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PREFACE

The first part of this book is in essence a critical survey of the various explanations 
of underdevelopment.” The inclusion of this part seemed to be appropriate as 
it offered the author the opportunity of introducing his own views on the subject 
in confrontation with those just discussed. It alsó appeared to him useful and 
necessary fór two further considerations, both of them backed up by his own per­
sonal experiences in Tanzania.

Theyfrjí is connected with the fact that certain development and growth theories 
of western origin so fashionable in developing countries, and especially the im­
plicit assumptions and orthodox economic principles underlying them, have exer- 
cised such a great influence even on the most progressive-minded (and socialist- 
oriented) people, students, teachers and policy-makers with a training background 
based on these theories, that a different idea can hardly assert itself unless it is 
clearly confronted with the former in respect of at least such fundamental questions 
as these. What is the historical cause and reál natúré of underdevelopment?” 
and “What is the way out of underdevelopment?”

It is only by demanding unambiguous and logical answers to these questions 
from all those explaining “underdevelopment” and offering their advice on its 
liquidation that it is possible to see clearly intő the various theories and show 
where the practical advice offered by them would lead to. This seems to be the best 
way of testing the relevance of the various ideas and alsó of helping the students 
to select from among them and reconcile thereby the content of their studies with 
their own, inherited or gained, experiences of colonialism. The critical investi- 
gation of theories may alsó help to make policy-makers aware of the contradiction 
between their accepting Progressive aims and applying at the same time orthodox 
economic principles.

When two years ago the author started his teaching activity at the University 
College, Dar es Salaam, he was surprised and distressed at the same time to ex- 
perience how much his students using standard western textbooks of economies 
were inclined to keep repeating the abstract formulas and sterilé definitions of 
these books when discussing even such economic and social phenomena of their 
own country as were directly perceptible to them. Many of them gave evidence 
nőt only of their incapability of a historical approach bút alsó of having doubts — 
due to the influence of these textbooks—even about their own empirical experi­
ences or the lingering memories of their parents and the older generations. This 
was all the more surprising since even at that time, or in fact right from the begin- 
ning, a great number of progressive-minded teachers were alsó teaching at the 
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University College, Dar es Salaam, who made every effort to counteract the spirit 
of these textbooks and aimed at introducing a historical, empiric and Progressive 
approach to the subject. It seems, however, that in teaching even at the university 
level, the written word commands a much greater effect than the spoken one.

Almost parallel with this phenomenon there was—and still is—another just 
as striking as the former: the “peaceful co-existence”, in principle as well as in 
practice, of the sharp condemnation of colonialism and the easy acceptance of a 
type of economics from which the implicit justification or apology of the latter 
follows.

The second consideration and experience is related to the usefulness of dialogue 
and argument between colleagues of different outlooks and convictions. The Uni­
versity of Dar es Salaam has ensured, on account of its widely international teach­
ing staff, an exceptional opportunity fór the exchange of opinions and fór debates 
often heated enough among teachers and researchers with different training back- 
grounds, political and theoretical-ideological views and experiences. The author 
thinks that all who have enjoyed this atmosphere in Dar es Salaam will agree with 
him that an open confrontation of views helps nőt only to clear up the positions 
and promote thereby mutual understanding, bút alsó serves to ensure practical 
co-operation and overcome preconceived ideas. It is usually nőt the sharpness of 
criticism bút the “conspiracy of silence” that impedes co-operation.

These considerations encouraged the author to take the risk, and perhaps even 
incur the charge of immodesty, of starting arguments with otherwise highly dis- 
tinguished and meritorious authors in the critical survey of the first part of his 
book, hoping of course that the reaction of his readers would be determined by 
the convincing power, or weakness, of his arguments rather than by their biased 
attitűdé to the Marxist view.

As far as the main part of his book is concerned, the author’s dilemma is this: 
to what extent has he succeeded in contributing considerably new or more elements 
to those of the same idea that have already been outlined in a great many Marxist 
and other Progressive works: e.g. to the “simple” and often proved thesis that 
present-day underdevelopment is the outcome of the international development 
of capitalism and thus inseparable from it. Though he could nőt possibly omit, 
especially after the critical survey, discussing again this question and even ascrib- 
ing to it a special signiíicance, the author tried, on the one hand, to analyse the 
external, international and at the same time historical factors in a növel aspect as 
reflected in recent developments and changes, and, on the other hand, to use the 
analysis of these basic interrelationships only as a starting point and basis fór a 
more detailed examination of the internál mechanism of the “system of under­
development”. This very starting point and basis enabled and allowed him to 
draw, in the analysis of this mechanism and structure, on certain partial results of 
the theories criticized before.

The examination of this mechanism and the trends arising from it go well 
beyond the sphere of political economy and open intő the field of economic 
policy, demonstrating that the divergencies in the method and approach of analysis 
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result in essential differences between individual ideas on long-run economic 
policy.

The chapters dealing with economic policy are of a rather limited size in relation 
to the totál volume of the book and especially to the complex character of the 
problems involved. In addition, they may give the impression that the author has 
concentrated too much on the long run, on the historical perspective. He hopes, 
however, that even by this short summarization of his conclusions he will be able 
to convince most of his readers that rational economic action aimed at overcom- 
ing underdevelopment —together with its “tactical”, short-run and micro-elements 
—presupposes the working out of a long-run “strategy” based on the results of a 
comprehensive analysis.

On the one hand, the author’s prepossession suggests that the organic and 
comprehensive analysis of the external and internál factors and somé of its details, 
as well as a few of the conclusions fór a long-run economic policy, constitute somé 
new contributions to the literature of underdevelopment, on the other hand, the 
author’s fear prompts him to think that this very “new” will justly provide a 
target fór criticism and attack.

The author would alsó like to take advantage of the Preface to acknowledge 
gratefully his debt to those who, in one way or another, have made it possible fór 
this book to appear. Thus he is indebted to those in particular who, by their sug- 
gestions and critical comments on the manuscript of this book or the previous 
ones constituting its antecedents, offered him invaluable help: Professor J. Bog­
nár, the laté Professor I. Vajda, Professors A. Mátyás, J. Nyilas, M. Simái, G. 
Göncöl and F. Molnár, and other colleagues of his in Budapest; and alsó Pro­
fessor Svendsen, Dr. Seidman and Dr. Arrighi and all those colleagues in Dar 
es Salaam, the discussion and debates with whom stimulated him to make cor- 
rections of, and additions to, the manuscript.

The author is alsó grateful to his home University in Budapest and the Univer- 
sity of Dar es Salaam in particular fór making it possible fór him to stay in Tan­
zánia fór several years, a benefit which has ensured him nőt only the completion 
of his work and the very informative confrontation of its hypotheses with a con- 
crete case bút has alsó offered immeasurable inspiration to his research on the 
practical questions of development policy.
Dar es Salaam,
November, 1969.

TAMÁS SZENTES
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PART ONE

THE THEORIES OF “UNDERDEVELOPMENT”.
A CRITICAL APPROACH





INTRODUCTION

There are numerous theories of “economic underdevelopment” available. In 
non-Marxist economic literature they are often referred to as “theories of devel­
opment” as distinct from the “theories of growth”.

No objection can be raised against this terminological distinction as long as it 
merely reflects the now generál defacto practice which “honours” the ex-colonial 
and semi-colonial, dependent countries by attributing to them the euphemistic 
or polite epithet “developing”. (It is, of course, rather strange to use the phrase 
“developing countries” when this term refers precisely to the least developing part 
of the world economy. Therefore, it would perhaps be much more appropriate 
to use the phrase “countries mostly in need of development”.) In so far, however, 
as it is the consequence of the theoretical, or perhaps more exactly, ideological 
consideration which exempts the advanced capitalist countries from the need fór 

development ’ involving structural and organizational changes, it is the implicit 
manifestation of orthodox apologetics. It is true, nevertheless, that this negation 
implies an affirmative statement in the other direction, i.e. the acknowledgment 
of the need fór structural-organizational changes in the countries that have nőt 
yet developed.1 On the other hand, this distinction of “development” involving 
structural changes (in relation to the countriesnot yet developed) from the “growth” 
(supposed to be continuous and quantitative) of the countries already developed 
is, or more exactly would be, a more or less true terminological expression of 
those theories which postulate as a precondition fór thetransitionto “self-sustained 
growth” somé sort of “big push”, “take-off” or “critical minimum effort”.2 
It is ironical, however that it is often the very advocates or even authors of such 
theories who use another terminology.3

1 A. O. Hirschman, among others, has adopted this distinction on the grounds that the 
structural and organizational changes that turn the traditional economy intő a modern one, 
are no longer necessary in the case of advanced industrial countries.

Similarly, A. Bonné holds the view that economic growth is “a self-induced process of 
economic expansion” characterized, under given and unchangcd institutional conditions, by 
changes in terms of economic parameters, i.e. by quantitative changes, while “economic de- 
vclopment” presupposes a "conscious and active promotion”, i.e. institutional changes. (See 
A. Bonné: Studies in Economic Development. London, 1957.)

2 See below.
3 The title of Leibenstcin’s book is Economic fíackwardness and Economic Growth, and that 

of Rostow’s: The Stages of Economic Growth. (Their theories will be dealt with lator.)

Professor Jorgenson differentiates between the theories of “development” and 
“growth” on the grounds that “in the theory of development emphasis is Iáid on 
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the balance between capital accumulation and the growth of population, each 
adjusting to the other. In the theory of growth the balance between investment 
and saving is all-important and the growth of population is treated as constant 
or shunted aside as a qualification to the main argument”.4 This explanation, 
however, is already based on a definite, clearly outlined theory which connects 
“underdevelopment” with the problem of “population pressure” and “capital 
shortage”. Although, as we shall see later, this view is shared by many, we cannot 
regard it as generál and even less predominant. On the other hand the terminologi- 
cal inconsistency can be observed in this case, too.

Any distinction between the theories of “development” and “growth” can at 
best only be accepted for practical reasons (just like the terms “backward”, “less- 
developed”, “developing” which are used to designate the ex-colonial and semi- 
colonial countries), however, by no means, as a scientific distinction.

The terminological distinction on a semantic basis is unacceptable, because 
development always and everywhere involves and presupposes the dialectic of 
quantitative and qualitative changes, of evolution and revolution. And even if a 
purely quantitative “growth” can be observed in a given piacé and at a given time 
within the framework of the existing structure or system, it is nőt only the con- 
sequence of a previous qualitative change bút it alsó inevitably paves the way for 
a new one. On the other hand, even if the spheres of quantitative and qualitative 
changes can be distinguished in space within a given period their separation can 
be justified only if these spheres represent perfectly separate closed Systems. If this 
is nőt the case, if they are connected with each other, or if they are just parts of a 
superior, synthetic process, their separation makes it simply impossible to under- 
stand them, as the quantitative changes taking piacé in the one sphere affect the 
qualitative changes taking piacé in the other, and vice versa.

No doubt, the terminological distinction according to subject or sometimes 
methodology—as in the case with Jorgenson’s—has somé practical advantages. 
The theories related to the “underdeveloped” countries can in fact be distinguished 
to somé extent from those related to the advanced capitalist or socialist countries. 
Political economy or “pure” economies is certainly concerned with different 
problems in the case of the “underdeveloped” countries. Consequently, the methods 
applied will alsó differ. At this point, however, the questions arise: (a) what are 
these problems, and (b) what is understood by this difference?

The answer to the first question depends on the concept, the interpretation of 
“underdevelopment”, and, as we shall see, a uniform opinion can hardly be ex- 
pected. Bút the answer to question (b), the assessment of the measure of difference, 
is based much more on an a priori judgement than on empirical experience. Con­
sequently it might be used equally as an argument in favour of the need to work 
out a completely new, “custom-tailored” theory for the “underdeveloped” coun­
tries, breaking with the theory for the developed countries, and as a justification

1 Quoted by F. Paukert in The Piacé of the Traditional Sector in Economic Development. 
Lectures on Economic Development. International Institute for Labour Studies. Geneva, 1962, 
p. 43.
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fór merely replacing somé bricks in, or adding a new wing to, the building of the 
theory already in existence. One might infer from the answers either a complete 
rejection of the inherited methodology or only a revision or limited application of 
certain methods.

Without doubt, the emphasis on the differences in the methodology to be applied 
may conceal (as is presumably the case with Joan Robinson) the Progressive efforts 
to get rid of the fetters of orthodox economies. Many suggest returning to the 
methods of the classical economists, and the view seems to be spreading that the 
economic theory of “underdeveloped” countries should be a wide-based, socio- 
political economy built on classical traditions, instead of the narrowed-down and, 
in our opinion, false “pure” economies.

Here, however, two points have to be made. The first is really a question: If 
“pure” economies and orthodox methodology prove insufficient or inadequate 
fór the “underdeveloped” countries, what justifies their being kept fór the advanced 
capitalist countries? Perhaps the negation of qualitative, structural-institutional 
changes or the naive belief in a more quantitative growth?!

The other point is meant to call attention to a danger. However Progressive 
the return to classical political economy and the revision of orthodox methodology 
might appear, the theory of “economic underdevelopment” or, if you wish, the 
theory of development”, may easily lead to a misinterpretation of “underdevelop­
ment”, to a sort of apologetics,5 when separated from the generál theory of eco­
nomic development. The phenomena of the “underdeveloped” world cannot be 
fully understood without disclosing the phenomena of the “developed” world, 
and indeed, the interpretation of “underdevelopment” itself is greatly dependent 
on the evaluation of the development of the advanced countries. The laws of mo- 
tion of “underdevelopment” are much more widely and deeply rooted than the 
actual sphere of “underdevelopment” in a given piacé and at a given time. There­
fore, the interpretation of “underdevelopment” must necessarily include a histori­
cal and external element which is organically inherent nőt only in “underdevelop­
ment” bút alsó in “development”.8

Consequently, the political economy of “underdevelopment” cannot be bút a 
single chapter in the whole, i.e. an organic part of the generál political economy, 
the basic Science of socio-economic development. In order to understand the 
state of the “underdeveloped” countries, it is necessary to understand the state 
and historical development of the whole world economy and society as well!

*

• Which does nőt contradict the fact that it is often the works dealing with the generál and 
universal laws of the development of the whole world, as e.g. Rostow’s, that represent the 
highest degree of apologetics.

“ The dialectic relationship of the “part” and the “whole”, and within the whole, of the 
“centre” and the “periphery” is nőt given perhaps in any underdevelopment theory such a 
tangiblc treatment as in Andrc Gunder Frank’s explanation. (Capitalism and Underdevelop­
ment in Latin America: Historical Studies of Chile and Brazil. New York, Monthly Review 
Press, 1967.)
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As we can see we have strayed a long way from the original problem of termi- 
nology. Indeed, the terminological inconsistency even provided us with the op- 
portunity to examine the underlying gnosiological questions that offer a certain 
framework however broad it might be—fór theoretical interpretations and ex- 
planations.

It is time now to start analysing the various interpretations of “underdevelop­
ment and without attaching a more than practical significance to the matter of 
terminology,7 outlining the most important—or at least the most typical—theories.

7 In the following the terms “backward”, “less-developed”, “underdeveloped”, “develop­
ing , etc. and “development”, “growth”, “progress’, etc. respectively, will be given as 
synonyms, mostly without quotation marks.

8 It is these two, by the way, which Marxist authors usually call the requirement of “his- 
tonco-Iogical unity”.

We do nőt intend to give an exhaustive account of individual theories and even 
less the works of individual authors. If the present study were judged on this 
basis, it would prove highly deficient. Bút we have nőt undertaken to write a 
history of the development of economic thought, or to compile chapters fór a 
small encyclopedia of the history of economic theories. This critical chapter has as 
its sole aim that of clearing the way fór an approach to be evolved in the following 
chapters. Clearing the way in a negative and positive sense.

The preparation will be negative in the sense that we shall try to point out just 
why and to what extent these various theories cannot offer a comprehensive and 
acceptable explanation of “underdevelopment”. From this point of view, it is nőt 
the question whether the factors and relationships revealed in the theory under 
discussion play a role or nőt in the “phylogeny” of “underdevelopment”. The 
question is whether they can be considered determinant or nőt. The answer to 
this is of course related to the conception itself, bút at the same time it is alsó 
related to history. History, after all, is the most important yardstick and test of 
the validity of the theories of social Sciences. All that can and must be expected 
of these theories, above and beyond historical verification, is only logical consis- 
tency.8

The fact that what we call “underdevelopment” is a historical product is only 
denied or ignored by those inclined to take everything fór granted and to draw 
conclusions fór the laws of the struggle between Mán and Natúré from the case 
of Robinson Crusoe (leaving out of account of course the origin of Robinson’s 
skills, weapons and tools) rather than from the undoubtedly more strenuous study 
ofthe history ofhumán society. They are the types who prefer drawing and analys­
ing preference curves about the behaviour of the African or New Guineán farmer 
to examining why and how his behaviour came to be as it is now. They are those 
who prefer concentrating on the sale of cocoa already produced to questioning 
why people grow cocoa instead of anything else and how they started growing it. 
Such economists are always led of course by practical considerations. It is they who^ 
instead of turning to the “wasteful pleasure of studying the pást”, are engaged in 
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analysing the “bread-and-butter” tasks of the present. “It is no use”, they say 
“studying the pást and the historical causes of underdevelopment when it is be- 
fore our eyes, and when we can compare it with the state of the developed coun­
tries, can see the differences and the problems, and can set about solving them”. 
The “positive pragmatism” of these people assures them a sort of immunity.

There is only one slip in their way of thinking. They forget that it is impossible 
to bring about a deliberate and purposeful change in the present without knowing 
how this present state came about. We can’t successfully fight any phenomenon 
without knowing its roots! Descriptions, surveys or even preference graphs may 
be useful in assessing the measure of the phenomenon in question, but they don’t 
teli us anything about its causes and so, in consequence, they are unsuitable fór 
any practical policy of change.

Substituting any description of the surface phenomena of underdevelopment fór 
a theory of underdevelopment is totally unacceptable. Only a historical expla­
nation, a historically verifiable theory is good enough. It is just the most practical 
policy of liquidating underdevelopment which needs such a historical explanation! 
Whether a given policy and the underlying theory is correct or nőt will finally be 
decided of course, only by future events, by the history to come. This is the final 
historical verification! Any prediction, however, as to whether future history will 
or will nőt verify the policy of the present and its underlying theory, can be made 
only on the basis of the knowledge to what extent this policy and theory are based 
upon the historical lessons of development from the pást to the present.

And as fór the undoubtedly very pointed question whether the theories to be 
discussed here provide a historically verifiable explanation of the emergence of 
underdevelopment, the question seems to be tautological and undetermined as the 
answer depends on what we mean by “underdevelopment”. Is it merely the relatíve 
difference between the developed and underdeveloped countries (and, if so, in 
terms of what units of measurement); is it an aggregate of certain phenomena 
deemed characteristic (and, if so, by what principles are these characteristics 
selected); do we mean a particular form of motion (and, if so, what is the basis of 
this form of motion, and how does it differ from others); or is it a complex system, 
a structure (and, if so, what makes it a system and what ensures its persistence) ? 
As we shall see, all these and many other interpretations of underdevelopment do 
exist. Therefore the content of the question would alsó change, depending on the 
interpretation itself. And if we substituted our own interpretation, any comparison 
with other theories would become nőt only subjective and meaningless but alsó 
impossible. Answers to questions of different content cannot be compared, after 
all.9

But does the question nőt have indeed such a common denominator which is 
independent of the individual interpretation? We think it has. And it is nőt the 
acceptance, but rather the rejection of this denominator, which is dependent on

• The same problem often crops up, by the way, when e.g. certain theses of Marxist politi­
cal economy and western orthodox economies are confrontcd. 
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arbitrary subjectivism. To be more explicit: underdevelopment as the State of a 
more or less similarly defined part of the world ought to be interpreted nőt as a 
random set of subjectively selected phenomena, i.e. nőt only as the characteristics 
oí'certain sectors of the economy and society, bút as a whole, as a qualifiable entity. 
Consequently, it is nőt the existence and development of certain heterogenous 
phenomena which are to be explained historically, bút the heterogeneous whole! 
Moreover, it is the heterogeneity itself! According to the theory accepted, the 
explanation e.g. of the traditional economic elements or the export-monocultural 
sector may be different. Both are generally accepted phenomena. Bút the fact that 
both of these in their side-by-side existence—together with a number of other 
phenomena—are to be explained, is already an objective requirement that is 
independent of the theory in question. The existence or lack of this explanation, 
its historical adequacy or inadequacy provides the possibility fór comparing and 
evahiating the various theories.

The theories to be discussed will often be presented here nőt in their original 
individual forms as worked out by their authors, bút as if receiving an indepen­
dent life, in their Pygmalion-like forms. On the one hand they will be made to 
answer the basic question raised even if one or the other author pút the question 
in a different way. On the other hand, we shall often make logical inferences from 
the theory under discussion beyond what the author had done in order to better 
elucidate the answer to the question. This method may seem arbitrary bút can be 
defended on several counts: (1) Most theories, with a few exceptions, cannot be 
attributed to one single author. (2) Even supposing that the author pút the 
question differently and concentrated on other problems with a different aim in 
view, however, if his approach claims to be a theory of underdevelopment, or 
is used by others as an explanation of underdevelopment, then historical veri- 
fication is justly called fór! (3) The logical consistency of a theory can be meas- 
ured exactly by the logical extending of thought in both directions.

The present chapter is devoted to the critical evaluation of theories intended or 
used by others, to explain underdevelopment. Bút it is nőt meant to be a criticism 
of the authors or schools unless the author presents it—as he sometimes does__ 
expressly so and in no other way as an explanation of underdevelopment.

It is, however, nőt only in a negative way that this chapter supports the state- 
ments of the following chapters bút—as has already been mentioned_ it does so 
in a positive way, too. Of the theories under discussion quite a few provide partial 
explanations (and sometimes very good ones too!) fór certain partial problems. 
Hence, while, in our opinion at least, they arc on the one hand unacceptable as 
explanations of underdevelopment, they are, on the other, very useful fór under- 
standing certain partial phenomena. Consequently, we shall return or refer to 
somé of them in the subsequent chapters, and in this way they will become posi­
tive elements of a different explanation.
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Although an impressive amount of international literature has already been 
developed on the problems of underdevelopment, this literature is of relatively 
recent origin. This is mainly due to the fact that as long as the colonial system did 
nőt collapse and the economic growth of the newly independent countries did nőt 
become a problem of the world economy and its solution a “mass demand” of 
world policy, economies was nőt induced to carry on research in this sphere.

As regards western non-Marxist economies, it had dealt with these questions 
previously, too, bút earlier research was more concerned with backward regions 
of already developed capitalist countries and/or somé less developed European 
countries, and it failed to produce new ideas or theories of underdevelopment. 
Indeed, they did nőt even add any original chapters to the generál theory. The 
colonial and semi-colonial countries as subsidiaries of the “mother” countries 
did nőt represent a distinct economic or, more exactly, a national economic 
problem. If such a problem did crop up at all, it was mostly confined to the 
question of the exploitation of raw materials—of course, from the aspect of the 
“mother” country’s national economy—or to the question of the efficiency of 
the exported capital as a problem of microeconomic, business level. The role 
of the colonies in the international division of labour was dealt with—if at 
all—as a question of detail within the generál theories of international trade.

As regards Marxism, it has always considered the colonial system—as capital­
ism itself—-as a transitional historical formation, and analysed it accordingly. 
Lenin, by further developing Marx’s research on colonialism, gave a comprehensive 
analysis and criticism of imperialism. He threw light on the role of colonial and 
semi-colonial countries in the international division of labour and pointed out 
the joint interest of the colonial liberation movements and international labour 
movements. He alsó dealt, in practice as well as in theory, with a concrete case: 
the further development of an economically backward country; he tackled the 
problem of how to overcome underdevelopment in the young Soviet State liberated 
by the socialist revolution.

However, the dogmatic-schematic trend which árosé in later years and prevailed 
fór a period—mainly in the forties and early fifties—hampered the scientific 
analysis of the changing world capitalist system, simplified the critique of colonial­
ism by investigating it from a one-sided point of view and evaluated the problem 
of colonial liberation merely from the aspect of the “reserves” of the socialist 
revolution. Moreover, it took proletárján revolutions as direct preconditions fór 
the liberation of the colonies and regarded their further post-colonial devel­
opment as the natural and necessary repetition (i.e. imitation) of the pattern of 
development of the first socialist countries in all details. Only after this dog­
matic-schematic trend had been got rid of, could scientific Marxist research 
resume the analysis of the changes and new phenomena of world capitalism.

Thus scientific analysis lost contact with development and lagged behind the 
changes of the historical scene just in the critical period, that is at the time of the 
rapid post-war changes and development. It could nőt even start to cope with its 
tasks, either because its sphere of interest lay elsewhere, as in the case of the non-
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Marxist economics of the West, or because in the hours of the dogmatic disease it 
temporarily lost its sensitivity and its capacity fór quick responses, as in the case 
of Marxisra. So it carne about that practical demands that emerged suddenly such 
as e.g. the working out of the aid policy of international organizations, economic 
advice to be given to the new States, the re-examination of international trade and 
credit conditions in the light of the problems of developing countries, etc. com- 
pelled the Science of economics to give quick bút nőt sufficiently well-founded 
answers to the questions of backwardness that were suitable only fór immediate 
purposes and short-run economic decisions. This accounts, at least partly, fór the 
fact that, on the one hand, the approximate categorization of countries and the 
determination of “underdevelopment” and its measure and proportion on the 
basis of statistical indices came to the foreground, whilst on the other hand the 
brakes and impediments to economic development were specified and described.10 
The former aimed at determining the criteria fór classifying a country as under­
developed, the latter at delineating the factors that economic policy has to reckon 
with. Fór this purpose statistical measurement and comparisons, as well as the 
description of phenomena were more or less appropriate methods. (In other 
branches of Science research alsó begins with describing, measuring and categoriz- 
mg.) This method, however, must come in fór criticism if and when statistical 
indices and the comparisons made on their basis are supposed to make up a theory 
of the criteria of underdevelopment, and/or if the description of somé surface 
phenomena or the summing up of even less superficial impediments to develop­
ment are conceived of as a theory of the causes of underdevelopment.

10 Francois Perroux clearly differentiates between the two in his articlc: Blocages ct frei- 
nages de la croissance et du développemcnt. Tiers Monde, April-June, 1966.

11 As alsó the terms already mentionod: “less-developed”, “backward”, “developing 
country . b

- In such questions e.g. as (a) the summary condemnation of foreign capital when criti- 
cizmg colonialism m generál, while emphasizing at the same time the capital shortage and the 
necessity of foreign capital imports, in the context of practical economic policy; (b) the con­
demnation of the exploitation of raw materials and agricultural products, in the criticism of 
colonialism, and, at the same time, lalking about the difficulties in marketing primary prod­
ucts, from the point of view of practical economic policy; (c) a strong criticism of foreign 
aid and loan policy. together with the demand fór increasing them; (d) emphasizing the harm-

This trend has become fairly widespread and left its typical mark upon a sub- 
stantial part of the literature of underdevelopment.

On the other hand, it could nőt become dominant in Marxist literature since 
Marxism has always offered a historical explanation fór the causes of underdevel­
opment, though it had its effect on Marxist research, too. This happened perhaps 
because the historical answer, the criticism of colonialism was a too historical- 
philosophical answer. In addition, it became oversimplified and so irrelevant just 
at the critical time when concrete Solutions were needed fór practical situations. 
In this way the methods of approach and the terminology11 applied by western 
orthodox economics alsó began to spread in Marxist economic literature. A certain 
contradiction began to build up12 between the application of these methods and 
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terminoiogy on the one hand, and the criticism of colonialism, on the other. It 
could (and can) only be resolved by a more thorough theoretical analysis of the 
practical problems, as well as by critically re-examining and elucidating the method- 
ology and terminoiogy on a theoretical level. The criticism of colonialism must 
likewise be made more dialectical and realistic, thereby becoming more effective 
and more faithful to the Marxist-Leninist concept.

fül effects of increased capital inflow through the draining off of capital and the profit repatri­
ation, and the rccognition of difficulties arising from the withdrawal of foreign priváté capital; 
(e) attacking the influcncc of colonial officials and experts, and complaining about the 
erisis caused by their withdrawal, etc.





CHAPTER I

CLASSIFICATION OF UNDERDEVELOPED COUNTRIES 
ON THE BASIS OF STATISTICAL INDICES

The definition of underdevelopment by statistical index numbers is a method of 
rather universal application even today. It can be met with particularly in works 
of a less theoretical character, or as a starting point fór certain interpretations (e.g 
in somé vicious circle theories, as we shall see later). It prevails mainly in the docu- 
ments of international organizations. Nobody can deny the importance of com- 
parisons made on the basis of statistical indices nor that of measuring differences 
in the level of development of productive forces from the aspect of both world and 
national economy. On the other hand, the determination of a complex socio- 
economic—and at the same time a world economic—phenomenon by means of 
statistical indices may lead to very superficial or even false résülts and does nőt 
reveal the reál causes of the phenomenon. Hence, if the question is raised from a 
theoretical aspect rather than from the practical aspect of a short-run economic poli­
cy, this starting point is ofno avail, and the theories based on it are ofeven less use.

The first problem to be tackled is what statistical indices or combinations of 
indices should be chosen? The most usual index applied is the national income 
per capita1 (or the per capita gross national product).

1 It is alsó very hard to find a valid yardstick. It is much easier to list the countries generally 
regarded or accepted as backward than to specify the order of magnitude of a statistical index 
number, say, per capita national income, which draws a clear dividing line. Shall it be 100, 
200, 300 or 500 dollars? According to Benjámin Higgins: “In generál, underdeveloped coun­
tries in this sense arc those with per capita incomes less than one-quarter those ofthe Unit­
ed States, or roughly, less than $ 500 per year." Bút he adds: “The choice of 25 per cent of 
the United States level as the per capita income dividing advanced from underdeveloped 
countries is, of course, somcwhat arbitrary. It can be justiíied in terms of policy, bút it is hard- 
er to defcnd in terms of pure analysis.” (B. Higgins: Economic Development. W. W. Norton 
and Co., New York, 1959, pp. 6. 8 )

‘ F, Harbison and Ch. A. Myers: Education, Manpower and Economic Growth. New 
York, 1964.

However, this index is nőt even appropriate fór establishing reál differences in 
the level of development without ambiguity and can only be used to demonstrate 
a given static situation. The calculations of the American economists Myers and 
Harbison2 show that the difference in level estimated on the basis of the per capita 
gross national product of the most developed and the most underdeveloped groups 
of countries amounts to only about one third of the difference that exists in the 
development of “humán resources” (i.e. the “production” of skilled personnel). 
However, in the growth of modern economy “humán resources” are of increased 
importance, and their development is even more significant than that of those in-
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vestments which are considered “economic” in the strict sense of the word. And 
what about the scientific capacities of still more striking importance whose 
distribution between the developed and underdeveloped countries is even far more 
extreme?! It is true that there is somé correlation3 between the level of national 
income on the one hand, and education, vocational training and scientific capac­
ities, on the other, bút this balance has always been upset where and when cen- 
trally guided large-scale re-allocation and concentrated utilization of the national 
income was preliminary to and concomitant with rapid development.

The index of per capita national income is inconsistent with a dynamic approach. 
It glosses over the conditions of the production, distribution and utilization of the 
national income—i.e. the very factors that are of decisive importance from the 
point of view of the internál possibilities and limitations of development. Under 
what production relations, in what social and economic sectors and branches is 
the national income produced, who gets hold of it and for what purposes is it 
utilized?

In addition, the calculation of this index is particularly difficult in the most 
backward countries as it comes up against almost insuperable difficulties in the 
assessment and evaluation of the output of the traditional subsistence sector, 
and often there are only unreliable census data at hand.

As Myint points out, “owing to imperfections in basic statistics in calculating 
both the totál national income and the totál population, the per capita income 
figures for many underdeveloped countries are still very crude and liable to wide 
margins of error... Low income per capita, however important, is only one 
aspect of the complex problem of underdevelopment and a definition of the under­
developed countries relying solely on the per capita income criterion is bound to 
be arbitrary”.4

Somé authors make use of other statistical index-numbers instead of or comple- 
mentarily to the GNP index. For example S. J. PateF makes comparisons between 
the per capita production of certain sectors and economic branches and besides 
that he includes the growth rate6 of per capita income in the determination of differ­
ences. By so doing he tries to illustrate underdevelopment in its dynamics. Rosen- 
stein-Rodan works on similar lines in comparing the average rates of income and 
population growth of developed and underdeveloped countries in the last 150 years.7

3Tinbergen and Boss have performed such calculations. (J. Tinbergen and H. C. Boss: 
La demande globale en matiére d’enseignement secondaire et supérieur des pays sous-dévelop- 
pés en cours de la prochaine décenie. Conférence de Washington, 16-20 Oct. 1961 OCDE 
1962, Paris IV.)

' H- Myint: TheEconomies of the DevelopingCountries. Hutchinsonof London, 1964, p. 10. 
, Patel: The Economic Distancc between Nations: its Origin, Measurement and Out­
look. The Economic Journal, No. 293, London, 1964.

“Concerning the rate of growth H. Myint remarks: “The fact that the underdeveloped 
countries have lower income levels does nőt necessarily mean that they alsó have a lower rate 
of growth in incomes.” (H. Myint: The Economies of the Developing Countries. Hutchinson of 
London, 1964, p. 11.)
’P. N. Rosenstein-Rodan: Les besoins des capitaux dans les pays sous-déveioppés. Éco- 

nomie appliquée, I-IV. 1954.
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As comparisons they are very interesting and informative and are doubtless 
more precise than the previous ones, bút they do nőt bring us much closer to the 
causes of underdevelopment. The same applies to classifications made on the 
basis of or with the help of indices such as the percentage of the agricultural popu­
lation or the structure of employment, or those of the living standard as e.g. per 
capita calorie consumption.

All these indices connect phenomena of very different origin and motion to one 
another, and on whatever basis we may choose and combine them, categorization 
on the strength of them will always rely on quantitative criteria\ they do nőt point 
out qualitative samenesses and differences. A classification made on the basis of 
these indices may pút countries with completely different motives and limiting 
forces of development in the same category. Using the level of per capita national 
income as the exclusive basis fór categorization, somé oil-countries e.g. will be 
classified as belonging to the developed countries’ group, while countries in which 
radical socio-economic changes have taken piacé may fali intő the same category 
of backward or underdeveloped countries, as others with an obsolete, rigid and 
stagnant social system. These classifications reflect the actual levels of the pro­
ductive forces at a given time bút conceal the essential differences in production 
and social relations*  between developed capitalist and socialist countries just as 
between developed capitalist and underdeveloped countries, and do nőt reveal 
differences in their relation to world economy either. Therefore they nőt only 
cannot offer any reál explanation fór underdevelopment or even a substitute fór 
it bút they even take us farther away from the understanding of the true causes of 
underdevelopment.

• Ignacy Sachs writes: “All the averagcs per head of population conceal sharp difierenccs 
in eláss distribution and régiónál distribution of the income.” (1. Sachs: Patterns of u u 
Sector in Underdeveloped Economies. Asia Publishing House, 1964, p. 2, footnote 3.)
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CHAPTER II

UNDERDEVELOPMENT AS THE AGGREGATE OF 
CERTAIN CRITERIA AND LIMITING FACTORS

It is a rather popular variety of the underdevelopment theories which offers an 
explanation of underdevelopment by means of a summary of certain “typical” 
features or factors hindering or limiting development. This usually specifies the 
“typical” features and limiting factors by comparing the given “static” state of 
the most developed capitalist countries—together with a number of surface phe­
nomena—with the similarly “static” state of the underdeveloped countries—alsó 
together with a number of surface phenomena.1 What, as a result of the compari- 
son, appears as a “plus” or “minus” fór the underdeveloped countries, constitutes 
the aggregate of deficiencies or limiting factors that makes up the definition of 
underdevelopment.

1 This confrontation remains a comparison of “static States” even if it happens to include 
somé dynamic factors (such as the rate of population growth, the rate of accumulation, 
etc.) as it compares a movement or stagnation observed within a certain period of time with 
a movement or stagnation again within a certain period of time, i.e. the two States or move- 
ments related to each other is a static and nőt a dynamic relationship. This shows at the same 
time the unhistorical character of the comparison.

2 A. G. Frank: Sociology of Development and Underdevelopment of Sociology. Catalyst, 
No. 3, University of Buffalo, 1967.

3 H. Leibenstein: Economic Backwardness and Economic Growth. New York, 1957.
1 See thecritiqueoftheconcepts of the “viciouscircle”, “quasi-stable equilibriumsystem”,etc.
5 See W. Rostow’s theory to be discussed later.

This subtraction approach—or “ideál typical index approach” (as it is called by 
A. G. Frank2), or “gap approach” (named by Charles Kindleberger) is so popular 
and generál, indeed, that it can be found even with such economists who—as 
Leibenstein3—go beyond a summarized description and specification of these 
factors and their superficial interrelationships and demonstrate underdevelopment 
as a peculiar qualitative “form of motion” or, more exactly, a “system” and nőt 
just a relatíve phenomenon. In other words, this approach is often a starting point 
alsó fór theories concentrating on relationships between the factors.4 On the other 
hand, it alsó offers somé support fór certain “historical” explanations,5 and may 
serve those “historical” conceptions which interpret underdevelopment as an 
original (or at least earlier) generál state from which the natural way of develop­
ment leads towards the ideál type of the opposite pole. It is alsó utilized in those 
theories which, in compliance with or independently of the already mentioned 
“historical” approaches, concentrate on the sociological and psychological differ­
ences and identify the state of underdevelopment with a closed, stagnant, tra­
ditional society.
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Thus the “subtraction approach” may gain independence as a separate under­
development theory or it may serve as an introduction to other, more complex 
interpretations. In the former case, like the theory of deficiencies and limiting 
factors, it is completely false in itself; in the latter case it may turn out false de- 
pending on the superimposed theories, though it is originally liable to the possi­
bility of misrepresentation.6

Let us examine it first as an independent theory, as a separate interpretation 
of underdevelopment. It exists in a great number of varieties. It seems that the 
number of factors considered characteristic or determinant may be added to at 
will. This is of course only the natural result of lifting them out of the reál histori­
cal context7 and basic causal relationships.8 On the other hand, and as a conse- 
quence, the characteristics (or limiting factors) of a different number and natúré 
often include very superficial phenomena or such as would require further ex- 
planation. Many of the enumerated characteristics would nőt prove to be generally 
common in the underdeveloped world if the latter were classified by qualitative 
criteria. Leibenstein, whose list is perhaps the most comprehensive, considers the 
following to be the characteristics of underdeveloped countries.9

1. Economic

(a) General
(1) A very high proportion of the population in agriculture, usually somé 70 to 90 per cent.
(2) “Absolute over-population” in agriculture that is, it would be possible to reduce the 

number of workers in agriculture and still obtain the same totál output.
(3) Evidence of considerable “disguised unemployment” and lack of employment oppor­

tunities outside agriculture.
(4) Very little capital per head.
(5) Low income per head and, as a consequence, existence near the “subsistence” level.
(6) Practically zero savings fór the large mass of the people.
(7) Whatever savings do exist are usually achieved by a landholding eláss whose values 

are nőt conducive to investment in industry or commerce.

“ It can be regarded —in my opinion —as acceptable only if and in as much as it serves in 
concreto and directly the international comparison of the existence and measure of the factor 
in question, and nőt the explanation of underdevelopment as an entity. Moreover, it is accept­
able as a prologue, as a preliminary illustration of the phenomenon to be explained fór draw- 
ing the reader’s attention to it and making him aware of the gravity of the problem.

7 H. Leibenstein—though admitting that the explanation of differences in per capita income 
is as much a historical problem as an analytical one-holds the opinion that “in view of the 
framework of ignorance” (concerning the economic history of each of the countries under 
consideration) “within which we are forced to work, it would certainly be convenient if we 
could frame our problem in such a way as to take the intellectual question out of its historical 
context”. (H. Leibenstein: Economic Packwardness and Economic Growth. New York, 195 , 

p. 3.) -ii
8 “It is easy cnough to list distinguishing characteristics of underdeveloped countries. n- 

fortunatcly, our hopcs of isolating causal relationships in this way have nőt been fulfi e .. or 
each of the characteristics has a hen-and-egg natúré that makes it virtually "^P0^1 “ ° 
separate causes from effects” — says Benjámin Higgins. (Economic Development.
tón and Co., New York, 1959, p. 23.)

• H. Leibenstein: op. cit., pp. 40-41.
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(8) The primary industries, that is, agriculture, forestry, and mining, are usually the residu- 
al employment categories.

(9) The output in agriculture is made up mostly of cereals and primary raw materials, with 
relatively low output of protein foods. The reason fór this is the conversion ratio between 
cereals and meat products; that is, if one acre of cereals produces a certain number of calories, 
it would take between five to seven acres to produce the same number of caloriesifmeat prod­
ucts were produced.

(10) Major proportion of expenditures on food and necessities.
(11) Expón of foodstuffs and raw materials.
(12) Low volume of trade per capita.
(13) Poor credit facilities and poor marketing facilities.
(14) Poor housing.

(b) Basic characteristics in agriculture

(1) Although there is low capitalization on the land, there is simultaneously an uneconotr 
ic use of whatever capital exists due to the small size of holdings and the existence of ex- 
ceedingly small plots.

(2) The level of agrarian techniques is exceedingly low, and tools and equipment are limit­
ed and primitive in natúré.

(3) Even where there are big landowners as, fór instance, in certain parts of India, the 
openmgs fór modernized agricultural production fór sale are limited by difficulties of trans­
port and the absence of an efficient demand in the local markét. It is significant that in many 
backward countries a modernized type of agriculture is confined to production fór sale in 
foreign markets.

(4) There is an inability of the small landholders and peasants to weather even a short- 
term crisis, and, as a consequence, attempts are made to get the highest possible yields from 
the soil, which leads to soil depletion.

(5) There is a widespread prevalence of high indebtedness relatíve to assets and income.
(6) The methods of production fór the domestic markét are generally old-fashioned and 

inefficient, leaving little surplus fór marketing. This is usually true irrespective of whether or 
nőt the cultivator owns the land, has tenancy rights, or is a sharecropper.

(7) A most pervasive aspect is a feeling of land henger due to the exceedingly small size of 
holdings and small diversified plots. The reason fór this is that holdings are continually sub- 
divided as the population on the land increases.

2. Demographic
(1) High fertility rates, usually above 40 per thousand.
(2) High mortality rates and low expectation of life at birth.
(3) Inadequate nutrition and dietary deficiencies.
(4) Rudimentary hygiene, public health, and sanitation.
(5) Rural overcrowding.

3. Cultural and Political

(1) Rudimentary education and usually a high degree of illiteracy among most ofthe 
people.

(2) Extensive prevalence of child labour.
(3) General weakness or absence of the middle eláss.
(4) Inferiority of women’s status and position.
(5) Traditionally determined behaviour fór the búik of the populacc.

4. Technological and Miscellaneous
(1) Low yields per acre.
(2) No training facilities or inadequate facilities fór the training of tcchnicians, engineers,
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(3) Inadequate and crude communication and transportation facilities, especially in th 
rural areas.

(4) Crude technology.

Leibenstein tries to create a logical order in the multitude of characteristics 
by dividing them intő two main categories: intő income-determining characteris­
tics (e.g. capital per head, credit facilities, entrepreneurial ability, technical 
knowledge), and income-determined characteristics (e.g. standard of living, in- 
debtedness, housing, nutrition, etc.). He further distinguishes those characteristics 
which cannot be explained “in terms of our simple production, consumption, and 
savings functions”. In spite of this, however, the system of his characteristics 
remains basically arbitrary, inordered, heterogeneous,10 and even contradictory. 
Many of the characteristics are already in themselves inexactly formulated and 
difficult to define (e.g. “poor”, “crude”, “rudimentary”, “exceedingly low”, 
“very little”) or they are just overemphasized and exaggerated (e.g. “rural over- 
crowding”, “lack of employment opportunities outside agriculture”). Many 
characteristics cannot be accepted as generál fór all or even the majority of the 
underdeveloped countries. What meaning can be attached e.g. to the aforemen- 
tioned “rural overcrowding” in a number of sparsely populated regions of Africa, 
the Near East or Latin America? The interpretation of theterms “absolute over- 
population” and “disguised unemployment” is alsó debatable on theoretical 
grounds,11 and in practice these problems are too complex to be just simply declar- 
ed. There are several indices among the characteristics whose relatíve size and 
trend of change rather than their absolute size, low or high value, must be regarded 
as crucial. It is true, the high mortality rate is really characteristic and tragic, 
and therefore compels to take further effective measures, yet — as Leibenstein 
himself points out later12 —it is the divergence of the mortality and fertility rates 
ihat constitutes the acute problem and indeed, to a certain extent, the obstacle 
to any further decrease in the mortality rate. The low volume of trade per capita 
is certainly typical of most underdeveloped countries, bút at the same time the 
comparatively high volume of foreign trade per capita in relation to the volume 
of per capita national income is contradictory and requires explanation. Similarly, 
the contradictions inherent in the reál essence of underdevelopment are con- 
spicuous even among Leibenstein’s characteristics, making the combined list 
itself contradictory. Thus e.g. no orthodox production, consumption and savings 
functions can explain the contradiction between the “low volume of trade per 
capita”, the “major proportion of expenditures on food and necessities” on the 
one hand, and the “export of foodstuffs and raw materials” on the other. Nor do 
they explain why the “low capitalization on the land”, the “uneconomic use of 

10 As B. Higgins remarks: “Leibenstein’s ‘characteristics’ are of three different kinds: sta- 
tistical facts, generál observations, and conclusions from analysis.” (Op. cit., p. 13.)

11 Sec e.g. O. Haberler: “Critical Observations on Somé Current Notions in the Theory 
of Economic Development.” L'lndustría, No. 2, 1957. — R. Nurkse: Excess Population and 
Capital Construction. Malayan Economic Review, Oct. 1957.

111 Op. cit. pp. 56-57, and 190-191.
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capital”, the “existence of exceedingly small plots”, “little surplus fór marketing” 
and at the same time “a modernized type of agriculture confined to production 
fór sale in foreign markets” are characteristic of underdevelopment. To explain 
these obvious and striking contradictions it is nőt sufficient “to take the intellectual 
question out of its historical context”.

Less detailed bút similarly mixed and heterogeneous lists of underdevelopment 
characteristics are alsó given by A. Sauvy and É. Garmagé.

A. Sauvy attributes the following characteristics to underdevelopment: (1) high 
mortality rate and short life expectancy; (2) high fertility without birth 
control; (3) poor nutrition; (4) high proportion of illiteracy; (5) lack of full em- 
ployment owing to insufficient capital supply; (6) strong predominance of agri­
culture and fishery over the processing industries; (7) low social status of women 
and child labour; (8) insufficient development of the middle classes; (9) authori- 
tarian political regimes; (10) lack of democratic institutions.13

13 A. Sauvy: Théorie générale de la population, Vol. I. Paris, 1956, pp. 241-242.
11 É. Gannagé: Économie du développement. Paris, 1962.

Thus Sauvy lists first among the characteristics of underdeveloped countries 
the high death and high birth rate. Originally, this was, indeed, characteristic of 
the traditional, more exactly, precapitalist societies. Today, however, thedivergence 
of the two rates can no longer be explained by the natúré and relations of the 
traditional societies.

As far as Sauvy’s other characteristics are concerned, they reveal the justifiable 
endeavour to account fór underdevelopment nőt only by economic bút alsó social, 
cultural and political factors, bút there is already a certain amount of confusion 
about the natúré and relationships of these factors. Thus e. g. factors No. 3 and 
No. 4 and even No. 7 can be easily explained (just as No. 1 and No. 2) on the 
basis of traditional social relations, while the problems concerning employment 
and capital supply (No. 5) as well as the structure of the economy (No. 6)—the 
latter is characterized rather inaccurately without specifying what kind of agri­
culture is meant by it—already indicate capitalist commodity-production relations. 
Criteria No. 9 and No. 10 reflect, at first glancé, the peculiarities of traditional 
societies, bút the Arab or Asian feudal relations and the traditional communal 
system of certain Tropical-African tribes cannot be evaluated on the same basis. 
On the other hand, the lack of democratic institutions may be a characteristic 
of modern regimes too, and it is nőt clear either to what extent any evaluation is 
possible merely on the basis of the formai existence or non-existence of certain 
institutions.

Thus it seems that Sauvy’s criteria, even as covering mostly surface phenomena, 
contain very heterogenous elements and can hardly be included in a uniform 
system of causal relationships.

E. Gannagé, too, puts a demographic factor, high birth rate, first among the 
criteria of underdevelopment.14 Its consequence, high population growth, is, in 
his opinion, one of the main obstacles to development. His system of criteria is 
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similar to Sauvy’s in that it alsó involves both economic and social factors, and 
these factors are the elements of highly different ránk and natúré of different causal 
relationships. His further eriteria are: (2) predominance of agriculture and min- 
ing; (3) capital shortage; (4) unbalanced and rigid social structure; (5) insistence 
on traditions; (6) passive attitűdé of the population towards necessary changes. 
Here again certain factors (e.g. Nos. 1, 5 and 6) refer to traditional societies, 
others (e.g. Nos. 2 and 3) to capitalist ones. Bút Gannagé alsó sheds somé light 
on relationships, investigating the coming intő existence of opposite poles, the 
emergence of a dual structure, various vicious circles (to be discussed later) and 
alsó certain international relations.

Bút instead of going intő the lists of characteristics by other authors, let us 
select the factors considered to be the most characteristic and frequently occurring 
in the underdevelopment theories and examine to what extent they offer a histori­
cally and logically acceptable and consistent explanation fór the substance of 
underdevelopment. Many authors would, presumably, protest against such an 
isolation of factors saying that they provide an explanation of underdevelopment 
only in conjunction with others. Bút the lists of factors—as we have seen—are 
rather arbitrary and can be lengthened or shortened at will. If the factors are re­
lated at all and are nőt combined at random, there must be somé connection be­
tween them. If this relationship is causal, i.e. where one factor determines the other, 
then it is fully justified to examine them one by one and ask to what extent they 
can be considered as causes or effects. If, however, the relationship among them is 
circularly mutual, as supposed by most authors,15 then in the following we shall 
treat it as a separate conception.16

is “If A, B and C arc obstacles that arc related in such a way that there is no way of over- 
coming them one by one, since all of them change as anyone of them is tampered with, there
is no way of determining that one is much more important than the others.” (H. Leibenstein:
op. cit., p. 55.)

18 Fór dctails, sec the chapter Underdevelopment as a Specific Form of Motion.. .
” F. Perroux: Biocagcs et freinages de la croissance et du développcment. Op. cit.

1 . THE LESS ADVANTAGEOUS DEMOGRAPHIC POSITION

This is one of the factors most commonly referred to in any explanation of under­
development. It is included, as we have seen, in Leibenstein’s combined lists, and 
ranks first among Sauvy’s and Gannagé’s characteristics, too.

H. W. Singer points out the rapid population growth and unfavourable age 
distribution as a result of the related motions of birth and death rates. He empha- 
sizes that the unfavourable age distribution (the high proportion of dependents 
in the totál population) is a greater bar to economic development than the high 
birth rate itself.

Francois Perrotix™ alsó refers to demographic factors: the rapid population 
growth as a result of the decrease in infant mortality with a simultaneous unchanged 
birth rate, and—relying on Indián data—unfavourable age distribution and high 
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proportion of dependents. He links the demographic problem very closely with 
the problems of production and productivity, emphasizing thereby their relatíve 
natúré.

Jacob Viner18 alsó considers the high rate of population growth as one of the 
main obstacles to economic development. This, in his opinion, becomes especially 
dangerous when infant mortality—owing to the application of the techniques of 
modern public health—decreases at a quicker rate than the opportunities of pro­
ductive employment increase. Thus Viner connects the question of employment 
with the problems of population growth and explains the latter mainly by the 
progress of modern medical Science.

Gerald M. Meier and Róbert E. Baldwin18 take the same view. “Population 
pressure” is, in their opinion, one of the characteristics of the underdeveloped 
countries. It manifests itself in three ways: (a) latent unemployment in agriculture 
(“rural underemployment”); (b) high proportion of dependents per aduit due to 
the high birth rate; (c) rapid population growth due to the drop in the mortality 
rate together with a high birth rate. In their view, “population pressure” is re- 
sponsible fór the fact that the labour force is an “abundant factor” in the under­
developed countries. Since its supply will exceed the demand, the expansion of any 
sector of the economy (e.g. the export sector) will nőt bring about an increase in 
reál wages.20 “Population pressure”—as Viner alsó emphasized—is primarily 
caused or increased by the fact that the wider application of modern medical 
Science decreases the mortality rate while the birth rate does nőt decrease accord- 
ingly.

There is in fact a rapid population growth in the underdeveloped countries 
often referred to as “population explosion”, and this rapid increase in population 
and especially the number and proportion of young dependents further deterio- 
rates the economic indices (per capita income, consumption and production). It 
requires increased efforts to attain a higher level and means serious burdens in the 
sphere of food supply, public education, health and social Services, and alsó aggra- 
vates the employment problem. We wish to mention here only by way of illus- 
tration that between 1962 and 1970 the totál population of the underdeveloped 
countries will foreseeably increase by about 300 millión, which means approxi- 
mately the aggregate number of the population of the USA, Great Britain and 
Francé in 1962. Fór this an income increment of about 40 thousand millión dollars 
would be needed merely to keep the per capita income at the 1962 level.21 The un­
favourable age distribution is best demonstrated by the following data: while in 
the developed countries people of productive age (15-64 years) constitute 70

18 J. Viner: International Trade and Economic Development. Oxford, 1963, p. 118.
19 G. M. Meier and Róbert E. Baldwin: Economic Development. Theory, History, Policy. 

New York, 1957, pp. 281-290.
20 This conception was worked out in more detail by A. l.cwis: Economic Development 

with Unlimited Supplies of Labour. The Economies of Underdevelopment. Ed. by A. N. Agar- 
wala and S. P. Singh. Oxford Univcrsity Press. 1958, pp. 400 449.

21 S. M. Fine: La croissance économique dans les pays moins dévcloppés. L'Observateur de 
l'OCDE, No. 5, 1963.
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per cent, and those under 15 years only 20--30 per cent of the totál population, 
these proportions in the underdeveloped countries are 55-60 and 40 per cent, 
respectively.22

There is no reason to deny the importance of this factor. However, the space23 
and time aspects of the phenomenon “demographic revolution”, the causes of 
its incidence and particularly its causal relationship with underdevelopment re- 
quire a more thorough investigation.

On the one hand, the perspective side of the problem of population growth is 
quite different in the densely populated countries (particularly in those with poor 
natural resources) from that in the sparsely populated countries. It is true that 
50 per cent of the totál population of the underdeveloped world is concentrated 
in four countries (India, Pakistan, Indonesia and Nigéria), and that two of them 
(India and Pakistan) and certain regions of another (Indonesia) are very densely 
populated, bút this does nőt justify us in appraising all underdeveloped countries, 
including the very sparsely populated ones, in a uniform way, on the basis of 
high population growth.24 In a considerable part of the underdeveloped world 
(mainly in Tropical Africa and in somé regions of Latin America) labour shortage 
is one of the causes of the underutilization of natural resources. The 1951 Africa 
report of the UNO25 e.g. ascribes the economic backwardness and poverty of the 
people of the African countries to underpopulation. One need nőt fully subscribe 
to this view to realize that rapid population growth does nőt necessarily prevent, 
bút in the long run, i. e. apart from the temporary problem of age distribution, 
might in fact promote the development of the sparsely populated African or Latin- 
American countries.

On the other hand, the phenomenon itself, namely the rise in the rate of popu­
lation growth must be accounted fór. It is nőt enough to compare the motions 
of the two rates26 and explain the fali of the mortality rate by improved health 
service and protection against epidemics. The core of the question is whether or 
nőt such a divergence of the two rates is a natural demographic symptom.

If the answer is an affirmative one, then this divergence ought to be discovered 
alsó in the history of the present-day developed countries. And this raises the 
other question: why did it nőt bring about economic backwardness in those coun- 
trics, why did it nőt prevent their development? Fritz Baadé11 points out that the

!S I. Sachs: Patterns of Public Sector in Underdeveloped Economies, Bombay, 1964, p. 6.
2: 1 Rcfcrring to statistical data Benjámin Higgins emphasizes that the underdeveloped 

countries in generál cannot be said to be densely populated, and he does nőt even accept 
high population growth rate as a distinguishing mark sincc “rates of population growth 
show a similarly widc rangé". (B. Higgins: op. cit., pp. 16-18.)

24 It seems that underdevelopment theories in generál are strongly biassed, due to concen- 
tration on the economic problems of the ovcrpopulatcd Asian countries. This is in many res- 
pects understandablc and alsó justifiablc, bút it often Icads to faulty gcncralizations.

“ Review of Economic Conditions in Africa. New York, 1951.
Sec cg. H. Leibenstein: op. cit., pp. 56- 57, and ISO-191.

27 F. Baade: Dér Wettlauf zum Jahre 2000. Unsere Zukunft: Ein Paradics oder Selbstver- 
nichtung dér Menschhcit. Gerhard Stalling Vcrlag, Oldenburg, 1964. 
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present-day developed countries have alsó passed through a demographic phase 
in which the mortality rate began to drop when the birth rate remained virtually 
unchanged. Bút it did nőt prevent economic development, in fact the two processes 
coincided until, at a certain stage of economic development, the birth rate, too, 
began to decrease.

If, however, the divergence of the two rates is nőt a natural phenomenon, or if its 
order of magnitude today is substantially different from what it was in the case of the 
developed countries, how can we account fór this more or less new phenomenon ?

Meier and Baldwin point out that the fali of the mortality rate in the pást of the 
present-day developed countries was due mainly to economic development itself 
while in the case of the present underdeveloped countries it is attributable to 
improved health Services, that is to say to a factor more or less independent of 
economic development. Bút if this is true, a new question arises again: why does 
economic development in the underdeveloped countries lag behind the develop­
ment of sanitary Services and population growth? It appears that the high popu­
lation increase does nőt account fór underdevelopment, and indeed the latter must 
be explained first to account fór the development of the demographic situation. 
Thus Viner's statement that high population growth involves danger only when 
employment opportunities do nőt expand at the same time, is tantamount to say- 
ing that a high rate of population growth hinders economic development only if 
the latter comes up against diflficulties in any case, i.e. if the State of underdevelop­
ment exists de facto.

The connection—in fact the inverse relationship — between the two rates is 
clearly demonstrated by Simon Kuznets.™ Pointing out the difference and dissim- 
ilar conditions between the demographic patterns of the present-day developed 
countries prior to their industrial development and of today’s underdeveloped 
countries, he draws the conclusion that the present higher birth rate of the under­
developed countries is the consequence of their lower level of development, while 
the fali in the death rate is the result of the economic development, technological 
and medical progress achieved since by other, i.e. by advanced countries. The 
present-day underdeveloped countries cannot resort to emigration which was 
formerly available to the Ei ropean countries, and so they have to pay the penalty 
fór “being laté”, fór lagging behind in development.

Whether it is really just a matter of “being laté”, of “lagging behind”, is a ques­
tion we shall have to discuss later, bút even this explanation may have made clear 
the role of a foreign, external element in the development of population growth.

According to Ragnar Nurkse “the population explosion in Asia, due largely 
to the fali in death-rates, refleets the uneven impact of Western civilization”.29

28 S. Kuznets: Underdeveloped Countries and the Pre-Industrial Phase in Advanced 
Countries. The Economies of Underdevelopment. Ed. by Agarwala and Singh. Oxford Univer- 
sity Press, 1958, pp. 149-151. — Six Lectures on Economic Growth. Frank Cass and Co., 1966, 
pp. 35-41.

20 R. Nurkse: Excess Population and Capital Construction. Malayan Economic Review, 
Oct. 1957. Reprinted in Leading Issues in Development Economies. Ed. by G. M. Meier. Ox­
ford University Press, 1904, pp. 74-77.
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This, in his interpretation, means that while mortality has decreased due to the 
adoption of advanced medical techniques, in the consequence of which population 
has doubled, technology, capital supply and the size of cultivable land too have 
remained much the same.

“Demographic pressure” as a limiting factor is included, in somé way or anoth­
er, in practically all non-Marxist underdevelopment theories, without being 
ranked as high, however, in the centre of interpretation, as it was in Malthus’ 
theory of growth. Though e.g. H. Myint alsó points to the relationship of over- 
population and underdevelopment, which “mutually aggravate each other in a 
vicious circle”, he adds that the concept of “overpopulation is nőt the answer 
to the problem. Incidentally, it may be the main cause of backwardness, bút there 
are a number of underdeveloped countries which are nőt under the pressure of 
overpopulation or became overpopulated only at a later time.30

Gerald M. Meier alsó remarks that “overpopulation is synonymous with under­
development” bút “nőt the answer” to it, and that “the problems of increasing 
capital per head and raising per capita reál income are common to all backward 
economies, whether overpopulated or nőt”.31

In Leibenstein's view the “demographic characteristics of economic backward­
ness present a dual problem”: on the one hand, “they help to explain”, and on the 
other, “their existence and persistence have to be explained”. On the analogy of 
induced and autonomous investments he distinguishes “induced changes in popu­
lation explainable by changes in per capita income” and “autonomous effects 
which are independent of the changes in income and consumption. (Such as e.g. 
Chemical, bacteriological, medical and public health discoveries by which the 
Central government can decrease the mortality rate without a simultaneous in- 
crease in per capita income. ) . „

Though Malthus is still very often referred to, the problem of “overpopulation 
—as might be seen from the foregoing— appears as a much more complex and 
relatíve problem33 in underdevelopment theories. The relatíve character of ovei- 
population” is strongly emphasized, and stress is Iáid rather on the availa c 
technology, modernized production methods and the capital supply.

Colin Clark, for example, when dealing with the problems of population growt i 
and living standards,34 strongly attacks Malthus. In his view the “law ot díminish- 
ing returns can only be said to be, in any sense of the word, a law if two furthei

30 H. Myint: An Intcrprcfation of Economic Backwardness. TheEconomiesof Underdevil 

°P™G.’ M. Meier: The Problem of Limited Economic Development. The Economies of Under­

development, p. 57.
33 £ cXÍ’he X* growth of population in the t-ditiona^

with “the slow or anested growth of the modern sector”. (Sec:
ment. Delivcred to First Study Course: 17 September 7 December 1962. International
stitutc for Labour Studics. Gcneva, 1962, pp. 37, 43.)

33 C. Clark: Population Growth and Living Standards. International Labour Rev.ew, Au 
gust 1953. Sec alsó The Economies of Underdevelopment, pp. 32 53.
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conditions are fulfilled: first, that the inhabitants of the more densely settled area 
do nőt use any different farming methods from those of the less densely settled 
area, and secondly, that they do nőt employ any more capital per head. These two 
further conditions make the law of very limited application indeed. Fór the use of 
improved farming methods and greater quantities of capital per mán are precisely 
the steps taken by Progressive countries when they find their population increasing 
and their area of agricultural land limited”.35 Classifying 26 countries with respect 
to the relationship between the intensiveness of cultivation and agricultural output 
per person engaged in cultivation, he proves that there is little relation, if any, 
between density of settlement and average product per head. In Denmark e.g. 
per capita yield is five times that of Turkey with an identical population density. 
In Denmark, ten mén (working) per square kilometre of land supply 200 people. 
If “population pressure” is measured by this ratio, i.e. on the standard of Danish 
agriculture, only Belgium, the Netherlands, Japan and próbátly Switzerland 
(nőne of them is a backward country) can qualify as “overcrowded” bút the 
countries in Latin America, Africa and the Middle East, and even India, Pakistan 
and Indonesia cannot be regarded as such. Thus it is obvious that low agricultural 
output (just as underdevelopment itself) is nőt caused by overpopulation.

It would of course be wrong to underestimate the consequences of rapid popu­
lation growth and unfavourable age distribution, that is the grave problems of 
“population pressure” especially in relation to densely populated countries. No 
doubt, this factor can really be a major short-run obstaele, ceteris paribus, to de­
velopment. However, underdevelopment, whether interpreted as a complex socio- 
economic product or as a mere relatíve difference, a “lagging behind”, cannot be 
traced back to demographic features. Both refutal by history and logical contra- 
dictions and doubts render it unacceptable.

2. UNFAVOURABLE NATURAL ENDOWMENTS. SHORTAGE OR 
UNDERUTIL1ZATION OF NATURAL RESOURCES

In addition to the high rate of population growth as a limiting factor, Jacob Uiner 
alsó points to the low level of productivity which he traces back partly to unfa­
vourable natural endowments (poor-quality soil, virgin forests, lack of mineral 
resources, and waterpower, unfavourable climatic and precipitation conditions, 
poor transport facilities, unfavourable geographical situation with respect to its 
opportunities fór profitable foreign trade, etc.), and partly to the poor quality 
of the working population (in respect of culture and education, hcalth and nutri- 
tion).

No doubt, the low levél of productivity is a charactcristic of the economy of 
underdeveloped countries, bút nőt even Viner says that low productivity is attrib- 
utable simply to the lack of natural resources. A case in point is Switzerland

M C. Clark: op. cit. in The Economies of Underdevelopment, pp. 35-36. 
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whose unfavourable natural conditions have nőt proved to be a fatal obstacle 
to development.

As a matter of fact, the natural conditions and resources of underdeveloped 
countries can hardly be regarded as unfavourable in generál when it is common 
knowledge that there are countries in Africa, Latin America and Asia38 which are 
very rich in mineral resources. Somé of them have very high potentials of water 
power,37 and, though the climatic conditions are disadvantageous in a number of 
countries, they are definitely favourable in others.38

The geographical situation may, of course, be of primary importance in trans- 
port and foreign trade. The backwardness of transport and/or the high cost of 
its development, as well as the great distance from international trade routes, are 
indeed considerable obstacles to development. At the same time the expansion 
and standard ofthe transport system itselfis dependent on economic development. 
Its course is determined by the centres of economic growth, and natural obstacles 
are no longer unsurmountable barriers today. Therefore the inadequate standard 
of transport may be an obstacle to a more rapid economic development bút it is 
only a concomitant symptom of underdevelopment, nőt a determining factor by 
any means. At the present stage of the development of international trade and 
transport one must nőt lay too much importance on the geographical situation 
as even the remotest parts of the world have already been brought intő the blood 
circulation of international trade, and it is precisely in the economies of the ex- 
colonial and dependent countries that international trade plays a decisive role.

Meier and Baldwin alsó point to the State of natural resources as one of the 
factors of underdevelopment.30 Bút, as Meier himself asserts in another study of 
his, however popular it is to refer to the lack of resources, and however evident 
it is that the possibilitics of development are highly restricted where natural 
resources are lacking, in 1870 very few countries could have been said to be poor 
in them. “The present phenomenon of a low amount of resources per head is the 
result of either the exhaustion of resources or such a rapid growth in population 
that overpopulation now puts pressure on the available resources.’

a« Latin America posscsses one third of the totál copper and iron resources of the wor , 
one tenth of the crude oil, zinc, tin and lead resources, one sixth of the nickel and manganese 
resources, two fifths of the bauxite resources and siands first in the capitalist world production 
of 22 important minerals. In Africa, Ghana, Guinea and the Congo due to their rich bauxite 
resources could producc alumínium amounting to three times the quantity ofthe present world 
production. Zambia has one fourth of all the copper reserves and Gabon the second largest 
manganese orc deposit in the world, etc. India’s iron orc reserves amount to about five or 
six times those of Britain or West Germany. The oil wcalth of the Ncar East countries amounts 
to one fourth of the crude oil production of the capitalist world.

” Africa's water power potcntial amounts to about 40-50 per cent of the potential hydrau ic 
power of the entire world. u rmns

" In Latin America there arc immense arcas of virgm land which could yield three ct l. 
annually if they were cultivatcd.

” G. M. Meier and R. E. Baldwin: op. cit., pp. 291-303.
“ G. M. Meier: op. cit., p. 56.
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Thus Meier only accepts the abundance or shortage of natural resources as a 
relatíve phenomenon—a standpoint we readily agree with—and he alsó points 
out that the position of the developing countries today is more unfavourable in 
respect of natural resources than it was in 1870. In the end, however, he seems to 
return to the idea of the scarcity of natural resources. The fact that the resources 
that had existed earlier were “exhausted” so soon and turnéd out to be scarce due 
to a rapid growth of population, might prove that they had been considerably 
limited in an absolute sense, too. If resources did nőt represent a bottleneck earlier 
(bút only since they became exhausted and scarce in relation to the number of 
population), the question ought to be answered why they did notpromote devel­
opment to a greater or lesser extent when and where they were still available in 
abundance? There is convincing evidence that it is no good just pointing to the 
exhaustion of natural resources without bringing it out clearly: by whom and fór 
what purposes the resources were exploited. Did the given national economy bene- 
fit from the exhaustion of its resources or nőt? And was the exploitation of the 
resources justified at that time and to such an extent from the point of view of the 
development of this economy? It is nőt necessary to develop this train of thought 
further. It is obvious that what is needed here too, is a genuinely historical answer 
and nőt a type of explanation based on demographic trends or the “natural” 
exhaustion of resources.

It should be noted that as regards the scarcity or abundance of natural resources 
it is nőt scientific to speak of the “drying up” of resources because geological 
explorations can never be regarded as finished (they are in fact still in the initial 
stage in the underdeveloped countries), and because Science and technology are 
developing continuously.41 Indeed, the more unfavourable situation which in fact 
exists today as compared with 1870 is due less to the diminishing volume of natural 
resources than to the impact of changes in world trade and the international divi­
sion of labour. (Meier and Baldwin alsó point to the problem of the trends of the 
terms of trade.)

41 The book of J. Barnett and C. Morse: Scarcity and Growth. The Economies of Natural 
Resource Availability (John Hopkins Press, Baltimore, 1963) sets this problem in its proper 
light.

42 J. Tinbergen: Lessons from the Pást. Elsevier Publishing Company, 1963, p. 85.

Thus it is hardly acceptable to regard the underdeveloped countries as generally 
poor in mineral and power resources. And to talk about the “drying up” of natural 
resources is nőt only unjustified bút it would require answering further questions. 
As regards the abundance and state of natural resources, the scale of variants is 
even wider than in respect of the demographic situation, and the differences 
within the underdeveloped world are considerably larger than between the under­
developed and developed groups of countries.

There is, no doubt, one natural-geographical endowment which seems to be a 
more or less common feature: “almost all the newly developing countries are 
tropical countries”*2 In this connection it is usual to refer partly to the unfavour- 

38



able psychological effect of the hot climate which “does nőt encourage hard work 
and makes a primitive way of life bearable in many respects”43 and partly to the 
poor quality of the tropical soil which prevents any considerable agrarian, and 
thereby a’so industrial development.

The fact that physical work under tropical conditions is more difficult is realized 
by everybody. It is alsó self-evident that the lack of that system of work involving 
regularly repeated and constant efforts, which is objectively required by agri­
culture in the temperate zone, and the objectively greater possibility of a mere 
reliance on the mercy of Natúré in the tropical zones: all these may have at least 
a curbing effect on development. Marx, too, referred to these factors when he 
called the temperate zone the natural father-land of capital. At a certain stage of 
the development of productive forces, natural conditions have an increased im- 
portance in social development, and there is no doubt that these and similar fac­
tors still largely determine the living conditions and the development of certain 
tribes inhabiting the depths of the forests. Bút, on the other hand — as Tinbergen44 
alsó mentions—it was just in the tropical beit that the great ancient cultures de­
veloped, while primitive tribes of that time lived in the temperate zone. Thus, 
even if in a certain period somé zones are more favourable to socio-economic 
development than others, this does nőt preclude the possibility of the opposite 
in another period. And as to the recent historical period, it is in the underdevel­
oped countries that the most “sweating” methods of exploitation were (and in 
many places still are) applied, such as a long working day, low wages, various 
penalties, poor mechanization where hard manual work is done, etc., which are 
the characteristic phenomena of colonial capitalism.45

A realistic assessment of the quality of tropical soil still needs considerable 
scientific work and research.40 It seems to be certain, however, that the transplan- 
tation of somé crops to tropical soil proves unsuccessful, and certain methods of 
cultivation used in the temperate zone (e.g. deep ploughing) may be definitely 
harmful in the tropics. It is alsó an established fact that the qualitative deterio- 
rationofthetropical soil (mechanicaldisintegration and erosion) may be very rapi 
ifit is nőt protected against the sun which “ would burn away the organic matter 
and kill the micro-organisms” and the heavy rainfall which “would crush the 
structure of the soil, seal off the underlying soil from the air, and leach out t e 
mincrals or carry them so far intő the carth that the plánt roots cannot reac 
them”.47 All this, however, is a long way from the proof that the quality o t re 
soil is a determining factor concerning the State ol underdevelopment. A great 
dependence on weather, a high degrec of exposure to natural disasters ( oo ,

43 Ibid.

“ Fór further details sec J. Woddis: Africa. The Roots of Revolt. London, 1961.
ic Survey of Africa Since 1950. U. N., 1958. W. A. Hunton: Dectston in Africa. 1956.
F. Fanon: Les dantnés de la térré. Maspcrs, Paris, 1961. Kamarck-

« "Little is known about how best to exploit and improve tropica sotls. (A. M. Kamarcs.
The Economics of African Development. F. A. Praeger, 19 , p. •)

47 A. M. Kamarck: op. cit., p. 93.
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drought), uncertainty of the marketable surplus and even the danger of erosion, 
etc. used to be typical of European agriculture, too. The solution of these problems 
is to a great extent a social and technical question and is, in this respect, the func- 
tion of economic development. The considerable share of the underdeveloped 
countries in the world production of a great number of agricultural products48 must 
make us careful in making negative statements about their natural endowments 
and soil quality. The difficulties in marketing these products call our attention 
to the fact that the problems of the development of agriculture are nőt primarily 
connected with natural factors. It is even less admissible to link up economic de­
velopment as a whole with the blessings of soil and climate. As B. Higgins writes: 
“The soil and climate of Japan did nőt suddenly change in the latter part of the 
nineteenth century when its transformation to an industrialised country began.”49

According to H. Leibenstein, the low agricultural yields of underdeveloped 
countries can be explained, in principle, by three factors: “(1) somé of the capital 
found in advanced agricultural countries may nőt be of a kind fór which we can 
substitute labor; (2) advanced countries may utilize superior agricultural tech­
niques; and (3) on the average, the quality of the cultivated land may be superior 
in the advanced countries.” As far as the former two points are concerned, they 
are obviously the functions of economic development, and nőt the other way 
round. About the third factor Leibenstein writes the following: “Certainly, 
persistently low yields cannot be ascribed to climatic characteristics since these 
are often more favourable to high yields in the underdeveloped countries than in 
the developed ones. Bút the average quality of the land may be inferior fór two 
reasons. First, because incomes are low, the margin of cultivation is carried much 
further in the direction of poorer land . . . Bút, second, and more to the point, 
there may be an inherent dynamic process in the utilization of the land that keeps 
yieldslow."Andthisisbecauseas aresult ofcertain “counterforces” “an improve- 
ment in the quality of the land generates a more intensive utilization of that 
land”. “Increased current yields imply improved nutrition, a diminution of period- 
ic starvation, and consequent diminished mortality rates, resulting in an increased 
population and necessary further subdivision of holdings .. “... there is now
little room fór quality-maintenance measures that imply a diminution in the cur­
rent yield.”50

Though this explanation is in perfect consonance with Leibenstein’s “quasi- 
stable equilibrium” idea,51 it is at the same time completely devoid of any genuine

4’ Africa supplies e.g. 82 per centofthepalmoil, 26 percent of the groundnut, 64 per cent 
of the cocoa, 16 per cent of the coffee and 65 per cent of the sisal production of the world. 
(Africa v tsifrah. Moscow, 1963, p. 38.) The share of Latin America in the world production 
of sugár cane is 50 per cent, coffee 75 per cent, cocoa 30 per cent, bananas 67 per cent, meat 
16 per cent, cotton 15 per cent, flax 25 per cent. (Production Yearbook 1961, Vol. 15, 1962.)

49 B. Higgins: op. cit., p. 273.
50 H. Leibenstein: op. cit., pp. 48-51.
51 Fór more details, see the paragraphs: Leibenstein's Theory of the “Quasi-stable Equilib­

rium System”.
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historical factor. The fact that the acceleration of population growth in under­
developed countries is de facto nőt a consequence of improved soil and higher 
yields, is so evident that there is no need to prove it. But the further subdivision of 
holdings is a fairly generál phenomenon, and so is the gradual disuse of the tradi­
tional quality-maintenance measures. But is it possible nőt to see behind these 
phenomena the spreading of the big monocultural plantations and the growing 
of export crops?52

The question of natural resources is dealt with by several economists, including 
H. Myint, nőt as an absolute or relatíve plenty or poverty, but as the measure of 
the utilization of potentials (which theoretically may mean the utilization of miner­
al resources as well as soil potentials).53 Myint indicates “underdevelopment of 
natural resources” (in connection with “backward people”54) as one of the factors 
of underdevelopment.55

The term “underdeveloped resources" means, in fact, the underutilization of po­
tential resources or the non-optimum allocation of the given resources to possible 
uses, i.e. “a species of deviation from the productive optimum”. Thus the factor 
“unfavourable natural endowments” is replaced by the factor “underutilization 
of existing natural resources” (available perhaps in abundance) as a criterion of 
underdevelopment or obstacle to development. This is, no doubt, more realistic 
than the generalizing criterion of unfavourable natural endowments though it 
does nőt reveal more about the roots, the deep-lying causes of underdevelopment 
either. Here, too, quite a numbet of questions remain unanswered: What is the 
yardstick by which the inadequate utilization of potential resources can be meas- 
ured? What are the causes of underutilization? Why did even those colonial 
countries in which a part of the resources was exploited intensively—according 
to Meier perhaps even exhaustively—nőt achieve a higher level of development, 
i.e. the phase of “self-sustained growth”.

” Instances of and references to the harmful effects of monocultural plántáljon farming 
(dcplction of land, increased scnsitivity to plánt discases and insects) and its drawbacks, as 
opposcd to traditional cultivation methods can be found in a great number of books, official 
reports and stúdiós. (See e.g.: B. Higgins: op. cit., p. 270. J. Woddis: op. cit. — K. Brown . 
Land in Southern Rhodesia. Africa Bureau, London, 1959. SpecialStudyon Economic Condi­
tions in Non-Self-Governing Territories. U.N., 1958.-T. R. Batten: Problems of African 
Development. London, 1947, p. 54., etc.)

53 Viner, too, strcsscs the utilization of potentials when he defines the concept of under­
developed countries by declaring that an underdeveloped country is one “which has good po­
tential prospects fór using more Capital or morc labour or more available natural resources, to 
support its present population on a higher level of living or if its per capita income lese is 
already fairly high to support a larger population on a nőt lower level of living . (TheEconom- 
ics of Underdevelopment, p. 12.) . .

M In this context underdevelopment theories apply an intcrcsting terminological mstinc 
between the concepts "underdeveloped resources” and "backward people , to which wc s a 
return later, in view of the deriving practical conclusions.
“ H. Myint: op. cit., I, pp. 93-96.
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3. CAPITAL SHORTAGE OR INSUFFICIENT CAPITAL FORMATION

Capital shortage is usually considered to be one of the most characteristic eriteria 
of underdevelopment, the more so as it alsó apparently provides a suitable ex­
planation fór the low level of productivity, the acute problem of unemployment, 
and, in generál, underemployment, as well as fór the underutilization of the natu- 
ral-resource potential. In addition, the generál demand of the underdeveloped 
countries fór increased international financial assistance, their growing budget and 
balance-of-payments deficits, as well as the rather frequent phenomenon of usu- 
rious local credit rates, still further corroborate the assumption that the basic 
cause—and alsó the remedy—of underdevelopment must be sought along this 
line. Therefore, of all limiting factors of development, capital shortage is rated of 
especial importance by most authors.

It has already been mentioned that Sauvy too refers to the insufficiency of capital 
stock, in connection with unemployment. Gannagé points out the low volume of 
per capita capital in production.

In Viner's view, capital shortage belongs to the second category of obstacles 
to development (it comes after the quality of natural resources and working popu­
lation), and he adds that capital shortage should nőt be measured by the rate of 
interest. A high rate of interest may be due to economically different causes: high 
investment risks, high marginal productivity of capital, etc. The measure of capital 
supply should be related to the available opportunities fór profitable investments, 
and it is more appropriate to apply as an index number the amount of capital per 
capita in use within the country than the amount of capital per head owned within 
the country.56

This remark of Viner’s, touching upon a highly essential problem, needs to 
be commented upon. It might be really justified to measure the degree of capital 
supply of a given fiscal year or of a development programme extending over 
several years by the amount of capital actually used or available. Bút from the 
point of view of the present and future position of the country in question, it is 
far from being immaterial to what extent it can rely on its own resources and to 
what extent foreign capital increases within the country, i.e. to what extent it 
becomes dependent on foreign financial powers. Nor is it permissible, in the search 
fór a correct and historical interpretation of underdevelopment, to overlook differ­
ences in the origin of the capital in use, and differences between foreign and national 
capital, since it is precisely the activity and predominance of foreign capital that 
gave rise—deliberately or spontaneously— to factors that can be considered as 
qualitative eriteria of “underdevelopment”.

As regards the relatíve interpretation of insufficient capital supply—i. e. capital 
shortage related to profitable investment opportunities the question arises first 
of all as to whether we should interpret “profitability” on the microeconomic level

M J. Viner: The Economies of Development. Sec in: The Economies of Underdevelop­
ment, pp. 18-19.
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from the entrepreneur’s point of view, or on the macroeconomic level from the 
long-term view of the national economy? Secondly, this—in my view basically 
correct relatíve interpretation of capital shortage does nőt offer by any means a 
generál characteristic (even less generál than e.g. population pressure). As is 
commonly known, in a number of underdeveloped countries (mainly in Tropical 
Africa) the increase in capital inflow is alsó restricted by a limited absorbmg 
capacity. Consequently, in somé countries capital abundance rather than capital 
shortage can be observed in terms of concrete opportunities for profitable in­
vestments (of course in an even more relatíve sense!). J. M. D. Little e.g. firmly 
points out that in Tropical Africa it is nőt capital shortage in generál, bút rather 
the lack of skilled labour, the economic fragmentation of the continent and the 
lack of information on opportunities for profitable capital investment that are 
the obstacles to development. Mán and nőt money is the limiting factor, that is 
the final conclusion he reaches.

Capital absorption really does come up against the problem of the availability 
of skilled labour58 as a generál rule, and is given priority over capital shortage by 
many economists.

In Brúnó Knall's view,59 too, lack of skill is a greater handicap to development 
than lack of capital. This opinion is alsó supported by the above-mentioned 
American calculations (the analyses of Myers and Harbison) on differences, and 
their importance, between the development levels of “humán resources . Arthur 
Lewis does nőt share this view, he does, however, accept the shortage of skilled 
labour as a “very temporary bottleneck”. It is in the long-run dynamics of develop­
ment that he resolves the problem of skilled-labour shortage by transferring it to 
the sphere of the bottlenecks of capital and natural resources: “If the capital is 
available for development, the capitalists or their government will soon provide 
the facilities for training more skilled people”—he says, and adds. ^The lea 
bottle-necks to expansion are therefore capital and natural resources.

S. P. Schatz, on the basis of the results of surveys and his research carned out 
in Nigéria, calls attention to the false appearance of capital shortage • Frequent y 
the belicf that a capital shortage is the effective or operating impediment to in ig 
enous priváté investment is mistaken, ... it is an illusion created by a arge 
falsé demand for capital, ... what really exists is nőt an immediate shortage of 
capital at all, bút a shortage of viable projects.”61

Thus it seems justified to say that nőt only the emergence and chromc character 
of capital shortage need explanation, bút the limitations of investment possi i ities,

6 7 J. M. D. Little: Aid to Africa. Overseas Development Institule, 1964.
It is, of course, alsó connected with several other factors (the State of the in ras r 

external economies, etc.).
• • B. Knall: Wirtschaftsdicnst, No. 4. 1964. Economies
• ’ W. A. Lewis: Economic Development with Unlimitcd Supphcs of Labour.

of Underdevelopment, p. 406. wiorria Reading
• ' S. P. Schatz: The Capital Shortage Illusion: Government Lending g a b id 

in the Applied Economies of Africa. I. Ed. by E. Whetham and Jean J. Curne. C 

1967, p. 93.
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too. Paul Baran considers capital insufficiency and the deficiency of investment 
possibilities as two aspects of one and the same problem.02

Ragnar Nurkse holds the view that the lack of investment incentives rather than 
the insufficiency of savings constitutes the basic problem. The inducement to 
invest, however, is limited by the size of the markét. Nurkse makes this relationship 
a circular,^ and thereby an undetermined one, when determining the expansion 
of the markét by the “reductions in any cost of production”, i.e. the rise of the 
“level of productivity” which, in turn, depends on the use of capital in production. 
In so far as capital shortage is closely connected with the problem of the narrow 
markét, a new underdevelopment theory might be set up with the factor of the 
limitedness of the domestic markét and markét imperfections in its centre. Though 
this can often be met with, it has developed intő an independent theory less than 
the capital shortage concept, presumably because the determined natúré of markét 
relations is more obvious.

Nurkse himself puts the question of domestic markét in a circular interde- 
pendency, bút in Furtado'view he even exaggerates its importance. Furtado 
emphasizes that the investment incentive may alsó come from the direction of 
the external markét. By this, however, he only widens the question. The basic 
problem behind the limitedness of the markét—whether domestic or foreign— 
is the problem of the division of labour. It is nőt simply the rise in productivity 
and thereby the reduction of production costs which determine the expansion of 
the markét. The latter provides only the possibility fór an expansion—by increas- 
ing the marketable surplus. Bút marketable surpluses build up in vain if there is 
no adequate organic connection among the individual productive sectors, if the 
system of complementary sectors has nőt developed yet. (In addition, the devel­
opment of the division of labour is the main motive force of the rise in produc­
tivity itself!) Thus the question of the economic structure will inevitably arise, 
the question how and why the “enclave sectors”, isolated from and inhibiting 
the internál division of labour, came intő being, and why these export-oriented 
enclaves cannot find an expanding external markét either.

Thus the problem of capital shortage (and, fór that matter, the markét problem 
too), needs explanation rather than being an explanation itself. And as it is a 
complex problem, it can be explained only in its complexity.

Further open questions alsó arise in connection with the problem of available 
capital supply.

The available capital supply is evidently equal to the sum of foreign and indig- 
enous, national (government and priváté) capital. As regards the available foreign 
capital, the question goes far beyond the problem (already discussed) of profitable

82 P. Baran: The Political Economy of Growth. Prometheus, New York, 1960, and: On the 
Political Economy of Backwardness. The Economics of Underdevelopment, pp. 75-92.

83 See the chapter: Underdevelopment as a Specific Form of Mollon.
88 C. Furtado: Capital Formation and Economic Development. Reprinted in The Economics 

of Underdevelopment. Ed. by A. N. Agarwala and S. P. Singh. Oxford Univcrsity Press, 1958, 
pp. 312-313.
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investment possibilitics within the underdeveloped countries and the questions of 
the government policy concerning foreign capital.65 It merges intő the problems of 
the pattern of international capital flow, and its changes. That is to say, it becomes 
part of a problem the understanding of which requires the analysis of processes 
taking piacé in advanced capitalist countries and the whole world economy.66 
It raises, in addition, the question of direct and indirect effects of foreign capital 
on the formation of incomes, the direction and natúré of investments, employ- 
ment, the structure of economy, the structure of foreign trade, the balance of 
payments and, in generál, foreign economic relations, etc.67

As regards local capital formation, the questions of potential sources of accumu­
lation, income distribution and utilization, and the pattern of consumption, are 
raised. To quote Celso Furtado: “Capital, as is well known, is nothing else bút 
work carried out in the pást, the product of which was nőt consumed.”68 In other 
words, we are faced with the problem of surplus, which has always been emphasized 
by Marxist economic literature.66 Thus investigations must be made as to how and 
to what extent surplus is produced (what the productivity of social labour is, how 
the national labour force is used and allocated among the various economic 
sectors and activities, i.e. what the structure of the national economy is like), who 
expropriate the surplus (the eláss structure of the society), and what factors impede 
the conversion of the surplus intő productive investments, or its investment within 
the country (repatriation and remittance of profits). And, in case the value pro­
duced is realized outside the country, in the world markét, it is alsó to be investi- 
gated how this affects (just as the purchases made in the world markét) the reál 
value of economic surplus.

Consequently the criteria of underdevelopment must alsó be sought in this 
direction of analysis.

As to the proportions and pattern of consumption, it would hardly suffice to 
refer to the high marginal propensity to consume in the underdeveloped countries 
and to the elasticity of demand fór basic consumer goods. However, a quantitative 
comparison between the advanced and underdeveloped countries on this basis 
would perfcctly correspond to the “subtraction approach” and it would even 
simplify the problem of development along the line of an orthodox Keynesianism 
(high marginal propensity to consume -» high value of multiplier -+ comparatively 
small incremcnts of investment bringing about high increase in income, etc.'" Bút 
certain qualitative features pointing to dccpcr relationships arc evident enough to

•‘This varics considcrably, by the way, from country to country.
«« Wc shall return to these questions in the subsequent chapters.

This question will be dcalt with in morc dctail in Part Two.
"" C. Furtado: op. cit. in The Economies of Underdevelopment, p. 317.
" To mention bút one of the present-day Marxista, see e.g. P. Baran: The Political C >

of Growth. Prometheus, New York, 1960. _
70 This set of problems will be touched upon in brief in Chapter o at 
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rid this sort of orthodoxy71 and apologetics72 of its credit. More and more authors 
regard the proportions and pattern of consumption as being determined by the 
economic and social structure of the country and influenced by certain external 
factors.

71 Fór a criticism of the application of Keynesianism to underdeveloped economies sec e.g. 
V K.R.V. Rao: Essays in Economic Development. Chapter 2, Asia Publishing Housc, 1964.

” A sort of homogeneous "marginal propensity to consume”, reckoncd fór the society as a 
whole, is no less apologetic in respect of developed countries as well!

73 “The main obstacles in the path of development,... arc encountered at the lowcst levels 
of productivity.” “When productivity is very low, the satisfaction of elementary needs ab- 
sorbs a high proportion of productive capacity ...” “When productivity is at such a low leve!, 
it is difficult to start a process of capital accumulation within the economy.” (C. Furtado: 
Capital Formation and Economic Development. The Economies of Underdevelopment, pp. 

318-319.)

Hence, capital shortage as a characteristic assumed to be generál and as an 
explanation fór underdevelopment has turnéd out to be very superficial and defi- 
cient. Its validity is nőt only impaired by the wide differences among the individual 
underdeveloped countries and is rendered unreliable by the problems of profitable 
investment opportunities and capital-absorptive capacity, but it alsó raises such 
further problems as e.g. the pattern of international capital flow, the trends in the 
world markét, structural problems connected with the productivity of social labour 
and the pattern of consumption, the relations of exploitation and questions of 
eláss structure, etc., all problems that must be considered far more fundamental 
and determining.

Despite all this, a particular importance and priority are attributed to capital 
shortage by two types of views. The one emphasizes its significance in order to 
fight fór the free inflow of capital from advanced capitalist countries, i.e. it serves 
capitalist-colonialist interests. The other is intended to support the “comfort 
policy” of relying exclusively on foreign aid, a policy which has become official 
particularly in those underdeveloped countries where the reactionary or impotent 
leading strata wish to divert attention from the necessity of internál social trans­
formation and radical economic reforms.

This criticism of the capital-shortage theory is nőt aimed at underestimating 
the seriousness of financial bottlenecks, the acute balance-of-payments problems 
and the need fór international aid.

4. THE LOW PRODUCTIVITY OF LABOUR AND THE POOR QUALITY 
OF THE WORKING POPULATION

The most striking difference revealed by a comparison between the underdeveloped 
and advanced countries is in the levels of labour productivity. It is beyond doubt 
that low productivity is one of the most generál and principal obstacles to develop­
ment, in that it sets narrow—absolute—limits to accumulation.73 Within the 
“absolute” limits, however, the possibility of actual accumulation depends on the 

46



distribution relations and conditions of consumption.74 It alsó stands to reason 
that the productivity of labour is alsó dependent on the physical and intellectual 
capacity of the worker, though nőt exclusively.70

71 At this juncturc it is worth noting that somc authors (Lewis, Prcbisch, Myrdal, etc.) do
nőt simply strcss the low lével of productivity, bút alsó considcr how the benefits of a rise in
productivity are transferred from underdeveloped to advanced countries. (See later.)

74 The tcchnological level the “capital supply" of labour force is another important factor 
of productivity. The organization, division and management of labour is alsó an important 
factor. To analyse labour productivity without considering these factors is a mere abstraction.

” See c g P. de Brley: The productivity of African labour. International Labour ew*. 
August Septembcr 1955, p. 123. or O. Brown: Labour Conditions in East Africa. London,

1946. p. 15.
77 J. Viner: op. cit. in The Economies of Underdevelopment, p. 17.
” Whom it would be supcrlluous to list here.

Thus low productivity appears in somé theories nőt only as one (or in fact the 
most important and distinguishing) of the generál criteria of underdevelopment, 
bút often the poor physical and intellectual efficiency of the worker, the poor 
quality of the working population is presented as the generál explanation of 
underdevelopment and poverty. Somé authors argue that underdeveloped countries 
are poor because they do nőt produce enough, because of the deplorably low 
standard of efficiency of the worker.70

J. Viner,11 just as other authors nőt listed here,78 alsó makes mention of the 
poor quality of the working population, in connection with low labour productiv­
ity (as a limiting factor of economic development). This notion comprises, in 
Viner’s view, nőt only the poor quality and unfavourable composition of industrial 
and agricultural labour, bút alsó the lack or insufficiency of the entrepreneurial 
and managerial élite and of engineers and technicians. Differences in this field, 
when compared with the advanced countries, are attributable, in his opinion, to 
historical (!) and cultural factors, to environment, quality of health, nutrition and 
education as well as to the quality of the leadership provided by government and 
the social élite. He alsó adds that where there is a traditional agriculture, there is 
often a strong resistance to technical education, and to any change in the working 
processes.

Thus the poor physical and intellectual quality and unfavourable composition 
of labour, and the shortage of skills, etc., though evidently great obstacles to 
development, are consequences and indicators rather than causes of the present- 
day State of underdeveloped countries.

As rcgards the historical factor (referred to by Viner), the question is this: what 
prevented the quality of the working population from improving even within the 
given limits of economic development; why could the technical and professional 
skill of manpower nőt make any appreciable progress, why did its physical and 
intellectual energy nőt develop?

We cannot make do with rcferring to the historical factor in generál, or the 
leadership qualities of governments and the social élite, especially where the last 
century is concerned. We must ask what concrete historical factors prevented the 
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physical79 and intellectual quality of the working population from improving? 
And what governments are to be blamed? These are the objective questions.

And if the efficiency of the labour force and the quality of the working popu­
lation prove to be related to other phenomena80 of the economy and society, these 
relationships must be analysed.

It is true, there is nőt always a close correlation between the level of education, 
together with social and health Services and public food supply, on the one hand, 
and the level of economic development, on the other, as the development of the 
former is dependent on the character of the society, the distribution and utiliza­
tion of incomes and in the end even on governmental decisions. Therefore it 
seems that investigation can proceed in this direction and reveal a íactor that 
—within certain limits—may be considered as an independent variable. In this 
case, however, it is questionable, how far these limits extend, as the more back­
ward the economy of a given country, the less the degree of the development of 
education (and of social and health Services) can be called an independent 
variable. On the other hand, we must proceed in our investigation and answer 
the question: what is the natúré of the society in question and how does it influence 
the quality of labour and its development.

Thus the poor quality of the working population, just as capital shortage, 
cannot stand on its own as the explanation of underdevelopment. It requires

79 Numerous references and ample evidence can be found in sevcral scientific studies and 
official reports stating that the physical efficiency of the indigenous labour force is low because 
nutrítion definitely deteriorated under colonial economy. See J. De Castro. Geograp y of Hun- 
ger. London. 1952, pp. 179-180, 191. - A. Doney and P. Feldheim: Social Imphcations of 
Industrialization and Urbanization in Africa, South of the Sahara. UNESCO Paper, 1956, pp. 
680 681. - SierraLeone Review of Present Knowledge of Humán Nutrítion. Freetown, 1938. - 
Summary of Information Regarding Nutrítion in the Colonial Empire. Crnd. 6051, London, 
1939. - WHO report by J. A. Munoz (quoted by J. Woddis: Africa. The Roots of Revolt. 
London, 1960, pp. 165-167).

80 Leibenstein writes: “The amount of work that the representative laborer can be expected 
to perform depends on his cnergy level, his health, his vitality, etc., which in tűin depend on 
his consumption level (which depends on income level) and, most directly, on the nutritive 
value of his food intake.” “The wage-productivity relationship can best be examined if it is 
broken up intő two parts: (1) the relation between income (= wages) and nutrítion, and (2) 
the relation between nutrítion and productivity.” To prove this relationship he refers to Lord 
Boyd Orr: Food, Health and Income, 1936, to a FAO report: The State of Food and Agriculture, 
1948, to V. Ramalingaswami and V. N. Patwardhan: Diet and Health of South Indián I lan- 
tation Labor (Indián Journal of Medical Research, 1949), to E. R. DeMelloand C. J. Módi. 
A Nutritional Survey Among Factory Workers in Bombay (Indián Journal of Medical Sci­
ence, 1950, 4), to H. C. Sherman: Chemistry of Food and Nutrítion, 1941, to M. Pyke: In­
dustrial Nutrítion, 1950, to Kraut and Muller: Calorie Intake and Industrial Output (Science 
1946, Vol. 104).

See H. Leibenstein: Economic Backwardness and Economic Growth. New York, 1957, pp.

62 65. , . , ...
81 This is best proved by the example of sevcral socialist countries where, compared with 

the level of national income, highly developed systcms of education and social and health 
Services have been created.
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concrete investigation, partly as to its own history, partly as to the causal relation­
ships of which it is itself a part and, consequently, as to its sociological implications.

We shall come across this factor again in the chain of interdependent limiting 
factors as the element of a particular interpretation (e.g. the vicious circle theory), 
and again in the theory of a “stagnant, traditional society”.82 Its ideological role, 
like that of capital shortage, may manifest itself in the support it gives to the 
policy of a lasting reliance on the increasingly great number of western experts 
and of long-run dependence83 on “technical assistance”, by overemphasizing the 
shortage of educated personnel, managerial élite and technicians. Thus it is the 
expression of a concept which, together with the former one and, in generál, in 
compliance with the “subtraction approach”, sees the course of development of 
the underdeveloped countries in such a way that “the West diffuses knowledge, 
skills, organization, values, technology and capital to a poor nation, until, over 
time, its society, culture and personnel become variants of that which made the 
Atlantic community economically successful”.84

!■ .

"* Sec in subsequent paragraphs.
•* See in Part Two.
M M. Nash: Introduction, Approaches to the Study of Economic Growth. (In:) Psycho- 

Cultural Factors in Asian Economic Growth. (Issue Editions: Manning Nash and Róbert 
Chin), Journal of Social Issues, 29, No. 1, January 1963, p. 5. — Quotcd by A. G. Frank (So- 
ciology of Development and Underdevelopment of Sociology. Catalyst, No. 3, University 
of BufTalo, 1967), who gives an cxccllcnt criticism of this sort of “diffusionist approach .
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CHAPTER III

UNDERDEVELOPMENT AS A SPECIFIC
FORM OF MOTION. THE ANTIHISTORICAL IDEAS 
OF THE STATIC “VICIOUS CIRCLE” AND THE DYNAMIC 
“QUASI-STABLE EQUILIBRIUM”

We have seen that the various inhibiting and limiting factors themselves are links 
in a chain of relationships, and as such cannot be expected to offer, either separate- 
ly or in their simple aggregate, a satisfactory explanation of underdevelopment. 
Let us see now if we can get any farther in understanding underdevelopment by 
assuming that “underdevelopment” is a particular system of the mutual relation­
ships of the limiting and inhibiting factors, that it is a particular type of motion 
which, by regularly returning to its starting point, makes any actual progress or 
development impossible.

1. THE VICIOUS CIRCLE OF LIMITING FACTORS

The substitution of interdependencies fór causal relationships has never found 
such an independent theoretical manifestation, and pure tautology has never 
reached such a high pedestal as in the vicious circle idea. The explanation of 
underdevelopment by itself means of course—at least seemingly an escape from 
the necessity of historical analysis. If, by inserting a few interdependent factors, 
the direct relationship of underdevelopment to itself can be made indirect, evén 
the appearance of an obvious tautology can be avoided. And the question of 
the causes of the individual inhibiting and limiting factors can be evaded by 
reference to another factor, and so on, until we come back to where we started 
from.

Though it would be possible to set up a number of circular relationships and 
interdependencies fór any advanced country and any historical period, they have 
become popular and widespread particularly in the various underdevelopment 
theories so that underdevelopment seems to be, at least in economic literature, the 
separate world and independent system of the various vicious circles.

Underdevelopment in these theories is no longer the simple aggregate of 
individual deficiencies or obstacles, bút an interdependent system of their relation­
ships. The explanation of a characteristic deficiency or obstaele is provided by 
another, and that, in turn, is explained by a third and so on, or vice versa.

By way of example let us pose the question, what is the causc of capital shortagc 
as one of the obstacles to development?

It is the insufficiency ofdomcstic capital accumulation which, in turn, results 
from the low rate of savings. And the latter is low because per capital national 
income is low, which again cannot grow quickly because of capital shortagc.
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In poor countries —Viner declares—the inner accumulation of capital is low. 
The source of saving is income, and if income per capita is low, the annual rate 
of saving per capita is low, too.1 Gerald Meier and Róbert E. Baldwin State that 
economic backwardness is due to the fact that . totál output is low and after 
consumption needs are fulfilled, little remains as a surplus fór capital accumulation. 
Because of the low level of reál income. . . the flow of saving is small. The low 
level of reál income is, in turn, primarily due to the lack of an adequate capital 
stock and secondarily to markét imperfections. And the low level of capital stock 
is, in turn, a result ofthe low level of reál income”.2 (See the schema below.)

What is the cause of poverty of the underdeveloped countries?
“A country is poor because it is poor”, says Ragnar Nurkse.3 “This seems a 

trite proposition bút it does express the circular relationships that afflict both the

1 J. Viner: International Trade and Economic Development. Oxford, 1953, p. 105.
*G. M. Meier and R. E. Baldwin: op. cit., p. 319. .
3 R. Nurkse: Somé International Aspects of the Problem of Economic Devclopmc 1 . 

American Economic Review, May 1952. The Economies of Underdevelopment p. 250. 
Somé Aspects of Capital Accumulation in Underdeveloped Countries. Cairo, 1952, pp.
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demand and the supply side of the problem of capital formation in economically 
backward areas ... The inducement to invest is limited by the size of themarket. . . 
The size of the markét is determined by the generál level of productivity. Capacity 
to buy means capacity to produce. In its turn, the level of productivity depends 
—nőt entirely by any means, bút largely—on the use of capital in production. 
Bút the use of capital is inhibited, to start with, by the small size of the markét.”

Gannagé*  too, outlines somé vicious circles which, however, does nőt prevent 
him from referring to factors that go beyond that “magic” circles. He demon- 
strates as a vicious circle e.g. the relationship between economic development 
and the rate of population growth and points out the circular connection of the 
factors: low standard of living-> surplus-absorbing consumption ->insufficient 
capital formation -♦ low standard of living.

* É. Gannagó: Économie du développement. Paris, 1962.
5 R. T. Gill: Economic Development. Pást and Present. Prentice-Hall, 1963, pp. 28-30.

In his work quoted above Brúnó Knall describes, in connection with the shortage 
of skilled labour, another variant: the economy is backward due to low productiv­
ity, which is, in turn, the consequence of the shortage of qualified labour, the 
insufficiency of skills. The latter again is due to the backwardness of public edu­
cation and vocational training which, in turn, results from the scarcity of money to 
expand education, i.e., in the last resort, is due to the backwardness of the country.

