a bad position so far as 
international trade is concerned, A slight shift in the 
price of their crop in the international market can
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seriously affect the revenue received "by the underdeveloped 
country. As the Western nations "become more technically 
advanced they learn to make synthetic materials which they 
substitute for the raw materials they have previously been 
importingo The result of this tendency is, in general, 
that the price of raw materials on the international market 
has been dropping in the last few years,

She population problem that most of the under­
developed countries are facing today is also a result of 
the Western influence= Before Western health services, 
medicine, and sanitation were, introduced in the poor 
nations, their birth rate was barely ahead of their death, 
rate. Public health services and modern medicine are 
relatively inexpensive and easy to introduce into an under­
developed nation. In the Western nations population growth 
remained low until economic growth started. When death 
rates began to decline the population began to increase 
faster. But as economic growth continued and as people 
were able to see the advantages to be had by curtailing 
reproduction, the rate of population growth dropped.

The population growth is taking place in the. poor 
nations at an earlier stage of development than it. did in 
the now rich nations. The decrease in the death rate with 
no corresponding decrease in the birth rate is the primary 
cause of this. There are several reasons why the birth 
rate has not decreased. In many of the backward countries



people depend ©n their children to support them in their 
old age, When the death rate is high it is often necessary 
for a family to have many children for a few to survive to 
adulthood. If a family lives on a farm, children are an 
asset because they can begin working, at an early age.
Until the people of the underdeveloped nations realize that 
there is a definite economic advantage in limiting the size 
of the family, population will continue to increase at a 
high rate.

Positive economic growth requires that•real income 
per capita increase. This means that the economy as a 
whole must grow faster than the population increase in 
• order for the people to be better off. Por many of the 
underdeveloped countries this is very difficult and some­
times impossible, lor many nations any increase in the 
total national income is cancelled out by the population 
grow#. In some of the underdeveloped countries income 
per capita has actually gon#; down in spite of increases in 
the total national income.

Many of the underdeveloped, countries thought that 
with the gaining of economic independence would come a 
golden age. This has not happened. Most of the inde­
pendent countries lack many of the prerequisites for 
economic development = They lack a skilled labor force, 
they lack savings for investment, and many of their people
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still look at everything in the traditional manner— they 
lack an economically oriented population.

With the upsurge of nationalism in the poor 
countries came a dislike for everything Western. The 
Westerners had disrupted their traditional society, scorned 
their religion and often their skin color, and the Western, 
nations had exploited them„ Nationalism has provided the 
leaders of the underdeveloped countries with a rallying 
ground and a reason for exposing their people to the 
difficult task of economic growth.

Because the only experience many nations have had 
with capitalism has been through exploitation and foreign 
domination, the tendency in the past has often been to 
reject all forms of private capital investment„ For these 
countries socialism is the hope for the future.

For most of today's underdeveloped countries a 
large government sector is needed if economic growth is to 
take place. In addition to governmental investment most 
of the underdeveloped countries must plan their economic 
development. Many of them lack the institutions necessary 
for the accumulation of savings for investment; they lack 
the knowledge and skills required for industrialization,
.and many of them lack the necessary social attitudes for 
economic growth. In many of the underdeveloped.countries 
it is not the peasants but the elite, intellectually and 
politically, who are agitating for growth.
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$he underlying cause of poverty in the under­

developed nations is low productivity. Low productivity 
is, in turn, caused by lack of capital. The only way to 
accumulate capital is by saving. But when an economy is 
producing barely enough for subsistence, it is difficult, 
if not impossible, to save. Yet savings must occur in 
order to have economic growth. In many of the under­
developed countries the government will:have to intervene 
and force people to save. The accumulation of consumer 
goods will have to be curtailed so the money can be used 
to acquire capital equipment. Agricultural workers must 
be free to move to cities and work in industrial plants, 
lor most underdeveloped countries this, at least on the 
surface, will not be a problem. Host poor countries have 
a surplus of labor on the land. If some of these “farmers® 
could be induced to move to cities and work in industry it 
would mean an increase in the number of industrial workers. 
It would also mean that some land had been freed, that 
those still working the land could have larger plots to 
work, and that as a result, they would probably have 
increased productivity. This would not result in the 
peasant having more to eat because, in addition to supply­
ing his own family with food, he would now have to supply 
food for the industrial workers. In many countries the 
government will have to increase taxes in order to keep 
the peasant who is still on the land from consuming his'
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increased product himself, The purchasing power of the 
people will also hare to be increased so that they will be 
able to purchase the increased industrial output, .

