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Guaranteed Annual Income

by

Sarvan K. Bhatia

INTRODUCTION

We are living in a challenging time of social change—a time for

re-evaluating the adequacy and equity of present programs of helping

only a small percentage of the U. S. population with a limited or no
income. Despite much progress, the anomaly of privation in plenty

continues, and a large share of that privation—indeed more than in

earlier years—is borne by the aged persons, women who must them-
selves serve as family heads, Negroes, and others who in our society

have a hard time earning enough to support themselves and their

dependents. This is not to say that such groups fare worse in the

absolute sense than their counterparts of yesteryear but rather that

today they have fewer around to keep them company. (The number
of poor people has been constantly on the decline. For example, at

the end of 1959, a total of 38.9 million persons were poor whereas
in 1963, this figure was about 35.4 million. By 1966, the number had
been further reduced—to only 28.7 million.) Public programs do exist

to provide income when earnings are interrupted or lacking altogether,

but they are limited in both how much they may pay and to whom
they will pay. Thus, some get no help at all from any public program
though their other sources of income are well below what they need
while others, who do get such help, are still poor after the payments. 1

In addition, we are going through a period of technological revolu-

tion. Industrial revolution started about two hundred years ago; ac-

cording to some authorities, we are currently going through a second
industrial revolution and the changes that have taken place in the past

twenty-five years are no longer exclusively quantitative; they are

qualitative as well. Automation and computers have now become
household words. We blend these together and come to a new word
"cybernation" which has been defined as the attempt to apply the

science of cybernetics to (i) the process of industrial production, and
(ii) the management and control of data. 2 In what context cyberna-

tion is related to the guaranteed annual income becomes clear when
we look at the number of jobs being taken away by cybernation and
the resulting increase in the number of the unemployed. 3

1Of the 60.5 million households in the United States in March 1966—counting
as a household an unrelated individual as well as a family of two or more

—

19.5 million or just under 1 in 3 reported that someone in the household
received payment from a public income-maintenance program sometime
during 1965. This included the social security payments which accounted
for 22 per cent of the total.

2Robert Theobald, The Guaranteed Income: Next Step in Economic Evolu-
tion, (New York: Doubleday & Co.), 1966, p. 32.

3For example, auto workers produced a million more trucks and cars in 1963
with 20 per cent fewer workers, than they did in 1953. In recent years,

21



Until a few years ago, the merits of several alternative approaches
to poverty—a negative income tax, a guaranteed annual income,
family allowances, and an enriched, restructured public assistance sys-

tem—were largely discussed in theoretical terms by the economist,

welfare administrator, social work faculty members and by some busi-

ness leaders and government officials. Automation, and later cyber-

nation, which in certain cases have led to displacement of human
labor by machinery, has further intensified the discussion of this sub-

ject. In the year 1966, the National Commission on Technology, Auto-
mation and Economic Progress in its report suggested that Congress
go beyond merely improving such existing programs of income support

as social security and "examine wholly new approaches to the prob-
lem of income maintenance." It also recomended for consideration

the question of providing a minimum income allowance of negative

income tax program to approach by stages the goal of eliminating the

need for means to test public assistance programs, by providing a floor

of adequate incomes. 4

Similarly, the broadly representative Advisory Council on Public

Welfare in its report, issued in 1966, called for sweeping changes in

both welfare concept and program. Two of the basic proposals made
in this report are stated below very briefly:

One proposal recognizes that, in the last analysis, the only cure for

poverty is money and that if the seriously deprived are to take prom-
ises seriously and to do their part in using the educational, employ-
ment, and other opportunities opened to them through the anti-pov-

erty, education, and other new programs, they must have immediate
relief from the grinding poverty that saps their energies, destroys their

incentives, and literally prohibits their aspirations. This proposal will

therefore make need the only criterion for eligibility for public as-

sistance, eliminating the present categorical programs with their many
legal requirements of age, residence, physical, social, and other condi-

tions of eligibility which have nothing to do with financial need. It

would further simplify the establishment of eligibility by relying pri-

marily on the applicant's declarations of income and resources, with

spot checks and sample studies to ascertain that the system is working
properly and without abuse.

To assure adequacy of income, the Council proposes that the

federal government establish a standard minimum level of living below
which no one in the affluent United States would need to live. 5 While

there has been a loss of some 200,000 jobs in auto industry. In Flint,

Michigan, the United Auto Workers local membership dropped from about
28,000 in 1956 to 13,000 in 1962, and the men still produced the same number
of cars. Similarly, in the railroad industry, total employment dropped from
1.4 million in 1947 to 800,000 in 1960. A year later, it was down to 730,000.
Most of the loss has been attributed to technological change.

Not only the factory, but the office is being computerized which will

necessarily mean loss of jobs for hundreds and thousands of office workers.
Automation also threatens to slow down job expansion in government.

4The Council was appointed by the Secretary of Health, Education, and
Welfare in accordance with a provision of the 1962 amendments to the Social

Security Act of 1935.
5In aggregate wealth and individual opportunity, no nation in the world
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allowances could be made for statistically defensible regional varia-

tions in living costs, the standard would be applied nationwide, with

the federal government making up the difference between that part of

the cost of a specific State government could afford to pay determined

in an objective manner in relation to the state's income and the amount
needed to meet the standard.

The second proposal related to the public welfare agency which
would become community's and every neighborhood's focal point for

the broad range of human services needed to counteract the dehuman-
izing trend of modern society. 6 Some services would be rendered, of

course, by a variety of other agencies in the same or nearby locations.

In addition to providing the poor with enough income to maintain,

hopefully, not just an emergency but a really wholesome living stan-

dard, the public welfare agency would offer them a variety of other

services, some designed to help them become able to earn adequate

incomes, others designed to remove cultural, health, or other barriers

to their absorption into the mainstream of community life.