In his textbook fór universities Richard T. GilB describes the vicious circle 
theory as one of the generál theories of modern economics. He contrasts the 
vicious circle of poverty with self-sustained growth and attributes the gap between 
the advanced and backward countries to these two motions of different character 
and deviating from each other. “Because it is poor, the country does nőt develop, 
because it does nőt develop, it remains poor.” Bút besides this generál statement 
he alsó illustrates various concrete and more detailed vicious circles. This is e.g. 
one concerning capital accumulation:

low output per capita
J t______ r____________________ i

poor standard of living little or no capital formation

I __  ____________ 1
3 I 
little saving

The author adds that this example is of course hypothetical and rather over- 
simplified, and that, in reality, evén in quite poor countries, there are typically 
somé important potential sources of saving and investment. Even in the poorest 
countries it would be possible to makc savings and productive investments — from 
the money spent on ceremonies, celcbrations and luxuries. Bút savings fór such 
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purposes are nőt made nőt only because of the hindering effect of social attitudes 
and institutions, but mainly because the markét is restricted, becavse of the vicious 
circle of a limited markét. “Large-scale industry requires a big markét. But in a 
poor country the extent of the markét is bound to be small. It will remain small, 
moreover, until large-scale industry is somehow established.”

These and similar circular relationships and “magic” circles could be drawn up 
in any number, and they really crop up with the followers of the most different 
schools.6 As simplified schemas of the results of somé partial analyses, these vicious 
circles undoubtedly reflect actually existing mutual relationships and dialectic 
contradictions. It is beyond doubt, e.g. that a low national income alsó limits 
the volume of accumulation, which, in turn, restricts the growth of national 
income by means of productive investments. Similarly, a chain of interrelations 
does exist indeed, in many other cases too. But these chains are never complete. 
Very often important factors are disregarded and the missing links make the 
continuity of the chain very doubtful. As regards e.g. the relationship between 
savings and national income, Arthur Lewis is absolutely right when he says that 
“there is no clear evidence that the proportion of the national income saved 
increases with national income per head”.7 Arguing with Nurkse he declares that 
savings are small nőt because the people are poor but because the capitalist (or 
state-capitalist) sector is so small, because the share of capitalist profits in the 
national income is low. Thus he emphasizes the importance of the distribution of 
national income. Of course from the increase in the share of capitalist profits, it 
does nőt follow automatically that savings will grow and even less that those 
productive investments will increase which are of particular importance fór the 
whole national economy. All this points to the role played by the distribution and 
utilization of national income, i.e. factors which are nőt involved in the vicious 
circles outlined above.8

But nőt only can the inaccuracy and deficiency of the chain of relationships be 
demonstrated—in the case of all vicious circles as well as in the case just dis- 
cussed—but what is more important is that any factor of the vicious circle can 
change without the preccding factor being changed, or it can remain unchanged 
even after the preccding one has changed. Thus the vicious circle, despite the scemingly 
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11 See e.g. N. S. Buchanan: Deliberatc Industrialization fór Higher Incomes. Economic Jour­
nal, Vol. 56, No. 4, 1946. - H. W. Singer: Economic Progress in Underdeveloped Countries. 
Social Research, Vol. XVI, No. 1, 1949. - S. Enke and V. Salera: International Economies. 
New York, 1951. - A. G. Hirschman: The Strategy of Economic Development. New York. 
1958, etc.

’ W. A. Lewis: op. cit. in The Economies of Underdevelopment, p. 417.
" Richard Gill points to the manner of spending incomes and, in this context, to certain 

negative fcaturcs of society (that have already been mentioned earlier). If this only means that 
another hindering factor has to be included in the vicious circle, which is nőt only the cause 
but alsó the consequence of one of the links, then this interrelation has alsó to be demonstrat­
ed in the figurc, which most probably will disclosc newer gaps and contradictions in it. , 
however, the causc of this hindering factor is outside the circle, then just this very fundamentat 
cause must be sought fór because, maybe, it determines the whole circular motion.



dialectical character of mutual relationships, is in fact metaphysical and mechanical. 
No process, apart from processes under artificial laboratory conditions, can be 
repeated or repeats itself unchanged in time, especially nőt the processes of social 
motion. If there is any circular cause - effect relationship—and such certainly 
exists—it can only move spirally upwards or downwards, and, therefore, has a 
starting-point, too Gust like a spirál spring bút unlike a ring). Now, if it has a 
starting-point, then it is this starting point, i.e. the fundamental cause of the circu­
lar relationship: the historical root of underdevelopment which must be explored.

Despite their realistic appearance, the main weakness of the vicious circle 
theories is that they reveal neither the historical circumstances out of which the 
assumed “magic” circle originated, nor the underlying socio-economic relations 
and the fundamental, determinant causes.10

9 Gunnar Myrdal — to whose views we shall return later- has transcended the static con- 
ception of the vicious circle and investigates the interrelation between the factors that promote 
and those which hinder development in a dialectic way, and describes a cumulative, ascending 
or descending spirál motion:

“If either of the two factors should change, this is bound to bring a change in the other 
factor, too, and start a cumulative process of mutual interactiűn in which the change in one 
factor would continuously be supported by the reaction of the other factor and so on in a cir­
cular way.” (The great progress Myrdal made seems to be vitiated by his statement which, 
by the way, reveals the influence of the vicious circle idea that it is absolutely uscless to look 
fór one basic, primary factor, “as everything is cause to everything clsc in an interlocking cir­
cular manner” ) To iIlustrate the ascending spirál motion, Myrdal gives the following example: 
“Quite obviously a circular relationship between less poverty, morc food, improved health 
and higher working capacity would sustain a cumulative process upwards. (G. Myrdal. 
Economic Theorv and Underdeveloped Regiont. London, 1957, pp. 16 19, and 1- )

10 Ignacy Sachs is right in saying that without throwing light on the social and historical 
background, the vicious circle theory assumes “the traits of an apology fór the capitalist 
system”. (Ignacy Sachs: op. cit., p. 11.)

11 “In primitive economies . .. the process of development is gcnerally startod by the 
action of external factors: inflow of Capital and techniques, influence of external demand, 
substantial improvement in the terms of trade, etc.”, says Furtado About the elfect of the 
opening up of foreign markets he writes: “The creation of a flow of foreign trade cnables an 
economy with low level of productivity to get development under way without previous capi­
tal accumulation ... The opening up of foreign trade will allow that economy to make a

Trying to explain the vicious circle by itself, the economists see it as a natural, 
given phenomenon. Bút if that is the case, the question is to be answered: how did 
the present-day developed countries succeed in getting over this natural phenom­
enon, the vicious circle of poverty? That is, even if they avoid answering the 
historical question of how the vicious circle came intő existence, they must answer 
the nonetheless historical question of how it was broken.

This question, the historical question proper, of the possible breaking out of the 
vicious circle, is usually answered in one of two ways:

The first answer, which is more consistent with the logic of this theory, pre- 
supposes the help of an external, exogenous factor, somé sort of a Deus ex 
machina". Such can be the inflow of foreign capital, or technical assistance, the 
import of skills, knowledge and innovations, or the opening up of foreign markets.
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Though in full harmony with the “diffusionist approach” mentionod earlier,12 
this assumption is in contradiction, first of all, with the adverse consequences of 
the “diffusion” of the capital, technology, consumption habits, experts, etc. of 
the developed countries and the unfavourable effects from the world markét.13 
Secondly, it raises the question of why this diffusion and outward orientation have 
nőt resulted so far in breaking the vicious circle.14 Thirdly, to regard the diffusion 
of the superior values of the advanced countries as the prerequisite fór breaking 
the natural vicious circle leads to such a historical and logical absurdity which ad 
infinitum presupposes the existence of a more developed environment, or does nőt 
offer any explanation fór those very countries which first broke the vicious circle.15

11 See p. 49. _. .
13 Evén the authors adopting the vicious circle idea often admit these adverse enects ano 

consequences. (Sec the last chapter of Part One.)
“ The most frcqucnt answer to this question is: “resistance to this diffusion resulting fro

traditional circumstances. In other words, the inefficiency of the diffusion is explained by t e 
primitive conditions, backwardness, unfavourable propensities and behaviour of pcop e.

(See Chapter IV.)
16 A similar contradiction can be found with Rostow. (Sec Chapter V.)

Sec Leibenstcin's “critical minimum" thesis and Chapter IV.
” H. Leibenstein: Economic Backwardness and Economic Growth, pp. 95 Vö.

According to the other answer the breaking of the vicious circle could and can 
occur by means of a slow, cumulative growth of certain internál factors, or the 
change of social propensities, independent of the economy, via the emergence of 
the entrepreneurial eláss.10 This answer, however, makes it clear that the vicious 
circle is defacto nőt vicious bút cumulative, and does nőt determine backwardness, 
the blockade of development.

2. LEIBENSTEIN'S THEORY OF THE “QUASI-STABLE
EQUILIBRIUM SYSTEM”

“If the circle is truly vicious, there would appear to be no way out... Bút this, 
of course, does nőt explain how countries that were once poor are no longer poor, 
or are nőt as poor as they were,”17 writes Leibenstein. In his view the vicious 
circle idea is worked out somewhat carelessly “in technical economic terms”. 
Though he derives his theory from the vicious circle idea, and acknowledges as 
his own only its more exact elaboration and the explanation of how the vicious

fuller and more rational use of those factors which are available to it in relatíve abundance, 
i.e. land an labour. .. The economy will have increased its productivity . .. Initially, the 
impulse from outside benefits those sectors directly linked with foreign trade, mainly through 
the increase in remuneration other than wages . . . Bút once the economy has succeeded in 
reaching levcls of productivity which permit a considerable amount of capital formation, the 
relatíve importance of external stimuli on the process of growth will tend to diminish ... As 
average social productivity grows owing to the accumulation of capital, the community s 
reál income increascs." (C. Furtado: op. cit., pp. 319-320.) 

in
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circle can be broken, he, in reál fact, substitutes a dynamic, dialectic approach for a 
static and mechanical one.

Backwardness, in his view, is a self-reproducing State, an equilibrium without 
development which is re-established through and by permanent changes: through 
the play of promoting and counteracting forces. “The State of backwardness, as 
viewed from a day-to-day basis, represents fluctuations of the variables around a 
low income per capita equilibrium . .. Periodic stimulants and shocks result in 
a dance of the values of the actual variables around the equilibrium State. In this 
way the persistence of generál economic backwardness is explained, although the 
explanation allows for small variations from time to time.”18

19 Ibid.
*• H. Leibenstein: op. cit., p. 186.
10 H. Leibenstein: op. cit., p. 16.

While the advanced countries are characterized by the disequilibrium system 
(in which there is a continuous secular growth), the backward countries are 
distinguished by the characteristics of a “quasi-stable subsistence equilibrium 
system, in which the absolute magnitudes of somé of the variables, such as capital 
and labor force, expand constantly, whereas the relation between the expanding 
variables is such that their interaction with the other variables in the system 
manifests itself in a tendency of the resulting per capita income to approach or 
fluctuate near and about a subsistence level”.19 The complete stationary State 
(in which “there is no expansion”) is merely a less likely extreme case of this 
system.

Thus the system is in constant movement, it is dynamic. Unlike the idea of 
vicious circles, here the quantitative change in the value of the individual variables, 
or even its constant growth does nőt contradict the fact that the system returns to 
its original State, and, or more exactly because, among these factors, there are 
dialectic contradictions instead of harmonious interdependencies.

The system works, in brief, in the following way:
The equilibrium proper is around the subsistence-level value of per capita 

national income. If this equilibrium is disturbed “the forces or influences that 
tend to raise per capita income set in motion, directly or indirectly, forces that 
have the effect of depressing per capita income”.2'1 E.g. as a result of the direct 
or indirect effect of an increase in national income (higher living standard, better 
nutrition, and improved public health, respectively), the mortality rate drops 
(with the birth rate rising or remaining unchanged), and thus the increased popu­
lation growth reduces per capita national income. Or likcwise, higher agricultural 
yields improve nutrition, decreasing periodical starvation and, consequently, 
mortality rates, too, bút the increased population growth, resulting from it leads 
in turn, to a further subdivision of holdings which restricts quality-maintenance 
measures and results in lower yields. Or: the improvement of the quality of soil 
leads to its more intensive exploitation and eventually to the deterioration of soil 
fcrtility. Another example: investments outside agriculture create additional 
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employment opportunities which, in turn, induce a more rapid growth of popu­
lation and labour force.

And since in the State of disturbed equilibrium “the effects of the income- 
depressing forces are greater than the effects of the income-raising forces”, the 
system returns to the low, underdeveloped equilibrium income.

As we see, it is the national income per capita which is pút in the centre of Lei- 
benstein’s theory, as well as the equilibrium outlined by him. In this respect his 
theory is in full harmony with the theories that link up backwardness with a cer­
tain size of per capita national income. It is alsó in compliance with the vicious 
circle idea in that this size, and with it the whole system, remains unchanged. 
Bút this stability reproduces itself through permanent changes, and this is where 
the new feature in Leibenstein’s theory comes in. And the variable which restores 
this stability, the quasi-equilibrium, is connected, in one way or another, with 
population growth. This is the reason why Leibenstein pays special attention to 
demographic problems.

The linking up of the problems and laws of economic development with popula­
tion growth is as old as economies itself. This close symbiosis had its heyday, 
as is well known, at the time of classical economies. Though on a different basis 
and with different conclusions, Malthus made the idea the Central concept of his 
theory, a theory concerning the advanced countries of his time. Smith and Ricardo 
regarded natural population growth as a factor determining the return of wages 
to the “natural price of labour”, a factor which immediately reacts to the rise in 
reál wages when the expansion of capitalistic production, through the increase in 
the demand fór labour, sends up the markét price of labour.21 Bút while Malthus 
assumed a population growth quicker (moving at the rate of geometrical progres- 
sion) than economic growth (moving in food production at the rate of arithnietical 
progression), and conceived of it as a quasi-natural fatality (that can be “relieved” 
only by epidemics, wars, increased self-restraint and the misery of workers), and 
while Smith and Ricardo bclieved in the self-regulating, harmonious and Progres­
sive movement of economic development and population growth,22 Leibenstein, 
by connecting the economic factors (incomes, yields) and the demographic ones 
(population growth) demonstrates an equilibrium without development. Though

11 “The libcral reward of labour, as it is the effect of increasing wcalth, so it is the causc 
of increasing population” writes A. Smith. (The Wealth ofNations, Vol. I. Methuen and Co., 
1961, p. 90)
” Apart from the fali in profit rate which Ricardo attributes nőt to the absolute natural 

limits of food production bút to the rise in ground rent. And though, in his view, this rise in 
ground rent rcsults from the growing food demand of the increased population, with the con- 
scqucncc that society is obligcd to cultivate lands of incrcasingly inferior quality so that the 
law of diminishing returns comes morc and morc intő force in the last analysis it is the exis­
tence of the pnrasiticnl landowncr eláss i.e. a social factor which he defines as the final 
causc of the fali in profit rate, since this eláss benefits, on the one hand, from this process 
accompanied by a stcady rise in diífcrcntial rent, and, on the other, it prevents through legis- 
lation (in the England of Ricardo’s time) a libcral foreign trade policy, i.e. the import of chcap 
food.
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he does nőt regard population growth as an exclusive23 and such a direct conse- 
quence of the improvement in the economic factor, as Smith"4 and Ricardo do, 
yet the crucial point on which his hypothesis is built is the same and is similarly 
false:

24 It is worth while quoting here a critical rcmark of Marx concerning the “dogma of the 
economists”: . . that would indeed be a beautiful law, which pretends to make the action 
of capital dependent on the absolute variation of the population, instead of regulating the 
demand and supply of labour by the alternate expansion and contraction el capital.. ” 
(K. Marx: Capital, Vol. I. Foreign Languages Publishing House, Moscow, p. 637.)

24 As e.g. Arthur Lewis does.

The time-dimension of the economic and demographic factors—as follows 
from their very natúré—is necessarily different, and their coincidence is a mere 
chance. As it was a naive assumption of Ricardo and Smith to consider the expan­
sion of capitalist production, i.e. capitalist economic development as dependent 
directly on the absolute increase in population (to interpret it as a dependent 
variable),25 nonetheless naive and unscientific it is to assume as a natural matter 
of course that the interrelated movements of the economic and demographic 
factors in the whole “third world” exactly coincide in time and quantity, that is, 
correspond to each other’s size and time-dimension, and so by counteracting each 
other they de'ermine economic stagnation.

What sort of method is it to suppose, on the one hand, that the rise in agricultural 
yields induces more rapid population growth and leads inevitably, through more 
intensive exploitation of land and further subdivision of holdings to a drop in 
yields, and to disregard, on the other hand, those new opportunities fór a further 
rise in agricultural yields which arise from creating or increasing surplus, partic- 
ularly when the former is a long-run process while the latter can materialize in 
the short run?! Would it nőt be far more reasonable to examine what happens 
“in the meantime” to the surplus, who gets hold of it, what it is used fór, in other 
words, to analyse the actual social relations of production, and from a historical 
viewpoint?!

And what sort of explanation is it fór the persistent phenomenon of unemploy­
ment to say that the expansion of employment opportunities induces a further 
population increment which, in turn, will offset the former?! How long would it 
take the labour supply to become overabundant in this way? Is it nőt more real- 
istic to examine20 how the army of unemployed is fiiled up from those latent 
sources which already exist and to analyse the causes of the outflow of labour from 
one sector to another and the incapability of the latter to keep pace in absorbing 
more and more?! That is to say, to analyse the character, the growth problcms 
and the relation to each other of the individual sectors of economy!

23 In addition to the inducing factors, Lcibenstein distinguishes in his population theory, 
as we have seen, autonomous, exogenous factors, too.

21 . . the demand fór mén, like that fór any other commodity, necessarily regulates the
production of mén . .. ” (A. Smith: The Health of Nations, Vol. I. Methuen and Co„ 1961,
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And is it acceptable at all, to take a per capita index (national income per head) 
as the determinant of a system, of a recurring equilibrium, as the key factor that 
via its self-reproduction reproduces the whole system as well? Where is that 
absolutely homogeneous society, without classes and stratification, in which the 
proportions of the distribution and utilization of incomes are determined solely 
by the ratios of production and population growth?! Is it permissible to simply 
average out the figures of income and population growth fór such heterogeneous 
and different societies?!

Finally, the same question has to be answered, as in the case of the vicious 
circle: How is it possible to break out of this circular movement which, although 
nőt static, bút dynamic and dialectic, is nonetheless recurring? While the necessity 
of an external force would follow — in a logical and consistent way —from the 
vicious circle idea, Leibenstein postulates the necessity of a certain critical minimum 
of internál efforts'.

“There is somé crucial level of per capita income, and a related level of per 
capita income growth, above which the economy ceases to be of the equilibrium 
type and changes intő the non-equilibrium type ... a certain minimum per capita 
income level has to be achieved in order fór the economy to generate sustained 
growth from within.”27

This thesis is based partly on a tautological hypothesis, and partly on a simple 
statistical observation (or a logical inference). The former States that while “at 
low per capita income levels the income-depressing forces are more significant than 
the income-raising ones . . “at high per capita income levels the reverse may 
be true”.28 And the latter asserts that there is, or at least must be, an absolute limit, 
a maximum to the rate of population growth."”

The changes, within certain magnitudes, in the two factors of the per capita 
income index neutralize each other. If, however, one of the two factors has an 
absolute limit, a maximum value, while the other has nőne, then in case the latter 
grows in whatever way beyond the limit of the former, the valueof the index changes. 
And, subsequently, will there be a sustained growth in the value of the index? 
Most probably, answers Leibenstein. The advanced countries are in a state of 
sustained growth, in the system of progressing disequilibrium, and the magnitude 
of their per capita national income is much greater than that of the underdeveloped 
countries.

Thus, if the state of development of the advanced countries is characterized by 
sustained growth and the per capita income of these countries is much higher, then, 
Leibenstein condudcs, the underdeveloped countries in order to attain sustained 
growth, must achievc a per capita income above a certain level.

The question is, first of all, how they can achieve this, if, by the time that a 
backward economy attains this income lével, the sclf-compensating factors are 
in operation resulting in equilibrium at a lower level, Leibenstein answers by saymg

” H. Leibenstein: op. cit., p. 187.
’’ Ibid.
w According to Leibenstein, it is around 3 per cent.
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that though “an increase in stocks that implies increased income per head” 
generally results “in roughly compensating increases in other stocks which, in 
turn, imply decreasing incomes per head”, however, “certain stocks and forces 
appear to be cumulative in natúré”,30 that is, the former mechanism does nőt always 
come intő operation. (That is why the equilibrium is only a “quasi”-equilibrium!) 
It would be justified to ask the question: what then the whole idea was good fór? 
And then the investigation of underdevelopment should be continued (or even 
started) outside the equilibrium system, concentrating on the problem why “certain 
stocks and forces” could nőt grow sufficiently to ensure an escape from a low level 
equilibrium!

30 H. Leibenstein: op. cit., p. 36. (My italics. — T. S.)
31 H. Leibenstein: op. cit., p. 105. (My italics.—T. S.)
33 H. Leibenstein: op. cit., p. 105.
33 As alsó Rostow’s take-off can only be inferred in a similar way—despite its seemingly 

quantitatively determined character. (See Chapter V.)

Secondly, the question must be raised: What is the magnitude of the critical 
minimum effort that makes sustained growth possible? Is it sufficient to achieve 
an income growth exceeding the maximum rate of population growth of about 
3 per cent? Leibenstein does nőt dare go so far as to State this as it is easy to find 
refuting examples. He only says: “Whatever wc may mean by it, it is clear that the 
critical minimum effort is something that either directly or indirectly has a magni­
tude of somé sort, part of which can usually be stated in terms of money value.”31 
Moreover, he adds: “It is probably impossible to define the critical minimum 
effort in such a way that we always, under all conceivable circumstances, mean 
exactly the same thing by it.”32

Consequently, we cannot know what the magnitude of the critical minimum 
effort is, neither what this effort means at all. We only know that it must exist even 
if it is, nőt the same under all conceivable circumstances and even if its magnitude 
is indefinable. That it does, or did exist can be inferred from the fact that it resulted 
in sustained growth.33 It is indeed a delightfully logical explanation from which 
the peoples of underdeveloped countries will learn wAy their countries are under­
developed and how they can overcome underdevelopment!

*

Thus, as we have seen, despite its dynamic and dialectical approach and vivid 
mathematical demonstration Leibenstein’s theory is of no avail. There is a pcnalty 
to be paid fór an abstraction from concrete social relations and historical develop­
ment! No underdevelopment or development theory can do without social analysis 
and historical interpretation.
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CHAPTEK. IV

THE SOCIOLOGICAL EXPLANATION 
OF UNDERDEVELOPMENT

The investigation of the sociological characteristics of underdeveloped countries 
and the integration of these characteristics intő the various underdevelopment 
or development theories is becoming more and more widespread. One can hardly 
find any authors today, in fact, who fail to point out, in one way or another, somé 
of the negative phenomena and manifestations of society and their effects.

“Although a commonplace, it is nevertheless necessary to recognize at the outset 
that the socio-economic environment within a country may or may nőt be con- 
ducive to development. Certain religious and social attitudes are more favourable 
to development than are others ..says Meier when beginning to investigate 
the obstacles to development. He alsó points to the socio-political factors in con- 
nection with markét imperfections, the ignorance of markét conditions, the lack 
of technical know-how, and the immobilé natúré of the labour force. In his book 
written together with Baldwin he criticizes society’s structure and institutions, and 
its religious and morál set of values.

Viner alsó emphasizes the importance of the socio-political factors, and Gannagé 
—as mentioned earlier—includes the rigid social structure and the low degree of 
responsiveness of society among the criteria of “underdevelopment”. Myint treats 
the concept of the “backwardness of people” in its wider sense, pointing out the 
unbalanced relationship between society and changed economic environment, 
maladjustment of society and its members, the existence of a “plural society” 
and, in generál, the significance of the exogenous, non-economic factors. He inter- 
prets the distinction between the economies of “underdeveloped resources” and 
of “ba*ckward people”, i.e. between the economic and social sides of underdevel­
opment, from another aspect as the economies of stagnation or relatively slow 
rates of growth in totál or per capita national income and productivity, and that 
of social maladjustment and discontcnt? In another study3 he emphasizes the 
importance of the social peculiarities of the underdeveloped countries, and the 
need fór taking them intő considcration adequately.

Francois Perroux sees the brakes and obstacles to development primarily in 
social institutions, in the way of thinking and customs of society, i.e. the social 
and mentái structure of the population. In doing so he includes in these factors 
the system of large estates, the lack or insufficiency of propensity to innovate,

1 O. M. Meier: The Problem of Limited Economic Development. op. cit., p. 55.
’ H. Myint: op. cit. in The Economies of Underdevelopment, p. 119.
* H. Myint: Economic Theory and the UnderdevelopedCountries. Journal of Political Econ­

omy, No. 5. Chicago.
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poor labour discipline, and the absence of entrepreneurship, as defined by Schum- 
peter, etc. Of the changes needed fór speeding up development he stresses the 
importance of certain exogenous, non-economic ones: the institutional changes, 
the transformation of mentality, the changes in the mentái structure and social 
customs.

A number of other well-known authors could be added to those listed above, 
authors who in different contexts touch upon the social implications of economic 
underdevelopment”. This goes to show that factors like social environment, the 
responsiveness, propensities, customs and institutions of society ránk fairly high 
in the various underdevelopment theories. However, the sociology of backwardness 
develops mostly as a theory separate from economies, being concerned with 
economic theories only at certain marginal points, or the latter include social 
phenomena only as exogenous factors in the interpretation of underdevelopment, 
by referring to the results of the “bordering discipline . This rigid dichotomy in 
the research on economic and social phenomena is the result of the orthodox, and 
apologetic, isolation of social Sciences.4 The demand fór a sociological approach, 
and, fór the necessary and useful cooperation of economies and sociology, fre- 
quently made in economic literature, as well as the inclusion of sociological factors 
in the list of eriteria determining underdevelopment, are no doubt signs of the 
turning away to a certain extent from “pure economies ’ (at least as regards the 
underdeveloped countries). This is, however, still a long way from accepting a reál 
political economy’ which, instead of the Robinson-problem of the distribution 
and utilization of scarce resources”, puts the emphasis on the analysis of the social 
process of reproduction, the social relations of production and distribution, and 
examines underdevelopment as a complex socio-economic formation. The sociol­
ogy of underdevelopment usually disregards the economic determinants, or 
regards them as secondary, while in the economies of underdevelopment socio­
logical factors appear as exogenous and unexplainable.1,

Two main types of the sociological interpretation of underdevelopment can be 
distinguished—even if these two types tend to coalesce in the theory of certain 
authors—: the one which regards the society of underdeveloped countries as more 
or less homogeneous, stagnant, and traditional, and the other which emphasizes 
its heterogeneous, dual or even plural natúré.

• This is clearly demonstrálod by the independent existence of "political Science’’.
5 As it was nőt in the case of the reactionary Germán historical school and institutionalism 

either.
0 Celso Furtado even maintains that economic development itself is determined by sociolog­

ical factors nőt explainable in terms of economies: “The theory of economic development in 
its generál form does nőt fali within the categories of economic analysis ... Economic analy­
sis cannot say why any society starts developing and to what social agents this process is due.” 
(C. Furtado: op. cit., p. 316.)

62



1. THE IDEA OF A STAGNANT, TRADITIONAL SOCIETY

When Myint or Meier and Baldwin or others speak of the “backwardness of people” 
as distinct from the economic phenomenon of underdevelopment, they are in fact 
depicting a traditional society, which “has been relatively unsuccessful in solving 
the economic problem of man’s conquest of his superior environment”, and the 
failure of which manifests itself in low labour efficiency, factor immobility, limited 
specialization in occupations and in trade, lack of entrepreneurship, economic 
ignorance, lack of individualism, rigid and stratified, caste-like structure and 
especially in the institutions and in society’s religious and morál scales of value, 
etc.7

This definition of the “backwardness of people” is the obvious outcome of a 
confrontation with advanced capitalist societies, the product of the subtraction 
approach. This definition, by including the lack of entrepreneurship, an entrepre- 
neurial eláss and individualism in generál among the eriteria of backwardness of 
people labels, as a matter of fact, every society as backward that is nőt charac- 
terized by individualism and capitalist priváté interest.

The lack of capitalist entrepreneurship is usually regarded as the main charac­
teristic of backward societies inhibiting development. Schumpeter’s development 
theory is all the ragé now. Many authors, regarding underdevelopment as an 
original and stationary State, “invert the problem and ask for the reasons for 
development rather than for those for underdevelopment”.8 And since, in their 
view, the development of advanced countries is due to the special qualities of 
entrepreneurs and “growth agents” who, with a dynamic outlook, constantly 
tend to disturb the stationary equilibrium by means of innovations9—underdevel­
opment merely means that the idealized entrepreneurial qualities have nőt yet 
developed.

In accordance with the subtraction approach, in the relevant literature there is a 
long list of qualities, propensities, motivations and incentives that, in contrast to 
the advanced countries, are missing ín the underdeveloped countries and should 
be created as an absolute precondition for development.

H. Leibenstein cnumerates the following as desirable attitűdéi: (1) Western 
“markét” incentives, that is, a strong profit incentive..(2) a willingness to 
accept entrepreneurial risks, (3) an cagcrness to be trained for industrial and 
“dirty” jobs..(4) an cagcrness to engage in and promote scientific and technical 
progress.10 While, in his view, developed countries are characterized by "positive- 
sum incentives" i.e. “those that lead to activities that yield increases in national 
income” and by such "growth contributing activities" as “the creation of entre-

’G. M. Meier and R. E. Baldwin: op. cit., p. 293.
"J. Tinbergcn: op. cit., p. 86. ’
•Schumpetcr distinguishes five types of innovations: new goods, new methods o P > - 

duction, new markets, new sources of raw matéria! and new forms of organization. ( ■ • 
Schumpetcr: The Theory of Economic Development. Harvard, 1951.)

WH. Leibenstein: op. cit., p. 109.
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preneurship, the expansion of productive skills, and the increase in productive 
knowledge”, the backward societies are marked by “zero-sum activities directed 
toward the maintenance of existing economic privileges through the inhibition 
and curtailment of potentially expanding economic opportunities; the conservative 
activities of both organized and unorganized labor directed against change; the 
resistance to new knowledge and ideas; increases in essentially non-productive 
conspicuous public or priváté consumption, etc”.11

11 H. Leibenstein: op. cit., pp. 188-189.
12 J. Tinbergen: op. cit., p. 86.
13 See W. W. Rostow: The Process of Economic Growth. Oxford, 1960, and Chapter V on 

the stages of development.
** R. Áron: Dix-huit lefons sur la société industrielle. Gallimard, 1962.
13 Buchanan and Ellis: Approaches to Economic Development. New York, The Twcntieth 

Century Fund, 1955.
18 A. Gershenkron: Economic Progress. Papers presented fór a Round Table held by the 

International Economic Association, Louvain, 1955.
17 See: B. F. Hoselitz: Social Structure and Economic Growth. Econoniia Internazionale, 

Vol. 6, No. 3, Aug. 1953. — Economic Growth in Latin America. Contributions to the First 
International Conference in Economic History. Stockholm, 1960. Mouton and Co., I he Hague. 
— Role of Incentives in Industrialization. Economic Weekly, Vol. 15, Nos. 28, 29, 30 (Special 
Number, July) Bombay, 1963. — Social Stratification and Economic Development. Interna­
tional Social Science Journal. Vol. 16, No. 2, 1964. - Sociological Factors in Economic Devel­
opment. The Free Press, Glencoe, 1960. - E. E. Hagen: On the Theory of Social Change. 
Dorsey Press, Homewood, 1962. — An Analytical Model ofthe Transition to Economic Growth. 
M.I.T., CIS. Document C/57.12. - The Theory of Economic Development. EDCC, Vol. 6, 
No. 3, April 1957. - D. McClelland: The Achieving Society. Van Nostrand, Princcton, 1961.

The Achievement Motive. Appleton-Century-Crofts, New York. 1953. A Psychological 
Approach to Economic Development. EDCC, Vol. 12, No. 3, April 1964. — J. H. Kunké!: 
Valucs and Behaviour in Economic Development. EDCC, Vol. 13, No. 3, 1965. etc.

J. Tinbergen is obviously endeavouring nőt to fashion the list of desirable atti- 
tudes exclusively on the model of the western capitalist entrepreneur—which is 
presumably in line with his view about the convergency of the development of 
East and West. He maintains that—at least—those who play leading roles in 
society should “(I) be interested in matéria! wealth, (II) be interested in the future, 
(III) be willing to take risks, (IV) be interested in technology, (V) show persistency, 
(VI) be able to work hard, (VII) be able to cooperate with many people, (VIII) 
be open to new ideas, (IX) be able to make logical analyses of complex 
phenomena”.12

The “social behaviour, attitudes and propensities”, the “social value system”, 
etc. play a Central role in the development theories of W. Rostow13 and R. Áron1* 
and can alsó be found in the interpretáljon of Buchanan and Ellis1'' and the expla­
nation of A. Gershenkron16 among others. A specific sociological or psychological 
theory of economic development, or fór that matter, underdevelopment, is repre- 
sented, however, by the works of Bért F. Hoselitz, Everett E. Hagen, Dávid McClel­
land, John H. Kunkéi.11

Let us see now, without going intő the details of these theories and examining 
the differences between them or discussing other, similar concepts and their 
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theoretical antecedents,18 what picture these theories draw of the state of under­
development and development.

18 As e.g. Max Weber’s theory.
”See T. Parsons: The Social System. The Free Press, Glcncoe, 1951.
MSee A. G. Frank: Sociology of Development and Underdevelopment of Sociology. 

Catalyst, No. 3. (University of Huffalo, 1967. Fór another Marxist criticism of Hoselitz see 
A. Mátyás: A gazdasági fejlődés feltételei.) Bevezetés, (The Conditionsof Economic Develop- 
ment. Introduction). Közgazdasági és Jogi Könyvkiadó, Budapest, 1963, pp. 60- 62.

Hoselitz contrasts the differing natúré of social roles and behaviours in advanced 
and backward countries. While he describes them in the advanced countries, by 
making use of Talcott Parson's™ pattern variables, as being characterized by 
“universalism, achievement orientation and functional specificity”, he attributes 
to the backward countries the opposite characteristics: “particularism, ascription 
and functional diffuseness”. It follows from his view that the backward countries 
are backward because (a) in their society particularism prevails instead of uni­
versalism, particular interests direct the movement and processes of society, and 
(b) recruitment and reward are determined by ascription rather than by achieve­
ment and thus achievement motivation is missing in social activities, and (c) the 
social roles are characterized by functional diffuseness rather than by functional 
specificity.

As far as the scientific value of this comparison is concerned, it will suffice to 
refer to its criticism by A. G. Frank.20 As regards the particularistn-universalism 
contrast, Frank points out that, on the one hand, particularism can be found alsó 
in developed capitalist countries where, in fact, particular priváté interests are 
the governing factors, and can be discovered even behind the universalist slogans 
cxported to underdeveloped countries (e.g. “freedom”, “democracy”, “economic 
liberalism of free trade”, “free elections”, etc.). On the other hand, the under­
developed countries alsó show—along with false, imported universalism—the 
signs of true universalism (such as e.g. anticolonial movements, militant nation- 
alism, etc.).

To rcfute the statement that the social, economic and political roles in under­
developed countries are distributed almost exclusively in terms of ascriptive 
norms, Frank mentions the example of the political leadership produced by the 
Latin-American coups and that of the emerging African “national” bourgeoisie, 
and in generál the example of those who, having “commercial and financial ties 
to the developed metropolis”, take up top roles. At the same time he mentions as 
a striking example of the very ascriptive distribution of roles in advanced countries 
the position of the Negrocs in America.

Nőt less convincing is the rcbuttal Frank gives to another statement of Hoselitz 
that roles in underdeveloped countries are functionally diífuse rather than specific, 
in contrast to those in the developed countries. The roles in the lower strata of the 
underdeveloped countries are rcally diffuse in that the same person may “practice 
many professions at a time (such as farmer, trader, peddlar, artisan, odd jobber, 
thief, etc.),” and such are alsó the top roles where monopoly control is excrcised.
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Bút on the other hand the same role diffuseness can alsó be observed e.g. in the 
military-industrial complex of the upper leadership of the USA, while “a whole 
series of intermediate roles in underdeveloped societies occupied by such members 
of the middle classes as military officers, government bureaucrats, junior execu- 
tives, administrators, policemen, and others, are functionally quite specific’ ."

Frank sums up his criticism by saying that Hoselitz, when “confining his atten- 
tion to the arithmetic sum of social roles in generál” forgets “about the social, 
political and economic structure of a particular society under study”; Hoselitz 
assumes that even if underdevelopment is connected with a certain structure of 
social system, “the system’s structure can be changed simply by changing somé of 
its parts” — which is “contrary to all empirical reality”.22

21 A. G. Frank: op. cit., p. 30.
22 A. G. Frank: op. cit., pp. 33-34. „
22 The theories represented by McClelland and Hagen are called by Manmng Nash smal- 

ler scale hypotheses” and by Benjámin Higgins “partial theories”-expressing thereby them 
extraordinarily narrow, limited character. See M. Nash: Psycho-Cultural Factors m Astan 
Economic Growth. Journal of Social Issues, Vol. 29, No.l, 1963. - B. Higgins: op. cit., 
p. 294. , . , , „ ,

The “small-scale” character, the concentration on merely partial social changes tinds a 
teliing expression in J. H. Kunkcl’s conclusion: “Since usually only a fcw aspects of the socic- 
tal environment can be altered, present efforts to crcatc behavioral prerequisites must begin 
on a small scale." (J. H. Kunkéi: Values and Behaviour in Economic Development. EDCC. 
Vol. 13, No. 3, 1965, p. 277. (My italics.-T. S )

21 At the same time Hagen conceives of peasant society as a dual society. (Sec in the tollow- 
ing subehapter.)

u “McClelland is quite explicit in teliing his rcaders that nőt the social structure as Wcbcr 
had it, nor even assignment of and reward in social roles based on achievement (as in Hoselitz’ 
view),’bút only a high degree of individual motivation or need fór achievement is the alpha 
and ómega of economic development and cultural change" writes A. G. Frank. (Sociology 
of Development and Underdevelopment of Sociology. Op. cit., pp. 64 65.)

McClelland23 disregards to an even greater extent than Hoselitz the problem 
of the social system and structure, and discovers the roots of underdevelopment 
(or, in reverse, development) in the differences of individual psychological motiva­
tions. Hagen’?, approach is similar, when in analysing underdevelopment, charac- 
terized by him as “peasant society”,24 he concentrates on the different natúré of 
basic motivations and on inter-personal relationships. While Hoselitz’ arguments 
allow one at least to draw the conclusion that the liquidation of underdevelopment 
requires certain changes in social roles and that—although nőt the whole struc­
ture—at least somé parts of the social system must be changed, all that follows 
from McClelland’s arguments, however, is the necessity to change the psycho­
logical motivations of individuals only.25

McClelland alsó holds the view that the prime mover of economic and social 
development is entrepreneurial behaviour, i.e. “pioneering service”, the “vigorous 
activities of a number of individuals who behave in an entrepreneurial fashiort”. 
However, he characterizes entrepreneurial behaviour nőt by the profit motive bút 
by the so’-called “n-Achievement” (a variable fór measuring achievement moti- 
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vation, a factor alsó used by Hoselitz). What is “new” in his theory as compared 
to the old apologetics of capitalism is perhaps the greater degree of psychological 
mystification. Otherwise his line of thought is composed of rather old elements: 
it is nőt the way of action fór profit, which makes the capitalist entrepreneur (and 
which may undoubtedly include actions objectively promoting the development of 
social productive forces such as e.g. innovations, rationalization, etc.), bút, instead, 
it is the inner psychological motives of the “need fór achievement”, “desiring to 
do well” and “competing with a standard of excellence”. It is these psychological 
motives that induce individuals to bringing in innovations, starting a “pioneering 
service” fór society, and taking risks in the hope of greater results, in other words, 
to behaving as entrepreneur.20 {Profit is of course the product of this idealized 
activity. Its role in entrepreneuriai motivation is no longer the aim bút rather 
“a means of measuring how well one has done his job”.)

McClelland regards these motives as “autonomous forces within individuals”, 
bút admits to a certain extent that they are dependent variables, when e.g. he 
remarks that the motives of individuals can be changed by “persuasion”, “by 
education”, “by early character training”, and when he points out that the average 
n-Achievement varies with children from different “eláss backgrounds”.27

Rapid development in advanced countries is due to the fact that the entrepre- 
neur’s motivational complex (especially the n-Achievement) has developed in a 
number of persons, while this motivational complex has been in short supply in 
underdeveloped countries. McClelland is of the opinion that differences in the 
average level of certain motives such as n-Achievement, predict differences in the 
rate of economic growth.

Hagen, who has a somewhat wider outlook, deseribes28 the “peasant society” 
of backward countries in the following way: social mobility through economic 
success is of a low degree, the middle classes arc undcveloped; the physical Sciences 
are backward; the production techniques are primitive. In the sphere of individual 
motivations, which play such a prominent role in development, rather unfavour­
able ones: (a) high need-conformity (need to conform, piacing high value on con- 
formity), (b) high necd-dependency (need to feel inferior to someonc), and (c) 
high need-affiliation (need to please friends) arc prevailing— instead of (a) high 
w-Achievement, (b) high need-dominance (need to be a leader) and (c) high need- 
autonomy (need to be independent of others) which are characteristics of the

sn". .. certain motive combinations predispose individuals to act likc the successful busi­
ness entrepreneurs. . . ” (D. C. McClelland: Community Development and the Natúré of 
Humán Motivation: Sonic Implications of Recent Research. Confcrence on Community 
Development and National Change. MIT. CIS. Dec. 1957, p. 6.)
” McClelland alsó makes mention of (he fact that it is the middle classes rather than the 

upper classes, i.e.. only the "relatively élite group” that strives upwards, which show a high 
n-Achievement. Hagen develops it intő the "law of the subordinated group”, and as McClel­
land refers to the role of the Jews and Protestants, he mentions the role of Scots in England 
and of the low-caste samurais in Japan, etc.

M E. E. Hagen: An Analytica) Model of the Transition to Economic Growth. Op. cit. 
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advanced capitalist countries. The former motivations hamper technological 
progress. . , .

Though individual motivations alsó appear autonomous in Hagen s iist, n 
turns out nevertheless that “high need-achievement, aggression and dominance 
may exist among the élite of a peasant society”, too. Thus one can draw the 
conclusion that the difference between advanced and backward countries shows 
itself less in the mere existence or absence of these motivations than perhaps in 
the measure of their incidence or intensity. When Hagen speaks e.g. about the 
role in the changes that may be played by such factors as social tension among 
the élite, subordination, imposition of change through physical force such as 
colonial rule,29 external threat to the nation, etc., it appears that what he is talking 
about really is rather only the setting intő motion or the expansion of the latent 
positive forces already in existence. If, however, this is the case, then the smal - 
scale analysis and the examination of individual psychological motivations will 
nőt suffice, and the exploration of the entire social environment is called fór.

What can be said finally of the sociological and psychological theories of 
underdevelopment and development and, in generál, about the role of socia 
behaviour, customs, propensities, ideas and individual psychological motivations 
in socio-economic development?

Two distinct, unmasked hypotheses can be found in the centre or, more exactly, 
at the basis of both the sociological and the “small-scale”, psychological inter- 
pretations: ,,

(1) There exist social and individual qualities generally favourablc and generally 
unfavourable to economic development.

Sociological theories of development tend to emphasize the íormer, while 
psychological interpretations usually emphasize the latter. However, in so far as 
social environment, social behaviour, customs, ideas and roles, and the rise of 
an entrepreneurial eláss, etc. are nőt determined by the economic basis, the socio­
logical pattern itself is in the last resort a function of the pattern of individual 
psychological motivations. Consequently, the sociological qualities seem to be

20 Rostow and other authors, too, refer to the effect of colonialism (and even racial diserim- 
ination) eliciting this positive reaction. (See later.)

Sometimes the naive reader may even be led to believe that colonialism had a i ou > y posi ive 
effect: in addition to the overpraised transplantation of modern technology and methods of 
production even its much criticized, anti-human, oppressive and humihatmg activity had a 
beneficial role in awakening or setting intő motion somé positive psychological motivations.

It is curious enough that somé “purist revolutionaries” use very similar arguments, though 
with a contrary aim in view, when they say that war, oppression and exploitation (the greater 
the better) in spite of the sacrifices involved are favourablc just because they cvoke the 
revolutionary spirit, while pcace, democratic reforms or improving standards of living are 
unfavourable as they endanger it. These "apostles” of revolution forget "on y one thmg; 
why and fór whom a revolution is needed (when it is needed). This ideologically reactionary 
and idealistic view, which gives priority to sclf-containcd psychological valucs alienated from 
mán and society, is nőt made any less reactionary by its appearance in works by authors 
professing themselves to be Marxists. Such elements may be found cg. alsó in Franz Fanon s 
“violence dialectics”. (See F. Fanon: Les Damnés de la térré. Maspers, Paris, 1961.) 
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merely an aggregate of individual qualities and so the sociological variant of the 
development theory is based on the psychological variant. (It is, by the way, nőt 
difficult to discover a certain analogy between the starting points of hypothesis 
No. 1 and of the psychological aptitude tests. As certain adequate and non-ade- 
quate qualities, promoting and hindering factors and motivations exist and can 
be specified for the various activities and professions, in the same way certain 
favourable and unfavourable qualities must exist and be specified alsó for economic 
development in generál.)

(2) If the international distribution of these generally favourable and generally 
unfavourable social and individual qualities is such that the generally favourable 
qualities are concentrated in the developed and the generally unfavourable qualities 
in the underdeveloped countries, then this provides the evidence that economic 
development is attributable to the generally favourable individual qualities (or 
their social aggregate), and economic underdevelopment to the generally unfavour­
able social and individual qualities. Consequently, the conditio sine qua non and 
determining factor for a society to overcome underdevelopment is a change in 
the psychological qualities of its individuals.

Nevertheless the question is raised how and on what basis the generally favour­
able and unfavourable qualities can be specified. The implicit answer is: on the 
basis of a distinction between those qualities possessed by the developed and the 
underdeveloped countries. The tautology is evident: economic development is 
resulting from the favourable social behaviour or its individual psychological 
components; and those social behaviours can be defined as favourable which have 
de facto resulted in economic development. The advanced countries are advanced 
because they possess those favourable qualities which ex definitione belong to 
them, and the underdeveloped countries are underdeveloped because they do nőt 
possess those favourable qualities which ex definitione are nőt possessed by them.30

30 Higgins points to the same tautological elcmcnt in Schumpeter’s development theory: 
“Schumpeter's theory of economic growth has a large element of tautology in it, making it 
difficult to test cmpirically . .. Economic growth occurs when the social climatc is conducivc 
to the appearance of a sufficient fiow of New Mén, bút the only reál way to test whether the 
social climatc is appropriate, is to sec whether the New Mén arc in fact appearing; that is, 
whether there is economic growth. If vigorotis economic growth appears, the social climate is 
appropriate; when there is no vigorous economic growth, the social climate is by definition inim- 
ical to it." (Op. cit., pp. 141-142. - My italics. - T. S.)

This tautology is of course less evident if a given quality, which is at work in a 
concrete socio-economic context, is made abstract and idealized, that is, if it is 
dcprived of its concrete content. That is one of the reasons why it is important to 
substitute in the entreprcneur psychology the generál achievement motivation 
for the profit motive as is suggested by McClelland, and that is the reason for 
applying such “idea! pattern variables” as Persona’ and Hoselitz’ universalism, 
achievement orientation and functional specificity. In this way even the contra- 
diction inherent in the tautology can be resolved, the contradiction namely that 
the concrete psychological qualities observed in certain societies appeared as 
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qualities generally favourable or unfavourable to economic development. If these 
qualities lose their concrete content and become abstract and ideahzed, they can 
already be dealt with, even without the former tautological proof, as generally 
favourable or unfavourable qualities, independently of space and time, from the 
pointof view ofan abstract economic development, similarly independent of space 
and time. This sort of idealization, however, will be unmasked as soon as it is 
confronted with empirical reality. Nőt only the distribution of Hosehtz’ variables 
nrove to be inconsistent with the distribution of development and underdevelop­
ment as correctly pointed out by A. G. Frank, but it turns out that even entre- 
preneurial behaviour is far from being an unambiguous development-promoting 
factor, in that the profit motive, which determines its content, nőt only stimulates 
but may often stifle the idealized achievement motivation and innovation propen­
sity (when e.g. profit hunger leads to the use of means like speculation, monopoly 
prices, monopolization or freezing of patents, deliberate quality deterioration, 
underutilization of capacity, let alone outright destruction by war).

Are we entitled to draw the conclusion from these insufficiencies and contra- 
dictions of the sociological-psychological interpretations that there exists no con- 
nection or only an inverse one between economic development, on the one hand 
and social environment and behaviour, on the other? Nőt in the least! It would 
be foolish to deny that social and individual consciousness, customs, propensities, 
ideas and institutions or even individual psychological qualities play an important 
part in economic and social development either by furthering or hampering it. 
Ideas and theories become matéria! forces when they penetrate the masses; out- 
standing historical personalities may give a boost to the development of their 
society; increasing the consciousness of the working classes is one of the main 
preconditions fór social revolution and the creation of a new society, etc. — these 
are the tenets of Marxism based on the materialistic philosophy of history.

The question that arises, however, is how outstanding personalities manage to 
come on the scene of history, how ideas are born and become effective, how a 
favourable social environment and an appropriate social behaviour are created, 
how the individual qualities needed fór “pioneering service develop ?

It does nőt help if we refer to such generál factors as Hagen'* “law of subordi- 
nated group”, and “social tensions among the élite”, to somé pressure or ot icr 
which may threaten the structure of social relationships within the society, oi to 
external factors like attacks and dangers. These may have a stimulating or con- 
straining effect in a given situation and context. They do nőt determine, howevei, 
the content of social behaviour itself, the substance of the emerging idea, or the 
direction of pioneering service. In the course of history they trequcntly recurrcd

»i Cclso Furtado alsó raises this question in connection with Schumpeter s entrepreneurial 
eláss - “And what factors make fór the existence of such a eláss in our society . Why do certain 
individuals have that social function? Indeed, the problem of economic development is but 
one aspect of the generál problem of social change in our society, and cannot be fully under- 
stood Snless wc give it a historical content.” (C. Furtado: Capital Formation and Economic 

Development. The Economies of Underdevelopment, p. 315.) 
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and in different historical periods they helped to give birth to different ideas, pro­
pensities and behaviours under different socio-economic conditions.

Moreover, the same sort of behaviour, propensity or psychological motivation, 
the same type of personality or the same idea, etc. may be found in different his­
torical contexts, amidst different socio-economic relations, and while they may 
be effective or even dominant in the one case, they may fail to be so in the other, 
and, what is more, they may prove to be favourable now and unfavourable then, 
depending on the situation.32

In other words, apart from cases bordering on the absurd, there are nőt generally 
favourable and generally unfavourable behaviours, development-promoting or 
-hampering ideas, customs, individual qualities and motivations. Their role, 
impact and value depend on whether they express a social need in a given situation. 
It is indeed this objective social need that gives rise or priority to the adequate 
ideas and behaviours embodying it. However, the content of this social need is 
constantly changing and is determined, in the last analysis, by the matéria! living 
conditions of society, by social existence, with its main constituent, the social 
relations of production. The primacy of production and production relations over 
any other social activity and relation follows, both logically and historically, 
from the primacy of the most fundamental humán and social need: physical 
subsistence. Societies may exist without certain ideas, institutions, customs or 
propensities, bút nőt without production. However, the ideas, customs and indi­
vidual qualities of the members of society develop and change under the impact 
of the social relations of production. The fact that “social roles” cannot manifest 
themselves in generál bút rather in the context of the social relations of production, 
and instead of being independent variablcs, are determined by these relations, is 
something Hoselitz fails to realize.

Thus, instead of the investigation of sociological phenomena isolated from the 
relations ol production, and instead of the micro-analysis of the individual psycho­
logical motivations, it is, in the first piacé, the social relations of production 
(ownership relations with respect to the means of production, distribution re- 
iations, the allocation of “roles” in the social organization of production), in other 
words the socio-economic “basis” that must be analysed in order to get the right 
answer to the question about the placc and role of the above-mentioned socio­
logical and psychological factors, ami to assess their favourable or unfavourable 
natúré.

“a Many authors attach a particular itnportance to the Puritán abstinence e.g.. so much so 
that they pút down the rapid rise ofearly capitalism in somé European countries and in North 
America either to Puritanism as such, or to its rcflection in religion (Protestantism in the first 
placc). They ignorc the fact that though Puritanism prcvailcd in the carly Middle Agcs, too, 
it did nőt produce comparablc rcsults. In fact its direction was altogether different. The squan- 
dering age of the Rcnaissance had to come with capitalistic development in its wake fór Puri­
tanism to acquire a new meaning, this time that of serving capitalistic development. Individu- 
alisrn and collectivisin had different roles and mcant different things in different periods and 
under different conditions.
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Consequently, no pattern of sociological and psychological variables can deter­
mine economic development or underdevelopment in generál. It can, at best, 
promote or check it under certain concrete conditions. Since the pattern itself 
is determined, in the last analysis, by processes taking piacé in the socio- 
economic “basis”, it cannot be the ultimate determinant of economic develop­
ment itself.

These thoughts may appear to the reader as a philosophical problem rather 
than one directly concerned with the interpretation of economic underdevelop­
ment. In fact, it is a very exact and relevant problem. If it were true that economic 
growth is determined in the last analysis by people’s way of thinking, by social 
behaviour and individual psychological motivations,33 furthermore, if we were to 
assume that the way of thinking and propensities of society are absolutely inde­
pendent variables, then it would follow from our assumption that somé nations 
live in more advanced economy only because they have more favourable psycho­
logical characteristics, better propensities or a more developed way of thinking 
to begin with, or could take possession of these qualities by their superior con­
sciousness. Just think what consequences this may lead to! Obviously to the 
conclusion that economic backwardness is due to the backwardness of the conscious­
ness and propensities of certain nations. And here we are, within an ace ol racial 
ideology professing the inferiority of certain peoples. That is where a logical 
inference from our assumption leads to. That, too, is why the explanation of 
economic growth or of the development of societies by “propensities and moti­
vations” is so utterly wrong. That is why it is alsó wrong to reverse the cause- 
effect relationships or substitute vague interdependencies fór them. That is why 
any theory that narrows down the development of societies to the evolution oí 
productive forces, on the one hand, and to changes in consciousness (or to those 
in socio-political institutions), on the other, is unacceptable! If the development ol 
society is abstracted from the natural geographical environment and, especially, 
from the production relations, then either it proves to be completely inexplicable 
why in one piacé and in a given historical period the productive forces devclop 
more rapidly than in another piacé or period, and why the propensities, customs 
and institutions are different; or cverything must be ascribed eventually to capac- 
ities of intellect and consciousness which is bound to end in differentiating be­
tween superior and inferior peoples, i.e. in racial ideology.

The sociological and psychological theories have, as a rule, one more serious 
shortcoming. Concentrating on the ideál pattern variables they forget about the 
reál pattern variables, the heterogeneous character of behaviours, propensities, 
motivations, social roles and institutions in underdeveloped countries. They 
generalize certain customs and institutions which were, let us assume, really 
characteristic of traditional societies, and apply them to the whole society of the

83 According to Raymond Áron, the determining factorof growth is the attitűdé of econom­
ic subjects, i.e. a certain manner of living and way of thinking of people. (R. Áron: op. cit., 
p. 192.)
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underdeveloped countries, i.e. they regard these societies in their entirety as 
traditional (pre-capitalist) societies.34

This deficiency deprives the theories under discussion of validity, even if they 
regard sociological-psychological factors nőt as final determinants bút only as 
interdependent variables. The invalidity of the assumption of a homogeneous 
traditional society is demonstrated by the capitalist elements actually present in 
economy and society, by the fact of socio-economic dualism.35 That the basic 
assumption is false can alsó often be inferred logically from the way somé authors 
assess unfavourable social reactions, behaviours and the backwardness of people. 
When e.g. they speak of the insufficient knowledge of the peasants of the markét, 
they necessarily, and correctly, presuppose that de facto there is somé sort of 
markét that they ought to know better. When they speak of the maladjustment of 
individuals to modern economic relations, they presuppose of course the de facto 
existence of these relations. When they speak of the immobility of the labour 
force from the aspect of employment and wage labour, they implicitly refer to the 
existence of wage labour itself and its capitalistic conditions, i.e. to the fact that 
the labour force—or a part of it—can become a commodity, etc. This means 
that they assess traditional customs, reactions and behaviour in their relation to 
another (modern) socio-economic element. Then it is nőt sufficient nor correct 
just to compare these customs and behaviours or institutions to their “modern” 
counterparts and explain them in isolation as if they were independent of the 
latter.

Summing up our conclusions: (1) The sociological-psychological variables are 
nőt independent variables and can by no means be regarded as final determinants 
of economic development or underdevelopment. (2) Their piacé, role and effect 
can be evaluated only in the context of the given socio-economic system. Conse- 
quently, the socio-economic system and especially its “basis”: the production and 
distribution relations, must be given priority in the analysis. (3) The analysis of 
the socio-economic system, as well as of the sociological-psychological factors 
themselves, revcals the presence of a dual system in underdeveloped countries, 
the co-existence of alicn, imported elements with those of traditional societies.

Let us see how this dualism is reflected in economic theory.

** “The főik characteristics which were studicd by Róbert Redíicld, and which Hoselitz. 
seems to associate with the pattern variables of underdeveloped society, do nőt characterize 
any whole society cxisting today" — writes A.G. Frank. (Sociology of Development and Un 
dcrdcvelopmcnt of Sociology, op. cit., p. 32. My italics.—T. S.)
“ Sec the following paragraph and Chapter I! of Part Two.
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2. THE NARROWED-DOWN INTERPRETATION OF DUALISM: 
SOCIOLOGICAL AND TECHNOLOGICAL DUALISMS

Instead of the false picture of a homogeneous traditional society,36 the idea of 
dualism, of disintegration, is becoming more and more popular and generál in 
the literature of underdevelopment.37 Though in most underdevelopment theories 
reference is made, in one way or another, to the existence of the two heterogeneous 
sectors: the traditional and capitalist or, to pút it in more generál terms, sub­
sistence and commodity-producing sectors, we can speak of a specific theory of 
dualism only if dualism constitutes the analytical centre of theory from which 
the specific problems and laws of motion of underdevelopment are déri ved. As an 
independent theory, it appears in two main variants: (a) the theory of sociological 
dualism and (b) the theory of technological dualism. More recently, especially in

36 Or, perhaps, even together with it, as e.g. in Hagen’s theory. Hagen describes the tra­
ditional “peasant society” itself asa dual society. The two poles of dualism: a number of agri­
cultural villages with little migration intő or out of each viliágé, on the one hand, and the 
centre where the élite live, on the other. Contrary to the generál interpretation of dualism 
according to which one pole of dualism, the “modern sector” is in organic contact with for­
eign countries, Hagen holds the view that this “dual” society as an essentially traditional so­
ciety has little contact with foreign countries. Thus Higgins has every reason to write, while 
disregarding Hagen’s own terminology, that:“From the analytical point of view the main 
weakness of Hagen’s statement of his thesis is his failure to take account of the dualistic chax- 
cter of most underdeveloped countries.” (See E. E. Hagen: An Analytical Model of the Tran- 
sition to Economic Growth. M.I.T., CIS. Document C/57.12. — B. Higgins: Economic Develop­
ment. W. W. Norton and Co., New York, 1959, p. 320.

37 See, among others, e.g. J. H. Boeke: Economies and Economic Policy of Dual Societies. 
New York, 1953. — Three Forms of Disintegration in Dual Societies. Lecture delivered fór the 
course on Cooperative Education of the ILO, Asian Cooperative Field Mission. October 
1953. — Western Influence on the Growth of Eastern Population. Economia Internazionale, 
Vol. VII, No. 2, 1914. — B. Higgins: The Dualistic Theory of Underdeveloped Areas. Econom­
ic Development and Cultural Change. January 1956. — Economic Development, W. W. Nor­
ton and Co., New York, 1959. — P. T. Ellsworth: The Dual Economy: A New Approach. 
EDCC, Vol. 10, No. 4, 1962. H. S. Ellis: Dual Economies and Progress. Revista de Econo- 
mica Latino-americana, 1962. V. C. Lutz: The Growth Process in a Dual Economic System. 
Banca Nazionalc dcl Lavoro. Quarterly Review, Scptembcr 1958. W. Elkan: The Dualistic 
Economy of the Rhodesias and Nyassaland. EDCC. Vol. 11, No. 4,1963. — A. O. Hirschman: 
Investment Policies and Dualism in Underdeveloped Countries. American Economic Review, 
September 1957. H. Leibenstein: Technical Progress. The Production Function and Dualism. 
Banca Nazionale dél Lavoro. Quarterly Review, December 1960. — G. Arrighi: The Politi­
cal Economy of Rhodesia. Mouton and Co., The Hague, 1967. I. Sachs: Patterns of Public 
Sector in Underdeveloped Economies. Asia Publishing House, 1964. S. Dasgupta: Underde­
velopment and Dualism. -A Note. EDCC, Vol. 12, No. 2, 1964. A. Lewis: Economic Devel­
opment with Unlimitcd Supplies of Labour. The Manchester School, May 1954. R. S. Eck- 
aus: The Factor-Proportions Problem in Underdeveloped Areas. American Economic Review, 
September 1965. A. A. Dawson: The Placc of the Traditional Sector in Economic Devel­
opment. Lectures on Economic Development. International Institute fór Labour Studies, Ge- 
neva, 1962, etc. (And alsó the paper by the author of the present study: T. Szentes: Economic 
and Social Disintegration and Somé Questions of Self-Help in the Developing Countries. 
Studies on Developing Countries. Centre fór Afro-Asian Research of the Hungárián Acadcmy 
of Sciences, No. 9, 1967.)

74



connection with the problems of unemployment and the choice of techniques 
coming to the forefront, emphasis is usually Iáid on technological dualism, at least 
in the economic development theories. The theory of sociological dualism is now 
being exposed to more attacks and, as we shall see, from various sides. Sociological 
dualism cannot in fact exist without economic dualism, and vice versa, and whether 
the one or the other is justly criticized, is usually due nőt to their different charac­
ter bút rather to their identical or similar shortcomings.

(a) The pioneer of the idea of sociological dualism was J. H. Boeke. His theory 
was given a stormy reception by western economists, nőt because of its analysis 
bút rather on account of the unpleasant conclusions that would be drawn from it. 
Boeke based his work on his experiences in Indonesia and presented it as a theory 
of “eastern societies”.

His theses may be summed up as follows: “Social dualism is the clashing of an 
imported social system with an indigenous social system of another style. Most 
frequently the imported social system is high capitalism.” Unlike temporary social 
dualism which e.g. comes intő being “when a late-capitalistic social system is 
gradually superseded by a socialistic system” (even by the most violent disturbance, 
war or revolution), bút while the “society maintains its homogeneous character”, 
a dual social system is a lasting formation and always the result of the pene- 
tration of an imported, foreign social system. The penetration of the capitalist 
society of the West intő the precapitalistic agrarian societies of the East, resulted 
in “a form of disintegration”. Since the two societies are diametrically opposed 
in character, and “neither of them becomes generál and characteristic fór that 
society as a whole”, therefore, “as a rule, one policy fór the whole country is nőt 
possible,... and what is more beneficial fór one section of society may be harmful 
fór the other”.

The radically different character of the two societies manifests itself in many 
ways. Theprecapitalisticsectorcan be characterized by the “limited needs (in 
contrast with the “unlimited needs” of a western society), by the backward-slop- 
ing supply curves of effort and risk-taking, by the almost complete absence of 
profit-seeking (with the exception of speculative profits), by the “aversion to Capi­
tal” (i.e. by “conscious dislikc of investing capital”), lack of business qualities, 
lack of organization and of discipline, by “fatalism and resignation , lack of 
mobility of labour, absenteeism of rcgular labourers, by export being “the great 
objective”, etc, - while the capitalistic sector has the oppositc characteristics.

As disintegration has caused only disturbances and upset the normál living 
conditions of precapitalistic society, Boeke concludes that the penetration o 
western capitalism has been useless and fruitless. The efforts aimed at a rapi 
capitalization of eastern society, at achieving considerable technological progress 
and a radical change of social reactions have likcwisc been in vain.38 They can

“""There is no question of tbc eastern producer adapting himsetf to the wcs,crn 
technologically, economically and socially." (J. H. Boeke: Economies and Economi 
Dual Societies. New York, 1953, p. 103.)
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even enhance the retrogression and decay of this society. “The contrast is too 
all-inclusive, it goes too deep. We shall have to accept dualism as an irretrievable 
fact.”39 And as fór economies he holds the view that western economies is totally 
inapplicable to eastern economies: “every social system has its own economic 
theory” and “therefore the economic theory of a dualistic, heterogeneous society 
is itself dualistic”.40

39 J. Boeke: Three Forms of Disintegration in Dual Societies. Op. cit., p. 289.
10 J. H. Boeke: Economies and Economic Policy of Dual Societies. New York, 1953, p. 5.
11 Thus e.g. he brings intő relief, in contrast to the “limited needs”, the fact of the high mar- 

ginal propensity to consume and the high marginal propensity to import, and points to the 
rise of new needs and through them the applicability of economic incentives. With reference 
to A. Lewis (The Theory of Economic Growth. London, 1955), P. T. Bauer (Economic Analysis 
and Policy in Underdeveloped Countries. N. C., Durham, 1957) and B. S. Yamey (P. T. Bauer 
and B. S. Yamey: The Economies of Underdeveloped Countries. London, 1957) he tries to 
prove —in disagreement with Boeke that economic responsiveness may be intensive among 
the peasant population. The assumption of the immobility of labour contradicts, in his view, 
the fact of large-scale migration. Moreover, "it may be questioned whether occupational mo- 
bility is nőt greater in underdeveloped areas, where trade unionism if far less widcspread than 
it is in the advanced countries”. (See B. Higgins: Economic Development. pp. 281-292.)

<! "Somé degree of dualism exists in virtually every economy" says Higgins. Nőt only 
Italy but alsó the USA and Canada “have areas in which techniques lag behind . .. standards 
of economic and social welfare are correspondingly low”. “The prefercncc fór speculative 
profits over longterm investment in productive enterprise appears wherever chronic inflation 
exists or threatens.” Western society is nőt free either from the rcluctance of investors to 
accept risks or illiquidity. Absenteeism is nőt unknown to it either. As regards the supply 
curves of eftort and risk-taking, they are “normally backward-sloping, in a static world ... In 
dynamic societies the illusion of upward-sloping supply curves has been crcated by continuous 
shifts to the right of both demand curves and supply curves, in response to population growth, 
resource discoveries. and technological progress”. (B. Higgins: op. cit., pp. 285-287.)

43 B. Higgins: op. cit., p. 288.

Boeke’s theory has been attacked mainly because of this “defeatism”. That is 
which Higgins takes Boeke to task fór, saying that his theory generalizing expe- 
riences limited in time and space is but the reflection of the Indonesian failure of 
Dutch “ethical policy”. Higgins denies, on the one hand, that the characteristics 
considered as typical are really characteristic of eastern societies41 and points out, 
on the other, that “many of the specific characteristics of the ‘eastern’ society 
deseribed by Dr. Boeke seem to be attributable to western societies as well”.42

Higgins draws the final conclusion that there is no reason to suppose that the 
western social theory is inapplicable to dual societies. “If dualism is nőt primarily 
the product of a clash of two irreconcilable cultures, its existence is nőt in itself a 
barrier to the application of Western social theory to underdeveloped areas. 
Sectoral differences are a challenge to economic theorists, but one that can be 
met.”43 Instead of socio-cultural dualism, Higgins advocates the sectoral dualism 
of economy. He admits that “somé degree of ‘dualism’ certainly exists in under­
developed areas” and that “it is possible to discern two major sectors: one which 
is largely native, in which levels of techniques, and levels of economic and social 
welfare are relatively low; and another, usually under western leadership and 

76



influence, in which techniques are advanced, and average levels of economic and 
social welfare are relatively high”.44 The former is “confined mainly to peasant 
agriculture and handicrafts or very small industry, and the trading activities 
associated with them”; the latter “consisting of plantations, mines, petróleum 
fields and refineries, large-scale industries, and the transport and trading activities 
associated with these operations”. In this way, he says, the explanation of dualism 
must be sought nőt in the natúré of society, as Boeke did, bút “dualism is more 
readily explained in economic and technological terms”.i5

(b) With Higgins and alsó other economists the theory of economico-techno- 
logical dualism appears to be the opposite of the idea of Boeke’s sociological 
dualism rather than its complement. Making use of Higgins', Meier's andEckhaus'™ 
descriptions, the theory may be summed up in brief as follows:

“Technological unemployment” is attributable to “technological dualism” 
which means the use of different production functions in the advanced and the 
traditional sector. Productive employment opportunities are limited, nőt because 
of the lack of effective demand, bút because of limitations on resources and tech- 
nology in the two sectors.

In the traditional sector the products can be made with a wide rangé of tech­
niques and alternative combinations of labour and capital (improved land), i.e. 
this sector has variable technical coefficients of production. Labour is the relatively 
abundant factor, so the techniques of production are labour-intensive. In the 
modern, industrial sector they are capital-intensive. Moreover, they are charac- 
terized in fact either by relatively fixed technical coefficients (fixed proportions in 
which factors of production must be combincd), or are assumed by entrepreneurs 
to be so.47 The former, traditional sector produces as a rule necessities (foodstuffs 
or handicraft products) for domestic consumption. The latter, the industrial sector 
usually produces industrial raw materials for export purposes.

47 According to R. Solow's model the assumption of initially fixed technical coefficients 
may alsó be omitted. "The industrial sector, which starts with a relatively high ratio of Capi­
tal to labor, would move toward an equilibrium expansion path with a high ratio cap*la 
to labor, even if technical coefficients were nőt fixed.” (See B. Higgins. op. cit., p. V 
italics. — T. S.)

The industrial sector was initially developed by an inflow of foreign capital. 
As foreign enterprises operated under efficient management with modern pro­
duction techniques, output in this sector expanded. Industrialization, however, 
generates population cxplosion. The rate of population increase in somé cases 
considerably cxceeded the rate at which capital was accumulated in the advanced

44 B. Higgins: The Dualistic Theory of Underdeveloped Arcas. Economic Development and 
Cultural Change. January 1956. Reprinted in Leading hsues in Development Economies. Ed. 
by G. M. Meier. New York, 1964, p. 61.

48 B. Higgins: Economic Development. Op. cit., p. 281.
‘•See: B. Higgins: Economic Development. Op. cit., pp. 325- 344. — G. M. Meier (ed ). 

Leading Issues in Development Economies. pp. 68-71. R. S. Eckhaus: The I actor-Pro- 
portions Problem in Underdeveloped Arcas. The American Economic Review, Septcmbcr 
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sector. And since the production process in this sector was capital-intensive, and 
fixed technical coefficients were used (or assumed), this sector did nőt have the 
capacity to create employment opportunities at a sufficiently fást rate to absorb 
the greater labour force.

Far from bringing a shift of population from the rural to the industrial sector, 
industrialization may even have brought a relatíve decline in the proportion of 
totál employment in the latter sector. Entry intő the traditional sector was then 
the only alternative open to surplus labour. As the labour supply increased in the 
traditional sector, land eventually became relatively scarce and labour increasingly 
became the relatively abundant factor. Since technical coefficients were variable, 
the production process became even more labour-intensive. Finally the point was 
reached where all available land was cultivated by highly labour-intensive tech­
niques and the marginal productivity of labour feli to zero, or even below, and 
disguised unemployment appeared. Under these conditions there was no in- 
centive in the traditional sector to move along the production function to- 
ward higher capital-labour ratios, no incentive to introduce labour-saving 
innovations, no incentive to increase efforts, in order to achieve an increase of 
output per mán.

This “structural” or “technological” unemployment is aggravated if techno­
logical progress takes a form favouring the capital-intensive sector, and if wages 
are kept artificially high by trade-union activity or government policy.

As a result of technological dualism, the strange situation arises which is contra- 
dictory to “orthodox theory” that labor does nőt flow from the rural sector where 
its marginal productivity is close to zero intő the industrial sector — because the 
supply of capital to this sector is limited48 and technical coefficients are fixed. 
On the other hand, capital does nőt flow to the rural sector either where the 
marginal productivity of capital ought to be higher (as the ratio of labour to Capi­
tal is higher). The supply of domestic capital is nőt directed toward improving 
techniques, because, although the elasticity of the substitution of labour fór 
capital may be high, the elasticity of the substitution of capital fór land is low. 
It may well be then that the marginal productivity of both labour and capital is 
close to zero in the rural sector.

Thus the theory of technological dualism serves to explain one of the most 
acute problems of underdeveloped countries, namely the problem of open and 
disguised unemployment. On the basis of the undoubtedly evident fact of popu­
lation explosion and the phenomenon of different production functions in the two 
sectors it examines why the abundant labour force is nőt absorbed and how it 
becomes abundant.

Though the theory reveals numerous important relationships, it is liable to 
eriticism on several counts.

18 The reason fór this is that “each investment project in an underdeveloped country com- 
petes against projeets the world over in the international capital markét". (B. Higgins: op. cit., 
pp. 341 342.)
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Although Meier accepts it as an answer to the question “why factor endowment 
and the differences in production functions have resulted historically in the rise 
of underemployment of labour in the traditional sector”, he doubts, however, 
“its empirical relevancy”.49 He questions whether the modern sector really works 
with “fixed coefficients”, whether the techniques—even if a capital-intensive one 
was initially imported—have nőt been adjusted to the abundant labour supply, 
and whether technical progress is actually labour-saving in the advanced sector, 
etc. However, by raising these equally “technological” questions, the criticism 
itself does nőt go much farther. The question of the choice of techniques is far 
from being a simply technological question, and is nőt a question of factor endow­
ment either, just as the dualism of underdeveloped countries is nőt identical with 
the technological dualism of the various production functions.

The main shortcoming of the theory is that by concentrating on the technologi­
cal problems of the economy, it disregards production and social relations, it 
ignores the questions of the modes of production. Though its authors point out 
the precapitalistic character of the traditional sector and the capitalistic natúré of 
the modern sector, and Higgins even refers to certain difficulties arising from the 
foreign origin and outward orientation of the modern sector,50 all this appears only 
on the surface and does nőt constitute an organic basis of the theory. Yet without 
this veritable basis the starting assumptions and the conclusions, too, are most 
unreliable. The theory alsó offers a narrow and mechanical interpretation of the 
relation between the two sectors, which again is the source of further weaknesses.

As far as the population explosion is concerned, the statements on its causes, 
extent and effect are highly debatable. The contention that “industrialization 
generates a population explosion”,51 is nőt only an insufficient explanation bút on 
the whole it is hardly one at all. (A reál and sound industrialization usually has the 
opposite effect.) And when the extent and effect of the population explosion are 
discusscd, it is impossible nőt to take intő account the sparsely populated countries52 
and the time-lag between the actual rise in the number of births and the resulting

*’ Sec G. M. Meier: Leading Issues in Development Economies, p. 71. — It is nőt completely 
clcar of course how something can be true historically and at the same time be irrelevant 
empirically.

40 “The industrial and rural sectors arc nőt parts of the same ‘economy’ in the ordinary 
sense. Geographically, the plantations, mines, and oil fields arc in the same country, bút eco- 
nomically they may be morc closcly tied to the metropolitan country providing the capital, 
technical knowledge, and inanagcrial skill than to the underdeveloped country in which the 
operation is locatcd.......Fhe demand from the world markét prcvailcd in the political as well 
as the economic sense; achieving the optimál allocation of resources from the standpoint 
of the European entrepreneurs and administrators mcant an increasing conflict of that goal 
with the maintcnancc of full employment in the rural sector of underdeveloped countries. 
(B. Higgins: op. cit., pp. 333, 343.)

•' B. Higgins: op. cit., p. 328.
68 “It is interesting to note that the originators of the idea (Nurkse and Roscnstein-Rodan) 

arc careful to point out that conditions in the sparsely populated countries of Latin America 
arc nőt the ones wherc one would cxpect disguised chronic unemployment. (G.M. Metct. 
Leading Issues.... p. 78, in footnote.) 
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expansion of labour supply (even if continuity seemingly makes it disappear). 
Owing to the inaccurate interpretation of the population explosion and the 
mutual relationship between the two sectors, the labour flow as described by the 
theory is to somé extent just the reverse of the actual one: industrialization brings 
about a higher population growth in the modern sector, and as this increased 
population cannot be absorbed because of the technology applied, it “has to 
seek a livelihood in the other sector”,53 thereby flooding the labour force in the 
traditional sector, too. In reality it is the traditional sector, however, which has 
become the source of a rapid population growth and the expansion of labour 
supply, and labour force drifts—under the impact of various factors54—rather to 
the modern sector where, owing to several factors, it cannot be absorbed, either. 
Arthur Lewis based his theory exactly on this reál process of opposite direction and 
regards the traditional sector as the basis of the unlimited supply of unskilled 
labour force fór the capitalist sector.55 In Lewis’ view, the main source of the 
abundance of labour is disguised unemployment in rural areas, with the high rate 
of population growth coming intő play only indirectly through the latter.

53 B. Higgins: op. cit., p. 329.
64 Fór more details, see Chapter III, 1 (c) in Part Two and the paper by the author of the pre­

sent study: Migrant Labour System in Black Africa. Indián Journal of Labour Economies. Vol. 
VII, Nos. 1-2, 1964.

55 Fór more details see A. Lewis: Economic Development with Unlimited Supplies of La­
bour. The Economies of Underdevelopment (ed. by A. N. Agarwala and S. P. Singh. Oxford 
University Press, 1958, pp. 400 449) and somé commcnts on his theory in this chapter, and 
those made by G. M. Meier in Leading Issues . .., pp. 85 88.

60 Which is usually regarded as the eriterion fór disguised unemployment.
57 See e.g. Aspects of Economic Development in Africa. U.N. Documcnt E/2377. 1953, p. 67.
Keiskammahoek Rural Survey, 1952, pp. 112 113. W. Elkan: Migrant Labor in Africa: 

An Economist’s Approach. The American Economic Review, No. V, 1959, p. 188, etc. These 
works point out the harmful effect of labour outflow and migration on the agricultural yields 
of the traditional economy.

88 “To that extent that the labour surplus is absorbed and concealed through fragmen- 
tation (of the individual holdings), it cannot be withdrawn without bad effects on output 
unless the fragmentation is rcversed and the holdings are Consolidated.” (R. Nurkse: Excess 
Population and Capital Construction. Malayan Economic Review, Octobcr 1957, p. 2.)

With regard to Lewis’ supposition, of course, just the same question may be 
raised as to the assumptions involved in the theory of technological dualism: 
can the marginal productivity of labour be regarded, indeed, as zero56 (or close 
to zerc) in the traditional sector or, in other words, can labour force be drained 
away from it without an appreciable drop in the aggregate product of the working 
combination of factors? A number of reports and studies give evidence to the 
contrary57 while Ragnar Nurkse examines the question in the context of land use, 
the problem of the actual ownership relations.58 A further objection can be raised: 
Is it true that yields cannot be increased in the traditional sector any more by in­
creased humán labour-investments? Economists concentrating on practical possi- 
bilities rather than on abstract theoretical models would question this assumption 
—at least in respect of the majority of underdeveloped countries.
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It would likewise be justified to doubt the statement that in the rural sector as 
a whole labour-intensive cultivation is carried on in the strict sense of the word 
(and nőt only with regard to the proportion of the factors of production), i.e. 
the possibilities of improving the intensity, rational division and organization of 
labour are already exhausted. As regards capital investment, it is nőt only the 
too generál questions of the lack of incentives and the obstacles to the inflow of 
capital from outside, the advanced sector, which are rightly raised bút alsó 
the concrete problems of the marketing and actual markét relations as well 
as the formation, distribution and utilization of the economic surplus, and 
its conversion intő productive investments. Bút a great number of further 
questions arise in connection with the theory of technological dualism outlined 
above.

There are such questions concerning the traditional sector as: Why did the 
process of fragmentation of holdings start and what prevents the type of land use 
that is burdened by fragmentation from changing? Why did a “continuous shift 
to the right of both demand curves and supply curves of effort and risk-taking, 
in response to population growth, resource discoveries, and technological prog­
ress” nőt take piacé? Why do the incentives to increase efforts, the levels of tech- 
nique and man-hour productivity nőt operate, or why did they nőt operate before 
the population explosion made itself felt? Why did such subsidiary occupations 
and employment opportunities nőt develop in the rural areas as might have ab- 
sorbed the labour surplus? And so on .. .

More questions alsó present themselves concerning the modern, capitalist sec­
tor: Why does industrialization, allegedly proceeding on the path of a capital- 
intensive technique, preclude the adequate expansion of employment opportuni­
ties? This is nőt natural at all, as capital-intensive technique, when leading to a 
more rapid expansion of surplus and increased reinvestments may have after all 
a favourable impact on the expansion of employment opportunities—via the 
higher rate of growth. If, however, this does nőt take piacé, the questions have to 
be asked: What prevents the increased reinvestment of the surplus; what happens 
to the surplus; why does industrialization, supposed to be under way, nőt become 
cumulative? And is industrialization really capital-intensive at all in the strict 
sense of the word, and nőt only in regard to the proportion of labour force em- 
ployed (or especially in regard to the limited capacity of absorbing unskilled 
labour)?! And is it true in generál that the contradiction of surplus labour and 
capital-intensive techniques constitute the crucial point of development? Can we 
spcak of labour surplus in generál, or, only of the surplus of unskilled labour? 
Why are there no markét incentives of sufficient intensity to raise the output of the 
modern sector ? And so on ...

It is obviously impossible to anwer these questions from the limited point of 
view of technical coeíficicnts and the use of different factors of production. To 
provide the appropriate answers it is indispcnsable to analyse the mode of pro­
duction, the relations of production and distribution, and the whole structure of 
economy and society.
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To explain the fragmentation of Holdings it is necessary to consider e.g. the 
questions of the alienation of lands and the rigid social system. The lack of in- 
centives is closely connected with the insufficiency of internál markét relations 
and the existence of subsistence economies. Capital formation is hindered nőt 
only by the “marginal productivity of labour and capital being close to zero” 
owing to land shortage, but alsó by the unproductive utilization of the actual 
surplus. Nőt only could the labour-absorbing capacity of the traditional sector 
nőt expand sufficiently, but it alsó dropped owing to the deterioration of its 
conditions of operádon caused precisely by the penetration of the “modern” 
mode of production. Besides land alienation it was alsó of importance that 
“a number of handicraft industries were ruined by competition from cheaper ma- 
chine-made goods.. . imported from abroad”.59 Consequently, the growth of 
the modern sector per se created underemployment and reduced the level of income 
in the traditional sector.

And if the labour-absorbing capacity of even the modern sector did nőt grow 
sufficiently, then it is attributable nőt to the higher rate of population growth 
but rather to the obstacles of development in this sector: the specific deviating 
factors of capital accumulation and reinvestment, i.e. profit repatriation and lux- 
ury (import) consumption, as well as to the structural diseases of the sector, such 
as its outward orientation and raw-material producing character.60 Much more 
decisive than the allegedly fixed technical coefficients of the modern sector is the 
internál structure of the sector itself. Its generally capital-intensive character is 
debatable in any case as somé of its typical branches (as e.g. somé export-oriented 
monocultures) are based on the abundant supply of cheap unskilled labour (or 
even on the forced labour of indigenous people) and have nőt forged ahead on 
the road of mechanization. It is true that in recent years a certain bias can be 
observed in favour of capital-intensive techniques, but this is nőt generál in all 
branches of the sector and is due less to competition on the world markét (even 
less to the bclief “that technical coefficients are fixed”), but rather to a number ot 
specific factors.61 Moreover, from the point of view of the expansion of the sector, 
its linkage effects and employment opportunities, the bias against the capital- 
goods sector is much more important than the penchant fór capital-intensive 
techniques. The former is at the same time a much less “növel” phenomenon.
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perts. Geneva, 1961. Reprinted in Leading Issues .... pp. 71-74.

90 The above-mentioned ILO rcport lays emphasis just on these factors in connection with 
the slow growth and limited absorbing capacity of the modern sector: “A large part of the 
export earnings rcturned to the capital exporting countries in the form of withdrawal of prof­
its and other incomes.” ",. . the investment activities hitherto undertaken in the modern 
sector in a number of less developed countries did nőt produce on the domestic economy any 
significant ‘linkage’ effect... ”, "the linkage effect mostly leaked abroad.” (Op. cit., pp. 71-72.)

91 Fór more details, sec G. Arrighi: International Corporations, Labour Aristocracics and 
Economic Development in Tropical Africa. (The Corporations and the Cold War. Ed. by 
D. Horowitz. Blond, London.)



Let us nőt continue the confrontation of the more relevant questions and prob­
lems with the narrow and superficial theory of technological dualism. (We shall 
have to return to the analysis of these problems in Chapters II and III of Part Two.) 
Let us try to sum up instead the criticism of the theories of sociological and techno­
logical dualism!

That the phenomena and problems of dualism have received such a prominent 
treatment in the theory of underdevelopment is doubtless a significant step 
towards a better understanding of the reál natúré and mechanism of underdevel­
opment. Instead of the superficial, quantitative characteristics, the idea of dualism 
calls attention to structural diseases, to certain peculiarities of the operation of the 
system, that is to say, it emphasizes the need fór a much more complex analysis.

The two main variants of the theory of dualism discussed here contain, however, 
such fundamental weaknesses that finally it seems to be impossible to understand 
the phenomenon of dualism itself. The one-sided analysis of this complex socio- 
economic phenomenon, either from an exclusively sociological-cultural or from 
an exclusively economic-technological point of view doom both variants to fail- 
ure. Owing to the separation of the economic and social sides of dualism, socio­
logical dualism becomes unexplainable, while economic dualism is simplified to the 
problem of technical coefficients and the asymmetry of production functions.

This simplification, in particular, and the overemphasis on the technological 
natúré of dualism, in generál, are of course highly relevant to the final conclusions 
drawn fór economic policy. In this way the question of social conflict will be 
taken off the agenda. (True, in the theory of sociological dualism it appears in a 
false presentation: as the conflict of different forms of social consciousness, be- 
haviours and cultures.) Technological dualism manifests itself in the last analysis 
in a vicious circle which—like other vicious circles—can be broken by large-scale 
foreign aid, by the “infusion” of capital and technical assistance. In this way the 
qualitativc problems are reduced to quantitative ones (namely to the questions 
of the comparative ratios of population growth and of the formation or inflow of 
capital needed to absorb labour). Consequently, the “efforts to produce a take-off 
intő sustained growth in underdeveloped countries through vigorous development 
programs supported by technical and capital assistance from the West”82 cannot 
be regarded as uscless. On the contrary, they providc the key to the solution. 
Morcover, if the differences between underdeveloped and advanced economies are 
“of degree rather than of kind”,83 then contemporary western economic theory 
at least its non-orthodox varicty—seems to be equally applicable both to the 
former and the latter.

As we have sccn, Higgins’ criticism of Boeke's sociological dualism was made 
just in favour of these very final conclusions. That is, against Boeke’s pessimistic 
conclusions and in defence of the policy of the diífusion of western capital, technol-

“s B. Higgins: op. cit., p. 281.
"s Refcrencc to P. T. Bauer and B. S. Yamcy: The Economies of Underdeveloped Countries. 

Durham, 1957, pp. 8-9. Sce B. Higgins: op. cit., p. 293.
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ogy and institutions (and at the same time alsó in defence of western theories)! 
While Boeke lays stress on the resistance of “eastern” society against which the 
application of any technical, outside means whatsoever “makes the problem more 
insoluble than ever”, Higgins considers the conquering of backwardness as a pro­
cess in which transplanted western capitalism (the modern sector) supported by 
further transplantations of capital and technical assistance gradually diffuse intő 
the precapitalist, indigenous sector. While Boeke calls for a separate theory, 
Higgins finds that contemporary western theories provide a proper tool nőt only for 
understanding the phenomenon bút alsó for guiding the transformation process.

In spite of these different conclusions, both theories have a common and—from 
the point of view of their evaluation—decisive basic assumption. Namely, they 
assume the traditional social or economic sector as something given against which 
the penetration and spread of the modern, western, capitalistic sector will be 
ineffective (as in Boeke’s view) or—given above a certain order of magnitude—ef- 
fective (as in Higgins’ view). In so far as the question of the survival of the tra­
ditional sector is raised at all, they seem to explain it merely by the inner essence of 
the sector itself or by its resistance to the modern sector. Neither variant examines 
just how the survival and conservation of the traditional sector and thereby dual- 
ism as a whole is connected with the spccific natúré and limits of the operation of 
the “modern” sector, which is one bút the determining part of dualism. Neither 
variant analyses dualism as a whole, as the product of a specific historical develop­
ment, in which the determining element is the transplanted product of another, 
external development. Neither variant regards dualism as a particular unity, the 
two parts of which nőt only differ from or contradict one another, or simply react 
to one another, bút in which the differences, contradictions and effects on one 
another of the two sectors are determined by the specific character of one sector 
(i.e. “modern”).

It is the dialectics of the whole and its parts, of the primary and secondary 
contradictions and, within the contradiction, of the determining and determined 
poles that is nőt grasped.

This is what Andre Gunder Frank has in mind when he writes: “They do nőt 
deal with, and even deny the existence of, the structure of the whole system through 
which the parts are related—that is, the structure which determines the duality 
of wealth and poverty, of one culture and another, and so on ... If they see and 
deal with any structure at all it is at best the structures of the parts.” While the 
two variants of dualism under discussion concentrate on how different the parts 
(the two sectors) are—in socio-cultural or technologica! terms—, and how one 
of them can be (or cannot be) transformed, A. G. Frank holds the view that the 
task proper is “to study what relates the parts to each other in order to bcablcto 
explain why they aredifferent ordual” and “to change the relationships thatproduce 
these differences: that is, ... the structureof theentiresocial system which gives 
rise to the relations and therefore to the differences of the ‘dual’ society”.M

’* A. G. Frank: Sociology of Development. . p. 61.
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We could completely agree with Frank if, in denying these justly criticized 
variants of the theory of dualism, he did nőt 20 so far as to deny dualism itself 
by merging it intő the “dualism” of the entire capitalist world system, intő the 
contradiction of the centre and the periphery.05 Thus his theory loses sight of the 
existence of dualism and contradictions06 within the socio-economic system of 
underdeveloped countries and thereby of the actual task of changing this system 
and carrying out the transformation that is possible alsó within the system. Only 
the “dualism” of and contradiction between the metropolitan centres and back­
ward peripheries are concerned with stressing the task, or the sequence of tasks, 
that “in order fór the underdeveloped parts of the world to develop, the structure 
of the world social system must change—on the international, national, and local 
levels”.07 This statement alsó reveals somé sort of failure to understand the dia­
lectic of the parts and the whole. While the former theories failed to understand 
how the whole determines its parts, this latter fails to understand how the whole 
can be changed by changing its parts. It seems that while correctly pointing out 
that underdevelopment was created by world capitalism and that the socio-eco­
nomic structure of underdeveloped countries is the product of the forces of world 
capitalism, Frank forgets that a reverse relationship has alsó come intő existence 
especially since the system of underdevelopment received a “national” framework 
with state sovereignty. This very socio-economic structure, this underdevelopment 
with its internál dualism and structural deformity gives free scope fór the operation 
of those forces. And the recognition of this fact will lead to other conclusions both 
fór international and national policy. Instead of the adventuresome slogan and 
policy of “world revolution” (which, by the way, seems to excuse from implement- 
ing the current tasks, i.e. the transformation of one’s “own” system, and leaves 
out of account the forces that could be mobilized and organized, and alsó the 
military counterforces), the policy of the internál transformation of the “national” 
Systems and structures, and the policy of that kind of international cooperation 
which is necded fór and aimed at the crushing of external forces inhibiting this 
transformation, will come to the főre.

“ “The supposed structural duality is contrary to both historical and contemporary rcality: 
the entire social fabric of the underdeveloped countries has long since been penetrated and 
transformed by, and integrated intő, the world cmbracing system of which it is an integrál 
part." (A. G. Frank: Sociology of Development. .. , p. 60.)

•* Frank ignorcs the fact that there arc alsó other interpretations of the dualism within 
underdeveloped countries than those criticized by him, and that many Marxist authors point 
out the fact of dualism. (See e.g. Ignacy Sachs’ two-sector modcl in his Patterns of Public 
Sector in Underdeveloped Economies. Asia Publishing House, 1964, pp. 37-51.) Frank even 
gocs so far as to rcfer to Jack Woddis’ work Africa. The Roots of Revolt, fór support of his 
generál denial of dualism, in spitc of the fact that it is cxactly Woddis who gives an cxcellent 
analysis of the dualism of rcserves and capitalist plantations, of the position of Africans mi- 
grating between the traditional and “modern” sectors.
” A. G. Frank: op. cit., p. 63.
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CHAPTER V

THE THEORY OF THE STAGES OF GROWTH. 
ROSTOW’S “HISTORICAL” EXPLANATION

The speeding up of the social development of the world and thestriking internation­
al aspects of this development (the emergence of new social systems, the collapse 
of power structures thought to be eternal) gave a new and strong impetus to histor­
ical interpretations of socio-economic development in western theories.

It would be an overstatement to declare that the demand fór a historical ap- 
proach to socio-economic phenomena has arisen from the insufficiency of the theo­
ries of economic underdevelopment outlined in the preceding chapters. The histor­
ical approach had considerable antecedents earlier, too, (as e.g. in the Germán 
“historical school”). This demand has followed rather from the fact of the co- 
existence of two systems, of socialism and capitalism, which called fór an expla- 
nation and prediction as to their future development, that can no longer be reduced 
to a merely military issue. Bút this very explanation and prediction depend very 
closely on how we answer the question about the prospects of the newly indepen­
dent countries of the “third” world.

In addition, as the decades—or even centuries—long anticolonialist struggle of 
these countries provided a favourable psychological atmosphere fór them to make 
colonialism responsible fór their underdevelopment and backward State—a view 
scientifically confirmed1 by the Marxist critical analysis of world capitalism—it 
has become increasingly important fór a historical explanation to extend alsó to 
the phenomena of economic underdevelopment and include the backward coun­
tries in the generál picture of socio-economic development by relating their pres­
ent State to the pást of the advanced countries and their future to the present 
State of the latter.

1 Here we do nőt wish to touch upon the problem to what extent the over-siniplified vulgar- 
Marxist and dogmatic trends have distorted this view by making it one-sided and unhistor- 
ical.

2 Fór a theory of the stages of growth sec alsó R. Áron: Dix-huit lefons sur la société in- 
dustrielle. Gallimard, 1962. — N. S. B. Gras; Stages in Economic History. Journal of Econom­
ic and Business History, II, 1930. B. F. Hoselitz: Theories of Stages of Economic Growth. 
Theories of Economic Growth. Ed. by B. F. Hoselitz. Glencoe, 1960. C. R. Fay: Stages in 
Economic History. English Economic History. Cambridge, 1940. H.Giersch: Stages and 
Spurts of Economic Development. Economic Progress. Ed. by L. H. Dupriez. Louvain, 1955, 
etc.

The historical explanations of socio-economic development are represented in 
western social Sciences by the theories of the stages of economic growth. Among 
these theories we shall discuss that of IK. IK Rostow,2 partly because it is probably 
the best known and most popular, and partly because there is no substantial differ- 
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ence between the various theories as far as their basic concept is concerned. Rostow 
is nőt specifically concerned with “economic underdevelopment” and merely 
touches upon it within his theoretical system, bút he has exercised considerable 
influence on underdevelopment theories. In addition, the generál character of his 
basic idea in particular justifies that, in discussing the various interpretations of 
underdevelopment, his views should alsó be considered.

Rostow purposefully opposes his historical explanation to that of Marxisra.3 
He endeavours to present the State and development of all possible societies of 
the pást and present as a certain stage or part of a single, uniform development 
process. In other words, he wishes to offer a comprehensive historical explana­
tion, just as Marxism does. However, unlike Marxisra, he sees in the highest stage 
of this process nőt socialism or communism, bút the ideál of developed capitalism.

Rostow distinguishes five main stages. These are:
1. The traditional society. It is characterized by a lack of systematic understand- 

ing of the physical environment which in turn hinders the development of technol­
ogy and productivity. A minimum 75 per cent of the working population is en- 
gaged in food production, and national income, apart from consumption, is 
wasted mostly on unproductive ends. The society is of a hierarchical structure 
where political power is concentrated in the hands of the landowners or is embodied 
in a Central authority supported by the army and civil servants.

2. The transitional stage: the preconditions fór the take-off. This stage is char­
acterized by radical changes in three non-industrial sectors, i.e. transport, agri­
culture and foreign trade. The latter manifests itself in the expansion of imports 
fmanced by the more effective exploitation and exports of natural resources or 
capital imports. The development of transport and communication is often con- 
nected with the marketing of raw materials “in which other nations have an econ­
omic interest”, and is often “financed by foreign capital”.4 Society is characterized 
by the gradual development of a new mentáiity, the rise of the propensity to 
accept new techniques and the emergence and “freedom to operate” of a new eláss 
of businessmen. The new mentality, the idea of economic progress usually comes 
from outside, and spreads within and through the social élite.

3. The "take-off" stage. This is the crucial stage of growth, a relatively short (one 
to two decades long) intcrval in which, under the influence of a “particular sharp 
stimulus” the rate of investment increascs to such an extent that reál output per 
capita rises and the initial increase carries with it radical changes in production 
techniques. This stage, which practically involves the industrial revolution, is 
characterized by a rapid expansion of a small group of sectors (leading sectors), 
and by such a minimum rate of productive investments over 10 per cent of annual 
national income which is achieved nőt only once bút has been kept up permanently 
by society. The take-off witnesses a definitive social, political and cultural victory

* This is emphasized, among Othcrs, by the subtitlc of his book. (The Stages of Economic 
Growth. A Non-Com n tnist Manifesto. Cambridge, 1960 )

4 Sec Koítow's study in Economies of Underdevelopment, p. 158. 
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of those who would modernise the economy over those who would either cling 
to the traditional society or seek other goals.

4. Drive to maturity. Typical of this stage is the spread of growth from the lead­
ing sectors to the other sectors and the wider application of modern technology. 
The structure and quality of the labour force experience a change, shifting towards 
the urban and skilled categories. Higher consumption demands development. 
The new labour force makes itself felt in the political life, too. The character of 
industrial leadership alsó changes and professional managers (the “nameless com- 
fortable cautious committee-men”) with a wider outlook and knowledge come to 
the force. Society begins to seek objectives which include but transcend the appli­
cation of modern technology to resources. The extension of industrialization 
ceases to be acceptable as an overriding goal.

5. The stage of high mass consumption. This stage can be reached by a technically 
and technologically mature society after having attained a certain level of national 
income if it is able to resist the attractions of world power and chooses the alter­
native of increased priváté consumption including automobiles, durable consumer 
goods, family homes with gardens in suburbs, etc. (After a brief and superficial 
flirtation with the attractions of world power at the turn of the century, the United 
States—according to Rostow—opted whole-heartedly fór this alternative of mass 
consumption in the twenties and has continued to be in this stage ever since that 
time.5) Moreover, while Western Europe and Japan are entering the éra of high 
mass consumption and the Soviet Union “is dallying on its fringes”, the USA 
has already exceeded it to a certain extent in so far that “the march of compound 
interest” is bringing its society “close to the point where the pursuit of food, shelter, 
clothing, as well as durable consumer goods and public and priváté Services, may 
no longer dominate” its life. New horizons have opened up beyond high mass 
consumption and society is now turning its focus towards new, superior objectives. 
By referring to the unexpected increase of the birth-rate and the increase of the 
proportion of large families in the US, Rostow thinks his statement being proven.

Thus, in Rostow’s view, the socialist countries alsó represent one or another 
stage or variant of the generál development process, and will eventually become 
similar to the most developed capitalist countries. Rostow no longer considers 
the socialist countries as a historical absurdity or error, a wilding to be wecded, 
and this undoubtedly shows a more realistic attitűdé or only the march of time. 
What he does, nevertheless, is rather to blur the basic differences between different 
social Systems.

The actual possibility of doing so is provided, or he himself tries to have it 
accepted, by the fact that in a classification according to the achieved level of 
economic growth, more precisely according to the present level of the productive 
forces, there is, indeed, a capitalist country at the top, whcreas below it and at the 
middle and lower gradcs there can be found both capitalist and socialist countries.

• This needs no comment, indeed, in view of the events of world politics of the last decadcs 
(and of reading passages of successivc Presidential mcssages on poverty).
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The fact that contrary to the Marxian expectation it was nőt in the most devel­
oped capitalist countries bút in the underdeveloped or semi-developed countries, 
where the socialist revolution triumphed first and these countries have nőt been 
able as yet to catch up with, or outstrip the level of the productive forces of the 
most developed capitalist countries, gave the theoreticians of capitalism the oppor- 
tunity to deny the Marxian theory of the process and “stages” of historical de­
velopment drawn up on the basis of the thorough analysis cf production relations 
and to replace it by a simple scheme built on differences between the present de­
velopment levels of productive forces.8

Thus Rostow—like Raymond Áron, Colin Clark and others—concentrates on 
the growth of productive forces, or on certain manifestations7 and prerequisites 
of this growth. Yet Rostow’s theory cannot be regarded by any means as a one- 
sidedly technical-economic approach. In compliance with the traditions of the 
old “historical school”, Rostow, as well, investigates the growth of productive 
forces from the aspect of social development, and by illustrating the historical 
changes in this growth, he tries—like W. Roscher8—to present one society, namely 
capitalism, as the highest stage of social evolution. Of course by the very natúré

* It is fór the same reasons that Richard GUI, too, considers Marx’s theory as outdated. He 
points out that Marx when differentiating the “stages” in social development according to 
changes brought about by eláss struggle in the control over the means of proc'uction (more 
precisely: according to changes in the ownership relations), was greatly mistaken, and did nőt 
prove a good prophet in that he did nőt foresee either the considerable improvement in the 
living standards of the western countries, or the circumstances of subsequent socialist revolu- 
tions.

Although it goes beyond the scope of this study, let it be noted in passing that this sort of 
refuting of Marx, the assessing of western capitalism as the highest stage of humán develop­
ment as well as the interpretations of economic backwardness outlined so far, dérivé from the 
failure to understand reál historical development, i.e. from an approach that continues to 
analyse the development of individual countries in themselves as if colonialism had nőt made 
capitalism a world system.

’ Colin Clark e.g. distinguishes three stages in the generál process of growth according to 
changes in the sectoral structure: (1) In a backward society agriculture is the dominant sector. 
(2) In a developing society the proportion and importance of the Processing industry increase 
in relation to agriculture. (3) In a developed society the relatíve importance of the “tertiary” 
industries, i.e. Services, grows. {Conditions of Economic Progress. Macmillan, London, 1957.) — 
Clark's theory of stages reminds us of Friedrich List’s classification of economic stages. List 
distinguishes the following 5 stages in economic development: (1) the savage stage, (2) the 
pastoral stage, (3) the agricultural stage, (4) the agricultural and manufacturing stage, and (5) 
the agricultural, manufacturing and commercial stage. (Sec F. List: Das Nationale System dér 
politischen Oekonomie. Stuttgart, 1841.)

" Roscher investigates how the relatíve economic importance of the three factors of pro­
duction: natúré, labour and capital changcd in the process of historical development. Accord­
ing to the predominance of each of these factors he distinguishes three periods in social de­
velopment: the first in which the rule of natúré was dccisive, the second, in which the role of 
humán labour became prominent, and the third, the most developed period, in which capital 
is the dominant factor. (Sec Ansichten dér Volkswirtschaft aus dem geschichtlichen Standpunkte, 
1861.) Fór further particulars and a criticism of the theory of Roscher and the Germán “his­
torical school", see A. Mdtyds: A polgári közgazdaságtan története. (History of Bourgeois 
Economies) Budapest, 1963, pp. 434-460.
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of the matter, it does nőt suffice to investigate only the self-movement of productive 
forces. The reál point to be brought out is that the development of productive 
forces is determined by the social environment and that the most favourable en- 
vironment is capitalist society, as it ensures the highest level of growth.