The governments in underdeveloped countries are 
going to have to play a big part in obtaining additional 
savings from their people,, In most underdeveloped countries 
there is no saveable surplus in agriculture. If the. 
government wishes to acquire savings from this sector there 
must be land reform, and the government will have to seize 
surplus agriculture produce before it is consumed by the 
peasants, .

It will also be difficult to acquire savings from 
the working class. In fact, in many poor countries the 
industrial class may demand the high wages and welfare 
measures which have only recently become possible in the 
rich nations, In this ease.strict government control may 
be needed to force workers to give up part of their 
earnings,

She upper and middle classes provide the.best 
source of savings for underdeveloped countries. But again 
force may .have to be exerted to acquire savings. There 
will have to be tax reforms which will tax the rich more -. 
heavily, or the government will have to force the rich to 
lean it money. There is a potential for increased savings 
among the upper class, but for most of the members of this 
class increased savings would mean curtailing lavish



personal expenditures and.this will probably not be done 
willingly«

The governments of most underdeveloped countries 
can increase the flow of savings« It will not be easy; 
there are many political problems involved, but it must be 
done if these countries are going to develop econosically=

The underdeveloped countries not only need machines 
to produce consumer goods, they also need machines to build 
machines» In the developed countries the first machines 
were made by hand, and, as technology advanced, new innova­
tions were added to those already in existence. The growth 
of industry was gradual in today's rich countries. But the 
poor countries do not have time to start at the beginning, 
as the older developed countries did. The peer countries 
are trying to rush their industrialization. They do not 
want to have to wait several generations for the advantages 
of a developed economy; they want the advantages immedi­
ately.

The underdeveloped countries are not going to be 
able to build their industrial sector themselves; it will 
be necessary for them to get their initial capital equip­
ment from abroad. Some of it they will be able to buy 
with foreign exchange received from exports; for the rest 
they will have to depend on some type of foreign grants or 
loans.



Before a coxmtry earn industrial!ze it must have 
soeial overhead capital. It must have roads, railroads, 
docks, and schools» In the early days of British develop­
ment most of these facilities were built by private 
capital- But in the underdeveloped countries private 
capital is net available, In addition to the lack of 
private capital there is also a lack of -entrepreneurs who 
Would be willing to take the risks involved. In England, 
social overhead facilities were built to fulfill an already 
present need; in the underdeveloped countries these social 
overhead facilities must be built in anticipation of a need 
that will develop, If private capital existed and if there 
were men willing to take risks, the building of social 
overhead facilities in most underdeveloped countries would 
not be an attractive investment because any potential 
profit would be too far in the future, If any under­
developed country is going to develop it needs social 
overhead facilities; therefore the government must build 
them.

Because most of the underdeveloped nations first 
learned about capitalism and private enterprise under 
colonialism, they distrust it. But foreign private invest­
ment can play an important part in the development of the 
poor nations. Private capital can result in new capital 
assets in the underdeveloped countries and would add 
directly to the productive or export capacities of the
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nation receiving ito In addition, most of the private 
enterprises pay taxes or royalties directly to the govern­
ments in which they are located, and this increases the 
financial strength of the governments„

However, thus far most of the foreign private 
capital has "been invested in extractive industries, These 
investments exert a limited impact on the economic way of 
life in countries in which they are located. The invest­
ment in extractive industry tends to form a self-contained 
community within the country. The number of employees and 
materials needed is very limited in terms of the total 
investment. , •

Many of the underdeveloped countries impose strin­
gent restrictions on private investment. Some are hostile 
to foreign investment. If some of the barriers were 
lowered there could be more private investment by foreigners 
in the poor 'countries. There would not be a rush to invest 
in poor nations, because profitable investment for foreign 
capital, as well as domestic capital, is usually limited in 
the underdeveloped nations. But foreign capital could help 
many of the underdeveloped nations, and where it could 
help, it should be encouraged.