The Characteristics of the Poor

Poverty in the United States is complex and widespread and the

poor have many different faces. Many families are poor because the

heads of households cannot work: they are either too old or too sick

or too severely handicapped, or they are the widowed or deserted

mothers of young children. Or, they may be the structurally unem-
ployed whose skills have either been replaced by automated mach-
inery, or they are unable to be retained to get suitable jobs. Or, in

certain exceptional cases, they are too "old" to get jobs because they

happen to be in their early forties and the employer would not like

to hire them because of extra expense by way of social security con-

tributions and pension plans. 7

For many of the poor, particularly in households headed by women,
it was the inability of the family breadwinner to find a job or keep
one that accounted for their economic plight. When the family head
did not work at all in 1966, one out of three families was counted
poor, compared with only one in seventeen when the family head was
on a job every week in the year. Nine and one-half million persons

were poor though they were in the family of a breadwinner who did

have a job throughout 1966. However, many families were poor be-

cause the head was unemployed part of the year. All told, among poor

matches the U.S. With the GNP going to be around $850 billion, the median
income of a family is approaching $8000. Yet, in the midst of this unparalleled
abundance, another nation dwells in grinding deprivation.

6The Council's proposal that the guarantee of an adequate income be handled
through public welfare agencies, under an updated, greatly simplified public
assistance program rather than adapting some other federal mechanism to do
the job, reflects the growing concern about nonfinancial factors which isolate

the poor and tend to perpetuate their poverty. For details, see Ellen Winston,
"The Government's Role in Social Intervention", Welfare in Review, January
1967, p. 3.

7For a detailed analysis, see Helen O. Nicol in Welfare in Review, June-
July, 1967, pp. 1-13, and Mollie Orshansky, Social Security Bulletin, March,
1968, pp. 3-33.
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families headed by men under age 65, five out of six of the heads
worked some time in 1966, and the majority of those who did not
work were simply disabled and therefore unable to work. As could
be expected, the kind of job held was intimately related to the risk

of poverty. The most poverty-prone calling for men was farming or

unskilled labor; for women workers, it was domestic service. 8

Some of the other characteristics are the minority poor in urban
slums, the Appalachian poor in the "hollows", Indians on reservations

and farming, the Negro, and impoverished farmers wherever they try

to earn a living from the soil. Also included will be the Puerto Ricans
and the Mexican Americans in the southwest. We could also include

the working poor, who despite their minimum wage of $1.60 an hour,

effective February 1968, would hardly earn enough to be out of the

poverty limit of about $3350. 9 These workers include laborers, work-
ers in low skill service industries, farm and migrant workers, domestic
workers, owners of marginal businesses and marginal farms.

Included among the 45 million Americans designated as poor or

near poor in 1966 were 18-28 per cent children, and from 30-43 per

cent of the aged—groups whose members could do little on their own
to improve their income. Minorities, however defined, were less

favored than the rest. Counted poor were nearly 25 per cent of those

living on the farms as compared with one in seven of the nonfarm
population. The total with low incomes included from 12 to 19 per
cent of the white population and from 41 to 54 per cent of the non-
white. Of the total in poverty, however, two out of three were white,

and among the near poor, four out of five were white. Some of the

characteristics of the poor are presented in a tabular form.

Table I

Characteristics of Poor Families, 1963

Poor Percentage
Number of poor families as distribution

Jfamilies (in % of all US of all poor
Characteristic millions) families families

All poor families 7.2 15 100
Residence

:

Farm 0.7 23 10

Nonfarm 6.5 15 90
Race of head:

White 5.2 12 72
Nonwhite 2.0 42 28

Type of family:

Husband and wife 5.0 12 70
Wife in paid labor force 0.9 7 13

Wife not in paid

labor force 4.1 15 57
Other male head 0.2 17 3

Female head 2.0 40 27

Source: Social Security Bulletin, January 1965, p. 12.

8Orshansky, op. cit., p. 12.

9When legislation creating the antipoverty program was first proposed in 1964,
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The total for the poverty roster in 1966 denoted a drop of 9.3

million from the number counted poor in 1959, a year when nearly

every fourth person was living in a household with income insufficient

to cover even the barest necessities. The number called near poor10

is now 15.2 million, very little different from the 15.8 million so char-

acterized in 1959. Where do these poor people live? We find that

about half of all the poor families—one-seventh of the white poor
and two-thirds of the nonwhite—lived in the southern states in 1966.

Incomes in that area continue to be lower than elsewhere by more
than could possibly be compensated for by any price differential; to

wit, the average per capita income for the period 1961-63 was $3,-

182 in the District of Columbia and only $1,305 in Miss., with
Alabama, Arkansas, and South Carolina having a little more than

$1,500. Despite the exodus of many nonwhite persons from the South
in recent years, the South still spells home for about half of all non-
white families in the country. It is thus the nonwhite population that

is most immediately affected by the region's economic disadvantage.

Moreover, the southern states support a larger proportion of their

population on public assistance than is true of the rest of the nation.

Mechanisms for Support

The income per head in the United States has been constantly on
the increase. The rapid and extraodinary economic growth exper-

ienced by the United States over the last 200 year period and the

wide distribution of the benefits of economic enterprises have enor-

mously reduced the extent of poverty in any absolute sense. How-
ever, poverty is in part a relative concept, and despite the enormous
increases in the per capita income, we still find many living in condi-

tions which are not deemed desirable. It is estimated that one out of

seven non-institutionalized Americans is in a household with money
income for the year below the poverty line. The poor, it has been
claimed, are distributed throughout eleven million households, which
contained one-sixth of the U. S. children under age 18. Indeed, such
youngsters in the year 1966 accounted for one half of all the poor
persons, as it was true in 1959.

Origin of Assistance Programs

Most of the present programs of helping the poor started only a

short time ago. State assistance to the poor started in the sixteenth

the figure of $3,000 was cited as the dividing line between the poor and the

non-poor. The figure was merely an approximation and it was estimated at

that time that some 30 million Americans would qualify as poor under this

definition. The Social Security Administration later completed a definition

of poverty and its standard has been in use by the Office of Economic Op-
portunity and other agencies. There are regional variations, but basically

this formula works out to mean that an average nonfarm family of four
with an income below $65 a week ($3,380) is classified as poor. The
formula also is used to define "near poor" families, for whom the maximum
is $85 a week.

