


262 The Developing Economies 
export policy of developing countries also should have two aspects ; one toward 

developed and the other toward other developing countries. Needless to say, 

export policy plays a decisive role in the direction of export-oriented indus-

trialization. These two policy measures will be discussed in Section 111 in turn. 

I. ALTERNATIVE PATHS TO INDUSTRIALIZATION 
-Import Substitution and Export Promotion-

Most developing countries who have achieved their political independence 

in the postwar,period h~Lve aimqd at achieving economic independence by 
the way of transformation of their economic structures. As is well known, 
their economic structures have been characterized by the so-called dual eco-

nomies and export economies. They have specialized in the procuction and 
export of a=fe~v priniary commodities, but th~ir export sectors have been 
isolated frorii the irest of the econbmy. These distirictive features of the 

economic structures in developing countries have hampered the full realization 

of gains =frbm 'tiade ahd the carry-over of these gains into other sectors of 
the economy: Fti}~her, they have byought about secular rD:ovement in terms 
of trade ag~in,st d~veioping countries and potential or acttial deficits in the 

balance Qf payrrie,nts of the developing countries. Facing these defects which 

result from their economic structures, the developing countries have struggled 

with the transformation-diversiflcation and industrialization-of their eco-

nomies. 
The reasons why developing b6tilitries have a strong inclination for 

industrial development have been briefly summarized by P. G. Elkan.1 He 
makes twb points, (1) the difference in income elasticity of demand between 

primary ,commodities and 'manufactured goods, which leads to adverse trends 

in terms of trade for primary commodities and the decline of marginal 
reverlue for ,countr,ies mainly exporting them, and (2) the difference in 
marginal gro~vth ,c,, ohtribution of investment between the primary sector and 

industrial sectot, which is clearly advantageous to the latter because of the 

vari6us dynainic effects it 'has by its very nature. 

When the pi-eference for industrial development in developing countries 

is taken for granted, the next problem arises : what is the more efficient way 

to, Qr better strategy for, attaining industrialization ? We can distinguish, 

chronologically, at least four interpretations related to , this problem, each of 

which differs in understanding a primary obstacle in the industrialization 
process. In the first interpretation, the. primary obstacle is '1ack of savings. 

Needless to say, industrialization requires huge amounts of capital, but in 

most developing countries savings is depressed to an extremely low level due 

to low per capita incomes. Success of industrialization is considered, therefore, 

to depend upon the ability to mobilize domestic savings on the one hand, 
and on the ability to raise foreign capital,2 on the other+ 

l See P. G. Elkan, "How to Beat Backwash : The Case for Customs-Drawback Unions," 

Economie Journal. March 1965. 
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In the second interpretation, on the contrary, Iack of inducement to invest 

is emphasized as the major missing link in the industrialization process. In 

this explanation savings is not necessarily a scarce factor, as in many develop-

ing countries there is much concealed savings in such forms as disguised un-

employment and unproductive consumption. It has been argued, rather, that 
industrial develbpment must be discouraged by the demand shortage of 

capital resulting from the sm~Lll size of the domestic market, that is by the 

low level of purchasing power for domestically produced goods in the indus-

trial sector. To remove ~his kind of obstacle, the doctrine of balanced growth 

was advanced, insisting that simultaneous investments in various industries 

were necess'ary to widen the doinestic market.8 

In the third interpretation, emphasis shifts again to the supply side of 

the production factor. Tn this instance, however, the missirig = Iink : is not 

savings and material capital, but the ability to invest, which is provided in 

the modern sector of economy and expected to serve as a catalyst connecting 

the concealed savings with the opportunities for productive investment. When 

this ability is scarce in developing qduntries, the preferred course=for ihdustrial 

development must be what makes use of this scarce factor in the most efflcient 

way by taking advantage of incentives or pressures stemming from imbalances 

continuously created and maintained zimong.various sectors in the economy. 

The familiar concepts of forward and backward linkage effects, which, an 
investment in one sector will be supposed to have, are related to these 
incentives and pressures. From this point of view, the sector which will have 

the largest linkage effects should be regarded as the most , promising 'basis for 

development : this is the contention of so-called unbalanced growth ddctrine.4 

In the last interpretation, attention is again concentrated on material 

capital in the form of foreign currency, and the foreign exchange shortage 
against which many developing couritries are struggling is considered t6 be 

the main obstacle to industrial development, because in developing countries 

where the ability to produce capital goods out of domestic factors is severely 

limited, a minimum size of input imports (operational, reinvestment and ex-, 

pansion imports) is essential for the full use and growth of existing productive 

capacities. Incidentally, this argument is apparently similar to that in the 

first, in putting emphasis on the lack of material capital for developing 

countries ; but the two are fundamentally different in that the argument in 

this context deals with foreign currency as the co-factor with or complementary 

factor for domestic savings, while the argument in the first interpretation 

assumes substitutability between them. Once we realize the significance of 

2 For example, see Department of Economic Affairs, Un~ted. Nations, Meas~res for , the 

Economic Development of Under-developed Countries : Report by Secretary-General of the United 

Nations, New York, United Nations, 1951. 
8 Fdr example, see R. Nurkse; Problems of Gapital Formation in Under-developed Countr;es. 

Oxford, B. Blackwell, 1953. ' ' 
4 Fdr example, see A. O. Hirschman; The Strategy of Eeonomie Development. New Haven, 

Yale University Press, 1958. ' , 
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