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ABSTRACT

The Duroose of this thesis is to trace the hlstory
of the idea of economic developmento If poverty is a
measure of economic underdevelopment9 then underdevelopment
is as old as civilization. 4s a problem, underdevelopment
is a produet of the twentiebth century, for it has been only
recently that the teoples of the underdeveloped areas have
realized the remediable nature of their backward oonditionse
The West has continuously demonstrated to the underdeveloped
world what modern technology and science can ach:x.eve°

Many Western natlons went through the process of
economic growth in an .earlier age; Because political and
.social forces combined and provided en atmosphere conducive
to change, the process}of;groﬁth was more natural for these
Western nations than it will be .for the nations which are
attenpting to develop in thedmid=twentieth century!,

In the nineteenth century theories_of ecbﬁomic
growth were very different from those being expounded today.
The conditions surroundlng economic development today are
different from those of past centurles and they warrant new
theorles and a dlfferent approach to economic developmento

| The developed nations now realize that extreme

poverty nust be alleviated for world peace and stability

v
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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
INTRODUCTION

Until the twentieth century, poverty was accepted
as the universal plight of mankind. Life was, as Hobbes
said, "poor, nasty9 brutish, and short" for all etcept a
privileged mlnorltye Poverty is as old as c:Lv:Ll:Lzatlon9
but poverty or economic underdevelopment as a recognized
problem is recentsland only in fhe twentieth century have
nations learned that they need not accept poverty as a
permanent or-a natural cond.itién° A few nations have
virtually rid thémselves of povefty and have demonstrated
to the rest of the.world that poverty does not have %o be
the eternal state of man.

Becausé a few nations have been able tO»fid them~
selves of mass poverty, we are now in an era of what
Adlail Stevenson has called the "revolution of rising
expectations.” This revolution is an extension of én
industrial revolution which began several centuries ago in
Western Europe; |

| The world has now been broken up into two disbinct
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
1
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there are a few nabtions, such as Russia and Japan, which
are diffigult to classify, most of the other nations of the
world are generally considered to be poor; All of the
countries in which a lérge percentage of the population-
suffers from extreme povertj are referred to as undera
developed, bapkwﬁrd9 or poor;' Thése terms are all relative
and mean that, when all the nations of the'world are
coﬁpared on economic terms, some countries will be poor or
rich relative to the otherso'_Many of theréoor or backward
nations are heirs to grealt and ancient civilizations and,
~although fheir incomes per ca@ita are very low, their art
and literature may compare favorably with any found in
nétions with much highef incomes.pe: capita.

,Befdre contact with the Western world, the nations
now considered poor knew no way of life other than their
OWno They accepted theif povefty and disease as normal.
They were not “ﬁnderdeﬁeloped“ nétionsﬁ because “under-
development does not really exist until it is known to
eiisto"l |

 The first contact most of the poor nations had
with the West came in the‘ﬁineteehth century. This was.
the beginning of the éra of European colonialism. It is
true that beginning in the labe fifteenth century the West

started trading and exploring in other parts of the world,

1. Pierre Moussa, The Underprivileged Nations
(Boston: Beacon Press, 1959), p. xvo
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but the contact between today's poor countries and the West
was then veﬁy limited. The West was then interested in
adventure and plunder rather than colonization. DBut in the
nineteenth century the Westerners went to Africa and Asia
and colbﬁizedo' Colonialism took various forms in different
countries; for example, invIndia$ the British made a
special effort to tﬁain.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
service.

‘ . Colonialism did have‘one direct universal effecto
Whérever it existed it disrupted the traditional way of
life. The colonial-power éast aside the local power
_structure9 often scorned the tradltlonal religion, and
v1olated local customso

Another effect of colonlallsm and one. which is
perhaps more profound is the "demonstratlon'effeetp" The
cblonial administrétors and the'merchants "lived Bet’ser9
lived longer9 had demonstrably more satlsfylng llves“l
than the 1nd1genous_yopulatlono In addition, the local
leadefs saw that:nétions which esfablished colohies,‘
becaﬁse of.their»advapced scientific? industrial, and

technological society, enjoyed almost irresistible power.

1. Barbara Ward, The Rich Nations and the Poor
Nations (New York: W. W. Norton and Company IncC., 1962)9

Po B4,




Colonialism was the beginning of a drive for
economic devélopment in‘many nations of‘the world. The
Wes?t has éince increaséd fhé desire of thé poor nations to
develop by means of today S mass commun1cat10ns==newsa_i‘
papers, radios, movies, and televn.s:l.on9 which eontlnnously
exhibit to the poor nations the advantages that-can be
obtained from economic growth.

Contact with thev@ore ecohomieally developed
. Western world hasgs had dramatic effects on the underdeveloped
countries. Their‘people‘have been exposed to some of the
advantages of economic development, ahd this has left them
with a strong desire for the material advantages of the
Westérn way of life. It has resuited in frustration and
dissatisfaction among the peoples of unde:developed
countries, because they cannot have the advantages of
economic development immediately. | '

The desire of poor'nations‘to becoﬁe rich has led
the rich nations to examine closely their own development
- and has also led td many néw}theories as to how countries
cén develOp econémicaliy; These theories range from those
whlch call for a hlghly centrallzed, planned economy to
the uheory whlch says that by each man's worklng for his
own selfish 1nterest he»w111 ultlmately be working for the
welfare @f the economy as a whole.

There is no one most effective theory of economic

gfowth; What is most effective for one country may be’
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very inadeguate fbr another;“ Bach country must choose that
method of development which besﬁ fits its own circumstances.
For the society of sbme of today's underdeveloped countries
a system of privéte enterpriée will be the most béneficiél9
and for others a s&stem_of highly céntralized governmental
planning and ownership will_bé.best; The majority .of the
countries will érébably'follow a middle road tempered to
Fit theirngwn situations.

o 'Befq£e méﬁy‘of'fhe poor nations can develop
secoﬁomically9 mény of'their éttitudesvand the customs of
théir peoples will héve to change,ajust as there had to be
changés iﬁ the attitudes and customs of Westérn peoples

before their countries could develop.



CHAPTER II

ATTTTUDES AND THETR CHANGES

Before economic development can take place, the
attitudes of the people in eome underdeveloped countries
must change toWard politics, economics,; and theirlowne-
social structure;le "The-modernizatioh process reQuires 
fundamental humen attibudes to ehange:in such ways as to
make the efficient'operation of a modern society not only
poesible but also psychologically congenialo"2

These ehehges in attitudes came about in Britain
and Western Eurepe eari§o ‘For eoﬁnt?ies such as the
United States, Canada, and Australia9 there was no tradi-
tional‘society to overcome, and the peeple immigrating to
these countries already possessed the necessary attitudes
toward politics,’ecenemics9 and society to allow them to |
proceed with economic growth;

"The leading features ofAthe 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 Nations: Their Growth and United
Statgs Policy (Boston: Little, Brown and Company, 196L1),
pelo_ X :

2. Tbid., D. 26.
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position of the Romaﬁ Catholichhuroh;“l Both of these had
to change before economic development counld take place;
The change from feudalism to a modern nation with a
centralized government was a gradual one.

One impétﬁs to ending feudalism was the change in
the art of waf; It became more and more common to hire
éoldiers when they Weré 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
’taxation9 and the féﬁdél lord.began demanding money pay-
Vmehts instead of the usual labor and crop dues the serfs
had previously paid for the use of the iéndo This gave
‘rise to a money economy, replacing the former subsistence
and service economy. A

A revolutibn in thought was aiso taking place; It
'-begén about the end of the eleventh cénturye The Crusades
had put the Western Européahs in touch with Eastern
thought. The Universities of Oxfo;d and Paris were
established in the twelfth century, and they furnished the
means whereby the new knowledge was disseminated. Men
were téught'ﬁo think through‘problemé fqr.themselves
instéad 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
(New York: Longmans9 Green and Company, 1940), p. 30.




following centuries there was a great expansion of
knowledge»ﬁith such men as Copernicus, Kepler, Galileo,
Descartes, Spinoza, and Hobbes, whose ideas could not have
developed in the medieval period because of the domination
of religious dogna.

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

The Rbmén 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 bLerms, of saving for investmeﬁt$
in order to increase material well being. "Behavior of
individuals in'conformity with what was acknowledged to be
the welfare bf society rather than the dictates of the

Church regarding the faithful observance of the sacraments,



became a greater'concernvin Western culture than it had
been earliero”l

Humanism was a third important development of this
transition period in the fifteenth and»sixteeﬁth centuries.
It too came about partly as a result of the West's conbact
with Eastern learning during and after the Crusades;

- Humanism was an intellectual movement which had, at its
center, an inberest in the ancient classics énd through -
them a concern with the things of this world;

' The Protestant Churches were organized broadly on
national lines, and the universal power of the Church of
Rome was destroyed; A centralized power aimed at the
glorificatibn_of the state replaced the separate policies
of the Church, barons, guiids and other locél'orgéniz_ations°
The outcome of the centralized power's aim to glorify the
state is commonly known as mercantilism.

The Protestaﬁt ethic, huménism, and the rise of
states with centralized power all combined to begin the
transition in the traditional society necessary for the
Wore—conditions for take-off."? Other things had to .
éhangé or develop in Britvain énd-other Western European

countries before the preconditions for take-off Would-be

1, Shepard B. Clough, The Economic Development of
Western Civilization (Wew York: McGraw-Hill Book Company
Inc., 1959), p. 121,

2. W. W. Rostow, The Stages of Economic Growbth
(New York: Cambridge University Press, 1960), p. 6.
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complete; Institutions for facilitating commerce and
tréde, 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 alsd have to change many of their attitudés 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.

Many ascetic codes must change or be modified.
Among the codes ﬁéeding modification are those which say:

1. There is special virtue in consuming less.than the
rest of one's fellows; | :

2. People should learn to control their natural‘
desifeso,

_,5; The earning of a living consumes time which might
be given to meditation or religious exerciges.

4; Earning a living sometimes'brings}oﬁtraggreSSive
tendencies toward.one°s :E_‘éllowman9 and 1t is better
to avoid this temptation by confining oneself to
consumlng as little as one’ can manageo

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.

The attitude toward wofk iﬁ many countries nust
change if economic deﬁelopment is ©to proceed. -Hany peoples
ih ﬁnderdeveloped landslwill work only long enough %oimainr
tain a subsiétence living for;their families;: When they
have earned enough td do this, they quit workingvuntilvthey
need money again. For the econbmies of manyaeountries to
develop, the individuals in these countries must be willing
to maneuver‘economieallys 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‘p1ace'to another if the occasion demands it.
Taboos such as the Hindu's unwillingness to kill a sacred
cow or a beas?t ofrinferior’quality must be changed. - Taboos
relating fo the sorﬁ of work‘woﬁeﬁ do and to birth cﬁntrol
need to be modified for more rapid economic development.

- Many undefdeveloped countries are burdened with the problem
of exteﬁded families. An individual is less wiliing to
work if he knows his earnings ére,to be spread among -
numerous reélations and to be of little benefit to himself
or his immediate family.

There are many_other custons and attitudes held by
people_injunderdeveloped_nations which must change before
These countries can have any real economic growth;. Some

nations have made the necessary transition from the
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traditional socliety to a soéiety with an outlook which‘is
.conducive to economic development; in others changes of the
magnitude-ihvolved in the'Wéstern Renaissance and Reforma-
tien must bGake plaée before it is possible to have economic

growbth to any measurable degree.



CHAPTER ITI
THE ECONOMIC DEVELOPMENT OF ENGLAND

.In‘spite of the fact that no country’s economic
development has ever completely_corresponded to the
principlés of classical economics set forﬁh by Adam Smith
and other early economists, the economic development of
England followed the cla331cal pattern more closely than
did that of any other country.