10Please refer to footnote No. 9 for explanation.
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century, but on a large scale, beginnings of the state assistance pro-

grams can be traced to the decade of 1930s. During the Great Depres-
sion, local and state relief agencies were unable to cope with the

thousands of previously self-supporting workers who were unemployed
and required assistance. Thus the responsibility for providing funds
for relief, which up to then had rested with local authorities, shifted

to the Federal government. And with the passage of time, the amount
of assistance has increased very substantially. When we happen to

look at the whole problem in its historical perspective, we find that

as modern economies have advanced, governments in various coun-
tries of the world (with highly industrialized economies) have ac-

cepted increasing responsibility for maintaining the incomes of people
who do not have the ability to earn an adequate income through their

own efforts. People beyond the working age, the disabled, the invol-

untarily unemployed, dependent children and their families, and
other people with little or no incomes have received rising amounts
of social insurance and public assistance. 11 In the United States, there

are two broadly different approaches to income maintenance. On the

one hand, there are large programs of social insurance, financed by
earmarked payroll taxes with benefits fixed by formula and without
any suggestion of "charity". Such program include the Federal OAS-
DHI and unemployment insurance. The other approach is public as-

sistance, which is wholly based on need and financed out of general

revenues. Public assistance is given on a "case" basis, with each
recipient's "need" to be determined by budget studies of living costs

and analyses of his resources.

While social welfare programs, broadly defined, affected millions

of persons in the United States and accounted for nearly $66 billion

in benefits in 1963, there are still important gaps in various programs
of income maintenance. Although OASDHI benefits could be claimed
as a matter of right, families suffering from chronic unemployment
are ineligible for public assistance in many states, or for any prolonged
period. 12 Furthermore there are only limited provisions against loss of

earning power due to temporary disability. There are still many
individuals and families who receive little help because they do not

know how to seek, or who are poor for such reasons as mental illness,

alcoholism, or drug addition. 13 There are also great variations in

the intensity of effort with which communities search out the people

who need help.

Furthermore, various income maintenance programs have other

1:LIn 1966, it was estimated that these income maintenance payments will total

about $35 billion, representing 17 per cent of all public expenditures, and
abut 5 per cent of gross national product. For a detailed account, please
refer to Christopher Green, Negative Taxes and the Poverty Problem (Wash-
ington, D.C. 1967).

12Unemployment compensation, on an average, amounts to $24 a week and is

limited in most states to 26 weeks for employees under covered industries.

13For a detailed analysis, please refer to Michael Harrington, The Other
America (New York, 1962), and Robert Shaplen, The Lost Revolution (New
York, 1966).
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weaknesses. The levels of benefits are frequently inadequate: social

insurance benefits have not kept pace with the rise of real incomes in

our society; public assistance benefits vary widely among states and
among categories of low-income cases. In comparison to the systems

of other industrially developed nations, those in the United States

make less provision for the expenses of illness.
14 The federal govern-

ment has placed particular emphasis in the last few years on removal
of the causes of poverty through investment in education and train-

ing, promotion of equality of opportunity, and job creation through
an expansionary economic policy.

New Income Maintenance Proposals

Among the earliest proponents of some form of new income main-
tenance program were Robert Theobald, Milton Friedman and Robert
Lampman. These noted writers, as well as others in favor of a

guaranteed annual income, are not necessarily wedded irrevocably to

a specific income guarantee. Rather, the proposals advanced by all

the writers in expaining their programs are offered more for the pur-

pose of illustration than as a precise income support program.

According to Robert Theobald in his Free Men and Free Markets,

the way to eliminate poverty is to supply "money rather than moral
uplift, cultural refinements, extended education, retraining programs
or makework jobs." Accordingly, he argues that a program of income
guarantee is necessary because automation will ultimately erode the

availability of conventional jobs, and therefore make it necessary to

substitute a way of providing some income unrelated to work. Theo-
bald accordingly approaches the whole subject of guaranteed annual

income from the standpoint of automation and its impact on employ-
ment. Or, he poses the question that what practical steps need to be
taken in order to reap the benefits of the scientific and technological

revolution. Rather than facing the destructive effects of man's ability

to increase production with cybernation, it is suggested that we could

turn the science of economics into a blessing by enabling the society

to increase its aggregate demand by guaranteeing an annual income
to every one—without regard to work availability. From Theobald's
point of view, it is the attempt to keep the economy growing fast

enough to provide for jobs for all that harnesses man to the juggernaut

of science and technological change and that keeps us living with "a
whirling-dervish economy dependent on compulsive consumption."

Another equally important proposal is made by Friedman in his

Capitalism and Freedom wherein Friedman accepting the neighbor-

hood effect of public assistance justifies governmental action to al-

leviate poverty; to set a floor under the standard of life of every person

14In Henry Aaron's view, the age or maturity of the social security system
is clearly relevant to a country's expenditure on the program. For some
programs, such as pensions, eligibility for and participation in benefits often
depend on the length of past covered employment. For details, see Otto
Eckstein (ed), Studies in the Economics of Income Maintenance (Washing-
ton, D.C., 1967), pp. 15-16.
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in the community. 15 If the objective is to alleviate poverty, there

should be a program directed at helping the poor, and as far as pos-
sible, the program should, while operating through the market, not
distort the market or impede its functioning, The arrangement, ac-

cording to Friedman, that recommends itself on purely mechanical
grounds is a negative income tax. 16 Under his plan, if the family of

four had no income, it would receive a payment from the government
of $1,500, or 50 per cent of the $3,000 break-even figure. 17 If the

family had a pre-tax income of $2,000, it would have a negative tax-

able income of $1,000 and thus would be entitled to a $500 payment
from the government. Friedman proposes the negative income tax

proposal "as a substitute for present welfare programs; as a device for

accomplishing the objective of those programs more efficiently, at

lower cost to the taxpayer and with a sharp reduction in bureaucracy."

Another widely discussed mechanism for providing the poor with
an adequate income is a children's or family allowance. Every highly

developed nation, with the exception of the United States, does have
its family allowance laws. Two of the leading exponents of this plan

are Alvin Schorr and Daniel Moynihan. Criticizing a negative income
tax system of income maintenance as totally inadequate and set "in

a poor-law framework", Schorr has argued that a family allowance

plan would be simpler to administer, more equitable and have the

added benefit of being essentially an income-by-right program. Under
Schorr's family plan, a benefit of $50 a month would be paid for each
child under six years old, and ten dollars a month for each older

child, in rich and poor families alike. However, present income tax

exemptions for children would be eliminated and the allowance itself

would be taxed. Thus, high income families would have to pay more
taxes while low income families would have a net gain in income. Such
a program, it is argued, would take three out of four children out of

poverty, does not interfere with work incentives for the family and
would not affect the birth rate. According to Schorr, a family allow-

ance "is only one means of bolstering income in order to close the

widening gap between the haves and the havenots."