Thus Rostow considers on the one hand that social environment, i.e. “social 
relations” (as interpreted by him), determine and are nőt determined by the evo- 
lution of productive forces whilst, on the other hand, he puts societies intő an 
order and specifies the “stages” of historical development according to the level 
of productive forces.

This is apparently acceptable and convincing as the development of productive 
forces really does depend on social relations, and, inversely, the superiority of a 
society is to be proven and demonstrated by the higher development level of 
productive forces, indeed.

However, Rostow deprives social relations of their economic roots and sub- 
stance and considers them as economically indeterminate9 in an absolute sense, 
explaining them in the last analysis in se. He disregards ownership relations, the 
most important and determining element of social relations (blurring thereby the 
basic differences between societies) and investigates instead the changes in social 
attitudes, the “propensities” of society.10 Thus, no matter how strongly he stresses 
the importance of social and political factors and their effect on economic devel­
opment and no matter how much he emphasizes that the realization of the pre­
conditions for take-off “requires a major change in political and social structure 
and, even, in effective cultural values”,11—he does nőt reveal how, on what basis 
and with the agency of what forces this change takes piacé in the political and social 
structure, and in the scale of cultural values. He does nőt make it clear why the 
propensities vary from society to society, and even from one eláss to the other 
within the same society. It seems that e.g. a capitalist businessman thinks as a 
businessman nőt because he is a capitalist bút the other way round: he became a 
capitalist because he began to think as a businessman. And a wage carner, a 
peasant or even a nomadic tribal herdsman has nőt yet learnt to think in a busi- 
ness-like way, because his propensities to consume, to innovate, etc. are different.

’ “This structure is nőt economically determinist.” (W. W. Rostow: The Process of Econom­
ic Growth. Oxford, 1960. p. 53.)

10 He distinguishes six fundamental propensities: (1) propensity to develop basic Sciences; 
(2) propensity to apply Science to economic ends; (3) propensity to accept innovations; (4) 
propensity to seek matéria! advance; (5) propensity to consume; (6) propensity to have chiid- 
ren. (See W. W. Rostow: The Process of Economic Growth. Oxford, 1960 )

According to Raymond Áron these propensities determining economic growth can be rc- 
duced to three factors: (l) the capacity for innovations (including thcoretical knowledgc, the 
readiness and incentivc to apply it: the wish to achievc matéria! improvement); (2) propensity 
to consume, which is related to the propensity to invest and thus appears, in fact, to have 
merged with the problem of capital; and finally (3) the demographic factor. (See R. Áron: 
Dichiit le font sur la société industrielte, pp. 200 201.)

11 W. W. Rostow: The Take-Off intő Self-Sustained Growth. The Economiesof Underdevel­
opment, p. 157.
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Thus Rostow tries to define the various stages of economic growth by certain 
economic and social characteristics. However, the economic characteristics appear 
oversimplified and restricted to quantitative indices or the simple description of 
the State of productive forces, while the social characteristics are narrowed down 
to the attitudes, propensities of society or the actual places and roles of individuals, 
endowed with certain propensities, in society’s organisation.

As regards the former: it is scarcely possible to distinguish objectively between 
the different stages and societies on the basis of the quantitative evolution of pro­
ductive forces. Unlike the qualitative differences in ownership and distribution 
relations, i.e. production relations, which provide an objective basis fór marking 
out the individual socio-economic systems or “stages”, distinctions made on the 
basis of the development level of productive forces are hopelessly arbitrary and 
artificial.

As to the latter, if we conceive social propensities as variables independent of 
production relations, their very natúré and the cause of their change become in- 
explicable. Since these social propensities, whose natúré and change seem to be 
due to somé accident or Deus ex Machina (or perhaps somé sort ofpredestination?), 
constitute the motive forces of growth in Rostow’s theory, the sequence of stages 
remains, as a matter of fact, scientifically undetermined (or just fatalistic?).

Consequently, the individual “stages” do nőt constitute an organic and quali­
tative unity either historically or logically; they can hardly be regarded as scientif­
ically defined and the interrelationship between the individual stages is indetermi- 
nate, too.

This theory of five stages is practically a theory of the industrial revolution 
interpreted in a particular way, in which the first two stages are seen as being 
preparatory to the industrial revolution, and the last two as its result, i.e. self- 
sustained growth.13 The fact of the industrial revolution, of the “take-off”, how­
ever, can only be inferred from its result, from sustained growth.13 Thus the 
“take-off” has only seemingly a positive definition.

Though according to Rostow “the take-off is defined as requiring all three of 
the following rclated conditions: (a) a rise in the rate of productive investment from 
5 per cent or less to over 10 per cent of the national income; (b) the development of 
one or morc substantial manufacturing sectors, with a high rate of growth; (c) 
the existence or quiek cmergence of a political, social and institutional framework 
which cxploits the impulse to expansion .. .”,14 it turns out that the rate of pro- 
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ls ",.. the sequence of economic development is taken to consist of three periods: a long 
period, when the preconditions fór takc-olf arc cstablishcd; the take-off itself, defined within 
two or three dccades; and a long period when growth becomes normál and relatively automat- 
ic." (W. W. Rostow: The Take-OiT intő Self-Sustained Growth. The Economies of Under- 
development, 1958, p. 157.)

la This is alsó polnted out by Habakukk: “The takc-oíTs can only be confidcntly identined 
retrospcctivcly; one can only teli if growth is going to be sclf-sustaining if in fact it has been 
sustained fór a long period.” (H. J I labakukk's rcvicw of Rostow’s Stages of Economic Growth 
in Economic Journal. Septembcr 1961.)

11 W. W, Rostow: op. cit., p. 164. (My italics. — T. S.)



ductive investment cannot alone ensure the take-off,15 and a “high rate of growth” 
of the manufacturing sectors can only be considered as defined, “once ‘high’ is 
explained”,16 and the passage concerning the “political, social and institutional 
framework”... “defines these social phenomena as a complex that produces the 
effect Professor Rostow wishes to explain; and then he treats this definition as if 
it were a meaningful identification”.17

15 W. W. Rostow: op. cit., p. 170.
M S. Kuznets: Notes on the Take-Off. Paper presented at the International Economic Asso- 

ciation’s Conference at Konstanz in September 1960. Rcprinted in Leading Issues in Develop­
ment Economies. (Ed. by G. M. Mcier.) p. 28.

" Ibid.
18 W. W. Rostow: op. cit., p. 165.
WS. Kuznets: op. cit.. p. 33.
10S. Kuznets: op. cit., pp. 25-33. (My italics. — 7.S.)
11 S. Kuznets: op. cit., pp. 26-27.
!* H. J. Habakukk’s review of Rostow’s Stages of Economic Growth, reprinted in 

Leading Issues . .., p. 37.

Rostow himself declares that his “definition is alsó designed to rule out from the 
take-off the quite substantial economic progress which can occur in an economy 
before a truly self-reinforcing growth process gets under way”.18

Bút as the take-off cannot be unambiguously defined, so it is alsó impossible to 
define self-sustained growth either. As Kuznets says: “The concept (and stage) of 
‘self-sustained’ growth is a misleading oversimplification. No growth is purely 
self-sustaining or purely self-limiting.”19

Thus the inaccurate and sloppy natúré of Rostow’s definitions is alsó pointed 
out by several critics of his. Simon Kuznets emphasizes that any division of growth 
intő “stages” sets the minimum requirement that “a given stage must display 
empirically testable characteristics the characteristics of a given stage
must be distinctive . ..; ... the analytical relation to the preceding stage ... and 
.. . to the succeeding stage must be indicated”.20 Bút Rostow’s classification does 
nőt meet this requirement. The characteristics of the individual stages are far from 
being distinctive. “Yet much of what Professor Rostow would attribute to the 
take-off has already occurred in the precondition stage.” “The line of division 
between the take-off and the following stage of self-sustained growth or drive to 
maturity is alsó blurred . ..; ... given the distinctiveness only in the statistical 
level of the rate of productive investment, there is no solid ground upon which to 
discuss Professor Rostow’s view of the analytical relation between the take-off 
stage and the preceding and succeeding stages.”21

In connection with the preconditions fór the take-off, Habakukk points out: 
“In many cases the increase of agricultural output and thecreation of overhead social 
capital are nőt conditions whose pre-existenceexplains the acceleration of growth; 
they are part of the acceleration which needs to be explained.” Alsó the definition 
of the maturity stage is inaccurate in saying that “a society haseffectively applied the 
rangé of modern technology to the búik of its resources”, as “the búik of a coun- 
try’s resources has no clear meaning independent of the level of technology”.22
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Cairncross, too, mentions the inaccuracy of the definition of the various stages 
and the overlapping of their characteristics. He puts the question: “If the various 
stages overlap, what is then the meaning of a ‘stage’?”23 He alsó points out the 
tautological character of the definition of “take-off”: “a definition in these terms 
telis us nothing about the factors at work since we can only deduce their existence 
from the fact of take-off, never the likelihood of take-off from the ascertained fact 
of their existence.”24

Francois Perrou c alsó criticizes in generál the classification of the stages of devel­
opment on the basis of quantitative changes in productive forces. In economic 
history, he writes, the stages of development differ from those periods of growth 
characterized by the percentual acceleration or sl owing down of the growth of 
production.25

Besides the faulty interpretation of the relationship of economy and society, 
the essence of social development and the superficial or sometimes even tautologi­
cal definition of the arbitrary stages, there is still a very important and fundamental 
methodological error in Rostow’s theory. He outlines the imagined process of 
social development in such a way that he places societies existing side by side in 
space one after the other in time (or one before the other), as representing different 
“stages” of a generál process of growth (nőt according to their inner substance 
and historical content, bút simply on the basis of the given level of their produc­
tive forces), while the mutual relationships of their development, particulariy their 
close intertwining since the emergence of capitalist world economy, finds scarcely 
any apprcciation in the analysis, and if it does, then with prejudice.

There exist the present-day societies, each with its peculiar, variegated face, 
with its different socio-economic set-up, historical pást and natural-geographic 
environment and, above all, with their interrelationships different in measure and 
direction. Bút apart from all these differences and interrelationships the societies 
can, indeed, be classified at discretion in certain categories according to economic 
indices representing the levels of their productive forces. Thus, irrespcctive of all 
differences between them, somé countries may be pút intő the highest, somé intő 
the lowest, and many others intő the intermediate groups. And then comes the 
logical “salto mortale”: the individual features of the societies already classified

13 A. K. Cairncross: Essays in Bibliography and Criticism, XLV: The Stages of Economic 
Growth. In Economic History Review, April 1961. Rcprintcd in Leading Issues . . ., pp. 33-36.

31 Fór other rcvicws and critiqucs of Rostow’s doctrine sec alsó: S. G. Chcckland: Theories 
of Economic and Social Evolution: the RostowChallenge. Scottish Journal of PoliticalEcon­
omy, November 1960. D. C. North: A Notc on Professor Rostow’s Take-Off intő Self- 
Sustaincd Economic Growth. The Manchester School, January 1958.-G. L. S. Schackle: 
The Stages of Economic Growth. Political Studies, Fcbruary 1962. B. Higgins: Economic 
Development, pp. 234 238. G. Ohlin: Rcflections on the Rostow Doctrine. Economic Devel­
opment and Cuhural Changé, July 1961. P. Baran and E. Hobsbawn: The Stages of Econom­
ic Growth. Kyklos, Vol. XIV, No.2. 1961.- A. G. Frank: Sociology of Development. ... 
op. cit. A. Mátyás: A gazdasági fejlődés feltételei (Conditions of Economic Development). 
op cit.

33 F. Pcrroux: L'économle du XXth"° Siécle. p. 162. Press Univ., Paris, 1961. 
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reappear, bút this time no longer as the indicators—mostly very superficial—of a 
certain phase of their own specific development, bút as characteristics of a certain 
stage of generál historical development. If a society classified among the highest 
group has such and such characteristic features, then every society that reaches 
this stage, owing to the development of its productive forces, will assume the same 
features. Moreover, in order to reach this higher stage on the strength of its 
productive forces, it must develop these characteristics. Thus, from groups classi­
fied by a very narrow and one-sided criterion, Rostow forms historical “stages”: 
a society in a lower group corresponds to the earlier “stage” of growth of a society 
in a higher group, while a society in a higher group is bút a stage to be reached by 
a lower-ranking society in the further course of its development. After that all 
that remains to be done is to illustrate this process by historical analogies picked 
out by sweat, to point out a few phenomena which seem to be really similar in the 
pást of the more developed and the present of the less developed countries—and 
the logical “somersault” appears justified and acceptable.

By this method nőt only the socialist countries can be classified, irrespective of 
their social system, in one or another stage of generál development, bút even the 
development of the colonial areas can be treated as “one of the variants” of the 
generál case and allotted to a specific stage of growth.

Of course, all this is nőt presented by Rostow in such an open, clear way. The 
individual “stages” are shown to be far more complex and varied, the historical 
illustrations given are far more numerous (and the number of “or”-s is too much) 
with the result that it is nőt easy to find out at first sight the basically unhistorical 
natúré and reál sense of this “historical” approach.

Obviously, from the point of view of our study, the first three stages, and partic- 
ularly the second one, will be of special interest as the picture Rostow draws of 
the societies in the pre-take-off stage is intended to resemble, in one way or another, 
most of the present-day underdeveloped countries.20 Moreover, somé of the char­
acteristics of the transitional stage27 are such that they arc far more—or even 
exclusively typical of the underdeveloped countries of today, than of any earlier 
historical period in the development of the now advanced countries. Thus e.g. it 
would be useless to seek in history a “stage” in generál which was characterized 
by a one-sided dependence on trade and foreign capital and, at the same time, by

2 ,1 In his study published in the book Economies of Underdevelopment, Rostow classifies 
underdeveloped countries—on the basis of their economic indices intő four types: (a) pre- 
take-off economies (where the apparent savings and investment rates, including limited nct 
capital imports, probably come to under 5 per cent of net national product), (b) economies 
attempting take-off (where these rates have risen over 5 per cent of net national product), 
(c) growing economies (where these rates have reached 10 per cent or over), and (d) enclavc 
economies (where the rates have reached 10 per cent or over, bút the domestic preconditions 
fór sustained growth have nőt been achieved). Thus the majority of underdeveloped countries 
are classified intő the transitional stage. (p. 170.)

27 It is true, Rostow outlines these characteristics far less definitely and alsó mentioné a 
number of other characteristics, together with various historical examples. Therefore, if we 
want to grasp the essence of his doctrine, we neccssarily have to simplify. 
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a more rapid development of agriculture than industry. And any way, foreign 
capital to set development in motion, the export of raw materials adjusted to the 
interests of other countries, together with import sensitivity, and new ideas 
penetrating from outside—all presuppose a more advanced external environment, 
that is the existence of more developed countries. And if we pressuppose this ad 
infinitum, even fór the latter countries, we shall inevitably come, in the end, to a 
single country which is an exception to the outlined process of generál development, 
which had no recourse to a more developed environment in the transitional stage 
and whose transition from the traditional stage had to be induced by other factors 
than the typical ones.

Rostow does follow, indeed, this train of thought and considers Great Britain, 
even within Western Europe, to be such a special case. Great Britain was the first 
country to outgrow the traditional stage under the influence of a number of mixed 
factors such as—according to Rostow—the gradual evolution of modern Science 
and the modern scientific attitűdé (due, among others, to the impetus given by the 
discovery of new countries and continents), the settling of political and religious 
issues, increased social mobility, the role of non-comfortists in the process of in­
dustrial innovation, on the one hand, and the widening of the external markét, 
the upswing of foreign trade, the increased specialization of production and the 
extension to trade and colonies of the old dynastic competition fór control over 
European territories, on the other.

As far as the first group of factors is concerned (progress in scientific thinking, 
and in social, political and religious fields), the same question must obviously be 
raised as in the case of “propensities”: What determined this change and progress? 
What reál and objective processes were involved? Fór if this question remains 
unanswered, we are bound to come to the conclusion that the British people were 
endowed with specific and supcrior intcllectual qualities differing from those of 
other peoples. If, however, we consider the factors of the second group as deter- 
minant (those that helpcd Britain to move out of the traditional stage), then the 
question ariscs first: How did Britain manage, at all, to reach historically (and 
of course above all economically) the stage of being able to penetrate intő external 
markets, foreign territories and colonies? Then, secondly, we become aware at 
once that international trade and the “mutual relations” between nations that 
promoted Britain’s and Western Europe’s take-off, were by no means equally 
advantageous fór all parties. If this proves to be truc, why do wc nőt look fór the 
causes of the economic underdevelopment of other countries and particularly of 
the colonies along this line? Do wc nőt come to a logical dead-lock by assuming 
that thcriscout ofthe traditional stage wasfurthered by thewideningofinternation­
al economic relations in the case of Britain (and Western Europe), while fór the 
other participants of these relations the prccondition fór their rise was that Brit­
ain (and Western Europe) should have already rcached the take-oíT stage?! 
(Rostow himsclf remarks that Britain’s take-off set in motion a scrics of positive 
and negative demonstration cíTccts which progressively unhinged other traditional 
socictics.)
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Bút apart from the details, what can we think at all of such a theory of growth 
which makes an exception to the law of the generál process of growth in the case 
of the very country which first started on the road of growth?!

As far as the present State of the ex-colonial countries is concerned, Rostow 
considers it as a natural stage of growth which every country (except Britain) 
had or has to undergo. Hence the distorted foreign trade pattern and one-sided 
dependence are nőt the harmful consequences of colonialism. Furthermore, colo­
nialism itself must be assessed in the last analysis as favourable. The import of 
foreign capital and its dominant role in financing, the switching over to raw 
matéria! production and export, etc. seem to belong to the normál preparatory 
process of the take-off stage. And the penetration of the ideas of more developed 
societies intő the traditional societies represents the “positive demonstration effect” 
of colonization, likewise an important element of the preparation fór take-off.28 
True, Rostow admits that colonization alsó has its “negative demonstration effect”, 
imposing the will of the more developed society on the less developed one by the 
use of sheer military force. However, this too is beneficial in the end fór 
“without the affront to humán and national dignity caused by the intrusion of more 
advanced powers, the rate of modernization of traditional societies over the pást 
century and a half would have been much slower than, in fact, it has been .. .’ 29

Rostow’s “historical” explanation and similar theories of the present State of 
the former colonial countries provide the theoretical basis fór the use of the terms 
“economically backward” or “underdeveloped” country. Then, if what these 
countries pass through—though belatedly, owing to several internál factors— 
is the same natural and generál stage of economic growth that the morc devel­
oped countries alsó passed through earlier, then their present State is backward- 
ness indeed in the strict sense of the word. If this is true, colonialism cannot be 
made responsible fór that State. On the contrary, it appears as the very accelerator 
of progress. If the colonized society, even after the rise of colonialism, passes 
through the same stages of growth (only with a certain time lag) as the colonizing 
one, and if the former colony finds itself even after the collapse of colonialism in 
a stage identical with that which the former colonizing country alsó passed through 
in its earlier development, then it seems to be clear that colonialism, itself, what- 
ever negative effect it might display, did ttot fundamentally change thcdirection and 
process of development. It did nőt force the two poles to develop farther away 
from each other, bút rather brought them nearer up to each other.

The interpretation of the present state of “backwardness” as anoriginal, prim- 
itive state, or as one of the natural transitional stages of the norma! evolution

28 “Characteristic of Rostow’s sccond stage is the penetration of underdeveloped countries 
by influences created abroad mostly in the developed countries and diífuscd to the under­
developed ones, where they destroy traditionalism and simultancously crcatc the prc-con- 
ditions that will lead to the subsequent take-off in the third stage", writes A. G. Frank. And 
he adds: “Yet these same metropolitan conditions and influences ... have nőt brought about 
economic development or even led to a take-off intő development in a single one of the ‘75 
countries’.” (A. G. Frank: Sociology of Development.... p. 39.)

28 W. W. Rostow: The Process of Economic Growth, p. 315. 
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from the original primitive State toward maturity, is explicitly or implicitly the 
basic idea of most underdevelopment theories.30 This interpretation gained its 
proper explicit, theoretical treatment in Rostow’s theory. “It is explicit in Rostow, 
as it is implicit in Hoselitz, that underdevelopment is the original stage of what 
are supposedly traditional societies—that there were no stages prior to the present 
stage of underdevelopment”—says A. G. Frank. “It is further explicit in Rostow 
that the now developed societies were once underdeveloped. Bút all this is quite 
contrary to fact. This entire approach to economic development and cultural 
change attributes a history to the developed countries bút denies all history to the 
underdeveloped ones.”31 Consequently, this “historical” interpretation of under­
development is in fact unhistorical, denying history to the majority of the world’s 
countries and peoples. Bút it is alsó unhistorical from another important point 
of view: it simply disregards the historical fact, which by the way is truly reflected 
by the most typical and specific characteristics of underdeveloped countries,32 
that “the economic and political expansion of Europe since the fifteenth century 
has comc to incorporate the now underdeveloped countries intő a single stream 
of world history, which has given rise simultaneously to the present development 
of somé countries and the present underdevelopment of others”.33

30 To avoid generalizations, let us take a look at least at one of the non-Marxist exceptions: 
Celso Furtado says: “Underdevelopment is nőt a necessary stage in the process of formation of 
the modern capitalistic economies. It is a special process due to the penetration of modern 
capitalistic enterprises intő archaic structures. The phenomenon of underdevelopment occurs 
in a number of forms and in various stages." (C. Furtado: Development and Underdevelopment. 
University of California Press, 1964, p. 138.)

81 A. O. Frank: op. cit., p. 37.
” C. Furtado writes: “The displacement of the European economic frontier almost always 

resultcd in the formation of hybrid economies in which a capitalist nuclcus. so to speak, existed 
in a State of ‘peaceful cocxistence’ with an archaic structure ... it would be incorrect to con- 
clude that the hybrid economies we have been discussing have behaved in all circumstances as 
if they were pre-capitalistic structures." (C. Furtado: op. cit., pp. 132-133.)

83 A. O. Frank: op. cit., p. 37.
83 A. G. Frank: op. cit., pp. 43-44.

This opinion, which views “the characteristics of development and underdevel­
opment as sui generis to the country concerned”,34 is fairly widespread and is 
generally spared even by the criticism of those who attack Rostow because of his 
method of periodization, the economic and non-economic eriteria of his classifi- 
cation, the obvious oversimplifications, contradictions, tautologies or the far 
from precise terminology and definitions.

Most thcoreticians of underdevelopment and development, apart from a few 
exceptions and Marxists, usually accept without reservation this isolated, undia- 
lectical interpretation of backwardness and development, in which they regard 
backwardness and development as comparable bút basically independent. The 
diffcrence in their views is shown merely in the extent to which they consider the 
present State of backwardness identical with the State the present developed coun- 
trics found thcmsclvcs in somé time ago.
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According to Leibenstein, e.g. “the broad characteristics of backward economies 
today are nőt different from what they were in advanced economies in a former 
period”.35 Simon Kuznets, on the other hand, when analysing the State of advanced 
countries prior to industrialization and comparing it with the State of backward 
countries of today, comes to the conclusion that the latter are in a far worse 
situation today, both in respect of their income levels and alsó their demographic 
conditions (because of the time lag) than the now advanced countries were in 
earlier periods. “Both the absolute and relatíve economic position, as well as the 
generál east of the immediately antecedent history of the now developed countries 
in their pre-industrial phase were cardinally different from the economic position 
and the immediate historical heritage of the underdeveloped countries of today.”36

It is because of the demonstration effect that Nurkse31 sees a considerable 
difference between the present position of the backward and an earlier State of 
the advanced countries. The former, seeing the higher consumption levels that 
exist in the latter, tend to savé a smaller percentage of their reál per capita income 
than the now advanced countries did several decades or centuries ago when they 
had the same reál income. Celso Furtado agrees in that with Nurkse bút he is, on 
the whole, opposed to seeking analogies.38 When referring to Kuznets and Ger- 
schenkron™ G. M. Meier alsó emphasizes, in contradiction to Rostow's analogy, 
the relatively more unfavourable position of the backward countries of today. 
Though he does nőt find this analogy out of piacé, he maintains that “there are 
alsó differences—by way of different kinds of problems now confronting poor 
countries, and in the manner in which somé problems, although similar in kind 
to those of the pást, are now expressed in different degrees of intensity and com- 
plexity”.40

What really matters, however, is nőt the measure of comparability, neither the 
degree of identity of States. What is debatable is the approach itself “in all its 
variations” which ignores that the historical and structural reality of the present 
underdeveloped countries “is the product of the very same historical process and 
systemic structure as is the development of the now developed countries”.41

*

35 H. Leibenstein: op. cit., p. 102.
38 S. Kuznets: “Underdeveloped Countries and the Pre-Industrial Phase in the Advanced 

Countries. The Economies of Underdevelopment, p. 151.
37 See R. Nurkse: Problems of Capital Formation in Underdeveloped Countries. Oxford, 

1953, and the following chapter.
38 “The absencc of basic information and the resultant ignorance of the reál economic facts 

have given rise, among economists in the underdeveloped countries, to the habit of reasoning 
by analogy, in the mistaken belief that, up to a certain point, economic phenomena arc the 
same everywhere.” (Celso Furtado: Capital Formation and Econcmic Development. The 
Economies of Underdevelopment, p. 309.)

39 A. Gerschenkron: Economic Backwardness in Historical Perspectivc. Cambridge, 1962.
40 G. M. Meier: Leading Issues in Development Economies. 1964, p. 43.
41 A. G. Frank: op. cit., p. 44. Frank mentions specifically the case of the so-callcd tabula 

rasa countries, i.e. those Latin-American countries which “had no population at all bcforc
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When discussing theories which explain “economic underdevelopment” by 
development-inhibiting factors or their vicious circles, we were faced, as we have 
seen, with the problem why these limiting factors were nőt at work in the earlier 
periods of the now advanced countries, or if they were, why and how these countries 
managed to break out of these vicious circles. This requires a historical answer. 
Rostow’s answer is to try to find in the history of the now developed countries 
the stage that corresponds to the present State of underdevelopment. It turns out, 
however, that he does nőt succeed, even at the expense of a logical “salto mortale”, 
and is compelled to make the very first country (Britain) that started along the 
path of growth, exempt from the analogy.

It has alsó turnéd out, as evidenced by Kuznets’ calculations, that even accord- 
ing to the most superficial economic indices and phenomena there is a substantial 
difference between the present State of underdeveloped countries and the suppos- 
edly analogous State of earlier societies. Therefore it is obviously impossible to 
explain this merely by the autonomous and isolated self-evolution of these soci­
eties. (Unless we resort to the reactionary ideology of “superior” and “inferior 
races” by accepting somé original, predestinate differences in intellectual capaci- 
ties.) The autonomous self-evolution of societies proceeds roughly in the same 
direction and via the same principal stages. The delay, lagging behind, loss of 
tempó, can be explained by local, internál factors. If, however, the direction and an 
essential stage of development are different, there must be an external cause account- 
ing fór this difference. Hence, the present State of “underdevelopment” is alsó the 
result of an external factor.

This external factor, the system of international economic relations and colonial­
ism itself did nőt play only the positive role that Rostow assumes, i.e. that it 
unhinged the traditional societies by its demonstration effects. Colonialism in­
stead diverted the course of development, brought about a different kind of “State" 
and widened the development gap.12 On the basis of what has been said it is 
rather obvious that economic underdevelopment can neither be satisfactorily 
explained by internál factors nor can it be seen as a natural stage in the gene­
rál process of growth.

they were incorporated intő the developing mcrcantilist and capitalist system”, and consc- 
qucntly had never experienced Rostow’s first stage, bút entered world history by stepping 
right intő Rostow’s second stage. And "the relationship between the mcrcantilist and capitalist 
metropolis and these colonies succeeded in implanting the social, political, and economic struc­
ture they now have: that is, the structure of underdevelopment". (A. G. Frank: op. cit., pp.
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38, 40.)
42 Kuznets States: "Nőt only have the relatíve differences among the developed and under 

developed countries, judged by per capita income, persisted over the last century, bút the 
disparity has incrcascd." (S. Kuznets: op. cit., p. 145.)



CHAPTER VI

UNDERDEVELOPMENT IN RELATIONSHIP WITH 
SOMÉ EXTERNAL, INTERNATIONAL FACTORS

The concept of underdevelopment as an original stage or as a natural stage of 
transition explicable in itself leads, as we have seen, to an obvious contradiction 
with both empirical reality and historical facts. The peculiar structural features 
of underdeveloped countries bear witness to the fact that their present state has 
been determined by a historical development in which external forces have played 
a prominent part. The practical problems of the economic policy of development 
alsó make us aware of the fact that even the most successful “critical minimum 
(or maximum ?) effort” has to face the dangers resulting from the counteracting 
forces of international economy.

As a result, the external, international factors—nőt those with a supposedly 
positive bút those with a negative effect—begin to be taken increasingly intő con- 
sideration in the various theories of development and underdevelopment. In this 
respect the essential difference between the various theories lies mainly in what sort 
of concrete relationships these theories discover between the external factors 
and underdevelopment, what importance they attach to these factors in the ex­
planation of underdevelopment, and how they explain the emergence and opcra- 
tion of these factors themselves.

We can distinguish rougly three main trends in the evaluation of the external 
factors of underdevelopment.

1. The Marxist approach. A distinction must be made here between the original, 
classical dialectic Marxist approach which analyses and adapts the changes on 
various planes, and the one-sided, vulgar orthodox-dogmatic or purist-idealist 
trends which are derived from or became attached to the former. Marxism, in its 
classical form, traces the present state of underdeveloped countries back to colo­
nialism, or, to be more precise, to the international economic system of imperial- 
ism (involving the colonial, semi-colonial and dependent countries) and to its 
changes. It conceives colonialism and impcrialism itself as a stage in the develop­
ment of a specific socio-economic system, i.e. capitalism, following naturally and 
objectively from its inherent laws and natúré. Hence it attaches a decisive role to 
the external, international factors in the formation of the present state and struc­
ture of underdeveloped countries.1

1 It does nőt follow from this that he attributes to it an exclusively negative role. Nor does 
it follow that the further development and state of the underdeveloped countries after the 
collapse of the colonial system are alsó decidcd and determined by the above external factors. 
(The dialectic unity and contradiction of the negative and positive, of the external and inter-
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2. The trend of those theoreticians who as Myrdal, Prebisch, A. Lewis, Singer, 
etc. regard the external forces as more or less decisive (sometimes nőt only retro- 
spectively, i.e. in respect of the emergence of underdevelopment, bút even pros- 
pectively, i.e. in respect of its liquidation), yet either they do nőt analyse these 
forces and their effects in the organic system of their relationships, or they take the 
system itself or the individual factors fór granted. Thus emphasis on the external 
factors does nőt go hand in hand with the analysis of their historical and social 
origin. The criticism of colonialism, of the capitalist international division of 
labour and international trade is nőt accompanied by the criticism of their origin, 
i.e. capitalist system. As a result of this approach, the specific features of a certain 
system appear as generál.

3. As a third variety can be distinguished the trend which points out somé un- 
favourable external factors, too, among the causes and factors of underdevelop­
ment (and analyses them sometimes in detail and subjects them even to a strong 
criticism), bút either it does nőt attach to them a decisive importance, or it regards 
them as unfavourable only to the extent that they operate under certain inner con­
ditions and together with negative internál factors. In other words, the negative 
role and effect of the external factors are referred back in the last instance to inter­
nál determining factors. Representatives of this trend are H. Myint who, by the 
way, gives a detailed analysis and criticism of the backwash effects of foreign 
capital investments and foreign trade, G. M. Meier, R. Baldwin, J. Viner, R. 
Nurkse, etc. It is of course nőt easy to draw a sharp dividing line either between 
the former trends and the latter one, or between the latter and those theories 
which completely disregard the external factors.

Let us examine more closely the 2nd and 3rd trends. In the framework of our 
critical approach we shall disregard the Ist trend to which this present study alsó 
belongs. (As to the pseudo-Marxist trend, we shall offer a criticism of it from time 
to time.) Since this chapter has a critical character, we shall evidently have to con- 
centrate our analysis on the 3rd trend and devote most space to it.

1. THE “BACKWASH” EFFECTS OF INTERNATIONAL TRADE, 
DIVISION OF LABOUR, AND FOREIGN CAPITAL INVESTMENTS

Myrdal's theory

Gunnar Myrdal deduces the present statc of the underdeveloped countries basic- 
ally and primarily from the development of international economic relations, 
the effects of colonization. Conccntrating on the relationship between the mother 
countries and colonies, he explorcs the uncqualizing effects that manifest them­
selves in this relationship. It sounds likc an answer to the theories that look fór 
analogous “stages” of growth and assess present backwardness as a historical tran- 

nal, as well as the changes in the determining force within this unity and contradiction—arc 
unknown only to the pseudo-Marxist trends.)
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sition of generál validity when Myrdal declares: “The now highly developed coun­
tries were able to develop as small islands in the large óceán of underdeveloped 
peoples, they could exploit them as sources of raw materials and markets fór 
cheap industrial goods and could fór this purpose even keep them under colonial 
domination.

Myrdal points out very strongly the economic disadvantage that results fór the 
dependent country from its relations with the mother country. He emphasizes 
that the development of international trade—owing to the deterioration of the 
terms of trade fór the underdeveloped countries—increases inequalities, i.e. is 
accompanied by “backwash effects”, and elucidates the adverse effect of the eco­
nomic policy of the colonizing powers on the development of backward countries.

His theory centres around the cumulative process already mentioned, which he 
describes as the generál law of the motion of social systems.3 If the cumulative 
process is nőt kept under control, it increases the inequalities in society and the 
economy. He attributes this cumulative process primarily to the play of the markét 
forces. In his view “the play of the forces in the markét normally tends to increase, 
rather than to decrease, the inequalities between regions.4 The increase ofinequal­
ities, the backwash effects, can only be compensated by the “spread effect”, or 
by the purposeful intervention and regulation on the part of the state. In a poor 
country, says Myrdal, “the free play of the markét forces will work more power- 
fully to create régiónál inequalities and to widen those which already exist”, 
since the centrifugai force of economic expansion, the “spread effect ’, is weak.5

“That there is a tendency inherent in the free play of markét forces to create 
régiónál inequalities, and that this tendency becomes the more dominant the 
poorer a country is, are two of the most important laws of economic underdevelop­
ment and development under laissez-faire."6

It is worth noting that Myrdal does nőt mention which socio-economic system s 
laws are reflected by the spontaneity of markét and restricts the latter merely to 
a laissez-faire situation. By doing so he gives the impression that these laws of

! G. Myrdal: indián Economic Planning in its Broader Setting. (Quotcd by I. Sachs: Patterns 
of Public Sector... op. cit., p. 26.)

3 “... in the normál case there is no such tendency towards automatic self-stabilization in 
the social system. The system is by itself nőt moving towards any sort of balance between 
forces, but is constantly on the move away from such a situation. In the normál case a change 
does nőt call forth countervailing changes but, instead, supporting changes. which move the 
system in the same direction as the first change but much further." (G. Myrdal: Economic 
Theory and Under-developed Regions. University Paperbacks. Methucn, London, 1965, 
p. 13.)

4 G. Myrdal: op. cit., p. 26.
6 “. . . the higher the level of economic development that a country has already attained, 

the stronger the spread effects will usually be. Fór a high average level of development is 
accompanied by improved transportation and communication, higher levcls of education, 
and a more dynamic communion of ideas and values all of which tends to strengthen the 
forces fór the centrifugai spread of economic expansion or to remove the obstaclcs fór its 
operation.” (G. Myrdal: op. cit., p. 34. - My italics. - T. S.)

"G. Myrdal: op. cit.. p. 34.
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capitalist society were alsó working in the present-day backward countries from 
the very outset (or that they cannot work any longer in the advanced capitalist 
countries under “controlled” and “regulated” capitalism). It seems that the weak- 
est point of his analysis is here, the point from which it would be easy to return by 
logical inference to the interpretation of underdevelopment per se, toanew, specif­
ic sort of vicious circle.

It seems that the cumulative process, deriving from the free play of markét 
forces and bringing about inequalities, was already at work in all backward coun- 
tries prior to colonialism and the penetration of foreign capital. (Moreover, it seems 
that the less developed a society was and the farther back we go in history, the 
more intensive this process.) Hence, what can be witnessed on the level of internation­
al economy in regard to the increase of inequalities between individual countries 
seems to be only the secondary manifestation of what takes piacé primarily within 
the individual countries.7 Both underdevelopment and its liquidation may appear 
to be natural phenomena: if the building up of inequalities in a single country is 
a natural process, independent of the social system, then the rise and growth of 
international inequalities is just as natural and independent. If it is natural that 
the poorer and the less developed a single country, the greater the inequalities in 
its society and economy, then the same is just as natural in the case of the whole 
world society as well.

And finally.-just as the inequalities fade out at a higher level of the development 
of a single country, so will the relatíve backwardness of the poor countries of the 
world fade out, too. Bút if this is true, then it is nőt the specific laws of the capi­
talist society of West-European countries which—by expanding their sphere of 
action over the world economy—penetrated intő the backward countries from 
outside, leaving their mark on the whole socio-economic development of the latter, 
bút rather somé inherent, natural laws being in force in a single backward country, 
too, which rose to an international level. In other words, underdevelopment can 
be pút down to basically internál causes, nőt toexternal ones related to colonialism.

Fortunately, Myrdal does nőt procced, or rather return, along this path of 
reasoning, bút, within the limitation of an incorrect generalization of the very 
particular laws of capitalism, he specifies in a positive way the various factors of the 
cumulative process responsible fór the inequalities that arise, and strongly criti- 
cizes colonialism: “Colonialism meant primarily nőt only a strengthening of all 
the forces in markets which anyhow were working towards internál and inter­
national inequalities. It built itself intő, and gavc an extra impetus and a peculiar 
character to, the circular causation of the cumulative process.”8 Above and bcyond

’ Myrdal points out: "The discussion ... of the problem of régiónál inequalities within 
individual countries is relevant to the . . . analysis of international inequalities . . .’ (op. cit., 
p. 50). At another placc he takes an even morc negative stand in this matter: "Basically the 
wcak spread effects as between countries arc thus fór the larger part only a reflection of t c 
weak spread effects within the underdeveloped countries themselves causcd by their low level 
of development attaincd.” (Op. cit., p. 55. — My italics. — T. S.)

" G. Myrdal: op. cit., p. 60.
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this spontaneous effect, underdevelopment is alsó connected with the purpo séfül 
policy of colonialism. The present pattern of production9 in underdeveloped 
countries is alsó due to the pást policies of the colonial powers, which “took special 
measures to hamper the growth of indigenous industry”. “A metropolitan country, 
had, of course, an interest in using the dependent country as a markét for the 
products of its own manufacturing industry ... Likewise, the metropolitan country 
had a clear and obvious interest in procuring primary goods from its dependent 
territory... thereby exploiting in its own interest local natural resources and 
indigenous cheap labour... A metropolitan country had alsó a self-evident 
interest in monopolizing the dependent country as far as possible for its own 
business interest, both as an export and an import markét.” Myrdal outlines the 
two features characteristic of underdeveloped countries today: their dependence 
and exploitation.

9 Bút this pattern itself is such that it spontancously limits the strengthening of the spread 
effects: the rural sector does nőt produce the raw materials for thecxpanding industrial sec­
tor, nor does the expanding industrial sector demand the products (foodstuffs) of the rural 
sector.

10G. Myrdal: op. cit., pp. 57-58.
11 G. Myrdal: op. cit., p. 57.

Moreover, he alsó points out that capital exports were directed to foreign- 
controlled economic “enclaves” producing mainly raw materials for export. These 
“enclaves” were isolated from the surrounding economy like alien bodies and tied 
directly to the economy of the metropolitan country. Their economic relations 
with the indigenous population were restricted to the employment of unskilled 
labour. The racial and cultural differences and the extremely low level of wages 
and living conditions brought about as a natural consequence strici segregation 
even within the enclaves themselves. So Myrdal alsó calls attention to the distor- 
tions cf the econcmic and social structure ard ascribes the weakness of the “spread 
effect” and the resulting great intensity of the cumulative process, serving to in­
crease inequalities in backward countries, to this segregation, i.e. in the last in- 
stance to those distortions which, under colonial rule and as a result of the activity 
of foreign capital, took piacé in the economic and social structure of backward 
countries. “Segregation is one of the main reasons”, says Myrdal, “why the spread 
of expansionary momentum was extremely weak or altogether absent”.10 Thus 
he corroborates—even if, in our view, at (he cost of somé illogicalities—his posi- 
tive stand that under colonialism a persistent tendency was at work which could 
“nőt result in much economic development”.11

Raul Prebisch's theory '^$0#
A highly valuable, comprehensive and thorough analysis of the harmful conse­
quences of the development of international trade was carried out in the first 
piacé by Raul Prebisch. The results and conclusions of his investigation have been 
summcd up—as a consummation of his earlier work—in the famous Prebisch 
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Report submitted to the World Trade Conference.12 In his view, one of the main 
obstacles to the economic growth of developing countries is their unfavourable 
situation in international trade. Bút he points, especially in his Latin-American 
studies, to the unsound internál socio-economic structure and to the phenomenon 
of an income drain-off (profit repatriation, interest payments and redemption of 
debts), too.

He considers the deterioration of the terms of trade partly due to the pattern 
of the international division of labour and the internál structure of the countries 
participating in it, and to the spontaneous changes that have taken piacé in this 
structure mainly as a result of scientific and technological progress, and partly 
to the deliberately scheming trade and customs policy of the advanced capitalist 
countries.

Prebisch points out that the backward countries have developed as “the periph- 
ery of the world economic system” with the function of providing foodstuffs 
and raw materials fór the centre. He denies that this international division of 
labour is able to ensure the conventional advantages of international trade and 
denies the applicability of the thesis of comparative advantages in relation to the 
periphery. The backward countries could nőt carry out industrialization, and the 
advantages of technical progress are unevenly distributed in world economy. 
Technical progress seems to have been greater in industry than in the primary 
production. It is true that if, as a result of the more rapid technical progress, the 
prices of manufactured goods had dropped in comparison with the prices of 
primary products—as assumed by the textbook modelsof purecompetition—, then 
the bcnefits of technical progress would thus have been distributed alike throughout 
the world. Bút it is exactly the opposite tendency that can be observed: nőt even 
the benefits of the rise in the productivity of primary production are available fór 
the backward countries as they are transferred from the periphery to the indus­
trial centres.

Thus Prebisch—like Myrdal, Singer and Lewis—reveals the specific mechanism 
of income drain-off through international trade and shows how the benefits of the 
increase of productivity in the export sectors of the underdeveloped countries are 
systematically transferred to the advanced importing country. The reason fór 
this is that the wage level in the export sectors is under pressure and so the increase 
in productivity results in the further expansion of production and conscquently 
a drop in prices instcad of an improvement of reál wages. This mechanism is 
closcly connected with the higher income clasticity of the demand fór industrial 
products, bút an important role is played in it by the “demonstration cffcct 
which increascs the demand of the underdeveloped countries fór importod indus­
trial products, and alsó by the considerable difference in the markét power of

** R. Prebisch: Towards a New Trade Policy fór Development. Report by the Secretary- 
Cencral of the United Nations Conference on Trade and Development. United Nations, ew 
York, 1964. - Sec his other papers, too: Essay on the Interpretation ofthe Pr°cess 
Development. - Dynamic Economic Policy in Latin America. - The Trade Policy of Devc op 

Countries, etc.
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workers, in pressing fór higher wages, and of oligopolists, in resting a squeeze 
on profit, between the industrialized countries and the underdeveloped ones.13 
As a result of this mechanism “in the centre the incomes of entrepreneurs and pro­
ductive factors increase relatively more than productivity, whereas in the periphery 
the increase in income is less than that in productivity”.14 All this is unavoidable 
with unrestricted markét forces. The markét forces and a liberal trade policy 
allowing them free play are unable to secure the equilibrium and mutual advan­
tages of international trade, the optimum system of the international division of 
labour.15

13 “The characteristic lack of organization among the workers employed in primary pro­
duction prevents them from obtaining wage increases comparablc to those of the industrial 
countries ...” (Quoted by B. Higgins; op. cit., pp. 367-368.)

14 The mechanism of income transferitself can briefly be deseribed like this: Given a“coun­
try A which is prevailingly industrial and a country B which is prevailingly primary”, and 
granted that the “income elasticity of demand fór industrial products is higher than fór pri­
mary commodities’’, and, further, that “B is unable or unwilling to send to A manpowcr which 
would increase the latter’s rate of industrialization”, then B “has no other way out than to 
decrease the proportion of manpower in primary activities in favour of industry". As in B 
“manpower is transferred from primary occupations with a favourable productivity ratio to
industrial occupations with an unfavourable ratio . .. consequently the pressure of the sur­
plus manpower will force employment down on the productivity ratio curve from TOO to 
say 080, with the wage ratio falling corrcspondingly at the new equilibrium point. . . Export 
prices will fali, transferring income to country A". (R. Prebisch: Commercial Policy in the 
Underdeveloped Countries, U.N. Economic Commission fór Latin America. International 
Trade and Payments in the Erá of Co-existcncc. American Economic Association, pp. 261- 
262.)

16 “. .. it is nőt possible to arrive at the optimum solution of this problem if markét forces 
are left unrestricted. The classical mechanism of the free play of markét forces, cither in its 
original form of wage adjustments or in its contemporary version of price adjustments through 
exchange rate movements, does nőt bring about that optimum solution. On the contrary, the 
periphery transfers to the outer world a greater part of the fruits of increased productivity 
than if the markét forces had been containcd at a certain point, cither through customs pro- 
tection or somé other form of interference in the process."(R. Prebisch: Commercial Policy 
in the Underdeveloped Countries. op. cit., pp. 255 256.)

Prebisch’s conception makes it completely clear that present-day “economic 
underdevelopment” is closely connected with a specific development of world 
economy. Consequently, no explanation or solution can be found by investigating 
exclusively or even primarily the internál factors. His interpretation is at the same 
time a clear answer to all theories which, by referring to the thesis of comparative 
advantages, try to prove the mutually advantageous character of the existing 
international division of labour between the underdeveloped and advanced capi­
talist countries.

It is nőt by mere chance that Prebisch’s arguments have become the theoretical 
weapon of the underdeveloped countries in their fight fór a new trade policy and 
radical reforms in international trade. From these arguments follows the Progres­
sive programme of the industrialization of backward countries and the structural 
change in the international division of labour.

106



The positive character of his theory is somewhat diminished by the fact that 
Prebisch, iike Myrdal, draws his conclusions from certain generalizing assumptions. 
He, too, condemns colonialism and the role it imposed on underdeveloped coun­
tries, bút, when analysing the negative factors and effects he often takes them out 
of their historical context, disregards their historical origin and the socio-economic 
system they stem from, and considers them as phenomena of a generál character. 
That he explains e.g. the mechanism of indirect income transfer in the last instance 
by the generál law of income elasticity of demand16 (Engel’s law) makes nőt only 
the theory itself vulnerable17 bút alsó weakens at the same time any comprehensive 
criticism of the system of the capitalist international division of labour.

10 “In the last instance, the pressure upon export prices and the corresponding tendency 
uowards deterioration in the terms of trade ni the peripheral process of growth sub.iect to the
tnrcstrictcd play of markét forces is the result of disparities in income elasticity of demand and 
the uneven form in which technical progress has spread intő the world economy.” (R. Pre­
bisch: Commercial Policy in the Underdeveloped Countries, op. cit., p. 261. — (My itahes.
-rs.)

17 Professor Gottfricd Habcrler e.g. denics the Prcbisch-Singer thesis on the sccular dete­
rioration of the terms of trade fór the underdeveloped countries. In his vicw the Engcl s law 
“cannot bear the heavy bűiden which is piacod on it by the theory under vicw”. Fór it does
nőt follow from Engcl's law that a rising income Icads in cvery case to a relatíve dcclinc
in demand fór cvery kind of food and fór industrial raw materials. Habcrler alsó refuscs to 
acccpt that income transfer takes placc, owing to the fact that the monopolistic behaviour o
trade unions and oligopolics in the industrial countries increases the gap between the prices 
of industrial commodities and primary products in favour of the former. (Sec G. Habcr cr. 
Critical Obscrvations on somé Current Nolions in the Theory of Economic Dcvclopmcn . 
L’industria, No. 2, 1957. Sec alsó B. Higgins: op. cit.. pp. 373-374.)

18 H. W. Singer: International Development: Growth and Change. McGraw-Hiti, > 
167.

10 H. W. Singer: op. cit., p. 172.

The theses of Hans Singer

Singer’s views of the unfavourable position of the non-industrialized countries 
in international trade are roughly identical with those of Prebisch. He, too, main- 
tains that the benefits from technical progress are unevenly distributed in world 
economy and that the industrialized countries “have had the best of two worlds, 
both as consumers of primary commodities and as producers of manufactured 
articles, whereas the underdeveloped countries had the worst of both worlds, as 
consumers of manufactures and as producers of raw materials”.18 He claims that 
“the present structure of comparative advantages and endowments is nőt such 
that it should be considered as a permanent basis fór a future international divi­
sion of labour”.19 The over-specialization of underdeveloped countries in the field 
of food and raw matéria! exports retards their development. It is nőt only the de- 
terioration of the terms of trade which causes damagc, bút alsó their fluctuation is 
harmful. The income losses resulting from the fali of the food and raw matéria! 
prices deprive them of capital badly needed fór industrialization, while the rise 
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in prices, though enabling them, in principle, to fináncé the import of capital goods 
necessary fór industrialization, in fact lessens the stimulus to industrialization and 
structural changes and induces instead the import of consumer goods and luxury 
articles.

Singer alsó points out the enclave character and harmful, structure-distorting 
effects of foreign investments. These investments “never became a part of the 
internál economic structure of those underdeveloped countries themselves, except 
in the purely geograpbical and physical sense... Economically they were really 
an outpost of the economies of the more developed investing countries . . ,”20

“The specialization of underdeveloped countries on export of food and raw 
materials to industrialized countries, largely as a result of investment by the latter, 
has been unfortunate fór the underdeveloped countries fór two reasons: (1) it 
removed most of the secondary and cumulative effects of investment from the 
country in which the investment took piacé to the investing country; and (2) it 
diverted the underdeveloped countries intő types of activities offering less scope fór 
technical progress, internál and external economies taken by themselves ...”

On the other hand, “the capital-exporting countries have received their repay- 
ment many times over in the following five forms: (1) possibility of building up 
exports of manufactures and thus transferring their population from low-pro- 
ductivity occupations to high-productivity occupations; (2) enjoyment of the 
internál economies of expanded manufacturing Industries; (3) enjoyment of the 
generál dynamic impulse radiating from industries in a Progressive society; (4) 
enjoyment of the fruits of technical progress in primary production as main con- 
sumers of primary commodities; (5) enjoyment of a contribution from foreign 
consumers of manufactured articles . . ,”21

However, certain unjustified theoretical generalizations which to somé extent 
blunt the edge of Singer’s criticism of the colonial international division of labour, 
can alsó be found. He is e.g. inclined to interpret the great dependence on foreign 
trade and the violent effects of international trade fluctuations, which arc the 
results of a very concrete socio-economic system and of a distorteddevelopment,22 as 
the generál and natural consequences of low national income.23

The Lewis thesis

Arthur Lewis is alsó concerned with the inequalities in trade between developed 
and underdeveloped countries and investigates the spccific transfer of income 
through the channel of foreign trade. “Practically all the benefit of increasing

"Sec H. W. Singer: op. cit., p. 163.
” H. W. Singer: op. cit., pp. 165, 168.
21 This, by the way, follows logically from his own theses, too.
13 “Foreign trade tends to be proportionately most important when incomes are lowest... 

fluctuations in the volume and value of foreign trade tend to be proportionately more 
violent... and therefore a fortiori alsó more important in rclation to national income... ’’ 
(H. W. Singer: op. cit., p. 161.)
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efficiency in export industries goes to the foreign consumer,” writes Lewis.24 But 
he finds its cause nőt in differences in the income elasticity of demand, nor does 
he accept Singer’s and Prebisch’ thesis of the secular deterioration of the terms of 
trade.25 He relates the mechanism of the transfer of gains resulting from the in­
crease in productivity to the unlimited supply of labour of the traditional rural 
sector of the underdeveloped countries.

In countries with unlimited supply of labour—where the marginal productivity 
of labour is negligible or even zero and the price of labour is adjusted to the sub- 
sistence minimum—the wage level of the modern (capitalist) sector is determined 
by the income relations or, to be more exact, by the living and supply conditions 
prevailing in the other (traditional) sector. And as this subsistence sector is marked 
by low productivity (and at the same time by a considerable population growth), 
its low living standard keeps down the wage leve! in the modern sector, too.

From all this it might appear (and in fact many economists try to draw their 
conclusions so as to move in this direction) that it is, in the last analysis, the under­
developed countries themselves that are responsible fór the income transfer 
through international trade as everything hinges on the low productivity of their 
traditional sector. But Arthur Lewis alsó indicates the concrete historical relation­
ships when he writes: “The fact that the wage level in the capitalist sector depends 
upon earnings in the subsistence sector is sometimes of immense political im­
portance, since its effect is that capitalists have a direct interest in holding down 
the productivity of the subsistence workers ... This is one of the worst features 
of imperialism. The imperialists invest capital and hire workers, it is to their 
advantage to keep wages low ... In actual fact the record of every imperial power 
in Africa in modern times is one of impoverishing the subsistence economy, either 
by taking away the people’s land, or by demanding forced labour in the capitalist 
sector, or by imposing taxes to drive people to work fór capitalist employers.”26

Lewis’ thesis alsó stresses the necessity of industrialization as the mechanism 
can be brought to a stop if the expansion of the industrial sector in the under­
developed countries is rapid enough to reduce the absolute population in the rural 
sector, raising the man-hour productivity in that sector. It underlines alsó the 
demand fór tcchnological progress and raising productivity in the peasant agri­
cultural sector, and consequently, alsó the need fór the transformation of the dual 
underdeveloped economy.

Lewis’ thesis can alsobecriticized on accountofcertaingeneralizing assumptions 
and simplifications. Thus e.g. the objcction is raised against it that, while as-

M W. A. Lewis: Economic Development with Unlimited Supplies of Labour. TheEconom- 
ics of Underdevelopment, p. 449.

*• Aftcr having worke.l out a statistical relationship between the prices of raw materials and 
the volums of manufacturing production, and another fór prices of foodstu.Ts as a function 
of manufacturing production and the volumc of food production, he made estimates on the 
improvement of the prices of primary products. (Sec W. A. Lewis: World Production Pnccs 
and Trade, 1870 1960. The Manchester School of Economic and Social Studies, Vol. XX, 
Í952)

” W. A. Lewis: op. cit., The Economies of Underdevelopment, pp. 409-410. 
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suming the unlimited supply of labour in the traditional sector and the limited 
absorbing capacity of the modern sector, it disregards the shortage of and the 
great demand for skilled labour as well as the great pressure of the trade unions 
in the newly independent countries which compel the governments or employers 
to raise the wages out of all proportion to the increase in productivity. Thus many 
reject Lewis’ reasoning in respect of the factors determining the wage level of the 
modern sector. His model, like every model, is no doubt a simplified one. The 
relationship between the two sectors, too, is far more complex, owing to the 
migrant labour system, than it is as actually presented in the model. This is alsó 
true for the role and operation of the modern sector. The income transfer is linked 
up with other factors, too, and the framework of the whole mechanism has much 
deeper roots than are suggested by the model. Despite all this, Lewis’ model is a 
very valuable contribution as it throws light on many new aspects of the mecha­
nism of dual economies and the international division of labour.

2. THE REDUCTION OF EXTERNAL NEGATIVE FACTORS TO INTERNÁL ONES

Nőt only Myrdal, Prebisch, Singer and Lewis, bút of course a great many other 
non-Marxist economists attribute an important or even decisive role to the nega- 
tive effects of international economy and tie underdevelopment itself, in one or 
another respect, to the actual relations of capitalist world economy or even colo- 
nialism.27

27 E.g. Francois Perroux emphasizes the dependence of the underdeveloped countries and 
points out that a developed nation can force its will on others even in the period of decoloni- 
zation. The adverse balance of payments of the underdeveloped countries is. according to 
Perroux, nőt only the result of the lack of structural equilibrium: the magnitúdó and natúré 
of the structural disequilibrium greatly depend on the decisions of dominant nations and 
unions. The consequences of foreign domination aggravatc disintegration and the insuflicien- 
cy of living standards. (F. Perroux: L'économlt du ÁW*"” Siécle, pp. 156-157.)

Most of the theories, however, explain underdevelopment in the last instance 
from itself, and even if they admit there are somé detrimental effects of certain 
international forces and external factors on backward countries, they regard them 
as secondary, and, what is more, explain their adverse operation by the internál 
relations of the underdeveloped countries.

Let us see how this is done in the theories of those distinguished economists 
mentioned before. We wish to present nőt only their method in tracing back the 
harmful external effects to internál ones, bút alsó the positive results of their 
analysis.

When investigating the limiting factors of economic development, Jacob Viner 
alsó refers to the unfavourable position of backward countries in world trade. 
However, unlike Prebisch, Singer and others, he does nőt accept the assumption 
that the terms of trade have a generál and secular deteriorating tendency for the 
underdeveloped, raw-material exporting countries, and that, consequently, indus­
trialization and the change in the import-export structure would be the way out 
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fór them. Neither does he accept the view that trade between the primary produc­
ing and the advanced industrial countries necessarily secures one-sided advantages 
fór the latter and that a systematic transfer of income through foreign trade 
would take piacé. He, too, admits ihat the terms of trade are getting worse bút 
regards this tendency as a phenomenon that can be changed and compensated 
by other favourable factors (as e.g. the growth of the volume of trade, the decrease 
in the reál costs of exports, etc.). He attaches more importance rather to the cycli- 
cal fluctuation of the prices of raw materials. The latter can move within a wider 
rangé than the prices of manufactured goods and often rise higher in boom periods, 
which, in his view, can offset the losses sustained in the slump years. j,

Referring to the comparative advantages Viner holds the view that the policy of 
agricultural development rather than the policy of subsidized industrialization is 
the right course fór underdeveloped countries to take. If their position in world 
trade is unfavourable, it is nőt because they are agrarian countries bút because 
of the obsolete methods used in their agriculture and alsó because of their “resis­
tance to more efficient procedures”.

In this way theurfavcurable trend ofinternational trade and the disadvantageous 
position of the underdeveloped countries in the international division of labour 
are considered by Viner as transitional and rather relatíve phenomena, which are 
attributable to the internál relations of the underdeveloped countries (i.e. to those 
various growth-inhibiting factors that we have already discussed and evaluated 
either separately, or included in various vicious circles). And if over and beyond 
these unfavourable internál relations there is any further obstacle to a mutually 
beneficial international division of labour, then it arises from protectionism, from 
the artificial trade barriers fór which the underdeveloped countries are alsó respon- 
sible: “... the underdeveloped countries must acknowledge their great share of 
responsibility fór the failure to achieve more radical progress in removing the bar­
riers to mutually profitable international division of labour.”28

When dealing with the external factors limiting economic development (the 
so-called international forces), Meier and Baldwin just as Viner—refer to the 
cyclical movement of the terms of trade rather than the trend of generál deterio- 
ration. In periods of world prosperity, in their opinion, the prices of primary 
products rise more rapidly than the prices of manufactured commodities. The 
terms of trade of most of the poor countries then improve, bút they spend their 
foreign exchange procceds to a large extent on the consumption of imports. 
Furthermore, during these periods there is usually considerable domestic inílation 
in the poor countries, leading to the misallocation of domestic investments and 
severc balance of payments problems. Investment funds tend to be diverted to 
spcculative ventures where profits are high, or to buying reál cstatc in order to get 
protection against a falt in the purchasing power of money. Another way of seek- 
ing protection is to send capital abroad. Moreover, the more rapid rise in domestic 
prices in comparison with foreign prices discourages the import-competing in-

J. Viner: The Economies of Development. The Economies of Underdevelopment, p. 29. 
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dustries. Thus the increased export eamings are quickly dissipated in the import 
markét.29

Meier and Baldwin are describing here a process which doubtless occurs rather 
frequently, bút they fail to mention that such a dissipation of the export earnings 
and the inflationary process described by them does nőt necessarily take piacé 
when the economy of the country does nőt fali a prey to the foreign monopolies, 
when the government, really concerned with the development of the national 
economy, pursues a correct economic policy. In other words, though the cyclical 
fluctuation of the terms of trade is generally an unfavourable phenomenon, indeed, 
the improvement of the terms of trade can bring about similarly unfavourable 
effects only or mainly if the cyclical fluctuation is associated with the external fac- 
tor of economic dependence and defencelessness. The improvement of the terms 
of trade may be conducive to development even if the export incomes are absorbed 
by import consumption, fór this absorption may involve the increase in imports 
of capital goods needed fór development, or the increase in food imports 
needed fór securing higher standards of living in a monocultural economy, etc.

In periods of depression, however, the world markét prices of primary products 
fali more rapidly than those of manufactured goods; the terms of trade of the 
poor countries quickly deteriorate; the inflow of foreign capital tends to fali. All 
this deprives the poor countries of the funds needed fór importing capital goods.

Meier and Baldwin further include among the growth-inhibiting “international 
forces” the plantation system which requires large supplies of cheap unskilled 
labour and leads—by its income effects—to the formation of the vicious circle 
already discussed. By referring to the plantation system as the starting point of a 
vicious circle, and as an “international factor”, Meier and Baldwin tacitly ac- 
knowledge that the vicious circle is nőt merely the spontaneous conscquence of 
internál relations, bút the consequcnce e.g. of the plantation system introduccd by 
the colonizing powers. Even if the plantation economy possesses other natural 
resources, the domestic development of the country’s full potential will come up 
against limitations set by the lack of adequate markét demand based on the highly 
unequal distribution of income, by the great difficulties in training the uneducated 
and unskilled plantation workers and by the deficiency of entrcpreneurial activity. 
Instead, these resources are likely to develop as an export sector, and the materials 
be exported in their raw form.M

Among the “international obstaclcs” to development Meier and Baldwin alsó 
refer to the detrimental effects of foreign capital investments. The discussion of this 
question is one of the most valuablc parts of their analysis. Meier points out that 
though foreign capital is needed to break the vicious circle, yct “the need fór ex­
ternal borrowing does nőt mean that the development problem is solely a financial 
one, solved if only foreign investment is fortheoming".31 Before the First World

23 G. M. Meier and R. E. Baldwin: op. cit. pp. 329-330.
80G. M. Meier and R. E. Baldwin: op. cit., p. 331.
31 G. Meier: The Problem of Limited Economic Development. Economia Internationale, 

Vol. VI, No. 4, 1953. — The Economies of Underdevelopment, p. 64.
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War e.g. many countries imported a considerable amount of British capital without 
scarcely achieving any appreciable progress. Meier admits that foreign capital in 
itself has nőt been able to bring about development, and its detrimental effects: the 
direction of investments, the type of economic organization going with it, and its 
income effects have been actually critical.

Foreign capital was concentrated in plántál ions and mines producing fór export 
as well as in railways connecting the export-producing areas with the seaports. 
Thus the export sector developed and gained strength, bút growth did nőt spread 
to other economic sectors. Demand did nőt increase in the other sectors owing to 
the low level of reál incomes. The low level of reál incomes is connected with the 
type of economic organization, i.e. alsó with the plantation system which is based 
on a large supply of unskilled labour.

The plantation system nőt only limits reál incomes bút usually goes hand in 
hand with the outflow of profits abroad if the plantations are under foreign control. 
Bút even where there is no plantation system, the monopolistic position of foreign 
firms either in the buying up of agrarian produce, in the selling of imported goods 
or in employing manpower in mining and elsewhere had as a result that “the’ 
nativc’s reál income did nőt rise as much as it would have”32 under the conditions 
of free competition.

Because of the limitations on the rise of reál incomes and the outflow of profits, 
interests and dividends to the foreign country “a given amount ofinvestment in the 
poor country has generated a much smaller amount of income than an equivalent 
amount of investment would have generated in a less dependent country”.33 
Therefore foreign capitalist companies hinder development—by dint of their 
monopolistic position—nőt only by keeping artificially down the wage level and 
the purchasing prices of agrarian produce and keeping artificially high the selling 
prices, i.e. by intensively exploiting the population, bút alsó by transferring the 
larger part of their profits out of the country. By so doing they retard the ex­
pansion of investments and the increase in demand fór both consumer and capital 
goods.34

Thus Meier and Baldwin are describing here such a vicious circle which is 
essentially different and leads to opposite conclusions than the one they described 
earlier and placed in the centre of their theory. This vicious circle is like this: The 
monopolistic position of foreign capital hinders the expansion of reál incomes and 
leads to the expatriation of a considerable part of the national income. Therefore 
domestic saving does nőt increase and the home markét remains limited. Conse- 
quently, investments grow only in the export sector, where, induced by foreign 
demand and owing to the lack of capital, they have to rely on capital imported 
from abroad.

” Ibid., p. 68.
"Ibid., p. 69.
" “The outflow of profits to forcigncrs has in somé cases absorbed a large part of the pö- 

tential reál saving of the poor countries." (G. M. Meier and R. E. Baldwin: Economic Devel­
opment, p. 331.)
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In connection with the operation of foreign capital the relationships the authors 
reveal and the excellent analysis they give, take them quite close to the understand- 
ing of the reál causes and inner mechanism of economic underdevelopment. Yet 
they do nőt follow up this line of analysis and conclusions, bút return to the 
original vicious circle idea and, regardless of the obvious contradictions, explain 
away underdevelopment in the end by internál limiting factors. They even re- 
adjust that negative role of foreign companies outlined above and declare that they 
played a basically positive role in development by acquainting the local population 
with the advantages of markét production and by reinvesting “somé of their prof- 
its within the country”. They conclude their discussion of the harmful effects of 
foreign investments by saying: “The point being made here is nőt that foreign 
enterprises have on balance limited development, bút simply that somé of the 
results have been limiting, and that, even though there have been absolute gains, 
the relatíve gains might have been greater.”35 Moreover, foreign capital is nőt even 
responsible fór the “relatíve losses” because it is the “markét imperfections” as 
e.g. social, geographical immobility of the factors of production, the insufficient 
knowledge of the markét relations (i.e on the part of the indigenous producers), 
the rigid social structure, the lack of specialization and consequently the misallo- 
cation of resources, which, according to the authors, “have . .. made it difficult 
fór the full benefits of foreign trade to be diffused throughout the economy. The 
progress in the export sector has nőt been able to carry over to the rest of the econ­
omy. And to this extent it has been more difficult to break the vicious circles”.30

Thus the theory of Meier and Baldwin alsó turns in a vicious circle.
Myint, too, sees clearly that the development problems of backward countries 

cannot be accounted fór merely by the internál factors ol the vicious circle and 
cannot be solved simply by breaking this vicious circle by means of foreign capital 
import. Such “disequalizing factors” are at work here, says Myint, which stem 
from the very process of international trade or are connected with other external 
factors (foreign capital investments, monopolies), and which, “instead of being 
neutralized are cumulatively exaggerated by the free play of economic forces”. 
Wherever foreign capital has been invested to a larger extent, “the result has fre- 
quently been too great and rapid an expansion in a few lines of primary production 
fór export which further aggravated the problem of the adjustmcnt of the indig­
enous peoples of these countries to outside economic forces”.37

Myint alsó points out that “international trade seems to have had very little 
educative effect on the people of backward countries except in the development 
of new wants”.38

He alsó adds that “the reluctance of European entrepreneurs to make heavy 
investments of a kind which require a largc supply of skilled workers, and their

“ Ibid., p. 332.
“ Ibid., p. 333.
37 H. Myint: op. cit., p. 106.
38 H. Myint: The Gains from International Trade and the Backward Countries. Review of 

Economic Stúdiós, Vol. XXII, No. 2, p. 140.
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preference fór simple labour-intensive techniques .. . left labour productivity low 
and afforded few training facilities”.39

In order to investigate in more detail the detrimental effect of the “disequaliz- 
ing factors” Myint sets up the abstract model of underdeveloped countries. 
He attributes three characteristic features to this model: (1) “specialization” fór 
export markét, which is connected with the development of the plantation system 
and with the indigenous peasantry coming under foreign control; (2) the pyramid- 
like structure of society (with Europeans on top, a stratum of middlemen consist- 
ing chiefly of non-European foreign elements in the middle, and the masses of 
indigenous people at the bottom); (3) the monopoly power of foreign capital. 
Each of these characteristic features, declares Myint, “tends to reduce the relatíve 
share of the national incomes of the backward countries accruing to the indig­
enous peoples”.40

Myint alsó points out other characteristics nőt included in his model such as 
e.g. the prevalence of cheap, undifferentiated labour with little vertical mobility 
intő more skilled grades, which, in addition to the monopsony power of the 
employers, is related to such factors as: (a) the very high rate of turnoverof indig­
enous labour, (b) an official and unofficial colour bar, (c) the additional sources 
of labour supply (chiefly due to immigrant labourers). Even apart from the monop- 
olistic powers opposed to them, the peasant producers are exposed to disequaliz- 
ing ejfects that diminish their share in the national income. “The result of the 
free play of economic forces under conditions of fluctuating export prices 
is the well-known story of rural indebtedness, land alienation and agrarian 
unrest.”41

Myint's analysis goes a long way in revealing the harmful effects of the curious 
“specialization” fór export, the existence of the middlemen strata and especially 
the role the monopolies play in impoverishing backward peoples. However, he 
fails to relate these characteristic features to one another, although by doing so 
he could lay bare the reál background to the objective relationships: the colonial, 
dependent statc of these countries. Instead, like Meier and Baldwin, he puts down 
the harmful effects of the external factors to internál ones. In his view, specializa­
tion fór primary export and the lack of manufacturing industries result in the 
last instancc from the narrowncss of the domestic markét, i.e. from the limited 
purchasing power of the indigenous population, while the latter is due to the fact 
that the backward peoples are unable to adapt themselves in a satisfactory manner 
to the new economic environment shaped by outside economic forces.42

a’Sce B. Higgins: op. cit., p. 347.
*" II. Myint: An Interpretáljon of Economic Backwardness. The Economies of Underdevel­

opment, p. 123.
41 H. Myint: op. cit., p. 125.
44 “One of the most important reasons why the backward countries have been prevented 

from cnjoying the stimulating effect of manufacturing industry is nőt the wickedness of for­
eign capitalists and their cxclusivc concern with raw materiül supplies bút merely the limi­
táljon of the domestic markét fór manufactured articles.” (H. Myint: op. cit., p. 130.)
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According to Myint, the reason why the plantation system, or the foreign control 
over peasant production came intő being is that the newly introduced crop called 
fór a change in the production techniques.43 In reality, however, plantations were 
created, as a result of colonization, where and when large estates were placed under 
foreign priváté ownership, mainly due to the alienation of tribal lands. As regards 
foreign control over peasant farming it was set up as a result of colonization and 
due to the activity of colonial monopolistic companies even in those regions (e.g. 
in West Africa) where the introduction of new cash crops did nőt substantially 
change the production techniques. Moreover, it was the influence of colonial 
economic policy itself and the activity of foreign monopolies, under which peasant 
farming emerged in a number of countries in Tropical Africa from the disintegra­
tion of traditional subsistence agriculture based on the common property of land.

In Myint’s view the high rate of migration of labour is due to the fact that “back- 
ward peoples are unused to the discipline of the mines and plantations”. In reality, 
however, the migrant labour system as the main source of supply of cheap labour 
fór capitalist plantations and monopolistic firms was—at least primarily—the 
result of colonial economic policy.

As to the phenomena of rural indebtedness and unrest, Myint ascribes them 
mainly to “the peasants’ ignorance of markét conditions ... their lack of economic 
strength to hold out against middlemen and speculators”.44

Though he States that backward peoples as cheap unskilled labour, as peasant 
producers and alsó as consumers are faced with foreign monopolies (which are 
monopolistic buyers of their labour, monopolistic buyers of their crop and monop­
olistic sellers or distributors of imported consumer goods), his interpretation 
suggests that foreign monopolies did nőt force themselves upon backward coun­
tries bút were lured to them by the backward peoples themselves. According to 
Myint, the monopolistic position has evolved because the process of opening up a 
new territory fór trade is so risky and costly that it is only by offering somé sort 
of monopolistic concessions that foreign business concerns can be induced to 
accept the risks and the heavy initial costs. Myint does nőt mention that the 
governments which “induced” foreign companies to embark upon these risky 
and costly ventures and granted them concessions and privileges were usually 
nothing else bút the local representatives of the State power of the same country 
these companies came from or its puppets supported by force and money.

The fact that the expansion of foreign trade was unable to induce an over-all 
economic growth, and that the increasing export activity did nőt produce the 
multiplier effects on per capita income, is due, according to Myint’s model, to 
such counteracting factors as “the high turnover of labour, workers’ willingncss

*’ “Where a new crop is introduced, the cssence of its succcss as a peasant crop depends on 
the fact that it does nőt rcpresent a radical departure from the existing techniques of produc­
tion ... If this condition is nőt fulfilled, the peasant system soon gives way to the plantation 
system or the peasant is so supervised and controlled that he is reduced to the status of a 
wage-earner except in name.” (See H. Myint: op. cit., p. 120 and the footnotc.)

41 H. Myint: op. cit., p. 125.
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to accept very low wages, the conviction among employers that the supply curve 
of labor was backward sloping, and the generál lack of industrial skills, which 
made entrepreneurs feel that it was difficult to recruit an adequate labor force.45

And as to the one-sided specialization in the international division of labour it 
has nőt resulted in adequate economic development only because the backward 
countries “have nőt succeeded in building up a labor-intensive export trade to 
cope with their growing population”.46

Thus Myint's model, too, represents the harmful effects of the external factors 
as the consequences of the adverse phenomena of internál development.

The turning inside out of the external growth-inhibiting factors and explaining 
them by internál factors is particularly striking when Myint speaks of the two 
aspects of underdevelopment, of the objective and the subjective ones.47 On the 
objective side we find the well-known vicious circle of the internál limiting forces 
(low per capita productivity and incomes), while the external factors appear mainly 
on the subjective side as the false forms of consciousness of backward peoples. 
Getting acquainted with new ways of life imported from the outside world the 
backward peoples develop new wants and aspirations that cannot be matched 
by a corresponding increase in their earning capacity. The result is “a Progressive 
maladjustment between wants and activities, the former outstripping the latter at 
each round of education and contact with the outside world”. This gives rise to 
“the explosive feeling of discontent" which makes slogans about “imperialistic 
exploitation” all the more credible. But the reason why the earning capacity and 
economic activity of backward peoples cannot grow accordingly is because “they 
cannot successfully adapt themselves to the new economic environment shaped 
by outside forces”. Thus, in the last analysis, it is nőt the monopolies, foreign capital, 
the specialization fór export, the activity of the middlemen, racial discrimination, 
etc. that are responsible fór the present state of the underdeveloped countries, 
but their peoples themselves, as they have been unable to adapt themselves to the 
new circumstances.

Thus the final conclusion is the old one: underdevelopment is nőt the conse­
quence of external causes but of internál ones. Myint concludes his comments on 
monopolies by referring to Schumpetcr according to whom “the growth of mono­
poly ... might actually favour technical innovations and economic development”. 
And adds that “monopoly was an essential clement in the ‘opening-up’ process 
of the backward countries to international trade”.48 Applying I. K. Galbraith's 
terminology of “countervailing power”40 Myint declares that “economic back-

“ B. Higgins: op. cit., p. 348.
Ibid., p. 349.

*’ H. Myint: op. cit., pp. 115-117.
4,1 H. Myint: op. cit., p. 128.
M Pleading the causc of monopolies in his book cntitled: American Capitalism: The Con- 

cept of Countervailing Power, 1. K. Galbraith sets forth the following theory: In the developed 
countries, chicíly in the USA, the growth of monopoly has been accompanied by the growth 
of "countervailing power" on the opposite side of the markot (i.e. that of trade unions, co- 
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wardness may be described as a phenomenon which arises because the process of 
‘economic development’ has been too rapid (?!) and the initial conditions too 
unfavourable to give rise to an effective ‘countervailing power' to check the ‘foreign 
economic domination’ of the backward peoples”.00

In other words, the monopolies, foreign economic domination, and the so-called 
“disequalizing factors” cannot be made responsible, according to Myint, for the 
present State of backward countries. On the contrary, they are expressly growth- 
promoting factors. The only trouble is the lack of an adequate countervailingpower.

Another variant of the explanations tracing the external factors of underdevel­
opment back to internál or even partly subjective ones can be found in Ragnar 
Nurkse's theory.51 Nurkse alsó admits that the inflow of foreign capital does nőt 
necessarily lead to the breaking of the vicious circle. This is, however, in his view, 
nőt because of the very natúré of foreign investments and even less due to the 
domination of foreign capital or colonization, bút rather to the circumstances 
peculiar to underdeveloped countries. Nurkse denies that the so-called colonial 
type of investment, in mines and plantations producing for export, was generally 
characteristic of foreign capital investments in the 19th century or later. In support 
of this statement he draws the line between the investments by foreign priváté 
capital and the investments by public authorities from foreign funds, and declares 
that only the former tended “to shy away from industries working for the domestic 
markét in underdeveloped areas and to concentrate instead on primary production 
for export to the advanced industrial centres”. While the latter, which ccnstituted 
the major pari of totál investments, served the development of infrastructure 
(transport and public Services).

Thus Nurkse sets against each other, as a matter of fact, the two types of colonial 
investments: the investments in primary production, on the one hand, which were 
directly aimed at the exploitation of colonies and the investments, on the other, 
which served colonial exploitation only indirectly, by creating the necessary con­
ditions for it.

Bút this confrontation is historically unjustified. It is commonly known that 
the first step in establishing a colonial economy was the construction of transport 
and Communications, i.e. the development of the infrastructure, and it was this 
very step that provided the basis for starting primary production and for trans- 
porting its products to the “mother” country. To be convinced that the construc­
tion of transport served the very purpose of colonial exploitation consciously

operatives, farmers’ associations, etc.). Sincc the growth of monopoly increases the gains 
from building up the “countervailing power" and induces its growth, this provides a new self- 
regulatory mechanism which promotes economic development Thus according to Galb- 
raith the automatism of free competition is succeeded by the automatism of monopoly and 
the corresponding “countervailing power”, in order to ensure the harmony of the economy.
“ H. Myint: op. cit., pp. 128-129.
51 R. Nurkse: op. cit., and Somé International Aspects of the Problem of Economic Devel­

opment. The Economies of Underdevelopment. Ed. by A. N. Agarwala and S. P. Singh. 1958, 
pp. 256-271.
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and purposefully, it will suffice to take a look at the railway map of these countries. 
The railway lines, instead of connecting the various economic areas of the country 
in question, run between the sources of raw materials and the seaports handling 
their export to the metropolitan country. Thus public investments in infrastruc- 
ture and priváté investments in primary production were organically complemen- 
tary, which was only natural as both of them served usually the interests of the 
same monopolies that penetrated—by the assistance of the colonial government— 
the economy of the country in question. The only difference was that in the former 
case it was the taxpayers of the “mother” country and the colony that had to 
bear the burdens of financing the infrastructural investments to relieve these 
investing monopolies of the costs of building transport facilities.

As to the colonial natúré and detrimental impact of priváté investments, Nurkse 
maintains that the allocation of priváté business capital in the various sectors of 
economy is governed simply by the actual economic conditions and nőt by any 
supposed “sinister conspiracy” or “deliberate policy”. Nurkse alsó applies to 
international investments the distinction between “induced” and “autonomous” 
investments. Since the direct investments of foreign priváté capital belong to the 
category of induced investments (i.e. investments that have to be induced by 
tangible markét demand), it is natural that these investments are concentrated 
in the export sector. Here “investment was induced by the investing countries’ 
own demand”, writes Nurkse.52

These statements of his go to show that the direction of foreign capital invest­
ments is determined simply by profit considerations fitting local circumstances. 
This is indeed so, and it is nőt necessary at all to presume fór every case a prede- 
termined, deliberate “sinister” policy! Ifcertain conditions have alreadydeveloped, 
they will so to say reproduce themselves, unless a countervailing force develops. 
The process of capital investments has in fact a certain automatic, spontaneous 
mechanism simply fór the reason that capitalistic conditions exist. The only trouble 
is that Nurkse does nőt say a word about how these conditions came to be estab- 
lished and how the activity of the foreign monopolies preserved the “local circum­
stances” (narrow domestic markét, cheap unskilled labour, low rate of domestic 
accumulation, etc.). It is nőt the aim or motive of invcstors bút the impact of 
investments that is dcbatablc from the vicwpoint of social and economic develop­
ment. Bút Nurkse pleadsfor the so-called colonial typc of investments even from 
this point of view: “Foreign investment in extractive industries working fór export 
is nőt to be despised, since it usually carries with it various direct and indirect 
benefits to the country where it is made.”53 He does nőt concern himsclf with a 
thorough analysis of the relationship between economic underdevelopment and the 
adverscconsequenccs of these investments and their distorting effect on the eco­
nomic structure.

If, however, public investments in infrastructure, which constitutc the larger 
perccntage and arc independent of markel impulse, i.e. “autonomous”, arc nőt

° R. Nurkse: op. cit. The Economies of Underdevelopment, p. 261.
“Ibid. (My italics. — T. S.)
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of a colonial natúré, as Nurkse maintains, and, further, if the priváté business 
investments in primary production, which are called “colonial” only by mistake, 
result in benefits fór the poor countries, then the only question that must be 
answered is this: Why does the inflow of foreign capital nőt ensure under all 
circumstances the breaking of the vicious circle? And it is particularly at this 
point that Nurkse turns the adverse effect of the external factors inside out when 
answering this question by referring to the idea of the so-called “demonstration 
effect”.54

The demonstration effect means that backward peoples become familiar, by 
rádió, television, films and personal contacts, etc. with the living conditions of 
advanced capitalist countries, and this is reflected in their propensities to consume.

Nurkse asserts that it is nőt only the absolute bút alsó the relatíve level of reál 
income that determines the capacity to savé. Therefore it is possible and quite 
usual that with reál income growing absolutely—bút decreasing relatively, i.e. in 
relation to advanced countries—the level of savings, instead of growing, decreases 
because, as a result of the demonstration effect, the generál propensity to consume 
grows. The fact that backward peoples become familiar with the pattern of Ameri­
can consumption and try to copy it55 brings about the tendency of restricting 
development funds. The intensity of the attraction exercised by the consumption 
levels of advanced countries varies depending on the size of the gaps in reál 
income and consumption levels and alsó on the extent of people's awareness of 
them. This attraction affects nőt only voluntary personal saving bút may alsó 
cause political difficulties in using taxation as a means of compulsory saving in 
that increased taxation burdens may give rise to discontent among the population.

The result of the demonstration effect is the inflationary spirál and the persis- 
tent tendency towards disequilibrium in the balance of payments. If the differences 
in living standards are very large and widely known, then these exert an upward 
pressure on the consumption propensity. In this sense the balance of payments 
deficit means that the population of the country “tries to live beyond its means”.58

Nurkse’s analysis of the operation and consequences of the demonstration 
effect is in itself a considerable and valuable contribution.57 The consideration of 
this effect is indispensable in almost every aspect of the economic policy of the 
young, ex-colonial countries. The satisfaction of increased consumption demands 
really means serious problems in the newly independent countries. Familiarity 
with higher consumption levels induces the leading strata of society, especially 
where they consist of feudal or semi-feudal elements, to increase their unproductive,

S1 About this concept see J. S. Duescnberry: Income, Saving and the Theory of Consumer 
Behavior. Harvard (Jniversity Press, 1949.

Nurkse adds: “It is always easier to adopt superior consumption habits than improvcd 
production methods.” (R. Nurkse: op. cit., p. 264.)
“ Ibid., p. 267.
” It should be added that Nurkse’s scientific results cannot be narrowed down of course to 

the demonstration effect. Nurkse’s idea of “balanced growth” is well worthstudyingin partic- 
ular, bút it does nőt pertain, in a strici sense, to the subject of this chapter.
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luxury expenditures. And as regards the last conclusion he draws from the anal- 
ysis, it rightly justifies the “self-reliance” policy by stressing the necessity of 
domestic efforts fór mobilizing the internál potential resources.58

Bút do we think along the right lines if we consider that the backward peoples 
are themselves responsible fór their low consumption levels and the underdevelop­
ment and “open” character of their economies?! And if we keep silent about 
other, determinant external causes which keep their economies in an underdeveloped 
and “open” State and make no distinction between the different strata of society, 
is it nőt exactly those who are the poorest of all humanity and live in utmost 
poverty and under unbearable sanitary conditions that we advise to savé and 
restrict their consumptions?!

It is fór this very reason that the reference to the demonstration effect cannot 
be accepted as an explanation (nőt even as a partial one) fór economic under­
development. It is unacceptable to claim that the negative role of advanced capi­
talist countries manifests itself only or mainly in demonstrating their higher living 
and consumption levels and creating thereby “exaggerated” demands in backward 
peoples.

As far as the economic relations between advanced and backward countries 
and their effects are concerned, it is of course nőt simply the positive or negative59 
demonstration effects, nőt even the direction of foreign capital investments or the 
trend of the terms of trade that constitute the crucial problem. What really matters 
is in essence the question of the international division of labour. The crux of the 
matter is why the international division of labour has developed in such a way 
that the role of primary producers and suppliers has been assigned to backward, 
former colonial countries, and how this international division of labour functioned 
and is functioning today, and what consequences result from it. And even if 
several non-Marxist economists, especially the economists of the underdeveloped 
countries, realize the harmful consequences and recent disturbances of this divi­
sion of labour,80 a considerable number of western economists81 find the role 
assigned to the underdeveloped countries in the international division of labour 
quitc natural, and indicate the direction of further development accordingly. 
By referring to Ricardo’s theory of comparative advantages™ and to the rcquire-

” "The upshot is that external resources, even if they become available in the most dcsirable 
forms, arc nőt enough. They do nőt automatically providc a solution to the problem of capital 
accumulation in underdeveloped arcas. No solution is possible without strcnuous domestic 
efforts, particularly in the fleld of public fináncé." (R. Nurkse: op. cit., p. 271.)

6* We wish to note that several economists deny the cxclusivcly or chicfly negative natúré of 
the demonstration effect and, in disagreement with Nurkse, point out that demonstration 
may alsó have a positive, stimulating effect leading to productive efforts to create the con­
ditions fór a higher consumption level.

80 This is alsó proved, among others, by the Prcbisch report to the World Trade Conferencc.
•' E.g. J. Viner, O. Habcrler, F. Benham, A. K. Cairncross, Hanscn, Chase, Buchanan, 

Cole-to mention only somé of the bcst-known economists.
•’ In the debate on the problcms of the international division of labour, arranged oy 

UNESCO in Brusscls in October 1960, western economists, almost without exception, is­
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ments of the optimum allocation of the factors of production (natúré, labour, Capi­
tal), they declare that the present international division of labour has developed 
on the basis of the natural differences in production costs—and nőt as an artificial 
product of colonization—and, consequently, each country has specialized in the 
production of those products it can turn out at the lowest comparative cost level. 
In other words, the kind of division of labour so developed must be regarded as 
optimum, and it is nőt expedient to carry out any considerable change in it. 
Consequently, the foreign trade relations that represent this optimum international 
division of labour are favourable fór the underdeveloped countries, too.63

Thus the orthodox western economists consider this division of labour between 
primary producing and industrial countries as the natural consequence of internál 
conditions. And if incidentally any harmful effects or transitional difficulties arise 
at all from this division of labour, it is, in the last analysis, alsó due to certain 
internál circumstances.

Denying the fact of one-sided dependence they talk about the “mutual inter- 
dependence” which has arisen as a result of this natural division of labour between 
advanced and backward countries. They emphasize that fór the latter to achieve 
rapid economic development it is nőt necessary to substantially change the pattern 
of production, to carry out industrialization. Both the interest of the underdevel­
oped countries themselves and the considerations of the most rational interna­
tional division of labour require that they continue to be suppliers of raw materials 
to the industrialized countries and buyers of their manufactured goods. It is only 
in this way, say these economists, that the optimum allocation of the factors of 
production, supported alsó by foreign capital investments, can be ensured.

In their view, the influx of foreign capital should continue to develop in accord- 
ance with the consideration of the optimum international allocation of the 
factors of production and this mechanism should nőt be interfered with by drastic 
measures. What this amounts to is that foreign capital should continue to be 
concentrated in the primary-producing export sectors as this suits best the opti­
mum of international co-operation simply because this has been so hitherto.

Even Myint who, as we have seen, has gone a long way in revealing the dctri- 
mental effect of the present international division of labour and foreign capitai 

cussed the questions of international trade from the somewhat modernized position of 
Ricardo’s theory of comparative costs. A. K. Cairncross, professor of Glasgow University, 
in particular tried to prove that foreign trade, developed on the basis of comparative costs, 
was favourable fór the underdeveloped countries, too.

Myrdal, as we have seen, is of a complctely different opinion. He says: “On the inter­
national as on the national level trade does nőt by itself necessarily work fór cquality. It may, 
on the contrary, have strong backwash effects on the underdeveloped countries A widening 
of markets often strengthens in the first instancc the rich and Progressive countries whosc 
manufacturing industries have the lead . . . while the underdeveloped countries arc in contin- 
uous danger of seeing even what they have of industry and, in particular, small-scalc in­
dustry and handicrafts priced out by cheap imports from the industrial countries " (G. 
Myrdal: op. cit., pp. 51 52). Similarly, we could alsó quotc the critical articles of Singer, 
Prebisch and others on the existing international division of labour. 
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investments on the State of backward countries, and in analysing the “disequalizing 
effects” stemming from international trade itself, refers to the principles of the 
“maximization of the totál world output” and the “optimum allocation of the 
world’s capital resources” in the context of loans to be extended to underdevel­
oped countries. In accordance with these principles, “loans should continue to be 
made strictly on the productivity principle”.04 Myint comes to this conclusion on 
the basis of a distinction made between “underdeveloped resources” and “back­
ward peoples”. The development of the “underdeveloped resources” brings out 
the “productivity principle”, and the improvement of the present State of “back­
ward people” the “principle of needs”. It may lead to harmful consequences, says 
Myint, if these principles are mixed up in the policy of granting loans and aid to 
backward countries.

It follows from the productivity principle that it is expedient to grant loans fór 
productive purposes only to countries (or sectors within a country’s economy) 
where the “social productivity” of the capital supplied is maximum on a world 
scale. This means nőt only that, given the present structure, conditions and costs 
of production, the loans would be available fór most of the underdeveloped coun­
tries only fór the development of primary production, bút alsó that it is nőt reason- 
able to grant loans fór productive purposes to every underdeveloped country. 
“The social productivity curves of investment must be constructed objectively, 
and independently of our value judgements concerning needs. This means that 
capital should nőt be divcrted in the form of low interest loans or grants to the 
poorer countries simply because they are poor. ’0j

Conversely, aid fór the improvement of the conditions of the backward people 
should be granted on the basis of the principle of needs.w Thus, in contrast to 
loans made in the form of capital goods, “grants should be made in the form of 
final consumcrs’ goods and Services”. As “individuals and governments in under­
developed countries sometimes (ind themselves with large sums of money which 
they cannot profitably or safely invest locally”, it is more reasonable to distribute 
the grants as free gifts in the form of consumers’ goods and Services.1’7

This rigid confrontation of the “principle of productivity” and the principle 
of needs”, and the subordination to them of the capital export and aid policy 
may secm perhaps rational from a certain abstract point of view of world economy. 
Provided there is a single integrated, homogeneous world society together with 
a system of planned and fair redistribution of the world’s incomcs the allocation 
of the capital investments and the bcncfits to satisfy local needs could well be

01 H. Myint: An Interprctation of Economic Backwardness. The Economies of Underdevel 

opment, p 101.
II Myint: op. cit., p. 101. , .

«n On the other hand he admits that “a policy of a morc equal redistribution of Internationa 
incomcs based on the purc principle of needs . . . does nőt touch the heart of '''c 
fundamcntally the problem of the underdeveloped countries is nőt merely ihat te' 
equal distribution of final incomcs bút alsó that of unequal participation in the p 
economic activity." (H. Myint: op. cit., p. 103.)

•’H. Myint: op. cit., pp. 101-102.
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rationally separated according to these criteria. However, economic and social 
processes take piacé as yet mostly within the framework of national economies 
and societies (or even smaller units), and the distribution of economic resources 
and the allocation of capital investments cannot be made even within this frame­
work strictly on the basis of the principle of economic efficiency. (A case in point 
is the government policy aiming at developing the backward regions or minority 
areas in the advanced countries.)

On the other hand, economic efficiency and the so-calied comparative advantages 
are very relatíve concepts. Even the “static” comparative advantages based upon 
natural endowments may often appear nőt static at all. (When fór example un- 
expected geological discoveries change the picture of natural endowments that 
has already been accepted as final, or when new technological processes, scientific 
and technical inventions make suddenly certain potential resources exploitable.) 
This is true to an even greater extent of the far more important group of com­
parative advantages that we might call “dynamic”.08 These “dynamic” advantages 
which are much more determinant fór economic efficiency than the “static” ones, 
manifest themselves in the economic environment, tlie existenceof external econ­
omies and the actual development level of the productive forces. The “compara­
tive disadvantage” of many underdeveloped countries in the processing industries 
is far more due to the latter, and concretely to the underdevelopment of these 
industries themselves, than to their natural endowments.

Myint’s views on the distinction between the principles of productivity and 
needs—though he himself sees “the unsatisfactoriness of trying to apply the 
static rules of the productive optimum to the problem of the underdeveloped 
countries” and the inadequacy of taking “the productivity curves of international 
investment on the basis of existing economic conditions in the developed and the 
underdeveloped countries”09—provide, independently of his intention, false 
theoretical arguments fór a policy of keeping the underdeveloped countries in 
their primary producing role and in their dependence on industrialized countries 
and their grants.

♦

In conclusion, let us survcy in brief the theories dealt with so far and sum up 
our comments on them.

1. It has become a fairly widespread practice in western economies to cate- 
gorize the “economically underdeveloped countries” on the basis of the quantitative 
indices manifesting the development levels of their productive forces. Evén the 
terms “backward”, “less developed” and "underdeveloped” countries arc based 
on the assumption of a simple “lag” in the development of productive forces.

However, a more thorough economic analysis will reveal that these quanti­
tative indices and criteria may cover up qualitative differences. Along with or in

•’Sec Prof. I. Vajda’s study in the May 1963 issue of Közgazdasági Szende. We shalt 
come back to this question in the next chapter.

69 H. Myint: op. cit., p. 101.
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spite of the quantitative differences among themselves, the so-called “third world”, 
i.e. ex-colonial or semi-colonial dependent countries are de facto distinguished 
from the advanced capitalist and socialist countries by such common qualitative 
criteria which are related to their specific development and position in the world 
economy.

2. A number of economists see “economic underdevelopment” as a lagging 
behind in the development of productive forces due to the effects of certain 
growth-inhibiting, limiting or retarding factors. These factors are presented in 
various combinations, either in a co-existent or successive arrangement.

No doubt, somé of these factors really impede and limit development consider- 
ably and are alsó important from the point of view of economic policy. Most of 
them, however, are symptoms or consequences rather than causes of “backward- 
ness” (e.g. the underutilization of natural resources, low labour productivity, etc.), 
and therefore they require further explanation.

On the other hand, these factors are alsó closely interrelated, that is they are 
links in a series of mutual relationships. Consequently, these relationships and 
their forms of motion must alsó be analysed.

3. The combination of the limiting factors in various vicious circles does nőt 
solve this problem, nor does it provide an approach to the historical explanation 
of “economic underdevelopment”. It is true, on the other hand, that in this way 
certain relationships between the limiting factors can be revealed and these rela­
tionships can be observed, ceteris paribus, in reality, too.

These relationships, however, are indeterminate in the last analysis, as they 
are interwoven. No account is given of why (after what historical antecedents, 
under what circumstances) these factors came to be connected in such a way: 
reproducing themselves on an identical level. If, however, this is their natural 
interconnection, and an abrupt, sudden quantitative change (a critical minimum 
effort) must take placc or an outside effect must come intő operation in one of 
the links of the vicious circle fór the circular movement nőt to be repeated on the 
same level, then the historical question must be answered: how did the now 
advanced countries manage to find a way out of the vicious circle?

4. The theories concentrating on the stages of economic growth, and demon- 
strating the generál process of the rise of a “mature” or “industrial” society by 
the example of the most developed capitalist countries, claim to provide a histori­
cal explanation. Their approach and outlook are essentially the same as those of 
the vicious circle theories: somé countries are farther ahead than others on the 
road of the same development process (as shown by certain economic-statistical 
indices). “Economic underdevelopment” means simply alag, a lower but natural 
and inevitablc stage of growth. The only diffcrence in outlook is that these theories 
lay emphasis on the existence or lack of the preconditions fór attaining the higher 
stage (“take-off" or maturity) rather than on the growth-inhibiting factors. 
Interest is focussed on the explanation of growth rather than that of lagging behind. 
how did the present-day advanced countries manage to reach the higher stages 
of growth? Then, if the economic statistical indices marking the development 
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levels of the productive forces are alsó indicative of the degree of the societies’ 
maturity, then the present-day underdeveloped countries represent the earlier 
stages in the social development of the now most advanced capitalist countries 
which provide thereby a pattern for the development of the backward countries. 
And since these theories are alsó intended to idealize capitalism as society, and 
nőt only its productive forces, therefore the surface phenomena of capitalist 
society, its propensities, customs, the way of thinking, institutions, etc. are mark- 
edly expressed and emphasized in the outlined pattern of development.

The confrontation of backward and advanced countries at different stages of 
growth is alsó manifested by the sociological theories of underdevelopment. They 
compare the ideál pattern variables of the traditional, supposedly original society 
with those of the modern advanced society, — completely disregarding the reál 
pattern variables, the heterogeneous socio-economic characteristics of under­
developed countries and those world-economic processes that determine the 
development of both the underdeveloped and developed countries.

Bút in order to demonstrate the present State of underdeveloped countries as 
only an earlier bút otherwise generál and natural stage of growth, it is necessary 
to project it back, together with somé of its undeniable characteristics, intő the 
pást, intő the history of the now developed countries. Bút precisely this projection 
intő the pást reveals the deficiency of this “historical” explanation, the unstable 
basis of the whole theory. For even if certain similar characteristics related to somé 
external, international factors can be demonstrated, with more or less strain, in 
the earlier historical periods of several developed countries, they certainly cannot 
be found in the case of the country (or countries) that was first to take off. In other 
words, the basic difference in the process of growth will inevitably show itself, 
and precisely in the different character and opposite role of the external factors.

It is possible to meditate on and discuss the question what stages of growth a 
given society passed through, what internál factors accelerated or retarded its 
development as long as this society developed independently. (It would be pcrhaps 
nőt out of piacé to investigate what development level, what “stage of growth” 
the West-European and the Tropical-African societies attained respectively beforc 
the 15th century, and what internál factors and endowments were responsible 
for their quicker or slower development,'0 and why exactly Western Europe came 
to be the colonizer and nőt the colony.)

Bút from the historical moment on when the development of two or more 
countries became linked up, and particularly if subsequently the development gap 
between them began to widen, it is no longer sufficient to talk about “lagging

™ It was Marx who gavcan historical answerto this question when hecalled Western Europe 
the first natural fatherland of capital on account of its natural, geographic and climatic en­
dowments favourable to the rise of capitalism (i.e. on account of its matéria! conditions and 
nőt of thesuperior “propensities”of its pcoplc). At the same time he rcvcaled thegenerál trend of 
development of humán society, pointingout that Western Europe’s development represented 
only one concretc form, a variant of this development, and that the same "stage” would have 
been attained independently and inevitably by other societies as well, at most a little latét. 
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behind” and “shooting ahead” bút we must alsó consider what positive and 
negative consequences this linking-up resulted in fór the respective countries. 
And if it turns out that in somé (or even only one, i.e. the very first) of these coun­
tries the “take-off”, i.e. the rapid economic development, was promoted intensively 
by the positive effects themselves of this relationship, while the same did nőt take 
piacé in the case of the others, then it alsó must be revealed what adverse effects 
this relationship had on the latter.

5. Perhaps it is the theoretical problem of exactly these external relationships 
or rather the practical manifestation of the harmful effects that has induced many 
economists to include the analysis of certain negative, “disequalizing” effects of 
the external, international factors in the explanation of the state of backward 
countries. Analyses of this sort represent the most valuable part of the under­
development theories.

Bút the majority of theoreticians, even if they admit the existence of certain 
negative external factors, regard them as relatíve and transitory, or pút down 
their adverse effects to internál deficiencies.

In reality, however, it is self-evident that if the growth-inhibiting internál 
factors themselves do nőt provide a sufficient explanation fór the fact of “economic 
underdevelcpment”, if scme of these internál factors do nőt follow at all from the 
irherent development cf a traditional society, and, further, if the advanced capi­
talist countries owe their “take-off”, the breaking of the “vicious circle” in a nőt 
insignificant measure to the fact that they established international economic 
relations while the very same relations exert certain negative effects on the devel­
opment of backward countries,— then it is precisely these external, international 
factors and their effects that should be brought intő the focus of analysing the 
causes of present-day “economic underdevelopment”. Since the socio-economic 
development of these countries became linked up with the economies and societies 
of more advanced countries as a sort of appendix of them, it is the outward orien­
tation rather than the internál brakcs and obstacles that has basically determined 
their development and has diverted it from its original and natural course. There- 
forc, it is nőt the external negative effects which should be deduced from the inter­
nál relations, bút quite the contrary is justified both logically and historically, 
even if the effects work mutually in both ways.

By way of drawing the final conclusion from (his polemic chapter and of intro- 
ducing at the same time the next chapter of our study. let us point out that “eco­
nomic underdevelopment”—contrary to its literary sense and usual interpretation— 
does nőt mean simply a lower level in the evolution of productive forces, or merely 
a falling behind, a loss of tempó or time in economic or social development, nor 
does it represent a lower “stage” in the generál and natural process of growth 
(though this was or might have been the case prior to the rise of colonialism and 
capitalist world economy). It is the complex socio-economic product of a specific 
development, of a development which has been most closely interrelated with the 
development of the capitalist world economy as a whole, and which has been deter­
mined mainly by the latter, the external factor.
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PART TWO

THE CAUSES, SUBSTANCE, AND THE LAWS OF 
MOTION OF UNDERDEVELOPMENT.
A HISTORICAL-ANALYTICAL APPROACH





CHAPTER I

THE CAUSES AND CHARACTERISTICS 
OF “UNDERDEVELOPMENT”

The present economic State (including all problems involved in it) of the countries 
of the “third” world, the so-called underdeveloped or developing countries, is 
usually called and described in the relevant literature—as we have seen in the 
preceding chapters—as economic underdevelopment. This term refers to the gener- 
ally less favourable indices marking the lower level of the productive forces of 
the underdeveloped world, and is connected with the theory according to which 
these countries have fallen behind in the process of their historical development, 
have lost time and tempó, and consequently are now at an earlier, lower stage of 
the generál process of growth, i.e. they have been less successful and rapid in 
their own progress than the more developed countries.

Though there can be no doubt that the countries in question are economically 
backward (in the strict sense of the word, too) and less developed, and that the 
rate of economic development has been rather different in the different parts of 
the world, it is nevertheless nőt simply economic underdevelopment or backward- 
ness that is characteristic of the present state of the developing countries. As we 
have already tried to prove in Part One, in the polemic and critical survey of the 
interpretations of economic underdevelopment

- classifications made on the basis of economic-statistical indices cannot 
disclose the principal economic and social characteristics of the underdevel­
oped countries (as they fuse essential qualitative differences with quantitative 
samenesses, or separate qualitative samenesses on the basis of quantitative 
differences);

- the theories explaining backwardness by various internál obstacles and 
impediments to development are unhistorical and leave the question unresolved 
why similar hindering factors were nőt at work in the case of the now developed 
countries, and how factors of such a different natúré and origin came together in 
the case of the now backward countries;

- explanations conccming the earlier, lower “natural” stage of economic 
growth disregard essential differences between the present state of the under- 
developcd countries and the earlier state of the now developed oncs, the basically 
different external, international conditions of their internál development, and the 
diverging and disequalizing effects of the same world-economic process.

