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The session title is undoubtedly intended to imply similarity in

the problems of poor regions and poor mations. It can be argued that
experience galned from economic deﬁelopment prograws in underdeveloped
countries is relevant to program design and cperations in poor regionsg
of rich nations. In fact, the bible prepared for the Appalachian pro-
gram does argue thus:

In many underdeveloped countries the conclusion was reached

that investments in basic public facilities would have to be

undertaken before economic development could occur. That

part of our international program which fosters capital

investment should be incerporated into Federal programs that

affect the regional development program for Appalachia. (1, p. 28)

3everal decades ago Chlin's pathbresking study explored the hypothesis

that intervegional and international trade {(and perhaps development) are
different species of the same genus of econcmic phenocmena (é)0 Friedmann
(3, p- 4567} commences hie discussion of the same subject with an impressive

list of the "sgtructural similarities" between poor regions and poor nations:

% Paper presented at the Amnnual Meeting of The Western Farm Econcmics
Assoclation, Los Angeles, Califorania, August 13-=1%, 1966. Most of
the characterization of rich countries refer to the United States.
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- a low per capita income

- & low rate of economic growth

= low levels of labor productivity

= a low level of capital formation

- large unemployment and/or underemployment

~ a high proportion of empleoyment in mining and agricultural activities
- a large subsistence sector

-~ & high degree of dependence on external aid
- a low level of urbamization

- high fertility rates

— low indices of health

~ high family dependency rates

- low levels of educational attainment

One can f£ind enough specific exceptions both for poor regions and for
poor nations to doubt the universal applicability of Friedmann’s character-
istics, Nevertheless, the thought of being able to treat the problems of
poor nations and those of poor regions as symptoms of the same socié»economic
malady is appealing. To ascertain the possibility of using the same kit
of policy tools for either situation', we need a conceptual framework
that will facilitate comparatiwve analysis of poor regions and poor nations,
especially as far as the appropriate strategies of resource development
are concerned.

In the absence of a generally accepted conceptual framework for the
study of regional ecomomic growth, ghe writer discusses strategles of
resoutce‘development in a way that implies a framework, This framework
will vot be defended; it will be elaborated only to the extent necessary

to discuss how each category applies to poor regions and to poor nations,




These categories sre:

1. Export-base theories in economic growth.

2. Barriers to the movements of economlic inputs and outputs.
3. Private capital formation.

4, Community capital formation.

5. Human capital formatiom.

6. Investments in research snd development.

7. Population parameters.

1. Theories of Regional Economic Growth

Two theories of regional economic growth compete for the favor of
regional analystsel The "export-base" theory is summarized as follows
by Perloff et al. (4, po 57):

Growth in a given unit...is initiated by the response of

the industries within this unit to an increase in demand arising
outside the unit itself. This results in an expansion of
economlic activities, particularly local Lrade and service
activities, through a nultiplier process similar to the

familiar investment-multiplier and forveign-trade multiplier

in national income models. Central to the export-base theory

is the distinction between export industries and activities or
"residentiary" industries and activities.

The chief competitor of the “export~base" theory 1s the sector theory.
Again, referring to Perloff et al. (4, pp. 58-=59):

coc & ¥ise in per cepita incomes in different coumtrius or
at differsnt times is generally accompanied by a decline in
the proportion of the labor force employed in agriculture and
a rise, first in the proportion of employment in secondary
activities (principally manufacturing), and then in tertiary or
service activities, The main reasons for this shifv in the
relative importance of the different sectors are diffarent
income elasticities of demand for their products and differ-
ential rates of changes in labor productivity...thz sector
theory focuses on internal rathex than external dzvelopment;
economic growth is seen as primarlly asn internal 2volution

1 Almost without exception, theories of regional economic growth have P'\“'Ul/” al
been elaborated by analysts whose ¢, interest was in stimulating
growth in an area (usually an urban area) or a region, or by analysts
responding to "demand" from regional scientists with practical objectives.




of specialization and division of labor, although externael
gshifts in demand are neot ruled out...

After import-substitution possibilities were incorporated, the
export~base theory has in general been favored by reglonal 3cientists;
the reason relates back to their practical objectives. For a poor
region, the "export-base" theory appears to help mors in deciding
“what to do next”., The sector theory appears to be @ explanatory
with more limited prescriptive capacity.