According to Keyserling, former chairman of the Council of Eco-
nomic Advisers, a guaranteed annual income would be achieved if

"an adequate, national full-employment and income policy" were
adopted which was really the mandate of the Employment Act of

1946. Grafted on that, he says, should be guaranteed income to

"those who cannot or should not" qualify for gainful employment be-

cause of age or other disability. This kind of pluralistic approach to

15Friendman is, however, opposed to parity price support programs for

agriculture, tariffs on imports, rent control, minimum wage laws, present

social security program, national parks, etc. For details, see pp. 35-36.

16 ibid., pp. 191-92.

17As explained by Friedman, under current tax laws, a family of four has
exemptions plus standard deductions equal to $3,000. Hence, if the family

had income of $3,000, itt would pay no tax — $3,000 would be break-even

point. Above this figure, the family would have to pay income tax under
the current law.
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a guaranteed income for all calls for better wages for those who have
jobs, expanded job opportunities for those without jobs as well as ex-

panded job training programs, improved unemployment benefits for

those temporarily out of work, increased wage-related benefits such
as Social Security for those too old to work and finally, some form
of limited income tax plan for those who are unable to work. Equally
important are some of the proposals under consideration by some
congressmen to raise incomes to certain acceptable minimum stan-

dards by a program of guaranteeing jobs for all who want them.

Before concluding it will be pertinent to point out that there are two
different approaches to this whole question of guaranteed annual in-

come. One by Theobald refers to the fact that policies of non-interven-

tion on the part of government in the economic functionings resulted

from the belief that the efficient operation of free markets also pro-

vide the individual with increasing freedom. However, the favorable

effect of the efficient operation of the market on the freedom of the

individual was never as great as was assumed by much of the econom-
ic and political thought of the nineteenth century. The Great Depres-
sion of the 1930 forced the final abandonment of the extreme, Adam
Smith version of the free market mechanism. Governments therefore

found throughout the world—more so, in the United States—that they

had to intervene increasingly in the socioeconomic system as it became
obvious that the operation of the market, however efficient, would
not furnish enough employment.

According to Theobald, the same concern underlies the present

proposals under consideration for a guaranteed income. Two im-

portant factors have been the stimuli to this discussion. First, a grow-
ing number of experts have concluded that the continuing impact of

technological change will make it impossible to provide jobs for all

who seek them. And the second factor is the growing realization that

extreme poverty could be eliminated by spending less than 2 per cent

of the gross national product.

On the other hand, however, many believe that the present market
system can keep on providing the necessary number of jobs, if left

to itself. Considering the increase in labor force amounting to 1.5

million a year, a current growth rate of more than 6 per cent, and the

rate of unemployment of less than 4 per cent, we could be somewhat
optimistic about the efficient working of the market economy. How-
ever, the present period of prosperity could not be expected to last

for ever; the Vietnam war has much to do with it. Looking back to

the decade of 1950s, the rate of growth was less than 3 per cent, and
the rate of unemployment was more than 5 per cent, on an average.

Since then, rapid rate of innovations has further eroded the job op-

portunities while the population keeps on growing at an annual rate

of 2 per cent. To conclude, therefore, the ever-growing threat of un-

employment resulting from advanced technology, the growing abun-

dance made possible by this technology, and the manifest inapplicabil-

ity of the only existing accepted theory of income distribution have

made it inevitable that a wide range of ideas on the subject of income
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distribution and organization of human activity would be advanced;

hence various proposals of guaranteed annual income.
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Economic Development And

The Developing Nations

by

Sarvan K. Bhatia*

Introduction:

While science and technology are making rapid strides, adding to

the convenience and comforts of men at an alarming rate, and man's
venture into outer space has achieved spectacular results, we find

significantly large numbers of the human race still living in sub-human
conditions and working much the same way as their ancestors. Only
a relatively small proportion of the world population has been able

to enjoy the fruits of modern technology and has forged ahead to

ever-higher levels of productivity and standards of living. Moreover,
we find that with the exception of Japan, which is situated in the

Asian continent, all other highly industrialized countries of the world
are either in North America or in Western Europe; there is, so to

speak, a geographical disparity among the developed and the develop-

ing nations of the world. Furthermore, it is to be noted that of the

aggregate national income of all the countries that are members of

the International Monetary Fund, a special agency of the United Na-
tions, the share of the most industrialized countries—the United States,

Western Europe, and Japan—is about 75 per cent, while their share

of total population is only about 25 per cent. On the other hand, how-
ever, the share of national income of the primary producing countries

is 25 per cent, and their share of population is about 75 per cent

—

the shares being reversed among the developed and developing na-

tions of the world. 1

The income gap

Of greater significance is the fact that the share of the aggregate

national income among the highly industrialized countries of the world
has been constanly growing while that of the less developed nations

has been persistently on the decline despite concerted efforts on their

part to grow, economically speaking. 2 The table on page 32 gives

details of distribution of world income among various countries of

the world.

Looking at the above figures, it is to be noticed that the largest

percentage increase in share of world income has occurred in respect

to North America: from 14.8 per cent in 1860 to 37.4 per cent, that

is, over a period of one century. Again, in percentage terms, the

Soviet Union has also shown a remarkable economic development
and growth: from 4.0 per cent in 1860 to 17.4 per cent in 1960.

Rather less spectacular is the growth of Latin America, Oceania and

^Professor of Economics, Armstrong State College, Savannah, Ga.
1Per Jacobsson, International Monetary Problems, 1957-1963 (Washington,
1964) pp. 182-3.

