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D E V E L O P I N G  C O U N T R I E S  

Technical Progress in Growth Processes 
By Dr Artur Rommel, Bremen 

T he economic structures of almost  all developing 
countries have  one feature in common: - -  they 

p r o d u c e - a p a r t  from their  own pr imary  p roduc t s - -  
agrar ian and industr ial  commodit ies  and raw materials  
for industrial  countries.  Until  now they  have  few 
manufactur ing industries of their  own. Because of this 
"counter-structure",  they  are therefore  in pract ice 
en t i re ly  dependent  for their  sales on the former 
colonial  countries, and it is these  countries in turn 
which more or less influence this trade. An exchange 
be tween  developing countries exists only  to a v e r y  
limited extent.  Nor  have  they  any sizable market  of 
their  own for industrial  products.  

Little Likelihood of a Rise In Exports 

This is all the more ev ident  the more recent ly  these 
countr ies  h a v e  gained their  independence,  applying 
therefore  above  all  to the major i ty  of Afr ican states. 
The fact that  the former French colonies are  l inked 
to the Common Market,  while  the former British 
colonies are almost all in the Commonweal th  is due 
to historical  developments  rather than an expression 
of the concept of integration. The exports  of both these 
groups of countries to their  respect ive  "mother  
countries" en joy  pr ior i ty  treatment.  This in turn is 
felt by  other  countries as discrimination against them 
and has f requent ly  caused them to demand that their  
expor ts  to industr ial ised countries should l ikewise be 
granted preferent ial  treatment.  

On the other  hand, there f requent ly  exists a con- 
s iderable  d iscrepancy be tween  the desire on the part  
of the developing countries to increase their  exports  
and their  own industr ial  capacity.  It wil l  still take 
most of these countries years,  if not  decades,  to de- 
ve lop  beyond the processing of agrar ian .and indus- 
trial products and to build up an industry for 
finished goods, capable  of being exported to the old- 
established industrial  countries.  

Another  objec t ive  may, however ,  be reached more 
quickly: the provis ion of the home market  wi th  home 
products  which should lessen the dependence  on im- 
ports,  which are  f requent ly  high, and lead to im- 
provements  in the balances of payments ,  which more 
often than not show a deficit. This objec t ive  is being 
pursued by almost all developing countries, for poli- 
t ical  reasons, if for no other. Never the less  these 
countr ies  will  for a long t ime yet  remain dependent  
on imports of industrial  finished goods. At  the same 
time, however ,  a restr ict ionist  import  pol icy wilt  
often el iminate  the demonstra t ion effect, i.e. the 
preferment  of foreign products by  the buyer.  

In this manner  support  will  be g iven to efforts 
to reduce the tradit ional  monocultures with the 
aim of expanding hitherto restr icted export  possi- 
bilities, i.e. of d ivers i fy ing production. The start- 
ing point  for this is in most cases the local raw 
material  basis. True, some countries (India for ex- 
ample) wish to work  according to plans which, to be 
carried into effect, require the import of pract ical ly  
all pr imary and subsidiary materials.  With  that  differ- 
ent product ion conditions are  given. "Whi le  it is 
re la t ive ly  easy to show cost advantages  for such 
industrial  products as depend largely  on raw ma- 
terials and for which there exists an ample supply 
of local raw materials,  it is more difficult to show 
such advantages  for other  products, for which raw 
materials  cannot be quickly and re la t ive ly  cheaply 
made avaiIable local ly  and which depend to a lesser  
degree on raw materials.  General  s tatements  are im- 
possible in this connexion." t 

Varying Possibilities of Development 

The means of production v a r y  as s trongly in different 
countries as does their  state of development .  It is 
therefore  an open quest ion and largely  arbi t rary at 
what  point in time a country may  be said to be  a 
developing country.  A decis ion on this point for 
practical  purposes can be reached only by agreement.  
GATT has therefore  classified all countries, group- 
ing all developing countries under "ca tegory  II". These 
countries show comparable  features even  if differ- 
ences exist  in their respect ive state of development .  

Relat ively far advanced industr ial ly are the South- 
Amer ican  states, while  the most backward ones are  
those of Af r i ca - -wi th  the except ion of North Africa 
and the South Afr ican Republic, the lat ter  having 
ceased to belong to the ca tegory of developing  coun- 
tries. In the Asian countries the level  var ies  con- 
siderably. 