To what sxtent is the export-base theory useful in designing an
economic growth program for a poor nation? From Adam Smith on, those
classical economiste who concerned themselves with eccaomic growth
were acutely awsre of the importance of export industries as growth
points. The zsgsumptions they used‘in reaching this conclusion on the
role of export industries were far.mora descriptive of conditions in
advaniced countries, but the conclusion was probably supposed to apply
symmetrically to colonies and to other underdeveloped economies.

The relevance of the export-~base theory to less developed societlies
was probably greater before 1900 than i¢ has been in this centuryo

Concern for economic growth in underdeveloped countyiss hes
revealed two phenonmena that weaken the case for export activeities.
One is the dual ecomomy, and the other is the administrative weakuesses
of underdeveloped countries.

Recognition of the possibility of having side-by~side in an

underdeveloped society a modern sector composed of ixzport activities

and a primitive sector composed of subsistence activities did not




become general until after the end of Woxld W« 1II. Advice to a poor
country‘'s government on how to maximize the impact of export activities
is readily available, but the specific measurss may be beyond adminis-
trative or political capacities,

We follow Friedmann further (3, p. 468) in observing that a poor
nation has more "closure” from the economic avd political effects of
the rest of the world than a poor région has f{rom the rest of the
country. That is to say, any regioﬁ.(particulﬂﬁ? in a rich country)
is not only free to cutcompete a second region in the sane country ia
the provision of goods and services ror third regions, tut it also
is free to outcompete the second region in the production of “'second-
regional® specialiies. In world markets, a peor country is free to
compete with the second countries in the 2fficient production of
goods and services required (and not produced) by third countriesez
Poor countries-can seldor succeed in exporting goods and sexrvices to
another country that can produce those goods and services almost as
efficiently as the poor country. Other aspects of “closure” will come
in for discussion in some of the sectiomz below,

2. Barriers to Movements of Factors and Producte

Much of the closure between a poor country and the rest of the world
on
is in the form of barriers Gl%Festrictiong against the free flow of
goods and services, production factors, ¢r both. Both poor and rich

countries may “protect" their production activities with quantitative

and qualitative restrictions upon imports of goods an’ services.

2 If free trade would confer economic rent upon producers (or traders)
in the poor country, the country providing the market may bargain
sway a portion of this economic rent,

3 Poor countries often levy dutiaes against some exports but this s
more of an effort to capturs econcmic remt {2nd forsipn exchange)
from their own producers om traders then 4t iz to shur oFF oM iimis

of filews.




Economists have differed violently over the social efficiency of free
trade versus protection &t least since the time of the mercantilists,

Little closure exists between a posr vegion and the remalnder
of the coumtry. The interstate commerce clause of the U.5, constitution
specifically prohibite purely "econemic” interferences with interstate
trade; attempts to interfere on economic grounds'have had to be
disguised in the garb of other more acceptable c:vhject::l.vesel0 Factoxs and
products move>téther'freely though not costlessly within a closed
economy, Tangible factors and products have transportation costsj
intangible factors and services may alaso have transportation costs
or costs reszmbling t ansportation costs.

This significant difference in barrievs means that integration of
the poor region with the rest of the economy is a more promising path
to economic growth then any attempt by poor nations t£o integrate their
economies with the rest of the world is likely to ba. Any'poor region
that succeeds in becoming efficient enough in one oy more lines of
production to compete in markets outside the region has proﬁably
initiated a self-sustaining growth process, A poor nation that achieves
enough productive efficiency to be able to force exports into another
country may be rewarded for thely efficiency with another round of
trade Testrictions, With regard to activities with marked economies
of scale or activities that depend for their efficiency upon the
external effects of activities with marked scale economies, the poor

nation would seem to be at a_considerable disadvantage vis-a=vis

4 Dalry groups, for example, have sometimes succeeded in limlting the size
©f a supply area artificially through the use of health or sanitary inspec-
tions; the nature of the regulationa points strongly in the direction of

economic motivation,




the poor reglon, On the other haend, a poor naticn that does achieve
& “avorable rosition in the world market may have s larger market

than “he poor region, slthough this would not imevitably be the case.