2For details, see Stephen Enke, Economics for Development (Englewood
Cliffs, N.J., 1963), pp. 16-62.
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Table 1

The Distribution of World Income

Share of Percentage share
Population of income

Region 1860 1913 1960 1860 1913 1960

North America 3.1 6.3 8.0 14.8 34.3 37.3

Oceania 0.1 0.4 0.5 0.5 1.4 1.0

Europe 19.1 19.7 16.2 39.1 35.0 14.0

Latin America 3.3 6.3 8.0 4.0 4.1 6.3

Soviet Union 6.8 8.7 8.6 4.0 7.4 17.4

Far East 2.3 3.9 5.1 1.4 1.8 1.3

China 40.2 32.5 27.1 19.8 8.0 7.3

Japan 2.9 3.2 3.7 1.6 1.5 2.5

Southeast Asia 22.3 20.3 22.7 11.8 6.9 2.6

Source; Adapted from L. J. Zimmerman, Poor Lands, Rich Lands: The Widen-
ing Gap (New York, 1965), pp. 35-37.

Japan. But on the other hand, Europe's relative position has worsened;
its share having dropped from a high of 39.1 per cent to only 14 per

cent a century later thereby indicative of rapid economic growth in

other countries of the world following the industrial revolution of the

eighteenth century. At the other extreme, however, the cases of China
and Southeast Asia, in particular, point out the rapid and drastic

decline in the income distribution. In respect of the Southeast Asian
countries, among others India and Pakistan, while the loss in percent-

age share of world income is considerable, the population has re-

mained at almost the same level. As Higgins mentions the fact, in

the course of one century, "the share of the quarter of world's pop-
ulation living in the world's richest countries increased from 58 per

cent to 72 per cent; the share of the next richest quarter rose from
15.5 per cent to 19 per cent; the share of the next quarter fell from
14 per cent to 7 per cent, and the share of the quarter of the pop-
ulation living in the poorest countries dropped from 12.5 per cent to

a mere 3 per cent." 3

The Historical Perspective

When we hapen to look at the world's economic history, we find

that the present-day poor and developing nations of the world in

terms of per capita income have remained at the lowest ladder al-

ways. Rather, some of the less developed nations were, just a few
hundred years ago, some of the richest countries in the world; at a

time, when the American continent had not been found, and most of

Europe was, economically speaking, a backward region, these coun-
tries had possessed most of the riches. As Barbara Ward points to

3Benjamin Higgins, Economic Development (New York, 1968), p. 5.

Also see William N. Loucks, Comparative Economic System (New York.
1965) for an analysis of various economic systems and development of
present-day industrially advanced countries of the world.
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the facts of history, "for centuries, for millennia, the East had been the

region of known and admired wealth. It was to the Orient that men
looked when they spoke of traditional forms of riches: gold and dia-

monds, precious ointments, rare spices, extravagant brocades and
silks. In fact, for over a thousand years, one of the great drives in the

Western economy was to open trade with the wealthier East. And
one of the problems facing that trade . . . was the West's inability to

provide very much in return."4

Over the centuries, however, the situation has very considerably

changed. It started about two hundred years ago with the advent of

industrial revolution, and the whole environment has so completely

changed the relative economic positions of the countries that in the

decade of 1960s, the percentage share of some of the developing na-

tions, i.e., China and countries in Southeast Asia, dropped from
almost one-third of world income in 1860 to less than one-tenth in

1960. The countries in these regions have 49.8 per cent of world
population; in other words, almost one-half of world population has

about 10 per cent of world income.

What is even more frustrating for the developing nations is that

the income gap between the industrially advanced nations and them is

widening, instead of being narrowed down. As will be seen from the

table below, the gap in per capita incomes between the developed and
developing countries is still growing rapidly. This is due to the fact

that the rates of population growth for the underdeveloped countries,

taken as a whole, are much higher as compared with the developed
countries.

Table 2

Current Growth Rates of Income and of Population,

Average for Developed and Developing Nations

Per cent growth rates per year

Of income
Of population

Of income per capita

GNP per capita

Growth of GNP per capita,

in dollars (US) per year

Developed Developing
nations nations

4.4 4.7

1.3 2.4

3.1 2.3

$1,828 $400 - 800

$57 9-11

Source: Theodore Morgan, "Economic Planning-Points of Success and Failure'
in The Philippine Economic Journal, 1965, p. 404.

4Barbara Ward, The Rich Nations and the Poor Nations (New York, 1962),
p. 39.

Also see Asa Briggs in Technology and Economic Development (1936), p.

4 wherein he remarks, "Poverty is not, of course, a new condition in human
affairs. Some of the poor nations were once world powers and were held
to be rich as well as powerful."

On the subject of development through trade, refer to Gerald M. Meier,
International Trade and Development (New York, 1963), pp. 151-192.
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The plight of developing nations, therefore, does not seem to be

very promising. The United Nations had declared the decade of 1960s

as the Development Decade. Yet, in the light of poor performance by
these countries, it is being sometimes referred to as the Decade of

Disappointment by some noted authorities. Furthermore, disaster is

being predicted if conditions do not improve for more than two billion

people living in these developing nations out of nearly 3.5 billion

which is the total world population. Nearly 60 percent of the world

population, therefore, lives under conditions which cannot be toler-

ated. 5 The table below indicates an average annual rate of growth of

nearly 5 per cent for the real gross national product of various regions

in the world and yet the last column relating to per capita gross na-

tional product shows a very small increase primarily because of enor-

mous population increase.

Table 3

Real Gross National Product of Developing

Nations: Rates of growth in total output,

population and per capita GNP-—1960-65

Percentage increase in

Region Gross National Population Per capita

Product GNP

Africa 3.6 2.2 1.4

South Asia* 3.2 2.4 0.8

East Asia* 5.0 2.6 2.3

South Europe 7.2 1.4 5.7

Latin America 4.7 2.9 1.7

Middle East 7.2 3.2 3.9

All Developing Nations 4.8 2.4 2.3

*In Table 1, these two regions were put together because separate data were
not available.

Source: "World Bank and U.N." in World Bank and IDA, p. 26.