The interpretation of “economic underdevelopment’’ as a simplc falling behind 
may be a morc or less correct and acccptablc explanation fór that historical pasi 
which prccedcd the formation of the world economy, that is, the building up of a 
system of lasting economic relations and massive interaction of various parts ol 
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the world? This interpretation may provide an answer to the question why certain 
countries rather than others played a leading role in the development of the world 
economy and how the roles of the colonizer and the colonized were allotted to 
the various countries. Socio-economic development, owing to its internál laws 
and self-movement, leads from traditional society (primitive communism) through 
slavery and feudalism—or their peculiar mixture—to capitalism, which, after 
reaching a certain development level, produces, in the natural course of its further 
development and with the emergence of the world markét and world economy, 
the system of colonial and dependent countries, i.e. colonialism. From the 
“moment”, however, that this takes piacé (when colonialism, which paved the 
way fór the capitalist world economy and became part of it, appears on the scene), 
it is no longer correct to examine and evaluate the development of the individual 
countries solely on the basis of internál factors, or to attribute theii present State 
to an independent shooting ahead or lagging behind.

Therefore, the socio-economic State of the developing countries is nőt merely 
“economic underdevelopment”, nőt just a sign of their nőt having participated 
in development, of their having fallen behind in progress, bút it is the product of a 
specific development, which is most closely connected with, moreover derived from 
the development of capitalist world economy. Therefore only the analysis of this 
latter development can provide the key to the understanding of the present State 
and the growth problems of the developing countries.

To prove this, it will perhaps suffice to refer, by way of introduction, to two 
undebatable facts:

(1) The measure of economic backwardness in the strict sense of the word, 
i.e. the difference between the development levels of productive forces—which 
already existed at the time of the rise of colonialism and determined the roles— 
has grown even bigger since organic relations became established between the 
more and the less developed countries/

(2) In the economy and society of the colonial or dependent countries such 
factors, phenomena and alien bodies have developed, and the direction and natúré 
of their external economic relations have been established in such a way that all

1 We consider this more accurate definition to be necessary as, on the one hand, the un- 
folding of the world economy was prcceded and preparcd by the colonization of the 151h and 
I6th centuries, which interrupted the independent development of certain countries, while 
giving a boost to other, and, on the other hand, because the development of the world economy 
did nőt draw all societies at once intő the system of mutual effects and inlcractions.

2 Fór example, according to the calculations of S. J. Patcl, the share of the underdeveloped 
countries in the world income was 65 per cent in 1850 and 22 per cent in 1960. (S. J. Patel: 
The Economic Distancc between Nations: its Origin, Measurcmcnt and Outlook, Ihe Eco­
nomic Journal, No. 293, London, 1964, pp. 119 -131. Fór similar calculations or data sec alsó 
S. Kuznets: Underdeveloped Countries and the Prc-Industrial Phase in the Advanced Coun­
tries. The Economies of Underdevelopment. Ed. by Agarwala and Singh, Oxford University 
Press, 1958, p. 145, and R. T. Gill: Economic Development: Pást and Present. Prcnticc Hall, 
1963,’p. 3.)
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this nőt only cannot be derived from the actually attained level of their internál 
socio-economic development, bút it has alsó come intő conflict with this devel­
opment.3

1. THE CAUSAL RELATIONSHIP OF “UNDERDEVELOPMENT” 
WITH THE DEVELOPMENT AND CHANGES OF THE CAPITALIST 
WORLD ECONOMY
Hence the analysis of the present State of the developing countries must be started 
both historically and logically with the examination and evaluation of colonialism, 
or more precisely the capitalist world economy and international division of labour.

As far as colonialism is concerned, its evaluation can—and must—be effected 
from the viewpoint of generál humán ethics, i.e. of humanism on the one hand, 
and, on the other, from the viewpoint of objective historical development, the 
latter being obviously closer to our subject. As to the former, it is self-evident and 
unambiguous that only the most severe judgement can be passed on colonialism 
in view of the immense and almost inconceivable suffering and humiliation it 
brought upon the subjugated peoples. The aboriginal population of America 
was almost completely wiped out, about 100 millión Africans4 were either dragged 
away or killed in the slave trade—and all this was only the beginning. And where 
arc the thousands who suffered and feli victims to wars, prisons, concentration 
camps and racial diserimination?!

Nothing can exonerate from responsibility those who carried out, directed or 
ideologically defended and supported this colonization! In comparison, the 
activity of the missionaries, the improvement of public health and education, the 
introduction of certain positive elements of the European culture, that is, the whole 
“civilizing mission” can only be regarded at most as an insignificant “attenuating 
circumstance”—if all this was nőt intended as a service needed fór subjugation. 
Bút even when passing this judgement we must nőt forget that the responsibility 
rests nőt with nations or peoples bút with social classes, the leading strata of certain 
societies. We must bcar in mind that their success in rcaching their high position, 
in establishing their power and wealth was based upon and started with the 
suffering and exploitation of their owh people.5 Colonialism was nőt simply the con­
flict of “races”, of peoples and nations, bút the conscquence of the cmergcnce and 
world-widc development of a certain social system. In this sense the morál evalu­
ation cannot be separated from assessment (in respect) of the objective. historical 
processes.

* Again we can alsó refer to numerous non-Marxist economists (e.g. Francois Perroux. 
Dawson, Prcbisch, Arthur Lcwis, Myrdal, etc.) who in one way or another point out and 
analyse the lack of internál integration, the dual socio-economic structure, the fact of the 
“enclaves”. .

4 Sec A. Hanton: Decision in Africa. New York, 1956. and Du Bois: The Negro. New Y®rk
• Here we can refer nőt only to the extreme misery and exploitation of the British working 

eláss in the period of the cmergcnce of industrial capitalism bút alsó to the cruel suppression 
of the Scotch and Irish peoples by the British ruling eláss.
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It would lead to a one-sided value judgement if we assessed the role of coloni­
alism without analysing the objective historical process, by simply flying intő a 
passión over the untold suffering and perhaps even conceiving a strong hatred 
fór the people and “race” of the colonizing country;6 if, in addition to the bar- 
baric, inhuman subjugation, we only referred to what colonialism failed to do, 
e.g. to the fact that it did nőt develop the manufacturing industries of the colonized 
country, did nőt care fór the cultural development, education, public health and 
social security of the subjugated peoples, etc.; if we accounted fór all theseundoubt- 
edly true charges by the subjective aims and passions of people who carried out 
colonization; if, in other words, we traced these charges back to the negative 
qualities of mén, peoples and “races”, their morbid instincts and cruel, selfish 
inclinations, or only to the policy of the colonizing powers; if, in this way, we 
conceived colonialism as the conflict of “races” and cultures,7 and if we explained 
imperialism simply as a policy.

This one-sided view is in fact the inverse equivalent of the world outlook which 
explains away economic underdevelopment by referring to the unfavourable 
qualities of “inferior” peoples, and regards colonialism and racial discrimination 
as the mission and self-defence of “superior races”.

8 Sometimes even theoreticians professing Marxist views are liable to make this mistake. 
Franz Fanon e.g. (Les Damnés de la Térré. Paris, 1961) presents colonialism and the collapse 
of the colonial system as the dialectics of violence. The first phase of violence is the open vio- 
lence of colonizers against the colonized. In the second phase the violence develops as a mystic 
energy in the colonized people, bút turns inward fór the time being. In the third phase this 
violence finally finds its reál object, its adequate form, and turns against the colonizer. And 
since, according to Fanon, social stratification in the colonial world was determined basically 
by racial factors, colonization and the national liberation movements may seem to be the 
conflict of violence arising from the inner emotions and subconsciousness of the different 
“races”.

Fanon rather misunderstands the essence and inherent laws of colonialism and the capital­
ist system and world economy. Fanon’s trend of thought could alsó be used as a “foundation” 
fór a new racial ideology, and owing to the over-emphasis Iáid on the supplcmentary, secon- 
dary, surface fcatures of colonialism, and on the phenomena of the political sphere, it may 
exert in addition a demobilizing effect on the struggle fór economic liberation and indepen- 
dence. And his conclusion that instead of the rather “spoilt” proletárját, the truly revolution­
ary eláss of the colonial world can only be the rural working population, i.e. the pcasantry 
(see alsó Chapter III. 2. about this), which has remained outside the capitalistic relations in- 
troduced by foreigners, bút which has suffered most from the violence of the colonizers, dis- 
regards the inner laws of motion of the dual colonial economy and society. Besides, by neg- 
lecting the social laws arising objectivcly from the development of productive forces, it leads 
to utopistic, romantic illusions conccrning the possible ways of socialism.

Fór a more detailcd criticism sec I. Marton’s study: Újabb harmadikutas koncepció a 
Harmadik Világ fejlődéséről (A New Third-Way Concept of the Development of the Third 
World). Tájékoztató, No. 3, 1963.

’ It would nőt be out of piacé to refer here to President Lcopold Scnghor’s theory. The sub- 
jectivist world outlook of his work (Négritude et Humanisme), born perhaps from Frcnch 
existentialism and presenting the conflict of colonizers and colonized as the confrontation of 
certain, vaguety defined, psychocultural communities, takes us a long way from the historical 
interpretation of the State of the underdeveloped countries. from the understanding of the
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Whatever direction racial ideology may have, it is nőt only deeply reactionary 
and inhuman, bút alsó impedes the understanding of reál processes with its pre- 
judiced views.

And as to the interpretation of imperialism as a policy, it alsó leads, even if it 
does nőt trace this policy directly back to subjective humán qualities, to the same 
consequence. Fór as far as a policy in generál is independent of the inherent laws 
and tendencies of a given economic system and the social relations rooted in the 
latter, it really can only dérivé from personal qualities being gifts of heaven or 
hell. Far from intending to underestimate the significance—and, at certain his­
torical moments, even the decisive role—of the personal qualities of those in 
power, it seems to be rather childish to assume a whole and long historical period 
to be simply the result of the unfortunate coincidence, in a number of countries, 
of people coming to power with the same propensity to run an imperialist policy. 
Moreover, such an assumption would lead to an absurd conclusion: it would take 
only somé new elections and the reshuffling of a few cabinets in the countries 
concerned, rather than the structural transformation of the socio-economic 
relations to eliminate imperialism as such.

If colonialism were merely the conflict of “races” and cultures, or the manifes- 
tation of a certain imperialist policy, then the formai liberation of enslaved “races” 
and cultures, or the withdrawal and disappearance of the colonizing policy would 
seem to radically change the situation. Starting from this assumption, it is equally 
possible to arrive—without any logical twist—both at the practical acceptance of 
complete economic submission, of the greatest possible opportunism (only the 
open political forms of colonial rule should be abolishedl), and at a racial ideology 
proclaiming, and tending to realize by force, a new superiority.

However, such an approach would make it impossible fór us to find out what 
reál processes determine or influence the State and development of backward 
countries.

Bút even the critiquc of colonialism becomes weak and ineflective if merely 
the negative features of the colonial system are taken intő account. The evaluation 
of historical phenomena must be done historically, in a historical perspective, 
with due consideration nőt only of the sacrifices bút alsó of the lasting achieve- 
ments. The apologists of colonialism may justly argue by saying that the develop­
ment of societies in generál rcquircs substantial sacrifices, and that we judge tbc 
ancient Grcck and Román slavc societies nőt only by the tcrriblc fate of the slaves 
bút alsó by their achievements. They can justly set against the negative features 
of colonialism those positive phenomena which are undoubtcdly connected with 
its emcrgence and development.

reál essence of colonialism, and provides the basis fór faulty conclusions conccrning the pros- 
pects of future development. Senghor’s “socialist" view based on a négritude-concept inter- 
woven with the cult of traditions and a subjcctivist, obseure and in the last analysis racial 
ideology makes the reál economic relations and the pre-conditions fór a socialist deve op- 

ment hazy.
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Who would deny the existence of the few modern towns, sea and- airports, 
mines, or modern hotels and hospitals, etc. that were established even in the most 
backward colonies by the colonial governments and companies?! And who would 
deny that the systematic contact with the world markét, the existence of large 
export-producing plantations, the expansion of the monetary sector were alsó 
due to the mechanism of colonialism ?!

It follows from this that we must take colonialism—together with its positive 
and negative features and consequences—fór what it is: the objective product of 
capitalism developed at a certain stage of the historical development of humán 
society.

Historically, it can be assessed first of all as the promoting and accelerating 
factor of unfolding capitalism and as the materialization of a peculiar international 
division of labour.

And since, from the point of view of its after-effects and the resulting economic 
phenomena and processes, it was less the “early” capitalism, the 15th— 16th 
century conquests, bút rather the building up of the colonial system, the economi­
cally established colonialism, i.e. the colonial system of monopoly capitalism as it 
emerged in the last decades of the 19th century, that played the decisive role, 
therefore, when exploring the present state of the developing countries, we must 
alsó direct our attention to the latter, more precisely to the international division 
of labour and its changes brought about by colonialism. (This does nőt mean, 
however, that we want to underestimate the effect of “early” capitalism on, and 
the role it played in, promoting the development of West-European countries and 
stopping or hindering the independent development of the colonized countries. 
It was in early capitalism, after all, that the ways partéd and the gap began to 
widen! Bút the mechanism that organically connected these two ways of develop­
ment and formed the present picture of the developing countries camc intő being 
only later, in the economic system of colonialism.)

Colonialism is therefore primarily and basically an economic phenomenon, an 
economic cause and effect. Its motive force derives nőt from subjective cmotions. 
nőt from a Freudian “violence”-complex, nor from an unselfish disposition 
undertaking “the mission of civilisation” and nőt even from the conflict of 
“races” and cultures, nor simply from political tendencies. Its attending phe­
nomena and surface manifestations should nőt lead us astray as to its inner 
economic core.

Already early colonialism was organically connected with the economic phenom­
ena and laws of motion of unfolding capitalism. West-European society, whosc 
representatives appeared in the remotest parts of the world, on the coasts of Africa 
and America and in the countries of Asia in the 15th- 16th centuries when coloniza- 
tion began, was a society in a special phase of its development, a society under- 
going its greatest transformation. This was the time of the rise of new social rela­
tions, already growing within the womb of feudalism, the emergence of capital, 
which then appeared on the scenc still in its ancicnt form as merchant capital, to 
break down the old rclationships within which it had developed, to disintegratc 
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the feudal mode of production and give way to the new relations in which it could 
penetrate intő and get possession of the sphere of production.

It was the time of primitive accumulation in which the emerging capital trans- 
formed society with merciless speed, according to its own interests, and enslaved 
foreign peoples with the same cruel greediness with which it created its own social 
basis; the eláss of people expropriated, expelled from their land, deprived of their 
means of production and compelled to work in the hell of capitalist manufacture 
—the proletariat. This was the heyday of merchant capital in West Europe when 
the instinct of the new society, the hunt for surplus value, began to assert itself 
in the disintegrating old society. This pursuit of profit, as production was still 
carried on on a feudal basis, took the form of commercial profit-making, the 
acquisition of tangible money, of gold. Bút to get rich in commerce, to get hold 
of more money, of gold, is possible only if the exchange is uneven, if one party 
always wins while the others constantly lose. Bút the possibilities of a lasting and 
repeated uneven exchange are very limited within the society of a given country, 
so the activity of merchant capital was directed from the beginning to the outside, 
to foreign countries. The ideology of merchant capital, mercantilism, points to 
foreign trade as the source of a country’s enrichment and sees the way to increase 
the nation's wealth in importing as much gold as possible intő the country, while 
exporting as little as possible, preferably nothing out of it.

These were the economic motives of the open cruelties, robbery and piracy of 
“carly” capitalism, while the subsequent mass slave-trade and slavery institution- 
alized for centurics was nothing more than the world-wide process and organic 
part of “primitive accumulation”.8

The colonial system established in the last third of the 19th and the beginning 
of the 201 h century was bút the spccific manifestation of the world-wáde expansion 
of the already developed capitalist mode of production, which had outgrown its 
national limits, the form of a peculiar international division of labour in an unfolding 
capitalist world economy. The building up of the colonial system, the economic 
cstablishmcnt and transformation of the colonies was an important phase in the 
development of the world economy.

The coming intő being of the world economy was a significant step forward 
in the historical development of humán society, proving that capitalism was of a 
definitely higher and morc developed character than any other previous socio- 
cconomic system. Bút it follows from the very substance of the capitalist system 
that this, essentially positive, historical fact has bccomc the source of the sharpest 
conflicts and most striking inequalities, subjugation and exploitation.

It is true of course that the integration intő the world economy, the world 
markét, the breaking up of the old, often rigid and stagnant or slowly developing

" “The discovery of gold and silver in America, the extirpation, cnslavemcnl and entomb- 
ment in mines of the aborigina! population, the beginning of the conqucst and looting of the 
East Indies, the turning of Africa intő a warren for the commercial hunting of black-skins, 
signaliscd the rosy dawn of the éra of capitalist production.” (K. Marx: Capital. Vol. . 
Foreign Languagcs Publishing House, Moscow, p. 751.) 
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socio-economic systems, the introduction of the elements of a definitely more 
developed mode of production, the expansion of commodity production and 
markét relations, the abrupt growth of certain branches of production, the adop- 
tion of more developed technical, scientific, cultural, sanitary and infrastructural 
elements which came intő being on a higher level of the forces of production, 
etc. are all undoubtedly positive achievements fór the development of the colonial 
and dependent countries as well. Since, however, these results are bút parts of a 
movement wholly governed by the internál laws of capitalism, they cannot be 
evaluated in themselves, bút only together with the whole movement. These 
achievements are the consequences of the penetration of foreign capitalist powers, 
of the activity of foreign capital, and this very penetration or activity—apart 
from the violence used—has had, besides the achievements, or just because of 
them, the gravest consequences. As far as the achievements themselves have turnéd 
to detrimental consequences, we are faced with a specific dialectics of development 
in which the steps taken forward give rise to ever newer obstacles to further 
development, which, in turn, require additional energy to be overcome.

What are the grave consequences which the colonial and dependent countries, 
taking part in the international division of labour set up by the emerging world 
capitalism, have come to suffer, and which have determined the main, essential 
features of their present State, the so-called “economic underdevelopment”? 
In other words, what are the consequences of the fact that the achievements 
mentioned above are connected with the activities of foreign powers and capital ? 
And what are the consequences in generál of the participation in the capitalist 
international division of labour?

As the activities of colonial powers and foreign capital cannot be explained by 
personal motivations (Nurkse is completely right in saying so),® bút are determined 
by the objective relations of the historically given international division of labour 
of capitalism, let us begin our answer with an examination of this division of 
labour.

The international division of labour as embodied in the colonial system (alsó 
including the semi-colonial and other dependent countries) was the exact expres- 
sion and result of the historical development of capitalism in a given period of 
time. We might alsó say that it was the specific and in this sense almost “clas- 
sical”—division of labour of capitalism grown over intő imperialism. What 
determined the concrete structure and operation of this division of labour in the 
given historical period? It was those internál relations and external power relations 
which were characteristics of the countries of the developed sector of the capitalist 
world order and of their positions in the world economy.

In the period of the building up of the colonial system the leading country of 
world capitalism was Britain, with Francé and Germany following behind. In these 
countries, bút espccially in Britain, a very rapid industrial development took placc, 
while agriculture, fór natural reasons,—or rather owing to the survival of obsolete

’See Part One, Chapter VI.
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relations of production and productive technology—lagged behind in develop­
ment. The mineral raw matéria! basis alsó proved more or less inadequate. Rapid 
industrial growth, especially in its extensive stage, was accompanied by an increase 
in the number of the employed (mainly wage workers recruited from the formerly 
self-supplying rural population) and consequently, by a widening of the demand 
fór foodstuffs, as well as a rapidly expanding demand fór mineral and agricultural 
raw materials fór industrial use. It alsó called fór an adequately expanding markét 
fór manufactured goods. The rather backward agriculture was nőt able to ensure 
a sufficient supply of food, nor was it able to meet—together with the extractive 
industry—the demand fór raw materials. On the other hand, the population being 
on a very low income level could nőt provide a large and sufficiently expanding 
markét fór the industrial products. The leading capitalist power, Britain, depended 
heavily on external food and raw matéria! sources as well as on foreign markets 
fór carrying on her industrial development. The more the internál laws of capital 
accumulation asserted themselves, the more the strange twins of unemployment 
and the underutilization of part of the accumulated capital as concomitants of 
the new development—along with the falling tendency of the rate of profit— 
became apparent. Thus, besides the acquisition of external sources of raw mate­
rials and foodstuffs and of foreign markets, an outward-oriented capital drain 
(and, through the emigration to the colonies, alsó a labour drain) as well as the 
search fór investment opportunities promising a higher rate of profit, became 
natural imperatives.

The increasingly powerful monopolies and the militarily strengthened States 
succeeded in satisfying these imperative needs. (The fact that the way to it was 
marked by rivalry, bargaining and crucl wars is relevant to our subject only to 
the extent that the subjugated territories were “balkanized”, cut up and differ- 
entiated even in language and culture.10)

The satisfaction of these needs determined the economic functions of the 
subjugated territories. Thus the colonies, apart from having a strategic role, 
became:

- the suppliers of mineral and agricultural raw materials to the metropolitan 
countries;

- the markets fór their industrial products;
- the territories of their capital drain and investment activities and thereby 

their regular source of income.
It was aaccording to this division of labour and these functions that the econo­

mies of the colonial and dependent countries were transformed. The present-day 
developing countries bear the marks of this division of labour. But beforc analys- 
ing these marks and the internál socio-economic consequences of transformation, 
let us point out right away thal this pár excellence form and system of the capitalist 
international division of labour has since undergone substantial changes, especially

10 Which to be even morc detrimental actually mennt that a completely foreign language 
and culture had been improved on them without regard to the existing language groups an 

traditional cultures.
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after the Second World War, and that, with the emergence of a new kind of 
division of labour due to the development of productive forces, its operation 
has come up against increasing dfficulties. These changes and their consequences 
may be summed up briefly in the following way:

The leadership in the developed sector of the capitalist world economy has 
changed hands from Britain, a traditionally and more or less naturally raw- 
matériái and food-importing country, to the USA, a country with rich raw matéria! 
resources, the most developed agriculture, a much wider internál markét and an 
economy less sensitive to foreign trade.

The development of the scientific-technical revolution has diminished the 
significance of the traditional raw materials, made new sources available, and 
produced synthetic materials. It has increased the productivity of agriculture and 
has given a great impetus—as technical revolutions do in generál—to investments, 
expanding thereby, at least temporarily, the investment opportunities, the internál 
markét and alsó employment.

State intervention, and the unfolding and advance of State monopoly capitalism 
in the most developed capitalist countries (partly in connection with the scientific- 
technical revolution) have widened and insured the opportunities fór profitable 
priváté investments alsó within national boundaries. They have developed back- 
ward agriculture in several countries (as e.g. in Francé and Germany), by artificial, 
protectionist means, and have alsó opened up new ways fór the development of 
the international division of labour by means of the integrational organizations 
and inter-governmental agreements.

The priváté and State monopoly co-operation among the advanced capitalist 
countries, especially in the framework of the European Economic Community, 
has given a great impetus to the widening of the division of labour among the 
developed industrial countries.

As a result of the increasingly oligopolistic structure of the developed capitalist 
countries, and owing to the shift in the power relations of the world economy 
and to the progress in decolonization, the structure of capital export to the back- 
ward countries has undergone substantial changes.11

The post-colonial development programmes of the backward countries and the 
“population explosion” have made the question of their import capacities especially 
acute and have intensified the marketing and price problems of their exports, 
whilst the processes of marketing and price formation in the capitalist sector of 
the world economy have come to be controlled more and more by the oligopolics.

Industrial development and the advance of the scientific-technical revolution 
have made it possible fór the developed countries to mitigatc a bit their monopoly 
on the processing industry and technology as against the dcveloping countries, 
and so a certain industrial development in the latter does nőt necessarily prejudicc 
their interests. It can even coincide with the interests of the vertically structurcd 
oligopolies. (We shall return to this question.)

u See in the next chapters.
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The rise in the generál income level in the developed capitalist countries has 
brought about a certain shift in the pattern of consumption, especially towards 
the superior, durable consumer goods, etc.12

As a result of all these and other changes the realization of the export products 
of the present-day underdeveloped countries in the world markét meets with ever 
greater difficulties. The significance of many of the traditional mineral raw 
materials has drastically diminished, the dependence of the advanced capitalist 
countries on a number of “colonial” mineral raw materials13 has ceased or weak- 
ened, owing to the new artificial raw materials and newly discovered mineral 
deposits. The development of West-European agriculture and the immense agri­
cultural reserves of the USA and Canada, as well as the shifts in the consumption 
pattern, have limited the agrarian export possibilities of the underdeveloped 
countries, and, what is more, a number of backward countries have to rely on 
agrarian imports from the developed capitalist countries to a greater and greater 
extent, owing to the extremely rapid population growth and to the lopsided gear- 
ing of the economy to export crops ousting foodstuff production fór local con­
sumption. The expansion of capital investment opportunities in the advanced 
sector of the capitalist world economy—owing to State intervention, the scientific- 
technical revolution and international co-operation and integration—have greatly 
curbed the earlier rapid rise in priváté capital export to the underdeveloped coun­
tries, and, in view of the political risks and the danger of nationalization in the 
newly independent countries, the interest of foreign priváté capital (especially 
priváté capital independent of the oligopolies) has relatively dwindled in the 
developing countries.14

Bence the present State of the developing countries, the so-called “economic 
underdevelopment”, bears nőt only the marks and consequences of the inter­
national division of labour which materialized in the colonial system, bút it alsó 
reílects the detrimental effects of the reccnt changes in this division of labour. 
In other words, the developing countries suífer nőt only from the fact that they 
have become appendices to a spccial kind of international division of labour, bút,

'- In this shift in the consumption pattern the well-known Engcl’s law finds its expression. 
The rise in income bvels results first of a'l in the relatíve decrease in the demand fór foodstuffs, 
whose impact makes itself increasingly felt especially in view of a protectionist trade policy — 
on food impirts. According to the data of the UN World Economic Survcy (1967) the income 
clasticity of imports from the developing countries is the following: fór agricultural raw ma- 
tcrials 0-60; fór foodstuíTs 0’76; fór fuels P40; fór manufacturcd goods V24.

13 In this way, the dilfcrcntiation among the developing countries has alsó increased.
u All these changes and consequences arc of course far from having absolute validity. Nor 

arc they of equal sizc or cllcctivity. By no means do they mean that all raw matéria! resources 
in the underdeveloped countries have lost importance fór the developed countries. They do 
nőt mean that the inflow of foreign priváté capital has slowcd down everywhere, and especially 
they don’t mean that the significance of earlier capital investments and profit making has di­
minished. Bút the generál trend of changes stands out clcarly even if certain of them are 
of a short-term and transitory, cyclical character, while others are definitely of a long-term 
natúré.
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strangely enough, alsó from the troubles this division of labour is caught up as a 
result of its recent changes.15

The simple enumeration or confrontation with one another of the peculiar 
features of the international divison of labour and the changes therein may give, 
however, the impression that we are looking at the unhappy coincidence of certain 
historical events and circumstances rather than the consequences of a process 
which progresses according to its own internál laws. The theoretical reflection of 
this illusion can often be found even in Marxist literature when e.g. conclusions 
are drawn from the shift of the “main lines” of the international division of labour 
to the independent “self-development” of the advanced sector of the capitalist 
world economy, to a fundamental change in the natúré and laws of motion of 
imperialism, and the attempt is made at a vulgar revision of a loosely inter- 
preted “law”.16

To arrive at the reál understanding of the origin, motion and perspective of 
“underdevelopment” it is necessary nőt only to disclose and analyse how this 
phenomenon is connected with colonialism; how colonialism in its turn is related 
to a specific type and structure of the international division of labour and, further, 
how this colonialism and the division of labour embodied thereby follow naturally 
and objectively from the inherent laws of the motion of capitalism. Bút it is alsó 
necessary to investigate and analyse how the recent changes, shifts and troubles 
of the international division of labour follow naturally and objectively from the 
self-development of this capitalist international division of labour. Only if we can 
succeed in bringing to light all these interconnections, can we avoid the usual errors 
of a short-run approach: overemphasising the subsidiary trends that deviate either 
to the right or to the left, and may of course lead to false conclusions even in 
economic policy, instead of sticking to the basic trend. If by way of example an 
unfavourable economic phenomenon (e.g. the marketing difficulties of primary 
products or changes in capital movement) follows from the basic trend, then 
emphasis must be placed nőt on the symptomatic treatment bút on the altéiation 
of this basic trend.

Let us attempt now to look intő the background of the mechanism of the inter­
national division of labour and its changes.

The internál self-movement of capitalism developing within national limits—as 
already clarified and theoretically proved by Marx in many different ways and as 
alsó demonstrated in practice by the systematically recurring crises—-has made

” See in the next chapters.
16 Namely fór the revision of the supposed “law" or "Lenin’s thesis" that imperialism can- 

not do without colonies. The vulgar interpretation of this thesis consists in identifying the 
esscnce of colonial functions with the legal status of the "colony” (excluding thereby from this 
category such countries, which, in spite of their formai sovereignty, Lenin himsclf classified 
among the colonial dependent countries, such as e.g. the Latin-American countries). 1 he vul­
gar revision of the thesis consists in interpreting the decolonization, the political independence 
of the former colonies as the sign and proof that imperialism (or rather advanced capitalism 
which "has got rid of imperialistic policy”) no longcr nceds the periphery of the economically 
subject, dependent countries (i.e. colonies in the economic sense).
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the markét problem the aggravated and ever more acute problem of this mode of 
production. Since simple commodity production was succeeded by capitalist 
production, the point in question has no longer been simply and merely that the 
unplanned, anarchistic character of the commodity production of priváté pro­
ducers and the separation through money of the two sides of exchange—buying 
and selling—include the possibility of the crises of disproportion. Moreover, the 
problem points even beyond the fact that this very disproportion has been enhanced, 
in line with the development of productive forces, by the danger of its manifesta- 
tion on a social scale. From the natúré of production, the character of surplus- 
value production directly follows another contradiction, more basic and deter- 
mining from the point of view of the markét problem, a contradiction which has 
been created and has became acute, between the way surplus value (profit) is 
produced and the way it is realized. This is, in other words, a contradiction, on 
the one hand, between the basic17 method of producing the highest possible profit, 
i.e. the increase in productivity and unearned incomes, in addition to the simul- 
taneous keeping under pressure of the income share of the working eláss (i.e. 
the ratio and the relatíve wage level of the labour force employed) and, on the 
other hand, the pre-condition fór the realization of profit, that is the adequate 
expansion of consumption (which presupposes, in the last analysis, the adequate 
expansion of personal consumption18 and within that primarily mass consump­
tion,19 that is the consumption of the proletarians themselves). The increasingly 
social scale and character of production contradict more and more the priváté 
character of the appropriation20 of the product.

” "Basic" in the sense that, unlike the increase in labour intensity and in the number of 
working hours, it is unlimited in the long run, and alsó because it coincides with the direction 
of the compulsive force of competition.

ls The so-called “productive” consumption, i.e. the “consumption” of goods serving pro­
ductive purposcs (machines, raw materials, etc.) becomes as a matter of fact senseless and in- 
evitably leads to a crisisunless it can empty itsell intő the widening flow of reál, i.e. personal 
consumption. “Military consumption" and similar, in every respect unproductivc forms of 
consumption are of course closcd circuits, bút it is just because they constitute the unproduc- 
tive waste of resources, that they are so detrimental to the rate of economic growth. If, how­
ever, as a result of rising “productive consumption” the productive capacity serving personal 
consumption increases abruptly, the utilization of this capacity, indirectly, or, the realization 
of the marketable mass of consumcrs goods suddcnly increased owing to the utilization of 
capacity, directly, depends on the development and pattern of cíTcctive demand, the purchasing 
power of population.

” Considering that the luxury consumption of the high-income strata has, on the one hand, 
its physical limit (arising from the relatively small size of these strata) and its social limit 
(arising from its impact on social tension), and on the other hand, that its hixury-charactcr 
rcpresents an obstaele as opposed to the natúré of mass production.

” The common and chief shortcoming of the various critiques misunderstanding or mis- 
interpreting Marx's erisis theory consists of the very fact that they simply ignore this basic 
contradiction which Marx pút in the centre of his erisis theory, and they break down his erisis 
theory intő different (or even contradictory) variants (as e.g. the “consumption shortage” 
theory, the "disproportion" theory, or the erisis theory based on the fali of the rate of profit,
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The manifestation and the growing more acute of the markét problem within 
national limits (with all of its concomitants, e.g. the underutilization of production 
capacities, the existence of idle capital, the steadily replenishing army of the unem- 
ployed, the from time-to-time accumulating, unsold stock of goods, etc.) tend to 
push toward a solution in the international sphere. Parallel with, although nőt 
independently of the latter, technological progress in production increases, nőt 
only the result (output) of production beyond its national setting bút alsó its very 
preconditions in that it compels production to use external resources.

The systematic (nőt accidental and temporary) expansion of the markét depends 
on the expansion of the division of labour that is of the production linkages. 
Consequently, the “solution” of the markét problem in the international sphere 
can no longer be built on the system of “accidental” exchange (based on momen- 
tary surpluses and shortages) between individual, “national” units. As a suitable 
means capital export, the creator of the international division of labour offers 
itself. In this way capital export becomes at a given stage of capitalistic de­
velopment an indispensable means and characteristic feature of a certain phase 
of capitalism (imperialism). The timing and other characteristic features of this 
phase naturally follow from the same process21 that makes capital export possible 
and indispensable.

Capital export has a double function (a) “to bridge the gap between the increas- 
ing need for industrial raw materials and the need for expanding markets for the 
products of modern large-scale industry” and (b) to be “a safety value of internál 
over-accumulation ... a factor counter-acting the tendency of the depreciation 
of capital”22 and of the fali in the rate of profit. The former aims at ensuring the 
preconditions for undisturbed reproduction, i.e. the marketing condition and raw

etc.). They do nőt realize that Marx analysed the same process in several aspects, investigated 
the parts of the same process from different angles, and that the common basis of these parts 
and “variants” is the above-mentioned fundamental contradiction.

21 This process viewed from the aspect of the markét problem is, on the one hand, the pro­
cess of the expansion of social production which presupposes ever larger productive units and 
their ever more organized co-operation, i.e. the concentration of production. On the other 
hand it is the process of a permanent increase in the priváté character of exploitation which 
finds its expression in the centralization of capital and property. Viewed from the aspect of 
capital formation, it is, on the one hand, the process of the emergence of large enterpriscs, 
joint-stock companies with big capital, the intertwining of industrial and bank capital and the 
increasing separation of capital ownership and capital function making the exportability of 
capital possible. On the other hand this process involves the further increase of the minimum 
size of capital to be invested, and the frequency of capitals being unused (“idle”)as wellas 
the tendency (or danger) of the falling rate of profit which exerts a stimulating or even com- 
pelling effect on this export of Capital. From whatever angle we look at the process, it is the 
process of the concentration and centralization, the increasing monopollzation of capital! This 
is how the monopolistic stage of capitalism is connected with the period of imperialism and 
with the phenomenon of capital export typical of the latter.

22 Gy. Göncöl: On the Transformation of the Capitalist World Economy. Studies in Inter­
national Economies. Hungárián Academy of Sciences, Institutc of Economies. Budapest, 
1966, pp. 15, 16.
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matéria! supply; the latter aims at defending capital and ensuring profit-making. 
There is, however, an antagonistic contradiction between the two functions: the 
operation of the one is detrimental to the other.

Capital export, besides being a means of financing the export-surplus, alsó has 
an independent aim: the acquisition of super-profit. While the former function 
tends to expand the markét and restore at the same time—at least temporarily— 
the equilibrium of international trade, the latter function has the tendency of 
restricting the markét and upsetting the equilibrium.23

23 Hilferding, who clearly sees this function and effect of capital export, assesses the latter 
wrongly. He points out that the export of loan capital, in contrast to simple commodity ex­
port, raiscs many times over, depending on the interest rate, the absorbing capacity of the 
markét of the capital-importing country, and he alsó States that the export of industrial capital 
is even more advantageous to the exporting country (as “profit is higher than interest” and 
“in addition the disposal and control of capital is more direct”). In spite of disclosing the ex- 
ploiting character of Capital export he attributes a more or less harmonious mechanism to the 
expansion of the markét through capital export and assumes that capital export may become 
independent of the consumption capacity of the capital-importing country. In reality, this 
"becoming independent" can only take placc to the extent that just as in a single national 
economy, too, the markét can grow temporarily bcyond and over the limits of persona! con­
sumption owing to the self-accclcrating and cumulativc “productive consumption”, i.e. the 
waves of investments. Unt this “becoming independent” can last only as long (and this is its 
absolutc fronticr) as the last wavc of investments, the abrupt rise in the production of consumer 
goods comes intő conllict with the limits of that persona! consumption from which it bccame 
temporarily independent. The production fór profit and depending on profit, which is the 
"only” factor disturbing and hindering a harmony coming intő existence and surviving be- 
I wcen the income formation and utilization, on the one hand, and the production and market­
ing, on the other,clashes at this point with the original and true aim of production, with "phys- 
ical" consumption, and leads to “overproduction” owing to the limited absorbing capacity 
of actual, effectivc consumption and the highly underutilized absorbing capacity of “physical” 
consumption (i.e. consumption abstractcd from the existing unfavourable income distri­
bution). (Fór Hilfcrding's analyses and the quotations see R. Hilferding: A finánctőke. 
Közgazdasági és Jogi Könyvkiadó, Budapest, 1959, pp. 419, 420, 430, 436, or R. Hilferding: 
Finamkapital. Berlin, 1947, pp. 430 433.)

24 Sec Gy. Göncöl: op. cit., p. 12.

As a result of the fact that “in the epoch of imperialism commodity exports are 
subordinated to capital exports, or more exactly, that commodity exports sub- 
serve the purposes of capital exports, the uppermost of which is the acquisition 
of superprofits”,24 radical changes have taken piacé in the whole structure and 
mechanism of international trade and world economy. While in the pre-imperialist 
stage of capitalist international economy the debtor-creditor relationship was 
basically the consequence and function of the international exchange of goods, 
in the imperialist stage on the contrary: the international exchange of goods has 
become more and more the function of the debtor-creditor relationship. With 
this change of roles, however, the content and the conditions of the mechanism 
of this relationship have alsó changed. By this the Ricardian assumption of the 
unlimited capacity of the world markét and of the harmonious equalization 
between the flows of money and commodity restoring international equilibrium 
have become totally nonsensical, just as the assumption of a mechanism in which 
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the international specialization of production is governed by the so-called com- 
parative—and consequently, mutual—advantages.25

With the debtor-creditor relationship becoming the determinant of the inter­
national exchange of goods, the capital of the creditor countries, i.e. the most 
developed industrialized countries, has obtained a determining role in forming or 
changing the production structure of the debtor (backward) countries, subordinat- 
ing it to its own needs and including it in its own circulation process. This inter- 
nationalization of the process of circulation and consequently that of production, 
has brought about the special system of the international division of labour be­
tween the industrial-creditor and the agrarian- (and raw-material producing) 
debtor countries.

In this new world-economic system what ought to be the basic conditions fór 
the harmonious expansion of the world markét and fór the maintenance of the 
equilibrium of international payments, that is of the undisturbed mechanism of 
the trade and debtor-creditor relationships?

It ought to be, first of all “that the industrial sector of the capitalist world econ­
omy should serve as a steadily expanding markét fór the agrarian (and raw- 
material producing) sector and vice versa”. This, however, as well as, within a 
single closed national economy, the undisturbed reproduction and the equi­
librium of the mutual exchange of the two sectors producing capital and consump­
tion goods (department I and department II) presuppose “a definite rate ol 
accumulation”28 in both sectors. Since, however, capital export is necessarily 
accompanied by the repatriation of profit—and interest—(as naturally follows 
from the very aim of capital export), this “co-ordinated rate of accumulation 
cannot be assured except by “a steady and steadily increasing flow of capital 
exports”. This disequilibrium resulting from the latter can only be eliminated it 
the capital export nőt only raises “the absorption-capacity of the debtor country 
producing raw materials as regards the finished goods of the industrially developed 
creditor country”, bút “on the other hand, it alsó enlarges to a much greater extent 
the absorption-capacity of the developed creditor country with regard to raw 
materials. In this process the improvement of the terms of trade is assumcd to be 
necessarily ensured fór the exporter of raw materials.”27

“ From the point of view of our subject it is of minor importance and is largcly irrelevan t 
how these assumptions, or, more prccisely, theses of Ricardo arc connected on the one hand 
with "certain classical dogmas” (as c g. with the assumption of the profttable use of any amount 
of capital in production and of the unlimited expansion of the markét, which sérved as a 
basis fór the former and has got an independent theoretical form in Say’s dogma, and, turther, 
with the quantitative theory of money and the assumption of the neutral character of money), 
and on the other with Ricardo’s struggle fór the liberalizáljon of external trade (in which the 
practical claim of the contemporary English industrial bourgeoisie and the false explanation 
by Ricardo of the falling tendency of the rate of profit by the increase in ground ront and the 
law of diminishing return found its reflection). It is worth noting, however, at Icast by way of 
excuse, that these theses and assumptions were made in the prc-imperialist stage!

i0 Gy. Göncöl: op. cit., p. 18.
” Ibid., pp. 17, 27-28.
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As to the "steadily increasing flow of capital exports", it inevitably leads, under 
the given circumstances, to the cumulative process of over-borrowing and over- 
lending. Despite the assumption of the neoclassical theories of international equi- 
librium, “the capacity to export capital and the capacity to import capital are by 
no manner and means of opposite and equal sign” .. . “To the extent that the 
risk is a determinant of the magnitude of interest and amortization, it becomes 
in turn one of the chief elements of the utmost risk on the part of the lender, that 
is bankruptcy and repudiation on the part of the borrower the risk involved 
in international transactions within the framework of creditor-debtor relationship 
must lead by necessity, if it is to be overcome, to over-borrowing and over-lend- 
ing: this enhanced risk is discounted by a higher rate of interest and amortization; 
this in turn, increases the risk of repudiation, and so on and so forth.”28 As the 
absorption of the same export surplus requires a larger or smaller capital export 
according to the interests paid and the rate of amortization, the increasing risks 
mentioned above will necessarily reduce the market-expanding effect of capital 
export. The market-expanding effect of accumulation resulting from the operation 
of imported industrial capital (which accumulation is, by the way, greatly dimin- 
ished owing to profit repatriation and the disproportionately high unproductive 
consumption)20 can only come intő full play “if nothing prevents the depreciation 
of capital” and if “the depreciation of capital . . . under the pressure of compe­
tition prompts further accumulation”. But themonopol-capitalist character of the 
whole system and process contradicts these latter conditions in that the monopolies, 
especially the international monopolies with a large capital supply, restrict nőt 
only the sphere and efficiency of competition (to the extent that they have made 
whole national economies or industrial branches dependent on them), but they 
alsó have effective means (as e.g. “withholding their surplus capital from productive 
investment, i.e. decreasing the rate of accumulation”)30 to prevent the depreciation 
of their capital— at least within the given time limits.

And as to the improvement of the terms of trade fór the raw-material exporting 
countries as the condition of the equilibiium of the mechanism, we can observe 
the very opposite tendencies nőt only in the “momentary” practice but alsó follow- 
ing from the internál laws of the mechanism of the system. Though in view of the 
law of diminishing return it would seem justified to assumc the relatíve contraction 
of the raw matéria! basis and agricultural food production -and nutrition bccom- 
ing an international problem seems to corroborate this assumption—, but the 
same process (i.e. the penetration of technology intő the raw-material producing 
and agrarian sector), which anyway canccls out the law of diminishing return in 
the long run, works along with other processes inherent in capitalist economic 
development (the strengthening of monopolies, the extension of state-monop- 
olistic intervention, etc.) and the objectivc tendencies following from eco-

*’Ibid. p. 18.
*’ Fór morc detaili sec Chaptcrs II. 2. (a) and 111. 1. (b).
MGy. Göncöl: op. cit., pp. 21-22.
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nomic underdevelopment, in the very opposite direction: the overproduction 
of raw materials.

The development of technology, whose natural starting point and basis was 
the engineering industry, led in its earlier phase to an extensive growth of the 
processing industry and thereby to an abrupt increase in the need fór raw materials. 
However, as soon as the progress in Science and technology reached a higher stage, 
which became apparent in the extensive spreading of scientific-technical achieve- 
ments, in their penetration intő other branches of the economy (agriculture, 
mining, transport), and on the other hand, in the intensive application of Science 
and technology (chemicalization, the utilization of by-products, miniaturization, 
etc.), this progress has produced, or more exactly is on the point of producing, 
a double result: On the one hand it has achieved an equally abrupt rise in productiv­
ity in the non-processing branches, that is the extensive expansion of raw matéria! 
output including the accessibility of new resources and the more effective exploi­
tation of the old ones by means of the new scientific-technological processes, 
and on the other hand it has brought about a relatíve decrease in the need of 
the processing branches fór raw materials and has extended the activities of the 
processing branches alsó to the production of synthetic materials, making them 
partly independent of the natural resources.

This development of Science and technology was able to make progress only 
in the developed countries. It was and still is hindered by difficulties, or it has 
become distorted in the underdeveloped countries.

These countries lack as a matter of fact the natural starting point, the basis fór 
this development: the engineering industry and the related scientific apparátus. 
Consequently, it is mostly through import and nőt by a self-generating proccss 
that these technical achievements become available fór the economy. Therefore 
they are nőt only incapable of adapting themselves to the local endowments and 
requirements bút even their spreading is limited to certain sectors, and cannot 
exert a positive effect on the transformation of the economic structure. And since 
this structure came intő being according to that earlier stage of technical develop­
ment, in which the raw matéria! basis of the more developed countries was still 
narrow, further technical development in their case means that the penetration 
of advanced technology intő raw-material production which could nőt start from 
a national basis and goes on without the national basis of the engineering industry, 
has become nőt a means of establishing an equilibrium between the processing 
and extractive branches, bút rather a means of preserving the disequilibrium 
between them.

At the same time, along with the processes of a more or less purely technological 
and scientific development, such socio-economic processes have alsó made, and 
are still making progress which further intensify the equilibrium-upsetting ellect 
of the former. In the advanced capitalist countries the expansion of the oligopolism 
and state interventionalism has made it possible, through monopoly price control 
and protectionism, to include in production or still kcep in operádon raw- 
material producing (mining and agricultural) branches or units which otherwise 
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would nőt be competitive in the world markét,31 and, on the other hand, prevents 
the fali due to increased productivity of the price of industrial products and alsó 
strives by various artificial means (as e.g. by hidden quality deterioration, changes 
in fashion, the hire-purchase system, and, last bút nőt least, military consumption) 
to raise the demand fór manufactured goods. At the same time the price level 
of the primary products of the underdeveloped countries is, owing to the inter­
national monopolies as well as fór other reasons, under pressure,32 while their 
industrial development calls fór a rapid increase in the import of capital goods. 
This is aggravated by the peculiar character of the investment policy of the 
foreign oligopolies interested in this industrialization, namely the priority given 
to the imported capital-intensive technology and the restraint from developing 
the branches producing local capital goods.

31 It would have bcen impossible to operate economically e.g. a considerable part of the
American oil flelds without the “posted-price system” which the American monopolies man- 
aged to imposc on the Arab oil-producing countries. Sec Chapter II. 2. (b) and fór morc 
dctailsand calculations Fadhel Hasab's study (The International Oil Price Mechanism. Acta 
Oeconomica, Tomus 3, Fasc. 1.)

33 It is worth pointing here to a further dilference even within thecategory of primary prod­
ucts in Africa due to socio-cconomic factors: while the ovcr-production of mineral raw ma- 
tcrials is kept in chcck by international oligopolies controlling their output in a number of 
countries, the expansion of agricultural raw materials produced by African pcasants is in 
most cascs cxplicitly encouraged by the foreign trade companies or by the foreign economic 
advisors ree rmmending “diversification" by way of adding another, typically colonial export 
crop to the former monoculturc.

33Oy. Göncöl: op. cit., p. 22.

Thus the internationalization of the process of capital circulation and production 
by means of capital export contains such built-in factors which objectively deter- 
mine nőt only the world-economic structure born under the sign of this inter­
nationalization, bút alsó its further transformation. (Against these factors the 
importance of such a circumstance that the leading role in capital export passed 
over to a country rich in raw materials and extremely developed in agriculture 
too, can be regarded as secondary, though it can alsó be derived from the objective 
laws of capitalist economic development.)

The tendencies arising from capital exports as an increasingly determining 
factor from the point of view of international economic relations and the national 
and international economic equilibrium are summed up by György Göncöl in 
the following points:33

“(1 ) The depreciation of exported capital takes piacé more rapidly than that 
of domestic capital; productive capital invested abroad leads more quickly to a 
chronic overproduction of raw materials.

(2) Accordingly, the volumc of capital exports should be increased at a rate 
quickcr than that of domestic accumulation, in order to be able to maintain or to 
raise its market-expanding effectiveness.

(3) The acccleration of capital exports, however, would further increase the 
depreciation of the capital invested abroad.
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(4) The monopolies, however, do their best to prevent the depreciation of their 
capital investments, all the more so, as capital export itself is aimed at the warding 
off of the depreciation of domestic capital investments.

(5) From the moment when the amount of the outflow of extra profits from 
the underdeveloped countries producing raw materials regularly exceeds the new 
capital influx, i.e. when the volume of capital exports decreases and the capital 
already exported becomes merely a self-perpetuating asset, the international 
economic balance is upset and the double function of capital exports cannot be 
accomplished.”

So the recent changes and the necessity of a further transformation of the 
system of the international division of labour are implicitly included in the ten- 
dencies and the processes analysed above. Therefore the simple registration of 
the recent changes in the world economy and the listing and individual analysis 
of factors detrimental to the international economic position of the underdeveloped 
countries cannot be regarded as a sufficient explanation.

2. THE EXTERNAL FACTORS CAUSING AND DETERMINING
THE PRESENT STATE OF UNDERDEVELOPED COUNTRIES

We have tried to prove in the foregoing that the present state of the under­
developed countries basically derives from their external relations, their role in 
the world economy. It is, on the one hand, primarily the consequence of the 
colonial system of the international division of labour, and, on the other hand 
it is alsó due to the changes and disturbances this division of labour has under- 
gone.

Let us examine now in a more concrete way what consequences have resulted 
from the fact that the underdeveloped countries as colonies and dependent terri- 
tories joined in the capitalist international division of labour, and to what extent 
the inherited situation has changed owing to recent shifts in this division of 
labour.

(a) In the colonial system of the international division of labour political power 
was concentratcd in the colonial representations of the metropolitan countries 
or their puppet governments, and so the direction of the economic development 
of the underdeveloped countries. their social and institutional systems, their 
cultural development, including even the question of languagc, etc. could be 
controlled and influcnced directly by the foreign powcrs. In several cases even the 
boundaries of the country were determined artificially by them.

This situation enabled them to develop or suppress in their own interest certain 
economic sectors, that is to determine the economic structure, and by fixing the 
boundaries of the country, they could even lay down the framework in which, 
after independence, the development of the national economy, the internál eco­
nomic processes, could start. In consequence they could determine even the size 
of the "national” economy.
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Foreign priváté Capital, flowing intő the secured territories and supported by a 
purposeful economic policy, bút alsó independently of it, by merely relying upon 
the play of spontaneous markét forces, developed, according to the given pro­
duction and markét conditions, the leading export sectors of the underdeveloped 
countries: the agricultural one-crop economy and the mineral raw matéria! pro­
duction. The limited capacity of the local markét, coupled with the then very 
strong demand induction of the world markét justified from the outset the export 
orientation of the economy. The inducement of this external demand towards 
the production of mineral and agricultural primary products, as well as the lack 
of local skilled labour and the high costs of procuring (from overseas) machines, 
stimulated at the beginning Capital investments in agriculture and mining, i.e. 
investments of usually low capital-intensity which mainly called for only cheap, 
unskilled labour. The marketing problem of the industrial products of the metro­
politan country as well as the importance of suppressing possible rivalry alsó 
worked in the same direction.34

Thus foreign Capital nőt only distorted the economic structure of the under­
developed countries with its investments, bút within the boundary of its operation 
it alsó built intő it, at the same time, the elements of the capitalist mode of pro­
duction. It suppressed or at least limited to certain fields the rise and development 
of the local, “national” Capital and occupied the leading sectors of the economy 
and its most important potential sources. At the same time it pút these sources 
intő the service of its activity and made use of them in the process of profit 
making.

In this way, foreign Capital created, in conformity with the activity of political 
power, the foundations and mechanism of direct economic dependence and income 
drain. It alsó became responsible, and nőt in a small measure at that, for socio- 
economic disintegration, in addition to the sectoral distortions of the economic 
structure.

Apart from the dispersion of the internál cohesive forces of natural communi­
ties and the eccentric effect of the artificial boundaries, this disintegration mani- 
fcsts itself mainly in the dual structure of the economy and society and is the result 
of the fact that capitalist transformation started, or was given a new direction, 
from outward, in the system of colonialism. Its motive force was foreign capital 
which, bcyond the scope of its own operation, was nőt intcrestcd in the capitalist 
transformation of the economy and society as a whole, and preventcd by its very 
predominance the development of the local force (national capital) which could 
have been naturally interested in carrying out such a transformation. Foreign

’* .. with the development of large capitalist monopolies in the leading capitalist coun-
trics. thecapitalists of those countries lost interest in dcvclopmental investment in the lessdevel­
oped countries because such investment threatened to cause competition to their established 
monopolistic position.” (O. Lángé: Economic Development, Planning and International 
Cooperation. Teaching materials, Vol. 6. The Advanced Course in National Economic Plan­
ning. Warsaw, 1965. pp. 10-11. - Reprinted from a pamphlet cdited by the Central Bank of 

Egypt.) 
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capital, while turning the character of part of the economy and society intő a 
capitalist one, especially where it developed capitalist commodity production in 
the agricultural plantations, farms, mines, etc., and introduced the new strata 
of wage workers and paid employees, left unchanged and intact and even preserved 
the remnants of the old mode of production and the traditional society. It left 
them unchanged in so far as the survival of these remnants did nőt clash with 
its own interests, did nőt disturb its own activity, and preserved them as it could 
make use of them in its own interests. The latter can be observed when e.g. the 
labour supply of the capitalist sector (the plantations, farms, mines and urban 
Industries, etc. in the possession of foreign capitalists, and in somé countries even 
the capitalized African peasant farms dominated and controlled, via the control 
of the export-import trade, by foreign capital) is based organically on the tra­
ditional sector as its source, and the low wage level is connected with the high 
labour-supply capacity of that sector and its role in subsistence. Bút very often 
and in many places alsó the interest in defending foreign (political or only eco­
nomic) rule induced an alliance with the leadership of the traditional society and 
thereby the conservation of these strata.30

The development and intensification of the bilateral trade relations between 
the metropolitan countries and their colonies touched off, according to the world 
markét situation or, more exactly, according to the needs of the leading capitalist 
powers of the time, demand and supply inducements towards the colonial econ­
omies and these markét effects from outside and the spontaneous markét forces 
channelled, from the outset, economic activity and investments in a direction to 
which the local investors, capitalist entrepreneurs and producers, even mdepen- 
dently of the external, foreign aims and of the means used fór their influencmg, 
were alsó compelled to adapt themselves. Thus, along with foreign capital, local 
capital, where there was any, alsó took an active part in the development of the 
one-crop export economy and the branches serving it.

The process causing the distortion of the economic structure and the outward 
orientation of part ofthe economy and its isolation from the rest of the economy, 
made headway as a cumulative process. While foreign capital, with its overwhelm- 
ing predominance and virulence, suppressed and stifled local rival capital, and 
while the new cumulative economic process suppressed and stifled the local eco­
nomic activity deviating from or countering its direction (e.g. efforts to create a 
national industry), there sprang up one after the other, as appendices of foreign 
capital, or in the wake of the spontaneous cumulative process conforming to the 
activity of foreign capital, those secondary forms of domestic capital and the 
corresponding strata of the local society (the so-called comprador capital or 
bourgeoisie) which were directly interested in co-operation with foreign capital 
and in carrying on the new economic process.

38 “Fór political reasons the great capitalist powers supported the feudal elcments in the 
underdeveloped countries as an instrument of maintaining their economic and political in- 

fluence.” (O. Lángé: op. cit. p. 11.)
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Thus the trade relations established between the advanced industrial countries 
and their primary-producing colonies or dependent territories increased in a cumu- 
lative way the primary-exporting character of the latter and distorted accordingly 
their internál economic and social structure. At the same time the internál compo- 
sition of the flow of commodities was accompanied nőt only by a contracted 
export structure of the colonial countries and the more and more one-crop charac­
ter of their commodity production bút, owing to the expansion of this one-sided 
commodity production (and the resulting pushing back of the wide-ranging sub­
sistence production) as well as to the predominance of import articles (privileged 
against local products), it alsó brought about increasing and diversified import 
needs and a strong import sensitivity in these countries.

Bút the more the whole economic and social structure of the dependent under­
developed territory adjusted itself to these trade relations and the international 
division of labour embodied in them, the more it became objectively and sponte 
sua dependent, owing to both its export orientation and import sensitivity, on the 
country at the opposite end of these trade relations. Thus, the system of political 
dependence of the colonial rule and the “direct” economic dependence as mani- 
fested in the economic positions taken by the inflowing foreign capital, were 
increasingly complemented by “indirect” dependence as materialized in the direction 
and structure of external trade relations. (It is justified to call it “indirect” in 
that it is based on, and becomes effective through, the distorted economic and 
foreign-trade structure.) If and to the extent that these trade relations of a one- 
sided and distorted structure are linked to the direct forms of dependence, 
and if the process of trade relations itself, the transactions and trade conditions, 
are alsó under the control and pressure of foreign economic powers,36 then 
they provide the possibility, by the monopolistic determináljon of the terms of 
trade, of an income-drain supplementing the profit repatriation of production 
capital. This income-drain is based on the monopolistic violation of the equality 
of exchange.

The bilateral capital and commodity flow in the system of the colonial division 
of labour was organically supplemented—though to a different extent in the 
various countries—by the movement of humán resources. This manifested itself 
on the one hand in the “precipitation” to the colonies of part of the labour surplus 
of the advanced capitalist countries, a surplus creatcd especially in the severe 
erises of the time and in the post-war period and including small capitalists, farm- 
ers and army officcrs who had lost their existence in the erises and after the war, 
as well as in the exportálton of skilled labour, technicians, foremen and clcrical 
pcrsonncl needed fór colonial investments (nőt to spcak of the pcrsonnel of 
colonial administrations and armics). On the other hand, the movement of humán 
resources to somé extent involved alsó the cheap, unskilled and mainly unorganized 
labour of the colonies which were transferred intő the advanced economies, in

” Just as at present, too, the markét conditions fór a number of countries and commodities 
are controllcd or influenced by the powerful international oligopolies.
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a volume varying from country to country and from time to time.37 Due to the 
labour inflow (or more exactly the inflow of skilled and administrative personnel) 
from the metropolitan countries intő the colonies, the jobs with higher salaries 
have become blocked by European expatriates, the demand fór developing and 
expanding the educational system has remained poor, and the indigenous labour 
force has been “frozen” intő unqualified cheap categories.

37 It is worth remembering the statement made in 1895 by Cecil Rhodes, in which he said 
that his cherished goal was the solution of the social problem: in order to savé forty millión 
inhabitants of the United Kingdom from a destructive civil war, the colonial-tninded poli- 
ticians must conquer new lands in which to accommodate the surpluspopulation. (Sec Y. Pcvz- 
ner: Developing Countries and Reproduction in Parent-Statcs. Soviet Economists Discuss: 
Parent-States and Colonies. Novosty Press Agency Publishing House, Moscow, p. 26.)

38 Political independence brought about automatically ccrtain changes in economic rela­
tions, too. Thus, fór example, “it has led, above all, to a sharp diminution or even to the 
disappearance of opportunities to wrest resources from oppressed countries by methods of 
non-economic compulsion all sorts of taxcs and extortion, which Marx ironically callcd pay­
ment fór ‘good colonial administration’. The customs barriers, which the parent-states had 
erected to ensure their monopoly in exploiting their colonies and spheres of influence, have 
become weaker...” (E. Khmelnitskaya and A. Milcikovsky: Colonialism, Old and New. 
Soviet Economists Discuss: Parent-Statcs and Colonies, pp. 16 17.)

(b) The changes in the system of the capitalist international division of labour 
and the collapse of colonialism have alsó brought about changes of course in the 
relations outlined under (a). It is a peculiar feature of these changes, however, 
that they are accompanied, at least in several respects, by the further accumulation 
of the detrimental consequences arising from the division of labour of colonialism. 
This underlines again the necessity of alsó considering, when examining the 
present state of the developing countries, the character and direction of the pro­
cesses begun in the colonial period. This does nőt mean, however, that the ces- 
sation of colonial rule and the gaining of political independence have nőt brought 
about radical changes, if nőt in the character and direction of the economic rela­
tions  and processes, at least in the possibility of their transformation! It does 
nőt mean either that the changes in the system of the international division of 
labour, apart from their effect of cumulating negative consequences, do nőt alsó 
contain very important positive elements fór the further development of the 
underdeveloped countries. (As this set of problems belongs already to a logically 
subsequent topic, the questions relate to the future liquidation of underdevelop­
ment rather than to the analysis of the present State of “economic underdevelop­
ment”: let us mention just a few of them en passant. The fact that bilateral re­
lations have gradually turnéd intő multilateral ones, provides the possibility of 
loosening the system of dependence to a certain extent. A certain change in the 
direction of the interest of priváté capital and the greater role of government 
loans and grants as against the influx of priváté capital may give similar opportu- 
nities, at least in respect of the restriction of “direct” dependence and undisguiscd 
profit transfer. The shift in the sectoral structure of the world economy and the 
expansion of industrial investments alsó cause certain changes in the direction of 

38
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markét forces and make a kind of “thaw” possible in the purposeful or sponta­
neous blockade of the industrial development of backward countries. This makes 
itself felt e.g. when foreign capital alsó turns to the processing branches of 
industry39 in the underdeveloped countries.)

39 This latter shift, however, does nőt mean by any means the promotion of the reál process 
of industrialization, partly because the new orientation itself is limited, and partly because 
there invariably cxists resistance or reluctance to invest in industries manufacturing means of 
production.

40 In the increased orientation of capital towards the developed countries it is nőt only its 
natural attraction to the less risky and morc profilable sphcrcs of investment that is, the im- 
provement fór Capital of the economic and political conditions in the developed countries in 
rclation to the conditions in the underdeveloped countries that finds expression. Over and 
above this, a less “healthy”, bút nonetheless natural propensity of capital is alsó manifest 
in the rc-oricntation ofcapital flow. It is namely the propensity to use in the interest of the in- 
dividual’' solution of the markét problem, such means as lead to the further intensification 
of the common and generál markét problem. To be more concrctc: the strengthening and in- 
crcasing competitiveness of the monopolies of the countries integrated intő tbc West-I uropcan 
Common Markét, together with the customs barriers against outsiders, threatens the markets 
of US capital whosc countcr-manoeuvre "consists of the outflanking of the I uropcan customs 
barricr by means of direct capital investments, of the buying up of foreign flrms, of the cstab- 
lishmcnt of foreign subsidiaries ... This kind of capital export tends to increase superpronts 
bút, at the same time, intensifies abruptly the markét problem and international compei i , 
as capital being invested in the very countries and the very industries whose compe ’ 
on the world markét is rrgarded as the most effectivc and the most dangerous. (Gy.

op. cit., p. 47.)

The most fundamental change resulting from the collapse of the colonial system 
is the changed character of the political power and with it the disappearance of 
the most open, most direct form of dependence. (This does nőt mean of course 
that a more concealed form of political or even military dependence does nőt 
survive or replace the other in a number of countries!)

When formerly it was the military-political rule that provided the basis fór 
establishing economic dependence, now it is only a usually hidden form of political 
(and military) dependence that can be maintained—apart from a few gross excep- 
tions—where and in so far as it is based on economic dependence.

The changes in capital movement already mentionod (thus e.g. changes in the 
direction of the export of production capital and its orientation towards the 
already developed countries, due to the new investment possibilities40 and the 
State monopoly incentives, or as a result of the unsafe “atmosphere” in many 
underdeveloped countries) have made the problem of capital supply in a number 
of the newly independent colonial countries an acute one. As far as the “atmos­
phere” in the underdeveloped countries in respect of investments is concerned, 
the determining factor is nőt only, and often nőt even primarily, a change in the 
"political atmosphere", as e.g. the pushing intő the foreground of a radical 
nationalism or socialist tendencies endangering foreign capital (or capital in 
generál), the expropriations fór political reasons, nationalizations, or the regulat- 
ing of profit reinvestment, etc. (This is of course the most direct and the grav- 
cst danger to the capital investments of small foreign capital and the expatriate 
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settlers, bút much less to the capital-strong international oligopolies, partly 
because they have at their disposal a whole arsenal of retaliatory measures with 
which they can enforce at least compensation, and partly because they enjoy 
the protection and support of those capitalist countries on which the aid and 
loan supply of the underdeveloped country depends.) Bút there is alsó an ob­
jective and originally non-political factor which constitutes a cumulatively increas- 
ing danger fór foreign investors: the deteriorating balance of payments position 
of the country in question. The export of investment capital, owing to the con- 
comitant profit-repatriation and the typical investment pattern of this capital,41 
is in itself one of the principal factors of the deterioration of the balance of pay­
ments of the capital-importing underdeveloped country. This, together with other 
factors listed below, may lead to such a cumulative and acute shortage of foreign 
exchange that either the repayment of the grants and long-term government loans 
extended by way of medicine becomes illusory (which prejudices the interests 
of the metropolitan government that supports the capital-exporting monopolies 
alsó with its aid policy), or the freedom to repatriate profits and capital cannot be 
maintained any longer without the collapse of the whole state budget and the 
domestic economy. Thus the risks of the expropriation of assets and nationali- 
zation without “full” compensation may increase even independently of changes 
in the political “atmosphere”, though such economic crises are usually accompa- 
nied by political crises, too.

The exodus of settlers’ capital following the independence of the colonies 
(mainly fór political or racial considerations) and the decreasing inflow of metro­
politan priváté capital, or at least its refraining from new investments, have caused 
balance of payments difficulties in several countries and affected the who e of the 
domestic economy. (It is mainly the export sector that has been directly affected, 
and with its production and investments being curbed, the balance of trade, the 
internál incomes and the effective demand have been alsó indirectly impaire

The situation has been aggravated by the abrupt increase in internál and cxte nal 
expenses, due to the establishment of the machinery of the newly independent 
state (diplomatic representations, army, State apparátus), to the objcctives of 
economic development with its plans and industrialization programmes (often 
oversized, however, fór political reasons), to social and cultural policy, to the 
large-scale development of public education, etc. The former colonial mechanism 
of money and capital supply ceased to work (which of course can alsó be regarded 
as a first step towards economic independence), causing acute financial difficulties.

11 In so far as investments are made in the cxport-producing “enclave" sector without in- 
creasing the linkage effects on the other sectors of economy, particularly on the traditional 
rural sector [see Chapter III. 1. (a)], they result inán import growth cxceeding and overcompen- 
sating the accompanying export growth. This follows from the import-intensiveness of the 
investment itself and the newly established productive unit which is especially high in the 
case of the adoption of capital-intensive technology and from the intensive import-orien- 
tation of the propensity to consume of those who are engaged in this "modern” sector. Such 
an investment pattern unfavourably influences, through the balance of trade, the balance 
of payments.
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Where the efforts fór economic independence did nőt prove strong enough, or 
even came to a halt, or political independence itself remained a formai, apparent, 
or sometimes even neo-colonialist act only, the mechanism of money and capital 
supply has nőt changed substantially (if at all) either. A change took piacé here 
only to the extent that the increase in expenditure made it even more necessary 
fór the underdeveloped country to draw on the old metropolitan financial sources, 
and that the more or less generál change in the direction of the interest of foreign 
capital42 became a greater inducement to grant privileges and guarantees fór 
foreign investors. Thus, an earlier form of financial and “direct” economic depen­
dence embodied in the positions of foreign capital has been strengthened here, 
thus ensuring the maintenance of the mechanism of income drain (profit-repatria- 
tion) and through it the increasing dependence on foreign financial sources.

41 Exceptions, such as investments of invariably primary importance and high prionty,
are of course nőt to be underrated. Mii*.

«> Instcad, the Tanzánián Government has turnéd in the direction of the policy ot mom iz- 
ing the internál resources demonstrating a better alternative: self-rcliancc fór economic in c- 
pcndence.

Where, on the other hand, as a result of independence and the subsequent 
political changes, or the measures taken in economic policy to achieve economic 
independence, the earlier (colonial) mechanism of capital supply collapsed abruptly 
—especially ifit coincided withthepanickly flight of metropolitan priváté capital— 
the acute payments difficulties usually created such a financing vacuum that its 
filling out, that is the elimination of the budget and balance of payments deficits, 
induced a number of countries43 to draw on other, bút likewise foreign sources. 
If in such cases the underdeveloped country committed itself, in the interests of 
the rapid acquisition of these sources, to another capitalist power and succeeded, 
through concessions, in winning over other groups of foreign priváté capital fór 
investments in the country, then a new, neo-colonialist form of financial and 
“direct” economic dependence (nőt infrequently even a military-political depen­
dence) usually replaced the earlier dependence.

This picture is of course rather too pessimistic and overdrawn. The collapse of 
the colonial mechanism of capital supply is a necessary precondition fór progress, 
and the concomitant difficulties are only temporary and do nőt neccssarily lead 
to the above-mentioned consequences. This is especially true, if the acquisition of 
the new foreign capital and money sources is made less urgent by the greater 
volume and reasonable utilization of the domestic resources, and if the foreign 
sources are drawn on in a relatively widc sphere, including several capitalist 
countries at a time, as well as the international organizations and particularly 
alsó the socialist countries, which ensures from the outset greater bargaining 
possibilitics and a morc independent financial policy. The shift towards govern- 
ment loans and grants (from the inflow of foreign priváté capital) may doubtless 
alsó mean a morc favourablc situation, namely the repression, according to their 
conditions, of the direct, morc open forms of dependence and income drain. Bút 
the reality of the dangers outlined above is convincingly demonstrated by a number 
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of instances and alsó by the fact in generál that the necessity of coping quickly 
with the financial difficulties will usually cause the country to drift intő the sphere 
of the very country, the mightiest capitalist power, the USA, which has taken over 
the leading role of the former colonizing countries in the capitalist world economy.

On the other hand, the pointing out of these dangers in connection with the 
explanation of “economic underdevelopment” provides the proof that the pres­
ent-day problems of the developing countries are the direct consequences oi 
the mechanism of the colonial division of labour and the recent changes in the 
world economy.

There are alsó changes in the structure and direction of the fiow of commodities, 
of trade relations. The totál share of the underdeveloped countries in the foreign 
trade of the industrially developed countries has decreased considerably.44 This 
is connected with changes that have taken piacé in the structure of the production 
of the world economy and with the shifting of the leading role in the capitalist 
world economy. The table below, prepared by Ignacy Sachs, will reveal that the 
structural changes in production apply nőt only to recent years.4'’

Population increase, production and trade of the capitalist countries in the period 1938 58

1938 1951 1958 Average 
increase 
1938-581953 - 100

Population 82 97 108 1'4
Industrial production 50 91 118 4'4
Production of primary commodities 77 93 112 1'9
Volume of totál exports
Volume of exports of raw materials and

73 95 129 2'9

foodstuffs 99 97 127 12
Volume of exports of fuels 56 91 129 4-3
Volume of exports of manufactures 54 94 130 45

As can be seen from the above, the expansion of industrial output created only 
a very small increase in the imports of raw materials and foodstuíls, the ratio 
being 1 : 0'27. The generál proportion between the expansion of industrial output 
and foodstuffs in the capitalist world was 2'32 : 1.

“ In 1950 their share in the totál world exports amounted to 31'2 per cent. In 1966, how­
ever, it was only 191 per cent. (Review of international Trade and Development, TD/15, 1967, 
p. 19.) If we exclude petróleum, the figures are the following: their share was 25'4 per cent in 
1950 and only 13'5 per cent in 1967. (Report by the Secretary-General of UNCTAD, New York, 
1968.)

45 I. Sachs: Foreign Trade and Economic Development of Underdeveloped Countries. Asia 
Publishing House, London, 1965, p. 45.

158



The changes in the world production and export of manufactured products 
and raw materials are alsó shown by the table below:46

Volume index 
in 1960 

(1928 = 100)

Per cent of 
annual 
increase 
between

1928 and 60

Production
Totál 236 2-7
Manufactured products 293 3-4
Raw materials 170 1-7
Raw materials (excluding crude 
oil) 159 1'4

Exports
Totál 190 20
Raw materials 158 14
Manufactured ^products 260 31
Raw materials (excluding crude 
oil) 137 10

Thus world trade in manufactured products achieved a much higher average 
rate of annual growth (3’1 per cent), in the long run, too, than the trade in raw 
materials (1-4 per cent), especially in raw materials nőt including crude oil 
(TO per cent).

According to the UNCTAD Report (see footnotc 44) between 1960 and 1975 
the traditional exports of the underdeveloped countries (excluding the major 
petróleum exportcrs) arc expcctcd to grow at an average annual rate of 3'5 per 
cent if the income of the advanced countries should grow at the rather favourable 
rate of 4'7 per cent annually. Bút even under this optimistic assumption, the rate 
of expansion of traditional exports would nőt be sufficient to ensure an average 
annual rate of 6 per cent to the growth of income in underdeveloped countries.

Therefore the share of the raw-material exporting countries in world trade is 
automatically of a dccreasing trend. In addition, the share of the industrial coun- 
trics in the world production and export of raw materials shows a rising trend,47 
and thus the sharc of the underdeveloped raw matcrial-exporting countries is 
dccreasing evén within that relatively diminishing share.

These changes in the proportions of world production and export have been 
aggravated eveit morc by the increasing intemationalization of the monopolies

“ Sec in the Prcbisch Report (Towards a New Trade Policy fór Development. UNCTAD, 
New York, 1964.) ..

•’ The sharc of the advanced capitalist countries in the raw matéria! exports of the worio 
rosc from 47 per cent in 1950 to 55 per cent in 1961, while that of the underdeveloped countries 
dropped in the same period from 41 per cent to 20 per cent. (See ibid.) 
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and the expanding productive co-operation in the advanced sector of the world 
economy, which rather promoted trade between and among the advanced coun­
tries,48 at the expense of the underdeveloped sector.

Let us alsó have a look at a few data to illustrate just what the fact that the 
traditionally food- and raw-material importing Britain (and Western Europe) 
has lost her leading role in world economy to the USA means from the point of 
view of the structural changes in international trade and the world markét po­
sition ofthe underdeveloped countries. Whilein the 19thcentury Britain’s increas- 
ing import requirements tended continually to exceed her growing export capacity,49 
there is a reversed tendency in the case of the capitalist power now in the lead, 
the USA: its big and ever-growing capacity to export chronically tends to exceed 
her actual import requirements.

The percentage changes in US export and import volumes can be seen from the 
following table:50

Exports Imports

1913 86 58
1936-38 100 100
1956 306 176

Thus, while US exports trebled between the last pre-war years and 1956, her 
imports increased only by 76 per cent in the same period.

The share of imports in the Gross National Product in the USA is very low 
as compared with that of Britain and the capitalist countries in Western Europe. 
In 1958 e.g. the share of imports in the GNP was three and a half times greater in 
Western Europe than in the USA. The volume of trade with the primary produc­
ing countries in 1957 amounted to 5 per cent of the GNP in the case of Western 
Europe, and only 1'5 per cent in the case of the USA. ’1

18 The considerable expansion of the intratradc between the capitalist industrial powers is 
shown by the following data: In 1953 exports within the capitalist industrial area accounted 
fór 63 per cent of the totál exports of developed countries, in 1960 they already constituted 69 
per cent, and in 1966 they amounted to as much as 75 per cent. (Review of International Trade 
and Development, Part I, TD. (15. 1967, pp. 20-22.)

« "It is precisely fór this reason that British capital exports could perform the dual function 
of securing and enhancing the compctitivc advantage of British industry on the world markét, 
while at the same time securing the cohcsion and clTicicnt functioning of the expanding world 
markét" writes Gy. Göncöl (op. cit.. p. 45). To this we should add, however, that these were 
the very features of the British economy and capital export that carried the germs of British 
economic decline and prepared fór Britain to fali a “victim" (relatively, of course) to uneven 
development in the world economy.

50 Cahiers de l'lnstitut de Science Économique Appliquie. Paris, Oct., 1959, p. 163. (Quoted 
by Gy. Göncöl: op. cit., p. 46.)

81 See Gy. Göncöl: op. cit., pp. 31, 45.
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Despite these unfavourable changes in world production and trade and the 
resulting negative inducements, the economic structure of the developing countries 
continues to favour the export of the traditional raw materials, which, fór reasons 
already discussed, is faced, apart from a few exceptions, with a falling and inelastic 
world markét demand. At the same time, the development of the economy and 
the transformation of its structure—in addition to the defence purchases of the 
young States and the food supply of the population—raise increasing and acute 
import requirements,52 fór whose satisfaction additional foreign-exchange earn- 
ings are needed, which, in turn, make export an even more crucial factor and 
usually lead to a forced export, the oversupply of the traditional product. Thus, 
owing to the structural changes in the world economy there is a decrease, apart 
from a few but nőt insignificant exceptions,53 on the one hand, in the dependence 
of the former metropolitan countries on the primary commodities of the under­
developed countries, and, on the other hand, there is an increase, as a legacy of 
the old structure and division of labour of the capitalist world economy, in the 
dependence of the primary producing underdeveloped countries on the principal 
buyers of primary products.

Si It might be worth referring here again to the impact of the investment pattern on im­
ports. Thepattern of foreign investments that is "characterized by a high capital-intensity of 
production within eaeh sector and by a sectoral distribution of investment implying a low 
‘implicit capital-intensity’ (i.e. the low proportion of the labour force employed in the sector 
producing capital goods) ... rcstrains the growth of the internál markét and is associatcd 
with a high income elasticity of import". (G. Arrighi: International Corporations, Labour 
Aristocracies and Economic Development in Tropical Africa. The Corporations and the Cold
War Ed. by D. Horowitz. Rlond, London.)

53 Among these important exceptions you can íind in the first placc oil. Fór example, oil 
imports by the member countries of the OECD from the underdeveloped countries increased 
from 56'6 to 167 millión tons between 1950 and 1960. Moreover, scientific and technological 
advancc may alsó increase the importance of the underdeveloped countries as the sources of 
new raw materials (e.g. uránium).

It is true to say that in as far so it is a reál progress in the transformation of 
the economic structure of the underdeveloped countries which accompanies the 
troubles mentioned above, the latter can only be regarded as temporary ones. 
Nevertheless the difficulties and dángers, arising from them are nőt inconsider- 
able. On the basis of the old mechanism, and as its legacy, the commercial form 
of dependence will survive and even strengthen, and, even if the monopolistic 
imposition of the conditions of exchange is somewhat restricted, the objective 
deterioration of the terms of trade will develop new, hidden forms of income drain. 
The acquisition of new markets (e.g. in the socialist countries), the conclusion of 
international agreements, etc., may have mitigating effects, but a final solution 
can only be expected from structural changes.

The nutrition problems already referred to, which are related to and go together 
with the internál structure and the deteriorating foreign trade position, develop 
in most countries additional and increasing dependence on imports and aid, which
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•s all the more dangerous as it exists more or less in relation to a single country, 
he United States, possessing as it does such immense grain surpluses.

The changes in the movement of "humán resources” are nőt negligible either. 
The reflux of colonial period immigrants, settlers, businessmen, skilled workers, 
technicians, professionals, doctors, teachers and colonial officials, following inde­
pendence or the resulting political changes, has created an even larger vacuum 
than the withdrawal of capital, putting in bőid relief the underdevelopment of 
“humán resources” and making the shortage of skilled labour an even acuter 
problem. The building up of the new States and the launching of development 
programmes have generally increased this shortage and made it necessary to fali 
back, at least temporarily, on further foreign resources in this field, too.

On the other hand, the ability to attract new skilled personnel involves the 
provision of considerable benefits, mostly concerning incomes, whose level is 
determined or at least affected by the income brackets of the privileged colonial 
leadership of the former period and nőt by the actual economic possibilities of 
the country. Another factor has been the expatriation of cadres sent fór higher 
education and training to the advanced countries. This means their loss to the 
country fór a considerable time (or fór good), their alienation, together with the 
partly positive, partly and mainly negative effects of the increasing penetration 
of foreign cultures and customs, and always carrying in its wake a certain align- 
ment toward the foreign country offering such grants.

It is true that all these changes may prepare fór the transition to a more inde­
pendent development and the creation of a national intelligentsia and are thus, 
together with the attendant difficulties, in step with progress. It alsó holds true 
that since the distribution of the humán resources of the world is more favourable 
than that of the capital resources, i.e. they can alsó be made available by the 
smaller European capitalist countries with less capital supply, and above all by 
the socialist countries, the acute difficulties and negative effects, too, can be more 
easily overcome. Yet, a reál danger which has arisen as a legacy of the earher 
mechanism and as a result of its disintegration, must nőt be disregarded: the 
danger of a new type of dependence, the dependence on “technical assistancc”. 
This is becoming the more pronounced, the more its direction falls in hnc with 
that of financial and commercial dependence, the more it is one-sided and the 
more it is connected with the leading capitalist powers.

3. THE TWO ASPECTS OF “ECONOMIC UNDERDEVELOPMEN I

AND ITS MAIN QUALITATIVE FEATURES

Our outline survey has made it clear that the present statc ot the developing 
countries derives basically from external factors related to the movement ol the 
capitalist world economy, and that the earlier mechanism of the capitalist world 
economy and division of labour has resulted fór the underdeveloped countries 
in a tendency of increasing economic dependence and income drain, which. 

162



strongly enough, is reinforced, at least temporarily and in certain aspects, even by 
the recent disturbances and transformation of this mechanism. At the same time, 
as a result of the external factors, a peculiarly distorted and disintegratcd economic 
and social structure has come intő being which in turn has become to a certain 
extent, independently already of the external factors, the determinant of and the 
basis fór the System of external relations, of the mechanism of dependence and 
income drain.

Thus, there are two aspects, two sides of “underdevelopment”: the basically 
external, international aspect, which, from the historical point of view of the 
emergence of the present State, is the primary aspect; and the internál aspect, 
which, from the point of view of future development, is increasingly important. 
A clear distinction between the two, and at the same time the awareness of their 
close interrelationship are of great importance fór the right assessment of the 
perspectives of development. It is self-evident that the movement of the world 
economy and of international politics will continue to exert a great influence on 
the internál life and external relations of the developing countries, bút the di- 
rection and the intensity of this influence will depend to a decisive measure on 
the progress of the internál changes, the results of the transformation of the in- 
herited structure.

The main, qualitative features and at the same time the causes of the present 
state of the developing countries, of the so-called “underdevelopment”—dis- 
regarding here the quantitative differences54—may be summed up briefly under 
the following subheadings:

(1) economic dependence on foreign capitalist powers;
(2) systematic income drain by foreign capital and various other forms o 

regular income losses in external relations;
(3) disintegratcd economy with opcn character and deformed structure of 

branchcs:
(4) heterogeneous society of a dual structure.
As we can see, the first two eriteria are related to the international aspect, 

the system of external economic relations, while the other two affect the internál 
aspect, the structural features within the country. While the first two involve the 
problems of losses and outward orientation, the other two are concerned with 
the questions of the immobility of potential energies and the internál tensions. 
While from the point of view of further development, i.e. fór overcoming “under- 
development”, the first two call fór changes in the world economy, fór the solution 
of the problems of international trade and aid, and external struggles fór their 
attainment, fór further changes in power relations and the building up of new 
relations, the other two ncccssitate an internál transformation, structural and 
institutional rcforms and “sclf-help ’.

»i This abstraction is of course justified only fór the purpose of explaining the historical 
roots of the present situation and pointing out the most generál identical features It can how- 
ever, in no way lead to the undercstimation of the quantitative differences and other sccond.ii> 

qualitative characteristics.
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These are the most generál features of the present State of the backward countries 
and at the same time the main causes of that peculiar phenomenon called “under- 
developmcnt”. These criteria and causes do nőt appear of course with the same 
intensity, nor are they prevalent in relation to each developing country, and there 
alsó exist exceptional cases where economic and social development is nőt hindered 
primarily by these factors. Thus, fór example, intheeconomic-sociallifeof Afghan- 
istan or Ethiopia foreign capital plays a relatively minor role, and we can speak 
of income drain and dependence only in a relatíve sense. Similarly, the distortion 
of the social structure (and, apart from Ethiopean coffee growing, even of the 
economic structure) can be referred to in a restricted sense only, since modern 
productive relations can be detected only in patches beside the overwhelming 
predominance of the old, precapitalistic relations. Such and similar exceptions, 
however, do nőt refute the generál law, fór at least two reasons. First, these coun­
tries could nőt develop independently of the world system of imperialism, even if 
they formed separate islands in the flow of the latter’s development. The laws of 
imperialistic environment alsó affected their development and gave rise to certain 
indirect, secondary forms of economic dependence. Even the survival of their 
obsolete socio-economic system cannot be explained solely by internál factors. 
On the contrary, it can be interpreted similarly, to a certain extent, as the pre­
capitalistic remnants of a single country where they were preserved bút deprived 
of their vitality by the change of their environment due to foreign capital.

The second and principal reason is that the notion of “underdevelopment” has 
come to be used fór the most generál characterization of the present State of the 
former colonial and semi-colonial countries and expresses, despite its literal mean- 
ing, such a phenomenon which is itself the recurrent contradictory result of a specific 
dialectical development. In this specific, contradictory development, every step for- 
ward induces new obstacles to further progress. It is obvious, however, that in the 
lower, or earlier stages of the development in this sense the above-mentioned 
characteristics, i.e. the new limiting factors, too, are less apparent, whercas the 
factors that had come intő being prior to this specific development have a much 
greater importance.

There are, of course, many other differences between the individual under­
developed countries. They difFer e.g. according to:

- the leading branch of economy (mineral producing vs. agrarian countries);
- the development level and speed of the productive forces achievcd which 

manifestS itself in the per capita national incomes,55 in the level of industriali­
zation,56 in the rate of growth,57 etc.;

64 The national income per capita in Kuwait e.g. is more than $ 2,000, while it is about $ 200 
in Ghana, $ 70 in India, $ 45 in Pakistan, $ 60 in Tanzania, and so on.

40 Fór example, the industrial (including mining) net product per capita amounts to $ 65 
in Latin America, $22 in Eastern and Southcastcrn Asia (including Japan!) and $52 in 
Africa and the Middle East. The share of industry in totál value added was e.g. 15 per cent 
in Africa and the Middle East, 3-7 per cent in Latin America and 21 in the underdeveloped 
non-socialist Asian countries in 1958.

47 While e.g. the average rate of growth fór fifty-four countries, representing 87 per cent of
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- natural resources and geographical endowments;
- the number, density and composition of population;
- sectoral pattern of economy and society (i.e. what is the content of the tra­

ditional and the “modern” sector and how they relate to each other);58
- the actual composition of society in respect of classes, nationalities, tribes, 

religions, etc.;
- the educational and cultural level;
- the economic, political and cultural relations, etc. with the metropolitan 

countries, the degree of reál independence;58
- the direction of post-colonial development and economic policy, and so on.
However, in spite of these important and considerable differences, the above- 

mentioned characteristics are common and determinant for almost all African, 
Asian and Latin-American countries, the ex-colonies and semi-colonies (with 
the exception of those countries, on the one hand, which have successfully carried 
out a socialist transformation of economy and society, and liquidated their depen­
dence on foreign capitalist powers, and those, on the other hand, which have 
succeeded in building up their own industrial capitalism with their own exploiting 
classes). It is on the basis of these above-mentioned characteristics that all countries 
of the “Third World” belong to the same category of economic systems.

Let us first examine now in more detail the substance of the first two criteria, 
i.e. the international aspect of underdevelopment, and then we shall deal later 
on with the internál factors and mechanism of underdevelopment.

t

he population of tbc Third World as a whole was 4 5 per ccnt per aiinuni between 1960 and 
1965, among these flfly-four countries there was a group of eighteen with an average growth 
rate of 7-3, and another group of fiftccn with 2’7 per cent per annum. (Keport by the Secretary 
General of UNCIA D, New York, 1968.)

»" For examplc, the dualism of tribal rural communities and capitalist plantations and mines 
in a number of Tropical-African countries; scmi-feudal land cstatcs controlled by foreign 
Capital in many Latin-American countries; traditional fcudalism in rural arcas and foreign 
Capital in commcrcc and industry in most of the Middle East and Asian countries, etc.
“Sec e.g. the UAR. Algéria. Tanzania. India, etc. with a considcrably high level of reál 

sovereignty and independence, on the one hand, and Thatland, Southern Vietnam (and partic­
ularly the colonies still in existence), etc. with political and military dependence.
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CHARTER II

THE EXTERNAL FACTORS OF THE SYSTEM OF 
UNDERDEVELOPMENT: ECONOMIC DEPENDENCE 
AND INCOME DRAIN

1. THE FORMS OF DEPENDENCE

The relations of dependence are rooted in the system of imperialism. They came 
intő being, or became generál, on the basis of the early conquests, and were built 
intő a system when, in the last third of the 19th century, classical capitalism turnéd 
intő monopoly capitalism and the fináncé capital of the advanced capitalist 
countries divided the whole world intő spheres of interest. One-sided dependence 
gained its most extreme form in thecolonial system which meant complete admin- 
istrative, military, legal, economic and political dependence. Bút along with the 
colonies proper and the protectorates and trusteeship territories which hardly 
differed from them, there came intő being the merely formally independent semi- 
colonial and dependent territories.

The collapse of the colonial system brought about the disappearance of the 
most extreme forms of dependence: legally independent and sovereign countries 
have come intő existence in the territories liberated from the colonial yoke. Bút 
this in itself has nőt yet pút an end to the relations of dependence. On the one 
hand, the economic and social structure itself, transformed according to the 
above-mentioned functions, provides now to a certain extent the basis fór and 
the possibilities of maintaining the relations of dependence and the above-men­
tioned functions, and even produces objectively new ties of dependence, while 
on the other hand the imperialist countries, the monopolies, taking advantage of 
these possibilities, are introducing new forms and methods of reorganizing and 
strengthening the relations of dependence (neo-colonialism).

(a) “DIRECT" ECONOMIC DEPENDENCE

By “direct” economic dependence we mean the situation in which the key po- 
sitions ofthe economy, the most important economic branches, are in the hands of, 
or are controlled by, foreign monopoly capital. This represents of course the most 
marked form of economic dependence. It ensures at the same time the diiect 
exploitation of the population of the underdeveloped country, the systematic 
appropriation and expatriation of most of the surplus produced by the local 
labour force as well as part of the surplus realized by the small commodity pro­
ducers and a certain proportion of the income of the whole population.

This form of dependence has survived partly as inheritance in the liberated 
colonial territories and in those countries which have long ceased to be formai 
colonies bút where it is exactly this intensive form of dependence that has preserved 
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the practically colonial State (Latin America). It has partly come intő being as a 
result of neo-colonialist penetration. The two varieties often complement each 
other or appear in a merged form.

Thus e.g. nearly every economic sector of the already independent African 
countries was, at the moment of gaining independence, under the control of foreign 
companies or European settlers. Mining and the existing branches of the processing 
industry were controlled by foreign monopolies; the economic plantations were 
owned by the European settlers or controlled by foreign purchasing firms; the 
Wholesale trade was completely in the hands of foreign commercial monopolies, 
while the retail trade was under the control and direction of the latter. Changes 
in this respect have only occurred to a lesser or greater extent in recent years in a 
few countries, due to nationalization or to measures restricting the operádon of 
foreign capital as well as a result of the formation of the State sector. On the other 
hand, increasing changes can be observed in the character of foreign capital in 
that the share of small-scale, competitive, mainly settler and intermediary capital 
is decreasing in totál capital investments in favour of the international oligopolies; 
there are alsó changes in the composition of foreign capital by origin in that the 
share of the capital of other capitalist countries (USA,1 West Germany) is increas­
ing at the expense of the former metropolitan countries (England, Francé and 
Belgium). This usually takes piacé in the form of joint investments, mergers and 
take-overs, i.e. in the framework of the activities of the international monopolies, 
which means the fusing of foreign capitals of a different origin. This gives depen­
dence and exploitation an increasingly international character and reflects the 
more and more collective natúré of neo-colonialism.

In spite of these changes and shifts, the priváté capital of the colonizing countries 
continues to play an important role in African economy. E.g. British companies 
keep under control more than half of Africa’s bauxite production, about 40 per 
cent of the copper őre, manganese őre and lead reserves, nearly 90 per cent of 
the chrome őre, 94 per cent of the vanadium reserves and about one third of the 
cobalt and tin reserves.

The Latin-American countries, which, by constitutional law, have been inde­
pendent fór about 150 years, are kept with almost the single exception of Cuba, 
in direct economic dependence by the monopoly capital of the United States ol 
America. Ousting Germán and English capital, American capital has gained fór 
itself since the Second World War a nearly limitless suprcmacy in the economy of 
Latin America. Since the development of productive forces in the Latin-American 
countries has reachcd a gencrally much higher lével than in other underdeveloped 
countries, and the development of capitalism has alsó considerably advanced to 
the extent that in certain countries even domestic monopoly capital has alsó ap-

* Of the more than 30,000 millión dollars of foreign capital invested in Africa, Latin Amer­
ica, the Ncar, Middle and Far East, about 50 per cent comes under American, 29 per cent 
under British and 15 per cent under French monopolies. Whilc in 1936 British investments 
in Africa amounted to seven times the American investments, in 1959 they came to only 4 5 

times as much.
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peared, North-American capital had to make headway or strengthen its position 
by oppressing or utilizing local capital. Therefore, the penetration of North- 
American capital has taken piacé in a variety of forms among which we can find 
the profit-sharing system, the foundation of mixed companies, government 
agreements, the foundation of banks, the use of bank capital fór strengthening 
exported industrial capital, the control over local capital, and the system of 
buying up the crops from domestic capitalist farmers and landlords. (The role 
of the latter has increased recently.) But it has alsó succeeded in the traditional 
methods: the buying up of large land estates, the acquisition of concessions, the 
taking over of companies ruined by merciless competition, etc. The profit-sharing 
system and the foundation of mixed companies, etc. have made it possible, on 
the one hand, fór North-American capital to expand its influence to an extent 
much surpassing its actual size,2 and on the other, to bring about the large-scale 
merging of foreign and local capital. It has alsó provided the possibility fór 
American capital to gain more or less control over the state sectors greatly expand- 
ing since the second World War in certain Latin-American countries (e.g. in 
Brazil, Mexico, Uruguay, Argentiné, Chile, Peru, Columbia), and to offset thereby 
the sometimes Progressive tendencies of local state capitalism.

2 According to the computations of the Brazílián economist Aristotclcs Moura, about 36 
per cent of the capital controlled in Latin America by US companies is nőt of US origin.

North-American capital drew under its control first of all the extractive industries 
but alsó gained important positions in the processing industries and in the agri­
cultural production of certain Latin-American countries. American monopolies 
control about 80 per cent of iron őre production, 94 per cent of manganese, almost 
100 per cent of tin, chrome, vanadium, molybdenum production, morc than 90 
per cent of zinc, lead őre, and bauxite production of Latin America. The American 
United Fruit Company keeps in hand the largest banana, sugár, coffee, cocoa 
plantations and Controls by the buying-up system alsó the production of local 
landlords (eg. in Columbia, Ecuador, etc.).

In recent years British and West-German groups of monopoly capital have 
made efforts to regain their lost positions, especially in the new industries of the 
Latin-American countries. West-German capital has penetrated mainly intő the 
Chemical industry (I. G. Farben in Brazil), the Steel industry (DEMAG in the 
Argentiné, Krupp in Mexico), motor-car production (Volkswagen in Brazil), the 
electrical industry, etc. British capital has strengthened its position in Argentine’s 
food industry, the production of synthetic fibres, the sugár industry, Brazil's 
energy production and processing industries, and made efforts to retain its po­
sition in Venezuela’s oil production (Shell—BP).

Of the underdeveloped countries in Asia let us take, by way of example, the 
largest, India. Up to the liberation from colonial rule, foreign (British) capital 
had controlled almost every branch of the Indián economy, despite the fact that 
domestic Indián monopoly capital had already developed under colonialism. 90 
per cent of the oil, rubber, jute and match industries, over 80 per cent of the tea 
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plantations and two thirds of the coal mines were controlled by British capital, 
and in 1948 about one third of all capital investments were made by foreign (mostly 
British) capital.

Foreign capital even today has got an important share in certain sectors of 
the Indián economy (mainly in the processing industries, the oil industry and 
agricultural plantations, as well as in financial institutions where foreign capital 
investments have greatly increased), despite the fact that the fairly strong Indián 
national bourgeoisie has created, partly in its own interests, partly under the 
pressure of the demand of the masses, a relatively wide state-capitalistic sector 
(mainly by founding new enterprises rather than by nationalization), and despite 
the fact that State economic policy and planning have set certain limits to the 
activity of foreign capital. The share of British capital in foreign priváté invest­
ment has decreased in favour of American, Swiss, West-German and Japanese 
capital.

On the whole, India’s economic dependence today is due, on account of the 
considerable and in many respects Progressive State capitalism, nőt primarily to 
the import of production capital, i.e. to the direct penetration of foreign capital 
and its control over the economic sectors, bút it has rather a financial (loans) 
and commercial character. This does nőt mean, however, that the direct influence 
of foreign capital on the economy should be underestimated. In addition to the 
farmer investments and the resulting cumulative reinvestments, we alsó have to 
take intő consideration the fact that foreign capital has been largely intertwined 
with part of the domestic capital (e.g mixed companies and Indián firms under 
the control of British generál agencies), and that there is an increasing penetra­
tion of priváté capital in the wake of foreign loans and grants. (Almost 30 per cent 
of the capital invested in Indián largc-scale industry is of foreign origin.)

In the underdeveloped countries of the Middle East, foreign capital keeps under 
control first of all the oil-extracting industry, and since this represents the most 
important economic sector of the countries in the Middle East, foreign capital 
has an impact on the entirc economy of these countries. In the period fallowing 
World War II, English, French and Dutch capital were ousted to an evcr-increas- 
ing extent by American capital, which in 1957 already controlled 59'6 per cent 
of the totál oil output of the Middle East, while the shareof British capitaldecreased 
from 76'8 to 30'6 per cent. The American monopolies have an unchallcnged 
control over the oil of Saudi Arabia, Bahrein and the so-called Ncutral Beit, and 
have a share of 50 per cent in Kuwait’s oil output, 40 per cent in Iran’s and about 
24 per cent in Iraq’s and Quatar’s. The international oil cartel, in which the lead­
ing role is taken by the American monopolies, Controls 80 per cent of the proven 
oil reserves of the Middle East, 60 per cent of its output and 90 per cent of the 
totál oil tanker fleet.3

a Y. Pcvzncr: Developing Countries and Reproduction in Parcnt-States. Soriét Economists 
Discuss.... p. 38.
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In recent years, Italy, West Germany and Japan have appeared again on the 
scene as new rivals. What the control of oil production by foreign capital means 
fór the direct economic dependence of these countries, can be seen e.g. from the 
fact that oil production accounts fór 1/4 of Iran’s, 3/4 of Saudi Arabia’s, more 
than 50 per cent of Iraq’s and 90 per cent of Kuwait’s national income.

Egypt’s economy from the turn of century to the First World War was literally 
flooded by foreign (English, French and Belgian) capital, which had an almost 
exclusive role in industrial investments and in financial life. After the First World 
War, however, Egyptian national capital began to develop quite rapidly, due 
partly to the cyclical changes after the war and partly to certain concessions made 
by the British colonizers (formai state sovereignty, protective duties fór certain 
commodities), and to the co-operation of the national bourgeoisie (manufacturers’ 
association, Misr Bank). This grew more rapidly than foreign capital in Egypt. 
It is largely due to the strengthening of the national capital that Egypt’s economy 
reached a development level which was in many respects higher than that of the 
other underdeveloped countries. Nevertheless, the key positions in the economy, 
the finances, the Egyptian National Bank and other big banks and insurance 
companies as well as the most important industries (the oil industry, the cotton 
and textilé industry), foreign trade and the traffic of the Suez Canal, continued 
to remain under the control of foreign capital. More than 60 per cent of the 
shares of industrial and commercial companies were owned by foreigners. Since 
1954, bút especially as a result of the large-scale and Progressive state intervention 
of recent years (the nationalization of the Suez Canal Company, banks, insurance 
companies, foreign industrial and commercial firms, large-scale direct investment 
activity on the part of the state, centralized economic management, etc.), the 
direct form of economic dependence, i.e. the direct influcnce of foreign capital in 
Egypt’s economy has practically ceased. The public sector covers the most impor­
tant industries and foreign trade, that is about 1/3 of the economy with the ex- 
qeption of agriculture, and it leaves room fór foreign priváté capital only under 
strict state control, mostly in the form of mixcd (state and priváté) companies.

(b) TRADE DEPENDENCE

Trade dependence means, on the one hand, a dependence in trade relations on a 
few advanced capitalist countries with which most of the trade is transacted 
(let’s call it “relational dependence”), and, on the other hand, the overall depen­
dence of the entire economy on the cyclical changes of the capitalist world markét.

How did the trade dependence of the underdeveloped countries come about 
and how did it manage to survivc?

(1) As regards relational dependence, it is first of all due to the consequence of 
direct economic dependence and so partly to the heritage of the colonial pást, and 
partly to the result of neo-colonialist penetration. It is as a matter of fact self- 
evident that a country whose most important economic sectors are controlled by 
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foreign capital, will trade largely or exclusively with the metropolitan country of 
that capital4 and will produce what is needed by that country, and will be a ready 
markét fór goods that the firms of that country want to sell there. Very often 
foreign trade itself is handled or controlled by foreign monopolies which can 
directly determine the direction of foreign trade. Bút even if this is nőt the case, 
and, let us suppose, foreign trade happens to be directly controlled by the State 
or is transacted by State organs, even then foreign capital, as long as it holds the 
key position of the country’s economy, will have a great many other possibilitics 
and means to channel foreign trade in the direction it wishes, to prevent the 
establishment or expansion of trade relations with other countries, in other words, 
to maintain the country’s relational trade dependence. In addition to means like 
bribery, retorsion, and extortion it can alsó make use of the banks under its 
control and their credit policy in order to promote trade with the metropolitan 
country or to discourage new trade relations to come intő being. It can ensure 
relational dependence by profiling production in the industrial and agricultural 
sectors under its control, i.e. by determining their production structure and compo­
sition according to the needs and markét of the metropolitan country. It can alsó 
ensure the maintenance of relational trade dependence by making investments 
and introducing the production of commodities fór which the necessary machines 
and equipment can only be purchased or replaced (standardized products!) 
from firms in the metropolitan country.

From this point of view the recent bias in the pattern of foreign capital invest- 
ment in favour of capital-intensive techniques (and against the capital-goods 
sector) alsó plays an important role, and results nőt only in a rapid increase of 
the import of capital goods bút alsó in a more intensive dependence on bilateral 
trade relations with the metropolitan countries.

Bút the metropolitan State itself has various means at its disposal to establish 
and maintain relational trade dependence. Among those of highest importance are 
the system of preferences, the financing policy and the monetary relations.

The system of preferences creates, on the one hand, relatively favourable con­
ditions fór the export of the underdeveloped country and ensures that the metro­
politan country is supplicd with the necessary primary commodities. On the other 
hand, by ousting rivals from the markét it provides a monopoly position on the 
markel of the underdeveloped country fór the manufactured imports Írom the 
metropolitan country. By the latter means it prcvents the development or consoli- 
dation of the underdeveloped country’s national industry.