3. Role of Private Capital Formation

Two aspecis of private capital formation appzar to be ilmportant
it our discussiw:, What is the potential annual volume of real capital
foivation in poor regions and poor countries? What is the nature of
the lietitutions for generating capital fuonde, and for allocating them
efficlen*ly?

Theore.ically & poor region would have access to all sources of
capital in a “ich country. These sources would include: unﬁaxed private
(household and itrm) savings, which would be much higher, on a per capita
basis, than in a punr country; taxes, and funds created by the national
monetary authorityas

How much of the greerer volume of capital funds would in fact
be made available in the pocy regiom is a difficult gquestion to answer,
Poor regions probably "ccntrul“‘fewer funds paricapita than other regions.
The geographic allccatibn of capita) funds is determined by tradition and
institutional relations as well as by aconomic calculus, One would not
be surprised to discover in poor regioms o kind of "cgpital rationing"
affecting many economic activities in the regiom. These disédvaataged
areas may alsc have difficulty in developing the complementary activities
that would make the activity in question a good investument, but this
will not»be discussed as a matter of capital availability. In a poor

country, misallocations of capital funds are likely to be due more to

5 1If the socially tolerable rate of price inflation is the same in the
rich as in the poor country, then the annual percentage increase in
the money supply would depend in each case upon the rate and structure
of underutilized production capacity.




informational lacksa o;ﬁZecisions based too muth on political considerations,
A poor region in a rich country has no power to create purchasing

power all by itself. A poor country has the power inherent in a nation

state, While the monetary authority camnot be forced by the poor regiom

to create additional purchasing power to>sop up underutilized capacity,

the authority is likely to be quite sympathetic with that policy. The

poor country may lack the administrative and decision-making capacity to

make optimum use of created purchasing power.

The upper limit to the capacity of the poor country for capital
formation is provided, among other things, by the sum of untaxed savings,
/Tg;ation (out of consumption or savings), credit creations, gifts or loans

from outside the country, and a measure of ability to convert underemployed
or unemployed resources into real capital, The poor region woﬁld be able
to tap more than its own savings; the income of the remainder of the
country could be taxed to provide cépital funds for the poor region; these
sources bear superficial resemblanééftb the external gifts and loans to
the poor country. The poor region should be able to obtain relatively
wmuch more financial essistance from its state and nation than the poor
country can from donor nations and international agencies.

As far as possibilities for private capital formation are concermed,
the poor region would have most of the advantages and these would be con-
siderable. One powerful advantage érises from the fact that income per

[/ 9
capita inAPoor region is often much above that in a poor country,



4o Tangible Community Capitsl Formetien

Tangible community capital is taken here to be the physical
facilities used to produce public goods and sevvices not sold freely
in the market, T.Aciei—.tema include school buildings, hospital and
health facilities, highways and streets, parks and museums, water
supply and waste facilities, and so on. ZIntangible community capital
is defined as public and formal organizatioms and institutions, and
public and informal groupe. |

Linked prcéuctively together and provided with operating inputs,

become
tangible and intangible community ‘x:apital _Apublic enterprises
that produce inputs for other economic activities, and goods and
services for households. As far as economic growth is concerned, the
crucial element in these public enterprises iz the efficient pro-
duction of inputs for other economic activities,

Compared to other regions in the same country, the pcor region is
likely to be deficient in efficient public enterprises., The deficiency
may be elther guantitative or qualitative; a poor region 1s much more
likely to suffer qualitative deficiencies, although essential enter;risas
may sometimes be completely lacking. It often happens that‘the deeision
makers in the different areas of a2 region do not have sufficient appre-
cistion of the role of community capital, although recognitiorn is growing
rapldly,.

In a poor country, the deficliemcies are likely to be both quantitative
and qualitative; what public enterprise already exist may have seriocus
qualitative shortcomings. Rescurces available for community capital
formation are likely to be spread over the whole country6 and opportuni-

ties for concentracing in one regicn sre much less.

6 Not always evenly; sesports, zapltsl
civil sexvantas are likely to receivs

PR 2 - g = &
md other cluaters of

el WF
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The production capacity for tangible capital is usually availlable
to the poor region, although it may not be in the region; the problem
is likely to be financing. In a poor country, the capacity for design
and efficient production may be as much a problem as finmance.

In general, community capital formation in a poor region or a poor
country would be financed from the same sources as private capital
formation. The earlier discussion of finance in section 3 would be
applicable. Again, nearly all the advantages would be with the poor
region.