Growth Theories

The publication of Keynes' General Theory of Employment, In-

terest, and Money in 1936 was followed by a spate of theories relating

to the requirements for steady economic growth. Some writers, in-

cluding the famous French economist, Francois Perroux, have sought
to distinguish "growth" from "development". Fundamentally, growth
consists of rising national and per capita real income; development
entails a good deal more—structural change, technological advance,

5For a detailed study, please refer to Alan B. Mountjoy, Industrialization and
Underdeveloped Countries (Chicago, 1967), pp. 45-79.
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resource discovery, and closing sectoral and regional gaps. The prob-

lem of maintaining steady growth where it is already occurring is

complex enough, according to Higgins, but it is simple in comparison
to the problem of launching and sustaining development in an under-

developed country. It may be questioned whether high rates of growth
can be maintained for very long without development. Conceptually,

however, it is possible for an economy to grow without developing;

indeed, India seems to have done just that in the early postwar years,

as Higgins points out. Development without growth is a little harder

to imagine.

Of the various theories on the subject, two merit special attention.

One is by Hansen which contains elements of a true development the-

ory, and the second is by Harrod which is a pure theory of growth.

Harrod's essay "Towards a Dynamic Economics" has the main attri-

butes of a truly dynamic theory. He concentrates upon the explana-

tion of secular trends; insisting that it is precisely this explanation of

trends that is the distinguishing characteristic of dynamic economics.

Comparative statics, he argues, are still statics; more than imperfect

foresight, or imperfect knowledge, or mere change, or presence of

expectations, or lags and frictions, or "dating" of variables is needed
to take us into the realm of economic dynamics. Harrod's theory is,

therefore, directed toward an explanation of the secular causes of un-
employment and inflation, and of the factors determining the optimum
and the actual rate of capital accumlation. On the basis of his analysis,

Harrod concludes that advanced countries will soon confront the

problems of a chronic deflationary gap (and by inference that deve-

loping nations will continue to be handicapped by a chronic inflation-

ary gap, as it is true in respect of all of these countries without ex-

ception) unless appropriate policies are pursued.

In Harrod's system of growth, three "fundamental elements" are

involved: 1. manpower, 2. output per head, and 3. quantity of capital

available. 7 The second of these presumably breaks down into (a) level

of technique, and (b) supplies of known resources. Changes in out-

put are however discussed purely in terms of "inventions", which in

turn are linked to the ratio of required capital to output. More gener-

ally, Harrod's concept of capital requirements, Cr , could be translated

as follows. Let I r be required net savings and investment, Y be na-

tional income, and p (period of investment) be the "capital coef-

ficient" in terms of the ratio of required capital to output. Then

Ir = AY . p and Cr = Ir

Y AY

In an economy with a growing population and no technological

progress, capital requirements will increase proportionately to the

population. So also, according to Harrod, will "hump" savings and
corporate savings. Of course, total savings may tend to grow faster

3See Higgins, op. cit., for details, pp. 106-46.

'For details, see R. F. Harrod, Towards a Dynamic Economics (London,
1948).
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than capital requirements, leading to a condition of chronic excess

savings; this however has not hapepned in developing nations. Harrod
was concerned with conditions that would keep entrepreneurs content

with their investment plans so that they would repeat in each period

the investment decisions of earlier periods. However, if wages are too

high in relation to prices, profits are squeezed, investment falls, and
with it income and employment. On the other hand, if wages are too

low in relation to prices, there is a "shift to profits", the propensity

to consume falls, investment follows, and income and employment fall

again. These are being referred to as "lapses from steady growth".

The main contributions of the Hansen thesis to a general theory of

development are 1 . Providing a more complete theory of autonomous
(long run) investment, 2. Recognition that chronic and growing gaps
between potential gross national product and actual gross national

product can arise from acceleration or deceleration of the growth rates

of basic factors influencing autonomous investment, and 3. Putting

empirical content into his model by applying it to a particular country

at a particular time. Dividing investment into its major components
and spelling out the multiplier formula, we obtain the following equa-
tion according to Higgins:

1

oa = • (mo.) + ig + Ia (l, k, t)
dS/dOa + dr/dOa

where Oa — k . Ia (Oa stands for actual output, gross national prod-

uct, or income at constant prices) , Ia for total net investment, and
K for the Keynesian multiplier. 8 S is saving; r is taxes; Oa = doa/dt,

or the variation in gross national product through time, Ii is induced
investment, Ig is government investment, Ia is autonomous invest-

ment, L is dL/dt, the rate of population growth, K is dK/dt, the

rate of resource discovery, and T is dT/dt, the rate of technological

progress.

Using Op for potential output (gross national product at full em-
ployment) , we also have

Op = f(L, K, Q, T)

This equation expresses the now familiar production function that

has appeared in most of the development systems. Here, L, K, Q, and
T stand for the supplies of labor, resources, capital equipment, and
technology available, rather than the amounts actually used in produc-
tion. Looking at developing nations, we find that both K and T are

low and are not increasing rapidly, that is, the rates of technological

progress and resource discovery are not particularly high, and are

not noticeably rising. Autonomous investment is on a very low level,

too. Public investment is also low, because of limited tax and borrow-
ing capacity of the governments concerned. Thus, national income is

not rising very rapidly either and induced investment will be close

to zero. With low levels of income, the average and marginal propen-

8Higgins, op. cit., p. 122. Also please refer to Wallace C. Peterson, Income,
Employment and Economic Growth (New York, 1962), pp. 491-503.
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sity to save is also low. The multiplier accordingly is high, but there

is nothing to multiply. The result is an economy which stagnates with

levels of per capita income close to the subsistence level. 9

Technology and Role of Government

This brings us to the points at issue raised above as to how to

tackle the questions of growth and development. The side by side

existence in the modern world of developed and underdeveloped

countries has suggested to hopeful citizens that the poverty can be
cured by rapid, systematic and large-scale transfer of technology that

has produced such great wealth for the industrially advanced nations.

The developing nations, however, according to numerous authorities

cannot simply import the industrial revolution from abroad, uncrate

it like a piece of machinery, and set it in motion. While the availability

of modern industrial technology is a possibility and thereby the

developing countries can bypass the difficult period of transition which
the developed nations had to undergo, there are certain prerequisites

for borrowing advanced technology. For example, the borrowing
involves the recipient country in economic and political as well as

cultural relations with the lending country. As the more extensive

development process of Nigeria, India, and Brazil indicates these

countries have entered on their present course of development from
diverse historical backgrounds and a variety of economic situations. 10

At the same time, there is Burma for example in which material

improvement does not rank high in the scale of values accepted by
most of the population.