An important role is played by the European Economic Community, the 
Common Markét in the strengthening of the relational trade dependence of 
sevcral African countries.

‘ Here and alsó later on, by "mother" (or metropolitan) country we understand, fór simplic- 
ity’s sakc, nőt only the colonizing country, bút alsó the country, in generál, with wnicn ne 
underdeveloped country in question is in a onc-sidcd, dependent relationship, even i 
pendence had never assutned a colonial form.
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As is well known, in 1964 18 African countries became associates of the Com­
mon Markét. Doubtless, the association gives certain advantages to them, in the 
field of marketing their own export products, and alsó from the point of view of 
the developmental aid they récéivé in this way. Since, however, in return for all 
this they have to keep the tariff rates for the goods coming from the Common 
Markét low (a few West-African associated countries carried out a tariff reduction 
of 30 per cent), the development of their industry is held back by the cheap import 
products, and the monocultural production is maintained within the economic 
structure. At the same time the existence of the Common Markét exerts quite a 
strong pressure on the underdeveloped countries outside the Markét, which e.g. 
enhanced the “Balcanization” of Africa and has been used as a lever to get non- 
associated countries to jóin. It has a particularly unfavourable effect on the, fői4 
the most part, Latin-American countries, which export the same products as the 
associated West-African countries and in whose traditional markets the countries 
of Western Europe have always played an important role. It is worth mentioning 
that this involves the danger of further increasing or reinforcing the trade depen­
dence of the Latin-American countries on the United States, which can be 
proved by the very fact e.g. that a quite active campaign started in several 
Latin-American countries in favour of a system of defensive preferences to be 
granted by the US for all those commodities affected by the EEC discriminative 
preferences.

The credit-financing of exports, the extension of loans and aid and the monetary 
relations, especially the fact that these countries belong to the monetary zone 
under the control of the metropolitan country, i.e. the mechanism of financial 
dependence in generál, provide innumerable possibilities for the metropolitan 
country to strengthen the relational trade dependence of the countries in question; 
and thereby to ensure its raw matéria! supply and the marketing of its manu- 
factures there.

The dependence on the foreign trade partner is particularly intensive in thé 
case of countries with a narrow domcstic markét and an extensive export mono- 
culture. The smaller the domestic markét and the less the number and variety 
of export goods of a country on the one hand, and the greatcr the economic power 
of the partner on the other, the stronger and the more dangerous will be the 
foreign trade dependence.

This form of dependence involves many dangcrsanddisadvantagcs. The strong­
er metropolitan country can determinc (or at least influence) the conditions of 
exchange according to her own interests (in volume, in value terms, in time, etc.), 
and can use this form of dependence in order to cxert a political pressure upon 
the dependent country or to influence the economic policy of the latter. Owing 
to this close trade connection and dependence, the economy of the dependent 
country becomes sensitive and defeneeless in the case of the rccessions and erises 
of the partner country. Moreover, the latter can shift the burden of erisis on to 
the dependent country. (Remember the cflects of the rcccssion of the U.S. ccon- 
omy in 1957/58 on the Latin-American economies!). And, lasl bút nőt least, this 
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form of dependence strengthens by its very natúré the other ties and forms of 
dependence.

A rather strong trade dependence can be observed between the Latin-American 
countries and the United States, though the pást few years have witnessed a 
decreasing trend owing to a number of factors (as e.g. the increasing competition 
of other advanced countries). The United States had a 45 per cent share in the 
totál exports of the Latin-American countries in 1958 and 38 per cent in 1961 
while its share in the imports of these countries was 50 per cent and 41 per cent 
respectively. Taking the same two years, the volume of trade among the individual 
Latin-American countries was only around 10 and 6-7 per cent, respectively. 
Earlier the share of the USA was even larger (in 1950 e.g. it was 63 and 61 per 
cent, respectively).

There were, and are even today, quite close trade relations between the African 
countries and the metropolitan country. In 1961 e.g. Britain had a share of 40 per 
cent in Kenya’s imports and about 25 per cent in her exports. In Uganda the 
percentages were 40 per cent and 20 per cent, resp.; in Nigéria 30 per cent and 44 
per cent, resp.; in Sierra Leone 45 per cent and 79 per cent, resp. In the same year, 
1961, Francé's share was e.g. 50 per cent in Niger’s imports, 77 per cent in her 
exports and in the Central-African Republic the figures were 59 per cent and 70 
per cent, respectively.

However, the share of the former metropolitan countries5 in the foreign trade 
of the liberated African countries has shown a certain decline in the post-inde- 
pcndence years. This is considerable especially in the case where a major political 
conflict broke out between the metropolitan country and her former colony (e.g. 
in Guinea), while the shares of the United States, West Germany and Japan are 
generaliy on the increase. All this may mean the easing6 of relational dependence 
even if the character of foreign trade relations has remained unchanged.

Britain accounts fór about 25 per cent of India's exports and fór about 20 per 
cent of her imports. Prior to the second World War her share was substantially 
higher (34 and 26 per cent), bút since then the United States, Japan and West 
Germany have carved out between them ever-increasing shares in India’s foreign 
trade. The share of the socialist countries in India’s trade is rather small in abso­
lute terms fór the moment bút the proportion is growing. (One of the main 
obstaclcs to this trade is the rolc of foreign companies in the Indián export-import 
trade.)
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8 Fór example, the imports of the former British colonies “from Britain diminished from 
2S'4 per cent in 1953 to 22’1 per cent in 1961, whereas the share of the USA incrcased from 
7’6 per cent to 13’2 per cent correspondingly”. (E. K. Kmclnitskaya: op. cit., p. 17.) In spite 
of this shift, however, the sharc of the metropolitan countries in the foreign trade of their 
former colonies is still considerable. Fór example, Britain's share in East-African imports 
amounted to 33’4 per cent in 1966.

0 It may, however, alsó mean an increase in dependence if the shift in foreign trade takcs 
placc in the direction of the very capitalist power which alsó ousts more and more the former 
metropolitan country from the ficlds of capital export, aid and technical assistance.



The relational trade dependence of the Arab countries in the Middle East has 
been declining strongly since the Second World War. Typical of this is the fact 
that in 1938 England still accounted fór 33'1 per cent of the totál export of Egypt, 
Iraq, Jordán, the Lebanon, Syria and the Sudan, whilst in 1956 it took only 13 
per cent. Egypt especially has considerably changed the relational distribution 
of foreign trade, mainly in favour of trade with the socialist countries.

(2) The overall dependence of the whole economy of the developing countries 
on the cyclical changes in the world markét—as the relational dependence to somé 
extent, too—may be traced back to two factors: (1) the excessively important role 
of foreign trade within the national economy,7 and (2) the distorted structure of 
foreign trade.

Since the most developed economic sectors of backward countries (raw matéria! 
production, agricultural plantations) are at the same time export sectors, a sub- 
stantial proportion ofthe national income is realized through foreign trade.

Fór example, about 30-40 per cent of Latin America’s totál commodity pro­
duction is exported, bút in certain countries these export figures are as high as 60 
per cent ofthe totál output. Exports make up about 75 per cent of Saudi Arabia’s 
national income, about 50-60 per cent of Iraq's and 90 per cent of Kuwait’s.

The piacé of foreign trade in the economy of the African countries is a partic- 
ularly important one. Exports consume here a substantial proportion of the 
output ofthe monetary sector.8 In a number of countries the búik of rural African 
money incomes is provided by agricultural exports grown by African farmers, 
and the búik of the African wage-earners are employed by the export-producing 
plantations and farms, agricultural processing plants, mines and in the transport 
and commercial network serving export-import. A considerable proportion 
(between 60 and 95 per cent) of the domestic consumption of manufactured goods 
is supplied by imports. The import-share in the supply of fuels, transport vehicles 
and certain raw materials is especially high. According to estimates,u about 95 
per cent of the machinery required fór the implementation of investment pro- 
grammes (including transportation and agriculture as well as industry) and up to 
50 per cent ofthe cost of construction (including construction machinery) reprcsent 
imports. Perhaps 60 per cent ofthe cost of investment activity in East Africa (and 
in all probability in the Sudan, Ethiopia and Zambia as well) represents direct 
import cost. Another 15-25 per cent tends to become indirect import cost through 
the tendency of additional labour and managerial-entrepreneurial incomes 
generated by investment activity to be spent on imported consumer goods.

’ Ceteris paribus, the role and proportion of foreign trade in the national economy is of 
course relatively less significant in the countries whose population is greater and whose inter­
nál markét therefore is somcwhat larger.

» Fór the larger East and Central-African States the percentages rangé from 20 per cent 
(Kenya, Uganda. Tanzania, Sudan, Ethiopia) to over 50 per cent (Mauritius and Zambia). 
(See R. H- Green: African Economic Development and the World Economy: Four Essaytt. ( ar- 
negie Institute in Diplomacy. CID/20/65.)
’See R. H. Green: op. cit.
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However, trade dependence, the “excessive role” of foreign trade in the national 
economy cannot be reduced simply to the ratio of the exports-imports to the GNI. 
It is much more important to examine the role foreign trade plays, together with 
other factors promoting or limiting development, in the dynamics10 of the national 
economy. “A very small share of foreign trade in the national income can go 
hand in hand with an almost complete dependence of the process of growth on 
imports of capital goods if the country has no machine-building industry of its 
own.”11

10 According to tbc cstimatcs of R. H. Green, the import rcquircmcnts of African economics 
tend to risc morc rapidly than the national product, and the 6 8 per cent growth ratcs are 
likely to result in 8-12 per cent rates of increase of imports. (See ibid.)

" I. Sachs: Foreign Trade and Economic Development of Underdeveloped Countries, p. 100.

“ Ibid.

The big role of foreign trade in the realization of the national income cannot be 
regarded in itself as an unfavourable phenomenon. In fact, it only leads to a high 
sensitivity of the economy to world markét trends if it is associated with the 
distorted structure of foreign trade. And this is exactly what is typical of the under­
developed countries. The overwhelming proportion of their export trade is 
accounted fór by one or a few agricultural or mineral products.

It is self-evident that the distorted structure of exports alone makes the foreign 
exchange position of the country in question sensitive to the world markét situ­
ation as, in the case of a fali in the demand fór the main export product, there is 
no, or hardly any, possibility of offsetting the loss in export earnings by stepping 
up the export of other products. In addition, most of these export products are 
unprocessed primary goods or raw materials, and they are usually identical with 
the export products of the other underdeveloped countries, which is highly unfa­
vourable to the formation of the terms of trade of these countries. (See later in 
detail.)

A number of economists explain the biassed, one-sided structure of exports 
and the unduly high export proportion simply by the narrowness of the domestic 
markét, and attribute a natural (sponte sua), positive role to foreign trade, which 
partly expands by its income-generating effect, the domestic markét and leads 
thereby to the liquidation of its own disproportion and partly speeds up economic 
growth by transforming the potential consumption fund intő accumulation fund. 
No doubt, the narrowness and unfavourable pattern of the domestic markét 
exert a negative inducement towards the branches producing fór the domestic 
markét, and really justify in this respect an export-orientation. It is cqually beyond 
debatc that foreign trade may perform a transformation function which “takcs 
the form of an exchange of part of the potential consumption fund intő the 
accumulation fund, by means of trading goods produced in Department II (sectors 
producing consumption goods) fór foreign goods of Department I (sectors pro­
ducing capital goods)”.111

Bút as far as the assumption of this sponte sua market-expanding effect of 
foreign trade is concerned, this is nőt only refuted in practice by the decades-old 

175



experiences of the underdeveloped countries, but it is even in theory the result 
of a rather one-sided outlook. This is the outlook namely which reduces the 
markét problem to the question of incomes (and consumption propensities) instead 
of recognizing its reál esseace: the commodity metamorphosis built on the division 
of labour in production, the system of linkages between the productive sectors.13 
Yet the market-expanding effect of foreign trade depends on whether linkage 
effects come intő being and multiply between the export sector and the other 
sectors of the national economy, and nőt only indirectly, through incomes, but 
largely directly, through productive co-operation. And it is exactly in this respect 
that a peculiar mechanism can be observed in most of the underdeveloped coun­
tries, a mechanism which includes the reproduction of the enclave-character of 
the export sector. (The expansion of the export sector deprives production fór 
the domestic markét of the necessary resources; the competition of imports keeps 
domestic production under pressure; and even the distribution and spending of 
the incomes and the consumption propensities are such that they induce a growth 
in import-consumption and compel the country to increase export production.) 
Consequently, foreign trade, contrary to the market-expanding effect attributed 
to it, may limit the expansion of the domestic markét by means of its specific 
structure, and may therefore exert a directly negative effect.

13 It is a personal experience of minő that when African students fed on western standard 
economic textbooks are asked about the reasons fór the narrowness of the domestic markét 
and the main ways it can be extended, they, almost invariably, look fór an answcr in the field 
of incomes (or the mode of spending incomes, the propensities), usually failing even to men­
tion the problem of production linkages, the division of labour. and the process of rcpro- 
duction circulation.

14 Fór more details sec Chapter III. 1. (a) and (b).
15 “The absolute depcndencc of the export sector (inchtding the railways, power stations 

and ports necessary fór exports) and, via the cxpjrt sector, that of the wholc economy upon 
the world markét, arises from the fact that here the internál markot nőt only cannot get beyond 
its rudimentary initial stage, but after having been created by the methods of primitive accu­
mulation (above all by the wholc-scale dispossession of the peasantry), this internál markét 
begins to contract at once, and this prevents internál accumulation from the outset . . . the 
contraction of the internál markét is dúc rather to the pressure exerted by the export sector 
on the economy as a whole; and the cxclusive orientation toward the foreign markét is by no 
means primarily due to the narrow limits of the internál markét.” (Gy. Göncöl: op. cit., 

pp 36-37.)

And as regards the transformation function, it is nőt only the wasting of export 
earnings on importing consumer goods (often luxuries) that impedes its coming 
intő effect, and it is nőt only the deterioration of the terms of trade that sets 
absolute limits to it, but the transformation itself—if it takes piacé at all—is 
usually of such a character and direction that it does nőt sponte sua result in the 
expansion of the capital-goods producing sector (unlike the exchange taking piacé 
within the same national economy between the two departments and leading to a 
proportionate or proportionately more rapid expansion of the department of 
capital goods). Thus it includes the spontaneous tendency, often reinforced by 

176



the conscious business policy of the international oligopolies,16 that the mainte- 
nance of the results of the transformation makes further transformation neces­
sary, i.e. increases export orientation and import sensitivity.

Hence the dependence on the capitalist world markét has its roots deep in the 
very structure of the economy. This is why it is much more difficult to abolish 
than relational dependence. It is even possible that the very economic measures 
taken to liquidate direct economic dependence and relational dependence partly 
arising from the latter, will increase, temporarily, dependence on the world 
markét.17 This may be the case e.g. when a newly independent country embarks 
upon the creation of a national industry and the expansion of State investments, 
and is consequently compelled to substantially step up machinery imports. And 
to offset the import growth it has hardly any other possibility—temporarily—at 
its disposal than the enforced export of the products of the traditional (mono- 
cultural) sector, and the cutting of the consumer goods imports by strictly limit­
ing the luxuries. (The latter, however, usually encounters the opposition of the 
expatriates and the local élite as well, and, therefore, raises the question of the 
socio-political trend of the government.)

The one-sided foreign trade dependence of the underdeveloped countries implies 
that the development of these countries is determined to a very great extent by 
the foreign trade relations, the absorbing capacity of the markét of the former 
metropolitan countries as well as by the cyclical changes in the world economy. 
The domestic economy is really quite defenceless against the detrimental effects 
of international trade and so the economic growth achieved by internál efforts 
may be counteracted by external effects, often connected with deliberate neo- 
colonial interference.

(c) FINANCIAL DEPENDENCE

(1) The tics of financial dependence arc strongcst, of course, in countries where 
the banking system and through it Ihe internál money circulation and the credit 
system, too, arc under foreign control, where financial dependence is an element 
and consequence of direct economic dependence. In such a situation foreign capital 
is frcc, through the banks under its control, to support or set back by means of 
its credit policy, any particular economic sector, to promote the development of 
the industries complying with its own interests, to hinder that of others running 
counter to them, to influence export trade and to keep the local national capital

•• This manifests itself in the phenomenon already referred to, namely that their industrial 
capital investments in underdeveloped countries arc alsó aimed at expanding the imports of 
capital goods and equipment (or at least they avoid the sphere of substituting fór such im­
ports), thal is, they work against the creation of a reál "department 1”.

•’ On the other hand it is alsó fcasible that the possible preferencei granted in the frainework 
of relational trade dependence provide the opportunity, which, if arises at all, is usually very 
limited, of divcrsifying exports, and in this sense they may decrease, to somé extent, the overall 
dependence on the world markét.
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even in the field of credits in a dependent State. On the other hand it can, through 
the reguládon of money emission, impose at will inflation (or deflation) on the 
country, “taxing” thereby the entire population, bút especially, by means of the 
decrease in reál wages, the wage workers employed by it. Thus it can alsó influence 
the budget position and the balances of trade and payments ol the country.

This extreme form of financial dependence first came intő being in the colonies, 
as e.g. in all the countries of Tropical Africa and, as a result of American capital 
penetration, though in a somewhat milder and more concealed form, in most 
Latin-American countries.

At the time of independence, nőne of the countries in Tropical Africa had its 
own national currency and Central bank exclusively authorized fór emission. 
In the British colonies, e.g. the local currency was issued by the so-called currency 
boards, and the money issued was covered to 100 per cent with pound sterling 
by the Bank of England—ensuring thereby substantial credit sources fór the 
metropolitan country. The British colonies were compelled to keep the exchange 
reserves (mainly the dollár reserves) from foreign trade transactions in the Bank 
of England, and were deprived of the right of free disposal.

The banking operations were usually handled by the subsidiaries of a major 
British colonial bank (as e.g. the Barclays Bank, the Standard Bank of South 
Africa, the Bank of West Africa). These banks could influence, through the credit 
financing of trade, the development of the whole economy of the country in 
question, could pút a check by a discriminative policy (by credit restrictions, by 
demanding impracticable guarantees, etc.) on the growth ol the national capital, 
and draw out of the country, by transferring a considerable part (30-40 per cent) 
of their assets to metropolitan banks, a substantial proportion of the national 
income, diminishing thereby the internál credit sources. The picture was similar 
in French, Belgian and Portuguese territories where finances were entirely under 
the control of foreign capital, the currency in circulation was a local variety of 
the currency of the metropolitan country (as e.g. the French colonial franc), and 
the banking operations were transacted by the subsidiaries of the metropolitan 
banks.

In the countries of Tropical Africa where national capital often did nőt even 
exist in an embryonic stage, where the domcstic markét was nőt widc enough ami 
where there was a lack of financial cadres, the national monetary system, built 
upon the national currency, could nőt be created overnight after independence.

Money circulation and credit even today are under the control of foreign banks 
in many African countries, and the local currency is tied to the metropolitan 
currency. In a few countries (as in Tanzania), however, foreign banks have been 
nationalized.

The internál finances of scveral Latin-American countries are only formally 
independent. They have their own national currency whose exchange rate, 
however, is controlled directly or through somé international organization (Inter­
national Monetary Fund, IBRD) by American capital. Most of the credit trans­
actions in nearly all Latin-American countries are handled by banks controlled by 
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foreign, mainly American Capital. Being companies with a large Capital supply, 
they are able to influence the entire turnover both in cash and credit and can 
control almost the whole financial life—by granting loans to the State or the State 
banks of issue, or through the purchases of government bonds, by opening current- 
account credits to the State, and through their rediscount and interest policy. 
They usually alsó acquire an interest in the financial institutions established by 
the national Capital and get under their control the whole banking and insurance 
apparátus.

As to the Arab countries, it was quite exceptional that in Egypt a national bank 
could come intő being as early as in 1920 for the satisfaction of the credit require­
ments of the national bourgeoisie and for the concentration of national Capital. 
This bank, the so-called Misr Bank, had played an important role in the economic 
development of the country and in strengthening the national bourgeoisie. Bút 
the largest banks in Egypt continued up to 1957 to be owned by foreign Capital 
(Barclays Bank, Credit Lyonnais, Commcrcial Bank of the Near East, Comptoir 
National d’Escompte de Paris, Ottoman Bank, etc.), and the “National Bank of 
Egypt” itself was under British supervision (up to 1951). These banks handled 
most of the credit transaclions, the financing of the operations of the most impor­
tant economic branches and trade, and controlled about 80 per cent of foreign 
trade and the whole cotton trade. The rate of exchange of the Egyptian pound 
was tied to the British pound and so the fluctuations in England’s financial po­
sition directly affected the Egyptian fináncé. In 1957 the Egyptian government 
nationalized the 9 English and French-owned big banks and in 1960 took over 
the Misr Bank, as well as the privately owned shares of the National Bank of 
Egypt. Later on all rcmaining priváté banks and insurance companies were alsó 
nationalized. In this way, money emission and credit supply came once and for 
all nőt only under national control bút intő direct State monopoly.

In India the Central banks were nationalized in 1948 and 1955. The Impcrial 
Bank, the reserve bank, and most of the mcrchant banks dcaling in foreign 
exchange, and the Indián joint-stock banks had been owned up to that time by 
British Capital. Following nationalization, the role of foreign banks has gradually 
declined. In the mid-fifties they still transacted about 25 per cent of all banking 
operations, mainly those connected with foreign trade and foreign exchange. 
In rcccnt years, however, owing to the strengthening of Indián State capitalism 
and national Capital, the role of foreign banks has relatively decreased in the 
internál money and credit markét.

(2) A miklcr, bút more generál and, to a certain extent, a more lasting form of 
financial dependence, is the one which ties most of the underdeveloped countries 
to an advanced capitalist country in matters of foreign exchange. This foreign 
exchange dependence is the consequence of relational trade dependence and is 
connected with the distorted structure of foreign trade and, by extension, the 
whole economy. A country which sells most of its export products or buys most 
of its imports in the traditional metropolitan markét, is necessarily alsó in a 
dependent rclationship in matters of foreign exchange with the latter. (Just as 
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vice versa, foreign exchange dependence strengthens the maintenance of relational 
trade dependence.)

In a sense, we can speak of foreign exchange dependence nőt only in relation 
to the developing countries. If there are close trade relations between two countries, 
then the changes in the foreign exchange position of the one country make them- 
selves alsó felt in the economy of the other, and vice versa. (This is of course 
mutual dependence.) If, however, one of the two is a country with “hard” and 
the other with “soft” currency, the latter may find itself in a grave situation if its 
export sales to the “hard” currency country, fór financial or other reasons, come 
up against difficulties. Unless it succeeds in earning “hard” currency from other, 
new trade relations, or in finding any other way-out, it will be compelled to 
restrict those of its purchases on the world markét fór which hard currency is ab- 
solutely necessary. This of course was formerly earned from receipts from the 
export sales in the “hard” currency country.

In the case of the underdeveloped countries, foreign exchange dependence is 
always such a one-sided dependence. That is, it is only they that depend fór their 
purchases on the hard currency of the advanced countries. It is only their financial 
and overall economic situation that reacts most sensitively to the changes in the 
flow of foreign exchange owing to currency revaluations, import restrictions, tariff 
modifications, etc. in the advanced capitalist countries, and above all in the 
metropolitan country itself. In addition, fór an underdeveloped country which 
encounters difficulties in the traditional markét or finds its foreign exchange 
balances—fór certain, maybe political reasons—frozen, the possibility of earning 
“hard” currency from another relation or securing the necessary foreign exchange 
fór its imports in somé other way is rather limited. Moreover, and this is perhaps 
the most important factor, the underdeveloped countries are, owing to the one- 
sided, distorted character of their economy, the underdevelopment of industry 
and the monocultural type of agriculture and foreign trade, increasingly import- 
sensitive, i.e. their economic development and even their current needs call fór a 
large volume and a wide rangé of imports (including, of course, “hard” goods, 
machines and equipment). Therefore their foreign exchange receipts, usually 
earned from the export sales of a few agricultural or mineral products, are decisive 
fór their whole economy.

The ties of foreign exchange dependence are especially strong in the case of 
countries which, mainly on account of the foreign exchange problems ol their 
trade relations, are in the monetary zone (sterling or franc zone) to which they 
belonged prior to their independence and in which the leading role is excrciscd 
by the fináncé capitalists of the metropolitan country. The currency position ol the 
metropolitan country directly affects their finances,14 and the financial circles of 
the metropolitan country are able to get an insight intő, and in somé cases even a 
control over their foreign exchange policy. (As to the latter, the International 
Monetary Fund, led by the advanced capitalist powcrs, plays a particular role in 
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“advising” on exchange-control policies of countries seeking to borrow capital 
in the case of prolonged balance of payments deficits.

(3) A very generál and increasingly important form of financial dependence 
and at the same time the principal means of neo-colonialist penetration are the 
loans and grants received from the leading capitalist countries. Owing to the 
inadequacy of their internál accumulation, the unfavourable trend of the terms 
of trade, and, last bút nőt least, the profit repatriation of foreign monopolies, the 
underdeveloped countries usually need substantial foreign financial resources fór 
financing their development programmes, compensating fór their budget deficits 
or offsetting their adverse balance of payments.

According to the 1952 report19 of the General Secretary of the United Nations 
Organization, the underdeveloped countries would need 5'7 billión dollars’ worth 
of foreign capital between 1962 and 1971 (excluding capital needed fór technical 
assistance), while at present the money received from the western countries fór 
development purposes is around an annual 4-5 billión dollars.

As the rapid liquidation of economic underdevelopment and the earliest possible 
raising of the social, cultural, health and educational standards really necessitate 
a matéria! contribution from the developed countries, this very need, the request 
of the developing countries themselves, provides the basis fór the leading capitalist 
countries to link these countries to themselves with new ties of financial depen­
dence. The loans and grants offered by the western countries fór development 
purposes may, subject to appropriate conditions, have a positive effect in them­
selves on the developing countries. The very fact alone that the leading capitalist 
countries are making an increasing use of economic loans and grants in order to 
keep the underdeveloped countries in a dependent relationship, indicates the 
considerable changes that have taken piacé in their relations with the under­
developed countries since the emergence of the socialist countries and the collapse 
of the colonial system. At the same time it alsó puts in bőid relief the lack of equi- 
librium in the capitalist world economy so that it is now less and less possible to 
maintain the internál mechanism of the capitalist world economy without these 
loans and grants.

What is, then, the detrimental effect of these loans and grants, and why are the 
leading capitalist powers interested in extending them?

It is sclf-evident that any country that bases the financing of its economic 
development programúié primarily on foreign sources, and is able to maintain 
the temporary equilibrium of the statc budget only with foreign aid and make good 
the recurrent deficit of its trade balance only by foreign credits, will be left to 
the mercy of the countries offering this aid. This is the morc truc, the more a 
single capitalist country monopolizes the role of the creditor.

By stopping these credits and freczing the amounts Iáid asidc fór aid, the 
creditor country may causc uncxpectcd diflicultics in the debtor country and may 
hinder the implementation of the development programme. It can use all these

" The Capital Development Needs of the Less Developed Countries. UN, New York, 1962. 
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methods, according to its purposes, fór economic, political or military blackmail. 
When supporting the budget of the backward debtor country and undertaking the 
financing of its economic development plán or covering the deficit of its foreign 
trade, the creditor country will usually claim the right to interfere in the fiscal 
policy, the elaboration of the development plán and the foreign trade policy of that 
country Thus what is involved here is nőt only the fact that the implementation 
of the budget estimates and the fulfilment of the targets of the development plán 
depend to a great extent on the financial support of the creditor country, bút alsó 
the fact that the fiscal policy and the development plán themselves have to be 
adjusted to its interests.

The leading capitalist countries werein thehabit ofgrantingaid almost exclusive- 
ly fór military and political considerations and this is many times the case even 
today. Military aid was definitely detrimental to the economy as the country 
receiving it was compelled to buy arms in return fór a considerable part (often 
90 per cent) ofthe aid, and alsó had to incur immense additional military expenses. 
Fór example in 1957-58 the countries of the BaghdadPact spent 1 billión dollars 
on military investments in addition to the 332 millión dollars received as aid.

It was mainly political considerations that induced the United States to change 
a bit its aid policy towards the Latin-American countries after the Cuban revo­
lution In order to avoid revolutionary changes and to maintain the power status 
quo it set as its aim the carrying out of certain modest social reforms fór the 
imp’rovement of the economic position of the Latin-American countries in its 
new aid programúié called the “Alliance fór Progress”. Very few of these aims 
have since been attained. On the contrary, as shown fór example by the coup in 
Brazil, the foreign policy of the USA considers the interests of American priváté 
capital and the anti-Cuban attitűdé to be more important than the implementation 
of certain modest social reforms. Thus the initially much advertised reforms have 
all bút been forgottén today and the leading circles of the USA have, since Presi- 
dent Kennedy’s death, been supporting the stability of the reactionary systems 
rather than the social reforms whose outcome seems to be uncertain.

In any case the leading capitalist countries are guided in their aid policy by the prin- 
ciple of supporting countries whose economic, financial and cultural policies arc 
“sound”, and in which “appropriate political conditions" prevail, in other words 
where the interests of priváté capital and the rulc of the bourgeoisie seem to be 
ensured.

Apart from other conditions of a political natúré, grants are usually tied to the 
condition that the countries offering them may supervise the way they are utilizcd. 
In most cases the grants are given fór certain objectives only, tor the financing 
of definite projeets conducive to their interests, while loans are granted mostly 
fór the supply of commodities (credit financing of exports). In this way they 
want to prevent an economic policy contrary to their interests from being pursucd. 
They want to make síire by means of their financial help ihat non-desirablc indus­
tries do nőt develop, or they want to retain the markét of the country in question 
fór themselves. They especially prefer the development of the infrastructure (trans- 
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port and Communications and public Services) as this improves the conditions 
fór the activity of priváté Capital. Prior to offering grants the leading capitalist 
countries very often send missions to the underdeveloped country, sometimes 
through the international organizations under their control, to work out recom- 
mendations fór the size and conditions of the loans and grants, to take part in 
the detailed working out of the development programme, and of course, to repre- 
sent in every case the interests of those granting aid. The economic specialists 
of the mission often remain in the country fór a considerable time to supervise 
the implementation of the aid programme, while at the same time of course they 
exert an influence on the government’s economic policy.

Through their loans and grants the leading capitalist countries alsó want to 
strengthen the priváté sector in generál. They usually give help fór the development 
of the public sector of the underdeveloped country only in the field of infrastruc- 
ture, public health, education, etc., while they seek to prevent, or at least are 
reluctant to support financially, the growth of the public sector in the productive 
branches proper.

In return fór the loans and grants received, the developing countries are often 
compelled to offer guarantees fór the free operation of foreign Capital, and fór 
free capital and profit repatriation. They have to safeguard against nationalization, 
or, in the case of any possible nationalization, award complete compensation, 
and they must ensure various benefits and concessions (taxes, customs, etc.). 
Loans and grants are in generál closely connected with the position and interests 
of foreign priváté Capital.20

Granting aid, especially credits, is usually tied, as we have already mentioned, 
to the expansion of commodity export and to closer trade relations in generál. 
The expansion of exports to the developing countries, owing to their financial, 
currency position, is less and less possible without the credit-financing of these 
deliveries, and therefore the advanced capitalist countries have been forced in the 
pást fcw years to raise substantially the proportion of exports financed out of 
credit (from the 50 -60 per cent average of the fiftics to 80 90 per cent). The growth 
in the proportion of credit-financing is to a certain extent alsó connected with 
the shift in the import structure of the underdeveloped countries.

This form of financial dependence has a self-reinforcing, cumulating tendency, 
which is connected partly with the outlined crediting and aid policy and practice 
of the leading capitalist countries and partly with the concretc credit conditions 
themselves.

*" “There is a strong possibility that these financial flows, other than fór military purposcs, 
arc, fór the most part, a dependent factor, i.e. it is likely that they arc determined by the flows 
of direct priváté investment. In the first placc, this financial assistancc is morc and more made 
available on the basis of the ‘economic viability’ of the projeets which it is supposed to support. 
This, in generál, means that priváté capital must be fortheoming to make usc of the overhead 
Capital financed by public capital. In the sccond placc, a large proportion of bilatcral assistance 
aims at easing the balance of payments position of Tropical-African economies in order to 
make possible either the importáljon of capital goods or the repatriation of profits and Capi­
tal.” (G. Arrighi: International Corporations ..., op. cit., p. 28.)
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If the loans and grants hamper the transformation of the distorted economic 
structure of the country, if they preserve the unfavourable position or trend of 
foreign trade and the terms of this trade, that is if they keep up a permanent 
import surplus; if they are associated with the free operation of foreign Capital 
and the free repatriation of profits and incomes, that is if they exert an adverse 
negative effect on the balance of payments; and if they prevent the emergence 
and strengthening of a State sector in the profitable industries, if they deprive the 
State budget of important sources of revenue—then they do nőt decrease bút 
increase later the reliance of the country on foreign financial support.

As regards the concrete credit conditions, the practice of the leading capitalist 
countries has been until recently highly unfavourable for the underdeveloped 
countries. Long-term credits have usually been extended at the customary com- 
mercial terms, repayment in hard currency in 10-12 years, at an interest rate of 
4-6 per cent.

In the case of the developing countries this period of repayment is generally 
too short. Prospective planning thinks ahead in terms of 15-20 years, which is a 
necessary time-lag because of the long realization time of developmental invest­
ments, the time requirements of industrialization and the transformation of agri- 
culture. If most of the loans have to be répáid within a shorter period than 10-15 
years, the amortization will impose a great burden on the debtor countries long 
before the results of economic development launched by means of the loans have 
revealed themselves.

In such cases it is usually by raising further loans that they try to meet their 
repayment obligations. They alsó may be ccmpelled to do so by the high rate of 
interest charged by the advanced capitalist countries and the stipulation that 
Capital and interest should be paid in the same hard currency in which the loan 
was granted.

The economic competition of the leading capitalist countries, mainly in the field 
of the credit-financing of exports, with one another and with the socialist countries 
for gaining tf.e sympathy of the newly independent countries as well as the grow­
ing dissatisfaction of the latter with the credit and loan terms, may obiige the 
capitalist countries to change these terms.

The easing of loan terms may manifest itself in the lengthening of the repay­
ment period and the reduction of the rate of interest, or in other repayment 
concessions. Although there are many examples for such an easing of loan terms, 
and great efforts have been made by UN organs (particularly the UNCTAD) 
in this respect, no considerable change has taken piacé as yet. The financial po­
sition of thedeveloping countries is deteriorating—with the simultaneous increase 
of their financial dependence—to such an extent, that they are thrcatened with 
the cumulative process of indebtedness owing to the accumulation of their interest 
charges on loans and the worsening of their foreign trade position.21

21 “Recent years have witncssed, on the one hand, an increase in the proportion of exports 
which developing countries have to set aside for this servicing of external debt, and, on the 
other hand, a hardening of the terms on which further loans arc obtained: the proportion
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This increasing indebtedness of the developing countries is to a certain extent 
favourable fór the leading capitalist countries in that it enables them to force the 
debtor countries intő a more dependent relationship, a consequence fully in line 
with neo-colonialist aims. Bút beyond a certain point this cumulative process may 
threaten actual repayment, and leads to a situation which entails serious economic 
and political dangers, fór the capital-exporting countries (e.g. the expropriation of 
their capital), which may induce these creditor countries rather to write off in the 
end part of their outstanding claims.

It is partly the danger of such risks and the intention to eliminate competition 
among themselves, together with the endeavour to conceal neo-colonialist aspira- 
tions, that compel the leading capitalist countries to handle the granting of loans 
and aid to the underdeveloped countries through the various international organi­
zations.22 Among a number of these organizations like the Colombo Plán, the 
Technical Assistance Programmes of the OAS, the EEC Development Fund, the 
International Monetary Fund, the IBRD (and its two subsidiaries: IFC and 
IDA), the UMCEF, EFTA, the UN Special Fund, etc. it is especially the 
World Bank (IBRD) and its two subsidiaries, the International Fináncé Cor­
poration and the International Development Association, which are of great im- 
portance.

The financial dependence of the underdeveloped countries on the loans and 
grants given to them by the leading capitalist countries and the international 
organizations controlled by the latter is determined of course nőt only by the size 
of these amounts, the credit conditions and the political and economic strings 
attached to them. In proportion as the internál sources of accumulation increase, 
as the role ofthe State in guiding the economy and controlling the internál fináncé 
grows, as the independent state-capitalist sector strengthens in the developing 
country, and as the sources of foreign grants and loans expand (partly by the aid 
from the socialist countries and alsó by the mutual assistance of the developing 
countries), so the intensity of this form of financial dependence may diminish, 
even if the foreign loans and grants rcceivcd from the leading capitalist countries 
increase, either in absolute terms or in rclation to the size of the State budgct. 
Thus, in spite of the fact that this form of financial dependence is becoming more 
and morc the main form of the economic dependence of the underdeveloped 
countries and the principal means of neo-colonialism, this form itself may lose 
much of its intensity and onc-sidcdness, according to how the internál develop­
ment of the underdeveloped countries gets ahead, and how the shifts of power in 
the world economy and world politics devclop.

tose from less than 4 per cent in the mid-1950's to 9 per cent in 1965." (Report by the Secrc- 
Zűn-GYneru/o/WC7'/ÍD. New York, 1968.) .. jf
”It is. by the way, in the interest of the underdeveloped countries that they snouio, i 

possible. récéivé aid and loans from international organizations (UN institutions) w m 
do nőt bring them intő a one-sided dependence on individual imperiahst countt , ■ 
whose activities they themselves and the socialist countries, too, can have their say.
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Thus it is evident that dependence on foreign loans and grants is primarily 
intensive in countries with little economic power and internál accumulation poten- 
tial bút with a significant budgetary expenditure.

Most of the countries in Tropical Africa as well as somé others belong to this 
category. Owing to the still significant role of the subsistence economy and the 
strong positions of foreign capital, their budgetary revenues are very limited, 
while development of the economy, public health and education, etc. as well as 
the building up of the new State apparátus (often oversized fór lack of experience 
or reasons of internál policy), the creation of the national army and the establish- 
ment of foreign representations, etc.—together with the compensation of European 
settlers and the remuneration of dismissed colonial officials in somé countries— 
require immense budgetary expenses. Industrialization and the raising of the 
living standard make it necessary to step up imports while there is hardly any 
possibility of proportionately increasing the export earnings. In such circumstances 
they still rely to a considerable extent fór the financing of their balance of payments 
and budget deficits and especially fór their economic development plans on foreign 
financial sources.23

23 The proportion of foreign sources in financing the Kenyán development plán of 1960 63 
was 92 per cent. The Nigérián plán of 1955 62 was financed up to 40 per cent from foreign 
sources. 80 per cent of the financial sources fór the threc year plán of Tanganyika (1961 64) 
were of foreign origin.

In order to cope with their chronic financial difficulties, such as making up 
their budget and balance of payments deficits due to large-scale profit repatriation, 
the Latin-American countries have been compelled in the pást few decades to 
turn regularly to the advanced capitalist countries fór credits and in the first 
piacé to the USA.

Faced with the serious problems of feeding the population and industrializing 
the country, India has long been compelled to raise substantial foreign grants 
and loans. The loans and grants received from the capitalist countries have been 
increasing especially rapidly since the mid-fifties, with West Germany and Japan 
joining in India’s financial support, in addition to Britain, the United States and 
the World Bank.

The countries in the Near and Middle East alsó regularly resort to large-scale 
foreign loans and grants to bridge their chronic financial difficulties and to fináncé 
their permanent budget and balance of payments deficits.

(d) “TECHNICAL” DEPENDENCE

By “technical” dependence we mean dependence on “intellectual” imports, 
whether in their “materializcd” form (as the import of technology, the standardi- 
zation system, patents and licences, or the results of researches in Science and tcch- 
nology) or in its “live” form (as the import of experts, advisers, teachers, or the 
sending abroad of students on foreign scholarships). The advanced capitalist 
countries and their monopolies alsó try to bind to themselvcs the countries in their 
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sphere of interests “technologically” and “intellectually”. This endeavour of 
theirs, no doubt, coincides with the actual need of the underdeveloped countries 
fór “technical” assistance. And just as “capital assistance”, that is the long- 
term credits and grants, is a phenomenon having two sides, i.e. being built, on the 
one hand, on a reál need fór capital and, as such it may have, subject to appro­
priate conditions, a favourable effect and, on the other hand, being accompanied, 
as we have seen, by those dangers and negative consequences mentioned above, so 
“technical assistance” has alsó, or even more so, a mixed character and may either 
promote or hinder development.

This specific form of dependence has come to the főre quite recently, following 
the efforts of the underdeveloped countries in industrialization and public edu­
cation, etc., and owing to the technical assistance of the advanced capitalist 
countries and the industrial investment policy of the international oligopolies.

This does nőt mean of course that the supply of technology and educated people 
to the underdeveloped countries was nőt determined by the metropolitan countries 
and their monopolies even long before.24 While previously, however, this depen­
dence manifested itself in the generál retardation of industrial development and 
technical education, and thus it could by no means assume—at least in industry 
the form of technical assistance, today it appears that the metropolitan countries 
have relinquished their monopoly over industrial production and technology as 
well as over technical education and are ready to support industrialization in the 
underdeveloped countries by promoting technical education and sharing their 
technology. What is really involved here, however, is the fact that the industrial 
capitalist countries—as compared to the underdeveloped ones—have such a 
strong monopoly position in heavy industry today that it makes nőt only possible 
fór them to relinquish the monopoly over the Processing light industries, but even 
necessary because of the required expansion of the markét ol capital-goods 
production.25 Moreover, we are witnessing today theemergence of a sort of monop­
oly, which is the more dangerous, the more concentratcd it is,2,1 namely the monop-

” "During the course of the historical development of the capitalist system .... the devel- 
oped countries have always dilfused out to their satcllite colonial dcpcndencies the technology 
whosc employment in the colonial and now underdeveloped countries has served the interests 
of the metropolis; and the metropolis has always suppressed the technology in the now under­
developed countries which conflicted with the interests of the metropolis. ’ (A. G. f iánk. 
Sociology of Development..., op. cit., p. 51.)

ss This changc is reflcctcd to a considerable extent by the investment policy in undcideve - 
oped countries of the vcrtically structured international oligopolies. I hough the application 
of capital-intensive technology is alsó connected with other factors, the above-mentioned s i 

is always determinant. , . .
m This monopoly, on account of the economies of scale, the larger capital supply anc 

accumulatcd scientitic capacities, is morc and more concentratcd in the USA. This is t e pro- 
phecy of Newsweek: "European industries will function more and more under fo re gn 
ing agreements; they will become subsidiarics of U.S. parent companies, 
their know-how and manage Europe’s production . Research costs arc lót hdg . 1 
atlantié technological gap is a fact of life." (Quoted by A. G. Frank: Soctology of Devetop 

ment..., op. cit., p. 52.)
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oly in electronics, automation, cybernetics and synthetics, and to a greater and 
greater extent the scientific and research capacity in generál of the capitalist world 
(As, however, the process of the scientific-technical revolution is alsó progressing 
in the socialist world, the scope of the above-mentioned monopoly has been to a 
certain extent limited even in relation to the underdeveloped countries.)

The economically underdeveloped countries need fór their industrial develop­
ment patents and licences, blueprints, standards, technological specifications, 
machine installations and their ccmponent parts, special raw materials and, last 
bút nőt least, specialists (engineers, geologists, economists, etc.) and teachers. 
When the advanced capitalist countries give these countries “technical” assistance, 
they try to do it in such a way that the realization of the licences, blueprints, 
standards and technological specifications, etc. given to them, the smooth operá­
don of plants installed by them, and the working and repair of the machinery and 
equipment, should be dependent on the deliveries of metropolitan firms. They 
see to it that the production of the new plants does nőt embrace the whole cycle 
of processirg and the ccmponent parts, standard equipment, motors and machines 
can be supplied frcm the metropolitan firms only. They arrange things so that the 
management of production and the technological leadership should be concen- 
trated in the hands of specialists sent from the metropolitan country, or should 
be transferred to local cadres trained in the metropolitan country.27 Very often 
plants are only built fór the production of the ccmponent parts of the main product 
manufactured in the metropolitan country or fór the assembly of parts supplied 
from the metropolitan country. They are nothing bút subsidiary units of the metro­
politan firm, only appendices, nőt independent industrial plants. Examples abound 
in the Latin-American countries. Such co-operation is alsó a suitable means of 
tax and customs evasion. In India there is a permanent struggle going on between 
national and foreign capital in the mixed companies fór or against the liquidation 
or reduction of the technological dependence of these companies. It is indicativc 
of the success of this struggle against foreign capital that by 1959 as much as 
50-60 per cent of the motors of certain cars of foreign make bút of local assembly 
were being manufactured in Indián plants.

This co-operation between metropolitan firms and newly established local enter- 
prises—an unnatural and economically hardly justifiable formof co-operation- 
and the leading role of specialists from the metropolitan country, show that pro-

17 It is worth noting here that while formerly the almost complete blockadc of industrial 
development impeded from the outset the development of education, and especially technical 
training, this process of “industrialization” which neglects the basic branches (the capital- 
goods sector) and reiies on imported capital-intensive technology, “nőt only restrains the 
spreading of the ‘learning process’ over large sections of the population; in addition, even in 
the state-owned enterprises, it limits considerably the rangé of experiences that can be under- 
gone in the periphery as crucial economic and technological decisions arc made in the in­
dustrial countries”. (G. Arrighi: International Corporations. . . op. cit., p. 33.) That is how 
the materialized form of “intellectual import”, that is the import of technology is connectcd 
with “live intellectual import”, the increasing demand fór borrowing foreign experts, special­
ista, teachers, etc.
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duction in certain industrial branches or the most important industrial plants can, 
depending on foreign interests, be paralysed overnight.

This may have grave consequences fór employment, the meeting of export 
commitments, the fulfilment of envisaged plán targets, the satisfaction of the 
needs of production of other branches, etc. With the unexpected withdrawal of 
specialists immense difficulties may be caused in economic management or in any 
other field of life (in the supply of medical staff, in public education, State adminis- 
tration, public Services, etc.).

Through this co-operation themetropolitan monopoliescan control the develop­
ment ofthe individual industries of the underdeveloped countries, and the experts 
and advisers made available in the framework of “technical” assistance can have 
a decisive role in determining among other things the direction and spirit of eco­
nomic policy, public education, etc.

The direction and spirit of public education isof special importance foreconomic, 
social and political development of these countries. The assertion of the demon- 
stration effects via education may result, through increased salary claims, a higher 
way of living and consumption propensities, etc., in serious tensions (see 
later in Chapter III. 1). And since the development of education in these countries 
is characterized nőt by a proportionate widening and increasing of the pyramid 
of public education bút, as in industrial development, by the appearance of 
“patches” of a superstructure without adequate basis and intermediate elements, 
the danger of the alienation of the highly qualified cadres from local society is 
accordingly greater. All this exerts a negative effect on thecohesive forces of society. 
It is hardly surprising then that the cadres trained in the framework of technical 
assistance often become alsó “physically” alienated from their own society, and, 
yielding to the temptation of better living conditions and a different way of life, 
and perhaps as a result of marriage, they prefer to settle down in the advanced 
country.

2. INCOME DRAIN AND LOSSES

The systematic income drain from the developing countries (exploitation), and 
the systematic income losscs of these countries manifest themselves (a) in a direct 
form, as a result of the capital export on direct investment account, or of the export 
of loan capital, and (b) in an indirect form, through foreign trade and financial- 
monctary relations.88

” We shall disregard here the open forms of colonial exploitation (such as e.g. the taxation 
of the local population; customs receipts from trade with a third country; the maintenance, 
partly from local sources, of the colonial government, the administration and army, and the 
paymcnt of foreign pcrsonnel employed in them at the expense of the colonial population, 
reparations imposed in the course of colonial wars; open plunders; requisitions; forccful 
expropriations; forced labour; compulsory production; híred convict labour, and the use o 
other varieties of slave labour. etc.), as, today, they are, fór the majority of the underdeveloped 
countries, rather the tragic memories only of pást history.
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(a) DIRECT INCOME DRAIN

Capital export to the underdeveloped countries results in the appropriation ot 
part of the national income produced in these countries. The sums of money 
appropriated in this way show themselves mainly in the repatriation, the flowing 
back intő the metropolitan country, of profits and interests, and so find their 
expression alsó in the balance of payments, while a part of them remains in the 
underdeveloped country in the form of reinvested profits, increasing foreign Capital 
stock and thereby the indebtedness of the country to the Capital exporting country, 
without, however, contributing in any way to actual national accumulation. 
(Reinvested profits are conducive to the internál accumulation of the national 
economy, and do nőt mean increasing indebtedness only if foreign Capital is 
expropriated later without compensation.)

The importance of reinvestment in strengthening the position of foreign Capital 
and in profit making is much greater than is usually assumed. Current Capital 
interests can be regarded as the result of reinvested profits made previously rather 
than that of new Capital investments. Fór example, in the whole period from 
1870-1913, when totál British investments abroad increased from about 1,000 
millión pounds to nearly 4,000 millión pounds, the totál new investments made 
were only about 40 per cent of the income from pást investments during the same 
period. In the case of Brazil, e.g., the reploughing of profits amounts to about 
50 per cent of the direct US investments.28 “Thus the increase of Western assets 
in the underdeveloped world is only partly due to Capital exports in the strici 
sense of the term; it is primarily the result of the reinvestment abroad of somé of 
the economic surplus secured abroad.”30

As is well known, Capital export has gained an increased importance since the 
transitional period from classical capitalism to monopoly capitalism, and it has 
become one of the principal features of the éra ot imperialism. The export ol 
investment Capital to the underdeveloped countries has, owing to the cheapness 
of land, raw materials and labour there, secured an immense economic surplus 
and a higher rate of profit than in the metropolitan country. Thus it has become 
nőt only a means of skimming off surplus (idle) Capital, bút has alsó counteracted 
to somé extent the falling tendency of the metropolitan rate of profit. And the 
export of loan Capital has, owing to the higher profit rate and the chronic Capital 
shortage in the underdeveloped countries,31 resulted in high sums ot interest, 
enriching the eláss of metropolitan shareholders.

In addition, Capital export has been used as a means of increasing the expótt 
trade. The export of investment Capital has secured, in the way deseribed above, 
the relational dependence of the underdeveloped country and thereby a ready 
markét fór the metropolitan products. The export of loan Capital was either

»i. Sachs: Foreign Trade and Economic Development of Underdeveloped Countries, p. 81. 
ao p Baran: The Political Economy of Growth. New York, 1962, p. 179.
31 Both factors work ín the same direction: they push up the rate of interest due to the play 

of demand and supply of Capital.
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directly associated with compulsory purchases in the metropolitan country, or 
promoted export trade indirectly, by providing the necessary foreign exchange 
for the importing country.

Exported investment Capital enjoyed favourable conditions especially in the 
colonized territories where the metropolitan country ensured, through getting 
hold of the State apparátus, complete freedom of operation and the free transfer 
of profits and other incomes for its monopolies. It provided for these monopolies 
the necessary lands and the required labour, if necessary by force; it protected 
them against competitors and granted them various privileges. Where the metro­
politan country did nőt seize the State apparátus, i.e. in the “non-colonized”, 
formally “independent” countries, foreign priváté Capital created these conditions 
for itself, after a tough struggle, ousting its rivals, gaining control over local 
Capital and the seemingly independent local State apparátus, whilst alsó making 
use, if thought to be necessary, of the military and diplomatic support of the 
metropolitan country.

However, as a result of growing social tension, the evolving liberation move- 
ments, the emergence of new independent States in the piacé of the colonies and 
the changes in the international political atmosphere in generál, the conditions 
for the export of investment Capital, especially small-scale competitive Capital, 
have greatly deteriorated and the risks (owing to dangers like nationalization, 
restrictions of free profit and income transfer, increased taxation, State control 
and State regulation of the field of operation, etc.) have greatly increased in a 
number of underdeveloped countries. Therefore, the significance and weight of the 
export of loan Capital, especially of State and international loan Capital, has increased 
recently, especially in the most endangered domains.

A certain decline in the export of priváté Capital for direct investments is alsó 
connected with the fact that the traditional functions of Capital export—the 
oílsetting of the fali of the rate of profit, the acquisition of raw matéria! sources, 
the skimming off of Capital and production surpluses—have lost much of their 
former significance, owing to changes in the economic structure of the advanced 
capitalist countries, the unfolding of the scicntific-technical revolution, the markét 
cxpanding effects of integration, the abrupt expansion of State intervention, the 
emergence of a spccific State markét, the swelling of the unproductive sphere, etc. 
We are nőt, however, justified in drawing the conclusion from all this that the 
significance of the profit-making activity of foreign monopoly Capital, especially 
of thai already operating in the devcloping countries, or the importance of markets 
for the oligopolies have diminished in generál, and that the leading capitalist 
powers only nced their former colonies for political (and perhaps military) con- 
siderations i.e. for the world-widc struggle between capitalism and socialism. 
Loans and grants continue to fulíil important tasks in defending the old positions 
of the foreign Capital exported and invested in the pást and preparing new opportu- 
nities for the export of investment Capital, i.e. in ensuring profit sources and 
cxpanding or regaining markets. Loan Capital has often been an effective means oí 
sccuring morc favourable conditions for investment Capital and played an impor- 
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tant role especially in the struggle against local or foreign rival capital and alsó 
in gaining control over the State.

Where are the sources of the profits and interests, that flow continuously as a 
result of capital export from the exploited country to the metropolitan one, derived 
from?

The main profit source is of course the exploitation of the local labour force 
in the underdeveloped countries, too.

Owing to the weakness of the organization of the working eláss and the almost 
totál lack of a stable and concentrated urban proletariat, and alsó to the great 
oversupply of cheap, unqualified labour, and to the fact that labour legislation 
was in its infancy, etc., the exploitation of the labour force was very high in the 
colonial period. This could be seen nőt only in the low wage level, the lack or 
scarcity of sick benefits, old-age pensions, family allowances, unemployment 
allowances, and the length and intensity of the working day, bút it was often supple- 
mented by the system of various deductions (as fór rent, food, travelling expenses, 
etc.) by which the employers reduced the wages of the workers. In several countries 
most of the wage earners were recruited from unskilled migrant workers who were 
still engaged in subsistence farms and took up wage labour only from time to 
time when leaving behind their families in the villages. Thus, along with the 
“absolute” forms of the exploitation of the working eláss (manifested in the 
length of working day and labour intensity), the secondary forms of “relatíve” 
exploitation (the exclusion from the wage minimum of the expenses of education 
and the maintenance of the family) alsó played an important role. The abundance 
of unskilled labour entailed in any case the fali of the price of labour power 
below its value, and since foreign capitalist firms often alsó enjoyed monopoly 
positions as employers, they could often fix the wages arbitrarily and were able 
to apply various forms of wage diserimination, often on a racial basis or on the 
basis of such qualities as “reliability”, “loyalty”, “discipline”, etc.

The recent changes in the investment pattern of the foreign monopolies (i.e. 
the already mentioned bias in favour of capital-intensive techniques) and the 
strengthening of labour organisations, due partly to the above changes and partly 
to the political development after independence, have resulted in certain shifts 
in the position of the working eláss of underdeveloped countries. The position of 
rural and migrant labour, owing to the limited labour-absorbing capacity of the 
capital-intensive industrial investments and the preventing or delaying obstaclcs 
to rural development and transformation, could nőt improve substantially. 
In fact, it has deteriorated even further in many places as a result ol the increasing 
population pressure in rural arcas and the chronic difflculties of marketing agrarian 
products in the world markét and the economic and social differentation that is 
alsó spreading in rural areas. On the other hand, a relatively privileged, better- 
paid stratum of the wage workers is beginning to develop in the urban centres. 
Considering its income level and living conditions in rclation to those ol the rural 
and migrant workers and the rural population in generál, this stratum might 
casily be callcd “labour aristocracy” if the application of this concept to such a 
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specific and above all temporary social product—which, in addition, is nőt accom- 
panied by any normál stratification of the working eláss and whose feeding does 
nőt require the increased exploitation of other working-class strata or countries— 
were nőt to lead to utterly false and deceptive conclusions.32

Fór the profit sources of the foreign monopolies these shifts do nőt mean any 
substantial changes. They have nőt led to any appreciable alteration even in the 
profit-wage proportions. It is typical that in one of the most capital-intensive 
branches of the extractive industries, oil production in the Middle East, less than 
5 per cent of the oil revenues are paid out only as wages.

Another important source of profit or monopoly extra profit is the systematic 
appropriation of a part of the new value produced by small-commodity producers 
of agriculture, small and handicraft industries, or the appropriation of part of 
the profits of the local non-monopoly small capitalists through the mechanism of 
the purchasing and selling prices (as well as by means of usury credit, though the 
latter belongs rather to the sphere of loan capital). Since in the economic branches 
occupied by foreign capital monopoly prices prevail, prices in the non-monopolized 
branches or in the sphere of the small commodity producers move around a centre 
much lower than the “prices of production”.33 Foreign firms often force small 
commodity producers or smaller local capitalist enterprises intő the position of 
“outside producers” by monopolizing their supply and marketing. They supply 
them with raw materials, tools, means of transport, etc. at high prices and buy 
their products at low prices. A similar method is adopted by the big foreign com­
mercial companies in selling manufactured goods to the peasant producers or in 
buying up their agrarian produce.

The profit source of the foreign-owned commercial companies is nőt only 
trade with the small-commodity producers and the appropriation of part of the 
new value produced by them, bút alsó the appropriation of part of the income of 
the whole population of the country in generál, in that these companies enjoying 
a monopoly position can sell their goods at prices higher than the “markét value” 
or “the price of production”, that is they can share nőt only in the profit of the 
industrial capital bút alsó “produce” their own profit.

Foreign capitalist companies often make a profit by selling at high prices to 
the ncwly independent State or the national capital the lands formerly received 
from the colonial government as concessions free of charge or at a nominal price, 
as well as roads, railways and harbours built by forced labour. They even demand 
compensation somét imes fór the imaginary profit.

83 We shall retum later to the political implications of the question. As far as the economic 
and social implications are concerned, it is perhaps worth noting that several economists 
aseribe the limited growth of employment, with a strangc bút from orthodox economies a well- 
known logic, dircctly to the cxcessive increase in the wage level of the urban working pcople. 
According to H. A. Tumor cg. the whole benefit of economic development in Africa during 
(he !950s feli to the wage workers and employces. (Rcfcrence in G. Arrighi’s paper.)

as “Production price" in the Marxist terminology means (equal to) costs of production 
(amortization, cost of materials and wages, etc.) + average profit.
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Since foreign investment capital is concentrated mainly in the export sectors 
of the developing countries, the realization of profit—as the greater part of the 
national income, too—comes about through foreign trade and (owing to relational 
trade dependences, above all in the metropolitan country) by marketing the agri- 
cultural or mineral primary products or the metropolitan manufactured goods 
made from them.

The principal aim of the export of capital on direct investment account was 
often nőt to make a profit, bút to ensure the supply of the metropolitan industrial 
branch or company with mineral raw materials, or to seize strategical raw materials, 
or simply to prevent competitors from getting important raw matériái bases. 
The expropriation and exploitation of natural resources by foreign capital, though 
usually fused with those forms of exploitation34 already mentioned, can be dis- 
tinguished as a specific form of exploitation, as the waste of the national assets. 
The detrimental effects of this will be felt when the growth of the national industry 
is hampered by the earlier exploitation of the national resources, the narrowness 
of the raw matériái basis or the deterioration of the conditions of exploitation.

The source of the interests on exported loan capital is different, according to 
who takes up the loan in the underdeveloped country and what he uses it fór. 
If it is the smaller or greater local entrepreneurs who use it fór industrial plants, 
the stepping up of agricultural production, the development of trade, transport or 
banking business, then the interest income of foreign loan capital stems from the 
“decimation” of the profit of the local industrial, commercial or bank capital, 
respectively. If it is landowners who récéivé the loan (mortgage loans), then part 
of their ground rent will leave the country, in the form of interest, or, in the 
extreme case, even their property will come intő foreign ownership. If, however, 
it is the small industrial or agricultural small-commodity producers who take up a 
loan of foreign origin to ensure the conditions of simple reproduction or to expand 
production, which is seldom the case, then a further part of the new value of 
their product (in addition to the part appropriated by trade), or even the disposal 
of the assets of the bankrupt small-commodity producer constitutes the source 
of interest income of foreign capital. These various ways foreign capital can be 
placed exert a more or less detrimental effect on the economy of the underdeveloped 
country as they usually skim off most or the whole of the profit or income surplus 
realized by the loans, and serve the “harnessing” of local capital and the acqui- 
sition.by the means ofcreditusury, of important economic positions rather than 
the easing of capital shortage, the artificial expansion of the sources of local 
accumulation. Priváté entrepreneurs, and priváté persons in generál, could very 
seldom take up foreign loans directly and they usually got them through the 
local subsidiaries of foreign banks, in which case the interest paid by them 
leit the country as the profit of foreign bank capital, i.e. as the •‘product” of 
bank capital.

31 Except fór the case which is by no means infrequent when the employed manpowcr 

itself is foreign, too.
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But the loans advanced in whatever form to the local capitalist entrepreneurs 
or small-commodity producers proved very effective means of transforming the 
economic structure of the underdeveloped country in line with the interests of 
the foreign capital and the metropolitan country, and of artificially developing 
certain branches that were suitable fór the latter. Furthermore, they have been 
used with great effect fór strengthening the local bourgeoisie and especially the 
local allies of foreign capital, i.e. the comprador strata, especially in recent 
times when in a number of developing countries the question of power and 
the question of the way to further socio-economic development have been brought 
to the főre.

Ifit is the governrrent of the developing cuntry which receives the foreign loan 
from advanced capitalist countries—and this is increasingly generál practice in 
the new historical situation, owing to the application of neo-colonialist methods, 
and the increased risks or simply owing to legislative restrictions in the developing 
countries—then the source of interest receipts may be the income of state produc­
tive investments realized by loans, the taxes levied from the population, the infla- 
tionary emission or the foreign exchange surplus achieved by the increase in exports 
or the decrease in imports. (As a matter of fact, the latter is alsó true fór the 
former cases as interests have to be paid usually in hard currency.) In so far as 
the loans are used fór productive purposes, fór profitable investments, and the 
interest payment at a reasonable rate and the redemption can be effected from the 
yield of the investment, i.e. of the new establishment already in operádon or the 
foreign exchange saving or surplus achieved by it, they really may be helpful fór 
the country and may promote its economic development providing that the invest­
ment itself does nőt further detcriorate the economic structure of the country 
which is distorted in any case.

Very often, however, owing to the conditions of capitalist loans or the faulty 
economic policy pursued by the government of the underdeveloped country, the 
redemption of loan and the payment of interest are effected from the increased 
taxation of the population or from inflation— in addition to increasing the tra­
ditional export dclivcries whose state subsidies arc financcd from the same 
sources and which, in the kast analysis, further detcriorate the terms of trade. Both 
Solutions affect primarily the working population and, in addition, inflation fur­
ther deteriorates the country’s balance of trade, since it induces increased imports 
and hampers exports.

In spitc of this, such loans may even be uscful or necessary fór the developing 
country if they cnable really important tasks being anyway on the agenda to be 
complctcd and urgent investments to be made and if the State control of command- 
ing heights and the planned use of these loans within a strategy to restructurc the 
national economy arc guaranteed. The interest chargcs, at least in terms of quan- 
tity, do nőt usually constitute an important factor in the exploitation of thecountry 
by foreign capital. Since, however, these loans (and grants) as wc have seen are 
usually tied by the capitalist powcrs in an open or concealed way to the conditions 
of guaranteeing frcc operation fór foreign priváté capital and of raising then 
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exports, they aim at maintaining or increasing exploitation by the export of in­
vestment capital and by uneven exchange.

Loans spent on infrastructure e.g. improve the conditions of the realization of 
foreign priváté capital (they diminish transportation costs and cut the time of the 
turnover), increase the rate of profit in the country and as a rule promote the ex­
portadón from the country of the mineral and agricultural raw materials. And 
the loans granted fór financing the deficit of the budget or the balance ot payments 
serve only temporarily to bridge the gap arising from the repatriation of profits 
and the uneven exchange in foreign trade, to enable the exploitation of the country 
through these forms to go on without major difficulties. The credit-financing of 
exports too, which serves mainly the ousting of the competition and the monopo- 
lizing of the markét or the expansion of export opportunities in generál, is profit- 
able above and beyond repayment and interest receipts, or more exactly results 
in economic surplus in the form of income drain through the channels of foreign 
trade. (See the next sub-chapter.)

Thus, if we looked at the process in a “pure” sense, and took only partly intő 
account the “disturbing” circumstances, such as e.g. the definitely anti-colonialist 
policy of the governments of numerous developing countries, the political pressure 
of the masses as well as the help of the socialist countries or the generál political 
considerations arising from the struggle between socialism and capitalism, then 
we would arrive at the following mechanism as the “pure ’ manifestation of neo- 
colonialism,33 displaying the inherent tendencies of neo-colonialist exploitation 
in the new international situation.

The government of an advanced capitalist country as the representative oi 
monopoly capital gives a loan (or grant) from the tax payments of the population 
to a developing country. As a result of the utilization of this loan and of the con­
ditions attached to it, on the one hand, the circumstances will improve fór the 
operation and realization of the priváté capital exported from the metiopolitan 
country, the rate of profit will rise and so more profit will flow back to the metro- 
politan country (or the withdrawal of capital will be possible owing to the tempo­
rary improvement of the balance of payments position of the developing country).3* 
On the other hand, the exports to the underdeveloped country will increase37

MThe mechanism outlined here is of course only one, though a characteristic, manifes­
tation of neocolonialism, bút it by no means exhausts the concept of neo-colonialism.

38 “... public capital will in generál inforce whatever tendencies are favoured by the in­
flow of priváté capital: in the case of a high propensity to invest in the arca, it will provide 
the financial resources necessary fór the materialization of that propensity; in the case of a 
low propensity it will ease the shortage of foreign exchange to make possible the outflow of 
capital, thus worsening the situation in the long run." (G. Arrighi: op. cit., p. 29.)

37 Talking about the advantages of aid programmes, E. R. Black, the former dircctor of the 
World Bank, pointed out that they ensuresignificantand immediate markets fór UScommod- 
ities, stimulate the development of new overseas markets fór American companies and ori- 
entate the national economies aflccted towards the free enterprisc system in which the Ameri­
can firms may prosper. (See H. Magdoif: Economic Aspccts of US Imperialism. Monthly 
Review Pamphlet, No. 24, 1966, p. 5.)
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owing to the temporary market-expanding effect of the loan38 and the income drain 
will alsó grow through the channels of foreign trade. Profit repatriation (or es- 
pecially the withdrawal of priváté Capital) and the deteriorating balance of the 
trade position will unfavourably affect the balance of payments of the developing 
country and alsó diminish the sources of internál accumulation, and so the financ- 
ing of deficits alsó has to come from foreign loans. The developing country is 
compelled to resort to foreign loans in order to fill the gaps arising and constantly 
recurring from the repatriation of the profit of metropolitan Capital and the uneven 
exchange in the trade with the metropolitan country while it still pays fór it with 
interest and increased dependence caused by indebtedness.30 The payment of 
interest is, in the last analysis, drawn from taxation in the developing countries, 
too. Thus taxpayers pay to make it possible fór the metropolitan monopoly 
Capital to exploit them and their country more intensively while the taxpayers of 
the metropolitan country bear the burdens and risks of loans that assure this ex- 
ploitation in the interest of their domestic monopoly Capital.

This “pure” mechanism provides the explanation fór the fact that loans given 
to the developing countries may be profitable to the monopoly Capital of the ad­
vanced capitalist countries even at a low interest rate and on favourable repay- 
ment conditions. Even if they cancel or reduce repayment, these loans may lead 
to a generál increase in exploitation, at the expense of a specific, secondary form 
of exploitation embodied in interest receipts.

It must be emphasized, however, that the mechanism outlined abovc only ex- 
presses a "tendency" and as such cannot prevail in its “pure” form. Therefore 
the question of capitalist loans and grants given to the governments of the devel­
oping countries is a complex and contradictory problem which can only be eval- 
uated individually, together with the actual concrete circumstances, and taking 
intő account of course the basic tendency.

It might be clear from the foregoing that the inain form of income íransfer from 
the underdeveloped countries is profit repatriation arising from direct Capital in­
vestment, and therefore the degree of exploitation by foreign Capital is the highest 
in the countries in which the economic positions and operatíve freedom of foreign 
Capital is the greatcst, thatiswhosc direct economic dependence is the strongest.

Foreign capitalist monopolies usually transfer more profit from the developing 
countries than the Capital they export there.

a" As "an cvcr-incrcasing sharc of this income (i.e. the income of the underdeveloped coun­
tries derived from their export products sold on the world markét) is absorbed by the amount 
spent on the amortization of Capital imports and the payment of interests ..therefore 
“... the markét is narrowing down to this extent whichcan only bccompcnsatcd by addition- 
al uccclcratcd Capital exports (of the advanced countries). In other words: at tbc given rate 
of cxcess-profits the scope of markét creation by Capital exports tends to narrow down. 
(Gy. Göncöl: op. cit., p. 23. - My italics.-T. S) ..................................

»j. Kubitchck, the former Presidcnt of Brazil has stated: Latin America is ... 111 
pcculiar statc of a mán who is recciving a blood transfusion (i.e. the grants and loans from U ) 
in one arm and donating blood through the other."(New York Times, Aug. 20,1962. - Quotea 

by I. Sachs: op. cit., p. 82.)
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According to the data of the GATT,40 in 1956, 1957 and 1958 foreign investors 
repatriated about $ 2'500 millión annually from the developing countries. This sum 
seems nőt only to have risen since then bút is was definitely underestimated even 
at that time, too.

Let us look at a few data concerning the profit repatriation of British, French 
and American Capital in relation to a few underdeveloped areas!

For example, during the fifties 80 per cent of the profits obtained abroad by 
British monopolies originated from investments in the underdeveloped countries, 
while nőt more than 52 per cent of their Capital export was directed to these terri- 
tories during the same period. According to official data for 1952-63 these profits 
coming from the underdeveloped countries amounted to 7'600 millión pound ster­
ling and surpassed two and a half times over the sum totál ofCapital exported.

The latter proportion alsó seems to be typical of US direct investments. It is 
estimated that the monopolies of the USA repatriated an annual 2'5 dollars worth 
of profit on every dollár invested in the underdeveloped countries in the period 
between 1946 and 1959. While only 40 per cent of their Capital export was directed 
to the underdeveloped countries between 1950 and 1958, nearly 60 per cent of 
their foreign profits came from there. While their domestic profit rate (in the USA) 
is hardly more than 10-15 per cent, they have a profit rate of over 30 per cent in 
Venezuela, and of 50 per cent in the Middle East.

According to the estimates of the United States Department of Commerce, 
from 1950 to 1965 the totál fiow of Capital on investment account from the US 
to the rest of the World amounted to 23,900 millión dollars, while the reflux of 
profits was 37,000 millión dollars. The picture of this Capital outflow and profit 
inflow is quite different in respcct of Europe and Canada on the one hand, and of 
other, largely underdeveloped countries on the other hand. While in respect of 
the former there was a net outflow of Capital from the US (14,900 millión dollars 
flowed out from the US to Europe and Canada and there was a corresponding 
Capital inflow from profits of only 11,400 millión dollars), in respect of the latter 
the US enjoyed a net inflow of 16,600 millión dollars ($ 9,000 millión ol Capital 
flowed intő the mainly underdeveloped countries and a profit of $ 25,600 millión 
re-entered the US.)42 In 1966 American companies invested 228 millión dollars 
(i.e. less than in 1965 when it amounted to 260 millión) in Latin America and took 
out 1,100 millión dollars (i.e. more than in 1965 when it was 1,010 millión) in the 
form of exported profits, patent compensations and the like. In Asia and Africa, 
American investments feli from 570 millión dollars in 1965 to 289 millión in 1966, 
while the inflow of Capital and profits from the Afro-Asian countries amounted to 
1,280 millions in 1965 and 1,250 millions in 1966.43

10 GATT. International Trade, 1959. Gcneva, 1960.
11 See E. Khcsin’s paper in Saviét Economists Discuss . . . , p. 67.
42 H. Magdoff: Economic Aspects of U.S. Imperialism. MontNy Review, Vol. 18, No. 6, 

P 43 M. Marinovic: Sixth decade of disappointment. Sec The Nationalist, January 15, 1968. 

(Tanzania.)
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As regards French monopolies, in 1963 the Minister fór Economic Co-operation 
emphasized in a discussion in the French National Assembly on the aid policy 
that the sum of repatriated profits and salaries was almost as high (7,000 millión 
francs in 1962) as the totál governmental aid and priváté capital export.44 Between 
1952 and 1958 Francé transferred 63,200 millión francs to French West Africa 
and during the same period received, mostly by way of taxation and profits, 67,600 
millión.45

In the case of Latin America, the inflow of totál foreign capital amounted to 
8,700 millión dollars between 1945 and 1960, and the profits transferred from them 
exceeded 15,500 millión dollars.

In the case of India, the amount of profit repatriation out of the country was 
more than twice as much as that of the new foreign investments between 1948 
and 1958.

The oil of the Middle East e.g. in whose exploitation more than 3,000 millión 
dollars have been invested so far, secures about 2,000 millión dollars net profits 
annually fór the American, British, French and Dutch investors. The net annual 
profit of the British oil companies is around 600 millión dollars, and the American 
oil monopolies draw 1,200 millión dollars net profits annually from 1,700 millión 
dollars invested. The international oil cartel of Irán has netted so far more than 
3,500 millión dollars. While the rate of profit in crude oil production is only 20 
per cent in the United States, it is around 100 per cent in the Middle East.

As fór the former British Africa, during the fifties British monopolies drew 
about 70-80 millión pounds annually from the various countries.

The enumeration of data could be continued fór a long time yet.
It is, however, wholly cvident from what we have outlined above that here we 

are dealing with an enormous, systematic and open income drain (an annual 
3,500-4,000 millión dollars’ worth of profit reflux would be a conservative rather 
than an exaggcratcd estimáié). Therefore, even if we disregard other detrimental 
consequences of foreign capital investments such as the distortion of economic 
structure and the increased import sensitivity, etc., we can hardly say that these 
investments, in spitc of repatriation, have after all been bcneficial to the under­
developed countries as well.

(b) INDIRECT INCOME DRAINS AND LOSSES

In addition to the direct, mostly open forms of income drain (profit and interest 
repatriation) dealt with in the foregoing, a whole mechanism of indirect forms of 
surplus transfer through foreign trade or financial-monetary relations has been 
built up in the capitalist world economy. These transfers appear in impersonal 
forms (apart from a few exceptions as marginal cases), owing to their indirect 
and “natural” character in conformity with the movement of the world economy.

“ V. Lyubimova’s paper in Soviet Economists Discuss .... p. 157.
« The Nationalist, May 17, 1968. (Tanzania.)
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While profit-making and repatriation are concerned with transactions between 
two cr more bút always identifiable partners, indirect transfers seem to be simple 
losses usually sustained to the world economy as a wbole (or, in the case of the ad- 
vanced countries they seem to be national gains obtained from the world economy 
as a whole). Among these indirect forms there are somé (as the losses due to the 
deterioration of the terms of trade) which can be grasped and measured more el­
less easily and are unambiguous, and there are somé which are less or nőt amenablc 
at all to measurement and appear in disguised and less unambiguous forms (as 
e.g. the immanent inequality of exchange between an advanced and an underdevel­
oped country). . .

Let us examine a few of those forms of income drain asserting themselves 
through trade relations, and then those embodied in financial-monetary relations. 
We shall begin with the most hidden, most disguised form: theimmanent inequal­
ity of exchange. It is all the more justified to start with the latter as the other forms 
of transfer through trade make it even more concealed and less graspable while 
at the same time nőt diminishing bút rather strengthening its effect and conse­
quences. Consequently, it is simpler and more logical to proceed from this most 
abstract form towards the more concrete ones.

(1) The immanent inequality of exchange, which in Marxist terminology is usually 
referred to as the problem of the exchange of unequal quantities of labour, asserts 
itself even in the case of the formai equality of exchange, that is of the observance 
of the “given” price proportions of the world markét, or more exactly (at least 
in Marxist terminology) in the case of exchange at a certain “international markét 
value” or “price of production”.46 This immanent inequality can of course be 
pointed out only by way of abstraction, and can be qualified at that as income 
drain” only under certain conditions.

As this problem is closely connected with Ricardo’s theory of “comparative 
costs” which does nőt attribute any significance at all to the lasting disadvantages 
arising from the inequality of the quantities of labour exchanged, it seems practi- 
cal from this point of view to return to the problem we have already often touched

18 This distinction between exchange at the “given” world markét prices and exchange at 
the "international value” or “price of production” is worth making, becausc the former, which 
inchides monopolistic relations as can be observed in everyday cxperience, contradicts from 
the outset even the formul equality of exchange. Bút even somé Marxists would disagrec with 
the application at the world markét level of the Marxist technical terms "markot value" 
(the value of a commodity produced by the socially necessary, average amount of totál, both 
“dead” and “live” labour) and “price of production" (the sum totál of average profit and the 
capitalist cost of production the former being the result of the equalization of the rate of profit 
between ditferent branches of industry), as the monopolistic relations of capitalist world 
economy make the appearancc of such categories impossible from the very outset. No doubt, 
the appearance of such categories, cither in the world economy or in individual national econ- 
omies, presupposes free compctition. This does nőt mcan, however, that these categories, 
which'are historically and logically the antecedcnts of monopoly prices, should nőt cxist un­
der the surface, serving as a basis and at the same time as a limit to the movement of monop­
oly prices. On the other hand, just as pcrfectly free competition has never existed, so perfect 
monopolistic relations cannot exist either.
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upon of the relationship between Ricardo’s theory and the reality of capitalist 
world economy.

Ricardo assumed a “system of unrestricted free trade” (fighting as a matter of 
fact fór such a system in the face of the then prevailing feudal restrictions) and Iáid 
emphasis only on the differences in "natural endowments", on the comparative 
advantages arising from them. He had in mind such a system of world trade or a 
system of the international division of labour whose members are equal, with no 
appreciable developmental differences and unbridgeable gaps between them, each 
expanding, under the conditions of free competition and liberal external trade, 
the productive branches most advantageous to it (that is an international divtsion 
of labour that has never existed nor can ever exist under capitalism).

The question to what extent this theoretical hypothesis of Ricardo was real­
istic and historically justified then (i.e. in the ascending period of capitalism) and 
there (i.e. in England, the country most advanced in capitalist and industrial de­
velopment) and from the point of view of the eláss he represented, is entirely differ­
ent from the question whether his theory provides an acceptable explanation 
fór the actual division of labour in the world capitalist system.

The substance of the question concerning the immanent inequality of exchange 
which denies the Ricardian assumption is the following: if exchange in the trade 
between the advanced capitalistand theeconomically backward countries is carried 
on at world markét prices which, let us assume, are nőt monopoly prices, and if 
the demand fór and the supply of these products at the given world markét prices 
are in equilibrium on the world markét, how is it possible that the totál values o 
the products exchanged, or in Marxist terminology, the average quantities of 
labour (“live” and “dead”) that are socially necessary to reproduce those products 
are still nőt equal all the same?

It is obvious that we are faced here, as everywhere where the equalization of the 
natural and social conditions of production is hampered, with a specific form oí 
the operation of the law of value.

The law of value, as the law regulating the exchange ol goods on the basis ol 
labour socially necessary to reproduce them, asserts itself under capitalist condi­
tions—at the average of price fluctuations following the changes in demand and 
supply- through the markét value, or through the "price of production .

One group of commodities produced and sold on the world markét by the under- 
devclopcd countries consists of products (the “colonial articles” proper) which aie 
produced almost exclusively by these countries, while the other group of commodi- 
tics is produced and marketed alsó by the developed countries.

Let us take the latter case and examine, with certain simplifications, the pucc 
formation within a country of a single product, let’s say shocs. Disregarding here 
the differences between the individual productive branches and the competition 
among them, the markét value is determined by the individual labour ( hvc i 
“dead”) spent on the product of a shoemaker working under average product^ 
conditions. There are of course alsó shocmakcrs “ndcr
han average conditions. The shoemaker who works und er better than a c . g 
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ditions47 produces his shoes more cheaply. The individual value of his product 
is lower than its markét value, i.e. in the case of selling it at markét value, “his 
labour is considered as a higher-quality labour”, and he gets more labour fór less 
labour, i.e. he obtains an “extra income”. This, however, lasts only until the other 
shoemakers have alsó improved their productive conditions, the productivity of 
their labour, because as soon as this happens, the individual value of the product 
produced under average conditions, that is, the markét value, will drop to or even 
below the individual value level of his product and so the “extra income” will 
disappear (to appear again fór other producers).

47 He possesses e.g. improved means of production, better technology or organization of 
production, and more up-to-date technical know-how.

48 It seems justified to disregard here such natural monopolies (as e.g. in the case of oil), 
which may ensure morc favourable production conditions fór the underdeveloped countries.

49 Here we may leave out of account the problem of dispersion and alsó the question in 
what proportion the developed and the underdeveloped countries are represented in the for­
mation of the average nőt only because it varics from commodity to commodity bút alsó 
because it cannot affect the course of analysis.

What would happen, however, if the other shoemakers or somé of them were 
nőt able to reach the productivity level of the shoemaker working under more 
favourable conditions ? (Fór r easons, let us suppose, such as the lack of access to 
up-to-date means of production or technical know-how.) In this case the latter’s 
“extra income” would obviously stay unchanged, and he would even have the 
opportunity, by expanding production and selling his products below markét 
value, to ruin the other shoemakers.

This case, apart from special exceptions which are usually connected with natu­
ral factors (and the monopolies), is unlikely to occur within a single country as the 
condrtions of purchasing the means of production and acquiring higher technical 
knowledge are by and large the same. This is, however, nőt the case when two or 
more countries are involved.

A country with a developed industry and skilled personnel, indispensable fór 
achieving a high level of labour productivity, has a lasting advantage over the 
underdeveloped country. The productive conditions of the forces of production 
in advanced countries are, owing to the higher level of technology and technical 
know-how, the more up-to-date production techniques and organization, perma- 
nently more favourable than the average.48 This is why the "individual" (national) 
value of their (same) product is lastingly lower than the "international" markét 
value. In the underdeveloped country, on the other hand, the same product is 
turnéd out under conditions lastingly more unfavourable than the average, as a 
result of which the “individual” (“national”) value finds itself above the “inter­
national” one.4B

Hence, at the international level, when refcrring to the exchangc between the 
advanced and underdeveloped countries, the average behind the "international 
markét value" is nőt the momentary result of alternating extremes, as in the non- 
monopolized industries within a single country, bút it is an average with fór the 
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most part unchanged positive and negative sides. Therefore the extra profit of the 
producers in the advanced countries is nőt of a “fleeting” bút a relatively perma- 
nent magnitude. The labour of the advanced country with higher productivity will 
take part in the exchange as “high-quality labour”, and thus the developed country 
will get more in the exchange fór less labour. “In this case the richer country is 
exploiting the poorer country even though the latter is gaining through the ex­
change.”50 . . . .

Here, however, the following objection may be raised while still maintainmg 
the abstraction from monopoly conditions. If it is true that the underdeveloped 
countries, on account of their lower productivity, regularly lose on the exchange 
how can we account fór the fact that it is the very capital coming from the advanced 
countries that has occupied the export sectors of the underdeveloped countries, 
and how is it possible at all fór this foreign capital to draw high profits and re- 
patriate enormous incomes from there. The explanation is this: Thoughthe export 
products of foreign capital, too, are exchanged fór less quantity of labour than the 
totál labour embodied by them,51 the “dead” labour and thepaid part of the “live 
labour within this totál labour is considerably less than in the case of the products 
of the advanced countries. The rate of exploitation of labour cannot be equalized, 
owing to the natural obstacles to the free flow of labour between countries. Even 
if we disregard the lower wage level, the individual costs of product fór the for­
eign investor in the underdeveloped countries are generally low (cheep raw ma­
terials, low land prices, State subsidies and benefits, etc.). Therefore, although te 
totál labour embodied in the export product is more than the labour he gets in 
exchange fór it, the foreign investor may récéivé more unpaid labour than his 
colleague in the advanced country (provided the rates of profit are nőt equalized), 
merely because of the lower proportion of the costs of the means of production 

and wages. , -
Obviously, this phenomenon is nőt confined to the exchange between tne to - 

mer colonial and semi-colonial countries and the imperialist big powers only, and 
strictly speaking cannot be regarded as' exploitation. The reason fór devotmg 
special attention to this phenomenon in relation to the underdeveloped countries 
and including it among the specific, indirect forms of income drain, is the act 
that the conditions fór the elimination of this phenomenon, i.e. of the equahza- 
tion of the social level of labour productivity, have been prevented from coming 
about by the colonialist-neocolonialist economic policy, and the spontaneous fori 
set in motion by colonialpenetration. They prevented industrialization and froze 
labour intő the unqualified, cheap categories. That is, the relatíve stabilization o 
this phenomenon is connected, in the last analysis, with the determining externa 
factors of economic underdevelopment. It is in this sense only that wc can spea 
here of income drain.
“Sec K Marx: Theorien üher dtn Mehrwert. Berlin, 1956. 111. p. 280. ír
sí This again is fór the most part, true only on the basis of the abstractions isc ■ 
. X*Sí

the opposilc may alsó happen: they are exchanged fór more labour than actua y
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Already two conclusions can be drawn from what has just been said. First, the 
raising of the level of labour productivity is an especially important task in such 
export economies as the economies of the underdeveloped countries in generál. It 
is a task that must be observed when choosing the right industrialization policy 
(the priority of the labour orcapital-intensiveindustries),52 and must be considered 
in educational policy, too, etc. Secondly, looking at the problem from its opposite 
end, it is of special importance, of course nőt with a view to economic autarky, to 
expand the internál markét and introduce protective tarijfs (perhaps in the frame- 
work of economic integration with the neighbouring countries) in order to devel- 
op the preferred economic sectors and restrict the skimming off abroad of a part 
of the “national” value.

Let us now discuss the problem of the other group of products—exclusively 
those produced in the developing countries—and approach the exchange of these 
products for the products of the developed countries as the commodity exchange 
between two different industries of a single capitalist country.

If the “organic composition” of Capital (the value of constant Capital compared to 
the cost of wages, i.e. to the variable Capital) in a given industry of a single country 
is higher than in another industry, then, assuming the same amount of Capital 
investment and the same time of turnover, the surplus value produced in the for­
mer (that part of the new value created by labour power which exceeds the value 
of labour power itself or, to pút it in a more simplified way: the cost of wages) 
will be lower53 than in the latter with lower “organic composition” of Capital. As a 
result of the fiow of Capital, the amount of profit realized will eventually adjust it­
self to the totál amount of costs and investments and nőt to the amount of variable 
Capital only, that is to say, an average rate of profit will develop, and the industry 
working with a lower organic composition will be compelled to scll its products at 
a “price of production” lower than the markét value. This means that part of the 
surplus value created in this sector will flow to the capitalists of other industries 
with a higher organic composition of Capital.

Since this process takes piacé within a single country, what happens is simply the 
distribution of the profits among the capitalists at a “social” level, just as the value 
of labour power is set and the rate of exploitation is cqualized at a social level, 
too. (The “pure” operádon of this mechanism presupposcs of course the existence 
of the conditions of free competition.)

Foreign Capital, as we have seen, plays a decisive role in the economy of the de­
veloping countries. The phenomenon of economic underdevelopment could nőt

them. On the other hand, the disequilibrium of demand and supply may alsó influence the 
proportion and may increase or compcnsatc for the former factors.
” Even if this viewpoint seems to contradict the requirements of increasing employment 

and decreasing import nccds. It becomcs apparent here, too, that the bias in favour of capital- 
intensive techniques can be regarded as unfavourable only in so far as it is accompanied by a 
bias against the capital-goods producing sector.

83 This follows from the labour theory of value, or in other words, from the assumption 
that new value can only be produced by labour.
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evén be understood without the fact of the penetration of foreign capital. Thus, 
owing to the emergence of the world economic system of imperialism, the flow of 
investment capital is alsó a valid and working factor in the relations between the 
underdeveloped and advanced capitalist countries. Foreign capital penetratmg 
intő the economy of the underdeveloped country usually works with a lower 
"organic composition” than its “colleague” in the developed country.64 This 
follows, on the one hand, from the character of the typical investment spheres 
created under colonialism (agriculture, mineral extraction) and, on the other, from 
the lack or weakness55 of capitalist motives inducing the growth of constant. Capi­
tal (owing e.g. to cheap unskilled labour). As a result of free capital flow, this 
capital cannot realize in full the higher surplus value created in the underdeveloped 
country when marketing its products on the world markét bút has to make do 
with selling them at an “international price of production” lower than the “mar­
két value”.57 This is true, by the way, nőt only fór this group of products, that is 
fór the economic branches established exclusively in the underdeveloped countries, 
bút alsó fór the former group of products, as competition “within one industry 
changes over alsó at the international level intő a competition “between indus- 
tries”.58 ,

In other words, assuming the free flux of capital, part of the surplus value created 
in the underdeveloped countries, flows through the channels of foreign trade intő the 
advanced countries and partakes there of the equalization process of the profits, i.e. 
of the formation of the average rate of profit. The difference between the progress 
of the transformation of the markét value intő price of production at the inter- 
national level and the corresponding process within a single country lies in the 
fact that what is taking piacé in the former is nőt simply a redistribution among 
the capitalists of the society concerned bút a redistribution among the different 
societies, i.e. "nations", in the course of which the value created in one group of 
countries is appropriated by another group of countries.

81 This relatíve differencc applics of course to average capital intensity or more cxactly to 
the capital intensity of identical branches. ,

88 Even the oppositc tendency which can alsó be observed in rcccnt times, i.e. tbc bias in 
favour of capital-intensivc techniques, cannot substantially changc the picture as the c°ns,d‘ 
erablc diffcrcnce of Capital intensity in the same industrial branches of the developed an 
underdeveloped countries will generally remain in favour of the főt mer even in cases when the 
capital intensity of the latter proves relatively high from the point of vicw of the cniploymcn 
problems In other words, the point in question is nőt whether Capital intensity is low or híg 
per se in a given branch of the underdeveloped country’s industry. bút whether it is lower than 
in the same branch of the advanced country’s industry. ,

88 Let us continuc to disregard its impediments. causcd both by the monopoly position 
capital and by the State rcstriction of capital movement (e.g. in a few independent countries;, 
and nőt take intő account the customs dutics and taxes. etc. either. >‘nationar'

»’ "International markét value” corresponds in the °f hese Products
value or. in the case of the same product of several underdeveloped countries. to the averageo 

the "national" valucs. ... . r ^m.vtitíon
8 ,1 Let us leavc out of account here again the restneted character of this con i
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Here, however, two questions or objections may be raised:
The one is this: since we are dealing here with the drain of a part of the surplus 

value(s) of the capital operating in the economy of the underdeveloped countries, 
why is it necessary to distinguish it from the exploiting activity of foreign capital 
already discussed, i.e. from the forms of direct exploitation?

A distinction in principle is justified because the skimming off of the surplus 
value or national income in this form takes piacé unnoticed as it were, in a con- 
cealed, indirect way, in the process of price formation on the world markét while 
direct exploitation manifests itself in the realized profits of capital operating on 
the spot and in the repatriation or local consumption (alsó including “productive 
consumption”) of these profits. Theoretically, the distinction becomes especially 
evident if weexamine it from the point of view of a singlecountry. While thegovern- 
ment of the country concerned has relatively effective means at its disposal to 
restrict direct exploitation by foreign capital, as the profits of this capital—dis- 
regarding here other difficulties—can be “seized” by taxation, the government 
alone is nőt in a position to take steps against the disguised skimming off58 out- 
lined above as the world markét prices are given magnitudes formed rather inde- 
pendently of the country concerned.

The second objection may be this: It is nőt exclusively foreign but alsó local 
capital, feudal landowners and small commodity producers, that take part in the 
production of the export products of the underdeveloped countries, and, what is 
more, the production of a great many “colonial wares” is concentrated in the hand 
of the latter, which goes to show that the process governed by the law of the aver- 
age rate of profit is greatly limited.

No doubt, this fact really restricts the mechanism under examination in its 
proportions, since the laws of the capitalist mode of production generally operate 
only to the extent that this mode of production is gaining ground, and the law in 
question in particular is valid only within the scope of capital flow. Here, however, 
we must take intő account a few additional viewpoints—over and above the fact 
that the present analysis is designed to determine nőt the size of a phenomenon or 
tendency and the intensity of its operation, but merely to prove its existence.

Though it is true that foreign capital, even where it does take part in producing 
the product in question, usually makes up only part of the latter, we may extend 
our conclusions to local capital, too (where there is any). This is alsó proved by 
the nőt infrequent flow of local capital to foreign (advanced) countries. Local 
capital is often satisfied to realize even lower rate of profit. Incidentally, the same 
applies to the semi-capitalistic feudal landowners, too.

And, as far as the small commodity producers are concerned, even if their number 
and share in production are large in many countries, two facts must be considered. 
First, that small commodity producers under fully developed capitalist conditions 
(and the export sectors in backward countries come under this heading) play only

59 Unless the country is the exclusivc, monopolistic producer of a world markot product. 
(Substitutability, however, has even in this case a tnodifying effect.) 
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a secondary role in price formation even if they happen to produce the búik of 
the products concerned.60 Small commodity producers are compelled to make do 
with getting prices much below value, prices which ensure, in addition to the re- 
placement of the means of production (c), at least the cost ofliving, i.e. a minimum 
wage level (v). (In the underdeveloped countries, owing to specific circumstances, 
such as e.g. migrant labour, and the supplementary role in supply of the subsistence 
economy, they usually go on with the commodity production even if the products 
are realized at much lower prices.)

Secondly, and partly in connection with the first fact, the products of the small 
commodity producers in the underdeveloped countries are usually bought up, 
processed and exported by the big foreign commercial companies. In this way, 
foreign commercial capital operating in the underdeveloped countries circulates, 
with a relatively small capital investment, immense commodity capital while it 
takes part in the prolonged stages of the process of production (packing, storing, 
transportation) and Controls the small commodity producers. In so far as it pur- 
chases the products well below their value, this belongs to the sphere of exploi- 
tation already discussed, bút in so far as it is forced to share its enormous profits 
with its “colleagues” in the developed country via the selling prices, i.e. through 
the channels of foreign trade, it already belongs to the subject of our analysis. 
Foreign commercial capital controlling small commodity producers is of decisive 
importance fór the price formation on the world markét of the products of un­
derdeveloped countries and even beyond that extent.

It clearly follows from the foregoing that in the case of the latter group of prod­
ucts the developing countries may fight against this peculiar form of income drain 
through foreign trade by restricting the free fiow of capital (which may alsó have 
of course other negative consequences), or by trying to seize fór the state a part 
of the surplus value above the average profit through customs duty (taking intő 
account here too the possible negative consequences) and by liquidating the power 
offoreign purchasing companies over the small commodity producers. If, however, 
such measures are taken by only one or a few countries—unless they are the monop­
oly producers of the commodity concerned—they can hardly achieve any appre- 
ciable results by iníluencing price movement from that angle.

Let us now pút the question from this aspcct, too: Does the mechanism in the 
sense of Ricardo’s theory of comparative costs really work in the system of the 
capitalist international division of labour? In other words: (l)Con the underdevel­
oped countries enjoy the "comparative advantages from natural endowments ? 
(2) Have their economic and foreign trade structure really developed according to

“ Becausc even if. say, only 1-2 per cent of the products arc turnéd out in a given industry 
by the capitalist enterpriscs and the rest by the small commodity producers, even then, 
ing free capital movement. it is the cost of production (c + v) plus the average profit o< 
capitalist firms that determine the price of production of the products. Otherwisc, if 1 8
average value of the small commodity producers were the determmant, such an influ P 
tál towards that industry would take piacé as to pút an end to the vahdity of our in 
assumption, i.e. the preponderancc of the small commodity producers. 
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the "comparative advantages" even if they may nőt be able to realize these advan­
tages ?

As far as the first question is concerned, it follows from our analysis that they 
cannot actually enjoy the advantages from their natural endowments, due to the 
international flow of Capital.

It must be noted that Ricardo disregarded in his assumptions the international 
flow of Capital and the international equalization of the rates of profit, and thus 
his assumption—in so far as it logically follows from his basic error61 (the confu- 
sion oí the markét value with the price of production) can be regarded as correct 
in this respect.

If, however, the international movement of Capital were restricted, the under­
developed countries would be able in principle, assuming again theequilibrium of 
demand and supply, to realize the full “international markét price” of those prod­
ucts which they produce exclusively, and in whose relation they have monopo­
listic natural advantages.

The possibilities of this realization would be rather restricted of course by the 
substitutability of products, which is greatly increasing, mainly as a result of the 
advances in the scientific-technical revolution, and by the modern agricultural 
technology, the new methods of cultivation which have substantially extended 
the geographic-climatic frontiers of agricultural production.

Professor Vajda points out82 that the significance of comparative advantages 
based on natural endowments, the static advantages as he calls them, is strongly 
decreasing as against the dynamic advantages (mani fested in the higher level of 
organization, efficiency and dynamics of social labour, and in the social relations), 
particularly in the advanced countries.

Bút apart from this, the “static comparative advantages”, based themselves 
on natural endowments, cannot be evaluated independently of the “dynamic” 
advantages in respect of the underdeveloped countries either. There is an exact 
dialectical relationship between the two, and this provides the answer to the sec- 
ond question.

The generál developmental level is of decisive importance from the point of view 
of "comparative natural advantages"—even beyond the problems analysed here. 
Even if we assume that in the underdeveloped countries labour productivity is 
really higher in the production of certain products owing to morc favourable 
natural conditions (in spite of the lower level of average productivity in the whole 
national economy) i.e. less labour (“dead” and “live” together) is nceded than if the 
same products were produced in the developed countries, and, further, that this 
advantage could be realized in foreign trade, indeed (i.e. if both problems discussed 
in our analysis were dismissed), thcn too, the “comparative advantages’ would

et Ricardo idcntified the rate of profit with the ratc of surplus value and therefore denicd, 
or narrowed down, the role of foreign trade in the increase in the domcstic rate of profit.

»• I. Vajda: A komparatív költségek elmélete és a szocialista világgazdaság (The Theory of 
Comparative Costs and the Socialist World Economy). Közgazdasági Szemle, May, 1963 
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have a different aspect in relation to the advanced and to the underdeveloped 
countries, owing to differences in the level of development (dynamic factors).

It is as a matter of fact true, on the one hand, that according to the theory of 
comparative costs, the advanced country, if it were to produce itself the product 
in question instead of buying it in international exchange, would have to spend 
much more labour on its production than on the exchange product, owing to 
the more unfavourable natural conditions. (This means that the developed country 
gains on the exchange nőt only because, owing to the generál difference between 
the levels of labour productivity, it gets more labour fór less labour, bút alsó be­
cause of the fact that it need nőt spend a part of social labour on the production 
of such products fór which the conditions are less favourable.)

On the other hand, if the underdeveloped countries, at the given level of the de­
velopment of productive forces, were really to spend more labour on the local 
production of manufactured goods imported from the advanced countries than 
on the exchange products, this would nőt necessarily be the consequence of the 
less favourable natural conditions fór manufactured goods bút it would have 
historical and social reasons. (Above all there is the fact that open or disguised 
colonialism has prevented their industrialization, the development of the sectors 
producing capital goods, and has “frozen” labour intő the cheap, unqualified cate- 
gories.)

Who would claim that the present-day advanced capitalist countries have in 
generál more favourable natural conditions fór industrial development than the 
underdeveloped countries, separately or taken as a whole, as the former have (or 
had) to import from the underdeveloped countries most of the raw materials needed 
fór the supply of their industries and oftcn even the energy sources, too (oil!). It is 
quite possible that once the present-day underdeveloped countries have developed 
their own industries with the external and internál economies, they will be able, 
just owing to the favourable natural conditions,03 to attain an even higher level of 
labour productivity in producing those manufactured goods they are compelled 
to import today, than the present industrial countries. (Today, however, they are 
unable, as we have seen, to realize their morc favourable natural conditions even 
at the world markét price of those products with which they supply the advanced 
capitalist countries.)

Consequently, while, on the one side, fór the present advanced countries the 
reál advantage of exchange would dérivé from the difference in natural endow- 
ments, on the other side, fór the underdeveloped countries, the supposed advantage, 
practically disadvantage, would be related to the differences in economic and 
social conditions subject to radical changes.

” We arc, of course discussing here the underdeveloped countries in generál and disregard 
therefore those countries whose development is decisivcly hampered by unfavourable natural 
endowments, and whose industrialization is alsó impeded by the lack of natural resources. 
This seems tó bejustified nőt only because most ofthe underdeveloped countries do nőt belong 
to this category bút alsó because the exploration of natural resources is fór the most part suli 
in its initial stage in these countries.
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Thus we cannot say by any means that the production and foreign trade structure 
of backward countries has in generál developed according to the comparative natural 
advantages. The operation and the effect itself of the “static” comparative natural 
advantages are alsó dependent on the “dynamic” comparative advantages based 
on differences in development level, and “the comparative advantages based on 
differences in development level perpetuate and increase in their effect these very 
differences”.84

Fór this reason we must regard those views as harmful and detrimental to the 
interests of the developing countries which, by referring to the theory of compara­
tive costs, defend the maintenance of the present international division of labour 
(which, by the way, is in a State of transformation) and suggest that the under­
developed countries, instead of creating their own Industries, should continue to 
produce mineral and agricultural raw materials fór the advanced capitalist coun­
tries. It is obvious and has been historically proved true that the higher pro- 
ductivity of labour in the advanced countries is connected with the existence of a 
widely based and developed manufacturing industry suppíying all sectors of the 
national economy with machinery and modern technology, and raising the quali- 
tative and professional level of labour.

Bút even in the advanced countries labour productivity and the level of techni- 
cal supply are, as a rule, higher in the processing Industries than in other branches, 
such as e.g. in agriculture or mining. Those countries in which there are no basic 
Industries, in which the majority of the working population are engaged in agri­
culture or mining, and which can only get hold of the machines and equipment 
needed fór raising the technical supply and productivity through imports, fali nőt 
only intő a dependent relationship with the suppliers of manufactured goods bút 
continually lag behind in the raising of labour productivity and allow thereby their 
main trading partners, the advanced capitalist countries, to regularly come by 
extra profit.

(2) A specific form of disguised income drain, often only of a relatíve loss, can 
be distinguished in the transfer or the unequal distribution of the benefits resulting 
from the specialization of production adjusted to foreign trade and from the in­
crease of productivity in the export sectors. Nőt unlike the form discussed earlier, 
this form cannot be isolated and measurcd in itself as its consequences manifest 
themselves in the joint, common effect of scveral other factors. While, however, 
the manifestation of the immanent inequality of cxchange in the exchangc of 
non-equal quantities of labour, presupposing as its theoretical basis the acccptance 
of the labour theory of value, is acknowledged only in Marxist literature (even 
there nőt generally and without reservation), the latter thesis has gained rather 
widespread publicity by the studies of authors who subjected the mechanism of 
the international division of labour to sharp criticism from the point of view of 
the developing countries.
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Since these are the theses which we became acquainted with when discussing 
the theories of Prebisch, Myrdal, A. Lewis, and H. Singer™ in Part One, it seems 
sufficient to summarize them here briefly.