S5, Intangible Community Capital Formation

This form of capital and its requirements are less visible than
the tangible. It is complementary with the tangible forms. The
necessary but not sufficient input is human % é (f:o te discussed
later); equally important is a culture that is generates "rational"
responses to changing soclial, economic, political, and technical situ~
ationso7 Effective public (formal and informal) organizations will
evolve when the human c@pital availability and cultural conditions
are both favorable,

In a poor country, human capital at the high end of the quality
spectrum is not likely to be available in adequate quantities, Human
capital formation requires a great deal of time. Imported human capital

is -expensive. - Indespensable as it is to a poor country, high-quality

human capital is probably worth more in an advanced country; for imported

7 Rational responses are takem here to mean welfare-increasing, taking
account of qualitative as well ag quantitative considerations., Tie
problem of interwpersonal comparisons 1s ignored,
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human capital, the poor country must usually pay its market value in
the advanced countxry plus an incentive to induce the gifted person
to take up residence, . .
a/ufef<{40ua
An even wore serious difficulty -Acultural sources., FPoor

countriesland poor regions are both likely to have difficulty in
creating nevw effective organizations or in transforming old ones,
In either case the problem is not only one of know-how in estznlishing
effective organizations but of active opposition from incongiuent
elements in the old culture. In solving problems standing in the
way of economic growth, weaknesses are likely to crop up in all
three stages of declision making.

1. Search for relevant alteranatives;

2. Analysis of consequences; and

3, Choice criteria.
qnfortungtely, it is not possible to specify a production fuaction
for a cultural environment favoraﬁle té économic growth. Experience
seems to indicate that, in a poor country, the requirements in humza
resources and time will exceed those in an advanced country,

As far as intangible community capital is concerned, poor regions

in rich countries would have these advantages over poor countries:

1o Larger initial stocks of human capital;

2, Initially, more favorsble cultural environment;

3. Better possibilities for importing human capital;
4, Models of effective organizations in other regions

to observe and copy; <IN snd

5, More financial resources per capita to use for communiiy
capital formation.

6o Human Capital Formation

A poor region and a poor country are each likely to have simul-

taneously critical shortages in highly skilled categories of human

capital and severe unemployment and undsremployment in unskilled and
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semiskilred labor. Poor regions are in a butter position to overcome
shortages by dirvect capital formation, or by luporting scarce skills

from the rest of the country. Relative to needs, shortages in the

highly skilled categories are likely to be greater im poor countries,

This is particularly true of the skills used in developing end disseminating
information required for planning and carrying ocut programs of economic
development, Examples would be skills neadad for natural resource in-

2 xfension,
vestigationg; for developlng programe in agricultural research,A“
and education; for setting up programs of general education; for feeding
results gained from operating experience back into decision processes;
and so on, Poor regions would have less trouble in obtaining the
services of the needed skills,

In connection with human capital, three advantages might be
brought into reality for the poor country. In a rich country it is
often poseible for private and public employers to "bank" skills
likely to be needed in the future, When supply schedules for particular
skills ailow, employers set qualifications higher than the job requires,
That is to say, education and/or experience are set high enough to
screen out the excess supply of particular 5k111908 With the large
need for skills, a poor country could set its educational qualifications
at the minimum that would be satisfactory and set out deliberately to
maximize the skills gained from on-the-=job experience,

Another potential advantsge may be more elusive for poor countries.

For skilled occcupations, market levels of remumeration and interoccupa~

tional differentials are established in advanced countries, as long as

8 The rate of return on the incremental investment im human capital is
less then the market ratc; this statement ignoves any nonmarket
{consumption) value a particular employment wmight have for the individual:



wou ld
some international migratios is possible. A poor countryAQlI‘ have an

advantage if it could achieve an income structure that would provide
adequate incentives for gifted individuals to continue their education
but with absolute levels low enough that all the pecple who can be
trained can be employed in ocutput~increasing activities without undue
gtrain on the national budgeto9 Apoor country that can keep down
costs of the services of human resources without diluting the
incentives for educaticn, training and hard work creates options for
economic growth in additional directions, as well as opportunities

for more rapid growth.,

A final potential advantage for a poor country is that of "creaming"
its human population in making selections for education and training.
If the country can develop satisfactory aptitude tests for that parti-
cular culrure, it creates the opportunity of selecting, for the limited
number of gpportunities for education and training, those individuals
with the greatest aptitude for learning' the varticular skills involved.
Carrying ou. this selection and training ¢ffectively would also éreate
options and opportunities that would not be available in a country

~ following more traditional (egalitarian) procedures. Needless to say,
cultura! forces in many poor countries are likely to be quite violently
opposed to the use of selection or promotion procedures based on merit
or avtitude.
In a country with a short history of political independence, the
porular ideclogy is likely to embody strong elements of sgalitarianism.