Modern.technology, economics, and ideology all 
combine to make it likely that governments in the poor 
countries will play an important part in directing their 
economic development. The development of the poor



eotmteies will probably mot much resemble classical 
indmstrial revolutions. Host of today’s "underdeveloped 
countries (except those under Communist domination) are at 
present predominantly free enterprise.economies* These 
countries are all predominantly agricultural, and what 
industry they have is predominantly handicraft» The 
private sector of the economy of the poor nations lacks 
the leaders and the capital to bring their country to the 
. “take-off. ”

Although the economies of many of the poor
countries are now predominantly free-enterprise economies,
they will probably not long remain so. Without exception
the governments of the poor countries are attempting to
play a greater role in their countries’ development than
did Western governments at corresponding stages of their

rcountries’ development. Host of the underdeveloped 
countries have plans for economic growth. The governments 
of the countries which do have plans claim that these 
plans are necessary, if not preferred, for their growth.
But seldom is there any discernible relation between the 
plans and what has actually been done.

The. institutions needed for economic development 
are capital, trained manpower, and technology. These

I. Edward S. Mason, "The Planning of Development," Technology and Economic Development, ed. Scientific American (lew fork; Alfred A. Knopf, 1963), p. 182 =



things will he self-generating only in a country where the 
population seeks to improve its physical well-being. In 
many parts of the underdeveloped world9 economic develop­
ment does not have high priority. There are a few people 
in these countries who feel that growth is important, and 
these are the people who are pushing development.

Many of the people pushing development in the poor 
countries are in the government. The appropriateness of 
the government’s dominant role in the economy is rarely 
questioned by public opinion in the underdeveloped 
countries. In fact, public opinion is usually directed 
toward increasing government action in order to achieve 
more rapid growth. In many of the poor countries the 
government is assuming roles usually reserved for the 
private sector. Governments are exploiting mineral 
resources, and they are developing basic industries such 
as steel, fertilizer, and cement. The governments also 
influence what investing the private sector does by 
determining where overhead facilities are to be located. 
They also influence the private sector of the economy by 
rationing foreign exchange among the various claimants.
In this way the governments can have a high degree of 
control ever much of the private sector of the economy.

The part governments are playing in the develop­
ment of the economies of the poor countries is not without 
precedent. Japan is considered to have a
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private-enterprise economy, and there the state played an
important role in the growth process» In Japan the state
directed investment =. It established publicly owned
enterprises, undertook joint ventures with private capital,
and subsidized private investment and guaranteed returns.
It also aided fey making extensive purchases for its own

1military and civilian accounts.
The important role that governments are now 

playing in the development process is in part due to the 
c circumstances that now surround the development process 
itself,and it is due in part to an ideology different from 
that which was dominant in the early nineteenth century.
In most underdeveloped countries priority must fee given to 
such things as roads, railways, harbors, power generation 
and distribution, communications, irrigation, and indus­
trial estates. The capital requirements for these things 
are high and private capital is not available. In Latin 
American countries foreign capital previously financed 
many of these facilities, but they are being taken over by 
the governments, and foreign capital is no longer avail­
able. .

Government will also play an important role in the 
transfer of technology. In the industrialized countries 
the early development of technology was done by skilled

1. Ibid., p. 186=



artisans and tinkerers and the exploitation o f new tech­
niques was done hy individuals, The,application of new 
techniques was gradual. As newer methods of production 
were devised, they were applied. But since the techniques 
have already "been developed, they can now he borrowed,
Since the application of modern technology usually requires 
large-scale units and more capital than an individual or a 
group of individuals can acquire, the government role in . 
industry may he appropriately large. In addition, many of 
the underdeveloped countries need foreign aid either in the 
form of grants or of loans, and the agencies granting the 
funds usually prefer large projects, which are beyond the 
means of the private sector,