At the same t ime the general  backwardness of the 
developing countries provides them, however ,  with 
their  v e r y  chance to catch up by intensifying their  
economic growth. "A country with the most modern 
processes can advance  farther only by new in- 
vent ions  and discoveries.  A country which is back- 
ward technologically can make great advances  mere ly  
by borrowing from the a l ready exist ing stock of 
knowledge.  For countries which have  a comparat ive  

t H e s s e, H.: "Die Industrlalisierung der Entwicklungslander in 
ihren Auswirkungen auf den internatioaalen Handel" (The Indus- 
trialisation of the Developing Countries in Its Impact on Inter- 
national Trade}; in "Jahrbuch ffir Sozialwissenschaft", vol. 14 
{19fi3), issue 3, page 359. 
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a d v a n t a g e  in agr icu l ture  despi te  of the  fai lure  to use  
advanced  techniques,  i t  is not  a subs id ised  industr i -  
a l i sa t ion  at  the  expense  of agr icu l tu re  which is the  
appropr ia te  remedy,  but  educa t ion  and t ra in ing  for a 
modern i sed  agr icul ture .  2 This r ea l i sa t ion  is not  new, but  
it is of ten o v e r l o o k e d - - c o n s c i o u s l y  or unconscious ly .  

It would be  a one-s ided way  of looking at th ings  to 
equa te  deve lopmen t  wi th  t he  se t t l ing of industry .  
This, t h o u g h  it is of ten the  case, covers  on ly  par t  
of the  complex  of p rob lems  tha t  ar ise  in the  course  
of deve lopmen t  processes .  It is there fore  w r o n g  to 
asser t  ~that in all  cases  the  deve lopmen t  of so- 
cal led economica l ly  unde rdeve loped  areas  can be  fos- 
te red  exc lus ive ly  by  indust r ia l i sa t ion .  In the  ma jo r i t y  
of cases the  first  and  foremost  requis i te  is to intro-  
duce new agr icu l tura l  m e t h o d s - - n e w  methods  of 
ut i l is ing the  soil, amel io ra t ion  of ava i l ab le  acreage,  
ex tens ion  of i r r iga t ion  sys tems or in t roduc t ion  of dry- 
land fa rming  etc." s Fundamen ta l l y  such deve lopmen t  
plan aims first  and  foremost  at  mak ing  use  of the  
coun t ry ' s  ex is t ing  poss ibi l i t ies  wi th  a v iew to c rea t ing  
for a g rowing  popu la t ion  adequa t e  food supplies.  
Wi thou t  t h e s e - - a n d  less sti l l  if the  t h r e a t  of periodi-  
ca l ly  occurr ing  famines  is not  a v e r t e d - - n o  fur ther  
deve lopmen t  is possible.  

Moreover ,  once  an  excess  of farm products  exists,  
it can  be  e i the r  pu t  to indus t r ia l  uses  or it can  be  
expor ted  and  can  thus  become  the  s ta r t ing  poin t  
for e rec t ing  an  indus t r ia l  s t ructure .  Here,  too, 
things are  not  a lways  seen  in the  r ight  perspec t ive .  
It s t r ikes  one for example  tha t  in a coun t ry  l ike 
Tunis ia  va s t  a reas  a re  no th ing  but  s teppe,  used as 
pas tu re  for camels  and  sheep.  And  yet, c l imat ical ly ,  
tha t  coun t ry  is no t  at  such a d i s a d v a n t a g e - - a p a r t  
from the  deser t - l ike  S o u t h - - t h a t  its agr icu l tu re  could 
not  be  deve loped  further.  The dates  h a r v e s t e d  in the  
oases of the  South  are  despatched s t ra igh t  from there  
wi thou t  the  popu la t ion  h a v i n g  much more  to do wi th  
it t han  the  ga the r ing  of the  fruit. In the  fert i le  Nor th  
fruit and vege t ab l e s  grow in abundance .  Now, if agri- 
cu l tura l  ou tpu t  were  to be  expanded  and  l inked wi th  
such p rocess ing  indus t r ies  as cann ing  factor ies  etc., 
th is  would  g ive  work  to more  people  than  does a 
h igh ly  mechanised  indust ry .  At  the  same time, the  
demand  for i n v e s t m e n t  goods would  be  s t imulated.  
Similar cons idera t ions  app ly  to fishing, which is lucra-  
t ive  in the  Med i t e r r anean .  Up to the  present ,  how- 
ever,  Tunis ia  has  been  concen t r a t ing  a lmost  ex- 
c lus ive ly  on the  exp lo i t a t ion  of its tour is t  t rade.  