As far as the benefits resulting from the increase of productivity in the export 
sectors and from technical progress in generál are concerned, we are faced with 
the strange situation that though technical progress and productivity increase 
are generally greater and more rapid in the manufacturing sectors than in primary 
production, from which the textbook conclusion could be drawn that the prices of 
manufactured goods should decrease compared with the prices of primary prod­
ucts, in reál fact the very opposite occurs and in the industrial centres the in- 
comes of entrepreneurs and of productive factors increase relatively more than 
productivity, whereas in the primary producing periphery the increase in income 
is less than that in productivity. In other words, nőt only technical progress itself 
is very uneven at the expense of primary producing countries, bút even the bene­
fits of the advancing technical progress in the latter are being realized mainly 
elsewhere, in the industrial countries. This transferof benefits resulting from tech­
nical progress is realized through foreign trade prices (and fuses to this extent 
with the problem ol the terms of trade). Its cause, however, must be sought in 
factors determining the incomes and the way incomes are spent. A. Lewis, as we 
have already seen, traces it back to the dual structure of the backward economy. 
The cause of the transfer of benefits is, in his opinion, the fact that the traditional 
rural sector (serving as a source of the unlimited supply of labour force for the 
modern export producing sector) exerts a pcrmanent pressure on the wage level 
of the modern sector by creating labour abundance and by adjusting the wage 
level of the latter sector to the low level of its own productivity. Thus the productiv­
ity increase of the export sector is for the most part realized only in the growth 
of output and, owing to oversupply on the world markét, in the drop of export 
prices (or, it it results first in an increase of profits, in the increasing demand for 
imports and the rise in import prices), which means that it is beneíicial to the in­
dustrial countries.

Prebisch explainsit in a similar way bút instead of puttingemphasis on the spe- 
cific mechanism of the dual economies he stresses the diffcrcnces of the strength 
of trade unions, i.e. the bargaining power of workers, in pressing for higher wages. 
and of entrepreneurs in resisting a squeeze on profil between the advanced and 
underdeveloped countries, and points to the “demonstration effect”, favourable 
for industrial commodities, and to the impressive disparity in the income elastic- 
ity of demand, unfavourable for primary products.

The inequality in the distribution of benefits resulting from foreign trade and 
the subsequent specializáljon consists in the fact that the secondary and cumulative 
effects of in vestments made in the export sector (either in the export sector of the

“ For similar explanationt sec alsó I. Sachs: Foreign Trade and Economic Development of 
UnderdevelopedCountries. Chapter 111. A.K. Cairncross: International Trade and Economic 
Development. Economica, No. 8, 1961.
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industrial, advanced country or in that of the primary producing, underdeveloped 
country) will be concentrated mostly in the industrial country, while in the under­
developed country the character of specialization itself ofifers less scope fór techni­
cal progress, and fór the internál and external economies.

By their very natúré the primary producing sectors are accompanied by consid- 
erable fewer and weaker linkage effects66 than the manufacturing sectors. Conse­
quently, they do nőt require and induce such an expansion of economic activity 
and, moreover, cannot become, unlike the heavy industries manufacturing ma- 
chines, tools, Instruments and Chemicals, the dynamic motive force of technical 
progress embracing the whole of the national economy. They cannot become the 
active generators and transmitters, but merely the passive beneficiaries of techni­
cal development. These disadvantages in respect of the external and internál 
economies and the generation and spread of technical progress manifest themselves 
—ceteris paribus—in the higher costs of investments and operation, and in the— 
ceteris paribus-\ower level of productivity, together with the tendency of widen- 
ing this gap, and consequently narrowing down “vertically” the potential sources 
of accumulation. In addition, the fact that the spontaneous expansion of the 
scope of economic activity is less demanded and induced, i.e. it has been rather 
retarded, alsó narrows down “horizontally” the potential sources of accumulation 
in that the creation of profit, or more exactly surplus, is confined to a few branches 
only. The allocation of the intermediary and/or final processing of the primary 
products to the industrial countries, mostly together with keeping in their hands 
alsó the transporting and marketing apparátus which serve it, means the reduction 
and transfer of that potential income formation and accumulation fór which the 
product itself provides a matéria! basis.

A further and, from this aspect, indirect consequence of all that is the relatively 
limited scope of profitable investment possibilities and state revenue sources.

In contrast to all this, the industrial countries enjoy fully (nőt just in a reduced 
way astheprimaryproducingcountries) nőtonly the benefits1’7 resulting írom t eir 
own specialization, but alsó a considerable proportion of the benefits resulting 
from the specialization of other countries, the primary producing underdeveloped 
countries, in that a part of the economic activities based on or complcmenting 
primary production alsó belongs to them. In this way they have access to sources 
of income and accumulation which lie outside the “original potentials ot t eu 
own. This expansion of their own sphere of activity bcyond its “original” limit- 
means at the same time the expansion of profitable investment possibilities and the 
potential extension of the revenue sources of the state.68

“ ÖCC vnapivi ii. i.
<7 Among others, Hans W. Singer spclls out in details these benefits. (Sce on page 108 or 

in: H. W. Singer: International Development: Growth and Change. McOraw-Hill, 1 >64, 

P «’6,‘The economically stronger partner can register proceeds from a larger number of sources 

and on more occasions than can the weaker partner if we transfer the cxchange between
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(3) Another form of indirect and disguised income drain is connected with 
the mechanism of “internál” price formation and accounting techniques or book- 
keeping manipulation of the usually vertically structured international companies 
and oligopolies. A most typical example69 of this form is the “posted-price” sys­
tem, imposed by the international monopolies on the Arab countries. It is an arti- 
ficial accounting price system calculated on the basis of the higher extracting costs 
of American oil wells and the costs of the transportation of oil to the American 
markét. It skims off unnoticed the differential rent of the Arab oil fields and keeps 
down the basis fór the 50 per cent share of the local States. In addition, part of 
the profit from extraction passes over, often by a simple book-keeping manipu­
lation, to the profits of the transportation, processing and marketing, which is 
inadé possible by the fact that these operations, overstepping the boundaries of 
the national economy of the countries in question, are alsó in the hands of the 
same monopolistic organization.

An analysis of the operation of international oil-price mechanism and the ex­
ploitation disguised in the posted-price system is given in the dissertation of 
F. A. Hasab (Hungárián Academy of Sciences, 1966), the relevant parts of which 
are summarized in his study published in Acta Oeconomica.'0

Hasab points out that the International Oil Cartel which comprises the greatest 
international monopolies, Controls through its subsidiaries and holding companies 
more than 60 per cent of the world’s oil extraction, transportation, processing and 
marketing. This fact gives the Oil Cartel the possibility of maintaining a special 
accounting and price system.

the cnterpriscs to the level of the national economics. Thus the stronger partner can make 
profit by transportation, by the various forms of processing and alsó by marketing the finishec 
goods at homo or abroad. Thereby many enterprises obtain high profits in the different sectors 
of the economy and the investment activities can thus be enhanccd, i.e. expanded. As a rcsu t 
of these economic activities, the State alsó benefits from further incomcs (customs duties, 
purchase taxes, etc.). And one more thing: in present-day capitalist economy. profit increases 
toward the production and sale of finished goods and decrcases in the opposite direction. Tre 
cconomically weaker countries arc far from having similar possibilitics, as the production oi 
export of raw materials does nőt prompt such an extended economic activity as does the pro­
duction and sale of finished goods. Hcnce the possibilitics of accumulation in weaker counti ies 
are morc restricted.” (1 Bognár: The Futurc Placc and Role of the Devcloping Countries in 
the World Economy. Studies on Developing Countries. Centre fór Afro-Asian Research of t te 
Hungárián Academy of Sciences. Budapest, 1965.) .

sí Another example refers to the American coppcr mtnes in Chile, such as Kennecot a 
Anaconda “Their first action is to fakc their balance sheets, showing high allotmcnts fór de- 
preciations, and thus pay taxes to the Chilcans on smaller dedared profits. Síecondly and 
chiefly, coppcr is exportod from Chile nőt to the external markét to be sold at world pnce^ 
bút is dclivered by the Anaconda from its own cnterpriscs in Chile to its own enterprises m 
the VSA at prices that arc understated fór the same purpose of paying less m taxes. 
(P. Khvoinik; Borrowed prosperity. Saviét Economists Discuss..., p. 123.) Ár„demiae

” F. A. Hasab: The International Oil Price Mechanism. Acta Oeconomica Acaaemtac 
Sclentiarum Hungaricae. Tomus 3, Fasc. 1. Budapest, 1968, pp. 91-107.)
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The uniform posted-price system adjusts itself to the costs of crude oil extraction 
in the USA. To be more exact: “The posted prices are practically based on 
the FOB Gulf Mexico price which is at present $2'91 per barrel (gravity degree: 
API 34). To this the freight from the Gulf of Mexico to New York ($0’26) is 
added. These two factors together give the posted price of crude oil in New York, 
i.e. $ 3'17 per barrel, CIF New York. It is on this basis that the posted prices fór 
oil from Venezuela, the Middle East and the Far East are calculated. In the case 
of Kuwait e.g. from this price ($3’17), the cost of freight between Kuwait and CIF 
New York ($ 1'19) and the tax on oil established by the government of the United 
States ($0-11 per barrel) are deducted. This is how the posted price of $ 1'87 per 
barrel in Kuwait is worked out.”'1

What is the effect of this special crude-oil price system and its special advantage 
fór the international cartel or the advanced capitalist countries?

This crude-oil price, considering the extracting costs in the Middle and Far 
East and even in Venezuela, is undoubtedly an artificially high monopoly price. 
As the profit share of the Arab oil-extracting countries adjusts itself in the last 
analysis to this high monopoly price, which would presumably decrease in the 
case ofthe weakening of the monopoly position of the international cartel, and in 
the case of a wider scope fór competition and the spontaneous play of demand and 
supply, the oil-producing Arab countries seem to be interested in the existence of 
the international monopoly.

In reál fact, however, the situation is different. First of all the accounting basis 
is nőt only artificial, bút alsó false. The principal markét of Arab crude oil is nőt 
the USA,72 bút Europe. Consequently, the deduction of the cost of freight to the 
USA and ofthe tax imposed by the American government radically cuts the ac­
counting price which serves as a basis fór the profit share.

It is true that the international monopoly alsó pays royalties" to the Arab 
countries, bút the differences between the extraction costs of the American and 
Arab oil ’wells are so enormous that even discounting the costs of freight to the 
actual markets the Arab oil-producing countries might obtain a differential rent 
much exceeding the amount of royalties and profit share. Thus e.g. the extraction 
costs in Algéria amount to only 45 per cent of the average costs of American oil 
extraction. The percentages fór [raq, Irán and Kuwait are 12, 10 and 7 per cent, 
respectively. “The relatively high discrepancy between the oil extracting costs in 
the developing countries and the relating posted price (e.g. in the case of Kuwait

” F. A. Hasab: op. cit., p. 93. »«• j
’2 “The protectionism of the monopolies practically excludcs Venezuelán and Middle- 

Eastern oil from the competition in the American domestic markét . . . I vcr since 1959, the 
import of crude oil intő the USA is regulatcd by official quotas fixed by the admimstration. 
(F. A. Hasab: op. cit., p 94.)

73 “The system of royalty means that the oil companics hand over a fixed amount ol oil to 
the State granting the concession which disposes of this oil at liberty. 1 he profit share means 
the sharing of the owner State in the proílts rcalizcd in oil extraction. In the calculation of the 
share the value of the royalty is generally alsó included.” (F. A. Hasab: op. cit., p. 101.) 
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the former amounts to $ 0'14, the latter to $ 1’87) enables the vertical monopolies 
to introduce a system of rebates,74 with the subsidiaries granted a rebate of up to 
30 per cent on their oil purchases from the mother company. On the other hand, 
due to the present situation in the oil industry and oil markét of the non-socialist 
world, the countries receiving royalties in the form of oil are inclined to re-sell 
the oil thus obtained to the companies rather than markét it themselves.”75

74 “The sccrct rebafes ... arc a practical proof ihat a considerable part of crude oil is never 
traded in the international markét at the posted prices." (F. A. Hasab: op. cit., p. 100.)

75 F. A. Hasab: op. cit., pp. 99-100. , u
7,1 The average daily yield in the Arab East is 6,783 barrels, in Venezuela 318, in the USA 

altogether 12’3 barrels. (F. A. Hasab: op. cit., p. 99.)
77 In the case of absolute rent it is the lower organic composition of capital in agriculture 

and usually in mining as comparcd to that in other branches.
In the case of differential rent No. I it is the difference in labour productivity. 1 he produc­

tivity of labour performed on the land, or in the mine, in question is higher than that^deter- 
mining the markét value, i.e. the productivity of labour performed on the “marginal” land 
(the less fertile land being still cultivatcd) or in the "marginal" mine. (In the case of dillcren- 
tial rent No. I) it is the lower costs of marketing due to the morc favourable location.)

« The difference arising from the lower organic composition of capital disappears wit e 
cpmmodities being cxchangcd at “price of production” (cost of production + average prot- 

The differential advantages of the Arab oil fields from the point of view of 
Capital lie nőt only in higher productivity (the oil deposits lie less deep, their 
yields are higher,78 the crustal pressure is more favourable, etc.) bút they are alsó 
manifest in the more rapid realization cycle (turnover) of Capital and the lower 
wage level.

Fór a better understanding of the reál value relations, let us assume a “classical” 
mechanism—confined fór the time being only to the sphere of crude-oil extraction. 
We shall try to outline how the incomes would be formed and distributed if, as 
in the Marxian model, competition could freely develop fór the capital, and a 
monopoly position were only enjoyed by the owners of natural resources (oil 
fields, in our case) with limited availability. This case is almost the opposite of 
the case today in which capital enjoys a monopoly position and the monopoly 
price of crude oil is dictated by the international cartel and the rent (in the form 
of royalties) is nőt a decisive factor in price formation, bút only a dependent 
variable.

As is well known, the formation of rent (whether ground or mine rent) can be 
attributed in the “classical” mechanism to the fact that the individual rate of 
profit, which is, fór somé reason,77 higher than the average, is reduced to an 
average rate of profit, nőt at the level of the national economy, and nőt through 
the price mechanism, bút within the sector and through the mechanism of income 
distribution, so that the difference will pass, owing to the monopolized State of 
the natural resource, intő the possession of the latter. In other words, that part 
of the surplus value produced which exceeds the average profit does nőt disappear 
in the price mechanism,78 bút is realized, and will be later lost as profit to the 
capitalist tenant, only to appear as rent to the landowner.
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Rent, just as the price which includes it, is by its very natúré of a monopolistic 
character. Its distinction from other monopolistic incomes and monopoly prices 
can be made, in our opinion, nőt only on the ground of who determines the 
magnitude of the monopoly price and rent and who enjoys the latter as income, 
bút alsó on the basis of how it relates to the value actually created. The question 
is whether asin the case of the monopoly prices and incomes in generál—a monop­
olistic organization, owing to its influence on price formation, realizes a higher 
price than the value created in its sphere (or, the “normál” price of production 
according to its costs), i.e. appropriates part of the surplus value (or average profit) 
of other, non-monopolist producers, or the monopoly based on the scarcity of 
the natural resources prevents other, non-monopolist producers from alsó shar- 
ing the (higher) surplus value created in this monopolized sphere of production.

This distinction seems of course too abstract and theoretical fór its own sake 
as it is hardly feasible to disclose the reál value relations “purely”, i.e. indepen- 
dently of prices, owing to the vertical relationships, the wide rangé of simple 
and complex labour and the existence of various kinds of monopolies. Thus we 
must make do with the distorted reflection of value relations through prices.71* 
Bút this abstract distinction has the practical significance of clearing up the prob- 
lems under discussion, and making the origin and distribution of oil incomes 
understood. It helps answer the question what course the incomes of the Arab 
oil countries would take if the present monopoly position of Capital were abolished, 
if the competition among the international capitalist firms taking part in oií 
extraction were allowed free play. It is obvious that in this case—according to the 
“classical” mechanism—the differential rent arising from the more favourable 
productivity (and concealed at present in the posted-price) could be appropriated 
in full by the owner, i.e. the States of the Arab oil countries. Moreover, it would 
be possible fór them to realize even the difference which, as a result of the lower 
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it), that is it moves from the branches with a lower organic composition to branches with a 
higher composition. The obstacle to this equalization, to the value getting reduced to “price 
of production”, gives rise to the formation of absolute rent.

The difference, however, arising from different productivity, that is between the individual 
and the social (average) value, which is by the way the source of extra profit, disappears from 
time to time fór one capitalist unit and appears fór another as a result of the competition in 
the improvement of tcchnology and labour organization. Where, on the other hand, the equal- 
ization of productivity is hampered by natural factors, a lasting difference appears in the rc- 
turn instead of, or beyond the temporary extra profit - which provides the basis fór differen- 
tial rent.

79 From this it does nőt follow in the least that the tautological “price theorics” explaining 
prices from themselves, i.e. completely disregarding value, should be alsó acceptablc scientif- 
icaIly- apart from certain practical purposcs. They are unable to provide either a historically 
venfiable or a logically consistent answer to the question of what eventually determines prices 
over and above the short-run price fluctuation. At the same time, the labour theory of value 
gives a historically and logically consistent explanation of how the prices have come intő 
existence and are moving (around what) in the long run.

On the other hand, the assessment of value relations indepcndently of prices (in labour units) 
is. despite its very complexity, by no means insolubleas the rcduction of"dead labour" (cap.



wage level (i.e. the higher rate of surplus value) and the presumably80 lower organic 
composition, would appear in the profit rate (and which, at present, alsó remains 
concealed in the posted-price and unappropriated). Needless to say that the 
national State ownership of extraction would immediately change all this differ- 
ence together with the average profit intő the direct revenue of the State (instead 
of the indirect form of profit share and rent).

Following this step (nationalization), however, it would be necessary to over- 
come difficulties in the spheres of transportation, processing, marketing, etc., 
which, fór the time being, seem to be rather serious. And allowing a freer play 
to the competition among foreign capitalist companies (i.e. the abolition of the 
monopoly position of the international oil cartel) would raise the question of a 
decrease in the oil prices kept artificially high through the posted-price system, 
by the monopoly.

In order to answer this question we must go beyond the sphere of the assumed 
value relations of crude oil extraction. F. A. Hasab nőt only points out that the 
margin between the local posted-price and the international price of crude oil81 
is substantially wider than the actual costs of transportation (to the West-European 
markets), which means that the extra profit arising from the higher productivity 
of the Arab oil fields is largely expropriated by the international oil cartel, bút he 
alsó refers to the disproportionately wide gap between the prices of crude oil and 
the processed derivatives, a gap alsó artificially created and maintained by the 
monopolies. The extracting costs account only fór a relatively small part of the 
retail price of the processed products.82 This extremely wide margin between the 
prices of crude oil and the final products is due to the vertical structure and the 
monopolistic situation in the oil industry, i.e. to the fact that the international oil 
cartel Controls through its subsidiaries and holding companies a considerable part 
of oil cxploration, extraction, transportation, processing and marketing. “The

ital) to “living labour”, and of “complex” labour to “simple” labour (e.g. by means of elec- 
tronic computers) could be quite practicable.

The capital-intensivc character of oil extraction is evident in so far as compared with the 
other productive branches of the Arab oil-producing countries themselves. What really mat- 
ters from the point of view of the rate of profit however, is the organic composition of the 
more or less freely flowing capital in the productive branches turning out commodities fór the 
same markot (i.e. nőt fór the internál markét of the Arab countries, bút the international 
markét). We have cvery rcason to supposc that the organic composition of capital invested in 
oil extraction even if we disregard the international diffcrcnces in wagcs- is lower than the 
average organic composition of capital in the immense and largely automatized large-scale 
industry of the capital-exporting country and the main oil-consuming economies.

” He refers to the computations of Abdullah Tariki, former minister of the oil industry in 
Saudi Arabia, according to which American companies made a profit of 880 millión dollars 
in 1962 instead of one of 300 millión dollars, dúc to the dilfcrence between the two prices. 
(F.A. Hasab: op. cit., p. 94)

M A barrel of crude oil costs $ 3T7 CIF New York, whilc the average retail price of pro­
cessed derivatives (gasolinc, fuel oil, etc.) amounts to about $ II 00. (F. A. Hasab: op. cit., 
p. 100.)
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Oil Cartel has an opportunity to conceal the extra profit in the accounts of the 
purchasing and processing companies instead of showing it in the books of the 
subsidiaries engaged in the extraction of oil.”83

83 F. A. Hasab: op. cit., pp. 93-94.
84 Here again it seems advisable, in order to avoid the charge of a biassed attitűdé, to notc 

that we use the term of “share” or “skimming off” in this case (in contrast to other import 
commodities, similarly subject to taxes and duties) only in so far as, and because, the ratablc 
price before taxes and duties is determined artificially by the monopolies of the same advanced 
capitalist countries whose governments impose the taxes and customs duties. Thus, what is 
involved here is more than and different from what is involved in the case of imports from 
the other developed countries.

85 Ihat mine (or land) of the poorest productivity can be callcd “would-bc marginal” 
(or otherwise marginal ) whose products can still be sold in such a way, assuming the frec 
play of demand and supply, that the selling price just ensurcs the average profit above the 
production costs.

It is characteristic of the proportions that whilc c g. the price of a tón of coal is about 
95 sh at the mine in England, the price of heavy fuel oil of the caloric value of one tón of 
coal is made up of the following components: production price 78/1 sh plus consumption 
tax: 24/1 sh, i.e. it amounts to 102/2 sh. (F. A. Hasab: op. cit., p. 97.)

Consequently, the concealed income drain is based nőt only on the false calcu- 
lation of the posted-price of crude oil bút alsó on the artificially low level of this 
posted-price related to the monopolistic prices of the end products. The relatively 
low prime costs make it possible for the advanced capitalist countries to impose 
an unusually high consumer tax or import duty. In this way, nőt only the oil 
monopolies and their crude oil-consuming (processing) subsidiaries bút alsó the 
State budgets of the capitalist countries have a share in the oil incomes created in 
the Arab countries.84

The heavy taxes on the Arab crude oil and the adjustment of its posted-price 
to the extractive costs of the American oil fields make it possible to operate those 
Texan oil fields the productivity of which is much lower than that of the “would- 
be marginal ’ field.8° It is alsó connected with the price formation of the other, 
oil-substituting fuels (coal, natural gas). In England e.g. the competitiveness of 
coal and the operation of the no longer economical coal mines are ensured by the 
import-consumption tax imposed on heavy fuel oil and the State subsidies (e.g. 
tax reductions, special transport rates, etc.) given to the coal mines and covered 
largely from those taxes.80

From all this the following conclusions may be drawn: (1) In so far as the 
posted-price of crude oil can be said to be artificially high at all, the benefits 
arising from it are enjoyed one-sidedly by the International Oil Cartel. (2) The 
breaking of the monopoly position of the International Oil Cartel and the collapse 
of the posted-price system of crude oil would nőt necessarily lead to a drop in 
crude oil prices in view of the maintenance by artificial means of thecompetitiveness 
of coal as a substitute for oil, of the disproportionately high rate of taxes and 
duties imposed on crude oil and, further, of the gap alsó made and kept artificially 
wide between the prices of crude oil and its end products (oil derivatives). Instead, 
the collapse of the posted-price system would rather make it impossible to use 
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these artificial means as before. (3) If the collapse of the monopolistic posted- 
price system should nevertheless lead to a drop in crude oil prices, it would, on 
the one hand, have a detrimental effect—assuming unchanged taxes and import 
duty rates—mainly on American oil extraction (and alsó British and other coal 
mining), by making the operation of a great many enterprises impossible, and, 
on the other hand, it would be in all probability a transitory phenomenon only, as 
the increased demand fór oil, due to the substitutability of fuels and the expansion 
of the oil-based industries stimulated by lower oil prices, would lead in turn to a 
strengthening of prices. (4) The nationalization of oil extractior—leaving out of 
account here the problems of retaliatory measures and the expected sabotage 
actions of the companies monopolizing transportation, processing and market­
ing—would ensure fór the Arab oil countries additional incomes, and enable them 
to realize a greater proportion of the relatíve advantages arising from the higher 
productivity of the oil fields and from the lower wage level. It would nőt ensure, 
however, a realistic formation of oil prices unless the monopoly position in the 
sphere of transportation, processing and marketing were abolished. (5) The 
disappearance of other forms of concealed income drain from the oil-price mecha- 
nism and a more realistic price formation of crude oil and end products would be 
ensured only by the shift to the oil-extracting countries of the centre of processing 
and by the nationalization of the transportation apparátus, which would nőt only 
enable the Arab countries to fully realize their comparative advantages in oil as 
natural resource, bút would alsó serve the interests of the oil consumers of the 
world by the likely decrease in the price of the end products of oil.

(4) Just like the price and accounting system(s) discussed above, the income 
drain through the mechanism of the manipulated and monopoly prices is alsó 
based on the unequal economic power and unequal position of the partners 
concerned.

Unlike the former, or more conspicuously, this takes places by means of the 
more or less open violation of the formai equality of exchange. This income drain 
has been “Icgalized” by including in the treaties and agreements imposed on the 
underdeveloped countries certain privileges enjoyed by the advanced countries 
or by certain institutions alsó imposed by the developed countries on the former 
colonies.

The csscncc of income drain through manipulated and monopoly prices is 
this: the advanced country diverts the prices of the commoditics sold to or bought 
from the underdeveloped country from the world markét prices, by means of the 
institution set up by the colonial government or by a specific accounting system 
Iáid down in a treaty based on “equal rights”, or simply by the price-regulating 
activity of the monopolies, so that the deviations in the price levels should result 
in a net surplus fór it. (The simplest way of doing this is of course to push the 
prices of the products sold above and those of the products bought below the 
world markét prices, bút the same result may alsó be attained by diverting the 
prices of both the goods sold and the goods bought in the same direction, bút to 
different extent.)
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There was an especially great possibility fór introducing manipulated prices 
under the colonial system. The marketing boards set up in the British African 
colonies, which enjoyed practically a monopoly position in buying up the agri­
cultural export products, bought them at half or one third of the world markét 
price, and the considerable margins were transferred to the so-called stabilization 
fund in London. This pound sterling reserve fund, formed in the metropolitan 
country, served in principle the aim of keeping up the level of purchasing prices 
even if the world markét prices drop. Since, however, such transfers back to 
the colony seldom occurred, it was merely a forced loan to the metropolitan 
country.

Within the franc area another price mechanism came intő being, but alsó involv- 
ing an inequality of exchange. The purchasing prices of the export commodities 
produced in the African underdeveloped countries were driven above the world 
markét prices, but the prices of the French manufactured goods were raised higher. 
This nőt only enabled the French monopolies to gain extra profit from the differ- 
ences in price levels,87 but alsó to gain nearly unlimited control over the markets 
of the countries in the franc area and to prevent the African exporters from selling 
their products on the world markét independently, i.e. by-passing Francé.

87 “The extra increment on the prices of French goods surpasses that on African goods. 
Thus, fór instance, from 1956 to 1962 the prices of the French goods importod to Senegal rose 
by 35 points, while those of Senegalese goods exportod to Francé rose by only 3 points. The 
whole burden of the extra-pricc policy is shouldered by the African ex-colonies. Moreovcr, 
while the African countries overpay Francé by somé 15-20 per cent above world prices on the 
average, fór somé goods, such as textiles, motor cars and machinery this surplus paymcnt 
rises to 30 per cent and even 60 per cent (refined sugár).” (L. Krasavina: Changes in the Franc 
Area. Soviet Economists Discuss ..., pp. 85 86.) In 1962 the prices of French products going 
to West Africa were 120 per cent above world prices fór sugár, 100 per cent fór bccf, etc. Ad- 
mittedly, Francé alsó paid more fór the primary products of West Africa. but: “Excess prices 
paid by the West African countries were 58,300 millión; excess prices paid by Francé were 
31,200 millión, loss to the African countries was 27,100 millión francs.” (The Nationalist. 
May 17, 1968.)

88 J. C. de Graft-Johnson: An Introduction to the African Economy. Bombay, 1959, p. 63. 
Surét-Canale: Les rapports économiques franco-africains. Économie et Politique IX X 
1958, p. 62.

The proportions of the income drain through manipulated and monopoly prices 
are best shown by the fact that, owing to the special purchasing and export price 
Systems prevailing under colonialism, the producers in the British colonies received 
only 37-55 per cent of the commercial price of their products, and in the French 
colonies only 15-20 per cent, while the rest flowed to the metropolitan country.88

(5) The best-known and in its proportions the most important form of income 
loss through foreign trade is that arisingfrom the deterioration of the terms of trade.

As we have already pointed out, the leading capitalist powers made the under­
developed, colonial or dcpendent countries of the world the sources of their raw 
matéria! and food supply, and geared the economies of these countries to the 
production of one or a few agricultural products or minerals. The rapidly growing 
industry of the leading capitalist countries absorbed in large quantities the primary
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products of the underdeveloped countries, giving thereby new impetus fór stepping 
up their production. Since the development of agriculture in the advanced countries 
lagged fór a long time behind the rapid industrial growth they had to rely on food 
imports from the underdeveloped countries in order to meet the food supply 
of the population.

In this international division of labour the industry of the advanced capitalist 
countries found a relatively wide markét in the underdeveloped countries, while 
the development of industry in the latter was impeded nőt only by the competition 
of the imported industrial goods, nőt to speak of the colonial economic policy, 
capital shortage and labour problems, bút alsó by the fact that only the production 
of indutrial raw materials and foodstuffs fór export was stimulated by demand. 
Later, however, especially during the pást one and a half decades, with the 
exception of certain products as e.g. oil and rare metals, etc., the raw-material 
and food absorbing capacity of the advanced capitalist countries has shown a 
more and more unfavourable trend, relatíve to the growing export capacity of 
the underdeveloped countries. At the same time, the demand of the underdeveloped 
countries fór manufactured goods has both rapidly increased and alsó diversified.

This effect, among others, is responsible fór the deteriorating trend of the 
terms of trade,89 and has resulted in the balance of trade90 and balance of pay- 
ments problems becoming acute.

This tendency is partly connected with the “one-sided policy of the concentrated 
economic powers (monopolies supported by the leading capitalist countries)”,91 
and partly with those already mentionod changes that have taken piacé in the 
economy of the advanced and the underdeveloped countries in the last two 
decades, bút especially in the more recent years.

As far as the policy and activity of the “concentrated economic powers” are 
concerned, the State monopolistic, or sometimes suprastate-monopolistic associ- 
ations and the organizations of economic integration interfere in the economy, 
and the system of trade relations in such a way that the measures taken by them

*“ Though this tendency has become apparent in a markod form especially in the last one 
and a half decades, the terms of trade fór the primary producers were unfavourable before 
and even from the end of the last ccntury upto the beginning of the Second World War, and 
showcd as a whole a deteriorating trend. By the end of that peried a unit of exportod raw 
materials could only purchase 60 per cent of manufactured goods previously cxchanged fór 
the same unit. (Sec I. Sachs: Patterns of Public Sector ..., p- 27.)

»0Sachs writes: . before World War II (excluding the years 1876 80), the sharc of 
primary producers in world exports excccdcd their sharc in world imports. Thus primary pro­
ducers had a favourable balance of trade which cnablcd them to cover the deficit on the re- 
maining portion of the balance of paymenta. In the years 1953 55 the sharc of imports cqual- 
led that of exports. It, however, cxcecded the latter considerably in 1958. It has become a rule. 
in reccnt years, fór exports to lag behind import requircmcnts, and one should cxpect this 
trend to contin'ue over the next 20 years." (I. Sachs: Foreign Trade and Economic Develop­

ment , , p. 42.)
01 J, Bognár: Gazdasági kapcsolataink távlatai a fejlődő országokkal (The Pcrspectives 

of our Economic Relations with Dcvcloping Countries). Közgazdasági Szemle, May 1963, 

p. 515.
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(e.g. in thespheres of import duties, export subsidies and import restrictions, etc.) 
considerably hamper or directly prevent the adequate expansion of the export of 
the underdeveloped countries. On the other hand, the big international monopolies 
alsó hinder, through their influence on the formation of world markét prices, the 
operation of that opposite—and otherwise natural—tendency which, owing to 
the more rapid rate of productivity growth in the manufacturing industries, would 
divert the price of manufactured goods downwards in relation to raw materials. 
Besides influencing tne prices directly, they alsó exert an indirect effect on the 
prices oí manufactures in that the same monopolies, or their sisters in the metro- 
politan country, further increase, by their investment policy pursued in the under­
developed countries (see the already discussed bias infavourof capital-intensive 
techniques) the import needs of the latter. At the same time, the export of manu­
factured goods of the underdeveloped countries is alsó restricted, besides the 
discriminating customs regulations and the oppressive competition of the cheaper 
and better products of the monopolies, by the fact that they are handicapped in 
respect of the “extra-price factors” (e.g. trade marks, models, the network of 
servicing stations).

The evolving scientific-technical revolution in the advanced countries, owing to 
the improvement of technology and the introduction of modern Chemical processes 
has resulted, on the one hand, in the better utilization of raw materials in generál, 
diminishing thereby the quantity of raw materials per unit of manufactured 
products,93 and, on the other, in the increasing priority of the various synthetic 
products (as e.g. synthetic rubber, man-made fibres, synthetic diamond, metál 
substitutes, etc.) over traditional raw materials,94 considerably reducing thereby 

92 This applies, in a characteristic way, nőt only to manufactured goods. The concentrated 
economic powers prove strong enough, even in the face of the generally decreasing trend of 
the prices of primary products. While e.g. the average price of the primary products exportod 
from the developing countries feli by 7 per cent, that of the primary products exportod from 
the devcloped countries rose by 10 per cent. (Review of International Trade and Development 
Part 1, TD/15, 1967, pp. 1-2.)

93 “Technical progress promotes a smaller input of raw matéria! per unit of produce. A 
considerable saving of raw materials has been obtained by the introduction of electrolytic 
tinning and the resmelting of metals. Thus, parallel with a 50 per cent growth in iron output 
in Britain, from 1948 to 1962, the consumption of raw materials increased by only 26 per 
cent! At the same time, the input of raw materials per tón of iron has been reduccd by 20 per 
cent, the input of imported iron is having been cut by half. The consumption of fucl per tón 
of iron has been cut by 30 per cent. All this has resulted in the reduction of industrial raw 
matéria! imports, particularly those from developing countries." (Y. Pevzncr: op. cit., p. 32.)

M Fór cxample, “The natural rubber consumption in Britain has fallen from 219,700 tons 
in 1950 to 167,800 tons in 1962. At the same time there was a very rapid growth in the con­
sumption of synthetic rubber from 2,800 tons to 139,000 tons.” (Ibid.) Similar changes can 
alsó be observed in the consumption of detergents, vegetable raw materials, cotton, etc. In 
1961 e.g. synthetic goods accountcd fór 44 per cent of the totál consumption of detergents 
in Britain, which resulted in a reduction of the use of palm-oil fór soap manufacture. In 
Francé, Chemical substitutes made up 57 per cent of detergents by 1961, and conscqucntly 
the imports of vegetable oils and fats have considerably decreascd. (A. Shpirt: New Aspects 
of Raw Matéria! Problem. Soviet Economists Discuss ., pp. 79-80.) Since 1953 about 33
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the demand fór traditional materials even at an unchanged level of raw matéria! 
consumption. In addition, by introducing new methods of extraction and utili- 
zation, the scientific-technical revolution has made exploitable or profitable a num- 
ber of raw matéria! sources in the advanced countries formerly deemed economicaily 
unprofitable or exhausted, or discovered new natural resources by növel and more 
reliable research and surveying methods. The effect of this development (together 
with effects arising from the leading role of the USA in the world economy and 
its position in raw matéria! export) manifests itself in the fact that fór the pást 
one and a half decades the share of the advanced countries in raw matéria! trade 
has grown while that of the developing countries has decreased. This is further 
reinforced by the fact that the shift in the production pattern of the advanced 
industrial countries towards the capital-goods producing industries entails at the 
same time a structural shift from the more to the less import consuming branches.90

The agrarian export of the underdeveloped countries, however, has been un- 
favourably affected by the fact that in the advanced capitalist countries the pro­
duction of agriculture which, formerly lagged considerably behind the develop­
ment of industry, has increased and, consequently, the importance of domestic 
production as opposed to food imports from the underdeveloped countries has 
grown. Moreover, owing to the increased agrarian exports of the advanced coun­
tries, it has become more difficult fór the underdeveloped countries to sell their 
food products on other foreign markets as well. (In addition, the new leading 
power in the capitalist world economy, the US, is a country which, unlike the 
former foodstuff-importing Britain, has the most developed agriculture and alsó 
finds it increasingly difficult to markét its own agrarian products.) That the demand 
in the advanced capitalist countries fór the agricultural products of the developing 
countries has decreased in relatíve, and in somé cases even in absolute terms, is 
alsó due to certain changes in the demand structure which manifest themselves in 
the generál differentiation of demand, favouring növel and higher-class products.

Apart from these factors operating on the demand side, the fact that on the 
supply side the developing countries are competing with each other by putting 
up fór salc the same few products, is alsó rcsponsible fór the deterioration of the 
terms of trade. And since in the developing countries, cspecially those liberated 
rcccntly from colonial oppression, the last one and half decades have witnessed 
the emergence of pressing tasks (such as the creation of an independent national 
economy, industrialization and the urgent need to raise the living standards) 

per cent of the increase in industrial raw matériái consumption has consisted of synthctic 
materials and alumínium.
“ “... within the production pattern of industrially advanced countries there is a strong 

displacemcnt toward the means of production which arc much less import-sensitive than con­
sumer goods. This structural changc is accompanicd by another one, i.e. the share of those raw 
materials and semi-finished products which are rcquired fór the production of consumer 
goods, amounted to 49 per cent of all raw materials and semi-finished products in the period 
1928 34 (at prices of 1928), whereas in the period 1950-53 their share camc to no more than 
42 per cent (at prices of 1950)1” (Gy. Göncöl: op. cit., p. 38.) 
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which have necessitated the rapid expansion and growth of their import needs,*6 
they have been bound to increase their traditional exports, thereby stepping up 
the oversupply of traditional products and further deteriorating the terms of trade.

Bút the developing countries are harmfully affected nőt only by the deterio- 
ration bút alsó by the frequent fluctuations of the terms of trade. The world markét 
prices of industrial raw materials are, as a rule, highly sensitive to the business 
cycles of the economies of the advanced capitalist countries. The prices of these 
products generally increase rapidly in boom periods, due partly to the speculative 
stockpiling trade policy which encourages a fictive demand divorced from actual 
industrial demands, and drops faster and further than any other goods in the 
times of recession.97

This means, as we have already seen, that the whole economy of the developing 
country depends, through its export sector, on the fluctuations of the economy of 
other countries, and that the uncertainties of the foreign currency receipts from 
exports cause great difficulties in long-range planning and the implementation 
of the development plans already worked out. A further consequence is that the 
advanced countries, through the terms of trade, can transfer most of the burdens 
of the erisis on to the developing countries, or can even manage, because of the 
steep drop in raw matéria! prices, to extricate themselves from the depression 
somewhat earlier and at the expense of the developing countries.

The world-market position of industrial raw materials, especially the strategic 
materials (e.g. non-ferrous metals), strongly reflects the changes in world politics 
and in the arms race, too. The increase in international tension and the large-scale 
stockpiling in the time of a concrete danger of war may lead to a steep rise in 
prices, followed by an abrupt drop if, owing to the easing of tension or somé 
structural changes in military technology, the purchases are rcstricted or even 
stopped. (This was the effect e.g. of the outbreak of the Koreán war and, later, 
of the signing of the armistice.)

What this trend of the terms of trade means practically fór the underdeveloped 
countries, what fmancial sources it deprives them of, and how it cnriches the rich 
capitalist countries, can be seen from official figures like these: the losses of the 
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98 In this way most of the “export economies" have become “iniport-sensitive” economies 
with practically the only exception being the oil-producing countries. In this an important part 
has alsó been played of course by the population cxplosion, which turnéd formcrly grain 
exporting countries intő grain importing countries. (In the laté thirties the underdeveloped 
countries exported about 11 millión tons of grain a year, bút from the laté forties they started 
to import, and the amount of their imports attained 25 millión tons by 1964.) Considcrable 
impact on import-sensitivity has been exerted alsó by the double bias in the investment pat­
téra, already rcferred to, which has increased the expansion of the capital-intensive techniques, 
with the simultaneous retarding of the development of the capital-goods producing industries. 
The import sensitivity is enhanced alsó by the fact that “as the demand fór food, fuel and 
materials is inelastic, any drop in foreign incomes affccts first of all the imports of Capital 
goods”, on which the rate of economic development depends. (I. Sachs: Foreign Trade and 
Economic Development of Underdeveloped Countries. p. 85.)

” During the American recession of 1957/58 the underdeveloped countries sustained a loss 
of about 1,000 millión dollars on the terms of trade in a single year.



underdeveloped countries resulting from the unfavourable terms of trade amounted 
to 16,700 millión dollars in the period 1951-62. Their annual loss in the mid-six- 
ties averaged about 2,500 millión dollars.

The unfavourable trend of the terms of trade alsó gravely affects of course the 
balance of trade and balance of payments and the gold and foreign-currency 
reserves of the developing countries. The balance of trade of these countries showed 
an annual deficit of 1,500 to 3,100 millión dollars between 1958 and 1962.

(6) Another indirect form of income loss which is alsó connected with foreign 
trade and the export-orientation resulting from the colonial division of labour 
manifests itself in the net balance of shipping freights, Insurance and other Services.

Besides its abnormal volume and distorted structure, production for export 
that is geared to foreign interests alsó has the harmful consequence that it presup- 
poses mostly overseas deliveries for which foreign merchant shipping must be 
used.98 The negative balance resulting from this amounts to an annual sum of 
about 4-5,000 millión dollars to which a further 4,000 millión dollars paid out 
for other Services must be added."

(7) The income losses and income drains which afifect the underdeveloped 
countries through the mechanism of the foreign exchange and banking Systems are 
nőt insignificant either.

The linking of the national currency of the underdeveloped countries to, and 
its cover by, the currency of the former metropolitan country, and the centraliza- 
tion of the foreign exchange reserves of the countries of the currency area which 
are generally kept in the Central bank of the former metropolitan country, may 
be the source of grave losses to the underdeveloped countries100 in addition to 
opening up considerable sources of credits, interest incomes and other unilateral 
benefits for the metropolitan fináncé Capital.

The Central pool of the currency areas means in fact constant credits to the 
metropolitan country, enabling it to meet deficits in other currencies by surpluses 
received from the member countries. Thus e.g. the members of the franc area 
have to transfer their entire foreign-currency receipts to a Central pool controlled 
by the French treasury. In 1964 the former colonial countries handed over 1,000 
millión francs in foreign currency to the pool.101 It was e.g. thanks to the dollár 
pool of the sterling arca that Britain was able to casc her dollár shortage with 
thehdpof the dollár receipts of her colonies. Between 1947 and 1957 Britain’s 
dollár deficit amounted to about 1,500 millión dollars while her colonies netted 
an annual average of 100 millión pound worth of dollár receipts. Between 1954

•" The developing countries have a share of 6 per cent in world maritime shipping. (Report 
of the Secretary-Gcneral of the UNCTAD. UN, New York, 1964.)

09 For example, in 1964 the excess of payments forServices over receipts from them amounted 
to 4,100 millión dollars (10,400 6,300), and in addition to this about 4,000 millión dollars 
had to be paid by the underdeveloped countries for shipping charges, freight, etc.

1,10 It will suflicc here to refer e.g. to the losses sustained by the sterling arca countries owing 
to the devaluation of the pound sterling.

101 L. Krasavina: Changes in the Franc Arca. Soviet Economists Dlscuss,,., p. 86. 
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and 1956 Britain’s dollár deficit was 334 millión while the net dollár receipts of the 
colonies rose to 356 millión pounds.102 From 1952 to 1957 the currency pool 
operations enabled Britain to appropriate somé 500 millión dollars’ worth of 
foreign currency. The figure fór 1958-63 was still 420 millión dollars.103

102 R. P. Dutt: Contemporary British Colonial Policy. International Affairs, No. 2, 1959, 
pp. 54-55.

103 S. Borisov: The Sterling Area and British Neocolonialism. Soviet Economists Discuss .... 
pp. 98-99.

,M M. J. H. Yaffey: Foreign Exchange Loss through Banking Operations: the Case of 
Tanzania. Economic Research Bureau Paper, 67, 3, Univcrsity College, Dar cs Salaam 1967.

108 Ibid.

Systematic losses are alsó sustained by the underdeveloped countries through 
various banking operations.

The national banks of the countries with strongly export-orientated economy, 
which fór this as well as fór other reasons (as e.g. the presence and role of foreign 
capital and expatriates) must maintain wide-ranging international payments 
relations quite out of proportion to the reál capacity of their national economy, 
are at a disadvantage to the banks of the advanced countries in international 
reputation and capital supply. (This can be accounted fór by their insignificant 
financial reserves, their less qualified and experienced clerks and the shortage of 
internationally known managers, etc.) Thus they are less attractive because less 
credit-worthy fór foreign depositors. While they attract less foreign deposits, 
they are bound—because of their wide rangé of payments relations—to keep 
considerable amounts of money in foreign banks on non-interest-bearing current 
accounts, i.e. “in a non-earning form”. These amounts serving the aims of inter- 
bank accounts are, because of slow and expensive communication, difficult to 
keep at an optimum level and can hardly be reduced, without jeopardizing relia- 
bility. “The money received from foreign banks (loro accounts) will be small 
compared to the money deposited with them (nostro accounts). The difference 
between the two represents a continuous loss of interest, reflected in the balance 
payments.”104

It alsó follows from the generally lower reputation and capital strength of the 
national banks of underdeveloped countries that foreign exporters usually turn 
to their own banks fór the confirmation of letters of credit fór which the latter 
make a service charge, raising thereby the cost of imports fór the underdeveloped 
countries.

Similar additional charges alsó arise fór the underdeveloped country from the 
practice of foreign exporters often wanting payments to be made in the currency 
of a third country, in which case the charge fór the conversion from one currency 
to another usually has to be borne by the soft-currency underdeveloped country. 
Another source of losses may be the fact that, “fór technical reasons” the currency 
of the underdeveloped country “must be rigidly valued”,105and the rateofexchange 
cannot adjust itself flexibly to the reál economic relationships without incurring 
substantial expenses of communication.
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These losses are the consequences of the structural disproportion which has 
evolved between the development level and capacity of the national economy of 
the underdeveloped countries on the one hand, and their participation in the world 
economic processes, the international economic relations, on the other, owing 
to the mechanism of the international division of labour (discussed in this chapter) 
and the internál distortions resulting from it (to be discussed in more detail in 
the following chapter.) At the same time, however, we can alsó observe with regard 
to these losses and their causes that even the steps—at least the initial ones—taken 
to change the situation may induce newer losses or the causes to produce them. 
(Which can by no means justify the policy of nőt taking these positive and neces­
sary steps!) What we must conclude from the foregoing is nőt only that these 
losses sustained through banking operations may follow alsó from the creation 
of an independent banking system, i.e. an important step taken towards economic 
independence, bút we must alsó take intő account that the more the under­
developed countries, in the interest of loosening their one-sided trade and financial 
dependence, widen their trade and financial relations, the more such and similar 
losses (e.g. expenses from the maintenance of diplomatic representations) are 
liable to appear.

It would nőt be difficult to continue with the list of forms of concealed, indirect 
income drains or income losses.108 By way of a summary and to prove the state- 
rnent that the position of the underdeveloped countries is even today harmfully 
aífected by the negative, external international factors, which cause them serious 
losses of income, let us compare the two sides of capital and income flow. While 
the totál amount of the influx of capital from the advanced capitalist countries 
(priváté capital, investments, credits, government loans and grants, etc.) was 
around 10,000 millión dollars annually in the last decade, the outflow of income 
surpassed the latter at least by 50 per cent—taking intő account only a rather 
conservative estimate of 3,000 millión dollars’ worth of profit repatriation, an 
annual loss of 2,500 millión dollars from the unfavourable terms of trade, 4,000 
millión dollars annual balance fór shipping charges and the same amount fór 
other Services, and 2,000 millión dollars in annual repayment of dcbts.1”7 (It is 
worth adding to the above that according to official estimates the “trade gap” fór 
the underdeveloped countries would rise to about 24,000 millión dollars by 
1975 as against 4,900 millión in 1960.108)

This summary of the results doubtless dispcls first of all the illusion that the 
gap between the advanced and the underdeveloped countries can be substantially

lon Thus e.g. with those pension and commutation payments and compensations with which 
a number of ncwly independent countries are compelled to pay their ex-colonial expatriate 
officers.

107 In 1962 the debt charges amounted to 24,000 millión dollars and the annual repayment 
liabilitics were between 2,000 and 3,000 millión dollars. (Prebisch's report fór UNCTAD.)

l0"This “trade gap" is estimated at 1960 prices and on the basis of the rather optimistic 
assumption that the developed countries would grow at the rate of 4-7 per cent per aniuun 
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narrowed down by simply increasing (or even multiplying) theamount of aid and/or 
by widening the markét of the traditional export products of the underdeveloped 
countries. As long as the influx of matéria! and intellectual resources intő the 
underdeveloped countries is connected with an increasing outflow of resources, 
which follows from the spontaneous mechanism of the capitalist world economy 
and the structural characteristics of the underdeveloped countries, and as long as 
in consequence of all this the unequal distribution of the dynamic factors of 
growth (science, technology and the industries closely related to them) is main- 
tained (and even increased), there is no hope of narrowing the gap, nor even of 
preventing its further widening.

It would be easy to advise the underdeveloped countries to prevent the skim- 
ming off of their resources by simply expropriating the expropriators overnight, i.e. 
by immediately nationalizing foreign capital, or to suggest that they should trade 
with, and récéivé aid and credits from, the socialist countries instead of the capital­
ist ones. Such a simplification underestimates nőt only the economic and technical 
conditions of nationalization (let alone the social and political ones), as well as 
the structural and monetary difliculties of trading with the socialist countries, bút 
fails to take intő full account the actual State of the international economic power 
relations. There are no immediate and one-sided Solutions fór the whole Third 
World at once, bút there do exist possibilities fór short-cuts, fór accelerated 
development on the basis of internally and internationally concentrated efforts.

Where the mechanism of exploitation is a spontaneous mechanism built on the 
internál structure of the exploited countries on the one hand, and is part and 
consequence of the whole mechanism of the world economy itself, on the other, 
the internál solution can only be a structural, consequently alsó a political one, 
and the international solution only a political, consequently alsó a structural one.

and the underdeveloped countries at 6’1 per cent per annum. The figurcs include the oil ex- 
porters as well. (Without them the gap would be much wider.)

The details of the estimated trade gap are the following:

Africa Ásta Latin
America

Other 
underdevcl- 

oped 
countries

Totál

Exports of goods and Services 150 354 20 1 30 73-5

Imports of goods and Services 18'2 37-1 240 42 83-5

Other payments 2-0 7-3 4'3 06 142

Trade gap 5-2 90 82 18 24-2

(See: Towards a Global Strategy of Development. Report by the Secretary-General of 
UNCTAD. TD/34 Suppl. 1 and Corr. 1, New York, 1968).
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CHAPTER 111

THE INTERNÁL FACTORS AND MECHANISM 
OF THE SYSTEM OF UNDERDEVELOPMENT

In the preceding chapters we have often touched upon the internál socio-economic 
state of the underdeveloped countries and the characteristics of this State. As we 
have seen in Part One, a considerable proportion of the “underdevelopment” 
theories concentrates on these internál factors and characteristics. When criticis- 
ing these theories, it was nőt our intention to underestimate the significance of the 
internál factors. What we aimed at was first of all to point out that the internál 
factors do nőt provide a satisfactory, logically consistent and historically verifi- 
able explanation of underdevelopment, and that the most typical of the large 
number of various internál factors are the very ones that can only be derived from 
the effect of the external, international forces. Such a factor is above all the lack 
of economic and social integration, the dual, distorted socio-economic structure.

Since the relevant international literature treats extensively and with rich 
illustrating statistical data the role and effect of the individual internál factors 
and the way they work, it seems unnecessary to give them the same detailed anal- 
ysis as is given to the much more neglected subject of the negative role of external, 
international factors. Beyond the criticism given in Part One of the isolated treat- 
ment of the internál factors and their use fór the explanation of underdevelop­
ment, it appears sufficient and more expcdient to confine ourselves to the investi- 
gation of the disintegratcd structure and, within that, to the relationship of the 
main internál factors to each other and to somé external factors.

This invcstigation aims nőt only at adding further arguments to our statements 
in the critical chapters, bút alsó sets out to prove the complex natúré of under- 
dcvclopment. While the existence of the disintegratcd, dual structure refers to the 
historical causes and the international roots of underdevelopment, the mechanism 
of that structure and the complexity of the resulting effects and tendencics already 
show the relatíve independence and self-reproducing spontaneity of underdevelop­
ment as a historical product. Thus we shall be in a position to shed somé light 
nőt only on the historically and logically primary and determining relationship 
between the two aspects, the external and internál aspects of underdevelopment, 
bút alsó on the complex system of mutual interdependencies. In this way, perhaps, 
we shall alsó be able to assess more realistically the strategic possibilities of over­
coming underdevelopment. It will nőt only turn out, as it did in the preceding 
chapter, viz. that given the unchanged international mechanism of dependence 
and income-drain, no substantial progress in surmounting underdevelopment can 
be attaincd (even if the dream of aid programmes satisfying the most ambitious 
expectations should become a rcality), bút it will alsó be proved that the survival 
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of dependence and income-drain mechanism is to a great extent a function of the 
internál structures as well. In other words, that the internál structure of the 
underdeveloped countries is nőt only the product of the penetration of external, 
international forces, bút that this structure, once it has become established, will 
itself provide a basis for maintaining this penetration.

1. THE DISINTEGRATION OF THE MODE OF PRODUCTION AND 
THE DISTORTIONS OF THE ECONOMIC STRUCTURE

The disintegration of the mode of production is due to the fact that it was nőt 
the internál evolution of their own economy which led the underdeveloped 
countries to become organic parts of world economy bút, on the contrary, it is 
their linking to world economy that has set the wheels of certain sectors of their 
economy in motion. Consequently, the elements of a more modern form of pro­
duction (and a more modern society) were imposed on traditional economy (and 
society) from outside, as a strange and isolated element, generally within the frame- 
work of colonialism and by sheer force. These well-known “enclaves” were, 
from the beginning, outwardly orientated and alsó remained so subsequently, 
partly because their establishment and functioning were attached to alien interests, 
to those of the colonial powers and foreign Capital in generál, and partly because 
they were under the influence of spontaneous economic forces which stimulated 
even the national investors—if there were any—to engage in economic branches 
producing for exports.

It is obvious that these enclaves could nőt become the driving forces of the inner 
economic development, first of all because they embodied the sort of international 
division of labour which has brought about, even at its height, a number of 
negative consequences for the countries in question (e.g. a biassed economic 
structure, different ways of skimming off incomes, etc.). Moreover, since chronic 
difficulties árosé as a consequence of scientific and technical progress and because 
of several changes in the international division of labour, the enclave sectors, 
finding themselves face to face with markét barriers and with generally inelastic 
demands in the world markét, lost even their initial dynamism. On the other 
hand, the enclaves could nőt become the driving forces of economy because they 
were scarcely ever in direct contact with their environment, with other sectors of 
the economy (and society) of the given country. Thus the traditional forms of 
economy (and society) remained more or less unchanged alongside those modern 
sectors induced from outside.

The internally non-integrated character of the economy (and society) of the 
developing countries manifests itself in:

(a) the dualism of the modern and traditional socio-economic sectors;
(b) the coexistence of export economy and subsistence economy; and
(c) the distorted sectoral structure and the inadequacy of the relations between 

different branches of the economy.
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Thus this distorted, disintegrated structure means that alongside a more or less 
modem capitalist sector there alsó exists a considerable precapitalist sector, that 
the economy consists of two, diametrically opposed sectors, and the individual 
branches of economy did nőt develop simultaneously, by being connected with 
and complemented by each other, bút in a strikingly disproportionate way, so 
that somé, usually similar, economic branches as “alien bodies” began to grow 
steeply, isolated from the development of other economic branches and mostly 
even hindering or preventing their development. It is common knowledge that 
these “alien bodies” developed in the fields of raw matéria! extraction and agri- 
cultural export-production, according to the interests of the advanced capitalist 
countries and as a result of their purposeful intervention.

Bút it would nőt be correct to make a fetish of the purposeful intervention of 
the capitalist powers and imagine that the investment activity of foreign capital- 
ists or the loan and aid policy of the advanced capitalist countries have always 
been aimed at distorting the economic structure or maintaining it and preventing 
industrialization. The awareness of distant interests has, of course, a certain 
significance. If, however, we interpret the one-sided development of the extractive 
industries and the monoculture economy exclusively as the consequence of activ- 
ities in line with the long-term objectives of colonial policy, we can hardly explain 
the fact that national Capital, where there is any, has tended to engage in the 
same branches too, and that these very branches are being developed alsó in a 
number of those underdeveloped countries where otherwise a decolonizing eco­
nomic policy is being pursued. It is obvious that, in addition to the purposeful 
activities, the spontaneous movement of economic forces has worked in the direction 
of distorting the economic structure of the underdeveloped countries, and somé 
sort of cumulative process has developed, bút these spontaneous economic forces 
were originally set in motion by advanced capitalism penetrating from outside.1

1 It is important to add this. because, as we have secn, many theoretieians fail to mention 
this very fact while emphasizing at the same time that the investment decisions of foreign 
priváté Capital are justified from a business point of view.

Prior to the penetration of colonial or semi-colonial capitalism, the fairly narrow 
markét relations in the prcsent-day underdeveloped countries corresponded to the 
development level of the productive forces of that time, and they expanded 
slowly according to the rise in the latter, cxerting at the same time a stimulating 
effect on the further widening of the inner social division of labour and the dcvelop- 
ment of all economic branches taking part in it. All this did nőt go, however, 
beyond the limits ofsimple reproduction. Ifit did, it was a temporary and irregular 
phenomenon. Bút when western capitalism penetrated intő this slow bút more or 
less harmonious process, it exportod its own “laws of natúré”. The metropolitan 
investor who exported investment Capital to the colonial or semi-colonial country, 
actcd according to the economic considerations to which he had been conditioncd 
in his own country. He did nőt necessarily think of what investment policy the 
long-term interests of colonialism expected him to pursue, or of the consequences 
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a given economic decision may have had fór the future ofthe country in question. 
He was only interested in how he could make the best use of his capital, i.e. he 
was led by “daily” business considerations.2

2 Many of the authors of theories “only" make the mistake that they take the prescncc of 
oreign capi a ists in the underdeveloped countries fór granted and regard therefore these 

business considerations as natural. Thus ít appears as if the “homo oeconomicus" of the Rob- 
insona es, t c l orn capitalist had arrived anyway, indcpendcntly of space and time, under 
the same considerations.

3 P. Baran: op. cit. The Economies of Underdevelopment, p. 83.
‘ In this respcct the investment policy already discusscd of the vertically structured foreign 

oligopolies constitutes a certain change of exception in that it has establishcd, espccially since 
independence, subsidiary or mixed companies with capital-intensivc tcchniqucs in certain 
(nőt capital-goods producing) branches in order tocreate a markét foritsmachinc-manufactur- 
mg plants in the metropolitan country.

The markét demand of the low-income population, which, because of the 
predominantly subsistence character of production, had hardly joined yet in the 
sphere of monetary economy, was confined to a few essentials, while the demand 
of the narrow “top” stratum only to somé imported luxuries. The economic 
mechanism to meet the requirements of the realization of capital had nőt yet 
developed. There had nőt yet come intő being at the level ofthe national economy 
those “external” conditions (as e.g. in the field of matéria! and labour supply, 
marketing, transportation, etc.) that are required by the metamorphosis of capital. 
In the underdeveloped areas a new industrial undertaking usually breaks up a 
virgin territory writes Paul Baran.3 There is no operating economic system. It has 
to organize from its own resources nőt only the production process within its 
boundaries bút alsó all external conditions fór its operation. It does nőt enjoy 
the benefits of “external economies”. Therefore it was bound to choose fór its 
field of activity a branch of production which was nőt limited by the local markét 
with its narrow and unfavourably structured demand, which did nőt require 
large investment in machinery—considering the problems of purchase, transpor­
tation, delivery, replacement, repair and, consequently, the expensiveness and 
handling of the machines in generál. It chose a branch fór which the available 
(often forcibly available) low-quality manpower seemed suitable.

Such branches of production are raw matéria! extraction and agriculture with 
their relatively low need fór fixed-capital investments, their preference fór unskilled 
manual labour and the ability to adjust themselves to the external markets. And 
what was originally a starting point, became later a result and at the same time a 
new starting point. If the extractive Industries and agriculture were preferred in 
the early investment schemes because e.g. they scarcely needed any investment 
in machinery, then they did nőt induce the development of the local machine 
industry even later when they had already reached a certain degree of expansion. 
Therefore the original economic consideration (low need fór machinery, invest­
ment of a low organic composition)4 reproduced itself even in the later entérprises. 
If at the beginning it was neccssary to adjust any particular investment to the 
availability of cheap, unskilled labour and to the priority of manual labour, then 
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later, the economic mechanism set in motion reproduced this cheap, unskilled 
labour in ever-increasing numbers, and the investors of the new enterprises were 
alsó faced with the same labour-market relations. And while capitalist production 
in the extractive industries and agriculture originally adjusted itself—owing to 
the limited internál markét—to the external markét, this adjustment to export 
considerations was even more compelling fór it later on,5when increasing import 
needs fór manufactured goods and foodstuffs had to be met. Consequently, increas­
ing pressure has been exerted on stifling or restricting the development of the 
Processing industries and food production.

In this way, “purely”, i.e. even exclusively as a result of the free play of economic 
forces, a cumulative process began to evolve spontaneously, which, even without 
the conscious, purposeful assertion of colonial interests but objectively in con- 
formity with them, proceeded in the direction of the increasing distortion of the 
economic structure. This process, however, cannot be explained by itself6 as it 
was originally started by a penetration from outside, by the intrusion of the 
“ready-made” forms of the developed capitalist mode of production intő an 
economy at a lower development level of productive forces and relations.

(In outlining this spontaneous cumulative process here we had to temporarily 
disregard a number of otherwise important factors, e.g. that dependence had 
already existed at the start, as well as the consequences of the generál development 
of the capitalist international division of labour. We alsó left out of account such 
factors as e.g. the monopolistic position of foreign capitalists and the consequences 
of the restricted competition that follows, the subsidies granted by the colonial 
governments, the role of mctropolitan commodity exporters, the various aspects 
of banking and crediting, etc.)

Thus the distortion of the economic structure of the underdeveloped countries 
can be seen in the onc-sided, disproportionate development of mining and a 
monocultural agriculture, as well as in the underdevelopment of other economic 
sectors in generál. It is alsó reflected of course in the structural pattern of foreign 
trade.

A rapid development started only in a fcw economic sectors of the colonial and 
semi-colonial countries, but these sectors sprang up as “alien bodics”, adjusting 
thcmselvcs to, and serving dircctly, the economy of the advanced capitalist 
countries while they remaincd isolated from the other sectors of domestic economy.

Since these sectors constitutcd islands within the economy, they did nőt only 
fail to stimulatc but even hampered the development of the other sectors. The 
growth of export production did nőt increase the accumulation and investment 
sources of the other sectors, even if they yieldcd considerable foreign exchange 
reccipts, but they led rather to increasing import of manufactures which in tűm 
hcld back even further the development of the local industry. The separation of

“The growth ofemployment expanded the local markét, whose supply, however, owing to 
the backwardness of the Processing industries and the contraction of food production fór the 
satisfaction of internál needs, demanded increasing imports.
’That is, nőt a vicious circle!
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the developing export sectors from the rest of the economy resulted at the same 
time in the survival and preservation of the remains of the primitive mode of 
production, of subsistence economy. In this way the most advanced form of com- 
modity production, production fór the world markét, became intermingled in a 
peculiar way with the subsistence economy. This strange symbiosis could nőt have 
come intő existence if capitalist development in these countries had nőt been started 
from outside.

Thus the former colonial and semi-colonial countries inherited an economy with 
this sort of distorted structure. It is characteristic that while their mineral products 
constitute more than a quarter of the mining production of the capitalist world, 
they make up only 9 per cent of the production of the processing industries, 6 per 
cent of that of the heavy industries and only 4 per cent of the metal-processing 
industries of the capitalist world. (And this with a population being more than 
two thirds of the capitalist world.) While the grave nutrition problem of these 
countries threatens millions with death by starvation, their monocultural economy 
yields the búik of world output in a few products. Latin America alone supplies 
nearly 80 per cent of the world production of coffee, 70 per cent of the bananas 
and about 50 per cent (together with Cuba) of cane sugár, while Tropical Africa 
ensures two thirds of the world product of cocoa, 16 per cent of its coffee and one 
quarter of its ground nuts. The üst could even be extended by mentioning the 
tea, rice, etc. production of the Asian countries.

So the economic structure of the underdeveloped countries is characterized on 
the whole by the dominant role of agriculture1 and the underdevelopment ofindustry. 
Bút agriculture itself is of a distorted, monocultural structure, and in the sphere 
of industry, the most important branches of processing industry like mechanical 
engineering and the metal-processing industries, are completely lacking or hardly 
developed, along with the one-sided development of the extractive industries. 
Processing industry is mostly confined to plants engaged in getting raw materials 
ready fór export, and to the food and textilé industries. All this applies to every 
underdeveloped country though considerable differences prevail in this respect 
between somé major Latin American countries (Brazil, Argentína), India and 
Egypt on the one hand, and somé ofthe industrially most backward countries in 
Tropical Africa.

This distorted structure of the economy is alsó reflected in the commodity 
pattern of foreign trade. While on the export side there are only one or a few 
agricultural or mineral raw materials, the imports have a wide rangé, generally 
including agricultural produce and foodstuffs in addition to the manufactured 
products.

This pattern of foreign trade renders their economy as a whole sensitive to 
external, world markét movements, and cyclical changes, since their import

' Agriculture provides employment fór 80-95 per cent of the population in Tropical Africa, 
60 per cent in l.atin America, and about 70 per cent in the Arab East, in India and Indoncsia. 
(t is in this economic sector that most of the gross national product and the búik of the national 
income and export returns are produccd.
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needs, as a rule, far exceed their actual purchasing capacity, while their exports, 
owing to the rigid pattern, do nőt even make it possible fór them to resort, in the 
case of an unfavourable world markét position, to substitutes. Consequently, the 
deterioration of their foreign trade position is one of the most acute problems they 
have to face, and the upward trend of their trade deficit makes it imperative fór 
them to reshape their production pattern and modify their role in the international 
division of labour.

Having looked intő the problems of economic dependence, income drain and 
the distorted economic structure, we may have alsó shed somé light on the question 
of the low per capita national income. The point is that, owing to the skimming off 
of profits by foreign Capital and to the role the underdeveloped countries play, 
or rather are in fact compelled to play, in the international division of labour, 
part of their national income gets absorbed in their external economic relations 
while this peculiar role, together with the economic structure adjusted to it, 
deteriorates alsó the very conditions fór the production of national income, and 
hampers the growth of the productive forces, too. It hinders them nőt only by 
blocking the development of the most dynamic productive branches (like mechani- 
cal and precision engineering, Chemical and electrical industry), bút alsó by isolat- 
ing the export sectors from their environment and preserving the remains of the 
primitive mode of production in other sectors, moreover even within the one- 
sidedly developed export sectors.

The low level of the productive forces is undoubtedly connected with the rem­
nants of the primitive, ancient mode of production. Bút the conservations of these 
remnants cannot be accounted fór today without the analysis of the peculiar 
historical development which these countries as constituents of world capitalism 
have undergone. The disclosure of this historical relationship, however, does nőt 
diminish the development-impeding role of the precapitalistic remnants themsclves 
and does nőt free the traditional modes of production and the related social struc- 
tures from their responsibility fór the low level of productive forces.

It will suflice here to refer to the obsolete form of subsistence economy that is 
incapable of any progress, and is the organic consequence of the tribal system 
and land tenure in Tropical Africa, and of feudal ownership relations elsewhere 
(e.g. in Asia and the Arabic East). Furthcrmore, we scarcely need to point out 
the fact that the surviving land tenure, ownership and distribution relations, and 
the forms of labour organization do nőt make the producers and even their 
expropriators keen on adopting modern productive methods or interested in 
commodity production and rcstrict the expansion of the internál markét. They 
prevent nőt only the free salc of land, and the labour force from becoming “free”, 
i.e. deprived of the means of production (which arc the preconditions of a proper 
capitalist mcchanism) bút alsó their rational social utilization in any other (e.g. 
socialist) way. They set a limit, by the unproductive squandering of resources, 
to the growth of productive accumulation. In addition, they are alsó responsible 
fór maintaining the low quality of the labour force. These feudal, or prefeudal 
remnants are the veritablc hotbeds of superstitious habits, ingrained conser- 
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vatism, and an aversion to all that is new. They maintain a social isolation, a 
stratification according to tribes, religions, nationalities and castes.

The growth-limiting effect of the precapitalistic remnants and of the traditional 
economic sector preserving them is best shown by the fact that this sector is 
incapable of a systematic expanded reproduction. And it is precisely here, in the 
diverging and contrastive characters of simple and expanded reproduction that 
the difference between the traditional sector, producing merely fór consumption, 
and the new sector, emerging under colonialism and producing fór the (world) 
markét, manifests itself in the most conspicuous way.

Thus the distorted economic structure of the underdeveloped countries alsó 
includes these precapitalistic remnants, and without their liquidation neither 
the sound transformation of this structure nor the speeding up of the development 
of the productive forces is imaginable.

In the following we shall examine the consequences of the disintegrated, dual 
structure in the principal spheres of the process of economic development, and 
its impact on markét relations, as well as on the process of Capital accumulation 
and the employment situation.

(a) THE CONSEQUENCES OF INTERNÁL DISINTEGRATION IN MARKÉT 
RELATIONS

A common and well-known problem of the underdeveloped countries is the 
narrowness of the home markét. This fact is due nőt only to the generally low 
income level and to the unfavourable distribution of incomes bút alsó to the 
heterogeneous and distorted structure of the economy.

Both the outwardly orientated modern sector and, particularly, the traditional 
sector, due to its inherent natúré, set limits to the development of internál com- 
modity relations.

(A) The actual modern sector includes, generally, the production of agricultural 
raw produce fór export and—if such resources are available—the exploitalion 
of mineral resources, bút it scarcely produces any inductive effect on the internál 
economy.

“Downward (or forward) linkage effects", which work from the producer 
towards the consumer, appear only in somé of the sidelines of industry, e.g. in 
the processing of raw materials fór export (cleaning, packing); these, however, 
contribute at best to the expansion of the export sector bút scarcely modify com- 
modity relations directed towards inland trade. This is due to the fact that raw 
materials are processed abroad and, therefore, the positive effects act on the 
Processing industries of other countries.

The "upward (or backward) linkage effects"— ranging from the consumer to 
the producers of raw materials and means of production arc alsó negligible, 
because of the raw matéria! producing character of these export sectors. They do 
nőt require further raw and basic materials, only fuels, lubricants, means of 
transport and machines, though the latter ones arc confined to a small scale 
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because of the large amount of cheap and unskilled labour available. However, 
the demand induction in the majority of cases is alsó outward-bound and tends 
towards foreign industries producing Capital goods, because

- no heavy industry whatsoever has yet developed within the given economy, or 
- without protectionism the products of any heavy industry are nőt competitive 

even on the home markét, or
— exporters, ifhavingat their exclusivedisposal the currency acquired abroad, 

can get the Capital goods under more favourable conditions there, or
- simply because the export sector is in several cases under the control or in 

the hands of foreign firms which are interested in the import of Capital goods or 
have got used to the processing technology that is suitable in their own country.

Neither does the raw matéria! producing sector exert a notable demand induc­
tion on the home production of consumption goods. This means that its secondary, 
or indirect linkage effect (with an upward trend from the consumer to the producer 
through the personal income of those taking part in the production sector) is 
alsó considerably limited. The reasons are the following:

(a) In the agricultural export sector the personal utilization of income is 
embodied:

- by the consumption of big landowners and owners of plantations who chiefly 
demand imported goods out of habit or on account of a better quality or because 
of pretentiousness; if the proprietors are foreign capitalists, consumption is trans- 
ferred to foreign countries;

- and by the consumption of peasants and agricultural wage workers, the markét 
effect of which is, however, limited nőt only by their low income bút by the tra­
ditional subsistence economy of the family and by the low level of demand for 
manufactured goods. .

(b) In the mining sector the personal consumption of the capitalists and ihe 
employees in a higher income bracket makes a demand alsó on imported com- 
modities. (The demand of foreign capitalists and employees in this branch of the 
economy is alsó transferred abroad.) The markét effect of the consumption of the 
wage labourers is limited by their meagre income and the low level of employment 
and, in the case of migrant labourers, by the role of the subsistence economy in 
the supply of their families.8

(B) The traditional sector as a subsistence economy is, in the main, a vast 
“island” within the national economy, which hardly generates or receives any 
induction effccts cxccpt those arising from contacts with State administration and 
with the neighbouring commodity producing sectors (e.g. taxation, communal 
development in the district, migrant labourers, etc.). However, “purely” sub-

" Let us disregard here the other, less typical branches or dements of the modern sector 
which arc of a different origin or have come about as a rcsult of recent changes. It is. however, 
worth noting that the growth of the urban élite usually means a shift in favour o import con­
sumption. and that the demand of those in the pubhc sector is charactenzed both by the ab 
solutc limitation of the demand, for local commodit.es of those inthe low-mcome brackets, 
and by the import orientation of the demand of those m the high-income brackets. 
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sistence economic units are rather rare today,8 and a certain degree of markét 
production and other additional income sources (e.g. in the form of migrant 
labour) are nearly always tied, mostly as a result of tax payments or certain “tar- 
get” purchases, to the economy producing basically fór its own consumption. 
Bút the growth of income or the decreasing effect of the outside factors inducing 
marketing (e.g. taxation) leads as a rule to the expansion of self-consumption, 
i.e. it decreases the marketable surplus.10 This follows from the natúré of sub­
sistence economy.

The lack of a division of labour between the agricultural and non-agricultural ac- 
tivities within the traditional sector(or merely its expression in the division of labour 
within the family by sex and age)sets a limit to the development of markét relations.

Bút the negative effect of the traditional sector on the markét relations alsó 
manifests itself indirectly:

(a) The traditional sector as an inexhaustible source of cheap and unskilled 
labour exerts a pressure on the income level and purchasing power of the wage 
workers of the modern sector.

(b) In many places the families of wage workers of the modern sector live within 
the traditional sector and are provided fór by subsistence economy.

(c) The traditional sector influences the consumer demand and the way of 
spending incomes, through its ancient social customs, particularly in the case of 
migrant labourers leading a “double life”.

The export orientation of the modern sector and its structure, as well as the 
isolation of the traditional sector and its indirect negative effects, restrict the

’ According to Winter’s scheme the transformation of traditional agriculture involves the 
following stages:

“(1) pure subsistence (no cash crops, no taxes, no import or export of labour);
(2) subsistence with taxes (somé cash crops, labour seeking employment primarily to pay 

taxes);
(3) subsistence and cash crops (cash crops grown primarily fór own cash needs, nőt pri­

marily fór taxes; no labour export);
(4) subsistence and cash (cash crops grown primarily fór own cash needs, nőt primarily 

fór taxes; labour export important);
(5) agricultural plantations (most agricultural labour working fór wages);
(6) industrial economy.”

(Quoted and referred to by B. W. Hodder. Economic Development in the Tropics. Methucn, 
London, 1968, p. 106.)

Though the sequence in time of these "stages” was either different in rcality (as e.g. the 
2nd and 5th stages appeared at the same time in such settlers’ colonies as Kenya, Rhodesia, 
etc.), or is attributable to specific circumstances, and is therefore nőt the result of a natural 
self-evolution, these "stages” or more exactly forms rcally cxist and indicate the transfor­
mation process of the traditional agrarian economy.

10 “In the case of an underdeveloped economy” says Rao “however, houschold enterpri- 
ses predominate, and production is much more fór self-consumption than fór the markét, 
with the result that when there is an increase in income, the marginal propensity to consume 
leads to an increase in the demand fór self-consumption rather than fór purchases in the mar­
két.” (V.K.R.V. Rao: Essays in Economic Development. Asia Publishing House, London 
1964, p. 46.) 
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development of internál commodity relations and spread effects. It is obvious that 
in the last resort only the dissolution of the dual structure and the modification 
of the sectoral structure will bring about the intensification of internál markét 
relations.

No doubt, somé steps in this direction have already been taken, especially in 
recent time, even in such African countries whose economy is of a particularly 
distorted and dual character. Somé of these steps are e.g. the creation of somé 
manufacturing industries based either on domestic raw materials or the domestic 
markét, the launching of various rural settlement programmes, the infrastructural 
investments in those rural areas which alsó include the traditional sector, the 
direction towards the home markét of the consumption of those enjoying higher 
incomes in the modem sector by employing foreign exchange restrictions and 
customs regulations, etc., while the increasing flow of the labour force intő the 
towns, and the migrant-labour system itself lead to a loosening of the ties and 
isolation of the traditional sector. But as long as the most important, Central 
links are missing in the chain of the vertical structure of national production, 
these steps are bound to produce only minor quantitative changes.

The missing centra! links in the chain of the vertical structure of social production 
provide the explanation why the system of the inter-sectoral relations and linkage 
effects has nőt changed and cannot essentially change in spite of the fact that the 
originally predominant labour-intensive techniques, preferred by priváté capital 
because of the abundance of cheap and unskilled labour and the natúré of the 
primary-producing sectors, was replaced in certain newly established branches 
of light industry (mainly as a result of the business policy of foreign vertical oligo- 
polies) by capital-intensive techniques. Where there is a lack of domestic industries 
manufacturing capital goods, machines, tools and equipment, the adopting of 
capital-intensive techniques leads to an intensification of import orientation. 
And since the imported capital-intensive technique with a relatively high technical 
level (relatíve to the generál education level) in the country means the exclusion 
of the local labour force from the training process, or at least the restriction of 
this training process to a narrow workers’ élite, it leaves, strangely enough, the 
old mechanism which ensures the predominance of the labour-intensive sectors 
and techniques producing hardly any linkage effects unchanged in the rest of the 
economy.

Moreover, this method of industrialization which, instead of creating the 
Central links in the process of industrial (and agricultural) development—i.e. of 
the capital-goods producing industries determining the technical and productivity 
level, and cxpanding both the productive and future labour-absorbing capacity 
as well as the markét of the national economy—implants in the national economy 
only the superstructural elements of industry (almost just as “alien” bodies as 
the "cnclavc” sectors), hinders the process of socio-economic integration11 and

"This question, especially its socio-political implications, is dealt with in G. Arrighi: 
International Corporations, Labour Aristocracics and Economic Development in Tropical 

Africa. Op. cit.
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has, as one of the results, the tendency to reduce the markét relations and linkage 
effects among sectors. This tendency manifests itself in the impact of this type of 
industrialization on

- the import sensitivity of the national economy,
- the volume and composition of the labour force employed,
- the traditional rural sector and
- the other branches and economic units of the urban sector.
The increase in import sensitivity resulting from the fact that the operation of 

the capital-intensive technique depends on the importing of machines, equipment, 
means of transport and sometimes even of raw materials and fuels,12 aggravates 
the export dependence of the national economy and results in the cumulative 
strengthening of the enclave character of the export sectors.

11 It is in this sense that this sort of import substitution is called self-defeating.
13 It is worth pointing to a phenomenon which appears to be a special manifestation of

Engel’s law. The rise in wages and salaries, or the shift towards the higher income brackets 
among the employed brings about a shift in the demand structure nőt simply from the lower- 
grade goods to the higher-grade ones, from basic food and clothing articlcs towards durable 
consumer goods, bút very often from local products to import goods even within the commodi- 
ty category of the same or similar gradc.

As a result of the shift towards the capital-intensive techniques, the employment 
of the labour force, in other words the absorbing capacity of the modern sector, 
decreases in relatíve terms, while there is a change in the composition of labourers 
employed in favour of the highly paid employees and élite workers. This leads 
to a decrease in exactly that sort of purchasing power, i.e. the purchasing power 
of those in the lower income brackets (as a result of the relatíve shrinking of their 
employment and the freezing or fali of reál wages), which would induce the demand 
fór local products and thereby the development of industries producing fór the 
domestic markét and would alsó induce the transformation of the traditional 
econcmy. On the other hand, the purchasing power interested in imported goods, 
i.e. the purchasing power of expatriates directing or teaching the advanced tech­
niques and of the local élite employees imitating the consumption habits of 
the latter, increases.13

The process of the transformation and integration of the traditional sector is 
strongly impeded by the relatíve contraction of the employment opportunities 
of the unskilled labour moving out of that sector, and by the structural shift of 
purchasing power and demand (at the expense of the potential markét of the 
products of the traditional sector). Even those contacts and relations between 
the traditional and modern sector which were formerly realized by the migrant- 
labour System and the sale of the occasional surplus products and simple handi- 
craft products of the traditional sector to the urban low-incomc strata, among 
them the migrant workers, are liable to reduction.

This type of “industrialization” on the line of capital-intensive light industries 
alsó makes its influcnce felt in the other spheres of the urban sector. Thus the 
domain of the local small and handicraft industries continues to contract and the 
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small or médium capital belonging to a few indigenous entrepreneurs or rather 
to the local racial minorities engaged in the processing or marketing of local 
products, is either ousted from its activity or compelled to turn elsewhere. As a 
rule, the labour force of the new light-industrial plants is recruited nőt from 
among the self-employed artisans or handicraft workers engaged in the same trade 
—even if they do exist as in the case of the textilé, clothing and shoe industries 
etc.—, and so nőt only the periods of guilds and manufactories are missing (very 
understandably, by the way) in the development process, bút alsó the phase of 
the labour-intensive handicraft co-operatives and small-scale plants of the light 
industry. (This means that the previously established forms of specialization 
become nőt only obsolete and incapable of development bút they turn out to be 
completely abortive, too.) As a consequence, products are ousted from the markét 
and their producers dropped from among those having their own purchasing 
power. This process is a negative one nőt because it is painful (other societies 
alsó had to undergo similar painful processes) bút because, instead of promoting 
the expansion of the internál social division of labour it works rather in the 
direction of its contraction.

The self-employed artisans, handicraft workers as well as migrant labourers 
who have lost their jobs are usually re-employed nőt by those emerging productive 
branches which ousted them from their former activities (this is made impossible 
by the peculiar structure of the modern sector) bút they either return to the sphere 
ofthe traditional sector or seek employment in the non-productive sectors (usually 
in domestic Services).

Due partly to the shift of demand towards importod goods, and partly to its 
decreasing competitiveness against large-scale enterprises with a longer time 
horizon, with capital-intensive techniques and the capability of paying higher 
wages and taking greater risks, small and médium capital engaged in producing 
local products is compelled either to retreat to other branches (mainly to the 
service industries or the retail trade of imported goods) or usually comes 
under the control of foreign big capital. The result is again nőt the expansion 
of production linkages and markel relations between the sectors and branches, 
a concomitant of the apparently similar process of concentration, bút their 
contraction.

All this only goes to show that nőt any change is capable of starting apositive 
chain-reaction which can dissolve the dualism of the disintegrated economy by 
setting in motion the dynamism gcncrating the linkage cíTects.

On the preceding pages we have examined the cíTects and consequences of this 
peculiar “industrialization” rather “purely” of course, disregarding the modifying 
rolc of such “subsidiary” and “external” factors as e.g. the measure and form of 
(he participation of the State (on the basis of ownership and shares or taxation) 
in the prolit of light-industry enterprises with capital-intensive techniques, as well 
as the offsetting or casing effects of the economic policy and intervention of the 
State (import restrictions, employment, educational and wagc policy, price control, 
etc.).
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Bút the model of the dual economy outlined in this chapter is a fairly abstract 
model, and in analysing from different angles its partial mechanisms, the effects 
and interaction arising from the two sectors, we necessarily leave out of account a 
number of secondary and incidental factors. Thus it is obvious, e.g. that the 
contours of the two sectors cannot be drawn that sharply; that the character and 
compositions of either the traditional or modern sector are nőt that homogeneous; 
that there exist within and between these two sectors several other transitional, 
mixed or intermediate “sub-sectors”; that the urban sector cannot simply be 
identified with the modern, nor the rural with the traditional sector; that the 
existing and generally expanding public sector cannot simply be regarded as 
part of the modern sector having the described characteristics, etc. Yet, the 
abstraction is justified as it is possible only in this way to separate the tendencies 
arising from the natúré of the phenomenon under examination from effects of a 
different origin.

(b) THE IMPACT OF INTERNÁL DISINTEGRATION ON ACCUMULATION

Another well-known problem of the developing countries is related to the lack 
of Capital and the insufficiency of accumulation. In addition to the low level of the 
national income,14 the unfavourable distribution of incomes and the outflow and 
loss of a considerable part of national income through international economic 
relations, the lack of Capital is directly related to the heterogeneous, dual struc­
ture and to the lack of internál integration.

14 Which results, in generál, from the poor utilization of the potential labour force of society, 
the inadequate organization and division of social labour and its low productivity. (These defi- 
ciencies, however, are analysed here in their concrete manifcstations and rclationship with 
the structure of economy.)

14 “Lack of specialization generally characterizes African petty capitalism: wage-cmploy- 
ment, trade, farming, and artisanal activities arc often combined. This lack of specialization 
favours the dispersal of Capital, labour and managerial resources and in consequence it ham- 
pers the growth of productivity and crcdit-worthiness in each line.” (G. Arrighi: Inter­
national Corporations ... Op.cit., p. 21.)

w It is common knowledge that this is connected with the backwardness of the infrastructure, 
the lack of external economies, the limited supply of managerial élite and skilled workers, etc. 
In this respect, too, there are substantial difTcrences between the individual underdeveloped 
areas and countries.

(A) In the modern (export) commodity-producing sector, saving and accumula­
tion fór reinvestment purposes are restricted by the following factors:

- the decrease in prices of export products on the world markét which indirectly 
has a negative induction effect and directly shows itself in the form of a decreasing 
profit margin;

- the profit repatriation of the foreign Capital engaged in the modern sector;
- the weakness and lack of specializáljon of the domestic Capital;15
- the iimits of profitable investment possibilities due to the low level of the 

capital-absorptive capacity  of the national economy and the lack of stimulus 16
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fór reinvestments1’ in the given (export) branch (owing to the earlier mentioned 
external factors and the latter internál factors); m

- the income level of the local labour force employed in the modern sector,
and

- the consumption habits of persons belonging to the modern sector.
Consumer habits do nőt adjust themselves to the average level of development 

(including that of both sectors) of the given national economy bút are under the 
influence of effects which come from different directions bút likewise stimulate 
“over-consumption" in a cumulative way. Of course, this “tendency to over-con- 
sumption" manifests itself in a different way in the case of persons with high incomes 
belonging to the leading eláss of the modern sector (foreign and local capitalists, 
landowners, planters, etc.) and in the case of small employees with low salaries.

The effects and their cumulation which act as a spur to “over-consumption^ 
are derived, characteristically, from the natúré and coexistence of the two sectors.

The modern sector represents, primarily, the open gate to the so-called demon- 
stration effect10 rclated to the higher consumption level of more developed countries

17 Here, too, a distinction must be made according to the actual composition of the modem 
sector (as to what particularbranchesand products it comprises), the character of Capital oper- 
ating in it (vertical foreign monopolies, “independent” foreign priváté capitals, settler 
capitals, or national Capital, etc.), the political environment influencing investments, etc. The 
(re)investment propensity of foreign priváté and settlers’ Capital independent of the ver ica 
monopolies, e.g. has fallen back especially where the risk of nationahzation or the foreign 
currency difficultics due to the adverse balance of payments have increased.

As fór the originally untypical, new branches of the modern sector, which are nőt included 
in the model, such as the import-substituting (usually capital-intensive) br“nches’ 
pansion of accumulation in them is usually impeded by the high import shareof thecosts o 
production, the outflow of profits and dividends in the case of fore.gn mve tments.andm 
many places by obstacles to the utilization of capacity due to the narrowness of the markét, the 
SE of management and organization, and the difficulties of raw matéria! supply and 

appropriate to refer to those changes that have taken piacé in many countries 
in the pattern ofthe modern sector owing to the creation of new Processing Industries and, as a 
result of this and alsó of the prcssurc of the trade unions, m the individual wage categories. 
If however, we alsó take intő account the wholc urban sector with its mixed composition, 
including the non-productive branches of the public sector and the State bureaucracy, then 
fi even more justified to distinguish between the invariably low wage level of the masses o 
unskilled workers and the income level of the new élite of sk.lled workers employee and 
oflicials Since this élite iinitates as a rule the way of hfe and consumption habits of the coloma 
p“cl it rcplaces and, in generál, the expatriates it is in contact with, Us persona! savings 
Se faidy limited or immobiüzed. Apart from a few countries. where Progressive taxat.on 
ha' been introduced. the higher income level of this élite usually does nőt contnbutc to any 
extent to the expansion of accumulation cither by voluntary or cnforced saving.

As a subsidiary and morc or less new factor may be mentioned the fairly generál prac 
of thM type of * localization” of the colonial civil service m which with the structure and 
mechanism of State administration left intact, the posts of the colonial oflicials arc gra 
fiiled up by local cadres who inherit nőt only the payments and service scales bút alsó c wa.

on in Underdeveloped Countries. (Op. cit.) 
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and inducing employees in a higher income bracket, local capitalist entrepreneurs, 
owners of plantations, farmers, merchants, etc., to imitate the higher consumption 
pattern of more developed countries. The “demonstration effect” and the “imi- 
tative propensity” following in its wake are particularly strongly marked in cases 
where foreigners are engaged in the modern sector (capitalist entrepreneurs, 
employees and skilled labourers with high wages) who try to follow the consumer 
habits of the metropolitan country.

The existence and influence of the traditional sector and the social habits from 
the pást produce the “propensity to conspicuous consumption", which alsó spreads 
to the modern sector and leads to unproductive expenditure on luxuries. It is 
rooted in the authoritarian system of the traditional society where the rung on 
the social ladder was and still is determined by the relatíve degree of luxury and 
splendour a person can afford in order to rise above the others. The “propensity 
to conspicuous consumption” manifests itself within the traditional sector in 
the following way: the rich upper strata of this sector (reigning princes, maha- 
rajahs, chiefs of tribes, sheiks, etc.) waste their incomes on the ancient symbols 
of wealth, in addition to the new ones which came intő fashion as a result of the 
demonstration effect (hoarding up of gold and silver treasures, luxurious palaces, 
servants, luxury cars, pleasure yachts, etc.).21 Similar symptoms canalsó beobserved 
among the poorer population of this sector: they squander their relatively trifling 
“surpluses” on the lavish entertainment of guests and on other outward signs of 
wealth in order to enhance their prestige and social status within the community. 
(This may have, of course, somé faint traces of an economic aim, e.g. a suitable 
marriage, or to obtain somé public post.)

21 As an example of gold and silver hoarding we can mention the data quotcd by B. Datta. 
according to which about 105 millión ounces of gold and 4,235 millión ounces of silver, the 
equivalcnt of almost half the totál investments of the 3rd five-year plán, were hoarded by pri­
váté people in India. According to M, Poniatowski a sum corrcsponding to about 10 per cent 
of the national income is hoarded up in the Arab countries. (Quoted by I. Sachs: Patterns of 
Public Sector in Underdeveloped Economies. p. 40.)

22 This is typically the case where the élite of State bureaucracy has bcen rccruitcd from the 
leading stratum of the traditional society and has become assimilated to the group of colonial 
expatriates or inherited their position.

The wealthy stratum of the modern society is nőt immuné either from the 
“propensity to conspicuous consumption”, being members of the same bút nőt 
homogeneous society, where the aim is to become well established within one and 
the same social hierarchy. The “propensity to conspicuous consumption” in the 
modern sector is particularly noticeable if the leading strata of the two sectors 
are anxious to outdo each other, and if the propensity to conspicuous consumption 
is alsó intensified by the strong demonstration effect.22

The stratum of the modern sector including small employees and wage workers 
cannot avoid the influence of the traditional sector either, espccially if most of 
them are “migrant workers” from the traditional sector. A part of their income 
acquired by toil is wasted in a similar way instead of being used to satisfy more 
important needs.
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The saving possibilities of the members of the modern sector are alsó restricted 
by the customs taken over from the traditional sector that force people to waste a 
considerable part of their income on religious ceremonies and the celebration of 
certain social events (e.g. marriages, funerals, communal feasts). These practices 
are nőt only in accordance with, but surpass the “propensity to conspicuous 
consumption” and stem from social and religious habits rooted in traditional 
society.

Thus the result is that the capitalists of the modern sector: industrialists, busi- 
nessmen, farmers, planters, etc. spend as a consequence of the “propensity to 
conspicuous consumption” and the demonstration effect, excessive sums on con­
sumption and unproductive expenses23 which are out of all proportion to their 
actual economic position, instead of saving money fór productive purposes. 
Minor employees often prefer to spend money on “luxuries” instead of satisfying 
basic needs in the order of their importance.

This propensity to “over-consumption” does nőt contribute to the expansion 
of the internál markét either, and goes hand in hand with the increase of import 
requirements.

However, the accumulation-restricting effect of the traditional sector exerts 
yet another influence on the modern sector: extended families are customary in 
the traditional sector, and this applies more or less to the modern sector, too. 
The basic unit of society is, to a greater or lesser extent, the cián, that is large 
families which include all the relatives. The consequence is the frittering away of 
incomes, which exerts a pressure on the possibilities of capitalists to accumulate 
capital and of employees with low incomes to meet higher consumption require­
ments and to savé money.

( B) The expansion of saving and productive accumulation within the traditional 
sector is limited by the low andstagnant level of production. This is the consequence 
in generál of

- the underdevelopment of the division of labour, and its organisation;
- the low level of techniques and productive methods applied;
— the domination of a short “time horizon in economic decisions, and the 

consequence, in particular of
- the effects resulting from the transplantation of the modern sector from 

outside, and its operation: these eíTccts, instead of transforming the traditional 
economy, bring about only its dccline.

The underdevelopment of the division of labour impedes nőt only the growth of 
preductivity and the surplus-producing capacity but alsó the unfolding of exchange. 
As a consequence, there is r.o possibility fór that incentive to develop which mani- 
fests itself in the rationality of surplus production, i.e. in the fact that production 
in exccss of onc’s own needs bccomes rational in the sense that it makes possiblc

m As c g on the purchaM of uncultivatcd lands to demonstrate their wcalth or just to 
“frceze in" their assets. These unproductive purchases of land by the urban population arc 
especially frcqucnt in the Middle East and Lat in-American countries. 
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to satisfy one’s needs at a higher level. As long as everybody produces fór his own 
needs24 and is able to produce the same products as others, production beyond 
one’s own consumption is fully irrational.

21 Here we must distinguish of course between traditional tribal communitics and feudal-
semifeudal social structures. In the latter, in spiteof the backwardness of exchange, there arc
systematic surplus production and appropriation. Since, however, this appropriation is based 
on violence and nőt on exchange, the incentive referrcd to is missing just as it is in a primitive 
communal society.

28 The increase in the rate of population growth cannot be regarded as an endogenous fac- 
tor as it is usually closely related to changes stemming from the existence of the modern sector. 
The fact that the "demographic explosion” and the so-callcd "population pressure" are nőt 
a natural phenomenon bút the consequence of a distorted development which must be cx- 
plained mainly from the interaction of the two sectors, is sufliciently emphasized by the 
relevant critical notes in Part One and the statements in the subsequent subehapter (c).

20 When the authors of fairly orthodox studies or tcxtbooks complain about the short time 
horizon of the pcasant produccrs of the underdeveloped countries, comparing it usually to 
the long time horizon of Schumpetcr’s capitalist entrepreneur cndowed withcxccptlonal abil- 
ities, they fai! to mention this very relationship, the objective and matéria! basis of the time 
horizon.

The reason fór the fact that the long time horizon in the capitalist economy could play a

The low level of the techniques and productive methods employed is already due, 
of course, to the lack of the division of labour as it is primarily this which provides 
both the subjective preconditions of technical development (the accumulation of 
professional experiences of specialized labour force which enables it to produce 
technical innovations) and its objective preconditions (the breaking down of the 
productive processes which makes it possible to introduce specialized, that is 
more developed means of labour). If the productive methods and techniques do 
nőt develop, the growth of labour productivity is alsó hampered. Under such 
circumstances the necessity of increasing output due to certain “endogenous” 
factors (e.g. the growth of population to be supplied)20 or “exogenous” factors 
(e.g. new demands resulting from the existence of the modern sector, taxation, 
etc.) induces the extensive utilization of the factors of production. This extensive 
utilization of the factors of production takes piacé under constant and later 
diminishing returns, and leads sooner or later to a shortage of the factors of 
production (primarily of land) and results in “over-population” (a relatíve and 
in many respects an ostensible phenomenon) even where originally the abundance 
of unutilized lands and natural resources was typical. As a consequence, the 
surplus-producing capacity of the traditional economy is nőt only incapable of 
any expansion bút it is bound to contract.

The short time horizon of economic decisions is generally unfavourable fór 
productive accumulation. The more direct the relationship and interconnection 
between the investment decisions and the personal consumption of those taking 
these decisions is, the shorter the time horizon and the more the investment of 
savings appears as “sacrifices” and “abstinence”. Thus the time horizon depends 
basically on the system of income distribution, i.e. on the relations of production 
and distribution.26 Under the circumstances of the traditional community, where 
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production directly serves the consumption of the producers and is directly11 
under the “authority” of the producing individuals,28 or to pút it more exactly, 
is confined to the economy of the producing individuals, the time horizon is

role at all in economic decisions—we must add: only from the point of view of the individual 
capitalist (or group capitalist, the monopoly company) and nőt of the whole national econo­
my, - is nőt the exceptional foreseeing abiiity of the entrepreneur bút partly the emergence of 
the capitalist form of commodity metamorphosis and partly, bút in connection with the for- 
mer, the capitalist mechanism of price and income formation. The former means in brief that 
the metamorphosis typical of simple commodity production: Commodity-Money -Commod­
ity (C- M —C) is replaced by the metamorphosis typical of capitalist commodity production: 
Money-Commodity- Money’ (M —C—M’), in which, at the end point of the metamorpho­
sis there is nőt a concrete kind of commodity aimed at the satisfaction of a certain, clearly 
defined and therefore limited personal need bút the endlessly multipliable money which may 
alsó serve as the starting point fór another metamorphosis. Bút fór this metamorphosis to have 
a sense at all, M’ must be greater than M (M’ = M + AM), which “miracle” materializes in 
the process of production by the appropriation of the labour product of others. The np .tition 
of this “miracle”, the reproduction of AM (at the sameor higher level) presupposes, however, 
reinvestment, and therefore this “sacrifice” to be made by the capitalist is the very precondition 
fór him to be able to remain a capitalist, to live on other people's work. The relationship be­
tween his personal consumption and investment decision is in this respect indirect. (It appears 
direct only on the basis of such an irreal, lunatic assumption that the capitalist, contrary to 
his reál character, to his capitalist existence, would think in a non-capitalist way, that, in the 
interest of the intemperate satisfaction of his momentary needs, he would renounce his claim 
to remain a capitalist, to satisfy intemperately his needs at the expense of other people s work 
in the future, as well.) Investment made by the capitalist, just as the preceding accumulation, 
is in fact no “sacrifice”, no deduction from his personal consumption fund (by no means m the 
dynamics of the repeated process) since the reinvestment of part of the surplus wrested out of 
other people’s work reproduces or even increases in the last analysis his own personal con­
sumption fund. Hence Marx’s ironical remark: if the capitalist makes such a ‘sacrifice , 
philanthropy requires us to rid him of this “burdensome sacrifice’ by socializing his capital.

The fact, itself, however, that in this way the relationship between investment decision and 
personal consumption has bccome indirect, cannot eliminate the absolute advantage of in­
vestments with short-term realization and quick returns. It does nőt cxplain concretcly why 
long-term investments with slow returns do nőteven mcan a relatíve “sacrifice . The explana- 
tion is provided by the mechanism of price formation. The formation of prices of production , 
i.e. the rcdistribution of surplus value amongthecapitalists through the mechanism of price 
formation rcsulting in average profit, eliminatcs the relatíve disadvantages of long-term in­
vestments with slow returns and renders the time horizon virtually equal. And in the case of 
monopoly prices the undertaking of long-term, slow returns, of the long time horizon is even 
overcompensated. . . ,

” The dircction and supervision of social production in a socialist economy cannot be atom- 
ized' Instead of being reduced to the spheres of activity of the producing individuals or 
groups it must be a social direction and supervision cxcrcised by Central organs represcnting 
the society os a whole. The incrcased role of the markét, and thedeccntrahzationof a consid- 
erable proportion of economic decisions to ensurc a more flcxiblc adjustment of production 
to the concrete consumption demands, which is a characteristic of rccent economic reforms in 
Eastcrn Europe do nőt alfcct the fact and neccssity of the ccntralization of the long-term 
capital investments and the accumulation serving them. In this way, the long time horizon is 
cnsurcd at a social level, at the level of the national economy.

u This is virtually the case in spite of the common ownership of land and the common per- 
formance of certain productive activities or operations preparing them (forest and bush burn- 

ing, irrigation, etc.).
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necessarily very short. Long-term accumulations and investments mean the drastic 
renunciation of the satisfaction of urgent present needs or at hest, as in the case 
of exceptionally good harvests, of a permissible degree of “comfort”, which, in 
addition, cannot even be justified directly by the necessity to build up the security 
of the distant future, due to the system of the security of subsistence prevailing 
in the societies of a primitive communistic character. In these societies it is the 
fact of belonging to the community which provides fór the individual, beyond and 
rather independent of the sphere of his own economic decisions, the security of 
subsistence, ensuring him the right to a share in the institutionalized distribution 
or redistribution of the means of production (land) and, as a last resort, even in 
the redistribution of the consumers goods—according to the traditional customs— 
in the form of gifts or in the support by relatives.

The transplantation from outside of the modern sector and the outward orien- 
tation of its operation has deteriorated as a rule the conditions of operation and 
the surplus-generating capacity of the traditional sector. The most direct and most 
unconcealed of these deteriorating effects was land alienation widely practised in 
many countries (especially in South, Middle and East Africa), which coincided 
with the establishment of the colonial commodity-producing economies (plan­
tations, mines) and compelled the traditional economies to make do with smaller 
areas of usually much inferior land. The consequence of all this is the disruption 
of the normál rate of crop rotation, the excessive exploitation of the fertility of 
lands and pastures, soil erosion, the diminishing return of crop production and ani­
mál husbandry, the appeara nce of “population pressure” on rural areas, etc.20 Taxa- 
tion (imposed by the colonial government representing the modern sector) and the 
demonstration effects coming from the changed economic environment and the 
new demands and needs arising in their wake have created, on the one hand, the 
necessity of making cash incomes, i.e. of transforming the subsistence economy, 
while, on the other hand, the way of carrying it out has been limited and distorted 
by the character of the modern sector. Instead of the final secession of the surplus 
labour force from the traditional sector and instead of the transformation of the 
subsistence economy,, the migrant-labour system, built upon the subsistence 
economy, has evolved, supplemented by partial and incidcntal markét production. 
Instead of fulfilling its only possible rational function,30 namely the mobilization 
of underemployed manpower, the migrant-labour system, owing to the large- 
scale absenteeism of the young male manpower, has led to a decreasing intensity 
of economic activity in the traditional sector, to the deterioration of its productiv- 
ity and, consequently, to the increase of relatíve population pressure there.

29 See in more detail in T. Szentes: Introduction to the Economy of Tropical Africa. Studies 
on Developinx Countries. Centre fór Afro-Asian Research of the Hungárián Acadcmy of Sci­
ences. No. 12, 1968. 7

30 Its reál function was of course the supply of chcap labour fór the colonial capitalist 
economies.
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Thereby it has alsó reproduced the necessity of maintaining itself as an additional 
source of income or subsistence. While land alienations, taxation, migrant labour, 
diminishing returns and increasing population pressure, etc. have reduced the 
sector’s capacity of producing marketable surplus and while the need fór pro­
duction fór markét and cash-making and the unproductive absorption of surplus 
have increased, the greater competitiveness of the economies of the modern sector 
(owing to the better quality of their lands, the State subsidy they enjoy, the more 
favourable transport facilities, greater credit-worthiness, the economies of scale, 
the higher quality of their products, etc.) has reduced fór the traditional sector 
the very possibilities of marketing. The generál decline of the handicraft industries 
resulting from the same factors bút particularly from the competition of goods 
produced in the modern sector or imported from abroad, has further narrowed 
down the sphere of economic activity and the internál division of ’abour, and 
limited the possibility of the internál mobilization of the seasonally underemployed, 
and is therefore one further additional factor in decreasing the surplus-producing 
capacity.