When looking at the large, part governments play in 
the economy of underdeveloped countries, - ideology must be 
considered. Many of the government leaders in the poor 
countries received their education in the West when the 
West was first considering "welfare-state" capitalism and 
when the West was more concerned with "human rights" than 
it had been before, Ihis appealed to those from the poor 
nations where there were many inequalities in the distribu­
tion of income, She poor nations also learned about social 
services from the rich nations. How, according to one 
authority, "most underdeveloped countries want the bless­
ings of the welfare state today, complete with old-age 
pensions, unemployment insurance, family allowances, health
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1 _insurance9 -̂O-kour week, and all the trimmings." in most 

Western nations these services came only after a long 
period of sustained growth.

Prejudice against private investment, especially 
foreign private investment, goes hack to the experience 
many of the poor countries had with colonialism. Phis 
helps to explain why so much confidence is placed in the 
ability of the government to direct the economic develop­
ment of these countries. -

Po recapitulate, the poor nations have a huge job
ahead of them if they are going to become economically 
developed nations within the foreseeable future. It is
doubtful if some will be able to enter the period of 
sustained growth for several generations. But in most 
eases government is going to play an important role in 
bringing the economy to the 11 take-off.11 It must aid in 
mobilizing savings, in building social overhead facilities, 
in bringing modern technology into the country, and in many 
other ways. Some of the people in the underdeveloped 
countries are not yet aware of the need for economic 
growth, but others are desperately aware of the situation 
and are agitating for development.

Contact with the Western world served to show 
those in the poor countries just'what their situation was

1. Ibid., p. 191.
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and that something eomld "be done abomt ito In, this way the 
West can "be held responsible for the unrest.in the poor 
countries today= If the poor countries are going to 
develop, they are going to have to have" help in the form of 
loans, grants in aid, and technical assistance» If the 
West does not give this aid, it is probable that the 
Gommunists will be willing to give it. Host of the under­
developed, countries do not care where the aid comes from; 
they are still highly nationalistic and will take aid from 
anyone so long as it helps their countries.



CHAPTER 711

PGEEIG-M.ID

Only in the last few years have the Western 
nations "begun to think of the development of under­
developed countries as an objective of first importance => 
President Franklin XH Roosevelt included "freedom from 
want" in his "Four Freedoms" speech during World War II, 
To this President Truman added his Point Four program in 
his 194-9 Inaugural Address, The fourth point said:

We must embark on a bold new program for making the benefits of our scientific advances and industrial, progress available for the improvement and growth of underdeveloped areas , , , ,I believe that we should make available to peace-loving peoples the benefits of our store of technical knowledge in order to help them realize their aspirations for a better life. And, in co­operation with other nations, we should foster capital investment in areas needing development.Our aims' should be to help the free' peoples of the world, through their own efforts, to produce more food, more clothing, more materials for housing, and more mechanical power to lighten their burdens , , , ,Democracy alone cam*supply the vitalizing force to stir the" peoples' of the world into ' triumphant' action, not only against their human oppressors, but' also against their ancient enemies— hunger, misery, and despair,1

1, Harry S, Truman, Inaugural Address, 194-9, asquoted by Peter B, Kenen, in Giant Among Hations (Chicago?Hand Mcffally and Company, I960), pp, 158-159°
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I'his speech, was a pledge of technical assistance and 
advice, not a promise of machines and industrial materials, 
and yet it was received with enthusiasm by countries in all 
parts of the world. The underdeveloped nations were 
envious of those areas of Europe which had been given large 
sums of money by the United States,

After World War II. the United States was anxious to 
terminate foreign-aid, although it was still giving small 
amounts of aid to England3 to some other allies, and to the 
military governments in Germany and Japan, But it felt 
that the World Bank and the International Monetary Fund 
would be able to cope with the balance of the economic 
problems involved in the transition from war to peace,
About 1947 the government of the United States began to 
realize fully that Europe could not recover without help, 
The communists were gaining popular support in France, 
Italy, and Greece, In 1948 Greece appealed for American 
aid, •

President Truman had. proposed to Congress, in 1947?
that the United States send economic and financial aid to

' . .countries needing it (specifically Greece and Turkey at the 
time). In the same year Secretary of State George Marshall 
proposed American aid for Europe® The Marshall Plan was 
approved by Congress in 1948, This was the beginning of 
large scale American economic aid.