Development Processes Can Be Speeded up 

Some deve lop ing  count r ies  are  work ing  accord ing  to 

p lans  which h a v e  as the i r  ob jec t ives  to indus t r ia l i se  

t hemse lves  and to ra ise  the  s t andard  of l iv ing  of 

2 V i n e  r ,  J . ,  ~The Economics  of D e v e l o p m e n t "  in A g a r w a l a ,  
A. N. / S i n g h. S.P. , T h e  Economics  of U n d e r d e v e l o p m e n t ' ,  N e w  
York 1963, p a g e  27 seq.  

3 K o e n i g ,  R., " Indus t r i a l i s i e rung  und patr iarchal ische Gesel l -  
schaft  in den  En twick lungs landern"  ( ' I ndus t r i a l i s a t i on  and  Patr i -  
archal Soc ie ty  in D e v e l o p i n g  C o u n t r i e s ' ;  par t  of a se r i es  broadcast 
by  Nor th  G e r m a n  Radio  unde r  the  ti t le "P iob lems  of Deve lop-  
men t  Aid"  and pub l i shed  b y  Friedr ich Eber t  Foundat ion ,  Hanover 
1963, p a g e  20 seq. 

the i r  peop le  as quickly as possible,  bu t  which a re  

ha rd ly  in accord  wi th  p reva i l ing  condi t ions .  The re  

is no p lan  tha t  could be  gene ra l ly  appl ied to all  

deve lop ing  countr ies .  For tha t  geographica l ,  c l imat ic  
and demograph ic  condi t ions  v a r y  too great ly .  If, for 

example,  Latin A mer i ca  happens  to be  r e l a t ive ly  far  
advanced  in its deve lopment ,  it would  seem to be  
due to the  fact t ha t  its popu la t ion  consis ts  for a la rge  
par t  of immigran ts  from Europe.  They  h a v e  come 

from countr ies  tha t  at  the  t ime t hey  immigra ted  we re  
a l r eady  advanced ,  and  t h e y  were  thus  able  to b r ing  
wi th  them, not  on ly  the i r  c ivi l isat ion,  bu t  also the  

technical  and  scient if ic  knowledge  of Europe. 

The  s t ronges t  b r a k e  on d ev e l o p men t  is not  shor t age  

of capital ,  bu t  shor tage  of technical  "know-how",  i.e. 

of t r a ined  labour.  Capi ta l  is ob ta inab le  from indust r ia l  
countr ies ,  technical  know-how is no t  so eas i ly  im- 

ported.  For  this  r eason  d ev e l o p men t  canno t  be  com- 
pressed  into a few years ,  even  if it is poss ible  to 
shor t en  b y  a l i t t le  the  p rocess  which in the  industr i -  

a l ised count r ies  has  t a k e n  about  a century .  

The deve lop ing  count r ies  h a v e  th i s  a d v a n t a g e  that ,  

to reach a h igh  level  of output,  t hey  need  not  pass  
t h rough  all the  in t e rmed ia t e  s tages  of evo lu t ion  in 

the  same form nor  need  t h e y  take  same t ime ove r  

it. On the  o ther  hand,  a h igh  level  of ou tpu t  canno t  

be  a t t a ined  by  s imply  ge t t ing  the  indus t r i a l  s t a tes  

to put  up modern  p lan t  in these  countr ies .  Evolut ion 

is a process  which canno t  be  compressed  into one  

s ingle  action.  The  ma in  factor  in this  process  is man,  

whose  knowledge  and  abi l i ty  to l ea rn  c a n n o t  be  in- 

c reased  at shor t  notice,  and whose  m a t u r i n g  process  
canno t  be  ha s t ened  