Thus the accumulation possibilities in the traditional sector are limited by the 
obstacles to creating and expanding surplus. However, even in the case of regular 
or occasional surplus formation (depending e.g. on weather conditions), there 
are “built-in diverting factors” which prevent the surplus from being accumulated 
fór production purposes. Such factors are, among others:

- “the propensity to totál consumption”, i.e. the propensity to turn the surplus 
production intő surplus consumption. This again is the consequence of the low 
consumption and nourishment level of the rural population that mostly meets the 
level of minimum necds only by entirely consuming the surplus produce that 
arises occasionally;

- the markedlv subsistence character of the economy, the lack of knowledge ol 
markét conditions, the technical and economic difliculties in transporting products 
to the markét (distance, lack of the means of transport; non-competitiveness); in 
generál: circumstances which hinder surplus products being converted intő cash 
earmarked fór accumulation, and

- the lack of producers’ goods (e.g. simplc agricultural implements) needed 
fór the realization of productive accumulation as well as the difliculties of acquiring 
these goods (distant markets). ...

Other diverting factors which impede surplus production being used fór pro- 
dnetive accumulation purposes are: _ . .

- “The propensity to conspicuous consumption” which is particularly noticeable 
in the traditional ruling eláss.31 Sincc the income of the latter chiefly originates 
from poor rural farmers, the satisfaction of this propensity induces an ever-

We can find an exquisite psychological deseription of the propensity to conspicuous 
consumption of fcudal landowners in the younB Marx's manusenpt. (Sec: Economic and/hdo- 

sophical Manuscripts of 1844.)
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increasing expropriation of the economic surplus and alsó strengthens thereby 
the motive already mentioned of the “propensity to totál consumption”.

- Compulsory propensity to ritual and traditional expenses (related to religious 
ceremonies and certain social habits).32

32 We may mention by way of example that, according to the estimate made by V. Desai, 
Indián peasants spend about 4,400 millión rupees on wedding and funeral ceremonies. a sum 
which amounts to 27 per cent of their expenditures. This, of course, is partly due to the “con­
spicuous propensity", as well.

38 Nurkse writes: “.. . the state of disguised unemployment implies at least to somé extent 
a disguised saving potential as well.” (R. Nurkse: Problems of Capital Formation in Under­
developed Countries. Basil Blackwell, Oxford, 1962, p. 37.)

(The influence of the latter two propensities was discussed earlier but here they 
are mentioned as “built-in” factors because they pertain, originally, to the tra­
ditional society.)

- Insufficiency of the demands to meet higher-grade needs that stimulate savings 
and productive accumulation particularly among the poorer rural population. 
This is alsó the consequence of unsatisfied basic needs, i.e. of the low income level 
which goes together with the still elastic demand fór foodstuffs, though in many 
places it simply means that higher-grade commodities are unknown, so that there 
is no wish to acquire them.

- Insufficient knowledge of how to turn the surplus intő productive investments 
and of the usefulness of the latter. This insufficiency is closely connected with 
the backwardness of the way of economic thinking, generally characteristic of 
traditional societies, though it is alsó indirectly connected with the quantitative 
and qualitative deficiencies of public education, and the underdevelopment of the 
communication and information Services, i.e. with the weakness of the positive 
spread effects of the modern sector.

- Somé negative circumstances related to the transfer of potential investment 
factors in the case of marketing

- of land,
- of surplus production and
- of the labour force.

The transfer ensues partly within the traditional sector and partly between, or 
on the contact line of, the two sectors. Theoretically, the conversion intő money 
or the utilization of all three items,—land, surplus production and an under- 
utilized labour force33—means potential investment possibilities. However, the 
specific trend and manner of the transfer mostly stops or reduces these possi­
bilities.

The sale of land, e.g.—where it is nőt customarily prohibited—usually aims at 
satisfying the seller’s “propensity to conspicuous consumption” and meeting the 
needs determined by ritual habits or the cost of living, though it may alsó serve 
to pay off debts (usurious loans) made on account of the above reasons, but in 
any case these sales serve consumption purposes. On the part of the buyer, too, 
it serves to satisfy his “propensity to conspicuous consumption” or to “immobi­
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lize” his fortune (in a more secure form) or to expand the source of his unpro- 
ductive consumption.

The sale of surplus production is often carried out through intermediaries and 
usurers who skim off a considerable part of the surplus and, in addition, eliminate 
it from the productive accumulation process and use it fór their own “over- 
consumption” or usurious businesses.

The marketing of labour force comes up against the limitations of the absorptive 
capacity of the modern sector. Thus, even if workers are “physically” transferred 
to the modern sector—which often only means a temporary shift because of the 
migration ofthe workers—, it is, strictly speaking, nőt really “labour investment”, i.e. 
the utilization to a greaterextent ofthe traditional sector’sunderutilized labour force.

While in Western Europe, at the time of the emergence of capitalism, both the 
■commercialization of land (after the abolition of feudal law) and the marketing 
of the surplus product (as a result of the careful separation of even the slightest 
amount of surplus from the product necessary fór reproduction and the bare 
subsistence ofthe agrarian producers) as well as the marketing of the labour power 
moving, or rather ousted, from the rural economies, fitted intő the single integrál 
process of primitive accumulation, and the transfer of these potential accumulation 
factors served the complete transformation of traditional agriculture and the 
development of a truly viable urban industry—similar phenomena in the under­
developed countries have nőt resulted in genuine primitive accumulation.

Land alienations prior to the establishment of foreign-owned plantations cannot 
be compared to enclosures in England which prepared the creation of a domestic 
agricultural capitalist eláss on the one hand, and a proletariat, finally freed , 
i.e. deprived of its means of production and rural basis, on the other. Bút even 
where the commodity-producing big land estates developed in indigenous owner- 
ship and, consequently, the transfer of land from the subsistence economy intő 
markét economy opened up reál sources of accumulation, even there these souices 
of accumulation remained fór the most part unutilized, owing to the lack ot other 
conditions, of the complete socio-economic transformation.

The conditions fór cither the “English” or the “American” or the ‘ Prussian 
typc” of agrarian capitalist development could nőt be created in the colonial or 
dependent countries. Nőt even the development of Latin-American agriculture, 
in many respeets exccptional and the most capitalized among others, can be 
regarded as a reál “Prussian type” development. This is nőt only bccause the 
transformation was induccd from outside and served primarily torcign interests 
with foreign Capital playing a predominant role in it, bút because here the teudal 
forms ofthe appropriation of surplus product must be evaluated less as transitory 
remnants bút rather as the specific results of a mixed process which became the 
factors of stagnation and immobility instcad of the forcible accumulation of 

national agrarian Capital.
Thus the transfer of land from one economic form ensunng less accumulation 

possibility to another, morc developed one, has remained, on the one hand, 
partial that is the primitive forms ofthe economic utilization of land have widcly
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survived (largely accounting fór the “population pressure” on land), and, on the 
othe', it has nőt attained its reál aim: the expansion of productive national accu- 
mulation. This transfer served, on the part of the buyers or expropriators, either 
the accumulation of foreign capital, or, instead of the growth of productive accu- 
mulation, the unproductive consumption or hoarding up of certain indigenous 
strata, or it led, as in the case of the export enclaves, to the stoppage ofthe rcaliza- 
tion of accumulation, due to international price formation. And as to the sellers, 
the typical motive fór them was nőt the productive use of the means acquired by 
the sale of land (or the more rational exploitation of the remaining land) bút 
rather the maintenance or expansion of their consumption.

The same is more or less true of the realization of surplus, too. The greedy and 
mercilessly rational endeavour in the early phase of European capitalist develop­
ment nőt only to concentrate every available surplus bút alsó to convert it intő 
productive accumulation. did nőt unfold in the underdeveloped countries, except 
fór certain spheres of the operation of foreign capital. Instead, that type of sur­
plus transfer which aims at consumption has remained typical both ofthe—mostly 
“occasional”— sellers of the traditional sector and the exploiting intermediaries.

The transfer of labour (in many places a forceful one at the beginning) from the 
traditional to the modern sector may be a form of the productive mobilization 
ofdisguised unemployment, or even a starting point fór rural social transformation, 
in other words, the transfer of this factor of production may fit intő the process 
of productive accumulation. The specific circumstances of this transfer in the 
underdeveloped countries, however, usualíy render a reál mobilization impossible. 
The transfer itself has mostly remained temporary or periodical (migrant labour) 
and could therefore nőt become the driving force of the transformation of the 
traditional sector and could nőt produce an independent urban proletariat free 
from traditional ties. Since the exodus of the male labour force has been—in 
spite of rural “overpopulation”—often detrimental to the production results of 
traditional agriculture, the accumulation potential of this sector continues to 
deteriorate in spite of the decrease in the number of consumers. At the same 
time, owing to the limited and slowly increasing absorptive capacity of the pro­
ductive branches of the modern sector, in many cases rural disguised unemploy­
ment has changed intő open urban unemployment (i.e. a still less favourable form 
both socially and alsó from the point of view of the accumulation potential). 
And if the labour force that cannot be absorbed by the productive branches of 
the modern sector finds employment in the non-productive branches (usually in 
the domestic service), then this again does nőt mean the realization of the 
investment potential.

In the foregoing we have summarized the obstacles to an expansion of pro­
ductive accumulation pút in the way partly by the modern and partly by the tra­
ditional sector or a combination of the two working together. Now it would be 
worth while adding alsó the troubles oj the necessary transformation function^

84 See: Chapter II. 1.
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of foreign trade. Foreign trade has to take over this transformation function because 
of the lack of “department 1”, and has to keep it until the capital-goods producing 
industries can develop. In other words this function is the result of the distorted 
sectoral structure. The difficulties in going through with this function, however, 
are alsó connected, in addition to the unfavourable trend of the terms of trade, 
with the earlier mentioned tendency of import-orientated personal consumption 
and the growth of other non-productive imports (e.g. arms purchases).

(c) THE EFFECTS OF INTERNÁL DISINTEGRATION ON POPULATION
GROWTH AND LABOUR SUPPLY

“Population pressure” is a well-known phenomenon in the underdeveloped 
countries: it manifests itself in the fact that the results of the growth of production 
and income become futile due to the more rapid increase in population. Conse- 
quently, there is a permanent tension in the field of foodstuff supply and employ­
ment. On the labour markét of the underdeveloped countries an odd situation 
has developed: on the one hand, there is a considerable excess of cheap unskilled 
labour and, on the other, an acute lack of skilled labour.35

35 In a number of countries the quite rccently arising employment difficulties tor the
school leavers (and even the univcrsity graduates) by no means cancel out this acute shortage,
since the problem of school leavers is rather the manifestation and conscquence of the dispro- 
portions and “missing links” in both the employment and cducatiónal pattéins.

8,1 That it is nőt an “absolute” phenomenon, is proved by the fact that it may be accompa- 
nied by a very low population density just as well as by a very high one.

This time again let us try to examine the aspects of the phenomenon that can be 
traced back to the coexistence of the two sectors, to the lack of internál integration.

“Population pressure” as well as the unutilized excess manpower are definitely 
relatíve phenomena since they depend nőt only on the rapid rate of population 
growth bút alsó on the relatively lagging production growth which cannot keep 
up with the rapid increase in population, as well as on the insufficient labour-ab- 
sorptive capacity of the modern sector.38 This relativity and its background are 
particularly striking when the mutual effect of the traditional and modern sector 
is examined.

(1) It is common knowledge that the rapid increase in population is due to a 
decreasing death rate and an unchangcd high birth rate. The decline of the mortal- 
ity rate is the result of the positive effect of the modern sector and of the new im- 
provement in the health Services the traditional sector receives from outside— 
which is, by the way, far from satisfactory. On the other hand, the birth rate is 
still dccisively influenced by morál laws and ancicnt customs deeply rooted in the 
traditional sector as well as, indirectly, by the actual or assumed future need fór 
labour supply.

It is obvious that the only acceptable humán solution, in the interests of a more 
favourable rate of population growth, should aim at a further decrcase in the 
inortality rate and a vigorous increase in the health Services as well as an unlimit- 
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ed freedom in terminating pregnancy, with the elimination of the very influences 
ihat restrict that freedom.

Let us mention a few of the factors that restrict the freedom of parents in family 
planning and make fór a high population growth:

-first of all, child labour which still plays a role in the organization and division 
of labour of the traditional sectors;

-“compulsory propensities” which develop in parents due to the influence of 
religion, ancient customs, morál laws and under the psychological “pressure” of 
the extended family comprising a large number of relatives;

-the institution of the extended family as a basic unit of society (instead of the 
“small” family) which restricts in generál the authority of the individual small 
family and, sharing with it the burden of maintaining the children, relieves tbc 
parents nőt only of somé of their maintenance expenses (and by so doing makes 
the parents’ decision rather independent of any consideration fór these expenses} 
bút alsó of their freedom of family planning;

-the lack of knowledge of those methods of birth control which are accept- 
able from both a medical and a humán point of view;

-the insufficiency of the supply of medical means needed fór birth control 
(difficulties in purchase and distribution, price and other problems), etc.

It should be emphasized again that the high birth rate (population growth) is 
bút one of the factors of “population pressure”. It is nőt an unfavourable symptöm 
in itself, though it can be detrimental when taken together with the lagging rate 
of the growth of production and the labour-absorbing capacity of the modern 
sector. Moreover, ifit is detrimental, this is so because of the latter! Bút while the 
increase in population is determined in the iast analysis by influences deriving 
from the traditional sector, the rate of economic growth is basically dependent on 
the development and expansion possibilities of the modern sector. Fór the lack 
of internál integration the movements of the two sectors are out of gear. This alsó 
accounts, in the last analysis, fór the development of excess labour.

(2) The quantitative aspect of the labour problem, i.e. the overabundance of an 
unskilled labour force is likewise connected with the dualism of an underdevel­
oped economy: the coexistence of the traditional sector as an abundant and 
rapidly expanding source of labour and the modern sector which absorbs that labour 
far more slowly.

The volume and rhythm ofthe labour outflowof the traditional sector depcnd upon:
-the development of the dcmographic situation outlined above;
-the “space” and “time” limitations ofthe absorbing capacity within the sector, 

i.e. the volume of cultivable land and other available means of production on the 
one hand, and seasonal changes in labour requirements, on the other;

-the effect of the alienating factors of an economic and non-economic charactcr 
in the traditional sector (insufficiency of the means of subsistence,37 debts, escapc

87 We have already seen how this is connected, like the demographic situation and the rc- 
stricted absorptive capacity, too, with the destructive elTect of the modern sector. 
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from primitive living conditions and customs as well as from feudal dependence 
and ties of kindred);

-the suction effect of the modern sector (conveniences of urban life, prospects of 
higher consumption and higher living standards, etc.);

-the extent and structure of education in the traditional sector (generally en- 
hancing the effect of the former two factors);

-the volume and regularity of reflux, etc.
The latter is due to the insufficient labour-absorbing capacity of the modern 

sector, tothe low wagelevel kept under pressure by unemploymentand thepredom- 
inance of unskilled labour, to the necessity of ensuring additional incomes (i.e. 
in addition to the wage earned in the modern sector) fór the supply of families 
which the traditional sector can provide under the given circumstances of land 
tenure and traditional customs, and to the resulting separation of the families of 
migrant workers, etc.

In so far as the repeated reflux, together with the systematic outflow, forms one 
and the same system (the migrant labour system38), it basically determines the 
structure of labour force (predominance of unskilled, temporary, migrant workers), 
the wage level of the unskilled workers (on the basis of the “minimum subsistence 
level” of a malc worker living separated from, and providing only partly fór his 
family) and prevents them from being skilled oreven semi-skilled workers. At the 
same time it alsó hinders the development of a wide-based and stable urban pro­
letárját.

The totál effect of the previously outlined factors, as well as the mutual effect 
of the traditional sector supplying labour, and the modern sector destined to 
absorb it, add up to the cumulative tendency of labour over-supply. The development 
of labour abundance depends nőt only on the outflow from the traditional sector 
bút alsó on the absorbing capacity of the modern sector. The expansion of the 
latter, however, is hindered by the wcll-known diflicultics of the growth of the 
constituent branches of this sector and the limitations of accumulation and un­
favourable markét relations or, in the case of the newly established import-sub- 
stituting industries, of the capital-intensive techniques. In addition, the growth 
of the modern sector elicits the increase of its suction effect.

Owing to the over-supply of manpowcr, the increase in productivity in the mod­
ern sector does nőt generally result in rising wagcs, at least nőt fór the unskilled 
workers and if it does, it incrcascs the suction effect and the over-supply—bút 
it leads to the expansion of production which usually means the growth oí

“Sec: T. Szentes: Migrant-Labour System in Black Africa. 1LO Conference on Problems 
of Employment in Economic Development. Gcncva, 12-18 December 1963, CEMP. 12. Reprint- 
cd in Indián Journal of Labour Economics. Vol. VII, 1964. G. Arrighi: Labour Supplies in 
Historical Perspective: The Rhodesián Case. Univ. College, Dar es Salaam, 1967. — J. C. Mit- 
chcll: Labour Migration in Africa South of the Sahara: The Causcs of Labour Migration. 
Bulletin of the Int er-Afr Icán Labour Institute. Vol. VI, No. 1. - W. Elkan: Migrant Labour in 
Africa: An Econotnist’s Approach. The American Economic Review, Vol. V, 1959. - J. Woddis: 
Africa. The Roots of Revolt. London, 1960.
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enclaves struggling with unfavourable world-market conditions or to the increased 
import-orientated luxury consumption of entrepreneurs and proprietors, or, even 
of the workers’ and employees’ élite.

(3) The unfavourable qualitative structure of the labour force, the acute shortage 
of skilled and semi-skilled workmen is the consequence, first of all, of the back- 
wardness of public education, though it is alsó related to the quantitative de­
velopment of manpower, the characteristics of its movement and turnover. 
The natúré and effects of the two sectors are reflected nőt only in the above- 
mentioned features bút alsó to a large extent in the state and structure of 
education.

The appropriate quantitative and qualitative development of education and 
vocational training, i.e. its expansion of an appropriate rate, structure and di­
rection, is limited and adversely affected by:

-the low level of the national income and budgetary revenues (which, in 
turn, is alsó connected with the brakes of internál accumulation already dis- 
cussed);

-the insufficiency of the positive incentive effects of the modern sector and the 
infiltration of negative effects from abroad through this sector;

-the “resistance” or the negative effect of the traditional sector;
-the consequences of the coexistence of the two sectors, etc.
( A) Most of the guiding and leading personnel of the modern sector were for- 

eigners in the colonial period and are still so today in many places. Owing to this 
and to the low technical level of the main and originally characteristic branches of 
this sector (agricultural and mining enclaves) there has been a limited demand—íd 
least by the latter—fór local skilled labour, and production in these main branches 
has been based on cheap, unskilled manpower. Consequently, it has nőt induced 
the development of public education and vocational training.

In addition, this sector itself, as the externally orientated part of the economy, 
opened up the way fór the transplantation of the West-European educational Sys­
tems (primarily, as a result of the policy of the colonial governmcnts). This school 
system, however, nőt only corresponded to an economic and social environmcnt 
of an entirely different structure and development, but was already outdated even 
in its original environment, in view of the new demands of economic development. 
With its highly unpractical orientation towards the humanities and with its ob- 
solete degree and course structure, this school system cannot prove suitablc fór 
adoption in the developing countries.

The complementing of the modern sector by somé new branches different from 
the export enclaves (as e.g. import-substituting plants based on capital-intensive 
techniques) as well as the policy of reptacing foreign personnel in generál and sub- 
stituting local cadres fór colonial expatriates in the civil service in particular, have 
brought about changes in the pattern of the labour demand even in those (mainly 
African)countries where formerly theemploymentof the local labour force rcmained 
almost exclusively restricted to the uneducatcd, mostly migrant, workers, and 
where the backwardncss of public education was extreme, too. But a ccrtain shift 
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in the demand fór labour39 towards the qualified categories has nőt yet resulted in 
a sound demand pattern which could stimulate the building up of a system of 
public education and vocational training adjusted to the needs of a dynamic 
economic development. The “missing links" are characteristic features nőt only in 
the industrial structure bút alsó in the pattern of labour force. In the former they 
prevent the economic linkage effects from coming intő operation and strengthen 
outward orientation, while in the latter they disrupt the “social linkage effects” 
and hinder the natural supply of skilled labour and the generál and simultaneous 
upgrading of the entire labour force.

Besides semi-skilled bút unqualified workers experienced only in simple techni- 
cal operations, the new industries demand a labour force of a small number of 
highly qualified and specialized workmen rather than a core of mobile and versa- 
tile skilled workers with wide, complex professional knowledge and practice which 
is able to fill up its own ranks by training the less-qualified and less-experienced 
workers, and promote the supply of the higher cadres of the labour force (tech- 
nicians, foremen, workshop managers) partly by its own further education.

The advancing replacement ofexpatriates by local cadres in the civil service, 
together, unfortunately in many places, with the further expansion of State bureau- 
cracy, has brought about abrupt and disproportionately increasing demands 
fór administrators. This, in turn, has stimulated, together with the income-expec- 
tations attachcd to such posts, the overproduction of unspecialized bureaucrats.

While changes of this natúré give new scope fór social differentiation and induce 
among the workers the increasing separation of a narrow élite from the unedu- 
cated masses, and increase, on the other hand, the danger of the State bureaucracy 
becoming alienated from society, they do nőt stimulate the large development of 
public education and the formation of a widely based pattern of vocational train­
ing comprising interlocking vertical grades.40

Bút the spontaneous forces exert a poor or even adverse inducement nőt only 
fór the transformation and a sound development of public education bút alsó fór 
on-the-job training. On-the-job vocational training does nőt make fór satisfactory 
progress bccause it is hcld back, among other reasons, by the fear that the worker,

30 This does nőt affect or scarccly affccts the invariably dominant primary producing 
branches. and even less the domestic service that still plays an important role in employment.

40 It is worth noting, without dwelling on it. that there is progress following nőt from, bút 
rather achicved in spitc ofthe mechanism of actions and intcractions deseribed. This progress 
follows from government measures contrary to, otfsctting or counteracting, these tendcncies, 
as e.g. measures taken fór the expansion of generál education, the transformation of the struc- 
turc of public education, the priority of technical and vocational training, the formation of 
sounder wage and income proportions, the curb on bureaucracy, the prevention of the emer- 
gcnce or strengthening and cnrichmcnt of a new élite, etc. The results and, of course, the attend- 
ing conflicts, too, can be observed, e.g. in Tanzania where Progressive State intervention is 
especially well developed. The clash of State intervention and the various spontaneous mecha- 
nisms, and the interfercnce of consequenccs and effects arising from them would deserve a 
special study, bút the present work dcaling with the generál laws of motion of undcrdevelop- 
ment is hardly appropriate to investigate this topic in detail.
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after having been educated and trained, will leave his job, and the expenses of 
his training will be lost. (In an internally non-integrated economy including en- 
claves this is all the more important as one can find there no or scarcely any possi­
bility of replacing a trained worker who leaves his job by a worker trained else- 
where. Moreover, a trained workerreturning to the traditional sector may be lost 
fór good to the labour markét or at least to the trade in question.41)

41 This danger is, of course, less apparent in the case of the highty specialized (and wcll- 
paid) élite workers. This is, by the way, one of the subsidiary reasons and inccntives fór apply- 
ing capital-intensive techniques where the other extrémé, the combination of the wide masses 
of unskilled labour with a small staff of expatriate guiding personnel (as in the pritnary pro­
ducing export enclaves), does nőt seem to be suitable.

(B) The “resistance” of the traditional sector to the development of education 
may manifest itself:

-in the subjective aversion of part ofthe leading traditional strata or even of somé 
heads of families to a body of knowledge endangering old-established institutions, 
as well as, in generál, to the education of young people who may want to outdo 
and eventually oust them from their positions;

-above all in the objective obstacle that child labour in this sector is fairly wide- 
spread and almost indispensable as an important part of the productive forces of 
the family or community;

-further in the similarly objective obstacle that this sector is characterized in 
generál by the territorial dispersion of families and communities and by the back- 
wardness of transport and communication.

The traditional sector exerts a negative impact on the development trend of 
public education by the fact that, owing to

-its primitive production methods, the limitations of specialization and its di- 
vision of labour,

-the backwardness of economic thinking,
-the predominance of historical, legal and religious institutions, etc.,

it takes a greater interest—of course, within the limitations mentioned earlier and 
only in relation to the children of the wealthier upper strata—in philosophic, le­
gal, religious, i.e. liberói education than in the teaching of Sciences and vocational 
training.

(C) From the point of view of education and vocational training the coexistence 
and interaction of the two sectors manifest themselves in the following, negative 
consequences and effects which have already been touched upon to somé extent:

-in creased labour migration and fluctuation as a result of the combined eífcct of 
the attracting and repclling forces, which leads to the loss of skills acquircd in 
practice and makes on-the-job training difficult;

-a rather “open” labour markét in the sense that the volume of inflow and out- 
flow is uncertain, which makes the outlays on education and training rather risky 
and expensive fór employers in generál, bút especially fór the individual employer;

-the intensiveand intcrconnectcd fluctuation ofthe labour markét and the inter- 

258



nal labour demand of the traditional sector, which makes enrolments unstable 
and drop-outs considerable;

— the extremely uneven character and different levels of basic education of the 
labour force due to migration and school drop-outs, which make further edu­
cation and on-the-job training difficult;

- the “liberal” orientation and the highly unpractical and nondescript character 
of public education, adjusted to migration, inherited from colonialism and in- 
fluenced by the imitative propensity prevailing in the modern sector and by the 
religious, political and historical affinities of the traditional sector,42 etc.;

- as a result of all these, the considerable role and share of import (and technical 
assistance) in satisfying the demand fór qualified labour, which, apart from the 
danger of neo-colonialist influences, leads to wage gaps between expatriates and 
local cadres at first, and later strengthens the tendency of the formádon of a local 
élite and of the creation of income gaps and tension within the local society;

-the resort to foreign scholarships in higher education which, besides enhancing 
dependence on grants, brings out alien ways of thinking, makes the formation of 
a homogeneous national intelligentsia difficult, and may even lead to “brain 
drain” by those offering the grants.

(d) SOMÉ OTHER MANIFESTATIONS AND CONSEQUENCES

OF INTERNÁL DISINTEGRATION

The two-sector character, the lack of internál integration of the economy, makes 
itself felt nőt only in the spheres of markét relations, accumulation, the labour 
force and education, bút in other ficlds as well. Somé of these are fór example 
the building up of the transport and communication network; the applicability 
of mathcmatical methods in macro-economics and planning; the interdependent 
system of economic incentives and social reactions; the efficiency oi foreign aid, 
etc. It will suffice to rcfer in brief to a few of thcm.

The transport network is characterized nőt only by a high degree of decentrah- 
zation and the predominance of outward directed transport lines (closely con- 
ncctcd with the export orientation of the modern sector) bút alsó by the extrémé 
contrasts of the means and methods of transport. Between the up-to-date and 
largely long-rangc means of conveyance of the modern sector and the primitive, 
mainly ‘‘humán" mears of conveyance of the traditional sector intermediate 
methods (such as horse- or oxen-drawn vehicles and even pack animals) which 
played such an important part e.g. in the development of the European short-hau 
trade, and which could alsó be made available at a relatively low cost to the rural 
producers of the underdeveloped economics, arc nőt usually to be found. The 
demonstráljon effect manifesting itself through the modern sector and the imita- 
tive propensities following in its wakc, as well as the ‘‘prestige propensity of the

« The tendency of bureaucratization itself acts against the shift in public education in fa- 

vour of practical, technical training.
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young States, induce them to adopt a costly transport development policy (a net- 
work of first-class roads, expensive air- and seaports, etc.).

There is a striking disproportion and contrast in Communications, too. Along 
with developed networks of rádió, television (in somé places even colour tele- 
vision) and telephones in the towns, Communications in rural areas are still based 
on personal contacts and primitive signalling (drumbeats, smoke signals, etc.). It is 
obvious that modern telecommunication and verbal Information Services as meth- 
ods of out-of-school mass education, especially in countries with a high rate of 
illiteracy, are indispensable in mobilizing public support fór the implementation 
of economic objectives.

The application of mathematical methods in macroeconomics and planning is hin- 
dered nőt only by the insufficiency of the supply of statistical data (especially in 
regard to the traditional sector) bút alsó by the high degree of “asymmetry of the 
production functions”, as the ratio of the factors of production in the two sectors 
is very different and, in addition, the labour force is highly unstable.

(We wish to mention only parenthetically that in an underdeveloped economy 
of specific structure the free operation of the Keynesian multiplier principle comes 
up against such barriers and disturbing factors as large-scale disguised unemploy­
ment, the highly inelastic supply curve of agriculture which is the main branch of 
the economy, the specific reaction of agricultural producers and consumers, the 
lack of free capacities and the generál backwardness of the processing industries, 
the inelasticity of supply and acute shortage of skilled labour etc. Thus the in- 
crease in employment and incomes through investments will nőt necessarily bring 
about an increase in the production of consumer goods by its demand effect, partly 
because the agricultural producermay react toahigherincomedueto higher prices 
by increasing his “self-consumption” and by decreasing his marketable ’ pro- 
duce, and partly because the expansion of the production of consumer-goods in­
dustries—if such industries do exist at all—may prove quite impossible, owing 
to the lack of free capacity and qualified labour and the comparatively inelastic 
supply of operating capital needed fór increasing production.'13)

As a result of the interference of the effects of customs and propensities rooted 
in the traditional sector (as e.g. the afore-mentioncd religious-ritual “compulsory 
propensities”, the propensity to conspicuous consumption, the propensity to 
hoard up and the propensity to full consumption, etc.) and of the effects operating 
through the modern sector (as e.g. the demonstration and imitation effects, etc.), 
the social reactions to economic decisions are of a very heterogeneous character 
within the society as a whole and, in addition, highly deviating in the two sectors, 
too. Therefore, the incentives applied fór the implementation of the economic 
development programúié cannot be identical in the two sectors, nor can the in­
centives applied in the modern sector be the mere replica of those proved effeclivc 
in the advanced countries. (It is well known, e.g. that in many places wage in- 
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centives were nőt only ineffective bút often had a contrary effect and led to a set- 
back in work, or that price incentives applied in agricultural production likewise 
proved a failure.)

Economic disintegration and the coexistence of the two heterogeneous sectors 
may come intő unfavourable interaction with the direction and utilization of 
foreign aid. Here we are faced with the well-known fact that those oífering foreign 
aid and loans prefer the modern sector and within it the already established en- 
clave-branches and/or those capital-intensive import-substituting industries which 
have hardly any contact with the traditional sector and the other branches of the 
economy either. By so doing they enhance economic disintegration and export 
orientation and/or the import-sensitive character of the whole economy, together 
with the other unfavourable effects already mentioned. The modem sector is 
given preference partly to strengthen either old capitalist interests inherited from 
colonialism or the new ones, and partly to safeguard the trading interests of the 
creditor countries as well as fór the sake of investments which promise spectacular 
results, require lower costs and involve lesser risks.

On the other hand, from the fact of disintegration and from the interaction of 
the two sectors a tendency ensues which shifts the utilization of foreign aid to the 
line of least resistance and follows the beaten track towards the modern sector 
and its already existing branches. This tendency is brought about by both objective 
and subjective effects.

In the modern sector, the easier realization of investments, the lesser need fór 
complementary investments, the more or less existing communal Services, the 
transport and communication networks, the more known and developed marketing 
opportunities and labour supply, fewer organizational difficulties, better-known 
and tested technologies, the easier way of assessing the profitability and feasibility 
of investments and their undoubtedly more favourablc indices (if we disregard the 
less easily asscssable indirect effects), etc. may appear as predominantly objective 
reasons fór giving preference to the modern sector when taking decisions on in­
vestments and the utilization of foreign aid.44 The pressure of unemployment in 
the modern sector with all its threats of social and even political tension alsó urges 
the increase of investments in this sector. To all this must be added motives of a 
mainly subjective natúré. Such are, e.g. the persona! economic interests of somc 
political leaders in investments made in the modern sector or in the development 
of one or another branch or enterprise in it, and in the co-operation with foreign 
Capital working in this sector. SuCh are, further, the party political considcrations 
in govcrnmcntal decisions on aid utilization which dérivé from political movements 
concentrated in towns and from the pressure of urban demands (either of the ur­
ban bourgeoisie or the workers united in the trade unions). Such is alsó the wcll-

“ “The already established cnterprlses attract new investments, thus creating a cumulativc 
process of uneven development in the ‘óceán’ ofpre-capita1isticeconomy, causing the emergcncc 
of 'islands' of capitalistic industry.” (1. Sachs: Foreign Trade andEconomic Development.. 
op. cit., p. 101.) 

261



known propensity to prestige investments aimed at enhancing one’s personal rep­
utáción, or that of the party or the nation, and at giving the impression of quick 
development. The frequently encountered resistance of the traditional sector to 
everything that is new as well as the danger of conflicts over questions of authority 
and ownership in the course of the implementation of development programme 
and the realization of investments alsó shift the utilization of foreign aid towards 
the modern sector.

As a result of all this, the differences between the two sectors, i.e. disintegration 
with all its consequences, become more pronounced, and greatly weaken the aggre- 
gate social and economic efficiency of aid even if the individual efficiency of the 
projects themselves increases.

2. THE HETEROGENEOUS SOCIAL STRUCTURE

In accordance with the disintegrated and distorted character of the mode of pro­
duction and economic structure of the underdeveloped countries, their eláss 
structure is distorted and disintegrated, too. Along with the elements of a capital­
ist society the remnants of precapitalistic formations still widely survive in these 
countries. The penetration of foreign western capitalism has interrupted the nat- 
ural course of their socio-economic development and made it impossible fór them 
to proceed along the way and at the rate determined by the internál laws of their 
previous development.

The breaking up of the old mode of production and the traditional structure of 
society, the penetration of the capitalist production and social relations intő the 
old forms of economy and society undoubtedly coincided with the generál trend 
of development. In generál, the capitalist mode of production is far superior to 
any previous mode of production, and the capitalist form of society ensurcs nőt 
only greater mobility fór the internál forces of society bút alsó witnesses the emer- 
gence and strengthening of the basic social factor of the future socialist society.

These internál changes, the breaking up of the old system, however, took piacé 
under specific circumstances, under colonial and semi-colonial conditions. Thus 
the conditions, course and results of these changes were nőt determined by the 
internál laws of the development of the traditional economy bút by external fac­
tors: the interests of foreign monopoly capitalism. The transformation thercfore 
was nőt only more painful and forcible fór the socicties concerned bút it alsó re- 
sulted in a misbirth: the old did nőt completely disappear, and the new was built 
nőt on the ruins bút among the remnants of the old. In addition, the penetration 
and strengthening of the new did nőt occur evenly evcrywhcrc, and even where 
the old was ousted by the new, it still retained its influencc. Thus modern relations 
became associated with primitive traditional conditions. Just as the breaking up 
of the old forms of economy failed to be followcd by a completely new and full 
economic formation, in fact the old and new forms remained side by sidc, so, in 
the same way, substantial remnants of the old structure of society have survived.
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Owing to the export orientation of the new branches as well as to the repatri- 
ation of profits and their spending mainly in the metropolitan country, foreign 
capital came intő conflict with the precapitalistic socio-economic remnants (feudal 
and prefeudal land tenure, slave and serf labour, communal subsistence economy, 
the political and military hierarchy of old societies) only in sofaras they happened 
to fali directly within the sphere of its own activity. In that case, however, it 
mercilessly destroyed these remnants or pút them intő its service,45 often with the 
help of the State administration, the colonial or puppet governments. Otherwise 
foreign capital was nőt interested in the complete liquidation of the precapitalist 
formations as its growth was determined by laws independent of these formations.

This externally induced and foreign-controlled capitalist development, however, 
impeded or restricted the emergence of the very eláss, the indigenous bourgeoisie, 
which otherwise would have been naturally interested in the consistent carrying 
out of the process of capitalist transformation and development in every sector 
of the economy and society.

The national bourgeoisie, whose existence and development require the capi­
talist transformation of the whole economy and society, and whose character 
otherwise coincides with the equally capitalist character of the externally induced 
process, was able to develop and strengthen, strangely enough, only despite and 
against the most important forces determining this process. (Let us disregard here 
the impotent parasitic, mainly intermediary bourgeois and semi-bourgeois ele- 
ments, which sprang up usually as appendices of foreign capital.) In the struggle 
to control the natural resources, the national labour force and the domestic mar­
két, the domestic bourgeoisie had to combat nőt only, and nőt in the first piacé, 
with the obsolete precapitalist forces of local society, bút alsó the foreign capital that 
was setting this capitalist development in motion. This local bourgeoisie which, 
to a certain extent, lagged behind the development of the domestic proletariat 
(of a peculiar character) that grew parallel with the expansion of capitalist enter- 
prises of nőt only local bút mostly foreign origin, had to face even at that stage 
a plebeian movement of considerable strength that was directcd against exploi­
tation in generál and foreign exploitation in particular.

Under these circumstances the national bourgeoisie did nőt regard the struggle 
against the precapitalistic social remnants as its main task, since it rcally had to be 
a struggle against foreign capital and foreign oppressors. On the other hand, faced 
with quite a strong popular-national movement, it was inclined to pút a ccrtain 
restraint on the intensity of this fight. (Partly because, in somé countries, even the 
feudal leaders took part in the anti-imperialist national movement, and partly 
because the democraticand radical trend of the pcople’s movement threatened all 
property-owning and cxploiting strata).

48 As c g. it made usc of the quasi-feudal immobility of the plantation workers bound to 
the sóit, and the African squatter and the Latin-American pcon systcms, as well as quasi- 
slavery in the form of colonial forced labour. In many arcas traditional tribal economies were 
alsó utilized by it as inexhaustible sourccs of cheap migrant labour.
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Thus neither the basic external forces of this development, nor the internál 
forces succeeded or were interested in the final and complete getting rid of the 
precapitalistic formations. The objective contradiction itself between foreign mo­
nopoly capitalism, which started and has within somé limits realized this capitalist 
development, and the national bourgeoisie, the only possiblesocial basis and inter­
nál force fór this capitalist development, accounted fór the preservation of cer­
tain remnants of precapitalistic formations.

The preservation of precapitalistic elements was further promoted by the fact 
that in many countries the colonial administration of the puppet governments 
of foreign monopoly Capital, trying to find allies in the reactionary feudal leaders 
and tribal chiefs, supported their obsolete power and helped them in amassing 
great riches.46

This is the explanation fór the specific coexistence of foreign monopoly Capital 
and the precapitalistic formations which are of a diametrically opposed natúré, 
and fór the formation of a distorted, heterogeneous social structure.

The distortion of the social structure, the extent of the survival of precapitalistic 
formations and their location, function and role in the social structure may vary 
from one underdeveloped country to another, depending on what historical periods 
these remnants can be traced back to, i.e. at what level of their historical develop­
ment these societies were originally affected by the penetration of foreign capital- 
ism, and, on the other hand, what changes these remnants have undergone as a 
result of external influences and the adjustment to a changed, heterogeneous en- 
vironment. Thus it is due alsó to the original, i.e. the precolonial, differences in 
their development that the remnants of the most different periods of primitive, 
slave and feudal society can be found in the countries of Africa, Asia and Latin 
America.

The capitalist element, which, through the penetration of foreign monopoly 
Capital, became predominant in the heterogeneous structure, affected and restricted 
only horizontally the economic “breeding ground” of the precapitalistic elements 
(the traditional tribal subsistence economy, viliágé communities, and feudal econ- 
omies), and even then only in so far as it accorded with its interests. It alsó 
exercised, of course, a certain vertical effect: “at the bottom” mainly through the 
migrant workers, that is male labour leaving the traditional economy fór temporary 
wage employment, and “at the top’’ through feudal landowners and chiefs, etc., 
who, in order to get rich, started trading in goods, land, labour and money. This 
effect, however, proved too weak to induce a genuine social transformation, partly 
becausc the economic sphere of such a transformation became, from theoutset. 
a very difficult terrain , owing to the natúré of the modern sector and partly 
becausc the effect itself, which “at the top” involved the appearance of a strange 
way of life, and “at the bottom” meant employment and exploitation by forcign-

“ In certain areas of Tropical Africa fór example the tribal chiefs had a share in the taxes 
collected fór the colonial government, and in certain Arab countries the feudal monarch par- 
ticipates in the profit of the oil monopolies, etc.
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ers, was greatly offset by the bonds and the cohesive forces of the old society of- 
ten becoming stronger and tighter when on the defensive.

Even in countries such as India where even prior to independence the capitalist 
element had been considerably expanded by local, “national” components derived 
from the traditional element, these components have either remained in the bonds 
of the traditional society,47 i.e. have nőt really become capitalist elements, or they 
have themselves turnéd alien, coming intő conflict with the rules, customs and re- 
ligion of the indigenous society.48

Thus the changes in the structure of the heterogenous society were rather con- 
fined only to the periphery of the traditional element, the part connected with 
the capitalist one, and all that they amounted to was the—rather partial—breaking 
away of this periphery, bút they never achieved a reál internál transformation. 
Despite this fact nőt a single traditional community has survived intact and un- 
touched by the impact of colonialism and the Capital operating in the modern 
sector; nőt a single community has been able to preserve the original conditions 
of its existence and independent evolution. There are no reál primitive communal 
or feudal societies in the “third world”, only fragmentary, mutilated remnants 
blocked in their growth, remnants which have become the subservient, though alien 
and contradictory accessories of the predominant system of capitalism.48 Whatever 
resistance these precapitalistic communities may have pút up in somé places against 
the penetration offoreign capitalism, and the spread of colonialism, this resistance, 
though a definitely positive phenomenon from the point of view of preserving and 
strengthening the idea of independence, could nőt be successful and can hardly 
represent a positive force in the perspective of social progress beyond the aim of 
regaining national independence.

Though in many countries the new national governments are making efforts 
to resuscitate the traditional customs, the resistance against and isolation from the 
capitalist element and the defensive strengthening of traditions have slackened 
with the disappearance of the open signs of foreign rule, of colonialism, and with 
the progress in the economic and cultural development of the traditional sector 
within the national development programmes. Nevertheless, the effects of the 
traditional social bchaviour and rules will make themselves felt fór a long time 
yet and will influence the social processes.

The distortcd, heterogeneous social structure, the coexistencc and preservation 
of the inhcrently different and contradictory elements have, ofcourse, hindered 
and are still hindering the progress of social processes. This accounts in no small 
measurc fór the fact that the dividing lincs between the social classes and strata

« A good example fór this is thecase of the Indián capitalists whosupport the whole extend- 
cd famity (the whole kinship). . . , . ,,

« There arc authors in the West who complain that the capitalist activity is a socially con- 
demned occupation in India even today, which is partly dúc to the effect of Ghandism.
“The reál natúré of "feudalism” in Latin America and its role within the capitalist system 

arc illuminatcd by Andrew Gundcr Frank in his artiele in the December 1963 issue of the 

Monthly Review.
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are less distinct in these countries than in Europe. They are less distinct nőt only 
between the capitalist and non-capitalist elements (because of the parttal changes 
already referred to) bút alsó within the non-capitalist element (between wage 
workers and peasant farmers, between the cominunity and tribal chiefs and feudal 
landlords, etc.). This accounts, moreover, fór the fact that on the surface of con­
tact of tne heterogeneous structure relatively wide intermediate strata were able 
to come intő being which can play an important part even in politics.

On the other hand, as a result of the effect of the traditional social elements, 
eláss consciousness can be strongly influenced and offset by such/orms of social 
consciousness as traditional religion, tribalism, cián, caste and sect interests na- 
tionalism, etc.

This peculiar character of the social structure and processes explains the reason 
why the path of the political changes and shifts in these countries may deviate so 
much from the boundary-lines of social classes. The political groups in power may 
shift to the left or the right, in a reactionary or a Progressive direction, nőt only on 
t e surface of their “own” eláss, within the limits of the eláss interests, bút over 
a much wider area. Without losing their social basis, and with the help of the in­
termediate strata or with the assistance of other forms of social consciousness, 
they may tűni to a political direction leading beyond or even against the interests 
of the eláss serving previously as their social basis.

The problem of eláss formation and of the character of the existing or emerging 
classes is one of the most hotly debated questions of the literature on underdevel­
oped countries, especially in the light of the post-colonial development. The 
divided views here are nőt simply the manifestationsof thewjwű/differencesderiving 
from the different ways of defining classes and of determining eláss eriteria bút 
they alsó stem from the objective fact that social stratification proceeds both hor- 
izontally and vertically under the inducement of processes of various origin which 
to a great extent overlap or cross each other. This is why it often happens that 
even authors professing the same social ideology assess the phenomena of eláss 
formation rather differently, depending on the particular process or the particular 
result of the interfering processes they concentrate on. And since it is easier to 
seize hold of the concrete result of a given, usually short period than to separate 
the intertwined tendencies, it is no wonder that we often come across generalizing 
cvaluations made on the basis of simplified and short-run phenomena. These cval- 
uations show the emergence of new, specific classes, or attribute a new, specific 
character to classes alsó existing and well known elsewhere.

There is a wide rangé of theories which appraise the formations of classes or 
the change of their characteristics by generalizing certain surface phenomena, or 
by projecting short-run statements intő the long run. A distinction must be made 
between them nőt only according to the form in which they appear (whether prim- 
.tive and vulgar, or at the high level of theoretical explanations), bút alsó accord­
ing to the aims and interests they serve. No doubt, many of the authors or followers 
of such theories are led by the positive endeavour partly to get rid of the dogmatic, 
still evaluation and treatment of elásscategories which simply ignore the phenom- 
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ena that do nőt fit intő the “classical” categories, and partly to disclose by an 
empirical approach to the new phenomena where the revolutionary energies of a 
given historical period can be found and mobilized. A positive endeavour, how- 
ever, does nőt necessarily guarantee a positive result.

What are the main phenomena which provide the ground fór the new ap- 
proaches and concepts of eláss formation?

Such is, e.g. the phenomenon to be found in the countries of Tropical Africa 
especially under colonialism, namely that the dividing line between the rich and 
the poor, or more exactly, between the exploiter and the exploited coincided with 
the “racial ''dividing line between Europeans and Africans. This is a special phe­
nomenon arising from the African characteristics of the pre-colonial and colonial 
development which can be observed, indeed. Its theoretical generalization, how- 
ever, has led to the illusion of an “undifferentiated African society”, to the slogan 
of the “preservation of intact classless society”,50 and by raising generalizations 
to an international level, to the identification of the international eláss struggle 
with the struggle between “white” and “coloured” peoples. While the demonstra- 
tion of this phenomenon in a given piacé and period of time may have served the 
African anti-colonial movement, and may still do so, its generalization beyond 
that given space and time serves the apologetic covering up of an actual social 
differentiation and eláss formation, or the apologetic protection of obsolete so­
cial remnants and the “indigenous” reactionary exploiting strata.

Another phenomenon which alsó induces theoretical generalizations and sim- 
plifications is the property and income “pyramid", the stratification of the poor 
and the rich in underdeveloped countries.51 It corresponds much less to the relatíve 
position in the “normál” social scale of the basic classes and the various strata 
within them than in European countries (though the assumption of a coinci- 
dence” fór the latter, too, is bút the result of a gross simplification!). Dtfferences 
within the otherwiseidentical eláss categoryare often nőt only greaterthan between 
two subsequent categories bút they are sometimes of the opposite sign, and cer- 
tain strata belonging to a higher eláss category may be at a much lower income 
level than the upper strata of a lower eláss category. 1 hese overlappings, which are 
on a much larger scale than those in Europe, arc again the temporary results of a 
number of tendencies of different origin and time of validity.’' The registration 
of this phenomenon induces somé pcoplc to substitute the distinction between the

60 This illusion has found its rather diversified theoretical expression in the concept of 
the “special”, “extraordinary", "African" socialism.

•> Fór example, the living standard of the Arab workers employed in the oil fields of the 
Middlc East may even surpass that of the landowners with relatively large arcas of land, whde 
the lowe« Strata of urban muchants live at the standard ofthe fellahs.

st A sourcc of overlapping may be e.g. the racial discrimination mtroduced unde 
nialism or its aftermath, or in generál, the relatíve isolation of “racial", national or rehg.ous 
communitics, which, though they have their own internál vertical structure, appear tempora- 
rilv h.MMonial units in the vertical structure of society as a whole. ... ।

A similar sourcc may be the abrupt and "autonomous" development of the cducational 
system if it takes in and turns out the young pcoplc largely indcpendently of soctal strat.fi- 
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nch and the poor, the “haves” and the “have-nots” fór reál eláss boundaries 
And when this view is associated with the vulgar-Marxist interpretation of eláss 
consciousness, it often leads to the conclusion that the really revolutionary forces 
are those with the least incomes, and the measure of poverty is in direct proportion 
to the measure of revolutionary attitűdé.53 This view, projected on to the inter­
national pláne, appears in the confrontation of the “poor” and the “rich” countries 
as the new conceptof the international “eláss struggle”. Despite its so much “anti- 
impenalist revolutionary” character, it nőt only conceals the historical causes of 

Poverty and “wealth”, the laws ofdevelopment of the capitalist world economy 
and the role of colonialism, bút in addition,-if logically consistent-it alsó offers 
the newly independent countries a strange alternative. Either they do nőt do any- 
thing about liquidatmg poverty and exploitation, thereby preserving their revolu­
tionary spint, or, if they succeed, by mobilizing their own resources and abolishing 
foreign exploitation, in achieving certain results, and if they allow the people 
whose struggle and work produced these results, to have a share in them—then 
lÍm 5^°™** reVOlutlonary drive wil1 inevitably turn intő petty bourgeois opportun-

older" generálion'8 temP°rarÍ'y thereby an o^sionally wide social gap between the young and 

of5ocio-economic disintegration; the external influences which, becanse of the 
at X thhaiaC eC0n0my and socie‘y’ affect cer‘ain sectors very strongly (others hardly 
at al!), the fact that mteractions, because of the “missing links”, scarcely make themselves 
felt (or only in a circuitous way) among the various sectors of economy and society; the con- 
centration of State intervention on certain spheres, etc.-these provide the inmir in ih-

fff hy 't ‘fakeS rela,My so lo"« for such “dosed” units or strata brought up in a socia1! 
,5™ 10 """ "c...... .. 10 “ “XJust them.
soj éta nl,”X t« .he dotnlnnn. „ofcto „r

W°U'd be perhaps superfluous, had it nőt bcen for the frequent misinterpretation of 
capitahsrn^otbyt0JhC faC‘ 'r accoun,ed for lhc n'«ssary collapse of 
by the riotine of the „ m U S°7 C pauperization” coming ahead, nor
ductive forces , 1“^" prolctar,ans or ^“rs, bút by the development of pro-
dúc i e forces assuming social dimensions and requiring therefore social control as well as 
XbeiX7so^ Ín larSe'sca,«Pátion; the workers whose

umbers and social rok bút alsó their social consciousness arc steadily growing who are ahle 
no. on , .„ di, „h„,e m„rc ju„|y ; X
X é » oX "" Pr~“ "f "" “tole ".X "ta taén

poo’uíark!8 °í ‘hC in,crna,ional cla« struggle has gained a relatively great
populanty, then it is obviously due nőt to such logical absurditv nor to its unhicinrir^i 
Smoíflage ‘° rCa' ma'CrÍa' f°rCM and ‘n,ereStS makc U5° of i( as an ideológiád

There is a view that is similar to, bút much more substantial than, the concept 
substituting the distinction between the rich and the poor fór eláss boundaries 
within the underdeveloped countries. This draws a line of social distinction between 
those who benefit from impenalism” and those who “suffer from it”. Such a 
distinction is fully justifiable if the aim is to assess the social forces either fighting 
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fór, or indifferent, or even hostile, to national (political or economic) independence, 
and if the distinction is based on the analysis of the production relations and the 
structure of the whole society. Very often, however, the aim is to illustrate in this 
way the formation of the eláss structure, and the basis fór a distinction is simply 
the income position. In one social category the wealthy people are aligned: busi- 
nessmen, kulaks, operators of export-import firms, lawyers and accountants work­
ing fór mines and other establishments, personnel managers, store-keepers selling 
foreign goods, sometimes even the industrial skilled workers, who, just because 
they draw somewhat higher incomes, are supposed to dérivé their wealth and 
power from imperialism. In the other category the poorer individuals are classified, 
who because they are poorer or honest, do nőt enjoy the favours of imperialism: 
subsistence farmers, unskilled labourers, artisans, the lower echelons of the civil 
service and “honest politicians”. Such a distinction which separates strata of the 
same social and economic roots, and merges utterly different ones intő the same 
category, may easily be misleading when one wants to be informed about the reál 
tendencies of social eláss formation. In order to assess the relatíve position and 
movement of the individual social strata the relations of income distribution alone 
are a highly important bút by no means sufficient factor, and, in addition, the 
income relations themselves may vary, according to laws operating in the depth 
of the production relations.

It is true that the relations of income distribution may enjoy a great measure 
of “independence” where the production relations themselves are mixed, un- 
established and transitory, and here they may have an increasingly important role 
in the unfolding of the new production relations. Bút just as it would nőt be right 
to ignore this and conceal the empirically justified facts under somé abstract model 
of generál tendencies, it would be equally wrong to deny the alsó empirically justi- 
fied and historically verified generál tendencies by referring to a model constructed 
on the basis of a few facts contradicting these tendencies. It would of course be 
unwise to ignore the gap that exists today de facto between a subsistence farmer 
and a kulak, or between a sclf-employed artisan or small shopkeeper and a capi­
talist businessman, or between an unskilled wage labourer and a well-paid skilled 
worker in respcct of their income position, way of life and thinking. Bút it would 
be equally and even morc unwise to ignore the identitics or similarities that exist 
between them in their rclation to the means of production and in their role in the 
social organization of labour, and to disregard whether the tendencies arising from 
their social cxistcnce interpreted in a more widely and deeply (in other words in a 
more exact) way are convcrgcnt or nőt. It would be a mistake nőt to sec, e.g. that 
the spontaneous proccss of the transformation of subsistence economies alsó in- 
cludcs the tendency to develop kulak economies; that somé of the artisans and 
small merchants become reál capitalist businessmen employing wagc labour; that 
the gap between unskilled and skilled workers will be bridged sooner or later by 
the cducational and training proccss and the wagc and employment mechanism; 
that the “honest politician” may tűm intő a corrupted hypocritc, or an “honestly” 
(or evén poor) rcactionary politician, etc. It is nőt the fact of making distinctions, 
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nor is it the statement of the income gap or different attitudes to imperialism and 
foreign Capital that is objectionable in this categorization. It is only the fact that 
these distinctions are made nőt within the basic eláss categories bút instead of 
and concealing them.

The rather conspicuous phenomenon, namely that the gap of incomes and living 
standards is rapidly widening between the urban and rural areas in the newly inde­
pendent countries, alsó gives an opportunity to draw far-reaching theoretical con- 
clusions about eláss relations and revolutionary forces.

This is nőt simply the repetition of the process that has alsó taken piacé in the 
advanced capitalist countries on account of the unequal development of industry 
and agriculture, bút it is partly a more drastic process, and partly a different one 
as it is determined by special factors.55 Such special factors are, e.g. the agrarian 
erisis unfolding in the underdeveloped countries as a result of the changes and 
troubles56 in the international division of labour, and because of their disintegrat- 
ted economic structure. This agrarian erisis is manifested by the agricultural export 
enclaves coming to a deadlock, and by the slowness of, and the internál obstacles 
to, the transformation of the traditional agrarian sector. A further special bút relat- 
ed factor is the increasing overpopulation of the rural areas and, in many places, 
the shift in foreign investments and sometimes in foreign aid programmes, too, 
in favour of the urban light industries and urban infrastructure and Services at the 
expense of agriculture.57 The political “prestige investments” and the quickening 
political and cultural life in towns following liberation, the build-up of the new 
State and party apparátus, the proliferation of Central institutions, the rapidly 
widening international relations, etc. are further special factors.

55 A reál industrialization process creatcs, by the way, nőt only the gap (by the faster devel­
opment of the urban industries, the imposing on agriculture of the burdens of accumulation 
fór industrialization, the urban concentration of the usc of resources, etc.) bút alsó the possi- 
bilities of bridging that gap (by the growth of industries serving the development, of agri­
culture, the reallocation of the resources of accumulation, which have grown as a result of 
industrialization, etc.).

56 See: Part Two, Chapter I. 1.
57 The mineral-producing enclaves, which continuc to be favourcd as sources of raw ma-

terials, are invariably insignificant as a factor generating rural development.

As in such a way the distribution and utilization of the national income undergo 
in many countries a conspicuous shift towards the urban areas, many ideologists 
tend to discover therein the deep process of a new social set-up coming intő being 
in which “the town exploits the viliágé”. In the eláss structure of society they 
claim toseethe outlines of two basic categories evolving: the urban and rural 
population.

And since this distinction, applied to the basic economic sectors and the social 
strata working in them, may alsó imply, by and large, the distinction between in­
dustry and agriculture, or industrial workers and peasantry, the simplification and 
generalization amount to the confrontation of urban labour aristocracy and rural 
workers as two basic classes.
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As a result of the greater role of the trade unions, and the shift of employment 
towards the skilled categories, in a number of countries there has been a substan- 
tial increase in the level of urban wages. Lagging behind this is nőt only the rural 
wage level bút alsó the growth rate of national income and productivity and the 
expansion of employment.68 This phenomenon is worth looking at nőt only from 
the point of view of economic policy (the growth opportunities of accumulation, 
the more even distribution of the burdens of accumulation, the reguládon of the 
extent and structure of consumption, etc.), bút alsó from the angle of social stra- 
tification. The above-outlined demonstration, by simplification and generalization, 
of eláss formation—and nőt stratification within the basic classesl—leads, how­
ever, to false results as it ignores, in the interests of transitory and surface phenom- 
ena (as the differentiation between rural and urban areas), the lasting and deep- 
rooted tendencies (as the differentation going on in both urban and rural areas 
alike), nőt taking intő account the transitory natúré of certain special factors re- 
sponsible fór the phenomenon in question, and disregarding the mixed character 
and composition of both the urban and the rural sector.

Such a simplified eláss analysis leads then to catastrophic ideological conclusions 
like the statements that the reál social conflict, the clash of interests, lies between 
the urban labour aristocracy and the semi-proletarianized peasantry, and that the 
workers settled in towns have become a sort of exploiting and privileged élite 
who, having certain interests in common with foreign Capital or the local state 
and party bureaucracyfavouringthcm against the rural farmers and migrant work­
ers, have lost their revolutionary role. Consequently, the revolutionary forces 
have shifted to the rural areas,68 and thecore of the army fighting against imperial- 
ism and capitalist exploitation is made up now of rural workers (subsistencc 
farmers, small-commodity producing farmers and migrant workers). This is a 
new variant of narodnikism, populism,”0 which sets the ideál of romantic peasant 
rcvolutionarism against “urban conformism” and petty bourgeois opportunism,61 
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69 Sec G. Arrighi: Labour Supplics in Historica! Perspective: The Rhodesián Case. Op. 
cit.; and alsó: International Corporations, Labour Aristocracies and Economic Development... 
Op. cit. R. H. Grecn: Wage Levels, Employment, Productivity and Consumption ... Univer- 
sity College, Nairobi. H. A. Turner: Wage Trcnds, Wagc Policies, and Collectivc Bargain- 
ing: The Problems of Underdcvelopcd Countries. Univcrsity of Cambridge, Occasional Paper. 
No. 6, Cambridge Univcrsity Press, 1965.

This thesis when raised to an International lével and often intertwined with the confron- 
tation of the “rich” and “poor" and/or the “white” and “coloured” countries, appears as a 
concept of the antagonism between "industrial” and "agrarian" countries, in generál, and 
professes the concentration of the revolutionary forces of the world and their leadcrship in 
the agrarian countries.

Sec P. Worslcy: The Third World. London, 1964. - F. Fanon: Les Damnés de la Térré.
" Here again we are faced with the usual simplified interpretáljon of eláss consciousness 

which regards the latter as merely the function of the sizc of income. What is, however, far 
morc important fór generating the workers’eláss consciousness and solidarity than their sim- 
ilarly low living standards. is their sense of community which ariscs and develops particu- 
larly in the big industrial enterprises, i.e. the sense of bclonging to and relying on each other, 
and being exploited by and depending on the same capitalists. It is nőt accidental that, in



and opposes rural messianism to “proletarian messianism”.62 And since the rural 
masses, unlike the urban working eláss, are difficult to organize and the propen- 
sity to individualism is much stronger in them, the logical conclusion is the ideal- 
ization of guerilla warfare and the practice of adventurous coups rather than an 
organized eláss struggle.

A specific, more or less African variant of the above theory is the one which 
refers in its reasoning nőt only to thegreat inequality of incomedistribution between 
town and country, and accordingly to the poverty and exploitation of the rural 
population making up the majority of society, on the one hand, and to the privi- 
leged position and bourgeois-mindedness of the urban population including the 
élite of the working eláss, on the other, bút it alsó contains the assumption that 
rural society is nőt yet contaminated by capitalism, that the ancient communistic 
traditions still survive, that society is still undifferentiated. Consequently, the pre- 
servation or restoration of the ancient rural way of life opens up the direct road to 
socialism.

The communistic traditions and organizational forms, the common property 
of land, the high degree of solidarity within the community, etc. really constitute 
great values and powerful reserves in the case of a socialist short cut. The theory 
in question includes, however, nőt only the acknowledgement of this value bút 
alsó the unawareness of the consequences and effects of colonial capitalism, the 
operation of the dual economy and the developmental tendencies of rural economy 
as well as an ignorance of the differentiation which has in reality clearly got under 
way.63 Thus, despite all good intentions, it is an irremediably naive theory.64

spite of their much lower incomes, the workers of small-scale enterprises are rriuch more in- 
clined to have petty bourgeois and individualistic propensities.

82 Marx did nőt look upon the historical role and revolutionary mission of the working 
eláss as a sort of “messianism” at all, nor did heexplain it by the specific qualities of the work­
ers or the measure of their poverty, even less by their staying out of the process of economic 
development. Just the contrary: he deduced it from the natural growth of the social role and 
weight of the working eláss which completely coincides with the inevitable trend ofthe process 
of economic development, and from the increasing contradiction between that role and its 
adequate social recognition. Instead of “messianism" he pointed out the “simple” historical 
tendency and the fact that this is the eláss whose social existence, and role in the economic 
basis of society, whose eláss consciousness (more exactly the social character of its conscious­
ness), as well as its organization come intő force, grow and develop together with the generál 
and objective tendency of the historical development of productive forces and the expansion 
of industry and technology.

To deny this historical role means the denial of history and, in relation to the undcrdevcl- 
oped countries, the implicit assumption that the process of their industrialization and agrarian 
transformation is blocked permanently, and this blockadc, at least according to this logic, can 
only be raised by the world-wide revolt of rural revolutionaries.

83 The differences between the individual African countries are, of course, considerable in 
this respect, too. (Fór particutars see R. Barbé: Social Classes in Black Africa, or I. Cox: 
Socialist Ideas in Africa. London, Lawrence and Wishart, 1966 )

88 Similar or perhaps even more unfounded illusions were nourished by the Russian narod- 
niks about the rural society supposed to be still untouched by capitalism and the communal 
system of “mir” still surviving in its remnants in tzarist Russia, which, they thought, could 

272



Nevertheless, as an ideological theory directed against bourgeois or middle-class 
individualism and as a political tendency demanding the improvement of the liv- 
ing conditions of the masses of African society and a more equal income distri- 
bution, African “populism” based on this theory may fulfil a positive practical 
role, providing it is nőt “manipulative populism” serving the concealment of reál 
interests and processes.65

One of the most crucial phenomena which deserves particular attention when 
analysing eláss formation and provides an opportunity and a tool nőt only fór 
efforts like those mentioned before to blur over the basic eláss boundaries bút alsó 
fór a better understanding of reál processes, is the rapid growth of an “élite” of 
civil servants, managers, administrators, bureaucratic, intellectual and military 
elements—especially in the newly independent African countries.

The growth of this “élite” is closely connected with the complex structure of 
administration inherited from colonial period and the disproportionate increase 
in the state apparátus (and army) in the rather balkanized African countries, as 
well as with a number of other factors as, e.g. the way of Africanization of the 
state administration and army without changes in patterns; the “Africanization” 
policy of foreign firms adopted in order to feel secure and achieve a better reputa- 
tion (by putting Africans as dummies in managerial and senior positions); greater 
possibilities fór Africans in professional careers (as a result of the abolition of 
racial diserimination, a certain withdrawal of racial minorities and extended edu- 
cational opportunities); the increased demand fór leading personnel of African 
origin, i.e. fór managers, administrators, accountants, engineers, technicians, and 
other educated staff, etc. (as a result of the nationalizations in a number of coun­
tries and/or the establishment of mixed state companies and para-statal organ- 
izations). The privileged position and high income of this élite is due above all 
to the great shortage of adequately qualified and trained personnel. It alsó arises 
from the fact, however, that the gradual replacement of expatriates by nationals 
leaves the scale of salaries, which was adjusted to metropolitan income relations, 
practically unchanged (according to the principle “equal pay fór equal work”), 
which is often revised even upwards by the corruptive policy of foreign firms and 
States. The increased political role of this élite follows from the fact that as a re­
sult of the mixed and transitory natúré of production relations and the rather un- 
formed character of eláss relations there arc hardly any politically organized eláss

thcrcfore provide the foundations of socialism. Lenin is again worth quoting: “We have just 
mentionod the bad counsellors... who arc fond of saying that the pcasants alrcady have such 
a unión. That unión is the mir, the viliágé community.. ■ This is nőt truc. It is a fairy talc. A 
fairy talc invented by kind-hearted pcoplc ... If we listen to fairy talcs we shall only wrcck our 
causc, the causc of uniting the rural poor with the urban workers." (English translation quoted 
by I. Cox: Socialist Idcas in Africa. Lawrcncc and Wishart, London, 1966, p. 49. The origi- 
nal in Russian: The Alliancc of the Working Class and Peasantry. The Two Tactics of Social 
Democracy...)

•* Fór a short bút comprchcnsive summary and critique of African populism sec 
J. S. Saul: On African Populism. University College, Dar cs Salaam, Marcit, 1967. 
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forces available, and the leaders of the political parties are recruited mostly from 
this social group. (This group smaller by far in number and matéria! power, en- 
joyed even under colonialism a privileged position when compared with the great 
masses of the population. At the same time, they could increasingly feel the draw- 
backs of racial discrimination, the humiliating subordination and the colonial 
relations blocking the way to get to the top in their career. This provides the ex- 
planation fór the dual position and dual behaviour of this élite which supplied 
both loyal servants of colonialism and leaders fór the national liberation move- 
ments.)

No doubt, we are faced here with an important source of eláss formation, or, 
since the “classical” ways of eláss formation are relatively impeded,06 probably 
even with its most important source at present. The reál question, however, is nőt 
whether the emergence of the élite is or is nőt a source of eláss formation, bút 
rather: what eláss it is a source fór and whether it is fór a new, independent one.

A social stratum of a composition similar to this élite (the so-called “middle- 
class” and intelligentsia) alsó exists in the developed (European) eláss societies. 
Its social position and roleand its relation to the basic classes, however, are fairly 
clear and well defined; its character is determined by the prevailing eláss relations. 
It is merely a supplementary appendix to the basic classes. It may constitute a 
communication channel between them and even a source of supply fór them, bút 
cannot develop intő an independent eláss.

The question is whether this stratum, under the mixed, heterogeneous and tran- 
sitory socio-economic relations prevailing in the underdeveloped countries, can 
develop intő an independent, ruling eláss of society,

Social classes cannot exist without the characteristic production relations giving 
birth to them. However, the formation of this élite is nőt connected with the change 
of the character of production relations bút only with somé modifications in them 
and a few transitory, temporarily effective factors. In the possession of State power, 
this élite can undoubtedly influence the development of production relations, too, 
bút the way it does alsó determines its own fate. Since the predominant relations of 
production in the backward economy inherited from colonialism are de facto 
capitalist relations which make even the surviving forms of precapitalist relations 
carry in them the tendency of capitalization, this élite will either íight against these

” The transformation of the rural sector is impeded, as we have seen, by external and inter­
nál factors, and the formation of an African agrarian bourgeoisie, the kulak stratum -just 
like that of a reál agrarian proletárját can only proceed very slowly, though the difTerenti- 
ation process has already got under way. The spontaneous rise of a local urban industria! and 
merchant bourgeoisie from the further evohition and dissociation-transformation of the urban 
small-scale industry and petty trade alsocomes up against innumerable obstaclesand difiiéülties 
though it alsó has already made somé progress. In addition to the obstacles already discussed 
(e.g. the overwhelming competition of foreign capital, lack of spscialization, dispersal 
of capital, accumulation and marketing diflicultics, etc.), we must alsó takc intő account the 
fact that it is precisely this petty and intermediary trade, small and service Industries, etc., 
that are usually handled by the racial minorities (Asians, Arabs), whosc business expansion is 
alsó impeded by objectivc and subjective factors arising from their peculiar position.
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relations or serve their expansion and further development. In the latter case its 
fate and role is clear and unambiguous enough: the élite itself will become part of 
the capitalist eláss, i.e. instead of an independent eláss, a source of the formation 
of the bourgeoisie.

In the former case, however, the question—as the question of socialist develop­
ment in generál, too,67—is more complicated, in view of the lack of one of the 
essential conditions of anti-capitalist development, a well-developed industrial 
working eláss. Is it possible fór this élite—if supported by various internál and 
external forces—to bring about, on the one hand, a wide State (more exactly state- 
capitalist) sector by ousting foreign Capital and preventing the creation of, or 
appropriating the local priváté Capital, and to develop, on the other, intő a self- 
reproducing eláss and ensure permanently its privileged position and parasitical 
existence based on the sharp inequalities of income distribution ? In other words, 
shall we witness the coming intő being of a social system similar to the “Asian mode 
of production” embodying a specific form of coexistence of communistic and ex- 
ploiting relations in which the communal ownership as the basicproduction rela- 
tion and the horizontally effective communistic relations are supplemented by 
and subordinated to the vertical relations of exploitation operating through and 
by State power?

Like all analogies, the comparison with the Asian mode of production is, of 
course, rather shaky, yet it hclps to illuminate certain crucial points. After all, the 
Asian mode of production, though it lasted fór centuries, was temporary, and the 
State élite constituted a veritable cxploiting “eláss”. Bút thelastingcharacter of 
this “transitory” period was ensured by the external isolation of the society as a 
whole, and within the society by the internál isolation of the State aristocracy and 
the great socio-economic immobility and stagnation stemming from the primitive 
communistic relations coupled with the undeveloped forces of production. The 
reproduction of the ruling élite wasrealized as the natural reproduction of a hered- 
itary aristocracy whose stability and basis were provided by the determined se- 
qucnce of ruling personalities.

It is obvious that in the present underdeveloped countries, however large the 
backwardness of their productive forces and the alienation of their élite from the 
masses of society may be, such a transitory formation cannot be maintained fór 
long even by open military forcc. This is nőt only because the precondition of 
external isolation cannot be ensured (in view of the open charactcr of the economy 
and the modern means of international communication, etc.) bút mainly because 
social mobility will necessarily assume such proportions, owing to the inevitable 
development ofindustry and education, that the very preconditions fór the for­
mation and isolation of an élite will gradually ceasc to exist.

A social stratum, which is nőt the owner of the means of production and cannot 
ensure its privileged matéria! position bút only by regulating the distribution 
relations by non-economic (political), exogcnous means contradicting the actual

” We shall rcturn to this question fór a brief discussion in the iast chapter. 
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production relations, which is unable to maintain its own isolation and repro- 
duction, and whose objective social function does prescribe, after all, to develop 
the productive forces and to increase social mobility, this social stratum is bounded 
to lose sooner or later the political power which could maintain, beyond the 
effect of the temporary factors, the inequalities of income distribution.

Consequently, it is impossible fór the élite to become a new, independent social 
eláss. The alienation from society of the bureaucratic élite may retard the process 
of socialist development bút cannot determine by itself, without changes in owner­
ship relations, a new direction fór the basic cause of development. The élite as it 
exists today will either merge with the bourgeoisie of an unfolding capitalist 
society,68 or will dissolve, losing its élite character, in the process of socialist 
development.

Since, however, nőt only the fate of the élite depends on the direction of socio- 
economic development bút the élite itself is, under the condi ions of a mixed eco­
nomy and a transitory society, one of the most important social factors making 
the choice between the alternative directions of development, therefore the investi- 
gation intő its formation, character and changes constitutes an indispensable 
part of eláss analysis.

At this juncture, let us sum up in brief the main characteristics of the basic 
social classes.

(1) The proletariat still has strong links with the viliágé, the peasantry. The búik 
of wage workers are engaged in agriculture, and their separation from the basic 
means of production, of land, is in most cases only partial, especially in territo- 
ries where the precapitalistic forms of exploitation have survived to a large extent 
(as in Southeast Asia), or where the primitive communistic relations are still 
existent in the traditional agriculture (Tropical Africa). A considerable number of 
wage workers still have lands of their own which are cultivated by their families 
and to which they themselves return fór seasonal work from time to time. Conse­
quently, the dividing line between peasantry and proletariat is a rather blurred one.

The number of the urban proletariat is relatively low, and usually the majority 
of the urban wage workers are employed nőt in industry, bút either in households 
(domestic servants), or in trade and the Services, and as auxiliary labour in civil 
service, or they do all kinds of odd jobs. As to the ratio of industrial workers 
there are of course considerable differences between the individual underdeveloped 
areas, depending on the achicved levél of industrial development, the direction 
of industrialization, the techniques employed, etc. The degree of the concentration 
of the industrial proletariat is gcnerally low, with most of the wage workers being 
employed in small plants. The degree of concentration is higher in the extractive 
industries and ccrtain light industries88 owncd by the big foreign monopolies 

88 This can be observed, e.g. when the members of State burcaucracy are incrcasingly built 
intő the management of capitalist companies, become their shareholders, or embark upon 
business ventures of their own.

89 The degree of concentration, however, is greatly reduccd here by the light industry char­
acter itself of the production which gives greater scope to the putting-out system involving
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and/or in the large State enterprises newly established under the development 
programmes. It alsó varies to a considerable extent, of course, from country to 
country, and, e.g. in the large cities of the more developed Latin-American coun­
tries and a few Asian cities a fairly concentrated proletariat of the large-scale 
industry has already developed.

The composition of the working eláss is extremely heterogeneous, and its internál 
stratification is large. This follows first of all from the different measure of prole- 
tarianization, that is the different degree of dependence on wage labour. In this 
respect two main categories can be distinguished: the proletariat proper (who 
have been completely “freed” from the means of production and the traditional 
precapitalist bonds restricting their mobility) and the semi-proletarianized peas- 
ants and artisans who carry out, in the possession of their own means of pro­
duction, independent production, too, in addition to wage labour. The greatly hete­
rogeneous character is further manifest in ''radar stratification,70 in the relatively 
great dispersion of skills and wages and the different character and conditions of 
the employment spheres. There is usually a big disproportionate gap between the 
wage levels of the skilled and unskilled, the settled and migrant workers in generál, 
and between the more concentrated and organized workers of industry, mining, 
harbours and railways, on the one hand, and the dispersed, unorganized workers 
of agriculture, the building industry, trade and especially the domestic workers, 
on the other. This gap is alsó connected with the fact of the “missing links” in 
the sectoral structure of the economy (particularly of industry) and even in the 
educational pyramid, i.e. with the lack of socio-economic integration in generál. 
This justifies indeed—at least temporarily—to make an approximate distinction 
between a small group of settled workers skilled in a higher (foreign) technology, 
of a quasi-“labour aristocracy” with wages usually adjusted to an imported 
income levél, on the one hand, and the wide masses of unstable, unskilled, badly 
paid and only semi-proletarianized and migrant workers, on the other. The 
intermediate strata and mainly the socio-politically decisive and well-organized 
and class-conscious army of the workers of the large-scale industry are lacking 
or hardly developed.

(2) The peasantry of the underdeveloped countries is a social group of very 
specific composition which cannot by any means be compared with its equival- 
ent in West European countries. This group is the most important constituent 
in the eláss structure of the underdeveloped countries. Since, on the one hand, 
this peasantry is the incxhaustible sourcc of the urban proletariat, which in turn

small plants, cottage industries and homccraft artisans as outworkers and, on the other hand, 
by the prcference given, recently, to the capital-intensive techniques in many places.

70 In Tropical Africa, e.g. the following main categories were formed in the colonial period: 
the best-paid (and usually skilled) European élite workers, the intermediate strata of workers 
belonging to the (Asian or Arab) minoritiesand the African “subproletariat”. Since indepen- 
dencc considerable shifts have of course taken placc, due especially to a narrow-group of 
African workers rising intő the upper categories.
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is attached permanently by thousands of links to the rural population (migrant 
workers!), and since, on the other, the precapitalistic social remnants have natu- 
rally been preserved in the rural areas, while the export enclaves have alsó devel­
oped there, the peasantry of the underdeveloped countries includes very different 
and contradictory elements, and takes on very different influences.

It was first in agriculture that violent colonial penetration and the beginning 
of the economic establishment of the colonizers made themseives felt (expropri- 
ations of land, forced production, the emergence of the plantation economies, 
recruiting of manpower, forced labour, etc.) and had the gravest consequences: 
decline of the nutrition level due to the introduction of the one-crop production 
and the subsequent drop in food production; overpopulation relatíve to the 
available land and cultivation techniques (in countries where the unequal distribu­
tion of land was caused by colonial land alienations); generál indebtedness of the 
peasantry, etc.

At the same time, it is the peasantry that has to bear most of the burdens of the 
precapitalistic remnants and forms of exploitation (produce deliveries, labour 
service, share farming, usury credits, etc.). And in many countries where these 
forms have been widely preserved, unequal land distribution, the indebtedness of 
the peasantry, rural overpopulation and the low nutrition level are, last bút nőt 
least, the consequence of these precapitalistic forms, too.

The composition of the peasantry varies in the underdeveloped world nőt only 
from continent to continent bút virtually from country to country. The majority 
of the peasantry consist everywhere of smallholders and farmers working on their 
plots, even if the large-scale concentration of lands is characteristic in somé 
countries, and the relation of these small-plot farmers to the land, and the forms 
of their exploitation are rather different. We can equally find the small plot, based 
on the communal ownership of land and cultivated by the equal right of use, 
holdings ceded by the feudal landlords as a reward fór feudal Services (perhaps 
as part of the land divided by the viliágé community), the independent, individually 
owned small holdings and the various forms of land tenure, etc., associated with 
the diverse varieties of feudal, semi-feudal and capitalistic exploitation.

The agrarian proletárját, or more exactly the semi-proletarianized peasants, 
the subsistence farmers, and the cash cropper smallholders are difiiéült to scparate 
from one another, and the possession of small holdings is, as a rule, just as typical 
of the agricultural wage workers as of the independent farmers.

Small farmers who make up the majority of the peasantry, whether peasants 
living in tribal communities, or serf-peasants in the yoke of feudal landlords, 
or small farmers “competing” with capitalist plantations and suffering from the 
exploitation of capitalist purchasing companies, are alike social groups filled with 
immense tension. They see the possibility of their rise either in a radical land 
reform and a large-scale agrarian programme, or in the increasing labour-absorb- 
ing capacity of the urban industry. Double exploitation, both from the parasitic 
activity of the feudal and semi-feudal ruling strata of the obsolcte traditional 
society and from the cunning exploitation by the ex-colonial companies, scttlcrs, 
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foreign commercial purchasing firms, as well as the keen competition of the big 
plantations, bring about great revolutionary energies in the peasantry of the 
underdeveloped countries.

The fact that these revolutionary energies really exist, the relatively still low 
degree of the differentiation of the small-farm peasantry and the experience of 
quite a large number of them in wage work by means of the migrant labour 
system, etc. provide the basis fór the afore-mentioned concepts which look upon 
this poor rural population as the potential or actual leading forces of social revo- 
lution and the anti-imperialist movement. The political attitűdé of this peasantry 
is doubtless strongly influenced by the pressure and exploitation from above and 
from outside. In many places this influence is even stronger than that caused by 
the new tensions and conflicts arising from inner differentiation. At the same time, 
however, the development in consciousness of this social stratum is held back 
to a great extent by the ancient ritual customs, tribal and religious prejudices. 
In addition, the large dispersion of the producing units prevents them from being 
easily organized. On the-other hand, with capitalist development making progress 
in agriculture, even when or rather especially when this process is introduced by 
the abolition of feudal land ownership and the dividing up of big land estates and 
even foreign-owned plantations, too, this social stratum is subject to a quick 
differentiation in the course of which the more well-to-do peasants, who have 
succeeded in making use of the new opportunities to get rich, turn intő capitalist 
farmers. As a result, they brcak away from the other strata of peasantry and come 
to terms with other exploiting elements.

(3) Owing to foreign dcpendence, to the activity of foreign monopoly Capital 
and the existence of the remnants ofprecapitalistic social formations.the bourgeoisie 
of the underdeveloped countries occupies a special piacé in society. As an exploit­
ing eláss it is, on the one hand, opposed to the working people of society just as 
the feudal exploitcrs and foreign monopoly Capital are, and, on the other hand, 
as a eláss retarded and crippled in its development by the external (imperialist) 
and internál (feudal and prefeudal) factors of “underdevelopment” it may alsó 
have anti-imperialist and anti-feudal features as well.

Depending on which of the two opposing features is dominant with one or the 
other part of the bourgeoisie, which of the different influences determines its 
behaviour in the ginen historical period, a distinction must be made between the 
so-called national bourgeoisie which supports the national and democratic (anti- 
imperialist and anti-feudal) tendencies, on the one hand, and the so-callcd com­
prador bourgeoisie, which is opposed to them.

It is obvious that a distinction can only be made on the basis of objective and 
pritnarily economic eriteria. This means that we must first find out to what extent 
and under what conditions the concretc economic interests of the various strata 
of the bourgeoisie rcquire co-operation with or struggle against foreign monopoly 
Capital, and how the various strata of the bourgeoisie are related to the sound 
development of the national economy, to economic decolonization and industriali­
zation.
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. í connection it is of great importance to know what position these bour- 
geois strata occupy in the various sectors of the national economy, in what branch- 
es their capital is concentrated and what the composition ofthe totál bourgeoisie 
is in this respect. This investigation alone, however, is nőt sufficient, and is infor-

1 POmtS °Ut the r°Ie and P°1ÍCy71 of forei®n ca?ital with regard 
to the individual economic sectors and its relation within the sectors with indig- 
enous Capital or with other sectors controlled by local Capital.72

Accordmg to its distnbution by economic sectors, the following strata of 
bourgeoisie can generally be found in the underdeveloped countries-

(a) The commercial bourgeoisie, usually the most important group of the bour- 
geoisie in the underdeveloped countries, which comprises the wide masses of small 
merchants and middlemen with a small capital supply and just a few employees 
as jeli as the Wholesale merchants who in a few countries have already seized 
hold of a considerable part ofthe local markét and alsó carry out foreign trade 
mononC°UntneS’thlS group is in direct contact with foreign commercial 
^rZ of\ aCt‘ng TZ medÍat°rS and SatelIÍteS' As a considerable pro- 
portion of this commercial bourgeoisie and especially the small-merchant groups 
fmm th3 ”i °n8-ln m 3 nUmbeF °f Countries- stemming in most cases nőt even 
from the colomzing country bút as “racial” minorities from other countries (e g 
Indians and Arabs in East Africa, Chinese in Southeast Asia, etc.), wide diffef- 
ences show up accordmgly between the individual countries in social stratifi- 
cation and the character of the bourgeoisie. With foreign and distributive Wholesale 
trade Corning under the control of the public sector in several countries, the sphere 
reduced 7 P°tential °f the merchant bourgeoisie have been greatly

(b) Another large group of the bourgeois eláss of the underdeveloped countries 
is the agrarian bourgeoisie. It has been created and fiiled up partly out of the 
upper stratum of peasantry, i.e. from among those farmers getting rich in the 
differentiation process taking piacé in rural economy as a result of the capitalist 
d"Z ? agnCUltUre and the exPansi°n ofthe markét economy, and partly 

a° ' “ f ím “ ‘ ' T from reUdal turnéd capitalist farmers-
apart from those few merchants who transferred their capital intő agricultural

and tíre°m£nP?Ín- V'CW “ ?PPCarS imP°rtant t0 examine the weight, sphere of activity 
any and fher h CaPi,al of ,he Hitler bourge^ie, where there ii
change (é g bv shiS í and inves,ment P°licies of the international monopolies

Fór a thorouíh Inni towaíd,V\'mpor,-su^ capital-intensive light Industries).
-ti ‘horouih analysis of the changes in the positions and relationship of local settlers’

racLlXtoZZhXS mndC Up maÍnly °f,he

u„ .k.v r । . 11 poniicai ocnaviour has been detcrmincd to a great extentcolé! 1 f ch,r““r “d “ eotlaboSg »™h
omal capital. To avoid any unjust generalization, we must admit the existence of a few 

ourgeois elements belonging to theracial minorities who becauseof theirconflictinc econnm 
. tnure... or from pottfa, <„r cc„„omit) foraigh|| .„\X"°o cXZ.m ’ ' 
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production. This group usually comes intő contact with foreign monopolies through 
the marketing of its agrarian produce and above all in export business. Its growth 
and strengthening are hindered partly by the unfavourable world-market trend of 
the agrarian exports and the competition of foreign-owned plantations and 
partly by the narrowness of the domestic markét and the underdevelopment of the 
Industries processing agricultural raw materials. In countries where development 
has taken a socialist direction, it is alsó hindered by economic (and legal) policies.

(c) The industrial bourgeoisie, usually a very narrow and less developed group, 
which is concentrated mostly in the light and food Industries and the smaller 
or larger plants of the repair industry. It consists mostly of small and médium 
capitalists. This is the group which is most exposed to the detrimental effects of 
the activity and competition of foreign monopolies, the narrowness of the domestic 
markét, the generál deficiency of capital, the shortage of qualified labour and the 
import-sensitivity of the economy. Owing to its capital shortage and poor com- 
petitiveness, this group, unless it receives effective support by the state, and given 
the existing open and disintegrated structure of the economy is hardly able to 
become the leading stratum of the national bourgeoisie, the motor of a national 
capitalist development.

(d) The financial or bank bourgeoisie is engaged in supplying credit fór industry, 
agriculture, trade and transport, or is involved in usury credits granted to peasants 
or landowners, and the related speculative land operations. Since the banking and 
credit business has developed almost everywhere under the control of foreign 
monopolies, a strong local bank bourgeoisie could develop only in a few countries 
(as, e.g. in Egypt) where the local industrial, agricultural and merchant bourgeoi­
sie was strong enough to occupy independent positions in the banking and credit 
business, in the face of foreign capital. Where this took piacé, the strengthening 
of the whole of the national bourgeoisie was given a boost. The usury bourgeoisie, 
on the other hand, which is a parasitic stratum, taking advantage of the backward 
relations, the insufficiency of the internál resources ol accumulation, and the 
existence of precapitalist remnants, does nőt usually come intő direct contact or 
conflict with foreign capital. Owing to the nationalization of the banking and 
credit institution in a number of countries, this stratum has süpped back.

These strata of the bourgeoisie cannot be found, at least nőt in the same pro- 
portion and of the same weight, in every underdeveloped country. In somé coun­
tries the national bourgeoisie has nőt come intő being at all, while in others a 
relatively strong big bourgeoisie and even groups of monopoly capital have 
emerged. The morc backward the economy and society of a country and the more 
they bcar the stamp of the colonial system, the morc the risc and activity of the 
local bourgeoisie are confined to the fields of trade and agriculture. In the countries 
of Tropical Africa fór example the African bourgeoisie-where therc is any is 
usually represented by the relatively well-to-do African “kulak” stratum cmploy- 
ing wage labour (often only temporarily), and the stratum engaged and employing 
wage labour in the retail trade and the service industries. The lattcr’s subordinate 
role and usually direct dcpcndence on foreign monopolies make it a sort of “lum-
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pen-bourgeoisie” while the living standards of the poorest strata of African small 
merchants and artisans (mainly peddlers and vendors) are even lower than those 
of the permanently employed urban wage workers. In those countries where 
Africans are excluded from trade by racial discrimination, and the lands are 
owned by European settlers-as, e.g. in South Africa- an African bourgeoisie 
could nőt develop at all.

(4) The position of feudal landlords and other leading strata of the traditional 
society has, as a rule, substantially weakened of laté in the underdeveloped coun- 
tries. This is due partly to the agrarian reforms which, though carried out mostly 
as a compromise in an inconsistent way, pushed back the precapitalist, feudal 
and semi-feudal relations in the villages, and partly to the fact that the struggles 
fór national liberation and against imperialism-colonialism revealed a consider- 
able proportion of these strata as the open support of imperialism and resulted 
in their being ousted from the political leadership.

This applies mainly to the feudal leadership of somé countries in the Middle East 
and Asia as well as to somé tribal chiefs collaborating with the colonizers 
in somé countries of Tropical Africa. Here again it would be a mistake to make 
generál statements about the political behaviour of this precapitalist social group 
as somé ofthe feudal landlords in a few countries alsó took part in the liberation 
struggles (as, e.g. in Morocco), and in other countries the orientation in foreign 
pohcy of the feudal leadership shows positive features, true, mainly fór historical 
or International motivations (as, e.g. in Afghanistan). And many a tribal chief 
in Tropical Africa were martyred in the liberation movements.

It would alsó be wrong to grant equal treatment to both the upper strata of 
feudal landlords and the church, on the one hand, and alsó the tribal leadership 
of the communal society, as the former, apart from their affiliation with foreign 
monopoly Capital and colonial rule, are the representatives of feudal bonds and 
exploitation, while the latter are the depositaries of the political and religious 
authonty of the ancient communal society and the custodians of tribal affinity 
and ancient customs. The breaking up of the political and economic power of 
the former is just as much a precondition fór development as the liquidation of 
economic dependence. Bút tribalism is alsó an outdated system and the power 
of the tribal chief may alsó be an obstacle to social integration.

These strata still have considerable economic and political power even today 
in many countries. However, beyond or along with the changes refcrred to, a 
certain transformation process can be observed, in the course of which the feudal 
landlords increasingly adjust themselves to the ncw relations, take up capitalist 
economy and gradually merge with the bourgeoisie. At the same time the rural 
development programmes, the differentiation process already started and the 
admimstrative reforms shake the very foundations of the position of tribal chiefs 
and the whole system of tribal leadership in generál.
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CHAPTER IV

PROSPECTS FÓR THE OVERCOMING OF UNDER­
DEVELOPMENT. SUMMARY AND CONCLUSIONS

The analysis of the reál natúré, causes, inner mechanism and the two interrelated, 
external and internál, aspects of underdevelopment, and the investigation intő 
the objective tendencies arising from the movement of this complex socio-economic 
phenomenon, are nőt aimed at supporting an abstract philosophical-ideological 
concept. They are rather intended to serve practical action, to draw the type of 
conclusions and work out the sort of directives fór putting intő practice an eco­
nomic policy, which concern and concentrate on the causes and the elimination 
of the disease itself, instead of its merely accessory, surface symptoms producing 
illusions and misleading as to the right treatment.

An uninitiated patient usually tends to believe in his own ideas dictated by his 
momentary pains or relief rather than the physician’s diagnosis. His illusions, 
however, are soon dispelled when the hidden natúré of his reál illness comes to 
light. It may, of course, alsó happen that the physician himself fosters these il­
lusions and, instead of treating the illness or even stating exactly its diagnosis 
he merely prescribes somé palliatives. The reál value and “science” of such 
a physician is alsó soon disclosed. The duration of humán illnesses and recov- 
eries, as a matter of course, falls within the life of the patient and the 
physician too.

The duration of the diseases of the society and economy, and the time needed 
fór the curing of such diseases, however, may spread over the life of a long series 
of subsequent humán generations, that is over a whole historical period. Conse- 
quently, it may fali beyond the time horizon of the living generations (or part of 
them). The diagnosis and treatment itself can only be stated after the long-run 
tendencies have becn revealcd. Though the accumulated expericnce of humán 
history and the scientific methods make it possible fór everybody to get to know 
these tendencies, (he Icngth of the time horizon needed makes many peoplc unin- 
tcrcsted in such investigations. “In the long run we are all dcad” teaches the 
“rcvolution-maker” of economics (J. M. Kcynes). Though the sensc oí responsi- 
bility and carc of parents fór the falé of their childrcn (and even grandchildren) 
are undoubtcd, this is nőt usually so fór the fate of other peoplc’s children. In the 
case of the diseases of society one generálion may be givcn palliatives bút the 
subsequent generálion may suílcr from the protraction or worsening of the 
disease. And since society is nőt a single homogeneous organism bút consists 
of classes, and world society is made up even of nations and peoples, the disease 
may nőt alTcct equally the individual parts of this society, morcover, the very 
overgrowth of one part may cause the atrophy of the other.
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Thus it is no wonder that a specific type of the “physician” of the sick society 
and economy has evolved who-even if he is nőt personally interested in the 
defence of the overgrown parts-acts as a proponent of symptomatic treatment 
of palhatives, as an apostle of the “short run”. We have witnessed the appearancé 
of the coffee -theoretician of underdevelopment,1 of the advocate of “mini- 
research and mim-programmes”.2 Fór hím the questions of long-run dynam- 
ism i e. htsíortca perspective and the whole socio-economic complex, i e the 
dialecticr umty belong to the world of “political belief”, “political religion” and 
will evalut^ “aCt eC?nOmiCS’ 11 is obv>ously in this fashion that he 
will evaluate the föl owing conclusions too, merely because, instead of searchin„ 

tér new coffee markets and hunting fór new creditors and donors, he emphasizes 
the necessity of perspective and structural Solutions and alsó comprises the socio- 
political aspects of further development.

The investigations of the preceding chapters intended nőt only to shed somé 
ight on the causes of the present State of the underdeveloped countries bút alsó 

to reveal the tendencies which arise from the existence of the complex socio-eco- 
nomic formation called “underdevelopment” and from the changes in world- 
economic relations constituting the external aspect and the determining factor 
of this phenomenon. These are the tendencies of the spontaneous reproduction 
of underdevelopment. F

The dialectic interrelationship of the individual factors of this complex for­
mation alsó comprises—as we have seen-a certain exchange of the causes and 
effects. The movement of the formation gains thereby a relatíve independence 
compared with, or rather corresponding to, the original external factor i e 
colonial penetration. Thus, e.g. the distorted natúré of the economy itself provides 
the basis fór maintaining or re-establishing dependence.

The relatíve independence of the movement of the formation is strengthened 
partly by the coming to the főre of the indirect forms of dependence and exploi- 
tation which are closely connected with the economic structure as a whole and 
partly by the eausal connection of the distortion and dualism of the economic and 
social structures and the lack of internál integráción with the spontaneous forces 
rnktfrornth fCCOnOmy In,ernaIly- the ^ts and fnteractions stem-
mmg from the two sectors strengthen one another cumulatively, increasc disinte- 
gration and restnctthe development offactors and forces needed fór the transfor- 
mation of the structure. Externally'. the survival of the mechanism of dependence

' '”stcad of ra|sing the question of the sense and function of the one-cron nrorinction

* Who J f underdeve|opment to the marketing probléma of "coffee” 
restricts réseírch to S ‘hc,S,ruc,ural prob,ems of whole national economy, 
estrtcts researcn to elementary particles, to mmor, narrowly defined flelds, often referrinc to 

the economicalness of research or "moredirect practical applicabüity’^ 

cXaET1™ W m'n°r patchin«'uP and bnkering ‘asks to those with structural trans-

3 See e .g the spontaneous gravitation of investments towards the existing enclave sectors 
Strangol, (bu. undcrs,.„d.b!c) ,hi, |, oflen of
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and income drains and thereby—and alsó by the preservation of the inner struc­
ture—the reproduction of “underdevelopment" as a system, on the one hand, and 
the increasing concentration of the dynamic factors of growth in the most advanced 
countries4 (scientific capacities, highly qualified labour5 and industries applying 
and developing the most advanced techniques) on the other, lead to the expanded 
reproduction of relatíve backwardness, i.e. to the increase of the international gap 
between the development levels of productive forces.

This reproduction of underdevelopment is by no means a sort of vicious circle. 
It is the reproduction of a qualitative State: of internál socio-economic relations 
and structures, and specific external economic relations, which does nőt exclude, 
on the contrary, includes and presupposes the quantitative changes.

Therefore, from the point of view of the liquidation of underdevelopment, the 
question is nőt whether there are or are nőt quantitative changes, and whether 
these quantitative changes may lead sooner or later to qualitative changes or nőt. 
(A positive answer to this question has already been de facto provided by history, 
and is provided day by day by the generál laws of the dialectics of development 
which are equally valid in both natúré and society!) Nor is the question raised in 
the form whether it is possible at all to break the magic circle of the recurrence 
of the invariable (or hardly variable) quantities (the vicious circle) and, conse- 
quently, what quantitative change, at what point of the circle, is necessary to ensure 
the induced change of the other quantities—instead of tbeir unchanged repro­
duction. The concepts of “big push”, “take-off”, “critical minimum effort”, etc. 
are, at least from this point of view, inapplicable nőt fór the reason that they 
call attention to the necessity fór quantitative cummulation. (It is, in fact, their 
virtue!) They are inapplicable because without the proper analysis of the present 
qualitative State and the determination of that State in the future which, histori- 
cally, can be and must be achieved, and which will accelerate by itself the further 
quantitative changes, the piacé, direction and extent of the necessary quantitative 
changes romáin undetermined or arbitrarily determined.6 (In this respect it does nőt

ly and dclibcrately to transform the structure as e.g. where and when the imports, greatly 
stepped up in the interest of industrialization or rural development, nccessitate the increasing 
production of the export enclave and/or where and when the machine and matériái supply 
of the ncw import-substituting industries is bascd fór a while on imports.

4 Due nőt only to the more advanced and generally morc dynamic cducational system bút 
alsó to the “brain drain” which came about under the attractivc effect of higher living stand- 
ards (and often as a result of organized actions and manipulations fór enticing qualified 
peoplc).

* Fór a comprehensivc analysis and rich illustration of this process sce Gy. Adám: UJ 
technika, új struktúra (New tcchnology. new structure). Közgazdasági és Jogi Könyvki­
adó, Budapest, 1966.

• If the abstraction, the thcoretical generalization of the conditions necessary fór the li­
quidation of underdevelopment, is merely a logical act devoid of any historical verification, 
then the result is elther a tnodcl whichcan be applied even to a small number of underdevel- 
oped countries only arbitrarily and with contradictions, producing a onc-sidedly distorted 
recipe of economic policy, or an empty and tautological formula from which no concept 
of economic policy can be derived, as e.g. the proposition that somewhere the vicious circle
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make bút neghgible difference if the qualitative State is determined bút this deter- 
minanon demes-as with Rostow—the actual process of historical development
r e assumed new qualitative State and the quantitative changes assumed to be 

necessary to attain it contradict one another.’)
n J^i the qUeStÍ°n haS tO be put: which is the qualitative state which
nőt only differs from underdevelopment as the present qualitative state bút alsó 
demes it; and consequently and accordingly which are the quantitative’changes 
that are necessary to attain this qualitative State in the shortest possible time? 
rh ° quanhtahve changes (and so the preparation of the qualitative
change too) take piacé in the short-run processes of daily practice and their 
sequence. Therefore the sigmficance of everyday practice, and of short-run con- 
cepts and economic policy is extremely great. The reason, therefore, why this last 
c apter concentrates nőt on the acute and tactical questions of short-run economic 
policy, is by no means an underestimation of the importance of a short-run eco- 
nomic pohcy mducing quantitative changes and aiming at overcoming the imme- 
diate daily problems. The reasons are different: on the one hand, there are a 
great number of scientific studies dealing with such questions of economic policy 

industrialization, agranan development, foreign trade and financing, employ- 
ment and wages, etc. illuminating these problems from various angles and reveal-

re,atl°nsh'Ps- In so far as these questions appear as tactical questions. 
as questions of the concrete priorities of development and of the methods to be 
adopted, the conclusions of these studies, even if they are contradictory, are hardly 
open to cnticism unless we question their applicability to a given country Who 
would deny that there are countries where the priority of agrarian development-at 
least fór the preparation of industrialization-is fully justified, or that in another 
country the development of the light industries ensures the most favourable start? 
The choice of techmque, the sectoral priority, the priority of export orientation 
or of import substitution, etc. as tactical questions can be debated only if time and 
piacé that is, the concrete relations, are indicated, i.e. if these questions are pút 
n the framework of case studies. In a work, however, dealing with the generál 
hWS í °f underdcveIoPment a'’d the prospects of overcoming it

they should be discussed only if they appear as strategic, long-run questions or if
th daim tO aPP'y t0 aH underdeve'oped countries. Therefore it 

is justified in this respect too to concentrate here on the generál prospects of further 
development, on the strategic long-run problems. On the other hand, the raising 
of long-run, strategic questions makes it easier to evaluate the tactical questions

~ w. rf

........ .
cnnHhinn f„r -tol,- „«•" • '1 y’ U per tent ma'gin Of nct mvcstments as a prc-
Zí f h k ff ' «• ,ts< madequate as its attainment or even prolonged existcnce

a 8uaran/ec for take'off’and h is usual,y °nly oSuZcc or
the latter that we can mfer the previous existcnce of its prcconditions. 
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of a short-run economic policy too, and enables us to determine the right direction 
of the necessary short-run quantitative changes.

The political economy of underdevelopment proves that there are two aspects 
of this historical product of which originally, i.e. from the point of view of the 
determination of the origin and natúré of the product, the external aspect was the 
dominant one. Today, however, owing to the complex character and relatíve 
independence of this product, the external and internál factors mutually presuppose 
and determine each other.

Consequently, the liquidation of underdevelopment alsó embraces two inter- 
retated aspects-. the external and internál ones.

In so far as we are examining the external aspect nőt from the angle of a single 
underdeveloped country, that is nőt as the aspect of the dependence and exploi- 
tation of a single country, bút in relation to the entire underdeveloped world, 
the Tiers Monde, then we are, as a matter of fact, faced with the question of the 
international solution, of the international liquidation of underdevelopment. 
Thus it is nőt the questions of a national economic policy, nőt even of a national 
foreign policy bút the problems of the transformation of international economic 
and political relations which come to the főre in the analysis. It is anyway justi- 
fied to deal with these questions first: if the international factor played a deter- 
mining role in the emergence of underdevelopment, then it may seem logical that 
the liquidation of underdevelopment too requires an international solution.

1. THE PROSPECTS OF THE INTERNATIONAL LIQUIDATION OF 
UNDERDEVELOPMENT

What kind of international solution8 can be expected?
Underdevelopment as an international problem appears nőt only in the way 

the socio-economic development of certain countries is blocked by and within 
the complex phenomenon callcd “underdevelopment”, and that this phenomenon 
and its external factors must be eliminated in order to clear the way fór develop­
ment, bút it is manifest alsó as relatíve underdevelopment, as a gap between rich- 
ness and poverty. This dual aspect of the problem can alsó be found in the case 
of eláss antagonism within a single society: the worker is nőt only prevented by 
Ws exploitcd and oppressed position from achieving an adequatc improvement 
in his living standard and cultural-cducational levél and from evolving freely all 
his qualitics, bút he alsó fecls the burden of his relative poverty. According to 
which of the two aspects is emphasized the suggested solution is either the 
redistribution of goods or the liquidation of cxploitation and oppression.