"he political pressure to provide three or lour years of universal education

will be overwhelming, while no similar pressures will be exerted on behalf

9 In some West African countries, a relatively small number of povernmaent
employees veceive between 10 and 20 percent of the national income; after
the country achieved independence, native replacements for European civil
servants took over the complete schedule of salary and fringe benafiss
including (initial1ly) 2r aocval trip to Burope for che bureacrst anc Gis
family.
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of secondary or higher educatioﬁa Many poor countries will find it
neafonab le

very difficult to achieve any willll» kind of sbalance among the

different elements in the over—-all system of education and training.

In many poor countries the cultural attitudes toward education
are more favorable than 1n‘poor regions, In 1[.%one situation, the
observer often finds among the masses a mystical and emotional commit-
ment to education as a way out of poverty and misery; in the other,
he finds a deeply imbedded, of;en viruleng’variety of anti~-intellec-
tualism among local leaders,

In poor countries and, I suspect, in poor regiomns, popular
acceptance of the importance of education and training will be based
largely on its role as a entrance ticket to higher incomes, to the
better 1ife. In both poor regioms and poor countries, the nature
of the acceptance makes it difficult to achieve and maintain high
quality in education and training efforts. This problem may be a
bit easier for poor regions because models of excellence may be more
visible,

In relative terms, losses in human capital due to migration may
be much greater for the poor region. Migratiocn to better economic
(and cultural) opportunities may be much greater than emigration
from poor countries. Interregional barriers to migration are
much less than international ones; knowledge of opportunities outside

the unit 1sblike1y to be much better in the poor region than in the

poor country.
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7. Investments in Research and Development

Poor regions and poor countries stand in need of more productive
technology, as well as of the human capital to apply it. Although
the poor region may be able to uncovdr flsewhere in the country
tecanology that can be applied diyectly (witﬁ soma adaptation) to
improve resource efficiency, one g:surmise that much of the new
know/edge needed is more basic. {Seldom will thevadaptation of
existing techniques suffice in the poor region. HNeeded are different
techniques that may have to be based upon n;w knowledge. Poor regions
would be extremely well served to have highly capable, diversified
rasearch organizations ready to tackle many of the technical, social
and economic problems that do not respond to existing techniques,
Examples of new techniques that are now serving poor regions are the
pelletizing of low-grade iron ore, and use of aspen in pzper making,
Poor countries do not need completely new techniques as-much
as effective adaptation of existing techniques to local conditions.
For example, plant breeders in Asia, Africa and Latin America do not
espécially need new genetic principles, nor always new genetic material
to incorporate; well known principles and techniques need to be applied
to genetic material on hand in ordér to produce more efficient varieties
that are well adapted to the paréicular environment. While "adaptive"
research is not glamorous, it is rescarch. This type of research re~

quires an ladividual who is well qualified in his field. It cannot

be carried out successfully by poorly trained, unimaginative, or

unepergetic research workers.
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The vo;ume of "adaptive” research needed in poor countries is
larger (measured in terms of normal costs) than the volume of basic
and applied research needed in poor regions. In spite of the
greater complexity of the research needed in poor regious, the
needs in the poor country are likely to @xeeed (actual and short-
run potentlial) research capacity much sooner. This is in spite of
the fact that & large volume of existing knowledge can be adapted
for use in production processes in poor c0unt}ies, B

Once welfars-increasing information 1s available for use in
social production functiqns, the;problem of getting the information
incorporated into productican §£11 become acute, becauée of the two
cultureg,. In each culture, éonsiderable attention must be directed
toward disseminating useful information and overcoming the cultural
obstacles to its productive use.