It is the re fo re  doubtful  if success  can  be  achieved 
th rough  measures  which are  too c lose ly  geared  to 
the  s t andards  of the  deve loped  economies ,  w i thou t  
t ak ing  exis t ing  rea l i t ies  into suff ic ient  account .  A p a r t  
from some more  or less g rea t  differences,  the  de- 
ve lop ing  count r ies  are  pass ing  t h ro u g h  the  same 
growing  process  as the  indus t r i a l i sed  count r ies  h a v e  
done  before  them. Speeding up the  inev i t ab le  p rocess  
ar t i f ic ial ly  has  in the  pas t  a lways  resu l ted  in set-  
backs. Looked at in this  light,  th is  is a p rob lem of 
genera t ions ,  and  it is doubtful  if t he re  is an y  t ru th  
in the  assumpt ion,  which is somet imes  made,  tha t  it 
m a y  be  poss ible  for the  deve lop ing  count r ies  to catch 
up wi th  the  indus t r i a l i sed  s ta tes  in a m a t t e r  of t w e n t y  
to th i r ty  years .  

The Basis for a Policy of Development 

In addi t ion,  the  s ta r t ing  poin t  is an  en t i r e ly  different  
one from tha t  of the  deve loped  economies .  "The 
u n d e rd ev e l o p ed  wor ld  today  is of ten impl ic i t ly  and  
e v e n  expl ic i t ly  compared  to the  w es t e rn  wor ld  on 
the  ev e  of the  indus t r ia l  revolu t ion .  This  is most  mis- 
leading.  As a resul t  of s low but  p ro longed  economic  
and  technical  progress ,  w es t e rn  Europe had  reached 
b y  the  s e v e n t e e n t h  and  e i g h t e e n t h  cen tu r ies  a h igh  
level  of economic  and  technical  a t t a inment ,  far  h ighe r  

7 2  INTERECONOMICS,  No.  3, 1967 



t han  tha t  r ead ied  by  m a n y  unde rdeve loped  countr ies  
by  the  beg inn ing  of the  twen t i e th  c en t u r y  or in 
m a n y  cases even  at p resen t . "4  A compar ison  of the  
deve lop ing  count r ies  wi th  the  s i tua t ion  such as ex- 
isted in the  a d v a n c e d  s ta tes  du r ing  the i r  pre- indust r i -  
al phase  "is obv ious ly  of wide scope, and touches 
a field for which t e s t ab le  obse rva t ions  are  ha rd  to 
find. Par t  of the  d i scuss ion  . . . should  help  to c lar i fy  
the  di f ferences  be t w een  the  p re sen t  s ta te  of the  
unde rdeve loped  count r ies  and  the  ear l ier  s i tua t ion  of 
the  more  deve loped . "5  It is n e c e s s a r y  to p roceed  
from this  rea l isa t ion,  if one  is to a t t a in  the  pol i t ica l ly  
de t e rmined  a im to b r ing  the  s t anda rd  of l iv ing  in 
these  count r ies  into  l ine wi th  tha t  p reva i l ing  in the  
indus t r ia l  count r ies  of the  West .  

Much has  b e e n  wr i t t en  and  m a n y  discuss ions  h a v e  
been  he ld  on the  ques t ion  of w h e t h e r  the  popu la t ion  
of qui te  a n u m b e r  of deve lop ing  count r ies  would  be  
men ta l l y  capab le  of absorb ing  the  h igh  level  of l iving 
and  p roduc t ion  of the  indus t r ia l  nat ions .  Cer ta in  i t  is, 
however ,  tha t  the  European-Amer i can  s tage  of de- 
ve lopmen t  is unsu i t ab le  for all  economica l ly  back- 
ward  countr ies .  The reasons  for this  mus t  be  sought,  
not  so much in in te l lec tua l  shor tcomings  on the  par t  
of the  ind igenous  populat ion,  as in a d i f ferent  men-  
tal i ty,  in the  dominan t  re l ig ion or in cl imatic  con- 
ditions.  The w e s t e r n  countr ies ,  too, h a v e  in the  
course  of the i r  evo lu t ion  gone  th rough  s tages  in which 
progress  was  r e t a rded  r a the r  than  fac i l i ta ted  and  
in which the  a t t i tude  towards  ~capital is t"  l iv ing hab i t s  
and  the  co r respond ing  p roduc t ion  me thods  differed 
comple te ly  f rom tha t  of today.  To over look  these  
facts  is to run  the  r isk of incor rec t ly  appra i s ing  the  
poss ibi l i t ies  for c levelopment  and  thus  to app ly  de- 
ve lopmen t  a id  on unrea l i s t i c  assumptions .  