• Let us disregard here those minor quantitative changes that arc opposed to the tcndency 
of the international reproduction of underdevelopment or at least tend to case the eífect of 
the unfavourable international factors. Nőt as if the efforts to reform international trade or 
International payments Systems and aid policies werc of littlc avail, bút merely because here 
we arc only concerned with the questions of strategic Solutions.
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If the redistribution of goods or, more exactly, incomes at the international level 
(as well as within a single society, too) is nőt accompanied by (or rather results 
from) the transformation of the bases of the system or formation, i e by the 
hquidation of the relations of exploitation and dependence, a final solution, no 
matter how radical the change in income distribution, cannot be brought about. 
Just as much as it demonstrates the misunderstanding of the essence of capitalist 
society to assume that the social problem and the revolutionary trend stem simply 
from the poverty of the workers, it alsó shows the failure to understand the natúré 
of International capitalism and underdevelopment if we cherish illusions about an 
income-redistnbution through aid, compensations, grants or contributions to the 
extent of one (or even much more) per cent of the national incomes.9

The supposition that a world State, a supra-national government, that is inde- 
pendent of national interests, might develop out of the international organizations 
PerhaPs from the United Nations Organization, which could control and govern 
the redistnbution of incomes as well as the allocation of the factors of production 
is alsó unfounded and just as chimerical (or even more) as the belief in the possi- 
bility of a state above classes and free of eláss interests.

If this is so, then nothing seems to be left bút the revolutionary overthrow of 
the International system, the world revolution of the peoples of underdeveloped 
countries. If the solution within the society of a single country is provided by the 
revolution and takeover by the exploited, then the solution at the international 
level seems to be the revolution and seizure of power by the exploited nations. 
This analogy is highly tempting, bút nevertheless misleading, nőt only because 
the boundanes of exploitation do nőt coincide with the national boundaries (though 
this is the main reason!), bút alsó because the conditions fór such a “revolution” 
are entirely different from those fór a social revolution (and alsó self-contradic- 
tory). While the conditions fór the social revolution10 of the proletárját arc created 
and its success assured by the objective process of economic development in which 
the social sigmficance, force and organization of this eláss are continually increas- 
•ng, the International revolution, or rather the war of the underdeveloped countries 
as such is hopeless from the very first, because their uprising, unlike that of the 
proletanat, could nőt paralyse the life mechanism of the enemy, and so its success 
would presuppose such a concentration of forces which the underdeveloped 
economies are incapable of producing. To suppose the availability of the military 
and matenal force necessary fór the faintest hope of success simply contradicts 
the pnmary condition, i.e. the cxistcncc of underdevelopment.

ff a8“ins'such illusions does nőt mean on any account that we intend to under- 
estimate t he efforts (or the concrete partjai results they may yield) made to intensify the aiding 
activity of the International organizations, to improve the structure and effectiveness of loaij 
to extend grants mcreasingly on an international basis, to rcailocate, in favour of the under­
developed countries, the mtellectual and matéria! resources made free through the rcduction 
of the costs of armament, to solve the nutrition problem by international actions, etc.

By which we should nőt neccssarily understand a violent revolution bút a revolutionary 
that is a radical quahtative social transformation, cither in a violent or peaceful form.
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As a counter-argument one could perhaps refer to the victory of revolutionary 
Russia, though an underdeveloped country, over the intervention of 14 countries. 
The argument, however, is a false one. This is partly (and less significantly fór us 
now) because Russia’s revolution was nőt a world revolution bút the transforma­
tion of the social system of one single country,11 and partly because it was above 
all nőt the revolution of “underdevelopment” or “poverty” against “develop­
ment” or “affluence”, bút a social, a eláss revolution. And as such it did enjoy 
alsó the support of the exploited classes of the advanced countries. The front 
lines ran nőt along the national boundaries of underdevelopment and develop­
ment bút along the international lines of social classes. Soviet Russia was nőt only 
the first underdeveloped country to come intő conflict with international capitalism 
and to start building socialism, bút she was at the same time alsó the product 
of international socialism, in the sense that it was alsó owing to the international 
forces of socialism (existing in the advanced countries as well), that she could start 
the liquidation of her underdevelopment.

11 True, parallel with sotne attempts alsó made in other countries. Bút without the revolu­
tion in the advanced capitalist countries it could nőt lead to a world revolution. “World revo­
lution" on the basis of underdevelopment can only be an illusion, or adventure and tragic 
attempt.

Isn’t it possible then to remove underdevelopment by such a world revolution 
in which the underdeveloped countries would enjoy the support of certain 
advanced countries or of certain social forces in the advanced countries?

Such a revolution is of course possible bút then it would be no longer the world 
revolution of “underdevelopment”, the war of the “underdeveloped” nations 
against the “developed” ones, bút a social revolution and as such the only possible 
one: the revolution of the international working eláss. The reál “front lines” of 
such a revolution would cross- in a similar bút much more decisive way than in 
the case of the revolution of the Russian proletárját—the national frontiers of 
nőt only the developed capitalist bút alsó the underdeveloped countries, in other 
words it would be fór both of them a revolution against both the local just as 
well as the international exploiting eláss.

Bút the conditions fór such a revolution do nőt come intő being so easily. 
It would alsó be necessary fór the maturation of revolutionary conditions in the 
various countries to be synchronized in time. Such a synchronization could, how­
ever, bccrcatcd only by a common, world-wide event. Apart from a natural catas- 
trophc necessitating the rapid transformation of world society and the control 
by it of the economic resources, or from the attack by the inhabitants of another 
plánét—fór the time being only the subject matter of Science fiction, comics and 
primitive films—, such an event could be e.g. a world war sparked off by the 
impcrialist powcrs, or an international economic erisis. As to the former, the 
impcrialist powers themselves arc bccoming increasingly awarc nőt only of the 
military risks (in vicw of the cessation of the nuclear hegemony), bút alsó of the 
social dangers, especially the internál ones, arising from an imperialist war.
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Although there are a great many factors working against the actual possibility 
of an international economic crisis breaking out (such as e.g. the large-scale 
desynchronization of the reproduction cycles since the war, and the growing 
intensity of State or even supra-national State monopoly intervention, etc.), the 
tendencies working in its direction, above all the chronic disturbances in the 
mechanism of the world markét and the system of international payments, cannot 
be underestimated either. It is rather questionable, however, whether such a crisis 
would affect with equal force the working classes of all countries, or at least the 
majority of them, in both the advanced and underdeveloped sectors of the capitalist 
world, whether and to what extent international capital would succeed in the 
unequal distribution and the shifting of the burdens of the crisis nőt only within 
the country bút alsó at the international level.

World revolution is impossible without the participation or support of the work­
ing eláss in the advanced capitalist countries, or at least its majority. An export 
of the revolution or a world war started nőt by the imperialist powers would imme- 
diately transform the intended social revolution intő a war between nations (or 
even “races”), regrouping thereby the reál front lines of the opposing forces in 
such a way that this war would no longer be a war between the exploiters and the 
exploited.

An international solution fór the radical liquidation of the basic external factors 
of underdevelopment, that is one which would equally and simultaneously affect 
all underdeveloped countries, could only be provided by the collapse of capitalism 
in the advanced countries, i.e. by a social revolution, which as and in so far as an 
international revolution spreading over the entire capitalist world should neces- 
sarily and primarily include the action of the working eláss of the developed 
countries, too.

Neither the palliating actions of the international organizations, and their 
programmes aiming at a “fairer” income and benefit redistribution, nor a war 
between the “poor” and “rich” countries (or, as they are sometimes called the 
“primary producing” and industrial countries) and nőt even the proclamation 
of such a war as “world revolution” by an ideology falsifying the reál eláss rela- 
tions, can bring about a solution. The former prove necessarily abortive because 
they leave the basic relations unchanged, and the latter is alsó foredoomed to 
failure, because its cssence is utterly false.

If, however, the victory of a social world revolution presupposes a revolution 
within the advanced countries, too, the questionarises whether it is only the prole- 
tariat or alsó other social strata that can carry out such a revolution. And whether 
the working eláss of the most advanced countries can be supposed to start a rcvo- 
lutionary action at all? To answer these questions it is necessary to understand the 
essence of capitalism and the natúré of classes. As long as anyone trics to under­
stand the necessity of the historical fali of capitalism simply from the angle of 
growing poverty instcad of the increasing antagonism between the priváté 
ownership of the means of production and the morc and morc social charactcr 
of the rapidly developing productive forces , and regards the forces of a rcvo- 
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lutionary transformation as a messianic force born out of poverty and nőt as a 
eláss belonging to and growing and concentrating with the development of the 
productive forces of an increasingly social character, a eláss separated from the 
productive forces “only” by capitalist priváté ownership, he will answer these 
questions by statements about the proletárját of the industrial countries getting 
poisoned by “generál corruptness”, “bourgeois-mindedness” and growing increas­
ingly intő the middle eláss, and consequently by searching fór the new Messiahs 
and apostles of the revolution.12

It is true that with the unfolding of imperialism, and the colonial system, the 
actual sphere of overthrowing capitalism has shifted towards the less developed 
countries while the capitalist system has remained unchanged in the most advanced 
countries. It is equally true that this shift is partly and quite considerably due to 
the formation within the western working eláss of a labour aristocracy alsó bene- 
fiting from colonial exploitation, and alsó the considerable risein the living stand- 
ards of the employed workers in generál after the Second World War.13

On the one hand, however, this shift is nőt simply and generally a shift from the 
rich, industrial countries towards the poor, primary producing countries bút a 
shift, resulting from the concrete relations of international capitalism, towards 
less developed countries where the contradiction between labour and Capital, 
owing to the dual exploitation by foreign capital, has assumed an especially sharp 
fönn. On the other hand, this shift does nőt testify by any means to a drying up 
of the revolutionary energies in the western working eláss. The advent of a new 
and successful revolutionary wave is no far-fetched illusion nor is it just a remote 
possibility. Whether it would be confined to a few countries or would embrace 
simultaneously the entire advanced capitalist world is of course another question.

Thus the way to liquidate underdevelopment internationally, on a world-wide 
scale is nőt a blocked road, bút a road fit fór traffic only if the coexistence of 
certain conditions is secured. Otherwise it inevitably leads either to a blind alley 
or an abyss. From this it follows at the same time that the historical-Iogical suc- 
cession of the causes of underdevelopment does nőt necessarily determine in the 
same order the course of its liquidation. In other words, it does nőt necessarily 
follow from the fact that underdevelopment is the product of international capi­
talism, that without and before the collapse of international capitalism nothing

” Consequently and logically, the proponents of this theory are bound to make a stand 
against the steps taken to raise the living standards of the workers in any country, in the so­
cialist as well as in the underdeveloped countries alike, since cach of these steps decrcascs, in 
their opinion, the revolutionary energies and incrcascs opportunism. In other words, the suc- 
ccss of "world revolution" aimed at liquidating underdevelopment scem to require the pre - 
ervation and intensification of poverty, if neccssary, in an artificial way.

13 Of course alongsidc and in connection with a number of other factors, e.g. the intehsi- 
fication of State intervention to prevent major economic and social cőnclusions, the boom 
eífect of the scicntific-tcchnological revolution, and, on the other hand, the errors and splits 
in the leadership of the labour moverhent and, last bút nőt least, the negative cffectof Stalin- 
ism on the international workers’ movement.
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can be done about its liquidation. If the international solution is the function of 
several factors and is laté to appear, it is worth investigating what prospects are 
open (beyond, of course, the smaller and short-run quantitative changes), fór and 
within the individual underdeveloped countries to overcome underdevelopment, 
and how even the international solution is connected in the last analysis with the 
realization of these prospects.

2. THE PROSPECTS OF THE LIQUIDATION OF UNDERDEVELOPMENT 
WITHIN THE FRAMEWORK OF A SINGLE NATIONAL ECONOMY

The external aspect of underdevelopment appears, from the point of view of a 
single underdeveloped country, as dependence on, and income loss through, foreign 
capital and the capitalist world markét. A radical change in this situation raises 
the alternative of either a complete isolationism, of autarchy, or of joining the 
non-capitalist, the socialist world markét.

Though it undoubtedly alsó includes considerable advantages14 and may 
become, under certain conditions, a necessary, enforced solution,15 isolationism 
alone, apart from the various external (and internál) forces against its implemen­
táljon, cannot ensure the elimination of underdevelopment and may even be the 
source of obstacles and losses to it. Autarchy nőt only makes it impossible fór 
even the positive effects arising from international specialization, trade, the 
“demonstration effects” of production and techniques, etc., to unfold and may 
alsó deprive the country of the accessory resources which may prove necessary, 
bút its success as a malter of course presupposes substantial and easily mobilizable 
internál resources, in other words a potentially rich and large country. The liqui­
dation of underdevelopment depends in this case on the way of internál mobiliza­
tion, that is the internál socio-economic transformation. Leaving out of account 
here what effect isolationism may have on the very process of socio-economic 
transformation in an underdeveloped country embracing heterogenous, mixed 
socio-economic sectors, it seems at least unjustified to suppose isolationism as a 
policy to be followed by a society which is still before the socio-economic trans­
formation determining its way of development.

The joining of the socialist world markét, that is of the socialist international 
division of labour as an alternative alsó presupposes a preceding socio-economic 
transformation either already fulfilled or started. As long as the currcnt tasks are 
confined to the questions of establishing and expanding trade relations, hunting 
up new sources of credit and aid, and particularly selling the unsaleable surpluscs 
of export crops, an underdeveloped country may fetch, perhaps, more favourable

14 As e.g. the abolition of profit and income repatriation, the elimination of unfavourablc 
world markét and “demonstration" effects, the more encrgctic conccntration of internál rc- 

sources, etc.
ls As it bccame an economic neccssity in the Soviet Unton fór a time, under the prcssurc of 

the hostile environment.
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prices and credit conditions and may use these relations (and she is wise if doing 
so) to strengthen her position on the capitalist world markét and improve her 
bargaining position with foreign Capital, bút the socialist countries can hardly 
disregard in these relations the laws of movement and effects of the capitalist 
world economy. Without (or before) the socio-economic transformation of an 
underdeveloped country, these relations mean essentially— even if partly by trans- 
mission—relations between the capitalist and socialist world markets. The more 
favourable prices, credit conditions and grants may only mean assuming part 
of the burdens and losses the capitalist world economy imposed on the under­
developed country. That is why, apart from the problem of structures and resources 
of the socialist countries and the potential conflict between the international and 
national aspects of policy, they are kept within quite narrow limits.16

The independence from the capitalist world economy, the liquidation of external 
dependence and exploitation either in the form of (the unjustifiably assumed) 
isolationism or in joining the socialist world markét and international divisionof 
labour, that is the liquidation of the external aspect of underdevelopment, is, 
in the last analysis and under the actual international conditions, the function 
of the internál aspect. From this follows the enormous significance of the internál 
sphere of the struggle against underdevelopment, the special importance of 
a policy including its implementation by rational economic activities in prac­
tical processes which aims within the framework of the individual national eco- 
nomies at the structural transformation, rapid development and internál integra- 
tion and thereby at achieving external independence. Though underdevelopment 
is an international product, development policy still has a basically nationa 
framework. .............. , , , .

Let us examine now if there exists a strategy fór the liquidation of underdevelop- 
mcnt which, in spite of obviously external, international factors ofthe emergence 
of underdevelopment, can be implemented even within the national economies. 
If there exists such a strategy, let us examine what aims, means and processes it 
necessarily includes, and in what direction it is likely to develop.

When examining the outlines of this strategy, let us disregard the tactical ques­
tions of economic policy varying from country to country. And let us alsó dis- 
regard those generál problems which appear, in the course of the practical implc- 
mentation of economic policy subordinated to strategy, as the complex of socia 
reactions within or across the eláss boundaries, and which show certain regulanties 
apt to make gcncralizations from. However, the latter abstraction is lessjustifie 
as such reactions alsó limit the possibilities of rational economic action at the 
level of the national economy especially in societies with transitory or less defined 
eláss boundaries. In addition, disregarding these reactions when taking political

>« Wh^n wn emnhasize the content and limited sizc of taking over these burdens and losses, 
hn ,«v means tounderestimate the socialist countries'commitmentsdenvmg

we do nőt intend by any ncan o unde.est mate the of ad_
from International solidarity (that is, achieved bv the under-vanced capitalist countries) and their common mtcrests in the prog.css ach.evcd by 

developed countries.
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decisions, may bring about such shifts or even a vacuum in the political power 
relations as may endanger the implementation of the strategy.17 If we neverthe- 
less dispense here with the discussion of the dialectics of political decisions and 
social reactions, we do it partly because we are able to refer to a monograph 
written with exceptional insight and experience in the subject,18 and partly because 
the questions touched upon in this chapter are concerned with the main processes 
and eriteria promoting the liquidation of underdevelopment, and nőt so much 
with the more or less regular difficulties of these processes, nor with the ways 
and means of avoiding or easing them. Besides these abstractions, let us suppose 
an underdeveloped country which, when implementing the strategy under examina- 
tion, does nőt break away from the capitalist world economy and is nőt isolated 
internationally.

17 The "national-economic optimum” in a transitory economy with its mixed sectors, com- 
prising heterogeneous social clemcnts, does nőt coincide with the “social optimum by a long 
way. Economic decisions give rise to new clashes of interests and social conflicts which, if 
driven to the extreme, may doom the otherwise economically “optimum” decisions to failure. 
Therefore the reaction of the agents of economic lifc to the decisions of economic policy and 
the possible means of influencing this reaction require a thorough study. It is by no means a 
matter of indifference e.g., fór the future and efficiency of the otherwise Progressive political 
trend and economic strategy what the position and reaction of the dynamic political institu- 
tions, the cxecutivc power, the army, the régiónál power factors, the groups, organizations 
and personalities embodying the power of the modern economic sectors arc like and how they 
change, what shifts take placc within and between the factors of political power as a rcsult of 
economic policy decisions and the implementation process.

18 J. Bognár: Economic Policy and Planning in Developing Countries. Akadémiai Kiadó, 
Budapest, 1968.

The liquidation of underdevelopment within a single national economy is a 
very complex task. It follows from the dialectic relationships between its individual 
factors that it can only be eliminated in a complex way because with one single 
factor remaining unchanged, the progress achieved in the liquidation of the other 
factors may be jeopardized. It is impossible to achieve lasting results in the trans­
formation of the economic structure and the development of productive forces 
if economic dependence and exploitation survive. And conversely: economic 
independence cannot be attained without the transformation of the distorted 
economic structure. And the elimination of the ancient social remnants is alsó the 
precondition fór all progress.

(1) The breaking of the monopolistic position of foreign Capital, its ousting from 
the key positions of the economy and the restriction of its exploiting activities, 
is in itself a very difficult task. It is especially difficult if one or a few monopoly 
groups control the whole of the economy. It will suffice to recall how the nation- 
alization by the Mossadik government in Irán in 1952 was answcred by the 
international oil cartel, and remember in what way Britain reacted to the nation- 
alization by Egypt of the Suez Canal. etc.

It is quite obvious that a weak national Capital, if it exists at all, is unable to 
stand up to these big monopolies. It must make concentrated eílorts, by resorting 
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to State power, if it wants to get rid of their dominance and “leading strings”. 
The use of State intervention to break the power of foreign Capital may very well 
coincide with the interests of the national bourgeoisie as the State is expected to 
provide protection fór the domestic industry, to ensure more favourable export 
prices and cheaper import possibilities, financial stability and the creation of an 
independent credit system, and to guarantee the right fór this bourgeoisie to control 
the national markét and national manpower. All this requires, in one or another 
respect, a struggle against the monopolistic position of foreign Capital. On the 
other hand, owing to Capital shortage or because of its international trade relations, 
transportation facilities, business routine or complementary investments, foreign 
Capital is often needed by local Capital and bourgeoisie, in addition to the fact 
that these countries in generál are in need of foreign loans and aid which are often 
very difficult to obtain without strings to ensure the free operádon of foreign 
priváté Capital. Yet, in the question of leadership and so in the question of eco­
nomic independence, too, a very strongcontradiction may develop between foreign 
and local Capital.

If the interests of the national bourgeoisie require the breaking of the hegemony 
of foreign Capital, it is far more true fór the working people of the society, above 
all fór the working eláss and the peasantry exploited and oppressed in various 
ways.1’ Bút even those feudal strata relying fór their power and incomes on foreign 
monopoly Capital, e.g. somé feudal “oil princes” of the Middle East, may 
happen to turn against foreign monopoly Capital and try to restrict its opeiation, 
partly to wrest from it a greater share of profit, and partly acting under the pres- 
sure of the masses and public sentiment.

Bút neither the national bourgeoisie nor the other classes of society have at 
their disposal any other, more effective means in their fight against foreign Capital 
and fór the creation of an independent national economy than the State itself 
intervening in the economy.

Fór the breaking of the power of foreign monopoly Capital a whole array oj 
State intervention methods has developed in the former colonial and semi-colonial 
countries. No doubt, the most suitablc and most radical means is nationalization, 
bút only Where and when the socio-political and the economic and technical 
conditions have matured. In a number of smaller countries, however, where 
foreign monopoly Capital kecps its hand on a rather narrow national economy and 
Controls nőt only production bút alsó marketing, transportation and the supply 
of qualified labour, these conditions usually are nőt yet ripc. Although in a 
crucial situation a lót of diíficulties can be bridged over by getting help from 
outsidc (from socialist countries or from other non-imperialist countries,

'» When cmnhasizing the basically conílicting interests in respect of economic independence 
we muXt ho“ disregard the existencc of common interests between fore.gn cap.tal 
3 cerU^ l0Cal imcllccl“alsand buS';

nessn.cn involved in the management of foreign corporations or merchantsand even peasant 
producers co-operating with foreign Capital, or privileged éltté workers, etc.) m the short run. 
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and from the international organizations) or by establishing closer co-opera- 
tion with the neighbour countries), these conditions must nőt be left out of 
account.

It is fór this reason that the other means of state intervention are of great 
importance in the struggle against foreign Capital. Such means are: partial nation- 
alization (usually with compensation), taxes, customs, the legal regulation of the 
reinvestment ratio of profits, the restriction of profit repatriation, the state super- 
vision of foreign companies, mixed companies with more than 50 per cent state 
interest, the legal regulation of state plans or plán targets, etc.

These forms of state intervention are necessarily of a transitory character. Their 
efficiency depends on whether they are in fact aimed at and moving gradually 
toward the complete liquidation of the power of foreign monopoly Capital. Other- 
wise somé of these forms (as e.g. mixed companies) may alsó serve the growth of 
the influence of foreign capital.

Such means of state intervention aimed at restricting the monopoly position, 
or influencing the activity of foreign capital, can be found in a number of under­
developed countries, and sometimes even States which cannot be said to be Pro­
gressive strive to defend, by various means and to somé extent, the interests of 
the national economy as opposed to foreign capital. (On the other hand, even the 
most Progressive countries, including those which have chosen the socialist 
alternative of development, often apply the policy of inviting foreign capital, 
whilst limiting the tieid and conditions of its activy.)

(2) The transformation of the distorted structure of the economy and society is 
an even more complicated and long-term task. While the liquidation of economic 
depcndence and exploitation, i.e. the gaining of economic independence and the 
completion thereby of the liberation from colonial rule is an almost self-evident 
task fór every movement consistently representing the national interests, this latter 
task must be equally evident fór those concerned with the problems of the acceler- 
ation of economic growth and the development of productive forces. The changes 
in the world economy and the trend of world markét prices in the last few decades 
have conclusively proved the disadvantages of the one-crop economies. And the 
slow development of the internál division of labour and the markét, the obstacles 
to attaining higher productivity and introducing bctter and more up-to-date 
methods of production, cultivation and technology, have all unambiguously 
demonstratcd the limiting and hindering role of the dual economy and within it 
the traditional sector in particular.

As far as social transformation is concerned, the local bourgeoisie and even 
foreign capital may be interested in it bút as long as its aim is to oust the non- 
capitalist elements, i.e. the precapitalistic remnants and to introduce democratic 
reforms in the sense of bourgeois transformation. Though the represen táti vés of 
the bourgeoisie have different views about the method, implementation and above 
all orientation of this transformation, as wcll as about the role of the masses 
involved in it, and although they are even inclincd to give up any bourgeois- 
democratic reform when being afraid of the danger of a socialist way, yet they 
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cannot deny the necessity of transformation, and the democratic forces of the 
liberation movement usually press fór this transformation as they cannot enjoy 
without it the fruits of independence.

Resistance to the implementation of these tasks is usually experienced either 
where the expected transformation involves the danger of the collapse of the whole 
political system, a risk nőt tolerated by the interests of imperialist forces or the 
ruling classes, or where the opposition to colonization has developed a specific 
traditionalism, an insistence on the forms and customs of ancient society.

Both sorts of resistance, however, are opposed to the very interests of those 
putting it up to such an extent that it can be neither lasting nor consistent. This 
is so, because in the first case it hinders capitalist development, which would give 
them far greater security from the point of view of the woild capitalist system 
and better chances alsó fór the feudal leaders to get rich; in the second case, 
because the antiimperialist movement becomes formai and senseless unless it 
finds its continuation in the upswing of the national economy and the raising of 
the living standard of the masses, which, however, is nőt feasible in the framewoik 
of ancient forms. '

Hence, both the transformation of the economic structure and the removal ot 
the obsolete forms of society appear more or less intensely as generál require­
ments in the underdeveloped countries.

Let us now examine what concrete tasks are involved in these requirements, 
and how they can be fulfilled! _

(a) The transformation of the economic and social structures requires first o 
all the elimination of dualism, the merging of the different socio-economic sectors 
and the integration of the more or less separately developing branches intő an 
organic and dynamic mechanism. It follows from the critcnum
that this integration cannot be anything else bút the integration of the traditional 
scctor intő the modern one, however, with the simultaneous transformation of 

the modern sector itself. , . .
The fact that the spontaneous mechanism of a disintegrated, dua econ m> 

works against such a transformation, that neither the spontaneous play of eco­
nomic forces, nor, particularly, the purposcful policy of international monopo } 
Capital can bring about the rapid development of organic, integrated nationa 
economics, is something we have tried to demonstratc m the preceding tl‘P 
from various angles. Consequently, it is only the State intervention, the purposefu 
statc development policy taking action against spontaneous mechanism (anc 
foreign monopoly Capital), that can ensure appropriatc progress in this respect. 
In other words, the allocation of investments, the detcrmination of thcir dircclion, 
natúré and extent cannot be left to the spontaneous activity of priváté economibs 
bút require a centrally co ordinated development programme. Bút this development 
nö icv and ití rcalization in development programmes and long-range plans 
c±t be confined merely to the allocation of investments among sectors and 
“s on the basis of an assessment of the individual profitabihty of the various 
projeets. It must alsó includc the tasks and viewpoints following from the require- 
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ment of socio-economic integration. Moreover, the selection ofthe projects them- 
selves and the assessment of their profitability and efficiency must alsó take intő 
account this requirement.

Bút before an answer can be given at all to these questions of development 
policy, the questions of choosing the right projects which will best promote 
integration, two fundamental problems must be faced: (a) of what type should 
the modern sector be towards which the traditional sector should orientate, accord- 
ing to which it should be transformed; and (b) in what forni should the transfor­
mation of the traditional sector take piacé? The first question refers nőt only to 
the social character of the modern sector, i.e. to the question of ownership re­
lations and the mode of the appropriation of surplus, bút alsó to the structural 
pattern of the modern sector, the problems of the individual sectors included and 
the techniques applied by the modern sector as well as the utilization of surplus. 
The second (b) question is related to the individual or collective forms of the trans­
formation and further development of the traditional sector. (On the following 
pages we shall return to somé extent to these questions.)

As to the structural pattern of the modern sector and the problems of choice 
of techniques and the surplus utilization, let us discuss these questions in con- 
nection with a comprehensive paper20 written on this topic and seize the 
good opportunities offered by it to concentrate on the crucial points. The authors 
of the study in question outline three main patterns of the utilization of sur­
plus and thereby the character of the modern and the orientation ofthe traditional 
sector.

The first model (Pattern A) is characterized by a relatively high share in the 
surplus actually produced (SAP), of the surplus transferred abroad (ST), and the 
surplus absorbed by the discretionary or conspicuous consumption of the bour- 
geoisie and working eláss of the modern sector (SC), and the productive invest- 
ments in the sector producing consumer goods suited to the requirements of the 
modern sector (SPCM) as well as by the relatively high share, in totál productive 
investments, of investments fór “capital-deepening” (SPD), that is the share of 
investments in sectors operating with capital-intensive techniques, with high 
“organic composition”.

The second model (Pattern B) is characterized by the high share in the surplus 
actually produced (SAP), ofthe discretionary and conspicuous consumption (SC) 
ofthe modern sector, and those productiveinvestments made in thesectors produc­
ing Capital goods and consumer goods suited to the modern sector (SPM = 
— SPKM + SPCM, where SPKM means productive investments in the sector 
producing Capital goods suited to the requirements of the modern sector and 
SPCM means investments in the sector producing consumer goods suited to the 
requirements of the modern sector), as well as by the low proportion of “capital- 
deepening” investments to productive investments (SPD).

""G. Arrighi and .1. Saul: Sociallsm ami Economic Development in Tropical Africa. Social 
Science Conference. Univcrsity of East Africa. Dar cs Salaam, 1968.
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The third model (Pattern C) is characterized partly by the high share in the 
surplus actually produced (SAP) of productive investments made both in the 
sectors producing capital goods and those producing consumer goods, suited in 
each case to the requirements of both the modern and the traditional sector 
(SPM + SPT, where SPT means investments in the sectors producing capital 
goods—SPKT—and consumer goods—SPCT—suited to the requirements of the 
traditional sector) and partly by the relatively low proportion of “capital-deepen- 
ing” investments in relation to productive investments.

According to the authors, Pattern A—characterized by a relatively high 
ST + SC + SPCM ratjo and a relative]y high SPD ratio_may ensure a more

SAP SP
rapid growth than the other two patterns during the so-called “phase of easy 
import substitution”, when the inflow of foreign capital may offset the outflow 
of investment income (ST). In thelong run, however, it increases the dependence 
on the external supply of capital fór further expansion, and alsó restrains the 
growth of the internál markét by hampering the “widening” of the modern 
economy. This “perverse growth” is therefore severely limited by its contradictory 
natúré since it is only the fást expansion of the internál markét that can favour the 
growing inflow of new foreign capital made necessary by the greater dependence 
on outside fináncé.

SC + SPM .
In the case of Pattern B—characterized by a relatively high rauo

and a relatively low SPD ratio—the development of capital goods production 
S P

SPKM
suited to the requirementsof themodernsector(high -g^p- ratio)isadvantageous 

dúc to the endogenous increase in internál demand and the decrease depen­

dence on outside fináncé fór the supply of capital goods. The low -— ratio, 

that is the low share of capital-intensivc investments is alsó favourablc in that it 
leads to a steady increase in the demand fór the labour and the produce of the 
traditional economies. Owing, however, to the slow, inadequate growth of the 
sectors producing capital goods and consumer goods suited to the requirements 

ofthetraditional sector (low ratio), theexpansion of the supply of these goods

will tend to fali short of the growth of the monetary incomes of the traditional 
sector As a conscquencc, the growth of the supply of labour and produce to the 
modern sector will, sooner or later, slow down, hampering the further widening 
of the modern sector itself. + gpj

The third model, Pattern C, characterized by a relatively high - SAp 

ratio and . relatively low ratio is, according to the authors, the most favour-
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able one atleast fór the African economies. The sacrificing of the “discretionary 
consumption” of the modern sector and the high proportion of productive invest- 
ments will enable the modern sector to absorb an increasing proportion of the 
lab°cpQOrCe' The priority of the labour-intensive techniques, i.e. the relatively 

l0W 1p’ rati° Wiü enSUre the steady Srowth of demand fór the labour and the 

produce of the traditional sector while the expansion of the production of Capital 
and consumer goods suited to the requirements of the traditional sector (a high 
SPT . .

p ratl°) W1H ensure the adequate supply of this sector which is the precondition 

of its transformation.
The models outlined above point out the importance of somé basic relationships 

which, by the way, find a plastic demonstration in Marx's reproduction schemes. 
Such are, first of all, that the expansion of reproduction, in other words growth, 
depends on the amount of reinvested surplus and, further, that the rate of econom- 
tc growth and the expansion of the domestic markét are—ceteris paribus—the 
function of the rate of surplus reinvested fór the expansion of the sector (I) produc- 
tng Capital goods, and finally, that the equilibrium between the mutual demand 
and supply of the individual sectors, i.e. the right proportions among the various 
branches must be ensured both in physical and monetary terms. These basic re­
lationships themselves reveal the generál deficiency of Pattern A, at least as far as 

the unproductive squandering of surplus is concerned. The high — D ratio means,
SP

however, a relatíve disadvantage only under the specific circumstances of unem- 
ployment and the need to import Capital goods. It is alsó quite obvious that 
Pattern B is inadequate, too, owing to the lack of equilibrium between the pro­
duction and consumption, and mutual supply and demand of the sectors. On the 
other hand, Pattern C seems to be favourable, indeed, at least in regard to the 
high ratio of productive investments and the more favourable equilibrium rela­
tions between the two sectors in generál, and to the labour-intensive techniques 
enabling the faster absorption of unemployment, in particular.

It appears, however, that by including in a generál model of growth somé 
special requirements, valid fór a given time and in the given circumstances, the 
authors overestimate the advantages of Pattern C, even if they only recommend 
it fór certain African countries. On the one hand, they pút the emphasis only on 
the reduction of over-consumption of the modern sector, whereas conspicuous 
consumption can alsó be found in the African traditional sector in spite of its 
low living standard. Therefore the productive mobilizáljon of the potcntial (per­
haps only seasonal) surplus would be possible in this sector, too. On the other 
hand, they fail to point out the growth limitations of Pattern C, following just 
r i i l • . SPDÍrom the labour-intensive techniques, the low ratio. Yet, as appears from 

SP
both Marx s schemes and the prcceding relationships, the acceleration of expanded 
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reproduction presupposes the faster growth of the sector producing means of 
production and thereby a generál increase in the “organic composition of Capital”, 
that is an increasing rate of “capital-deepening” investments, too. The rise in 
technical level, and so in the productivity level of the national economy, too, 
depends, in the last analysis, on the development of the capital-goods producing 
sectors applying modern technology, that is using capital-intensive techniques. 
Bút beyond this generál and long-run(?) viewpoint it is alsó worth considering, 
even in relation to the concrete African circumstances, that on the one hand, 
the labour emission capacity of the traditional sector has certain absolute limits, 
which, taking intő account the actual figures of population density, is relatively 
easy to reach if the industrial growth is fást enough and particularly it is accom- 
panied by rural transformation and development. On the other hand, owing to 
the absolute and relatíve limitations of the internál markét, a “sound” export 
orientation, in other words nőt the abnormal export orientation of the primary 
producing enclaves bút the export orientation of industries exceeding by their 
mass production, the needs of the national economy, may become necessary in a 
relatively short time. In the case of manufactured goods, and because of the keen 
competition on the world markét, such an export orientation will be possible 
only if high quality requirements and a high technical level are met.

Therefore it seems to be more realistic and more favourable to prefer, instead 
of Pattern C, a combined development model which, along with the wide use of 
labour-intensive techniques, introduces right from the outset capital-intensive 
techniques intő the sectors on whose development the technical level of the entire 
national economy depends and whose products have to compete on the inter­
national markets with the corresponding products of the advanced countries. 
Although such sectors are still very rarely found in Africa, it would be unwise 
nőt to consider them. .

As far as the question of selection, both the selection of the sectors havmg 
priority and that of the techniques to be applied, is concerned in development 
policy, there are, in principle and in generál, two main eriteria:

- to ensure a sound structural transformation and the fastcst possible develop­
ment of the national econcmy;

- to achicve, within the system of the international division of labour. a favour­
able role, favourable in the long run, too, and adequate to the natural and geo- 
graphical endowments alsó in the dynamics of economic development.

The neglccl of either of these eriteria may lead the development policy astray. 
The ncglcct of the adjustment to the future pattern of the international division 
of labour may give e.g. a onc-sided import-substituting character and dircction 
to development. In this case, by reinforcing the autarchic tendencies and by using 
the temporary means of protectionism as a permanent method, it mayeven counter- 
act the requirement of the fastcst possible development.21 On the other hand, with­
out the rapid development and structural transformation of the economy there is

1 1 This question is dcalt with in greater detail by Raul Prebisch.
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no hope of ensuring a more favourable role in the changing system of the inter- 
national division of labour, of realizing the comparative advantages, nőt only 
those arising merely from the natural endowments (“static” advantages), bút alsó 
those based on technical development (“dynamic” advantages).

These generál criteria, however, need, primarily in the light of the acute need 
fór mobiíizing the potential resources and the urgent necessity fór integration, 
certain qualifying additions and somé corrections, too.

The fastest development of the national economy and the more favourable 
position in the international division of labour are likely to be ensured by the 
most dynamic Industries applying modern technology and having the widest 
linkage effects, industries which, by means of their high and rapidly growing 
productivity, permit a vigorous increase in the national income per capita to 
come about and, by their effect on the internál division of labour, alsó expand the 
internál markét. Such are primarily the industries producing means of production 
fór the national economy and the modern, completely vertical industries based 
on natural resources with lasting comparative advantages.

It is common knowledge, however, that the development of such up-to-date, 
dynamic industries permitting the fastest expansion and structural transformation 
of the national economy may, owing to the application of a capital-intensive 
technique, come intő conflict with the chronic quantitative and acute qualitative 
problems of the labour markét. During the investment period, i.e. fór a consider- 
able time, they nőt only fail to increase the export capacity bút alsó require increased 
imports and add by the concomitant large-scale and lasting demand on assets, 
to the sharpening of sectoral—and alsó régiónál—differences. In addition, the 
development of these industries may alsó be accompanied by the tendency of a 
disproportionately rapid rise in wages (in connection with the structural change 
in the pattern of the employed labour force and alsó with other special factors 
such as, e.g. the increased influence of the trade unions or the possibility fór the 
employers to shift the effect of pay rises, etc.), which hampers the expansion of 
the surplus producing capacity or leads to the unproductive absorption of the 
surplus produced.

In other words, we are faced with the problem that, in order to utilize the 
existing limited resources in the most rational way and therefore to concentrate 
them, we must select the dynamic leading industries, on the one hand, and must 
alsó solve the problem of mobiíizing the un(der)utilized potential resources (nőt 
to speak of the great social problem of unemployment), which presupposes the 
elirnination of the sectoral—and usually régiónál differences and heterogencities. 
i.e. the internál integration of economy and society.

This problem, i.e. that of the increasing sectoral and regionul differences as a 
result of the more rapid growth of the leading industries, secms to be less pro- 
nounced and lasting in a more advanced and more homogencous economy and 
society because, apart from other factors, the linkage and spread effects of the 
leading industries and sectors arc much strongcr, owing to the more devclopcd 
intersectoral and institutional “channels”, mainly of communication and trans- 
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port. In the underdeveloped countries, however, the intensification of the spread 
effects itself requires substantial expenditure and investments.

Under these circumstances, the most rational utilization of the available limited 
resources, as related to direct economic results, and the mobilization of other 
potential, resources appear in the investment policy as two more or less opposed 
requirements.

The joint observation and reconciliation of these two requirements, i.e. the 
need to concentrate the limited resources on the most dynamic Industries or pro- 
jects, and the necessity to make the potential resources accessible by building 
“channels” fór the linkage and spread effects, is only possible in the case of a 
"‘development pole"—to use a term of Francois Perroux—which is able nőt only 
to develop rapidly itself bút is at the same time the generátor of economic activity. 
That is, in the case of a unit which can exert its influence on the environment, on 
other units by means of

- régiónál coherence (horizontally);
- vertical (sectoral, professional, technical, etc.) relationships, or more concrete- 

ly: by means of
- investment complexity (complementary investments);
- cost reduction or profit increase, alsó affecting other units, and
- the labour force employed, etc.
Bút even in such cases it is often necessary to build “channels”, “média ’ fór 

the spread effects.
Thus the two main, generál eriteria of the selection must be complemented or 

corrected in a way which ensures that the following viewpoints should be con- 
sidered:

- internál integration and restructuring of the economy, with due regard to the 
indirect effects;

- international division of labour;
- “direct” profitability;
- the mobilization of potential resources, and within it especially (and because 

of its social implications, primarily):
- the adequatc expansion of employment, and
- the impact on social, political and régiónál relations and on the institutional 

structure.
The rclativcly most favourable rcmoval of the contradictions involved can 

only be cnsured by a combined solution in which, along with the concentration 
of a considerable part of the available resources on the “leading” industries, i.e. 
on the “development poles" selected by their direct and indirect economic effects, 
the mobilization of hidden, potential resources as a “self-help” is directcd mainly 
to the transformation of the environment of the former, to the building of channels 

fór the spread cflect. .
This "canalization", the building of média fór the “spread ctfect , requires the 

State to makc the kind of economic investments, or grant the kind of subsidies and 
jneur other expenses (e.g. the development of public transport and commumcation 
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fór the expansion of the markét relations of the traditional sector, the support 
of the small, cottage and handicraft Industries to expand employment and the 
internál markét, the financing of communal development programmes, invest- 
ments in the infrastructure within the traditional sector, etc.) which, temporarily 
or permanently, alsó draw on existing resources in order to open up new ones. 
On the other hand, it needs a purposeful activity in organization, information 
and propaganda which are nőt or are only partly accompanied by additional fi- 
nancial outlays bút which may alsó make new resources accessible.

It is evident that all these tasks aimed at the integration of the socio-economic 
sectors and the restructuring of the national economy emphasize the necessity fór 
the State to direct and influence the economy.

(b) In getting rid of underdevelopment, the development of agriculture has a 
specific role to play. The agriculture of the underdeveloped countries has, as we 
have seen, two inherent diseases: the precapitalist remnants as concomitants of 
the subsistence economy and the one-crop economy.

The precapitalist remnants themselves vary from one underdeveloped country 
to another. They may appear either in the form of big feudal estates (e.g. the 
South-American latifundia, the large estates in the countries of the Arab East, 
the “zamindar” land estates in India), or in the tribal subsistence economies based 
on the common property of land (in many countries of Tropical Africa) or subor- 
dinated to or as an appendix of the former, in the form of the viliágé communities 
(viliágé communities in India, in Latin America, etc.).

The existence of feudal land estates makes land reform a burning question in 
many of the underdeveloped countries. The “Prussian” type of agricultural devel­
opment, that is the capitalistic transformation of the feudal estates, has nőt been 
successful as the example of the Latin-American countries shows. The transition 
to capitalist economy has been very slow; the productive forces of agriculture, 
which at the beginning of the last century were more developed here than those of 
agriculture in North America, have hardly developed and the economy has con- 
tinued to remain of an extensive type. The primitive mode of production, the 
miserable living conditions of the agricultural working population, and the extra- 
vagant way of life of the landowners who have got rich by exploiting the labourers 
with methods still of a semi-feudal or slave character, create such tension as fore- 
dooms the “Prussian” type of development to failure from the very outset. And 
in those Asian and Arab countries where there is large-scale rural overpopulation 
(e.g. in India), this type of development is even more hopeless.

However, land reform in itself cannot bring about a final solution. Evén if it 
is carried out in the most radical way, it can do nothing more than állót land to the 
rural population. The parcelling out of the large estates may constitutc another 
obstaele to the development of commodity production. Most of the pcasants who 
have been given land are unable to stand on their own fect without help, as they 
lack the necessary means of production and skills. In addition, where there is rural 
overpopulation on a large scale, only dwarf holdings can be allotted. Under such 
circumstances, agrarian reform, if carried out without further social reforms, will 
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start a process of differentiation among the peasantry leading to even more dis- 
astrous consequences, namely to the indebtedness of most of the rural population, 
the forced sale of lands allotted, the formation of a wide stratum of agrarian pro­
letárját deprived fór ever of its means of production, and the growth of open un- 
employment. Thus the “American” way of the capitalist transformation of agri- 
culture is nőt applicable fór the underdeveloped countries either: it is a too long 
and painful road and does nőt lead out of underdevelopment.

Thus the agrarian reform raises the problem of choosing the most appropriate 
form of organization and production, the problem of the further development of 
the newly established peasant economies. It is nőt accidental that the programme 
of the agrarian reform in the underdeveloped countries is usually comected with 
that of the development of the co-operative movement, even in the countries where 
the representatives of the national bourgeoisie are in power (e.g. in India, or in 
Egypt, just after 1952, fór a while.) The distribution of plots to peasants can only 
be reconciled with the task of developing large-scale commodity producing econo­
mies in this form of organization. Nőt only that, it alsó provides a finn basis fór 
the support of farmers by the state, without which the rapid development of pro- 
ductive forces is unimaginable.

At the same time, the co-operative form has alsó proved to be the most suitable 
form in those African countries where the precapitalistic remnants have survived, 
nőt in feudal land estates, bút rather in communal land ownership. Though in 
somé areas, attempts were and are being made, at the initiative or suggestion of 
the colonizers or foreign advisors to solve the problems of traditional agriculture 
and to introduce more up-to-date ways of production by commercializing the 
tribal lands and forming thereby small priváté peasant holdings or “kulak farms, 
while in other areas there has started a spontaneous breaking up of the traditional 
economies, the concomitant process of differentiation, however, is accompanied 
by the same disastrous consequences which we have spoken about in the foregoing. 
In addition, owing to the deep-rooted tradition of communal ownership, the pri­
váté ownership of land is fór the most pártánalien concept to the population. At 
the same time, the increase in agricultural productivity makes it in many places 
necessary to carry out the typc of tasks (such as the removal of forests and bushes, 
the construction of irrigation canals and roads, etc.) which can be easily performed 
by joint efforts, that is by co-operative self-help (even without major investments 
in machinery and without wagc labour). The co-operatives and the communal 
villagcs (like the Ujamaa Villages in Tanzania) are alsó the bcst means fór elimi- 
nating the large dispersion of families and producing units and fór mobilizing the 
hidden potential resources by rationally organizing and dividing the united labour 
of the associatcd families.

We could lengthen the list of the concrete advantages of co-operative economy 
in relation to the underdeveloped countries even further, bút the fact remains 
that the transformation of precapitalist remnants in agriculture, i.e. the fulfilment 
of a task following from theneed to overcome economic backwardness, itself, bnngs 
to the főre the co-operative movement. Though it may assume different forms and 
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may even have very dfferentcharacter in differentplaces, the co-operative movement 
in the underdeveloped countries is noted fór its reliance on effective State support.

Contrary to the co-operatives of the advanced capitalist countries, it is usually 
extremely difficult fór the co-operatives of the underdeveloped countries to start 
their activity without State support because of the short Capital supply of their 
members. The establishment, organization and Capital supply of the co-operatives 
has become largely a State function. Bút beyond financial aid and organization, 
State support alsó extends to help given in education, information about new 
methods of cultivation, the training of specialists, humán and veterinary public 
health service, etc. State support usually ensures an increased possibility fór the 
State to exercise its influence and control over the co-operatives.

Thus the wide organizational activity of the State is required nőt only by the 
land reform itself bút by the agrarian development after the land reform, too. The 
transformation of the precapitalistic remnants in the quickest and most effective 
way alsó requires intensive State intervention in the economy—mainly through the 
co-operative movement.

It is even less possible to change the one-crop structure, to diversify the agricul- 
tural commodity production without State intervention. As we have already men- 
tioned, this one-crop structure has evolved, like the lopsided growth of extractive 
industries, nőt only under the influence of a deliberate colonial economic policy 
bút alsó as a result of spontaneous economic forces. These spontaneous forces, 
especially in the form of external demand induction, or rather through the acute 
import needs, are still at work in spite of the changes and disturbances on the world 
markét, and fór lack of other export products, induce the further expansion of 
this type of export production. In other words, although the world markét de­
mand fór these one-crop exports shows, as we have seen, a declining tendency 
bút, owing to the narrow and unorganized character of the internál markét and 
as a result of the difliculty of earning foreign exchange in any other way, the spon­
taneous diversification, i.e. the introduction of other crops without State inter­
vention, is practically impossible. Moreover, to prevent the necessary contraction 
ofthe one-crop economyand the urgent diversification ofagricultural production 
from leading to a disastrous drop in export revenues and thcreby to a further curb 
on machine imports equally needed fór the development of agrarian productive 
forces and industrialization, it is necessary to take a number of ccntrally planned 
comprehensive measures which can counteract the eífect of the spontaneous markét 
mechanism and ensure the gradual transformation of the production structure. 
This, however, alsó presupposes the whole system of state intervention in agriculture.

(c) The principal way and guarantee fór changing the distortcd economic 
structure and developing rapidly the productive forces is of course industrial­
ization. No country has ever reached a high level of productive forces without 
industrialization.

Industrialization has developed in diflerent ways and forms. In the advanced 
countries of Western Europe it usually began with the development of the light 
industries, and experienced later a major boost from the unfolding machine manu- 
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facturing. It was revolutionized later on by electricity, and more recently by the 
Chemical and plastic industries, atomié energy and electronics. All this has taken 
about 150-200 years.

Industrialization in the socialist countries has required a much shorter time, 
usually a few 5-year plán periods. They started with andgavepriority to the devel­
opment of the heavy industries, and primarily machine manufacturing. It was on 
this basis that the most advanced socialist countries applied the achievements of 
the modern scientific and technological revolution.

It is a debat able subject to decide which branches the present-day developing 
countries have to develop first in their industrialization programmes. Theindivid- 
ual phases of industrialization will obviously vary from country to country as there 
are already great differences between them in the industrial level reached. It is, 
however, beyond any doubt whatever that they too have to reach the highest 
level of industrial development, and in a shorter time, too, just as the socialist 
countries have done. Thus the road to industrialization taken by the West-Euro- 
pean capitalist countries is nőt suitable fór them either, and nőt only fór the reason 
that it is too long.

In the industrialization of the capitalist countries a decisive part was played by 
the external resources connected with colonization (cheap raw materials, cheap 
labour, a monopolized markét, etc.), the plundering of other countries, wars and 
reparations, etc.

Fór the present-day underdeveloped countries the external sources used by cap­
italist industrialization are no longer available as under the new international 
circumstances the conquest of new colonies, the subjugation and plundering of 
new countries, are hardly practicable methods. It might be suggested that the aid 
to be given by the advanced countries would, in an opposite direction, now be 
the external resources which could ensure the rapid industrialization of former 
colonies. It is likely that there will be somé “model countries” where foreign Capi­
tal will bring about rapid industrialization on an up-to-date basis,"" either in the 
form of priváté investments or State loans and grants. The intention of such a 
development can only be the protection of the world capitalist system, and the 
“model countries” would have to pay a heavy price fór it, namely their indepen­
dence. It is more than unlikely that the capitalist countries themselves would in- 
dustrialize the whole underdeveloped world and pay them back all that they had 
gained from them. Foreign capitalist loans and grants may of course play an im- 
portant rolc in the industrialization of other countries bút only if they are subordi- 
nated to a correct internál industrialization policy.

” Foreign Capital may be interested in the development of a few modern branches of in- 
dustry evén on the basis of the most up-to-date capital-intensive tecbniques, especially in the 
case of light industry plants which produce fór the internál markét bút import their 
machincs cquipment, and perhaps even raw materials from the metropolitan enterprises of 
the same foreign capital. The same applies to the assembly and component plants. Bút foreign 
Capital is hardly willing to support the building up of a completely vcrtical industry unless 
it is, either wholly or partly, owned or controlled by that Capital.
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There is no other way fór the underdeveloped countries to carry out their in- 
dustrialization programmes than to fully use their internál resources and concen- 
trate their efforts. Bút the national priváté Capital is too weak to perform this task, 
the task of making those enormous Capital investments needed by industrializa- 
tion. Its activity adjusts itself in any case to the spontaneous economic mechanism 
discussed above and does nőt concentrate on the branches ensuring rapid develop­
ment fór the national economy. (As fór foreign Capital, apart from the above con- 
sideration, it is alsó its own interests which prevent it from carrying out a genuine 
industrialization of the underdeveloped countries, i.e. the one which includes the 
basic, leading Industries, too.)

Industrialization needs enormous sources of accumulation. The priváté, capi­
talist way of accumulation cannot ensure them. What is needed is concentrated 
social accumulation, State accumulation. In addition to foreign loans, fór which, 
in the interests of independence, the cover, in the form of the expansion of pro- 
duction, must alsó be provided by the State, only State accumulation can bridge 
the gap caused by the lack of Capital.

The limited availability of accumulation resources makes it necessary fór them 
to be utilized to the utmost, and in an optimum way in the sense that they should 
ensure the fastest possible development of the entire national economy. This is 
possible again only under a centrally planned economy, which restricts the spon- 
taneity of the economy and is based directly on the State productive sector bút 
alsó makes use of the activity, under strict control and guidance of the State, of 
foreign Capital, if it is necessary and reasonable, and alsó of national priváté Cap­
ital, ifit is possible at all.

Industrialization alsó presupposes the adequate development of the infrastructure, 
i.e. transport, telecommunications, education,. public health, public Utilities, 
social Services, etc. Priváté Capital is usually nőt willing to participate in such in­
vestments as they are nőt profitablc and their time of realization is too long. On 
the other hand, the State can fulfil these tasks, without the danger of a budget bank- 
ruptcy,onlyif it obtains adequate revenues, preferably by way of its own productive 
investments, and if it alsó mobilizes fór this purpose the resources outside the 
public sector that can be withdrawn from the other sectors without a drop in the 
growth of production. This presupposes again the conccntration and planned 
distribution of resources, in other words a large-scale economic intervention on 
the part of the State.

(d) An especially serious problem of economic development is thai of employ- 
ment and labour supply. As we have secn, owing to the distorted structure of the 
economy and the low level of productive forces, there is an increasing urban 
unemployment and an immense rural disguised unemployment in the underdcvel- 
oped countries. In addition, there is a chronic shortage of skilled workers and 
specialists, which is a major handicap in the raising of the technical level and in­
dustrialization itself, too.

Disguised rural unemployment is especially marked in the densely populated 
Asian countries, bút exists even in those countries of Latin America and Africa 
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where otherwise there are still large uncultivated land reserves with the possibll- 
ity to increase agricultural production in an extensive way. The slightest growth 
of the urban Industries exerts a tremendous suction effect on the rural underdevel- 
oped labour, and leads, consequently, to an even larger urban unemployment.

It is obvious then that only measures covering the entire economy, agriculture 
and industry alike, can bring about an improvement in this situation.

In the densely populated countries it is extremely difficult to realize in the near 
future such a continuous industrialization that is extensive and fást enough to 
absorb the army of unemployed labour being permanently and increasingly fiiled 
up from the rural areas. In the sparsely populated (e.g. African) countries, on the 
other hand, bút to somé extent even in the densely populated territories, the urban 
suction effect that accompanies industrialization may have disasirous consequences 
fór agriculture unless radical and fást changes take piacé in it simultaneously. 
In many countries of Tropical Africa the regular, though mostly seasonal, and 
massive exodus of male labourers causes the further decline of the traditional 
agriculture, connecting a specific overpopulation with labour shortage (the for- 
mer being related to the actual level of land utilization, while the latter to the 
possible level of utilization).

All this renders labour supply very unstable, and even the least changes (a new 
industrial establishment, construction work, etc.) may bring about large-scale 
shifts and reverse movements, causing alternately labour shortage or labour sur­
plus. . . .

Because of its effect on the entire economy, spontaneity in laboui supply is 
here even less permissible than elsewhere if the liquidation of underdevelopment 
is on the agenda. Nőt only troubles in the supply of the adequate quantity and 
quality of labour bút alsó other difficulties related to labour supply can paralyse 
the growth of one or another economic sector. What grave socio-political conse­
quences and tensions may arise from the unsolved manpower problems (employ- 
ment, wages etc.), it is unnccessary to emphasize again. It will suffice to remembci 
that in many countries the leadership of the national liberation movement after 
having taken over powcr often came intő conílict with the trade unions. (Whether 
these ^onflivts were provoked from outside or nőt, is another question.)

Central direction and planned intervention arc needed here, too. Since compul- 
sory regulations fór the movement of the labour force cannot be applied, the State 
must have control over wages and labour conditions, etc.

The State has alsó to assume rcsponsibility fór the task of providing traincd 
cadres fór the economy. This presupposes the long-term build-up and programme 
ofvocationaltrainingas part of the generál educational system which must adjust 
itself to the long-run objcctives and demands of economic development. Today, 
secondary and higher education in most undcrdcveloped countries arc inadequatc 
nőt only in respect of their output bút alsó as regards their inner structures;. Most 
of the small number of students are engaged in studies of secondary importance 
and nőt in those which are the most important from the point of view of econ­

omic develoment.
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Evén in those countries where the concept of Central manpower planning is 
generally accepted, a reál (long-run) plán fór the expansion and pattern of public 
education adjusted to economic strategy is usually still lacking.

How big the gap is between the advanced and underdeveloped countries in 
respect of education and vocational training, and, consequently, what immense 
tasks the latter have to perform, can best be illustrated by the calculations made 
by the American economists Harbison and Myers.23 They compared 75 countries 
in respect of per capita GNP and the “development of humán resources”. (The 
latter was measured by a complex index formed from the enrolment percentages 
of the totál of the age-groups of secondary and higher education.) These compu- 
tations reveal that while per capita gross national product in the most developed 
16 countries is on the average 13 times greater than in the least developed 17 
countries (1,100 and 84 dollars on the average, respectively), the development 
level of humán resources is 38 times higher with the former (the complex index is 
115 and 3, respectively). While in the least developed 17 countries the enrolment 
percentage of children in the age-groups of secondary education is 2'7 per cent 
and that of those in the age-groups of higher education 0T5 per cent, these percen­
tages in the most developed 16 countries are 59 and 11 per cent, respectively.

(e) All this makes it understandable why the practice of State planning is rapidly 
spreading in the underdeveloped countries. There is hardly any country where 
médium- and long-term plans of economic development are nőt being prepared. 
It is true that there are great differences between the individual countries with 
regard to the character, scope and content of these plans, and planning in a num- 
ber of underdeveloped countries does nőt go beyond the economic “prognoses” 
like those in the advanced capitalist countries, and contains mainly the estimates 
of the State budget fór a few years.

It can, however, be observed as a generál tendency that the role and importance 
of the Central plans are rapidly increasing. Their scope is alsó widening and the 
system of the means fór their implementation is alsó improving. Though without 
the socialist ownership of the means of production, i.e. without the socialist rela­
tions of production, this sort of planning, even in its most advanced form, does 
nőt mean socialist planned economy, and furthermore without going down, bclow 
the surface of financial-commercial aspccts, to the basic processes of production, 
it does nőt mean planned production, nevertheless, it goes far beyond the plan­
ning principlesand practice of thecapitalist countries in its tendency, and may be 
regarded as a stepping stone of the former.

Thus the liquidation of underdevelopment in the framework of the national 
economy raises, as we have seen, the sort of requirements that call fór the increascd 
role of the State in the economy. Neither the liquidation of economic dependence 
and exploitation nor the elimination of the precapitalistic economic and social 
remnants is feasible without the effective participation and the intensive economic

I3See F. Harbison and Ch. A. Myers: Education, Manpower and Economic Growth. New 
York, 1964.
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intervention of the State. State intervention is especially made necessary by the 
play of the spontaneous economic forces which, when left alone, reproduce the 
distortions of the economic structure and divert priváté investments in a wrong 
direction. The transformation of the subsistence economy and the diversification 
of the one-crop economy, which usually alsó give rise to the forms of economic 
organization typical of the agriculture of the socialist countries, require compre- 
hensive measures to be taken by the State. Industrialization requires the same. 
Otherwise it cannot be realized within a historically short period of time and from 
internál resources. The unfavourable and unstable manpower situation and the 
immense tasks of training cadres alsó necessitate that the guiding and stimulating 
activity of the State be extended over the whole economy. Hence, the precondition 
fór liquidating economic underdevelopment, fór eliminating the obstacles 
to development, is increased State intervention in the economy.

3. PECULIARITIES AND PROSPECTS OF STATE CAPITALISM IN
UNDERDEVELOPED COUNTRIES

From the motion and interaction of the various factors of economic underdevelop­
ment there follows the reproduction of this complex phenomenon, while the ne- 
cessity to liquidate economic underdevelopment gives rise, as we have seen, to 
the tendency of expanding State intervention.

The economic intervention of the State assumes the form of State capitalism.
State capitalism, under whatever conditions it may come to life, is nothing else 

bút the restriction and regulation of economic spontaneity stemming from the 
existence of priváté capital. It embodies the peculiar relationship of State and pri­
váté capital which, depending on the socio-economic system of the country in 
qucstion, may be of a varying natúré.

The State capitalist sector can alsó be met with in certain phases of the develop­
ment of various socialist countries, e.g. in Soviet Russia, where in the early period 
of socialist construction, they alsó made use of foreign capital (by giving conces- 
sions to it) under the direct guidance and control of the socialist statc. This State 
capitalism, however, as the similar ones in other socialist countries, was merely 
a secondary, complementary element in the whole of the socialist economic system. 
It embodied the peculiar relationship of priváté capital and the socialist State, 
with the latter being the absolute determinant of this relationship, i.e. the one 
which is part of the superstructure built on an economic basis diametrically op- 
posedto the natúré of priváté capital. The methods and means of guiding and con­
trol ling the activity of priváté capital used by this State capitalism were diflerent 
from the methods and means used by the State in guiding and controlling the econ­
omy in generál. ......................... . ,

Almost a whole system of statc capitalism has developed in most advanccd capi- 
talist countries as State monopoly capitalism. Here the relationship of statc and 
priváté capital is characterized by the fact that priváté capital, or its most powerful 
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groups, the monopolies, control the State. State intervention takes piacé always in 
their interests and fór the protection of the whole capitalist system of the economy, 
in order to curb the spontaneous tendencies and effects. This intervention is made 
necessary by the fact that, owing to the spontaneous mechanism arising from the 
priváté capitalist basis of the economy the highly developed productive forces 
brought about periodically grave crises which threatened the existence of the whole 
capitalist order, or by the fact that their further growth has been partly paralysed 
by the spontaneous mechanism. Though State intervention may extend to the 
whole economy, it usually adopts secondary, indirect methods only. These methods 
are generál in the whole economy and at most only the methods of running the 
public sector are special and even they are nőt always so. Bút the direct methods 
in the public sector cannot extend over the whole economy, they cannot become 
generál or even primary without the collapse of the capitalist system of economy. 
Since State intervention is subject to priváté Capital, the existence of which gives 
rise to spontaneity, consequently, the sphere and effectivity of this State inter­
vention is rather limited.

State intervention in the underdeveloped countries develops, as we have seen, to 
liquidate economic underdevelopment, that is, to eliminate the factors hindering 
the rapid development of the productive forces.24

State capitalism in the underdeveloped countries differs from State monopoly 
capitalism in the advanced countries primarily because of its different function: 
instead of regulating—within certain limits—the spontaneous mechanism of the 
already highly developed productive forces, it must rather aim at creating the 
conditions fór the rapidgrowth of the hardly developedproductive forces f’ In other 
words, it comes intő being at a low developmental level of the productive forces. 
It is alsó the expression of the relationship of State and priváté Capital, bút this re- 
lationship is nőt yet determined in itself. Contrary to State capitalism in both the 
advanced capitalist and socialist countries, this State capitalism may have a dijfer-

21 We can disregard here the system of State intervention which has come intő being in a 
few formally independent countries in the interests of foreign monopoly Capital and which is 
therefore a sort of “subsidiary” of State monopoly capitalism in the metropolitan country, of 
course in a very different environment. We disregard it as it appears in this "pure” form only 
exceptionally, usually in war times or States of emergency. Otherwise foreign monopoly Capi­
tal, beyond ensuring the generál conditions fór capitalist economy, which means the interfer- 
ence of the colonial or puppet governments with non-capitalist clements, that is nőt statc cap­
italism, does nőt need State intervention in the spontaneous movement of the economy co- 
inciding with its own interests.

!s "The functions of State capitalism in underdeveloped countries arc alsó of a special type. 
In a developed economy, State intervention is directed towards markét reguládon, i.e. anti- 
cyclical as in America or towards stepping up production in Western Europe while in 
underdeveloped countries intervention is primarily meant to expand Capital accumulation. 
In developed countries State monopoly capitalism develops in conditions characterized by an 
excess of priváté Capital, in underdeveloped countries State capitalism substitutes fór the non- 
existing capitalists, performing actually the function of •collectivc capitalism’.” (t. Sachs: 
Patterns of Public Sector in Underdeveloped Economies, pp. 68 69.) 
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ént and changing eláss content, depending on the character and change in charac- 
ter of the State.

State capitalism here usually means intervention extending over the whole of the 
economy, bút since the latter is composed of very heterogeneous elements, it 
applies different methods and means. It extends, besides the capitalist elements, 
to the precapitalistic elements as well, bút it is alsó heterogeneous in relation to 
foreign and national Capital. This system of state intervention is a state capitalism 
in the sense that the decisive, determining elements in it are alsó the relationship 
of state and priváté Capital—which may equally include both the policy of support- 
ing and the policy of restricting this Capital—and the state control over spontaneity 
arising from the existence of Capital.

Judged by the tendencies giving rise to its existence, the character of this state 
capitalism in itself is determined only to the extent that, in fulfilling its function, 
it must alsó include among its measures steps to be taken both against foreign 
Capital and feudal interests. This gives a Progressive feature to state capitalism 
just as the task of developing the productive forces is Progressive, too.20 Since, 
however, underdevelopment is a complex phenomenon, and its liquidation raises 
manifold and often contradictory requirements, the anti-imperialist or anti-feudal 
character of state capitalism is nőt equally pronounced in the individual countries 
and periods. It may even be suppressed fór a relatively long time.

Thus, apart from its negative relation to foreign Capital and the precapitalistic 
elements, this State capitalism in itself has no definite character While state capi­
talism in the socialist countries means a control over the restricted activity of 
Capital in generál, i.e. a defcnce against capitalist tendencies, and in the capitalist 
countries it aims at defending the capitalist system of production against erises 
and socialist transformation, state capitalism in the underdeveloped countries 
means only attack, or defence, against the pre-capitalist forms and foreign capital­
ism. This explains why wide strata öf society, the national bourgeoisie and the 
working classes alike, may be interested in its development.

The national bourgeoisie is alsó interested in the creation of an independent 
national economy and the abolition of the precapitalist relations. It is fór this 
reason that it often takes the lead in developing state capitalism. This happened 
in India, and at first in Egypt and Burma, too.

However, the relationship between state and national Capital within state cap­
italism in the underdeveloped countries is contradictory. State capitalism in these

m Oscar Lángé writes: “The creation through public investment of a State capitalist sector 
incans a ccrtain dcgrcc of industrialization and generál economic development which other- 
wise would nőt be fortheoming. It alsó implies a diminution of the depcndcnce of the n®,l''c 
capitalists on foreign monopoly Capital and thus a corresponding measure of liberatton of the 
country to a ccrtain extent, from the domination of impcrialism. Fór this reason the devclop- 
ment of State capitalism in an underdeveloped country is on the whole a Progressive phenom-

suggests that the impact of each State capitalistic ven-

op. cit., p. 58.)
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countries, unlike that in the advanced capitalist countries came intő being when 
capitalism had nőt yet been completed and firmly established in the whole economy 
and society.28 Therefore, laws different írom those of capitalism alsó assert them- 
selves and have an influence on the system of State intervention.

The motion and growth of State capitalism take piacé on the basis of several 
contradictory tendencies, and therefore several transitory and mixed formations 
may come intő being. Nőt only the national and the comprador strata of the local 
bourgeoisie, bút alsó the various elements within the national bourgeoisie may have 
different attitudes towards State capitalism, and the relationship may be even more 
differentiated regarding the other classes and strata of society.

Since State capitalism here has basically national tasks to perform aimed at 
creating an independent national economy, and is, sooner or later, necessarily 
directed against foreign Capital, it may be well supported by all the social factors 
belonging to the national independence movement as long as these tasks have to be 
fulfilled. The comprador strata of the local bourgeoisie are of course opposed to it.

In this respect State capitalism may include different relationships between State 
and Capital at the same time. There may be, on the one hand, a clash of interests, 
i.e. an antagonistic relationship between State and the foreign and local comprador 
Capital, which relationship is quite similar to that of the State capitalism in the 
socialist countries, with the vitai difference that the State is nőt a socialist, proleta- 
rian one, moreower it is perhaps under the guidance, control or influence of the 
national bourgeoisie. On the other hand, there may be a sort of identity of interests, 
a harmonious relationship between State and the national Capital, which is similar 
to that of the State monopoly capitalism in the advanced capitalist countries, with 
the essential difference that the State itself is much less in control of this Capital.

With the anti-feudal tasks coming to the foreground, the picture changes to 
the extent that the attitűdé to State capitalism of thefeudal-semi-feudal strata, 
somé of which might have happcned to be active participants or supporters of 
the national liberation movements in one or another country, turns intő hostility, 
while the support of the system of State intervention by the popular forces increases 
and widens. Ón the other hand priváté Capital and State capitalism may come to 
terms in this respect.

It may come to terms, bút nőt always and nőt necessarily. Though, in principle, 
all kinds of Capital, local or foreign, are interested in the liquidation of the prc- 
capitalistic remnants as the precondition fór captalist development, bút foreign 
Capital in many countries has entered intő alliance with the leading fcudal strata 
to ensure its rule and monopoly position, while in other countries the various strata 
of the national bourgeoisie have mérged with the fcudal landowning aristocracy, 
ribal chiefs, etc., or have emerged themselves from their ranks.

í# “Historically, the basic difference arises from the fact that in the underdcvclopcd coun­
tries, State capitalism enters the stage when the capitalist structure is still weak and the domestic 
monopoly pressure groups have nőt acquired as yet a durable control over the newty born 
State apparátus: while in developed countries State capitalism emerges as the offspring of 
monopoly capitalism.” (I. Sachs: op. cit., p. 68.)
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Thus another surface may appear in one or another country on which State 
capitalism, destined to liquidate economic underdevelopment, may come intő 
conflict with the interests of part of the priváté Capital, this time nőt, or nőt 
exclusively, with foreign and comprador Capital bút alsó with national Capital. 
In addition, this conflict of interests may alsó take piacé under circumstances when 
the State performing anti-feudal tasks is just under the decisive influence of the 
national bourgeoisie (its more Progressive part), which illustrates again very con- 
spicuously the contradictory relationship between State capitalism and priváté 
Capital.

An important task of State capitalism is the development of productive forces 
and, in connection with it, the transformation of the distorted economic structure 
and the creation of an organic and integrated national economy. Apait from foreign 
Capital and, under certain circumstances, comprador priváté Capital too, national 
Capital is interested in the fulfilment of these tasks. The question is how these tasks 
are to be fulfilled, and how State intervention affects the activity of national Capi­
tal, whether it promotes or hinders the operádon and growth of the latter. Bút 
even if State intervention prejudices the interests of national Capital in certain 
spheres, in one or another sector of the economy, this may happen even under a 
national-bourgeois leadership of the State and in conformity with the interests oi 
the majority of the national bourgeoisie. Therefore, here too, various and different 
relationships may evolve in the coursc of the operation of State capitalism.

Beforc having a look at the various social and political factors determinmg c áss 
content of State capitalism and the direction of the fuither development o te 
undcrdeveloped countries, let us raise this generál question which is one of pnn- 
ciple: What are the alternativeprospects of State capitalism after, or rather in t c 
course of, performing its original function: the liquidation of underdevelopment, 
the creation of an independent, integrated and advanced national economy

Thcre are, in principle, various possibilities fór the further development or is 
torical fatc of State capitalism in the underdeveloped countiics. .

One possibility is that after liquidating the monopoly position of foreign Capi­
tal, creating the conditions fór an independent capitalist development, tians orm 
ing the economic structure and ensuring a new role in the intcrnationa IV1SI°” ° 
labour, winding up the remnants of pre-capitalistic social formations, an eve op 
ing productivc forces, State capitalism gradually dcclines, loses its streng , ani 
lets national priváté capitalism take over. The strengthenec nationa capi a 0 
nőt necd the systcin of statc intervention any longci. Tie spon aneouspa < 
economic forces itsclf ensures favourablc conditions tor its growt .

The probability, however, of this possibility being realized is negligible. Though 
statc capitalism in the underdeveloped countries emerges rom e nii crna c 
encics outlined above, it must alsó be taken intő consideration that State capita 
ism has bccome a generál phenomenon in the whole capitalist wor .

Nőt only in the course of winding up economic underdevelopment do the it- 
spective countries come intő conflict with foreign capita suPP°f c _ n . 
capitalism of the mctropolitan countries, bút alsó after theliquidation of under 
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development in the system of the “normál” commercial, financial and other rela­
tions of the capitalist world markét and world economy. Therefore it will hardly 
be possible fór the national Capital of any country tohold itsown, however devel- 
oped productive forces it may have in the future, unless it enjoys the support of 
its own State capitalism. We must nőt forget that it was the rather high develop­
ment level of the productive forces that made it necessary to evolve the system of 
State intervention in the advanced capitalist countries. A country may either reach 
this development level, and then the same need will inevitably emerge fór it too, 
or it fails to reach it, or before reaching that level it winds up its State capitalism, 
and then its backwardness will be preserved and foreign Capital will triumph over 
the country.

The second possibility is that after performing its original function: the develop­
ment of productive forces and the creation of an independent, integrated economy, 
it cives way to State monopoly capitalism based on highly developed productive 
forces. There are indications in a few countries of development in this direction 
(e.g. in India, Brazil). Bút there are serious obstacles to this becoming the generál 
direction of development.29

29 An example of this type of development of State capitalism is provided by the “Japancse 
pattern” though the underdevelopment Japanese State capitalism came intő being to liquidatc, 
was different on many counts from the present Systems labelled by the tcrm “undcrdevclop- 
ment” (due to the relatively insignificant penetration of foreign Capital, the less distorted struc­
ture of agricultural production, the much more favourable State of public nutrition, and for­
eign trade nőt being a “bottleneck”, etc. in the Japanese economy), Thechancesforthe Jap­
anese model to be repeated historically are very limited, nőt only bccause in the Japanese 
“take-off” there were alsó such factors at work as the failure of crops of raw silk in Francé 
and Italy at the crucial time, providing an exceptionally good opportunity fór therapid devel­
opment and expansion on the world markét of the Japanese silk industry, bút bccause the 
military adventurism and colonial conquest that was an organic part of Japancse development 
and constituted the motor of the rapid development of the leading branches, the munitions 
and export Industries, arc unlikely to be succcssful undor the ncw International circumstances. 
In addition, the allocation of accumulation resources to industrialization at the expense of 
agriculture and the consumption of the working classes in generál (through taxation and in- 
flation) with maintaining and increasing income inequalities to such an extent as it happened 
in Japan, and which is necessary fór the formation of a monopoly capitalist group, is now 
socially much less tolcrable than it was at that time.

Fór this we must take intő account the fact that the emergence and activity of 
the monopolies of the present-day advanced capitalist countries presupposed, 
almost from the very beginning, the exploitation of other countries too, nőt only 
the working classes of their own country. And though the exploitation of foreign 
countries may assume, as we have seen, many forms, somé of which are disguised, 
or indirect, the changed international political and world economic situation makes 
it highly unlikely fór the newly born monopoly Capital of other countries to alsó 
get a piacé in international exploitation, the territoryof which has anywaycontract- 
ed. On the other hand, if the growth and power of such a new monopoly Capital 
relied on exclusively internál sources of exploitation, it would cost immense inner 
tensions and would have an extremely unstable social basis.
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Bút we must alsó take intő consideration the fact that even the activity of State 
capitalism aimed at winding up underdevelopment brings about, as we have seen, 
contradictions in the relationship between State and priváté Capital, and these very 
contradictions restrict, if nőt prevent, the unreserved co-operation of the national 
bourgeoisie with State capitalism.

From these contradictions it follows that in the period of the liquidation of 
underdevelopment, the national bourgeoisie is bút one, though occasionally the 
main, supporting force behind State capitalism, and the other social forces, the 
working classes and the “intermediate” social strata, above all the stratum of 
intellectuals, military officers and civil servants alsó play an important role in 
giving rise and strength to it. Under such circumstances the national Capital often 
shrinks back from developing State capitalism before it could have performed its 
task, and tends to come to terms with foreign monopoly capital on the basis of 
economic underdevelopment and dependence. This may provide somé security fór 
the system based upon priváté ownership and against a radical social transfor- 
mation, bút it does nőt show a way out of economic underdevelopment nor does 
it bring about the unrestricted rule of national capital over the national economy, 
it does nőt create an independent State monopoly capitalism.

Thus both the external and internál factors set limits to the realization of this 
possibility.

There is a third possibility when State capitalism, while (or even before) perform- 
ing the tasks of liquidating underdevelopment, leads on to the socialist system of 
State planned economy, that is, when it follows a non-capitalist way of development. 
This possibility follows from the consistent pursuit of getting rid of underdevelop­
ment, that is, alsó from the internál tendency of State capitalism performing this 
task.

Sometimes even a fourth possibility is mentioned: the prospect of the emcrgencc 
of bureaucratic State capitalism,30 i.e étatism. This would be characterized by the 
State ownership of the means of production, the “quasi-social” appropriation ot 
economic surplus by the State, on the one hand, and the privileged position of a 
narrow State bureaucratic élite and an income distribution system in which the 
income share would be determined nőt by capital, that is property, nor by woik, 
that is the socialist principle of distribution, bút by the relatíve proximity to polit- 
ical powcr. Though the tendency fór the development of this sort of structure can 
be observed, in a temporary and elementary form, in many an underdevelopcd 
country, it does nőt seem appropriate to consider it among the possible alternatives 
as a generál prospect, in vicw of the obstacles to the élite bccoming a separate 
eláss,31 that is, in vicw of the temporary character of such a structure. Instead, it 
is justificd to cvaluatc the development and strengthening of the privileged po- 

30 According to Bettelheim, besides the strengthening of priváté capitalism, the main danger 
fór the further Progressive development of State capitalism in Africa is bureaucratic degencra- 
tion. (See Ch. Bettelheim: Planification Économique en Afrique Nőire. CahiersInternationaux, 

I-1I, Paris 1961, p. 70.)
31 See Chapter III. 2.
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sition of the élite as one of the potential sources of the formation of the capitalist 
eláss, that is, as part of the first, capitalist alternatives, or as the significant bút 
temporary obstaele to non-capitalist development and a final socialist transfor- 
mation.

Which of the possibilities outlined above becomes reality, whether the liqui- 
dation of underdevelopment is achieved at all, and if it is, whether the further 
development of State capitalism is finaliy connected with the socialist or capitalist 
alternative—this depends first of all on the internál socio-political development 
and on the eláss power relations of the individual countries, within the frame- 
work set by the international political and world economic relations.

What is, however, specific in the dialectics of the development of State capitalism 
in the underdeveloped countries is the fact that the further development of State 
capitalism and the way of socio-political development are rather mutually deter- 
mined by each other since alsó the internál socio-political development, and eláss 
relations themselves depend on the direction, scope and content of the activity of 
State capitalism. State capitalism in the underdeveloped countries is nőt simply the 
means of strengthening and preserving an already established social system bút it 
is alsó a determinant—to a great extent—fór the type of social system to come. 
Consequently, the inner logic of its development is much less tied to the actual 
state of the social forces. Thusit may occur that a relatively slight shift in the polit­
ical power relations —even within the same political group, e.g. owing to the 
emergence of unexpected economic difficulties or international political problems 
and consequently to the actual necessity of revising the economic or foreign 
policy—which otherwise would have hardly any direct effect on the eláss relations, 
brings about such quantitative changes in the mechanism of State capitalism as 
lead directly to a qualitative change determining more or less the direction of 
further social development.

One can come across this metamorphosis of state capitalism when economic 
intervention of the state, without being preceded or accompanied by a social 
revolution or a radical re-grouping of social eláss forces, “outgrows” the limits of 
its original function (that is, the tasks of supplanting foreign Capital and transform- 
ing the precapitalistic remnants) and alsó sets limits to the formation and growth 
of local, national priváté Capital. Since this precludes the way of the natural32 
formation and Corning to power of the bourgeoisie, it may become the overture to 
socialist development without, or more exactly before, a socialist revolutionary 
transformation. At the same time it may constitutc a historical shortcut, the non- 
capitalist way of further development.

32 The process of the “élite” turning intő a bourgeoisie in conjunction with the state capi­
talist sector being reprivatized (bút only if these two processcs go hand in hand!), should be 
conceived of as an exceptional road of the formation of the bourgeois eláss and power.

Of course, nőt all over-expansion of state capitalism means non-capitalist de­
velopment even if it happens to impede the development of local and foreign 
Capital. A bureaucratic over-expansion of the system of State intervention which 
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impedes nőt only the activity of priváté Capital bút alsó economic development in 
generál and, consequently, does nőt serve the interests of the masses, is only a wild 
offshoot, bút nőt a non-capitalist variant of growth.

The metamorphosis of State capitalism as the criterion and basis of such non- 
capitalist development is usually realized in the expanzión of the State sector of 
the economy. Bút nationalizations or the predominance of plants built in State 
ownership in the main economic sectors are nőt indispensable and exclusive, nőt 
even unambiguous indicators of a non-capitalist development. State capitalism 
comprises, on the one hand, a wide rangé of diversified forms of intervention, 
besides nationalization and State investments and, on the other hand, theexpansion 
of the State sector may alsó take piacé fór the lack of. or owing to the counteracting 
effect of, other factors, in conformity with, or subordinated to, the interests of lo- 
cal priváté Capital. From this it follows that the existence of this criterion of a 
non-capitalist development can only be analysed and assessed “in concreto" in 
the thorough knowledge of the economic relations and structure of the country 
concerned.33

As far as this metamorphosis or “over-expansion” of State capitalism starting a 
non-capitalist development is concerned, we can distinguish, according to the 
relatíve development of eláss relations, two main types (with several combinations 
of intermediate variants):

(a) Characteristic of the first type is that at the time of the rise of State capital- 
ism no substantial local Capital is yet available, the national bourgeoisie is either 
undeveloped or lacking altogether, and even the subsequent development of 
local Capital lags behind the development of State capitalism.

Thus the expansion and strengthening of the system of State capitalism means 
nőt so much the restriction of the already acquired position of local Capital—as 
such hardly cxists at all—bút rather the limitation of its coming intő being. State 
capitalism of this type is therefore directcd partly against foreign Capital, and 
partly the local capitalist elements that may arise from the transformation of the 
precapitalistic forms of society and economy. Thus it expresses in this respect a 
spccific economic rclationship between State and priváté Capital in which priváté 
Capital (i.e. local priváté Capital) is virtually non-existent, bút the danger of its 
coming intő existence is imminent. This danger arises from the wide survival of 
the precapitalistic remnants, the direction of whose further development and trans­
formation, by the way, points to capitalism via commodity production.

It is of coursc nőt a matter of no concernat all, what character these precapi- 
talist remnants have. Wherever prccapitalism means predominantly primitive 
communal relations, there the traditions of communal ownership and the tra-

83 "A distinction should be inadé between several types of nationalization, according to 
the spccific aim underlying it and the political climatc in which it occurs ...
alization aimed at saving from bankruptey priváté capnahst firms... f'1™1*0™1 
zation of nublic Services, and Progressive nationalization, undertaken under the pressurc ot a 
“owerful len-ing (I. Sachs: Patterns of Public Sector in UndMoped

Bconomies, p. 61)
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ditional community spirit contradict the tendency of priváté economy, however 
different the mode of production is from that of a socialist economy to which the 
way of non-capitalist development leads. It makes it at least easier fór the State to 
solve the problem of introducing modern forms of economy under the exclusion 
or restriction of capitalist development. It is nőt accidental that this type of non- 
capitalist development has found its historical application in those African coun­
tries where the precapitalist remnants include strong elements of primitive com- 
munal relations.

(b) Typical of the second type of non-capitalist development is the fact that the 
formation of State capitalism starts under the conditions or even under the rule 
of an already existing local Capital and thus of a relatively significant local bourgeoi- 
sie. The process of the strengthening of State capitalism gains, however, such 
momentum in performing the tasks arising from the necessary liquidation of un­
derdevelopment and under the pressure of social forces that local Capital is unable 
to keep it under control.

This usually occurs when an obstacle to development is removed in an explosive 
way (e.g. the conquest of the strategic positions of foreign Capital), or when 
radical measures are taken against the speculative and growth-impeding activity 
of a part of the local bourgeoisie. This usually sudden extension of the sphere of 
State capitalism is, as a rule, accompanied by the wresting of important positions 
from local Capital.

This type of development is naturally much closer to the transformation that 
has taken piacé in the socialist countries, as both types of transformation tnean 
attacks against the already existing local Capital, and involve a deviation from the 
capitalist road already taken, after which any turn in the direction of capitalist 
development would be equivalent to a bourgeois restoration or at least somé of 
its elements. This is especially the case when the national bourgeoisie has already 
played previously a leading role in running the State machinery.

Bút along with the usually much higher proportion of the precapitalistic rem­
nants and the less significant power and rather secondary role of local Capital, the 
main difference between them is shown in the fact that the anticapitalist change- 
over in these countries is ushered in nőt by a socialist revolution. The working 
eláss has nőt yet been able to rise to power, and the activity of local priváté Capital, 
though restricted, does nőt cease to exist, and continues to play a -sometimes im­
portant—role in economic development.

Consequently, the danger of a bourgeois take-over, the possibility of a return to 
the capitalist way of development is much greater, and this danger stems nőt only 
from the tendencies of priváté ownership that may arise from the liquidation of the 
precapitalistic remnants, bút mainly from the activity of existing priváté Capital.

The situation may of course be very different here, too, from country to country, 
depending on whether national Capital has acquircd positions only at the periph- 
ery of the economy, in the shadow of foreign Capital, or has bccome signif­
icant alsó as industrial and bank Capital, and whether foreign Capital has given 
rise to a proletariat much exceeding the development lével and rangé of the activ- 
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ity of local priváté Capital, or, concentrating mainly in the fields of trade and fi­
náncé, has left the “production” of the proletárját to local Capital.

Hence, the expansion of State capitalism, or even the predominance of State 
and community ownership, differs from the socialist transformation nőt only by 
preceding the latter, that is, by its being established without a socialist revolution, 
bút alsó by the fact that the social forces supportingit are fairly undeveloped and 
changeable.

4. FACTORS INFLUENCING THE DIRECTION OF FURTHER

DEVELOPMENT

The fate of State capitalism, the realization of a socialist transformation or a capi- 
talist way of development, depends primarily on those internál economic processes 
which have an effect on social stratification and the position of the various classes.

The question is usually raised in this form: is it possible, under the specific in­
ternational and/or specific internál conditions, to build up a socialist socio-econom- 
ic system when its “pár excellence” social basis, the industrial working eláss, 
has nőt yet developed.

As far as the “international social basis” of a socialist transformation is con­
cerned, it is true that the existence and support of the socialist countries may mean 
somé protection against interventions on behalf of capitalist restoration. The sig- 
nificance of this factor is hard to overestimate, bút it cannot supersede the internál 
social basis. As long as the liquidation of underdevelopment takes piacé within 
the framework of the national economy, i.e. nőt in the wake of a radical social 
transformation of the whole world, the socio-economic processes too laké piacé 
basically at the levél of the national economy. Thus the analogy, or even theory, 
which projects the role of the urban basis of socialism (industry and industi ial 
proletariat) in determining the socialist transformation of the rural arcas to the 
international pláne, and denics the necessity of the industrial and^ proletarian 
basis of socialism in relation to the underdeveloped countries, the viliágé ol 
the world, proves to be a deceptive illusion. ...

No doubt, one of the most conspicuous characteristics of the existing intcrna 
eláss rclations is the widc gap between the living conditions oí the rural and ur an 
working people, the extremely low incomc lével and great exploitation of the agia- 
rian strata, and their way of lifc that call fór radical changes. Bút can these strata 
constitute the basis of a socialist development—fór lack ol the urban wor ing 
eláss or instead of the urban workers’ élite living in much more favourable con­
ditions than the rural strata? Can rural socialist transformation carned out in the 
framework of a comprehensiveco-operative movement and/or the ancient tradition- 
al communities really provide a sufficient and stablc basis fór the socialist deve - 
opment of the whole economy and society?

The question has nőt only social and political imphcations bút alsó e o c 
ones, too. If the answcr is in the affirmative, then the absolute, nőt only the rela- 
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tive and temporary, priority of rural development in the programme of economic 
development follows from it. In this case State capitalism must ensure an 
absorption and utilization of surplus which leads, over and above the reduction 
of úrban discretionary and conspicuous consumption and the correction 
of the existing income inequalities, to the fastest possible development of 
the agrarian sector, with the other sectors and branches serving that devel­
opment.

Agriculture, however, is unable to play the role of the leading sector in a mod­
ern, developed economy. The generáldirection of the development of the produc- 
tive forces leads from the agrarian and agrarian-industrial economies to the in- 
dustrial-agrarian and industrial economies. And if socialism is destined to acceler- 
ate (and nőt paralyse) this development, then rural development may be the tran- 
sitory phase and means of the rational preparation of industrialization (and as 
such the most important one), bút by no means the final objective of economic 
policy. Consequently, the stable social basis of socialist development must be 
built, if only fór economic reasons, in the industry.

At the same time, the processes going on in the rural sectors of the underdevel- 
oped countries and the development of agriculture itself make it dubious whether 
the rural basis of socialism could be sufficient and lasting.

If agriculture was fór a long time a source of capitalist tendencies in the European 
socialist countries too, it is even more true in the underdeveloped countries where 
it is even more difficult to raise industry to a leading sector. In many underdevel­
oped countries, especially in Africa, unlike in Eurone after the agrarian reforms, 
no strong spirit of priváté ownership has developed. Bút, whether the agrarian 
reform here is directed against foreign plantations, or feudal estates or even the 
primitive pre-feudal forms of land tenure only, it necessarily raises nőt only the 
question of what the economic and organizational forms most appropriate fór 
the liquidation of underdevelopment are, bút it alsó poses the problem of the fu- 
ture of the priváté sector of agriculture as well.

The formation and spread of the co operatíve form is a fairly generál phenom- 
enon. It can, however, have very different contents, depending on the dominant 
factor determining socio-economic development. The co-operative form itself 
may include a variety of forms, somé of which (e.g the marketing-purchasing co- 
operatives or the credit co-operatives) are alsó suitable fór pooling capitalist econ­
omies and accelerating their development, bút even producers’ co-operatives with 
the common ownership of the means of production may become capitalist enter- 
prises based on capitalist group ownership and operating as kind of “joint stock 
companies”.

The transition to commodity production within the traditional communities 
and the increase of external influence may be accompanied by the tendency of 
strengthening individualism, including the danger of the spontaneous disintegra- 
tion of such communities.

It is the economic environment”, the effect of the leading sector of the economy 
on production relations and, fór the lack or weakness of that sector, State inter- 
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yention iíself, which determines the social content of the co-operatives and the fate 
of the traditional communities.

Evén in the case of the predominance of co-operatives (and communes), that is, 
he economic and orgamzational forms characteristic of a socialist agriculture 

the system of State capitalism extending over the whole economy and restricting 
capitahst tendencies, cannot bedispensed with. Itis even more indispensable where 
the consistent implementation of the agrarian reform has nőt been concluded 
which anyway hinders the liquidation of underdevelopment, or where after the 
land reform, the small peasant holding has become the basic form of agriculture

Small commodity production, which came intő being perhaps as a result of the 
transformation of subsistence economies by means of State intervention, may be- 
come the source of capitalist tendencies and the natural law of its development is 
inzdifferentiation of the peasantry. Considering that the restriction of the working 
of this law was no easy task in the socialist countries either, even under the con- 

of a socialist industry, trade and finances, then it is definitely much more 
difficult m the underdeveloped countries where these conditions are almost en- 
n-ely absent. And the working of this law may have disastrous consequences nőt 

only fór the labour markét, the development of the rural productive forces and the 
social State of the rural population, bút it may even block the road to further non- 
capitahst development.

The dominant role of agriculture in the production of national income in gener­
ál and in the export production in particular, makes it a reál danger in most 
countries that even in the case of industrial nationalizations and State control 
over oieign trade and finances, and with the simultaneous anti-capitalist develop­
ment m the other branches of the economy, there may develop and strengthen fór 
ack of an intensive and appropriateiy orientated State intervention, a strong na- 

tional Capital in this sector that may stop or hold up non-capitalist development.
From this it follows that the rural basis of socialist transformation in a nőt 

yet industriahzed society can perform only a temporary function. (This temporary 
character means nőt the subsequent termination of this basis bút its complemen- 
tation with something more important.)

Whether it really performs this function or nőt, depends on (1) whether, econom- 
ically, it succeeds in creating, by the expansion of its surplus productive capacity, 
the accumulation sources of industrialization; (2) whether, socially, rural develop­
ment is nőt accompamed by a process of diíferentiation leading to the formation 
ol a rural bourgeois stratum; and in connection with the latter conditions, (3) 
whether the communal forms of the appropriation of the surplus produced become 
or remam) dominant against the individual forms of appropriation, and whether 
ic utihzation of surplus takes piacé in kecping with the interests of the working 

classes of society and ni compliance with the requirements of the acceleration 
of economic development (including the task of industrialization). The reali- 
zationof these conditions requires nőt only the increased controlling and guiding- 
mf uencing role of the State bút alsó the intensive activity of the social and politi- 
ca oigamzations. 11 this involves the danger of a possible growth of State bureau- 
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cracy and of the strengthening of the power and privileged matéria! position 
of the ruling élite, then this indicates oniy the difficulty, bút does nőt reduce the 
reál possibility and extraordinary importance of such a transition. And if in the 
countries starting from the basis of a nőt yet industrialized, predominantly agri- 
cultural and extremely backward economy the process of building socialism is 
longer and gets on by trial and error, involving perhaps more mistakes and 
“infantile disorders” than would be in an industrialized, advanced society, this 
again indicates only the difficulties of such a development bút by no means the 
wrong direction of it.

Evén if the rural working population and the rurai economy are unable to per- 
form the function of a reál social and economic basis of socialist development, 
the former despite its however revolutionary character, the latterdespite its devel­
opment to whatever extent, they may serve to a certain extent and temporarily 
as substitutes fór it, making it easier fór this basis to develop.

The special importance of this transition is duly emphasized by the fact that the 
improvement of the situation of the rural working population and rural develop­
ment in generál have become on the one hand a Central issue of economic policy, 
in view of such problems as the expansion of the internál markét, the mobilization 
of the sources of accumulation, the budget and foreign exchange revenues of the 
State, public nutrition, the easing of import-dependence, open and disguised un- 
employment, the levelling of striking income inequalities, etc., that is, they coin- 
cide with the generál trend of the acute development needs. On the other hand, 
the transition itself means the utilization of the available and mobilizable social 
forces fór a socialist-orientated development, instead of waiting idly fór the for- 
mation of a more appropriate social basis.

It seems to be important in this respect, top, to pay attention to and analyse 
the attempt that has been going on undor the triple slogan of Rural Development 
Self-Reliance-Socialism in Tanzania fór the pást few years in order to liquidate 
underdevelopment and lay the foundations of a socialist social order. The time- 
liness and importance of Rural Development is accounted fór by the predominantly 
agrarian natúré of the economy and society, by the rolc that agriculturc plays 
in the production of the national income and in foreign trade and by the con- 
centration of the social problems on rural areas, while the conditions fór a largc- 
scale and generál industrial development are nőt yet mature. Self-Reliance aims 
at winding up or at least reducing depcndence on external economic forces, bút 
by the increased mobilization of internál resources without the autarchic isolation 
of the economy. It arises from the realization that the liquidation of undcrdevelop- 
ment, and especially the launching of socialist development, presuppose the 
breaking of the rule of foreign Capital, the strict control ovcr the commanding 
heights of economy and the persistent struggle fór economic indepcndencc, while 
it is tacitly understood that, under the new international economic and political 
conditions, fór this struggle to be successful, it is nőt indispensable to break 
with foreign Capital completely. The objective of Socialism, which in many African 
countries is bút an empty slogan, a demagoguc manipulation or just a rcquire- 
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ment restricted to the sphere of redistribution, or an illusion attached to the rem- 
nants of the traditional African society with all the emphasis pút on the speci- 
ficity of “African socialism”, launched a series of practical measures in Tanzania. 
These measures have affected nőt only the sphere of distribution, bút alsó the 
basic production relations, i.e. the ownership relations of the means of produc- 
tion. Nationalizations, the expansion of the State and parastatal sectors, planning 
and State intervention embracing the whole of the economy, the check kept on 
foreign Capital, the co-operative movement and the development of the so-called 
“ujamaa villages”, the increased State control over income distribution, and, 
last bút nőt least, steps against the formation and strengthening of the “élite” 
(the restriction and regulation of the income sources and financial position of 
the State and political leadership), etc., are the most important of these practical 
measures. The further fate and success of this positive process depend largely 
on the results and effects of rural development and the parallel or subsequent 
processes of economic development (industrialization!)—providing the mainte- 
nance of political stability.

In addition to, bút of course nőt independently of, the economic and the attend- 
ing social processes—such as rural development, industrialization, and the appro- 
priation and utilization of surplus in generál—further development is influenced 
by a number of other, social and political processes, among them several factors 
related to certain specific circumstances. When analysing the distorted, hetero- 
geneous social structure of the underdeveloped countries we emphasized that 
the boundaries between the social classes and groups are much more blurred in 
these countries than in Europe, and that relatively wide intermediate strata 
may develop along these boundaries, in themarginal spheres ofthe heterogeneous 
structures, which may alsó play an important role in politics. We have alsó pointed 
out that eláss consciousness may be strongly influenced and offset, as a result 
of the intensive eflect of the traditional social elements, by other forms of social 
consciousness such as traditional religion, the sense of belonging to a tribe, 
kinship, sect loyalty, the sense of nationalism, etc. This specific character of the 
social structure and processes provides the explanation fór the fact that the poli­
tical changes and shifts quite rarely take piacé along a more or less clear line of 
eláss boundaries.34

Let us enumerate a few of the specific factors and circumstances aflecting the 
political processes.

a< It is common knowlcdgc that after the seizure of power and alsó in the subsequent pro- 
ccss of development internál shifts and regroupings may occur among the Progressive forces 
which fought fór political powcr. Part of the revolutionary forces fighting against coloniahsm, 
c.g. may regard their struggle as completed after gaining indepcndence and demand a greater 
sharc in its benefits as their just privilcge. This gives risc to a reál danger that the posts anc 
rolcs in State administration which have bccomcvacant with the remova! ofthe formei oppres- 
sors and privileged persons, only "change hands”. Therefore the Progressive political power, 
if it is to romáin as such, must alsó be prepared to facc a sort of resistance or ncgative stnving 
of part of its former followers, too. Such political and economic decistons may then creatc 
additional political tensions within the fratnework of power .
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(a) The inheritedforms ofpolitical organization. The liberated countries inherited 
more or less ready organizational forms from the colonizers. They were usually 
the replica of western parliamentary and party systems which have developed 
on the basis of a historically and socially entirely different reality. These forms 
do nőt correspond to the requirements of a system of representation built oh 
reál communities. They are either gradually abolished (and this in itself involves 
great political shifts and regrouping), or they strengthen further the isolation 
and alienation from society, of the group of functionaries raised above fictitious 
communities. In this connection we may refer again to the analogy of the Asian 
mode of production where “the group of public functionaries ceased to perform 
reál public functions and developed intő a ruling eláss when the communities. 
whose representatives these chiefs and officiaís originally had been, broke up or 
were transformed”.  The only difference is that the group of public functionaries 
of the underdeveloped countries was an alienated group already in the colonial 
period and was in contact—e.g. under the British type of colonial adminis- 
tration—only at the lower end with a reál community, the tribe. (In this case, how- 
ever, the transformation of the tribal chiefs intő paid civil servants destroyed the 
reál, political and religious-authoritarian, non-economic foundations of the inner 
representation system of this community.) Though this alienation of the group 
of public functionaries eases after independence—as a result e.g. of the replace- 
ment of expatriate officiaís by local ones—, yet its tendency stays unchanged and 
it is, as we have seen, usually along this line that we can look fór the tendenctes 
of the formation of a new bourgeois eláss.

35

(b) The tendency of the formation of the one-party system, resulted from the 
inadequacy of the inherited political forms and the blurred character of the bound- 
aries of social classes. It emerges, as a rule, from the national resistance against 
foreign oppression, that is, from an independence movement embracing the wide 
masses of society. It is usually nőt after a differentiation process, nőt on the basis 
of the identity of interest, concerning the direction of internál development of 
the working classes already in power, that it comes intő being. In other words, 
it is nőt built upon the process of social integration already under way. This 
accounts fór its special character and the unstability of the formation itself.

35 F. Tökei: Az ázsiai termelési mód (The Asian Mode of Production). Valóság, No. 6, 1962.

The one-party system may of course be fiiled with very different contents. It 
cannot, however, abolish the internál social contradictions which unfold morc 
and more with the outlines of the social classes becoming more distinct. Its 
existence, however, and consequently the fact that these contradictions tend to 
manifest themselves within its own organization, give new characteristics to 
political development, too. The fact that the one-party system mérges at its top 
with State administration, provides the means of statc power to oppress or solve 
the contradictions within the party, andmakcs, on the other hand, the direction 
of economic State intervention directly dependent on the power rclations within 
the one-party system.
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(c) Tribal and caste systems. Their existence and intensity exert an effect on the 
political processes, and even on the forms of organization, nőt only indirectly, 
through the formation of consciousness, bút alsó directly.

(d) Religion. In addition to its cohesive or separating effect which crosses the 
social eláss boundaries, it influences the way of political thinking, too. Much 
depends on which particular religion is dominant as there are substantial dif- 
ferences in this respect between the Muslim, Buddhist and Christian religions. 
It is alsó important which strata this particular religion is primarily tied to, and 
what parts of its teaching are most pronounced. (There are considerable differences 
here too, even between the individual Muslim countries.)

(e) The progress in nation formation. Much depends on whether this process 
exceeds in its tendency the given State boundaries of the country concerned (in 
which case it is already an external factor), or conforms to the State boundaries, 
or lies well within them. In the latter case new bases and boundaries appear, 
beyond those already mentioned, fór the political groupings and shifts.

If the process of the creation of a new nation exceeds the inherited artificial 
boundaries, or if one or another factor of this process (e.g. language or culture) 
gives rise to the tendency of farming larger communities (see e.g. the Pan-Arab 
movement), this may as an external effect influence the development of the coun­
tries concerned. There will be equalizing effects at work between the economic, 
social and political processes of these countries, which may promote develop­
ment here and hinder there.

The tendency of the large communities developing intő a nation exerts a preserv- 
ing effect on all those forms of traditional social consciousness and customs which 
are common alsó beyond the existing country boundaries (e.g. Arab culture 
and customs, the Muslim religion, etc.). It alsó gives a new impulse to the integra- 
tion movements. At the same time it may modify the grouping and distribution 
of social forces and provide a larger surface far political “landslides”.

(f) In addition to promoting the development of productive forces and the trans- 
formation of distorted economic structures and to providing a kind of protection 
against external economic impacts, integration and its various forms and grades 
alsó affect the integrated countries by demanding increasing economic State 
intervention and the development of State capitalism, and by strengthening the 
mutual socio-political effects between the individual member countries.

(g) Such mutual effects may of course develop nőt only between the integrating 
countries bút alsó between the undcrdeveloped countries in generál, cspecially 
if they are neighbouring countries. The successful implementation of an economic 
task or social reform in one country exerts a stimulating effect on another to solve 
the same problcms in a similar and the fastest possiblc way.

It is obvious, and therefore perhaps needless to add, that the direction and 
course of the further development of underdeveloped countries are alsó iníluenced, 
besides the enumerated and other specific factors (bút usually in connection with 
them), by the development of the whole world economy and international politics.
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Especially the existence and development of the socialist countries as well as the 
increasmg number of countries entering the road to socialism play an important 
role nőt only front the pomt of view of the increased protection they can give 
them against impenahst aggressions and the economic aid, whose possibilitiesare 
far front being exhausted bút alsó by the historical example set in^he liquidation 
c f underdevelopment and in socio-economic transformation.

Bút it is worthwhile emphasizing, by way of conclusion, a fact that may be 
ess obvious as yet: that the social development of the whole worid, the fűtiké of 

world socialism itself and the cause of peace, security and the trul^-hum^ l^ 
fmankind depend, along with other reasons, to a great and ever increasing 

extent on whether underdevelopment, this odious and humiliating product of historical 
development can be liquidated in the shortest possible time.
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