In England, the end of feudalism came when the
lords began tov"epclose" the pastures which had previously
been "common land," a process which éventually forced the
peasaht 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
eighteenth and early nineteenth centuries;l They were a
| powerful force in ending the manorial syétem and beginning
a market society based on money; This change was gradual
buﬁ often accompanied by strife and bitterness, as
feudalism, whiéh had been a legal, political, and social

organization, gave way to a socleby with a different set of

1. Robert L. Heilbroner, The Making of FEconomic .
Societ (Fn%%ewood Cliffs, New Jersey: Prentice-~Hall: Inco,
s PPo -6

13
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laws, customs, and political institutions which later
became known as capitalism;

England experienced an "industrial revolution" from
approximately 1540 to 1640.1 This revolution laid the
foundation for the gregter apd morelwidespread "industrial
revolution® in the eightéenth and eérly nineteenth
centurieéo New techhological methods of production stressed

the output of staple goods for mass consumption. DBusiness-
men learned that they could make greater profits by |
producing for mass consumptlon than by producing luxury
items for a select few. Thls brought about a
concern for the purchasing power of the
masges, for continuing investments in producers“
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 developlng cheap materials to take tThe place
of expen81ve ones.

In 1536, and again in 15399 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 §rofits; Thisrencou:éged'businessmen to under-
take new :.'Ln.ves*i:men,tso However, the difference between
prices and wages was not enough to damagé'drasticallyrthe

3

purchasing power of tThe masses.

1. Clough, p. 165,
2. Ibid., p. 163.
3, Ibid., po 165.
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During this era of enclosures and the beginnings of
a cépitalistic‘system'there were five major developments in
England and Western Europe: "(1) great economic growth,
(2) an enormous increase in the use of money, (%) the
expansion of trade oVér long distances, (4) the acquisition
df colonies overseas, and (5) the rise of national
statesc“l The economic theories of the time tried to
explain~how7grOWth was éccomplished and fhé‘place of money,
comﬁerceg production, and colonies in achieving growth.
The theories of'the time did not have as their primary goal
the direct welfare of the individual, but rather, the
Aeconomic strengthening of the state so that centralized
coﬁtrol and military power could be increased. This
economic state-~building was known as mercantilism. The
state, primarily by means of regulations to attain its
desired ends, inﬁerfered in all phasés of economic life.
On. tﬁe surféce this did not seem to be a new development, -
but the degree of 1nter£erence was new, since the state did
an exten51ve amount of economic planning and exerted a high
degree of control over private economic planningo This was
the situsbtion 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. Deseribing life in Englend 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, soclety
presented itself as a brute struggle for exist-
ence in its meanest form. Outside the drawing
‘rooms of London or the pleasant. rich estates
of ‘the countries, all that one gsaw was rapac-
ity, cruelty, and degradation mingled with
the most irrational and bewildering customs and
traditieons of some still earlier and already
anachronistic day. Rather than a carefully
engineered machine where each part could be seen

- to countribute to the whole, the body social
resembled one of James Watt's strange steam
machines: black, noisy, inefficient, dangerous.

- How curious that Dr. Smith should have professed‘l

"~ to see order, design, and purpose in all of this.

Adam Smith found in the market mechanism a self-
regulating system for society“s'ordefly 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 spmething'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. Heilbrohner, The Worldly Philosophers
(New_Ybrk: Simon and Schuster, 1961), p. 29. _ '
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of the market;; England still had corn lawssl tariffs on
imported goods, and bouﬁﬁiesvbn goods being exported;

There were manufacturers who combiged in order to maintain
prices at artificially high levels; and there were aésocia=
tions oi joﬁrneymen who‘resisted competitiqn when it would
result in a decreése in thgir wages. .Smith objected to all
these'interferences With the free working of the market
mechanism. |

However, eighteenth century England did approach
xthe médel seﬁ'for it by~Smith; Most factbries were smallj
prices changed as demand changed, and output and occupa-=
tions weré Qhangéd as pfices changed; | ‘

Smith feit that the leaétAgpvernment was the best,
| and was opposed.to ’che»inte:cference9 by governments, with
Vthe free workings ofmthé‘garket; He opposed restraints 6n]
imports, béuﬁfieéfgﬁ“éxpdrﬁs9 governmental interference
which sheltered indﬁstry from competition, and government
spehdiﬁg fdr unpréductive'purposeée According to Smith,
There are three proper functiohs of government; The first
is to protect society from violence and invasions from
other societies. Thé second ié to protect’members’of_a
soclety 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 publlc Works whlch "are of such a nature, that the
proflt could never repay the expence to any individual or
small number of individuals, and whlch 1t therefore cannot
"be expected that any individual or small number of
1nd1v1duals should erect or maintain. "l

’Adam Smith wrote at the beginning of England's
Induétrial revolution. Since England was the first country
to‘enterlthe process of industrializavion, there was no
moaelrfor it to fo1low; Ne other coﬁpﬁry had ever gone
through the indusﬁrialization.process9 and therefore_
| England could not learn from the mistakes of others or
copy successes of others.

The Industrial Revolution in England had.9 however,
its‘antecedeﬁts inkearlier times. Economic historiéns
generally agree that the new‘machines and methods of
 production came about throﬁgh the contributions made to

‘méchanics in anciént times{and by the work of men like
.gLeonardoida Vinci in the area of-mechanical.experimentatiop;
‘The Industrial Revolution was also a result of the develop-
ment of big mérkets in the seventeenth century and the
‘growth'of largelsavings an@uinvestmgnts which in turn were
nade péssible_through money and other instruments of

exchange and oredite.

1. Adam Smith, The Wealth of Nations (New York:
Random House9 Inc., 1957), Po 6810
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Everywhere there was ev1dence of a greater de51re
‘for economic 1mprovemente‘ A new class of wealthy men was
-to be foundo The members of thls class were dubbed
hbeufgeoie“»and they beeame the chief patrons of the arts.
The mngllsh Whlg party, Whlch domlnated the political life
of the country durlng thlb perlod9 acqulred its strength
from this greup@ Practlcally all the Prench phllosophers
of the Age of Reason came from the bourgeois class9 and,
in a subtle way, they preached the w1sdom of materlal
1m.provemen‘c° ‘”he de31re for materlal wealth came not only
from phllosophlcal reasonlng9 but also because acqulrlng
wealth was about the only way a commoner could rise in a
society‘dominated by nobiiityo As people left the.EOuntfy
and moved to the cities in order to acquire wealth, the
desire for economic deﬁelepmeﬁt‘resulted in saving and
investment and more goods, and this resulted in the-desire
for even more gpods;

However, not everybody acquiredrweaith° There was
a large destitute.labor force. With the'Industrial Revo-
lutionrcame the largest movements of population the modern
world had ever kuown. Workers, K in England moved from rural
»areas to the cities and some even moved to other countries;
Who;e families worked long hours in factories and mines,
and;'alfheugh conditions were terrible, cenditions were
'probably.no woree_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 improveménts tb increase their productivity.

There are a number of reasons why Britain was the
first éountry to ihdustrializeg The conditions present
pérmitting mechanization‘and increased economic growth
were: )

(1) a desire for maberial betterment, (2) a

considerable knowledge of mechanics, hydraulics,
and metallurgy, (3) capital for invesbtment, (4)
a demand for more goods, (5) raw materials in
sufficient and concéntrated 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.

These conditions were present.to a greater éxtent 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 mest important, a rise of
men devoted to commerce and profits. Thus- the market had
been widenéd, and with a large market came new types of
specialization and interdependence. There was a new
spirit of science in Europg which brought, during this

time, many innovations in iron-making and spinning, and

the increased efficiency of steam—engines.

l. Clough, p. 260,
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England was thé chief beneficiary of these changes.
It had cottonrmanufacfurihgglCOal and iron technology, the
steam=-eng1ne9 and ample forelgn trade to enter the "take=
off" stage of economic growtho
The Netherlands and France were the other advanced
countrles of Europe at the time, but the conditions in
these cou&trles wére not right for "take-off." The
Netherlandsrwas4h§avily committed to finance and trade, and
did not have an’aaeouate maﬁﬁfacturing~base;. Ffancevwas
pollvlcally and soclally too inflexible. The French, at
the time, were heavily committed to ground warfare in
Europe° Their best'mihds had'to dwell on political, social,
and religious matters;‘rathér than on économic mattersol
England had eafly freedhitself from the Church of Rome; it
had ‘broken away from a guasi-colonial relationship with the
Hetherlands and had gone through a period of nationalism
which had broken down caste barriers and resulted in a
country more concernéd with the possibilitieé of challenges
froﬁ continental Europe thén with classrloyaltieso
| According to Rostow; the economy of Britain reached

matunityg by.18509 sixty years before any other nation°5

1. - Rostow, p; 3%,

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 unigue 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
accunulation of profits; The British government provided
a legal and administrative framework within which private
enterprise could sﬁccessfully operate. Thus the climate
was right for private investment, The savings for that.
investment were aVaiiable$ and England, on the eve of the
Industrial Revolut—ion9 was’mﬁch.more developed than other
countries at The same stage.

?rivate capital played the greatest part in
pr@viding throughécommunicationnfor~wheeledﬂvehicles in
Englando'.Roads in eightéénth century England were builb
an& maintained by the parishes. The parish authorities
relied heavily on compulsory labor. The early turnpikes
were»usually undef joint private and public management;
they were financed by private loans secured by tplls; By
the 1830°'s the turnpike trusts were disappearing, but they
had méde a large contribution to England's industrializa-
tioﬁol

 Canal building was handled almost exclusively by
private joint=stock cém;panieso The improvemehts to

harbors aﬁd rivers were controlled by the government, but

1; Edward S. Mason, Economic Planning in Under-
developed Areas: Government and Business (New York:
Eordham_University Press, 1958), p. 28,
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private interests provided the piers and other loading
facilities unull the late nlneteenth century. Shipping was
entirely in the hands of prlvate enterprlseol

All of the English railways were built by private
investors. The only aid the state provided was to give'the
railways.fhe right to buy land com.pulsorilyo Eaximum‘
railway rates were set by the state from the beginning, but
they‘were almost alwéys too high to be operative;2

Private investors were predoﬁinant in the building
of gas and wéter ﬁorks_and they wére foremost in providing
electricity when it'became feasible (althougtharliament
had given pridrity to municipal undertakings);5 Even in
the field of edueatlon, private investment was dominant.
As late as 1858, the government share of school flnanclng
_Was only twenty—flve percent. .The remaihing money came
_from fees and prlvate subscrlp’clono4

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

- for the facilities to be built.

1. Ibid.
2. Ibid., D 29.
3.  Ibid.

4, TIbid..
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Adam Bmith's free trade docbrine was supported by
other elassical economists in England4aThomas Malthus9
David Ricardo, John Stuarﬁ Mill, and later Alfre&'ﬂarshallo.
There were also French supporters ofvfree‘trade, suéh as
the economisté Jean Baptiste Say and Frédéric Bastiat .who
supported the free trade theory. Smith stressed.the e
advantéges to be had from division of labor and, conse=
'quently9 free trade, which would expand the division of
labof‘fo other countries. In this way countries could
produce those goods for which they had an advantage;
During;SmithQS time and léterg'England had such teéhnoé
logical advahtages over the other natiomns that it had
little to‘be afraid of. Even the businessmen of the time
wgnted~f§éé tfédé sé'fhatvthey‘could buy more cheaply or
Sénthat theyiwould bé able tb sell their produce more
easily. : _
| France and England signed the Eden Treaty in 17864
The Edeﬁ Treaty was a btrade agreement in which each
country agreed to lowéﬁ tariffs on a few.of the products
o: the ofhe:; France agreed to lower.its tariff on
British textiles? and Britain9rin turn, would lower its
tariff on French wines to the levél of the tariff on
Portugpese wines. Howew}er9 shortly after the treaty‘was’
signed, tﬁe French Revolution broke out (1789) and France
was embgoiled inﬁfqreign wars until 1815, when Napoleon

was_defeated at Waterloo. These wars'resulted in what is
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known as the "Cbntinental 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 méans; England adopted retaliatory measures and
encouraged shippers to break the blockade. In the end,
Napoleon 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.