Competition Induces Technical Progress 

W h e r e a s  the  European  count r ies  h a v e  forged ahead  
in the i r  deve lopment ,  us ing  the i r  own  resources  and  
wi thou t  impetus  from outside,  the  deve lop ing  coun-  
tr ies are  in  a pos i t ion  to avai l  t hemse lves  of the  
knowledge  and  the  ma te r i a l  aid of the  deve loped  
count r ies  to ove rcome  t h e i r  backwardness .  Rare ly  

4 B a u e r ,  P.T., "Economic Analysis and Policy in Under- 
developed Countr ies ' ,  London 1965, page 45 seq. 
5 K u z n  e t s ,  S., "Underdeveloped Countries and the Pre-in- 
dustrial Phase in Advanced Countries",  in Agarwala,  A.N./ 
S i n g h ,  S .P . ,  "The Economics of Underdevelnpment ' ,  op. cit. 
page 135 

were  poli t ical  and  economic  condi t ions  for such a 
course  as f avourab le  as t hey  are today.  Economic 
cons idera t ions  apart ,  %ocial  deve lopmen t  has  pro- 
ceeded  fastest  unde r  condi t ions  which admi t ted  a 
large  measu re  of w a s t e . . .  P rosper i ty  is a wonder fu l  
shield  beh ind  which to deve lop  new ideas. A people  
tha t  has  its eyes  cons t an t ly  downcas t  to look at  
its own p o v e r t y  is unab le  to look up to see  the 
wor ld  as it is" ~ and to a r r ive  at  a correc t  es t imate  
of i ts  own chances  to develop.  Ne i ther  grants - in-a id  
nor  inc reased  t rade  suffice b y  themse lves  to b r ing  
about  deve lopment .  It is not  in tended  to contes t  the  
fact tha t  r is ing expor t s  can  h a v e  a s t imula t ing  effect 
in tha t  t h e y  inc rease  capac i ty  and revenue .  They  lead 
to a g rowth  in p roduc t ion  plant .  By mak ing  for 
technical  p rogress  in the  expor t  indus t ry  the  mul t ip ly-  
•ng and  acce le ra t ing  factors  impar t  add i t iona l  im- 
pulses  to the  economy wi th  the  impor tan t  resu l t  tha t  
p roduc t iv i ty  rises. Technical  progress  and  foreign 
t rade  h a v e  t he  same effect on the  deve lopmen t  of 
local  p roduc t ion  capaci ty .  7 In this  m a n n e r  develop-  
ing count r ies  are  d r awn  more  c losely  into the  inter-  
na t iona l  d iv is ion  of labour.  

Technical  p rogress  is induced  b y  compet i t iveness  on 
the  wor ld  markets .  A t  the  same t ime it m a y  be  re- 
garded  as a d e t e r m i n a n t - - a p a r t  from o t h e r s - - o f  
foreign t r ade  so tha t  technical  p rogress  and  foreign 
t rade  s tand  in a dependen t  re la t ion  to each 
other.  To this  mus t  still  be  added  t ha t  the  mobi l i ty  
of p roduc t ion  factors  m a y  also br ing  about  technical  
progress .  A change in the  p roduc t ion  funct ion  is 
caused,  not  on ly  b y  inven t ions  or innova t ions ,  re- 
spect ively ,  bu t  also b y  imi ta t ing  exis t ing  p roduc t ion  
processes  and goods tha t  exis t  in the  deve loped  
economies.  

These  p rob lems  h a v e  h i the r to  been  la rge ly  disre- 
ga rded  in the  t heo ry  of fore ign trade.  It is true,  the  
neo-c lass ica l  t heo ry  p roceeds  from the  correc t  as- 
sumpt ion  t ha t  count r ies  are  p rov ided  in v a r y i n g  de- 
g ree  wi th  p roduc t ion  factors. But, con t r a ry  to fact, 
it p resupposes  tha~ these  factors  remain  conf ined  to 

6 H a r d I n ,  G., "Naturgesetz und Menschenschicksal" (Natural 
Law and Human Destiny], Stuttgart, Z~rich, Salzburg 1962, 
page 336 seq. 