Economic development in turn also requires a set of institutions,

habits, incentives, and motivations such that the inputs necessary to

a continuous increase in output are self-generating. The essential in-

puts are capital, trained manpower, and technology, and they are

likely to be self-generating only in an environment in which the

population seeks to improve its physical well-being and in which the

rewards of effort are roughly in proportion to the productivity of

effort. Despite many problems and shortcomings, however, in most
of the developing nations, national income and GNP have been grow-
ing somewhat faster than population, as mentioned earlier in Table 3.

By and large, in all the underdeveloped countries, savings as a
proportion of income are increasing, education and training programs
are producing results, and the spread and adaptation of advanced
technology, assisted in some cases by extensive foreign aid, is stimulat-

ing productivity. 11

9 ibid, pp. 121-22, 23, and 145. For a detailed analysis, please look to Han-
sen's Presidential Address to the AEA, 1939, and his Full Recovery or Stag-
nation (New York, 1938).

10For details, see Technology and Economic Development, op. cit.

"Government of India, India in Perspective (New Delhi, 1967), p. 4. wherein
the proportion of savings to national income is stated as 5.3% in 1951-52,
9.5% in 1956-57, and 11% in 1967.
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Role of Government

Many of the developing nations joined the community of twentieth-

century nation-states in the decades of 1940s, 1950s, and in respect

of the African continent, in 1960s. The people having won their

independence, the nationalist leaders recognized that the pledges of

the independence movement would not be redeemed until the mass
of the people were assured work, a tolerable standard of life, and
opportunity for continued advancement. All these countries are now,
therefore, committed to a crucial experiment in economic development.

These nations believe that industrialization and the attendant radical

reconstruction of society can be achieved fairly rapidly and without

reliance on class hatred or the invocation of violence and coercion.

And yet, the frustrations of not being able to develop rapidly, or to

provide a better standard of living during the last few years to

the growing populations, have made these developing nations think

which resume of "revolutions" to follow. As Barbara Ward points

out:

Communism claims to be the pattern of the future and
to hold the secret of the next phase of history for mankind.
In one sense, the claim is serious. Communism is a sort of

resume of the revolutions that make up modernization and
it offers a method of applying them speedily to societies

caught fast in the dilemmas of transition. We must, there-

fore, admit that, at the present, the poor nations, the

uncommitted nations, face a double challenge. They face

an enormous challenge of change. But, in addition, they face

an equally vast challenge of choice. 12

The dominance of private sector in the life of developing nations

obscures the role their governments seek or are called upon to

play in their economic development. If one looks at the figures for

new investment, that role becomes clearer. In Latin-American coun-
tries, for example, from 40 to 50 per cent of new investment is

typically public. In India, well over 50 per cent of planned investment

in the Third Five-Year Plan was in the public sector, and in Pakistan,

the figure is closer to two-thirds. Nor is the role of government in the

channeling of economic activity limited to the area of public invest-

ment as conventionally defined. Economic functions, as for example,
the exploitation of mineral resources and development of such in-

dustries as steel, fertilizer, and cement, are typically in public sector

in developing nations.

A question could be raised why is it necessary for the government
to undertake such economic functions? Foremost among the objective

considerations for developing nations is the large priority that must
be given to roads, railways, industrial estates, harbors, power gen-
eration and distribution, communications, irrigation, and the like.

The capital requirements for such facilities will normally account for

something more than half the total investment. And unless the
infrastructure is provided for, it is almost impossible to think of any

12Ward, op. cit., pp. 60-61.
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economic development. Since the private capital is not interested in

these projects, for obvious reasons, it has fallen upon the governments

of developing nations to provide the necessary capital finance, organ-

ization, planning and management, and the operation of such under-

takings. 13

Similarly, the government is likely to be active in the transfer of

technology. During the nineteenth century, foreign private investment

and enterprise were the overwhelmingly important agencies of technical

transfer and capital in most countries. Currently, these programs

involve expenditures of at least $500 million a year. This type of

technical transfer inevitably involves the extensive participation of

government in the aid-receiving country. Much the same sort of

experience is to be noticed in the area of capital transfer. In 1961, of

the total flow of $8.75 billion in long-term funds from developed to

developing nations outside the Soviet bloc, nearly $6 billion repre-

sented public loans and grants. (Aid from the Soviet bloc to develop-

ing nations comes to about one billion dollars, mostly in the form
of long-term loans at low interest rates and payable in commodities.)

Most of these funds were used to finance activities in the public sec-

tor. This tendency is reinforced by the fact that the international and
national lending and granting agencies prefer large projects; large

projects, in turn, fall in the public sector in developing nations without

highly developed private enterprise.

Development: A Multi-Faceted Problem

The problems of developing nations can be approached in many
ways. For, example, it could be solved through increased foreign aid,

more trade with these countries by industrially advanced countries on
a preferential basis, or by stabilizing the export earnings of these

countries through various compensatory, financing schemes that are

proposed by International Monetary Fund and the Bank for Recon-
struction and Development. Other proposals include long-run stabil-

ization plans for agricultural output, an intensified effort to build up
manufacturing facilities, and often a significantly expanded role for

the government sector.

In the past several years, renewed emphasis has been placed on the

development assistance provided by direct investment from the in-

dustrialized countries, in particular the United States. 14 The difficulty

13 Perhaps the foremost example of government-stimulated and government-
guided development in any private enterprise economy is provided by Japan.
Here, the state directed investment by establishing public-owned enterprises,

undertaking joint ventures with private capital, subsidizing private investment
and guaranteeing returns, and buying extensively for its own military and
civilian accounts. See TECHNOLOGY AND ECONOMIC DEVELOP-
MENT, op. cit., pp. 186-87.