Thé Eden Treaty was the beginning of British
efforts to .abolish trade restrictions. In spite of what
appeared to be a universal policy of protection,. the:e were
arguménts for free tradeo’ Those who were involved in
commerce and industry took a firm position on freer trade;'
The Corn Law of 1815 was revised steadily downward until

Peéll

abolishe@”it in 1846.

From 1660 until the middle of the nineteenth
century, Britain had Navigation Laws which were added to
and changed often. In 18#5} the Navigation Laws were
~codified for the first time, and at that time they were
interpretéd s0 liberally that there were virtually no

navigation restrictions on trade originating in Furopean

countries. Restrictions on trade with Asia, Africa, and

l; Prime Minister from 1841 to 1846;
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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
.adoptioh were strong enough to bring the agriculturists to
their kneeswﬁl With théﬁincrease in industry and trade
the British Government éould afford free trade.

Englandkwas the first country to go through this
process of economic growth. There were both advantages and
disadvantages to'this sitﬁation° Since England was more
industrially developed than other countries, it had a
definiﬁe 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; Most of the
technical innovations of the timé originated in England9

and there was no such thing as foreign aid to assist in the

~process of growth.

_ 1. C. R. Fay, Great Britain From Adam Smith to
the Present Day (New York: Longmans, Green and Company,
1928), p. 44,
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The state assisted the economic growth of England
by providing a peécefulg‘efficient climate iﬁ which growth-
cbuld take place; The state re&ucéd public finanpe to a
science, built a civil service free of corrupbtion, supplied
the country with a sound currency, but did not embark on
‘banking*actiﬁities aside from receiving savings through the
post office. The state proﬁided a postal system, butb
improvements of_this system came from private ihdividualsQ

Britain pursued its free trade policy uﬂﬁil,after
'Worid Wér I. Prior to the war, the world had depended on
Lancashire cotton, Cardiff coals, and the London‘money;
market. In this situation free trade was justified. Butb
the age of British’sﬁpremacy péssed with WdrldAWar I, és
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 benefieial for the
economic development of England in the late eighteenthfand
early nineteenth éenturies was notb necessarily most
beneficial for other nations which were industrialiZing in

the nineteenth century;



CHAPTER IV

THE ECONOMIC DEVELOPMENT OF FRANCE,
GERMANY AND THE UNITED STATES

Intfbduction

The following brief accounts of the economic
develo@ment of France, Germany, and the United States are.
not meant to be a full accounting of their economie
development; Rather, their purpose is‘to contrast briefly
the-economic development of these countries with that of
'Britainy and to demonstraté the fact that each country
nust temper whatever system of economic development it
chooses to fit its own particular situation. All four of
these countries, Britain, France, German&, and thé 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 centufy9 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 ofvthe.traditional socliety

28
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ain that country; The revolution asserted the claims of
COmmon men to 1iberty 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
intellectual;apd econdmic preparation for'the revolution;l
o Frénce, like Britain, went throughba stége bf |
mercantilism which helped to Strengthen the state and
prepare it for the industrial revolution. During the
reign of Henry IV (l589wl610) reforms were introduced which
materially aided the French economy. These included
refqrms in the collection and disbursemeﬁt of taxes, the
building of roads and canals, and the encoﬁraggment of

better methods in agriculture;?

Under Gclbert,5 France
built a merchant‘ﬁariné and a‘navy; its shipping facilities
were improved'and béunties‘wereigivengﬁgvFrendh shippers
'andAshipbuilderso Colbert promoted succeséful trading
oompanieé-and‘thefFrénéh colonial empire was expanded.. In
attempting to free.Frangé of dependence on other éodntries-

for certain goods, Colbert indueced craftsmen to immigrate

to France, offered bounties to. encourage domestic

' 1. Rondo E, Caméron; France and the Economic
- Development of Europe. 1800=-1914 (Princeton: Princeton
~ University Press, 1l96l), p. 5.

2. John Fred Bell, A History of Economic Thought
(New'York; The Ronald Press Company, 1953), p. 101.

3. . Minister of Finance under Louis XIV.
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productlon$ and ffeed~privileged manufaeturers'from .
statutory regulatlons and the superv151on of gulldsol

.. The first‘sclentific school of economies began in
France in the middle of -the eighteenth-century, and its
'proponents were called phyeiocrate; "Physiocracy" means
"rulé of natureo"' The physibcrats believed that there was
a naturai ofderrwhich prevailed over all‘offman"s activi=
ties. The theme'of the physiocrat writers was minimized
regulatory conﬁrols and maximized freedom and their motto
was "laissez faire et laissez passer: le mende va de lui=
méme . " This was later to becomé one of Adam Smith's
'theeriesaf Physibcratic doctrine and Adam Smith"s,#heories
closely resembled one enother,in many respectéq Mueh of
the revolutionary 1egislation concerning economic affairs |
was taken from the theories of the physiocrats. Butb French
economic development dld not resemble the Engllsh <3.evelepv== _
ment, even in theory, because French economlc policy
recelved its deflnltlve stampg not from the revolutlon? but
from Napoleon.

Mereantilism and phjsiocracy'were just two of the
changes that oCcurred before the French Revolutiono. The
French government had prov1ded the country with the best .
highway system in Europee France had canals also,’ buﬁ most

of them Were built after 1820. The rising number of French

1. Bell, p. 103.
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manufacfurers demanded and received protection from the
more advanced~and'better=eétablished British industries.

The miningvlaw of 1810 replaced an earlier liberal
law; it’staﬁed thatAunderground_minerals belonged to the
public domain. The law also faﬁoréd large.industfialists,
allowing them to obtain goverhment concessions and finance
expénsive eqﬁipmento Napoleon cr;ate@ the.Cdrps des Mines,
a group composed of skilled engiheers, to-supe:vise thé new
law. The government remestabiished the Bourse, a quasi-

- official institution which regulated financial transac—
tions. - In 1902, the Bank of France was reorganized for
gréater government control. It régulated the éupply of
woney by altering the discount rategland it controlled
credit by determining whether %Q'accept or refuse commer-

1 fhe chembers of commerce (again

cial paper for discount.
quasi-@fficial bodies) were re-established and gave large -
'méfchanﬁs and industrialists an op?ortunity to take part
'inithe fofmatioﬁ‘df eboﬁomic polié&g In the ﬁame‘of

» public health. and order, butchefs and bakers were regu-~
'latedég .

| The Napoleonic cod?s, which were the first;

suceessful attempt at compfehensive codification since the

Code of Justi:ﬁian9 laid the foundation for a capitalistic

1. Clough, p. 357.

2, Cameron, p. 29.
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‘socieﬁyor The c1v1l code, eruten by mlddle class lawyers
rand aurlsts, sp601f10a11y sanctloned freeéom of comiract
and gave wvalid contracts Lhe force of law. The civil code
also recognlzed the blll—of~exchan@e and oﬁaer forms of
commereial papero It snecifically authorized loans at
1nterest==am 1mporﬁant step for a Roman Catholic countryol

French commerclal pollcy before 1852 hindered the
development of 1nternatlonal economic 1ntebratlon and '
failed 1n.promotlng domeSulc 1ndustry and a@rlcultureo
Most of the duties lev1eé on imports after 1816 were
specifiec in amount, and although prices in general decllned9
the relative prlces for Frenca consumers and purchasers of
A'raw materlals 1ncreased.° The probtective system, wn;ch,was
‘supposed fo.éncouragé inﬁérnal economic development,
réwarded some:industriés9 such as agriculture and.coal, out
of propertion to their value and thus retarded the transfer
of capital -and labor to other industries where theif
.'prbductivity would hévé been greabter. In addition, Ffeﬁeh
tariff pelicy prbvoked retaliation égainst French indus-—
trles from Germany9 Italy, and bhe Low Countries.

Trance went through a perlod of relatlve econonmic

stagnation.while the Bourbons were in power from 1814 %o

1. Ibid., p. 30.
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185001 ‘When Napoleon III ceme to power, this period Was
ended° Napoleon IIIL and the Second Empire took away most
of what polltlcal llberty tﬂe French people had enjoyed,
but the loss of freedom was replaced'w1th material pros-
perity. Napoleon III, during his exile in Britaizi9 saw
“the British take the final steps in the direection of
‘complete free trade, and he wanted France to move in ﬁhé
same direction. From 1853 to 1856 the dubties on iron?‘
steel, wool, and some foodstuffs wéfe‘lowered by govefnhv
mental decree. Furthermore, some articles which had 
previously béen'prphibite& were now admitted with duties.
In January of 1860, the Cobden~Chevalier frea#y Was
published. In return for'British concessions, the treaty
removed all French prohibitions on impofts of British
gqodso France was then committed to érpolicy of moderate
'protection;' In thé following years Ffance made treaties
with virtually every important tradiﬂg natiéno In this
way‘the French government exposed French industry to
international competitiono Monopoly profits in céél.and:
iron productlon were ellmlnated, and French 1ndustry was
flnally able To have profitable access to basic industrial
raw materials. However, the French Tnlrd.Republlq

‘reversed the free trade policies in 1871,

1. Alexander Gerschenkron, Economic Backwardness
in Historical Perspective (Cambridge: Harvard Unlver31ty
Press, 1962), p. 1ll.
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French industry received a powerful impetﬁs from-
‘ newvbanking teéhniqueso Financial organizatidns were
created which were designed to build railroads, canals,
and factories; drill mines; cénstruct ports; and modefnize
cities. The bénking institution which was responsible for
all this was the Crédit Mobilier. It not only provided
funds for expapsion; but also forced the old banks to
change their practice of merely floabing government loans
and fereignreichange transaction to a policy of'financing
industrialization. | |

The éircumstances of development in England and
France were what gavé rise to the different types of
banking practices in the two countries. England had been
able te finance her industrialization without any substan-
tial recourse to borrewiﬁg from banks for long-term
invesbtment purposes. Ehgland‘s more gradual industriali-
zation process and its accumulation of capital from earn-
ings in.tradé and later from_indﬁstry itself lessened thé
need for institutions which could supply long-term creditb.