8. Population Parameters

Another set of conditions operates upon resocurce development
differently in poor regions than it does in poor countries. To begin
with, popularion growth rates are almost always higher im poor
countries than in rich countries; poor regions in rich countries
are likely to have lower population growth rates than affluent regions,
not so much because birth rates per thousand females 15-45 are less,
but because selective cutmigration has reduced below the national
average the proportion females in the child-bearing age groups are
of the total population.

For societies with serious deficiencies in all forms of capital,

high population growth rates (say, 3 per cent per annum or more)
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increase substantially the capital and food required to provide for a
gpecified growth rate in income per capita‘(b),

Two other population parameters have differential effects on growth
processes in poor regions and in poor countries. In poor countries the
dependency ratiof) (the number of nonworkers per worker) is high because
birth rates ave high while death rates have been reduced drastically
‘b‘?‘the application of public health knowledge. The pivportion of the
population in the school-age groups tends to }2 very high; it is not
only that the dependency ratios are high, bui. the preponderance of young
dependents means that minimum expenditures per school-age child on
education and training will absorb a large share of the total volume of
funds that can be made available for capit:il investment.,

In poor regions, dependency ratios avz likely to be high because
of the predominance of senior citizens in cthe population. Selective
migration has taken out much of the population of working ?ge; most
youngsters have migrated with their employed parents, thus;\w)
for poor regions, the usual population pyramid. In a population distri-
bution skewed toward older people, health expenditures will dominate,
rather than the educational expenditures for a youwg population,

9. Summary of Strategies;

On the surface, resource development problers of pooi countries
and of poor regions in rich countries appear to be similare. It is rasy
to generalize the need in poor regions and pocr countrizs for wmore private
capital, more community capital? asore human capital, a:d for more efficient

beging
technology. When the analystA to think about the detailed ojements

that make up resource development programs, he discovers la:ge and signi-
ficant differences both in the problems and in the alteriatives chat are

relevant or feasible,
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Mo of thess differences ariée from one of the following:

differances in the degree of closure between a poor couniry and

L)
ot
s

the rest of the world, and between a poor region and the remainder of
the rich nation, (2) differences in the capital rescurces that can
be cbtalned from coutailde the pcliticél unit; and {3)differences in the
per capite requirements for the different forms of capital - private,
community, human and technology.

Different degrees of clusure have several effects, First, the
poor region can rely more upon developing export industries. VWhere
efficiency can be achieved, export industries must receive attentiom
in poor countries; in the long rum, import substitution industries
may be more importent as growth points for economic growth., Second,
the poor region can much more easily cobtain externally its need for
human capital of high quality thao can the poor country. Third, less
additional human capital will be required in the poor region to incor=-
porate existing knowledge into production processes.

Different availabilities of capital resource mean that poor regions
can simultaneously form private capital, community capital, human
capital, and create (or adapt) techndlogy at a greater rate than poor
countries.

{ompounding the difficulties of poor countries are theilr greater
deficiencies (relative to need) im all these forms of capital. <Complica-
ting the resource development problems even more are their population
paraneters; generglly population growth rates are higher than in rich
countries; a higher proportion of their population iz found in the age

groups below working age. In poor regions, population growth rates are

likely to be less than in more uffluent regions; the distribution of




populatict iz likely to be skewed toward the oclder ages.

e
L
e .

—

Differences .n resource development strategles may be summarized
as follows. Populition control progrsms are urgent for poor countries
but have little impirtance for poor regions. Export industries will
have more relevance ‘or poor regions than for poor countries where
import substitution will be useful, Poor regions can more easily
and economicslly impoit their needs for human capital while poor
countries must rely move upon creating their own; holding down the
market costs of human cipital (and human capital formation) creates
advantages for a poor ccuntry, if the structure of incentives is not
distorted; natural resource investigations are among the important
uses for human capital iﬁ poor countries, In a poor region, much of
the community capital needed as a base for economic growth will be
financed as consumption; unfo-tunately, some of the essential items
of community capital cannot be "afforded" as consumption, and mus: be

. Tempiad ions
justified as investments. Ir poor countries, mAto form
community capital used largeiy for consumption must be resisted in
favor of community capital used to produce outputs that are indispensable
inputs for other economic activities., Principsl research needs of posr
regions are for basic and applied research, while p;or countries rze

most in need of adaptive research and developmant,
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