\

$he Act for International Development was passed in 
1950= This act created a Technical Co-operation Adminis­
tration whose purpose was to promote the exchange of 
experts "between the United States and underdeveloped 
countrieso At the same time Congress appropriated money 
for the United Sations Technical Assistance Administration= 
In the Act for International Development5 Congress referred 
to the capital needed "by underdeveloped areas, as well as 
the technical assistance they needed<, It said that the 
policy of the United States is

to aid the efforts of peoples of the economically underdeveloped areas, to develop *their resources and improve their working and living conditions "by encouraging the'exchange of technical knowledge and skills, the flow of investment.capital to countries which provide conditions under which such technical assistance and capital can effectively and constructively contribute to rising standards' of living, creating new sources of wealth, increasing , productivity, and expanding purchasing power»
Three-quarters of the total American aid given 

between 194-5 and 1950 was given to Europe „ During this 
time Asia received most of the remaining one-quarter, 
primarily for relief and the repair of war damage» Latin 
America received almost nothing.

In 1951 there were many separate agencies for the 
administration of foreign aid working under various 
branches of the government. At this time Congress

1. Act for International Development as quoted by Kenen, p. 160. ■



attempted to consolidate all of .them under the State 
Department <, Since 1951 they have again become diversified

In the mid 1950's there was much criticism of the 
United States' foreign aid program. In 1954 President 
Eisenhower appointed the Bandall Commission to appraise 
American foreign economic policy. The Commission declared 
that the underdeveloped countries had ho.right to economic 
aid. It proposed that the United States help the under­
developed countries obtain private capital and that the 
United States follow a policy of "Trade not Aid," The 
commission felt that the elimination of trade barriers 
would aid the poor nations in earning the capital they 
needed in order to grow.

There were also critics who attacked military aid
« -

and extolled economic assistance. In 1956 Congress 
appointed the Special Committee to Study the Foreign Aid 
Program, The committee criticized the present military 
aid program and favored loans, rather than grants, for 
economic development. However, the ability of the poor 
countries to repay loans is severely limited. In ■1957 the 
Administration asked Congress to establish a Development 
loan Fund which would make long-term, low interest loans 
repayable, not in dollars, but in foreign currency.

The foreign aid program of the United States now 
includes military assistance, defense support and special
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assistance, Development Loan Fund Credits, and Point Pour 
assistance*

The' Development Loan Pumd is new the main instru­
ment of the United States1 effort to promote economic 
growth in the poor nations, and functions as a compromise 
plan between those who wish to make new grants for develop­
ment and those who wish to end economic aid*

The underdeveloped countries now receive money - from 
a multitude of United States" Government and United Nations 
organizations« Each organization gives aid for slightly 
different purposes and in different ways = Host of these 
organizations operate on a year-to-year basis, that is, 
although they are able to make grants or long-term loans, 
they do not know how much money they are going to have for 
the next year*

With the exceptions of those countries which are 
rich in-exportable natural resources such as oil, it is 
generally agreed that underdeveloped countries need 
economic assistance from foreign-aid<, . Hany of them will 
not be able to develop without it. Host of the under­
developed countries are not going to be able to generate 
enough savings internally to reach the “take-off" at any 
time in the foreseeable future. Neither international- 
trade nor private foreign investment can provide the poor

1. Peter B. Kerens Giant Among Nations (Chicago; Rand Self ally' and Company, IS h Q j, pp. 166-167 °
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countries with the capital they need. She amount of
foreign aid the underdeveloped countries receive now is
small when compared to their needs, but it is large in
relation to the amount of'new capital the underdeveloped
nations are able to accumulate. “Foreign aid amounts to
nearly 30 per cent of all capital formation in the under-

1developed world, excluding only mainland China." Clearly 
foreign assistance is important.to the backward countries, 
but they need more money than they are now getting. There 
is a limit to.the amount of money a poor nation can absorb 
and put to work gainfully, but these nations probably can 
absorb much more than they are now receiving.