French development also differed from British
development because of the differénce‘in the ideologies of
the two countries. ‘Many of the men who were economically
and finanecially influential under Napoleom IIT belongéd to
a group known as Saiﬁt~81moniaﬁ‘sbcialistso‘ Many»of'the
views they held ﬁere 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
the public gooéol Followers of Saint;Simen expanded and
redefined his docfrines éo that they incorperated many
socialist ideas, including abolition of inheritance and a
system of planning designed to direct and to devélop the
economy of France; Foilowers of Saint-Simon stressed the
importanee ofvindﬁstrialization and the importantrroie
that banking had as an instrument of organization and
development of the eoonomyeg | | | |

France needed more than the hope Qf high profits_A
and bétter allocation of resouices,‘for, when compared GO
England at the time, France was an under&sveloped nation.
It was logical for England to be'a free trade naticngﬁbuﬁ
mayny Frenchmen felt it was wrong for ﬁrance; The great and
sudden industfialization of Franee.called for a “ﬁéw Deal, "
and; theréfore9 "capitalist indastrialization ccntinued

under the auspices of socialist ideologieso"5

Gmmw@_

German tribes which disglayed various degrees of

power and influence had existed since the days of the

1. Bell, p. 364. |
2; Gerschenkron9'po 23,
%,  Ibid., Do 25.
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Roman Empire, but there was not a unified Germany,until
1871L. This meant that Germany,‘as a opnified nation9 was a
1ate‘cbmer to-the process of industrialigzation, when
compared to oﬁher Western Europegn-nationso Germany, or -
what was later %o become Germany, like‘Briﬁain andvFrance,
weﬁt through a étage of meréantilismo German mercantilism,
also called cézmeré.lism9 was an important conditioning
factor which affeeted later German development. _

The philosophér Pufendorf laid the foundation for
cameralism with hié ﬁheory'of natural rights. This'%heory
stated that no interferéncé betweén a ruler and his beople
would be tolerated. The theory of natural rights Justified
the ending 5f thé.power of the cfaft guilds becauée they-l
were a group which stood betweeﬁtthe people and the ruler.
The theory also provided Justification for sﬁate inter-
ferencenin the life of the}peopleo_ Oameralism, which
prévailed in Germany fér 505 years,vbegame a theory of -
, pbli%ics more than one of‘écondﬁicsg‘although econoemic
conditions éndvﬁurpqseé did play a part'in its adoption.

| The.Gefman economists of the late eighteenth_agd

early nineteeﬁth centuriesAknew of Adam Smith's work, but
few supporﬁed Sﬁith's free trade poiicyo Vﬁost of the
economigts of the timé were stillrabsorbéd with camefalis-

tic principles, and . therefore, when they nade references

1. Bell, pp. 107-108.
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to Smith and the Wealth of Nations, it was often to

disagree on elements of state regulatioﬁ;'

Friearigh List was one of thé foremost German
crities of classical economiés andof AdamuSmith; List-
‘believed that each coﬁntry héd‘to develop along lines best
suited to its particular sitﬁationo He did not deny ﬁhaﬁ‘.
England's»developmeﬁt~was correct fdr the English ecénomy9
but he did deny that the same methods would be best qu
Germany; Thus List héld the view‘that development should
be along the lines which were in the greaoest 1nterest of
the s‘caue9 Whlle Smith regarded the best interests of the
individual as conduclve to the best interests of the state.
Concerning fbfeign trade, List felt that "If 21l nations
werelin a union‘of in a confederation as a guaranty of
perpetual peace, the principle of internaﬁional free trade
would be justifiedg"l Since no such unioné exiéted, List
félt that nations must uée their.trade relations to build
~up thelr own economy. LiSt believed that there wag a need
for governmental‘development'of railroads and a protective
traiff for néscent German'induStryo It anpears that avst
as Adam Smlth knew hls country and his tlme9 50 too did
‘Erledrlch LlSto Although German economlc aevelopment was
very dlfferent from that of Brltaln, Germany was an
advanced 1ndustr;al_and commerclal nation by the beginning A

of the bwentieth cen‘l:uryo

1. Ibid., p. 310.
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When Bismarck formed the Reich in 1871, Gérﬁéhy was
not a poor agriculturai country. In 18'719 the éeh%er of
industrial powef‘was west of +the Rhine, butb Gérmanj had
begun to show its power before then, In 1853 the beginning
of the Germén.Zollvereiﬁ,WQs fofmed‘and by 1852 it iﬁcludeé
neafly all of what was to become Germany. The German
Zollverein was a coﬁpleﬁe cusﬁoms_nnidn;' Thefe wéfé'ng
tariffs between the member étates9 Eut there were éusﬁoms
barriers between the member states and other natlonso
~Although there Was No COmMMNON CUrrency and no freedom of
.movement or settlement among the member states, the
Zollvereln.was a powerful impetus for economic developmento
Forelgn factors also contrlbuted to- the economic
development of_Germanyo- "Some of these were: the agrarlan
reformé of the Eapoieonic Era; the influences from.fhe -
French domination over WéSterﬁ Germany; and tThe influx‘of
- British canltal and British enternrlse wl
| For Germany the flrst rapid perlod of development
was ffom_1848 to.1857. Thls was the perlod in which rail-
roads, banks, and heavy indﬁstry'first developedo'ﬁ‘ '
| &lthbughyiin 1871,'$ixtj=f0uf.percent of the people still
lived in the country, German indﬁstry was reiativelvaell
developeq for that tlmeo As in éthér European.coﬁntries;'

state help and state 1n1t1at1ve .concerning the develebment

1. Gustav Stolp#er9 German Economy 1870~l941
(L@ndon* George Allen and Unw1n btdb, ISE0), D. 25. -
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of important industries were important in building up
capitalism. During the mércantilist era stateéowned
"factories" were established, some of which reméiﬂed state
ewnedg In'addition, various princes owned their éwn do-
mains, férgsts9 and:some industrial enterprises. All of
these wére9 in fact, state propeytyo Thus, Germany had a
large sector Qf.its economy controlled by the state.

Germany,'like oﬁhér European countfies; went Through

‘a liberal era and followed a free trade policy. The trend
toward free trade was definitely established with the
signing of the Cobden treaty betweenvEngland an& France in
1860, bubt Germany's era of free trade was short. 1In 1873
Germany suffere& a depression which also‘affected~England;
At this ﬁimé Englahd; becausefof its tthnologicél
superiority, was able to flood the German market with iron
and-irén products at such low prices That Gerﬁan heavy
industry wasuunable to com.péteo In 1879 Germany reinstated
its tariffé and turned away fromveconomic liberalism,
entering a new stage of mercar_l‘cilism° |

| The_first step teken in this new era of goﬁernment’
control was the nationalizaﬁion of the railroéds; In sdme
areas of Germany the railways had always been owned by the
state, but in oﬁher'areas they’had initially been privateiy .
fihanced and owned. Affer Tthe railroads had been hationu
alizédgzthe state-became'more'active as an entrepreneur in

other fields. The slogan of municipal socialism became
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Dopular, and cities "soclallzed“ electric plants, gasworks
and waterworks, bractlon comnanles, and slaughter: houses,
or they erected new plants under their owaershlpol
“Germany.had gradually become an economic system éf miXed
private and public ownership. In this era the foundations
were already laid on which laﬁer the war economy, the |
experimenfs of the Republic, and finally the National

Socialist system could be builto"2

The United States

One 6f the firét prerequisites for economic
development is social changeo The traditional society
must be transformed "in the ways nécessary for it to
exploit the fruits of moderniscience, to fend off dimin-
1sh1ng returns9 and thus to engoy the blessings and
choices opened up by the march of compound 1nberest 0 The.
United bStates was very fortunate, for it belonged to the
small group of nations that were "born free;“4 It was
founded bhiefly By péople'from Britain;'wheré'the change
in the traditional society had airea&y.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.
2o ;gggogxpo 77 o
3, Rostowg'p; 6.
4, Ibid., p. 17.
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for economic growth, and any remnants of a tradiﬁional |
society brought to the United States were soon diSceuraged
because of‘fhe wild and abundant land. DBecause of tﬁis
land and other‘natural*résourees, there were many lhcen-
tivés for economic grbwth9 and gréwth was grea%ly |
acceleratedel

In addition, because most of the early immigrants
to the United States camerfrom Britain, which was_more
economically and technically advanced at the time, The-
United States had the advantage of the skills and té¢h=
nigues these people brought with them. - The United States
also had the advantage of being able to import machiﬂeryi
and otherAtechnoldgy from_Europeo' European countries,
chiefly Britain, invested capital in the Unitéd States,
especially in railroads and canals, and thus aided the
United States infbﬁilding the’éocial overhead.sector of
its economy; ‘

Géntrary to popular opinion, Adam Smith”s‘views
"were not put intd immediate practice in the.United States
in the first decades of its independence. The United
States had btariffs because, as George Washington said in
an address 5efore‘Comgress; ¥The safebty and interests of

the people require that they should prqmote such

1. TIbid.
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manufactures as tend to render them independent of others
for essential, particularly military supplieso“l

Alexander Hamilton was the man most responsible for
American economic policy in the early years of the United
States' independence.

Hamilbton wished to establish a strong central

government drawing its primary support from bank-
ing, commerecial; and manufacturing interests and
dedicating its energies to promoting the growth
of business. His program, which was in the main
enacted, provided for the assumption of the
Continental and state debts by the federal govern-
-ment,; Tthe establishment of a national bank, a
mint, a system of coinage, the passage of tariff
leglslatlon9 and a land policy designed to bring
in revenue to redeem the public debt.=

In splte of governmental eneouragement of industry,
the Uﬁited’States was-stillAprimarily an_agrarian nation at
the beginning of the Civil War;' 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 ecénomy of the United States until after the Civil
Harc " Before the Civil War, buszness units were small.

Host businesses were owned by individuvals or small Zroups o
The typical businessman was a merchant or a banker, not an
industrialisﬁ; Most business activity was "in trade, in

banking, in land speculation, in mining, and in

1. Merle ﬁalhsoa9 Lincoln Gordon, and Joseph C.
Palamountain, Jr., Government and the American Economy :
(Wew York: W. W. Norton and Company Inc., 1959), pp. 95=94.

20 Ibié.dg pc )4'0'
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transportation ventures; such as canals, bridges, turn-
plkes, and later rallroads "1 ( '

By 1850 the modern factory systenm, with‘aﬁtomatic
machinery, étandardized products and Wage labor, was |
beg*mﬁing to épreado -From 1850 to 1880 capitél iﬁvestment'
in manufacturlﬁg and the wvalue of the finished preduct rose
by more. than 400. berceato The grewth of heavy 1ndustry was
especially striking{2 Some of The reasons forwthis rapid,
growth weré the abﬁndancé of natu:al reséurcesg pdpélatiqn
growth which had been écceleratéd by an'inf;ux of immi-
grants, tériff protection for ménufacturgrs, and - techno-
logiéal,advanees in transPQrtationo The railroads plajed
an important‘paft in the growth'of induétry; railréad
construction Widened the domestic market ana,openéd up new
areas for settlement. In addition, the railroads them—
éelves pro#ided a large markét'fer coal and iron.