14Such assistance, however, is not new. In the latter half of the nineteenth
century, private investors from Britain were investing annually large sums
overseas and that by 1913 this amounted annually to 7 per cent of the
British national income. But this episode perhaps cannot be repeated. For
details, see J. P. Belshaw, in Economic Development (Boston, 1964), pp.
2-8.
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with direct, private, foreign investment has been the limited amounts
available. However, another approach towards development has been

the use of regional development programs as for example in East

Africa and in Latin America. Although the East African and Central

American regional cooperations appear to be making some progress,

the big Latin American Free Trade Association is bogged down in

frustration. Economic growth is slow, internal reforms are minimal
and the development program, known as the Alliance for Progress,

is confronted by impasse after impasse because of political consider-

ations.

One of the best ways to accelerate the pace of development is by
heavy doses of foreign aid to developing nations by the highly ad-

vanced and industrialized nations. The United States extends by far

the largest amount of aid to such countries. Now, most of the U.S.

development loans are used for specific social and economic develop-

ment projects, or to finance programs benefitting the private sector

as a way of supporting economic growth. (Somewhere between 90 to

95% of these funds are incidentally spent within the U.S.) U.S. aid

is now also restricted to the developing countries in Asia, Africa and
Latin America. Though some 70 countries benefit by this aid, more
than 90 per cent of the aid is concentrated in about 25 countries

which are better able to utilize it. Total aid at present is only

about one-half of one per cent of the U.S. GNP; the table below
shows the percentage amount of aid in relation to GNP for various

countries.

Table 4

Official Foreign Aid as Percentage of

Gross National Product

1961

Country %age of GNP

France 1.50

Belgium 0.73

United States 0.67

United Kingdom 0.59

Netherlands 0.56

Western Germany 0.53

Australia 0.46

Japan 0.45

Canada 0.17

i '-.

Source: United Nations, World Economic Survey 1963.

To make the matters even more depressing, the four largest Western
donors did not increase their aid between 1961 and 1966, while
France, though giving the highest assistance in relation to national

income, has actually a declining trend in development aid since
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1962. 15 Similarly, the U.S. last year, 1967, extended foreign aid to

the extent of less than $2.3 billion dollars out of nearly $800 billion

GNP, and in the year 1968, the U.S. congress voted for less than

$2 billion when the GNP is expected to reach $850 billion, i.e., less

than one-fourth of 1%. Contrast it with the foreign aid extended
during the second half of 1940s to the western European countries

which enabled such countries to develop and remain free and dem-
ocratic. During the years 1945-48, $16.8 billion was given in aid,

or on an average about $5.6 billion a year when the average GNP
during this period was about $220 billion, or more than 2.7% of

the GNP. In 1948 the European Recovery Program (Marshall Plan)

was started, and well over $10 billion were channeled into this pro-

gram, virtually all of it in the form of outright grants, during a brief

period of about four years. And immediately thereafter started the

Mutual Security Programs which enabled Europe to obtain further

assistance from the United States. In addition, the International

Monetary Fund, and the International Bank for Reconstruction and
Development provided the development finance to help rehabilitate

the war-torn European economies.

It is this kind of aid which is so badly needed by the developing

nations to help them to stay alive, to stay free from totalitarian regimes,

and above all to bring a higher standard of living for their masses
which will in turn promote the economic well-being of developed

nations also. A major problem of developing countries is the dif-

ficulty of maintaining economic development plans when aid is

inadequate, while at the same time having a very substantial, external

debt problem. The substantial size of such external debt and the

service payments on this debt in 1966 are shown below.

Table 5

External Debt outstanding and Debt Service Payments

of the Debtor Countries 1966

Country
Debt outstanding
including undisbursed

(billions)

Service

Amount
(billions)

payments
As %age of exports

India $6.90 $0.35 22.0%
Brazil 2.93 0.55 29.4
Mexico 2.15 0.46 21.4
Yugoslavia 1.67 0.27 20.0
Iran 1.10 0.07 5.0

Nigeria 0.61 0.05 5.4

Source: World Bank and IDA Annual Report, 1966/67

5IBRD, World Bank and IDA Annual Report, 1966/67 (Washington, 1967),
p.34. In spite of the declining percentage of resources which the developed
nations are devoting to developing countries, such assistance has been in-

valuable in countries as for example Iran, Israel, South Korea, Malaysia,
Mexico, Pakistan, Taiwan, Thailand, Tunisia, etc. In these countries and
others, development has been successful and has been greatly attributed to

f°rei8n aSSiStanCe -
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To conclude, the problems facing all developing nations are not the

same. There are some countries, the majority of them, in which the

population in relation to their resources is too large, and so the prob-

lem of underdevelopment. There are others, as for example, in Latin

America, where the population being scattered and small in proportion

to the market hinders the process of growth. And, beyond doubt, most
of the underdeveloped countries have meager natural resources with

the result that many cannot simply dream of ever coming to the

levels of economic development as in many European countries.

However, over the course of the last two decades, many lessons have

been learned, as the former president of World Bank, George Woods,
points out. First, technologies do exist that can provide the developing

countries of the world with the basis for a satisfactory rate of

economic growth. The job, so to say, is not hopeless as some pes-

simists would like to make it believe taking into account the various

setbacks at infinite stages of growth.

Second, despite an impression in some quarters that foreign aid

is not working and that the developing countries are not progressing,

economic development is taking place in many countries, and with

a vigor that cannot be denied. The process almost invariably involves

the employment of modern technologies. Furthermore, more than 80
per cent of total investment is being provided for by the developing

nations; the rest, 20 per cent, is the foreign aid.

Third, technologies cannot be transferred without also adapting

habits, standards and institutions. The World Bank and other in-

stitutions, as well as governments, spend a great deal of effort, and
not an inconsiderable amount of money, on institution-building and
in trying to improve the management of economic affairs in the

underdeveloped countries.

Fourth, the road ahead is probably even longer than the road we
have already traversed. In late 1940s, there was a prevalent notion

that existing technologies could easily be applied in countries that had
no part in their creation. Today, we know that it is not so simple.

The task will take a long time; it requires much patience just as it

took the present developed nations a long time to reach their present

stage of economic development. 16

According to Woods, birth control, along with education and
agriculture, offers an excellent example of what is believed to be a

general principle of development: there are no purely technological

solutions to economic and social problems.

3For details, see U. S. House of Representatives, Applied Science and World
Economy (Washington, 1968).
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