In order to enable underdeveloped nations to 
employ the aid they receive most usefully, careful planning 
must be done = . The underdeveloped nations need to plan how 
they are going to use'the.foreign aid received, and the 
nations and organizations giving foreign-aid need to make 
plans in order to insure that the money they grant or lend 
will, be placed where it will do the most good. In the 
United States alone, at the present time, there are many 
organizations giving foreign aid. The underdeveloped 
nations are forced to deal with literally dozens of- 
potential investors, both public and private and they 
cannot spare a sufficient number of educated men to give

1 Heilbroner, The Great Ascent, p. 114.



the proper amount of time and attention required to make an 
adequate.appraisal of proposals set forth by the various 
programs or to develop plans for their own growth» In some 
cases the aid programs overlap, while in other cases there 
are gaps which could be eliminated if the administration of 
foreign aid were centralized. The fragmentation of aid 
into dozens of different programs wastes resources.

The rich nations have now realized that foreign aid 
is necessary, not only for the development of the poor 
countries, but also for their ownpwelfare. The developed 
countries have come to realize that a solution to the 
problems of the underdeveloped countries is extremely 
important for world peace and stability. The United States 
has been carrying almost the entire burden of economic aid 
outside the Communist sphere. In order to speed up. 
economic growth in the poor countries, this policy is 
going to have to change. ’’All the wealthy nations, must 
accept a common obligation to provide capital, and technical 
assistance to the underdeveloped areas. Britain, Canada, 
Australia, Western Europe; we must all begin to do our

qshare.” It has been suggested that each of the. rich 
nations in the world give one per cent of their national

1. Ward, The Rich Nations and the Poor Wations,
p. 151o
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income for economic assistance to the underdeveloped 
worldo

There are two arguments for extending aid to poor 
nationso The first is the argument of moral obligation, 
and the second is based purely on self-interest. In most 
of the ridh nations it is generally accepted that the 
inhabitants have a duty to see that their fellow-citizens 
do not starve. It follows logically that this duty should 
be extended to all human beings no matter what country 
they may live in. In addition,

the two most.important factors that have made economic growth essential in the poor countries ' are the increase in taste, and the reduction of the ' death rate without a corresponding limitation of the birth rate; both these changes were basically caused by contact with the West. It is in the consequent explosive growth in population and . tastes that has destroyed the virtue of the old value-systems and forced these countries to strive for rapid economic growth.2
Only the rich countries have the means to enable the poor 
countries to attain their goal of economic development if 
the poor countries are going to attempt to limit the 
disrupting effects on their social structure of the transi­
tion from a condition of economic underdevelopment to one 
of economic development.

1. Ibid.
2. Robert Theobald, The Rich and The Poor (lew ' York:' The lew American library of World Literature, Inc., 

I960), p. 133»
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It is also to the "benefit of the rich nations to 

assist the poor with their development problems-. The poor 
nations.want a higher standard of living; they no longer 
wish to he regarded as second class countries. If their 
wants are not satisfied,^the rich nations can expect war 
and revolution rather than peace.

A- second ultimate reward for the rich nations will 
he an increasing market for their goods. As incomes in the 
poor countries increase, the people in these countries are 
going to want not only goods produced in their own 
countries, hut also goods manufactured in the Western 
nations.

In the past and at present economic policy is 
formed on many different levels in many countries and 
international organizations. $he underdeveloped countries 
receive aid from: organisations within the United States
Government, the Export-Import Bank, the World Bank (Inter­
national Bank for Reconstruction- and Development), the 
International Monetary Fund, a number of agencies operating 
under the auspieies of the United Hations, France, United 
Kingdom, West Germany, Australia, Canada, and many other 
nations. In addition, the underdeveloped countries receive 
capital from the.private sector of numerous nations. To 
put this money to its best use there is a need for an