In the late nineteenth century laissez faire was
thehproféssed faiﬁh'of'many businessmen. Theéevwere ﬁen
who would probably have-agreéd earlier with Hamilbon in his
policy of government promotion and public supported invest-
mento These same bu51nessmen, while prof9351ng Lalth in ‘

laissez faire "demanded and defended land gz:*an*l:s.9 tariffs,

1. Ibid.; pe 5o
2. Ibid.



subsidies, favorable laws concerning patents, bankruptey,
and incorporetien9 and other aids tovbusinesso"l

The rele the ﬁederal'g0vernment ?layed'in economic
development deélined in the niddle of the nineteenth
century, but ¢ncreased agala toward the end of the century°
This time the federal government“s role was to regulatev
transportatlon and communlcatlon and to preserve oom@etl—
tion thfough antltrust leglslatlon° “In effect, the role
of government was to prov1ae an env1ronment and a set of
soclal overhead fa0111t1e59 at the behest of and within

which private eaterprlse could i‘lourlsh.,u2

1. Ibid., p. 50.

2. Douglas F Dowd, Modern Economic Problems in
Historical 13’erspect:x.ve (Boston° Do Co. ‘Heath and Oompgny9
1962), p. 164, ,




CHAPTER T
COMMUNISH

Theflagical‘synthesis to the economic dialectic
predicated by lMarx was a Communist revolution in which the
proletariat wouid overfﬁrow the ca@italists and aésimilate
the means of production and control. Predicting thaﬁ the
cbmmunist revoiutibn would take ?laee inAan industrialized
counfry, Marx believédrthat industrial production.“was a
highly organized integratéd9 interdependént process“l and
that private property was a highly individualized social
system. Feeling that the industrial base necessitated
social plannihg9fand that since private pfoperty depiored
planning, factories andeorkers would clash with capibal-
ists, Marx pre@icte& that capitalism‘would destroy itself.
The capitalistic system was ﬁoa'complexmto continue
without planning; there woﬁld’be crisés, slumps, depres-—
sions, and secial chaos; there would be overproduction in
some aréas and underproduction in other areas. NMarx
assumed that capitalism would breed its own enemy and -
successor;, The factory system created not only mass

produetion, but a ney social class=~the proleﬁariat;

1. Heilbrénef9 The W6rldly Philosophers, p; 122.
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Theorizing that the rich would get richer and the poor
would get_péorera Marx predicted "that as industfy‘
developed9 the workers would grow steadily poorer and more
wretched;"l |

But Marx was proved wrong, for industfy was able to
produce more goods, and the benefits did reach the laborers;
from 1860 to the early 1900°'s prices fell and real wages
rose. JIn addition, Ma:x had dismissed the influence of
political :i.:us’s:i_tuticlms_9 vet political institutions did
intervene. In Britain, for example, with the extension of
the fraﬁchise to the general masses, the state did begin
to intervene in community activities. The government was
pledged to provide increasingly broader seryiceé for the’ |
people, the prdgressive income tax appeared, and Marx was
-directly contradicted--the rich became poorer and The.poor
became rTicher. British socliety failed ¥o cOnfonm'to
Marx's predictions in other ways when 1ndependent traée
unions sprang up and began agltatlng for more Wages9
betber working conditions, and for shorter hpurso

Writing about a communist revolution, Marx had in
mlnd an industrial country such as Englando He did not
talnk that the first successful revolution would occur in

Russia, since Ru331a was far behind the western European

. 1. Barbara Ward9 Five Ideas That Ghanged the -
World (New York: W. W. Norbton and Company, Lnc., 1959),
. P. 126.
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countries in industrializihgo4 Here Lenin's contribution to
communism becomes significant. Ienin's theory ééidlthaﬁ
"since capitalism does mot share its wealth with the
erkersg'thevhome market soon reaches saturation and
industrialists are boﬁn& to éeek for fresh markets and new
areas of proiitabie ihvestmenb elsewherea"l These new
areas (Indiasflndonesia, Africa) are exploited and some of
the wealth fron thése areas reaches the workers in the
imperialistic countries. This, Lenin felt, explained why
there was not inefeasing.misery among the workers of Europe;
Lenin theérized that the édlonial peoples might become |
aware of their national rights, cast out the colénial
exploiters, and "their revolution would begin to break
capitalism where its organizabtion was most frail and could
lead from nationalist téfCommunist revolutiono"2 ‘As far as
Leﬁin.was concerned, foreign investment precipitated
exploitation; he held that Russia, in 19149 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
expléined why the first successful communist revolution

occurred in Russia and why a subseguent revolution occurred

1. Ibid., p. 133.
2. TIbid., Do 134,
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in China, neither of which had the highly'industrialized
economic base Marx.indicated as e_primary'conditioﬁ;

In reality, the Commugist seizﬁre of,géveﬁnment in
Russia and Ghina seemed o have_liﬁﬁle or nothing to do
with capltallsm, since in nelther of these countrles did an
1n@ustrlal working class exn.st9 and the lack of an 1ndus—
trial worklnb class must surely have been obvious to the
revolutioﬁary leaders_in both-SOCieties; The desire for
peace,and 1end reforﬁ were the immediate.advantages_whiCh
theé political agitators capitalized upen;

Modern gocial theory indicates, contrary to the
Russo~Chinese pfonouncements9 that.it'ie possible to
spread the advantages of modern 1ndustr1a11zatlon in a
manner av01d1ng class confllcus and the acute unemployment
which lMarx believed would lead advanced.lnauetrlal soclieties
info oommuniem° Historically, no country with anrindus=
trial bese has voluntarily ﬁurnedAto communism. Communism
has appealed, both in the past and at present, to societies
who were in the tran51tlon phase from a tradltlonal society
to a modern economlcally developed soclety° Communlsm
ofiers these societies a polltlcal and 5061al method whlch
promlseso 1) a unlfled organlzatlon of some of the elite
- who de31re o modernlze the 5001ety, (2) a power base ﬁ
Whlch is capable of defeatlng those elemeats in the 8001ety '
.who wish to malntaln the tradlﬁlonal way of life or who

otherw1se oppose modernlzatlons (3) a method for organizing
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the physical and human resources necessary o produce
‘rapid industrial growth; (4) a framework of security,
-disciﬁlineg'and 6rdér for:those just freed from the:tfadi—'
+ional socieﬁy° "In shért9~communism develops one kind of
uﬁban=based,-modefnizingnelite which can léy claim,tévthe
task of carrying modernization through its decisive phéséo"l
Communism is a political organizatidn which is.caﬁable of '~
_lauhching"and sustainiﬁg the growth procesé in a éociety':
which‘lacks the 1eaderéhip or a program for quernizationo

Russia has had rapid-economic growth since thev
coﬁﬁunists gained control. Yet the economic development df
Russia dbes not clearly indicate the maximum poténﬁial
economic growth of a communist economic system, for in
1913 Russia seemed to have completed its "take-off" and was
on the way to becoming an industrial power; Whether the
initiai impulse}towafd économic growﬁh can be attributed to
eZarist, democratic, or socialist mobivation remains
unclear. |

The economic development of China since the
communists gained power'in 1949 is of greater interest to
today's underdeveloped couﬁtries° The Chinese civilization
&as highly traditionalvand the Chinese, until quité
recently, strongly resisted change; Nevertheless, the

Chinese CommUﬁist Party was mogt ambitious for rapid

~ 1. Millikan and Blackmer, pp;_102~105;
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’changea- Thus, the tension between the old and the new in
China was more extreme than anywhere else in the world;l
Eor centuries China was wealthy and dominated most of East
Asia. But European power forced China to give up her pre=
eminent position and her grandeur; Presently the Chinese
communists are attempting to regain Chinese prefeminence
in the Asian world.

Communist land reform and collective projects took
place rgpidly and smoothly in China if compared to. land .
reform and collective projects in Communist Russia;
Chinese communists took only six years to complete theif
land reform program-~-that is, from the seizure of land by
the peasants to the agricultural commune, controlled by
the state. This same proceés took twelve yéars in‘Russia;
and there it was accompénied by much bloodshed and
violence——a sharp contrast to the relative calm of
collectivization in China. ‘

By 1957 Chinese businessmen.ané traders had lost
all their capacity to act independently and were, in
effect, statbe employeéso Cérrying out re-education pro-
grams which teach that the past was filled with inﬁusticé9

selfishness, and backwardness, the Chinese communists

1. Clair Wilcox, Willis D. Weatherford, Jr., and
Holland Hunbter, Economies of the World Today (Wew York:
Harcourt, Brace and World, 1962), p. 30,
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equate the fubture with equality, selfless service, and
scientific progress.

Tﬁe Chinese economy is a labor-intensive one9-and
new methods'which use labor and save capital have been
devised. Reliance upon. tbtalitarian nethods has permitted
.the authorities %o divert‘physioal'resources and,financial
flows %o reinvestment in capital plant andlequipment;
rather than utilization of economic resources to relieve
the'&esperate plight of the ﬁoor; |

In 1958 the government laUnche@ a campaign for
still more.r&pid\déveloPmento In oraer to adhievé their
goals of a "great leap fofwardgﬂ the government‘instituted
a new form of human organizatioﬁp-the commune. The
theoretical function of the commune was the dismantlement
of the Chinese family, the only institution not yet under
party discipline; The coﬁmunes,~orggﬁized in bofh rural
end urban areas, held from 5,000 to 65,000 people. The
communes made it possible for the party to have highly
organized groﬁps_ef 1éborers which could be put to work
:whprevgﬁbthe party felt they were needed and made %o do
whatever work was needed.

Decisions'pertaiﬁing to the use of resources,
production methods, compositidn of oubput, and investment
patterns are all made centrally by top officials of the
party; Assigning occupations and piaces of residence for

millions of people, the government asserts that the
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restoration of.China"s é%an&img‘in the world and +the
inereased welfare of the Chinese people, all of which will
come in the future, are worth the temporary sacrifice of
freedonm, Justice, security, and plenty;1

- For many underdeveloped nations the Russian and
Chinese methodé of.growth may_ﬁe more attractive thaﬁrany'
Western system because ﬁuchfmgthéds,seem to abbreviate the
transition from‘economicnéaékwardness to modern ecbnomie;
complexity; |

ot that it conbains no disagreeable elements

« o o but it ig important to remember that these
disagreecable elements are lesgss important to them
than to their Western counterparts. To the
Western intellectuals, Communist totalitarianism
means, after all, the destruction of wvalues and

- standards bullt up through many years. To an
Asian, Communism is merely an alternative to
liberal democracy, and an alternative which pro-
duces the desired effects faster. Furthermore,
accepting the Leninist coneept of imperialism,
they feel themselves free of any responsibility
for the unhappy situation prevailing in Ttheir
countries, blaming it all on btheir "capitalist
oppressors."2 .

1. TIbid., p. 100.

2. Zbigniew Brzezinski, "Politics of Underdevelop-
ment," The Underdeveloped Lands: A Dilemma of the Inter—

national Economy, ed. DeVere E. Pentony (San Francisco:
Chandler Publishing Company, 1960), p. 45.




. CHAPTER VI
UNDERDEVELOPED NATIONS TODAY

"It is only today that it has become possible for
the first time even to imagine a whole world consisting of
peoples who have in the fullést sense entered history and
become the. concern, no longer of the cologial é&ninis=
trator or the anthropologist, bubt of the histeriaﬁoﬂl
What has brought ﬁhe areas of the Fastern and Southern
.WOrléﬂiﬂtO hist@ryAis the procéss of economic developmehto_.
The ﬁérld is now in the midst "of é World;wide sﬁruggle to
escape from the poverty and misery, and not less from the
negle¢t aﬁd anonymity, which have heretofore éonstituted
”life‘ té the vast majority of human.beings;"g.

| >'Teday there are,o@er ore hundred nations and about
fifty territories which'aie undefdeveloped;5 »Inclﬁded in
the category of uﬂdérdeveloped nations are all of ﬁéia,
except Japan, all of Africa, all of Latin America, the

Middle East; and parts of Soubthern and Eastern‘Eurépe;

1. E. H. Carr, What Is History?, p. 199, as quoted
by Robert L. Heilbroner, The Great Ascent (FNew York: Harper
and Row, Publisher, 1963), p. 9. : ' ‘

2. Robert L. Heilbroner, The Great Ascent (New
York: Harper and Row, Publisher, 1965), p. Y3.

3. Ibid., D. 28
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The average annual income in these countries varies7 but in
most cases 1t 1s less than $100 a yeargl

Each of the underdeveloped countries has its unigué
disadvantages which hinder economic deveiopment° In some
it is climate; others lack natural resources; in s%ill
others it is social or religious customs. Each country
will haVe $o learn to cope with its problems if it ;s to
achieve economic development.