Compare:  L o r e n z ,  D., "Uber einige Beziehungen zwischen 
techntschem Fortschritt, Aussenhandel und Wachstum" (On Some 
Relations Between Technical Progress, Foreign Trade and Growth'}, 
in: ~ Schmollers Jahrbuch, vol. 86 (1966), page 260; also R o s e ,  
K., "Theorie der Aussenwirtschaft" (Theory of Foreign Trade); 
second edition, Berlin and Frankfurt/Main 1966. 
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the i r  own economy as far  as the i r  mobi l i ty  is con- 
cerned.  In r ecen t  years ,  however ,  t he re  has  been  
an  increase ,  no t  on ly  in the  mobi l i ty  of capital ,  bu t  
also in the  l abour  factor.  Th rough  ( temporary)  em- 
p loymen t  in  o ther  na t iona l  economies  l abour  forces 
acquire  technical  knowledge  from the  hos t - coun t ry  or 
at  leas t  the  abi l i ty  to imi ta te  and  e l abora t e  goods 
and  p roduc t ion  p rocesses  which h a v e  been  passed  on 
b y  the  indus t r ia l  s ta tes  to the  deve lop ing  countr ies �9  

Technical Progress and Production Function 

A spread ing  of t echnica l  knowledge  th rough  t r a in ing  
would  appear  to be  more  to the  point ,  because  more  
effective, t han  deve l opm en t  aid in the  shape  of credi ts  
and  grants - in-a id  whose  usefulness  is a pr ior i  
p roblemat ica l ,  and  for this  reason:  In our  d a y  and  
age  p roduc t ion  is condi t ioned,  no t  on ly  b y  (numerical)  
va r i a t ions  in the  p rov i s ion  of count r ies  wi th  pro- 
duct ion  factors,  bu t  also b y  qua l i t a t ive  differences.  
It would be  e r roneous  to p roceed  from the  unrea l i s t ic  
a ssumpt ion  tha t  the  p roduc t ion  funct ions  requi red  for 
the  manufac tu re  of comparab le  goods are  ident ica l  
in all countr ies �9 

This has  undes i rab le  consequences  if the  pro-  
duct ion  func t ion  for the  manufac tu re  of a ce r ta in  
ar t ic le  is from a technical  poin t  of v i ew  invar iab le .  
This is the  case  if ground,  l abour  and  capi ta l  are  used 
in f ixed propor t ion.  In such a case  the  manufac tu re  
of 'the ar t ic le  c a n - - o r  canno t  y e t - - b e  u n d e r t a k e n  b y  
the  deve lop ing  coun t ry  in quest ion.  In the  la t te r  case  
the  coun t ry  mus t  g ive  up the  idea of p roduc ing  it, 
and  this  happens  all the  more  of ten the  more  mecha- 
nised the  manufac tu r ing  process  is. 

The  p roduc t ion  funct ions  do not  change in all coun- 
tr ies at  the  same t ime .and at the  same ra te  as a 
resul t  of technical  progress ,  for inven t ions  occur  
for tui tously;  t hey  can  be  ne i t he r  p l anned  nor  pre-  
dicted. This  means  cons tan t  ad jus tmen t s  in the  struc- 
ture  of p roduc t ion  and  foreign t rade  ad jus tmen t s  
which mos t ly  m e a n  more  specia l i sa t ion  in the  indi- 
v idual  coun t ry  in which p roduc t ion  can  be  under-  
t aken  unde r  more  f avourab le  condi t ions  t han  in 
others .  A p a r t  from this  o rgan i sa t iona l  p r o g r e s s - - f o r  
s t ruc tura l  changes m a y  be  r ega rded  as s u c h - - y e t  
ano the r  form must  be  ment ioned ,  name ly  the  pro- 
duct ion  of new goods, for this, too, means  technical  
p rogress  as wel l  as the  in t roduc t ion  of new pro- 
duct ion  me thods  does.  

Influence on Foreign Trade Intensity 

The aid g ran ted  b y  indus t r ia l  s ta tes  often takes  
the  form of the  e s t ab l i shmen t  of indus t r ia l  plant ,  
us ing  local  raw mate r i a l s  for the  p roduc t ion  of goods 
h i the r to  not  manufac tu red  in the  deve lop ing  coun t ry  
in quest ion.  For such goods the re  f r equen t ly  exis ts  
no home  marke t ,  e i the r  because  local  purchas ing  
power  is insuff ic ient  or because  foreign goods are  
preferred.  In such c i r cums tance  the  local ly  p roduced  