1. Ibid.
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international organization whicli can coordinate the entire 
program of economic aid. There is a need for an inter­
national organization which will clearly define the goals 
of economic assistance and. formulate the plans and collect 
the money to accomplish these goals = The organization 
which administers foreign-aid “must find the "best system 
without reference to preconceived ideas, The “future
socio-economic policies should he based ..on the interests

2of the world at large,“ The organization chosen to
administer economic aid must make long range forecasts and 
plans so that the money which it receives will be put to 
the most effective use. The countries receiving the aid 
must also have long range plans so that it is clear what 
their future goals are and how they are going to achieve 
these goals. Host underdeveloped nations now have specific: 
plans for economic growth, such as two, five, and ten year 
plans, but more often than not these plans are over- 
ambitious and unrealistic.

At the present time the United nations is the most 
suitable organization for collecting and dispensing foreign 
aid. The United Sations Charter laid the foundation for 
that organization to accept the responsibility of adminis- 
tering world economic aid. One of the purposes of the

1, Jan Tinbergen, Shaping The World Economy (Sew York: The Twentieth Century Tmnd, 19&2.), p. 10$.
2. Ibid., p. 102.



United Hations as set forth in its charter is "to achieve 
international cooperation in solving international problems 
of an economic, social, cultural, or humanitarian char­
acter o » „" and "to "be a center for harmonizing the 
actions of nations in the attachment of these common ends." 
Article 55 of the Charter states that "the United Hations 
shall promote , » „ higher standards of living, full 
employment and conditions of economic and social progress

pand development . . =, =" Article 56 states that "All 
members pledge themselves to take joint and separate action 
in cooperation with the organization for the achievement of 
the purposes set forth in Article 55°

It will require considerable time for a policy of 
this sort to go into effect, but it is the opinion of many 
economists that internationalizing economic assistance is 
the most effective measure the rich nations can take to 
assist the poor countries in their difficult tasks of 
attempting to raise their standards of living

lo United Hations Charter, Article I, as quoted by Uan Tinbergen, p. ■■■■.■
2o United Hations Charter, Article 55? as quoted by Jan Tinbergen, p. 94-„
3= United Hations Charter, Article 56, as quoted by Jan Tinbergen, p» 94-»
4o Internationalization of foreign aid has been mentioned by: Jan Tinbergen, Shaping the World Economy,Robert Theobald, The Rich and The Poor, Peter Bo Itenen, Giant Among Hations," Eugene Ro Black, The Diplomacy of Economic Development, and others =
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CHAPTEE VIII 

GOZGIUSIOH

Economic development is the process of increasing 
economic prosperity. In the' past there have "been rich 
nations, "but the "benefits of their riches have reached only 
an elite group in their respective economies. In the 
twentieth century it has "become possible, for the first 
time in history, for all of the people of a nation to share 
the "benefits of their nation's wealth, There are few 
states which can he designated rich, hut nearly every 
nation in the world is attempting to grow economically.
The poor nations endeavour to become rich, and the rich . 
want to become richer. This historic transformation has 
come about, not because the communists are agitating for 
economic growth, but because the west, by means of its own 
affluence, has demonstrated to the world that 'degrading 
poverty is no longer a necessary component of an economic 
system.

Until recently, rich nations have paid little 
attention to economic growth outside their own economies,

• • obut if the rich nations wish to have world peace and 
stability, they can no longer ignore the plight of the 
poor nations» The economic distress of the poor countries

84
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is centuries old, but the impact of the West has given the 
discontent of the poor nations a political-economic focus; 
leaders of the backward countries intend to telescope into 
a few years the process of economic development that took 
generations to accomplish in the now rich countries„

Economists and political scientists are able to 
tell the poor nations what steps they must take in order 
to industrialize, but for many poor nations major internal 
changes will have to take place before the application of 
economic theories can begin, and even then industrializa­
tion will not be easy. The desire for power - and dignity 
is a strong impetus for the industrialization which is 
universally recognized as a symbol of power, but the 
desire does not ordinarily inculcate the corresponding 
'willingness to live the type of life which is necessary 
for industrialization.