We have not yet reached the stage where economic
development can be considered natural. In fact we are far
froﬁ it; economic development is a phenomenon that has been‘
achieved in only alsmall portion of the world; For most of
the countriés which have adhieved it, economic development
was avnatural outcome of their situation. Cultural and

political forces combined and provided the impetus ior

. economic development. In boday's underdeveloped countries

the culbtural and political forces necessary for economic
growth are not present in sufficient quanbibty, and yet the-
people, or many of'the people, in these countries have

been exposed to the'advahtages that economic development
brings, and they want ﬁhese advantages; The underdéﬁelcped
countries have learned of the advantages of the Western

way of life by means of the demonstration effect.

1. Ibid., pp. 29-30.
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‘Although each underdeveloped country has its. own
unigque problems, there are many characteristics shared by
all of them. In all of the underdeveloped coﬁntries, human
labor, Jjudged by Western standards, is unprbductive; The
low level of agricultural pfoductivity is largely due to
two cir@umsfancesc The first is the low.man—land ratio; in
most backward counbtries the farmer has a very small.plot‘of
land +to cultivate. In many parts of India the average lana
‘holding is less than an acre. The second factor contrib-
ubting to low productivity is the lack of capital and ‘the
inability bo apply capital Lo the producti've‘prbcess° The
underdeveloped nations lack capital in all areas, not
merely in the area of agrioultureo The social attitudes
ané institutions which create capital are aléo miésingo
The economies of the underdeveloped nations are not capiﬁal
generating. -

In most of these countries a class consciousness
exists, and those who belong to one class have nothing in
common with those iﬁranother class. In most of the under-
developed cdﬁﬂtrieﬁ fhere are only two classes,. the fioh
and the poor?_andvby far the largest majority are meﬁbéfs
of the poor class. The rich class in underdeveloped‘
countries is usually a land-based claéS’with little or no
interest in change or "progress." Economic development is
dependentzen an'“econoﬁic“ pbpﬁlétiongithat is, "prquc—

tion-minded farmérs, industrial workers, enterprising
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factory managers, helpful gevernment officials;“l Bconenic.
development cannot begin‘on a large scale until these do
existe.

Economic underdevelopment has many causes; the term

"vicious circlesﬂiéxpresses-the‘situation well.

Tt 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. The Troubles
of underdevelopment feed upon themselves; one can-
not easily attack one of the shackles of under-
development without contending with them all.2

Most 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. 4t that time nearly all of
Africa and Southeast Asia were directly dominated by
Western nations. Chiné was expibited by many Western
péwerso The only area which appeared to be politically
independent was South America. However, even South America
was greaﬁly influenced by American, British, and Furopean
capitalo The colonial rulers brought roads, railways,
docks, mine equipment, warehouses, cranes, and many other

" tools of modern industry to the colonies, but areas of

in@ustrial-activity'remaine&, for the most part, isolated

from the indigenous pe@plesg

"1, Ibid., Pe 53
2, Ibid., p. 59.
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The Western countries brdught theif own law and
order with them; "In many cases 1t 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 peoples'’ growing'awéreness of their backward
situation'was the educétion it provided for g few of the
indigenoué people; A few of these people were sent To
Western countries to study. In the United btates, ungland.9
Holland, and France they learned sbout democracy, equality,
liberty, and economic progress. When these people returned
to their éwn countries, they preached the ideals they héd
learned in thevWést; The dfive fof economic developmént is
the result of the contact between the backward céuntries of
the South and the Eést and the highly developed éount:iés
of the West. "

Exposure to Western Wéys of life and to Western
ideas also rééulted in.a new nationalistic feeling in thg
coloniai countries. Colonials who were educated in the
West learmed of the Western ideals of equality, ﬁaterial
progress, national rights, aﬁd national independence. When
the students returned to their countries, théy 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
' béing oppréssed‘by the Western nations led tovﬁolitical
upheévalsa. Fost 6f the colonial countries have now been
given their independence.

In most cases Western nations ald not acqulre
colonies for the polwtlcal prestige 1nvolved they acqulred
colonies for: (1) trading, (2) obtaining cheap basic raw
materials needed for préduction9 (3) markets for théir
goods, and (4) outlets for their surplus populatidn; The
fesult of this for mény colonial countries was that the
imperialist mnations developed one sector of the colenial
economy;. The Middle Bast becamé an oil field, ﬂalaya a
rubber plantation, RhodeSié a copper mine;, The nabtural
resources of these areas and the international division of
labor encouraged Tthis type of development. Bub The direcal
tion of the colonial economyrwas deterﬁined by the Wesﬁern
overlord and not by,the colﬁnial people, and the beﬁefits
of sﬁecialized indﬁsﬁrial production did not reach the
majority of Tthe colonial péople?

Thus what industrialization theve is in most of -
the underdeveloped countries 1is very oaéusided, ‘Most of
these countries have one-crop economiesg; that is,'they are
dependent on’only one crop for fhe majér portion,of,théir
exports. This placeé them in a bad position so far as
inbernational 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
countbry. As the Western nations become more technically
advgﬂced they iearn to make synthetic‘materials which théy
substitute for the raw materials they have yré§iously_been
importing. The result of this tendency is, in general,
that the price of raw materials oﬁ the international market
has been dropping in the last few years. -

The population problem that most of the under- -
developed countries are facing'today is also a result 6f
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 medicline are
relatively inexpensive and easy tobintroduce into an underai
developed nafiono In the Western nations population growth
| remained low unbtil economic growth started. When death
’rates began to decline the population began to increase
faster. But as economic growth contiﬁued and as people
were»able_to séé the aévantages to be had by curtailing
reproduction, the rate of @opulation growth dropped.

The‘population growth is taking place in.the_poof
nations at an earlier stage of development than it did in
the now rich nations. The decrease in the death rate with
ne cofresponding decrease in the bi;th rate is the primafy
cause of this. Thefe afe several reasoné why the birth “

rate has not decreased. In many of the backward cédﬁﬁries
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reople depend on their children to support them in their
0ld age. When the death rate is high it is often necéssérj
for a family to have many children for a few %o 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 inci*ease° This means that the economy as a
whole must grow faster‘than the population indrease in
-order for the people to be better off. For,manj of the
underdeveloped countries this is vefy difficult and some=
times impossible. For many nations any increase in the
ﬁotal national incomé is cancelled out by the po?ulatioh
gréwtho In some‘of the underdeveloped coﬁntries inéome
per capitba has actually goné down in spite of inereases in
the tobal national income. | |

lMany 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
ecoﬁomic 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 disrupbed their traditional society, scorned
their religion and often their skin color; and the Western.
nations had exploitéd them. Nationalism has provided the
leaders of the undérdeveloped countries with a réllying
gfdund and a reason for exposing their people to the
difficult task of economic growth. .

| Becaﬁse the only experience many nations have had
with‘capitalism has been through exploitation and foréign
domination, the tendency ln the past has-often been to
Feject all forms of private capital investment. <For these
couﬁtries socialism is the hope for the future.

| For most of today's underdeveloped countries a
~1arge goverrment sector is needed if economic growth i§ to
take place. In addition tb governmental investment mos?t
of the underdeveloped cbuntriéS»must plan their.econoﬁic
development. Manyiof them lack the institutions necessary
for the accumuletion 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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The underlylng cause of poverty in the under— |
develoned natlons is low Droduct1v1tyo Low product1v1ty
is, in turn, caused by lack of car\ltal° The enly Qa& to
accumulate capital is by saving. But when an‘econom§ is
producing;barely enough fer eubsisfence, it is difficult;
if not 1mp0551ble, to save. Yet sav1ﬂgs must occur in
order %o have economlc gLowtho In many of the under~
develoned countries the government will: have to 1ntervene
and force people to save. The accumulatloﬂ of consumer
goods will have to be curtalled S0 the money can ve used
to acquire capital equlpment° Agricultural workers must
be free to move o 01t1es and work in 1ndustrlal Dlantso
For most underdeveloped countrles this, at least on the
surface, will not be a problemo Most poor countries have
a‘surplus of iaber on.ﬁhe land, If some of these "farmers"
could be induced to move to cities and work in indﬁstry 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 es a result, they would probably havee
increased productivity. This would not result in the
peasant having more to eat because9 1n addltlon to supply—
ing his own family with food, he would now have to supply
food for the 1ndustr1al workers. In many countries the
government will have to 1ncrease taxes in order to keep

the peasant who is still on the land from consumlag his



increased produect himself.  The purchasimg‘power of the
people will also have to be increased so.that they will'be
able to purchase the-increaéed industrial output.

The governmentS'ih underdeveloped countries are
going to héve to play aAbig part in obtéiﬁing additional
savings from their people.. In most unéérdevélOPed countries
there 1s no saveable surplus in agriculbture. If the
gdverbment'wishes to acquire savings from this sector there
- must be land reform, and fhe government will have to seize.
surplus agriculture produce before it is consumed by the |
peasants;u | |

Tt will also be difficult to acquire saﬁings fromv
the working class. In faet, in many poer counﬁries;the
industrial class.may demand tﬁe high wages and welfare
measures which have only recently become possibls in the
rich nations. In this case strict government control may
be needed to force workers to give up part»of their
earnings. '

. The upper‘and middle classes provide the.best |
source of savings for underdeveloped coun%ries; But again_
force may have to be exerted to acquire savings. There
will have %o be tax réforms which will téX the rich more
heavily, or the govérnment will have to fofce the riéh to B
loan it money. There is a potential for increased‘savings :
anong the upper class; but for most of the members of thisA

class inereased savings would mean curtailing lavish
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personal expenditures and"this will probably not be done
williggly; | |

The govermnments of most unaeraevel@pe& couﬂtrles
can increase the flow of sav1ngs°. It Wlll not be easy;
there are mauy Dolltlcal preblems :anolved9 but 1t must be
done if these countrles are golnv to develop economlcallyo

The underdeveleped countries nolt only nee& machlnes 
to produce consumer goeds, they also need machlnes to bulld
machlnesa In the developed countrles the first machines
were made by hand, and, as techﬂology a&vanced, new inneva-
tions were added to those already in existence. The growth
of industrylwas gradual in today's rich countries. But the
poor céuntries do not have time to start at the b(z,-g:’n_%lrai.ng.a
as the older developed countries did. The poor countries
are trying to rush their industrialization. They do not
want to have to walt seve;al generatlons for the advantages
of a developed econ@my; they want the advantages immedi-
ately.

| The underdefeloped 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 ffom_abfoaéo 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.
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Before a count ry can 1ndustrlallze it must have
soeial overhead capitalo It must have roads, railroads,
docks, and schools. In.the early éajs of British develop=
ment most of these facllltles were built by private
capital. But in the underdeveloped countries private
caﬁital is not avallablea In addition to the lack of
privabte capital thefe is aise a lack of entrepreneurs who
would be willing to btake the risks involved. ]ﬁn.England.9
secial overhead facilities were built te fulfili an already
present need; in the underdeveloped countries thesé social
overhead facilities must be built in anticipation of a need
that wili 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
érofit would be too far in the future. If any under-
developed couﬁbry is g01mg to develop it needs gocial
overhead facilities; therefore the government musﬁ bulld
them.