goods are  exported,  also wi th  a v i ew  to ob ta in ing  
foreign exchange  which is u rgen t ly  requ i red  to p a y  
for imports .  But the  goods thus  expor t ed  a re  
f r equen t ly  not  compe t i t ive  on the  wor ld  marke t ,  
e i the r  because  the i r  pr ice  is a b o v e  wor ld  m a r k e t  
level  or because  t hey  a re  not  up to wes t e rn  s tandards .  
Inab i l i ty  to compete  is due  much more  to these  
causes  than  to impor t  dut ies  imposed b y  the  in- 
dust r ia l  count r ies  of the  West ,  a l though  the  c o n t r a r y  
is f r equen t ly  asser ted.  In the  deve lop ing  count r ies  
"pr ices  and  costs  are  of ten ra i sed  to leve ls  much 
a b o v e  those  p reva i l i ng  in the  indus t r ia l  coun'tries 
in the  West ,  a l though  the re  pr ices  m a y  h a v e  been  
inc reased  to above  wor ld  m a r k e t  levels  b y  the  im- 
pos i t ion  of dut ies  for the  p ro tec t ion  of the  home  
market �9  In such cases  e v e u  1 0 0 %  pre fe rences  are  
unab le  to compensa t e  for lack of compe t i t iveness  on 
the  pa r t  of the  deve lop ing  count r ies ."  8 

In this  m a n n e r  the  s t imula t ing  effect  of expor ts  on 
the  home  economy  is impaired.  Indus t r i a l i sa t ion  of 
count r ies  ove r seas  c a n n o t  skip a n y  of the  s t ages  of 
evolut ion ,  bu t  mus t  be  car r ied  out  s tep b y  s tep 
from the  s imples t  p roduc t ion  to the  mos t  compl icated.  
For this  r ea son  s t ruc tura l  changes  in ove r sea s  foreign 
t r ade  can  be  hoped  for on ly  in the  long run. 

From the  economic  poin t  of v iew on ly  few obs tac les  
s tand  in the  way  of sp read ing  technical  progress .  
W e t h e r  the  in t ens i ty  of fore ign t r ade  is t h e r e b y  
impai red  or inc reased  depends  on the  m a n n e r  in  
which ted~nical knowledge  is passed  on; i t  depends  
on w h e t h e r  the  pass ing  on takes  p lace  un i l a t e ra l ly  
from the  indus t r ia l  count r ies  to the  deve lop ing  ones  
or the  o ther  way  round  as well .  Separa t ion  in space  
b e t w e e n  supp ly  and  d e m a n d  as wel l  as va r i a t ions  in 
the  leve l  of technical  k n o w l e d g e  c rea te  t rade ;  the  
sp read ing  of p rogress  impairs  it. Up to now the  de- 
ve lop ing  count r ies  h a v e  had  few possibi l i t ies  to m a k e  
con t r ibu t ions  of the i r  own  towards  an  inc rease  in 
technical  knowledge ,  be ing  for the  most  pa r t  at  t h e  
rece iv ing  end  of the  process.  

In v i ew  of the  fact tha t  for the  t ime be ing  t hey  h a v e  
few compens.ating expor t s  to offer, tn~ sp read ing  
process  is one-sided,  and  these  count r ies  are  there-  
fore anxious  to r educe  impor ts  b y  p roduc ing  subst i -  
tu tes  locally.  Such a t rade  policy,  if it is to be  car r ied  
out  in con junc t ion  wi th  a pol icy  a imed at growth,  
can  on ly  be  successful ,  p rov ided  'the subs i tu t ion  of 
imports  is effected on ly  to the  e x t e n t  to which home  
p roduc t ion  increases .  The  r ema in ing  pa r t  of the  im- 
por ts  mus t  still  be  pa id  for b y  the  expor t  of r aw 
mater ia ls .  The effect  of sp read ing  technical  progress ,  
which is to d iminish  t rade,  is coun te r ac t ed  by  
specia l i sa t ion  t h rough  d iv i s ion  of labour ;  it is more  
t h a n  compensa ted  for at  l eas t  in spheres  w h e r e  the re  
are  na tu ra l  va r i a t ions  in p roduc t ion  condi t ions .  

s J o h n s o n ,  H. G., "Praferenzen--Ein wiksames  Ins t rument  der  
EntwicklungsfOrderung" (Preferences---an Effect ive Ins t rument  wi th  
which to Foster  Development) ;  in  WIRTSCHAFTSDIENST vol .  46 
(1966), page  375 seq. 
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