For the West, economic development was not easy, 
but it was natural in the sense that political and social 
forces combined and provided an atmosphere conducive to 
economic development. The early land enclosures in 
England caused the peasants to leave the land and forced . 
them into industrial centers. The English conversion from 
an agrarian to am industrialized society did not take

1. Forrest 3D. Harden, “Underdeveloped Lands:1 Revolution of Rising Expectations, The Underdeveloped Lands: A Dilemma of the International Economy, ed. DeVereB. Fentony, p. 5=



place without violence? "bloodshed, or hardship for those
involved, nor was life as an industrial worker easy; bat
once the process of industrialization started it built
upon itself and could not be stopped. $he transformation
of a peasant into an industrial worker was easier in
Britain in the early nineteenth century than it will be
now for those in the poor countries because machines were
simpler when Britain began, industrializing. The factory
system began with simple devices, many of which the
peasant had used in his home under the “putting-out"
system, and, as new methods of production were devised,
their introduction was facilitated by the existence of an
already semi-skilled laboring force. The capital needed
for building social overhead facilities in Britain was
available when it was needed. Bow wages and foreign trade
had made it possible for some entrepreneurs to accumulate
the necessary capital to build the needed facilities. In
other words, all the social, political, and institutional
forces in Britain were conducive to growth; but even under
these economically favorable conditions it took sixty
years from the time the British economy entered the "take-

1off" to its arrival as a mature industrial economy.
Today’s underdeveloped nations cannot be expected

to imitate England’s example willingly, and most of them 
 :       -

1= Eostow, p. 9=
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do not presently have the socials political, and institu­
tional forces needed to approximate the British model of 
economic development, lor can the poor countries imitate 
the American model, for the United States, at the Beginning 
of its industrialization, had a population that already- 
possessed the necessary social attitudes and the skills 
required for growth.

Many of the problems of achieving Mtake-off" today 
are similar to those faced By the countries which indus­
trialized in the nineteenth century. The social overhead 
sector of the economy must he "built, and there must be 
technological changes in agriculture and in the export 
industries in economically underdeveloped countries. Also 
analogous to past transformations are the changes which 
must come about in the society itself. Ihere are, however, 
three critical areas which will cause future economic 
development to differ from past development« Population 
incompatible with economic stability, technological 
complexity, and political aspirations are all going to 
make it necessary for the poor nations to receive outside 
aid and to pursue the "big push” method of development, 
rather than the gradual and piecemeal growth that has been 
typical in the past

1. Millikan and Blackmer, p. 60.



A great pool of'tecimological knowledge is now 
available, a far greater amount than was available to the 
countries which industrialized in the nineteenth and early 
twentieth centuries» This technology should accelerate 
economic development, but it also has its drawbacks=
Modern technology has reduced the dependence of some of the 
rich countries on foreign raw material, and it has reduced 
the poor countries’ ability to earn foreign exchange«
Modern methods of communication may also aid growth by 
promoting national unity and spreading essential knowledge; 
but they have also engendered popular aspirations and 
expectation^which often force resources to be used for 
providing,social security and higher consumption rather

' ithan for application to economic growth.
Few of the underdeveloped nations have reached the 

"take-off,*’ nor does it appear that they will be able to 
reach it within the near future. Revolutionary upheaval 
is inherent to the process of economic development. As 
the pressure for economic development grows, the people in 
the poor nations may look to revolutionary political 
methods to hasten the process of economic development. 
Aspiring states are likely to seek totalitarian control • 
over social and economic forces, rather than democratic 
capitalism. Communism is a form of government which can

1. Ibid., p . 62.
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exercise both economic and political control over the 
people, and communism has demonstrated its preparedness to 
undertake such a task.

Economists are able to state clearly the steps a 
nation must take in order to achieve economic development. 
If Western nations are going to attempt to maintain world 
stability, they are going to have to accept

political authoritarianism and economic collectivism during the early stages of develop­ment, of many, nations . . o .We must forge a foreign policy which begins with the explicit premise that democratic capitalism, as a model for economic and political organization, is unlikely to exert its influence beyond the borders of the West, at least within our lifetime.1

1. Heilbroner, The Great Ascent, pp. 148-149.
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