Because most of the-underdeVeloped nations first
learned abeut capitalism'end private enterprise under
colonialism, they distrust it. Bubt foreign private invest-
ment cen play an imporbtant part in the development of the
poor nations. Private capital can result in new capital
assets in ﬁhe underdeveloped countries and would add

directiy to the ?rodﬁctive or export capacities . of the
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natiocn receivihg it. In addition, most of the pri#ate
enterprises pay taxes or royalties directly to the govern~
ments in which they are located, andAthis‘increases the
finaneial 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 thej afe located. The investn
mentvin extractive induétry tends to form a self-contained
commnunity within the country. The number of eﬁployees 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. I1If some of the barriers were
Lowered there could: be mére private investment by foreigners
in the poor countries. There wauld not be a rush to invest
in poor nations, because profitable investment for foreign
capital, as well as domestic capifal, is usually limited in
the underdevelopéd 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 thalt govermments in the poor
countries will play an important part in directing their

economic development; The development of the‘poor
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eountrieS‘ﬁill probébly not much_resemble»classical
iﬁdustrial revolutions;‘ Most of téday's underdeveiqped
countries (except those under Goggunist domination) are at
7 preseﬁt predominéntly.free enterpriseueconomies; These
countries are all pre&oﬂinantiy agficultuér:als and what
indﬁstry they have ig predominantly handicraft. Thé
private sector of'thé eéom@my of the poor nations lacks
the leaders and the capiﬁal to bring their éountry to the
‘Mtake-off." . | | )

Although the econemies of many of the poor
countries are néw predominantly free—entefprise eé;onomies:;9
they Will'probablj not long remain SOQ Wifhout eXéeption
the governments of the poor éoﬁntries are'attemptiné to
play a greaber role in their coﬁntries'.development than
did Western govérnments at éorresponding stages of théiri
countries’ developmentol- Most of the underdeveloped
countfies have plans for economic growth. The governments
of the counbrles Whlch do have plans claim that these
plans are necessary9 1f ﬂot preferred, for their growtho
But seldom is there any discernible relation between the
plans and what has actuélly been done.

The;institutioné needed for economic development

are capital, trained manpower, and technology. These

1. Edward 8. Mason, "The Planning of Development,™
Technolo and Economic Development, ed. Scientific _
American (New York Alfred A.. Knopf9 1963), p. 182.
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things will be self-generating only in a country where the
populatién seeks .to improve its physical wellébeing; In
many parts of the uﬁderdeveloped world, economic develop-
ment dbes not have high priérity° There‘are a few people
in thesevcounﬁries who feel that,gr0wth is important, and
thesé are thé people’who are pushing development.

ﬁanj of the people pushing development in the poor
countries are in the government; The appropriaténesé of
the governmént's.domiﬁant role in the economy is rarely
questioned by public opinion in the underdeveloped
countries. In faet, public opinion is usually direcfed
'toward increasing government action in order to achieve
more rapid growth. In'many'of'the poor countries the
government is assuming roles uswally reserved fof the
private sgétoro Governments are exploiting mineral
resources, and‘they gfe developing basic industries such
as stesel, fertilizer, and cement. The governments also
influence what ihvésting the private sector does by
determining where évefhead facilities are to be located.
.Thej alSo iﬁfluence the ?riﬁate sector of the economy by
rationing foreign”éxchange among the various claimants.
In thisbw%y tﬁe governments can have a high degree of
control over much of the pﬁivate sector of the economjr°

The part 5overnments are playing in the develop-
1ment of the economies of the poor countries is not w1thout.

precedent. Japan is con51dered to have a



69 -
private-~enterprise economy, and there the state playeé'an
important role in the growth process. In .Japan the state
directed investment. It established publicly owned

enterprises, undertook Jjoint ventures with private capital,
and subsidized @iivate igvestmént and guaranbteed returnso_
It also aided by making extenéive purchases for its own
military and civilian accountsol

The important role that governments are néw
playing in the development'proceés is in part due to thé
circumstances that now surréund the development process - .
itself;and it is dve in part to an ideology different from
that which was dominant in the early ninebteenth cenbury.
In most underdeveloped countries pfiority mﬁst be giﬁen to
such things as roads, railways, harbors, pdwgr generation
ahd distribution, communicaﬁions, irrigation, and“iﬁdus—
trial estates. The capital.requirements for these things
are high and private capital is not available. In Iatin
American countries foreign capital previouslyvfinanced:
many of these facilities, but they are being taken.overvby
the governmen‘ts9 and foreign capital is no longer avail-
able. | |
Government will also play an important role in the

transfer of ‘Geehnology° In the industrialized countries

thé early»development of technology was done by skilled

1. Tbid., p. 186.
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artisans and tinkerers and the exploiﬁation of new tech-
nigues was done by individuals. The, h application of new
techniques was gradual. VAs newver methéds of production
- were devised, they were applied. Buﬁ gince the technigues
have already been developed, they can n@ﬁ be borrowed.
Since the application of modern btechnology usually requires
large-scale units and more capital than an individual or a
group of individuals can acqguire, the government role in :
industry may be appropriétely 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 projeots; which are beyond the
means of the private sector. |

When looking at Ghe large part governménts play in
the econony éf underdeveloped countries,.ideology must be
considered. Many of the government leaders in the poor
‘countries received their education in the West when ﬁhe
West was first considering "welfare-state" capitalism and
when the West was more concerﬁed with "human rights" than
it had been befo:beo This appealed to those from the poor
nations where there were many,inequalitiés in the distribu-
tion‘of income. The poor nations also learned about social
services from the rich nations. Now, 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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insurance, 40-hour week, and all the trimmingsoﬁl In most
Western nations these services-came only after a iéng
perlod of sustained gr@wtho

Pregudlce agalnst prlvate 1nvestment especially
foréign prlvate 1nvestment,'goes back to the_experience
many of the poor countries had with colonialism; This
helps to explain why so much confidence is placed in the
ability of the government to direct the economic develop—
ment of these countriesf |

To recapitulate, the poor nations have a huge job
ahead of them if they are going o become ecbnomically
developed natiohs within the foreseeable fubture. It is
“doubtful if some will be able to enter the period of
suétaiﬁed growth for several generatiens; But iﬁﬂmost
cases govérnment is going to play an important role in
bringing the economy to the Ngake-off." It must aid in
mobiliziné savihg59 in building social'everhead'facilities,
in bringing modern technology into +the country, and in maﬁy
otGher Ways; Some of the people in the underdeveloped
countries are not.yet aware of the need for economic
growbth, bubt others are desperately aware of th@ situation
and are agitating for developmento |

Contact with the Western world served o show

those in the poor countries just what their situation was

1. Ibid., p. 191.
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and that something could be done about it. Iﬁ"this way +the
West can . be held responsible for the unrest in the poor
‘countries today. If the poor countries are going %o |
develgp, they are going to have to have help in.the form of
loans, grants in aid, and technical assistancear If the
West does-not give ’Ghisaici9 it is probable that-thg
’Gommunists will be willing to give it. lNMost of the under-
'de§e10ped:countries‘do not care where the aid comes from;
they are still highly»nationaliStie and will take aid from

anyone so long as it helps thelr countries.



CHAFTER VII
FOREIGN-ALD

Only in the last few years have the Weétérn
nations begun to thiﬁk of the'development of under-
developed countries as an objective of first importamdeo
President Franklin D. Roosevelt included_“freedgﬁifrom
want" in his "Four Freedoms" speech during World War II.
To this President Truman added his Point Féur prbgramvin

his 1949 Inaugural Address. The fourth point said:

We must embark on a bold new program for
making the benefits of our scientifie advances and
industrial. progress available for the improvement
and growth of underdeveloped areas . o o

I believe that we should make avallable 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 co-
operation with other nations, we should foster
capital 1avestm@nt 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 mechanlcal powexr to lighten
thelir burdens o - o o

Democracy aloae canﬁsupply the v1tallzlng
force to stir the peoples of the world into
triumphant action, not onrnly against thelir human
oppressors, but also against their ancient '
enemies~-hunger, misery, and despair.d

1. Harry S. Truban, Inaugural Address, 1949, as
‘quoted by Peter B. Kenen, in Glant Among Nations (Chicago:
Rand McNally and Company, 1960), pp. 158-159.
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Thisvspeech was a pledge of technical assistance and
advice, not a pfomise of.machines and industrial materials,
and jef it Was received with enthusiasm by countries in all
‘parts of the world. The underdeveloped nations were
envious of thosé 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 forelgn—ald, although it was stlll glvlng small
amounts of aid to England, to some other allies, and to the
military governnen%s in Germany and Japan. But it felt, |
that‘the World Bank and the Intermational ﬁbnetary Fund
would be able to cope with the balance of the economic
problems involved iﬁ the transition from war to peace.
 About 1947 the government of the United,States began to
‘realize fully thét Burope could nov recover.without help.
The cpmmﬁﬂistS'were gaining pobular support in Frénce;
_Italy, and Greece. In 1948 Greece appealed for American
aid. | |

President Truman had proposed to Congress, in 1947,
that the Unitéd Stétesksénd econoﬁic and financial aid %o
countriés,needing it (specificélly Greece and Turkey at the
time). In the same year Secretary of State George Mafshall
proposed American aid for Europe. The-ﬁarshall Plan was
appréved 5y Congresé in 1948; This was the beginﬁing of

large scale American economic aid.
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The Aet for International Developﬁent was passed in
1950, This act created a Technical Co-operation Adminisg-—
tration whosekpurpose was to promote the exchange of
experﬁs between the United States and underdeveloped
countries. At the same time Congress appropriated money
for the United Nations Technical ASsistance Administration.
In the Act for>Intérhational Development, Gongresé referred
%o the capital needed by underdeveloped areas, as well as
the technical asgsistance they néeded; It said that tThe
policy of the United States is
to ald the efforts of peoples of the
economically underdeveloped areas, to develop v
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 1945 and 1950 was given to Europe. Duriﬂg this
time Asia received most of the remaining one-quarter,
primarily for relief and tThe repair of war damage; Létin
America received almost nothing. |
In 1951 there were many sebarate agencies for the

- administration of foreign aid working under various

branches of the government. At this time Congress

1. Act for International Developmenﬁ as guoted by
Kenen, p. 160. ' -



4 76
'attempted to consolidate all of them under thé Btate
De@artment; Since 1951 they have agaln become diversified.

In the mid 1950°'s there was much éritieism of the
United States' foreign aid program. In 1954 President
Eisenhower appointed the Randall Commission to appraise
American foreign economic policy. The CemmisSioﬁ declared
that the underdeveloped countries had no right to economic
aid. It proposed that the United States help the under-
developed countries obfain private capital and that'thé
United Btates féllow 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 extollea econonmic aséistanceo In 1956 Congress
appointed the Special Committee to Study theAFofeign Aid
Program; The éommittee criticized the présent military
aid progrém-and favored loans, rather than grants, for
economic development. H_owever9 the ability of the poor
countries to repay loans is severely limited. In 1957 the
“Administration asked Congress to establisb a Development
'Loan Fund.which wounld make long-term, low interest loans
;repayableg 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, Developmenf Loan Fund Credits, and Point Four
assistancedl

The Development Loan Fund is now the main instru-
ment of The United States"effort fo promote ecohomic
growth in the poor nations, and functions as a compromise
plan between thosegwhé'wish to make new grants for develop-
ment and those who wish to end ecconomic aid.

The underdeveloped'coﬁntxies now receive money - from
a multitude of United'StatéS“ Géﬁeinmeht and United Nations
organizations. Fach ofgénization gives aid for slightly
different purposes and-in different ways; lMost of theﬁe
organizatidns operate 6n 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. Many of them will
notlbe able to develop without it. Most of the under-
deVeleped countries are not going to be able o generéte
enough savings internally to reach the "take—off“.at any
time in the fbreseeable futureo"Neither<internati®nal—.

trade nor private foreign investment can provide the poor

- 1. Peter B. Kenen, Giant Among Nations (Chicago:
Rand MeNally and Company, 1960), pp. lob=167.
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countries with the capital they need. The amount of
foreign ald the underdeveloped countries receive now isg
small when compared to their needé? 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 cenﬁ of all capital formation in the under-
developed WOrld, excluding only mainland Ghinao"l Clearly
foreign assigtance is important to the backward céuntries,
but they need more money than they are now getting. There
is a limit to.the aﬁount of money a poor nation can absorb
and put to work gainfully, but these nations probably can
absorb much more than they are now réceiving° |

In order to enable underdeveloped nations to
employ the aid they receive most usefuile careful planning'
must be done. . The underdeveloped nations need to plan how
they are going to use the foreign aid received, and the
nainns 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 goodo- In the |
United States alone, at the present time, there are many
orgahizationé 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. 1l4.
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the proper amount of time and attention required to make an
adeguate appraisal of proposals set forth by the various
prégrams or to develép’plans for thelr own growth. In some
éases the aid programs overlap, while .in other cases there
are gaps which could be eliminated if theladministration of
foreign ald were centralized. The fragmentation of aid
into dozens of different programs wastes resourées°

'The rich nations have now realized that foréign aid
is necessary, not only for the development of the poox
—countries, but also for their ownywelfare. The déveloped
countries have coﬁe to realize that a solution to the
problemsrof the underdevelcped countries is extremely
important for world peace and stability. The United States
has 5een_carrying»almost the éntire burden of economic aid ,
éutside the Communist sphere; In order to speed up.
economic growth in,the poor éountrie59 this policy»is
going to have to change. "All the wealthj nations must
accept a common obligation Teo provide capiﬁal,anQAtechnipal
assistance to the undérdeveloped_areaso Britain, Canada,
Australia, Western Europe: ‘we must all begin to do our
share."" Tt has been suggested that each of the rich

nations in the world give one per cent of thelr national

1. Wards The Rich Nations and the Poor Nations,

p. 151,
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income for economic assistance to the underdeveloped
Worldol

There are two arguments for extending aid to poor
- nations. The first is the érgument of moralbbligation9
and the second is based purely on self-interest. In most
of the rich nations it is generally accepted'that the
inhabitants have a dﬁty to see that their felldw=citizens
do not starve. It follows logically that this dubty should
be extended to all human beings no matter what éountry
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.Z2
Only the rich countries have the means to enable the pbor
countries to attain their goal of economic development if
the poor countries are going to attempt to limit the
disrupting°effects on ﬁheir 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 (Wew
York: The New American Library of World Literabture, Inc.,

1960), p. 133. ’
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It is also to the benefit of the rich nations to
assist the poor w1th thelr development problemso Tﬁe poor
nations want a hlgher standard of living; they no longer
wish to be regarded as second class countrieso If their
wants are nov satlsfled9 .the rlch natlons can expect war
and revolution- rataer than Deaceql

A second ultimate reward for the rich nations will
bé an increasing market for their goods. A4s incomes'in the
?oor ébuntries iﬁcrease, the people in these countries are
going to ﬁant not only goods produced in their own
countries, but also goods manufactured in the Western
nations. | '
| Im the past and at present economic policy . is
formed on many différent levels in many countries and
international organizations. The underdéveloped countries
‘receive‘aid from: organizations within the United States
Goverhment, the Export-Import Bank, the World Bank (Inter-
natiohal Bank for Reconstruption~and Development), the
International Monetary Fﬁnd, a'nnmﬁer‘of agencies;operating
under tﬁe auspicies of thé'Uhited Nations, France, United
Kingdom, West Germény, Australia, Ganéda, and many other
nations. In addiﬁion, the underdeveloped counbtries receive
capital from the. private secto: of.numerous nations. To

put this money to its best use there is a need for an

1. Ibid.
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international organiiétion which can coordinate the entire
program.of econonic aid; There 1s a need for an inter-
national organization which will clearly define the goals
of eéonomic assistance and,formuiate the plans and collect
the money to accomplish théSe goals. The organization
which administgrs'fofeign;aid "must find the best system
without reference o preconcei%ed ideas."l The "future
socio~econcmic policies should be based .on the intéreéts
of the world at lafgeoha The organization chosen to
administer economic aid must make long range forecasts and
plang so that tThe money whiéh it recei#es will be put to
the most’effective use. The countries receiving the aid
.must,alse have long range plans so that it i1s clear wvhat
their future goals aré aﬁd how they are going to achieve
these goals. Most underdeveloped nations now have specific.
plans for economic growth, suéh as two, five, and ten year
plans, but more often than>not these plans are over-
ambitious and unreaiistic° | |

At the present time the United Nations ié the most
suitable éfganization for collécting and dispensing foreign
aid. The United Nations Charter laid the foﬁndaﬁion for'
that orgaﬁiZation to accept thevfesponsibility of adminis-

tering world economic aid. One of the purposes of the

1. Jan Tinbergen, Shaping The World Economy (Hew
York: The Twentieth Century Fund, 1962), p. 105,

2. Ibid., p. 102.
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United Nations as set forth in its charter is "to achieve
international pooperatibn-im.solving international problems
of an econonic, sOci'al,vculturalS or humanitarian'char—
acter . . ." and "to be a cembter for hafmonizing the
actions of nations in the attachment of these common ends."l
Art;cle 55 of the Charter states that "the United Nations
 shall promote . - . higher standérds of living, full
employment and conditions of economic and social progreés
and deveiopﬁént R Article 56 states that "All
members pledge themselves to take joint énd separate action
in cooperation with the organization for the achievement of
the pﬁrposes set forth in Article 55°“5

It will require considérable time for a'policy'of
this soxrt to go into,effect; but it is Fhe dpini@n of many
economists that internationalizing economic assistance is
the most effeetivevmeasure the rich nations can take to
assist the poor countries in their difficult tasks of

attempting to raise Thelr standards of living;4

: 1. United Nations Charter, drticle I, as quoted by
Jan Tinbergen, p. 94, ,

2. United Nations Charter, Article 559 as quoted
by Jan Tinbergen, p. 94.

%3, United Nations Charter, Article 56, as quoted
by Jan Tinbergen, p. 94.

4, InternationaliZation of foreign aid has been
- mentioned bys Jan Tinbergen, Shaping the World Economy,
- Robert Theobald, The Rich and The Poor, Peter B. Kenen,
Giant Among Nations, Bugene R. Black, The Diplomacy of
hiconomic Development, and others.




CHAPTER VIII
CONCLUSION

Fconomic development is the process of incréasing
economic prosperity. In the past there have beén rich
‘nations, but the benefits of their riches have reached only
an elite group in their respective economies; In the
twéntiethvcentgry'it has become possible, for the first
time in history; for all of the'people of a>nation to share
" the benefits éf their nation's wealtho Thefe are few |
states which can be designéted rich, but nearly every
natidn in.the world is attempting to groweconomically°
The poor nations eﬁdeaVour to become rich, and thé rich .
want to be¢ome richerc This historic transformation has
come aboub, not because the éommunists are agitating'fof
economic growth, but because the West, by means of its own
affluence, has:demonstrated to the world thatzdegrading
poverty is»no longer a necessafy componrnent of an economic
system.

Uﬁtillreceﬁtly, rich nations havelpaid little
attention to economic growth outside their own economies,
but if the rich nations wish to have world peace and
stability, they can.no longer ignore the plight of the
poor nations. The economic distressAof the poor countries

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

Economists and political scientists are able to
tell the poor nations What éteps they must take in‘order
to industrialize, but for many poor nations major internal

changes will have to take place before the application of
econpmio theoriesvcan begin, and even then indusﬁrializa—
tion will not be easy. The desire for.power-and dignity
is a strong impetus for the industrialization which is
univefsally recognized as a éymbél of power, but the
~degire does not ordinarily inculecate the corresp0ﬂding:
willingness to live the type of life which is neéessary
for industrialization;

| For the West, economic dévelopment was not eésy,
‘but it was natural in the sensé that political and socizal
forces combined and provided an atmosphere‘conducive to
economic development. The early land enclosures in
England caused the peaéants to leave the land and forcédr
them into industfial centers. The English conversion from

an agrarian to an industrialized society did not take

l° Forrest D. Murden, "Underdeveloped Lands:
'Revolubion of Rising Expectations,'" The Underdeveloped
Lands: A Dilemma of the Internatlonal Iconomy, ed. DeVere
E. Pentony, p. 5.
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place without viclence, bloodshed, or hardship for those
invelved, nor was life as an industrial worker easy; bub
once tThe proecess of industrialization started it built
ypon itself and could not be stopped; The 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 Tthe poor countries because machines were
simpler when Britain begén,industrializinge The factory
system began with simplé 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 sémi—skilled_laboring force. The capital needed
for building social overhead facilities in Britain was
a?ailable when it was needed. Iow wages and foreign trade
héd made it possible for some entrepreﬁeurs to accumulate
‘the necessary capital te build the nee@ed facilities. In
other'ﬁords, all the soecial, political, and inéfituﬁional
forces in B?i%ain were conducive to growth; bubt even under
these ecanﬁicallj favorable conditions it took sixty
years from the time the British economy entered the "take-
off" To its arrival as a mature industrial economyal

o Today's underdeveloped nations cannot be expected'-

t07imitéte England's example willingly, and most of them

1. Rostow, p. 9.
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do not presently have the social, political, and institu~ |
tional forces needed to approximate the British model of
économic development. Nor can the poor countries imitaté
the Amerloan model, for the Uhlted States, at the beginning
of its industrialization, had a populatlon that already
possesSed the necessary soclal attitudes and the skills
reguired for growth. | | | _

‘Many of the problems of achieving "take-off" today
are similar to those faced by the countrieé which.indus-'
trialized in the nineteenth-centuryf The social overhead
sector of the economy must be 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
nust come about-in the society itself. There are;.however7
thfee critical areas which will cause fuﬁﬁré economic
development to differ from past development. FPopulation
iﬁcdmpatible wiﬁh economic stability, technological
complexity, and political aspirations are all.going to
make it necessary for the poor nations to receive out31de
2id and to pursue the "big push" method of development, |
rather than tThe gradual and piecemeal growth that has been

typical in the pastol

1. Millikan and Blackmer, p. 60.
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'A_great'pool‘of'teehnological.knowledge'is-now
availablegla far greater amount than was available to the
countries which induetrialized in the nineteenth and early
twentieth centuries. This technology should'accelerate
economic developmenu5 but it also has 1ts drawbackse
Modern technology has reduced the dependence of some of the
rich countries on forelgn raw material, and it has reduced
the poor countrlcs ability t0 earn.fereign exchangeo
HModern methods of communication may also ald growtn by
-promoting natlonal unity and . spreaalng essentlal knowledge;
vbut they have also engendered popular aspirations and
expecfation%}which often force resources to be used for
providing,eecial security and higher eonsumption rather
than for application to economic growth;l

Few of the underdeveloped nations have reached the
"bake-of L' nor does it appeer that they will be-able‘to
reach it within the near future. Revolutionery upheaval
is inheren%*to the process of econemic development®. As
the pressure for-economic_development grows, the people in
the poor nations may look to revolutionary political
methodsbte'hasten the process of economic development.
Aspiring states are likely to seek totalitarian centrol
- over social and ecomomic forces, rather than democretic

capitalism. Communism is a form of government which can

1. Tbid.s Do 620’
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exercise bolth economic and political control over the
people, and communism has demonstrated its preparedness to

undertake such a btask.

Fconomists 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 mainbtain world

stablllty, they are going to have to accept

. political authoritarianism and economic
collectivism during the early stages of develop-
ment of many nations o o o

We must forge a foreign policy which begins
with the eXxplicit premise that democratic
capitalism, a2s a model for economic and political
organization, is unlikely to exert its influence
beyond the borders of the, West, at least within
our lifetime.l

1. Hej.11:_)3:*01&1(5--::.9 The Great Ascent, pp. 148-149.
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