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Dobb has formulated the problem of investment planning as
involving three distinct elements: ! the overall rate of investment has to be
determined; then comes the allocation of the quantum of investment bet-
ween different economic sectors; finally, within each sector, there is the
problem of choosing the technique. Much of the debate ensuing from
Dobb’s work has centred primarily on the last problem. The question of
choice of technique has been pased interms of investment criteria resulting
in some confusion as to whether in fact these were identical or distince
ssues. Further literature now deals with a gamut of problems in terms of
criteria for project evaluation which is clearly not identical with the
choice of technique for producing a given commodity. Two major works
on project evaluation have appeared: Project Appraisal and Planning for
Developing Countries by TMD Litdle and J A Milees (hereinafter referred
10as LM) and Guidelines for Project Evaluation by AK Sen, P Dasgupta
and SA Marglin (referred t0 as SDM).* Both attempt to formulate detailed
and comprehensive guidelines for the 5o called less developed countries
(LDCs) and as such merit consideration. Before taking them up a few
points common to these two works and to others advocating project evalua-
tion procedures for LDGs may be noted.

Invisible Hand

The theoretical starting points are neoclassical general equilibrium
theory and individualist welfare economics that has developed in close
association with that theory.® The equivalence theorem of neoclassical
general equilibrium theory states that, under certain convexity assumptions
regarding technology and consumer preferences, the equilibrium  position
of a perfectly competitive economy is pareto-optimal, and conversely
every pareto-optimal outcome can be generated as the equilibrium of a
perfectly competitive cconomy. This proposition, which is of extremely
limited significance, and has a purely definitional validity as we shall
atiempt to show later, is often more loosely interpreted to mean the
coincidence of “private costs (benefits)” and “social costs (benefits)” in a
perfectly competitive economy, that is a modern rendering of Adam
Smidh’s eulogy of the “invisible hand”. Starting from this position it is
argued that in less developed countries, there exist market imperfections,
government-induced distortions, and other disturbances, It is then
deduced on this basis that market prices of resources and goods in these
countries do not correcily reflect social costs and benefits. Hence it is
argued that there is need for “social cost benefit analysis” also called
project evaluation.

Any project consists of inputs used up and outputs produced. Fur-
ther production is not instantancous. Thus we are dealing with inter-
temporal flows of inputs and outpuss. Project evaluation, it is argued,
consists of valuing these inputs aod outputs, taking the time dimension
into account, in a manner that accurately reflects their social value. Since
‘market imperfections and other factors mentioned above render market
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prices in LDCs inadequate indices of thesocial value of resources and
outputs, project evaluation requires the use of “shadow” or “accounting”
prices at which inputs and outputs are to be valued.* These shadow prices
are developed by applying corrections to market prices. The specificity of
a particular method of project evaluation then consists in the specific
method used 1o derive these shadow prices from given market prices and
clearly identified imperfect

While each project has its own peculiar mix of inputs and outputs,
a specific method of project evaluation must formulate general principles
whereby the shadow prices are derived from project data and relevant
extraneous economic data. Further, there are certain inputs that are
common to many projects, and are “wrongly” valued by the market in
most less developed countries. Labour and foreign exchange arc the most
important of these. Finally, given the inadequacy of capital markets in
the LDGs, the market rate of interest does not properly reflect the
intertemporal considerations in evaluating a project. Hence one needs an
accounting or shadow rate of interest.

To sum up, the major elements of project evaluation are the
general methods for derivation of shadow  prices of inputs and outputs,
the specific methods for deriving shadow  prices for labour and foreign
exchange, and the method for a shadow rate of interest. There are, of
course, other elements of projsct evaluation that are briefly discussed
or mentioned in passing.

Shadow-pricing Inputs and Outputs

In both Little and Mirlees (LM) and Sen, Dasgupta and Marglin
(SDM) the relevant notion for shadow-pricing non-labour inputs and out-
puts is that of “opportunity cost”. Their differences lie in the identification
of the relevant opportunities.

LM take the position that for most of the inputs and outputs typi-
cally involved in projects, the relevant opportunity is that of internation.al
trade. Accordingly, they classify non-labour resources into “traded” and
“non-traded”” goods. ““Traded” goods must not be narrowly conceived as
only those that actually figure in the international trade of the LDG, but
must be broadly defined to include ‘“‘tradeables”, that is those com-
modities that would have been traded, if the LDC was pursuing “optimal””
trade policics. For “traded” goods, the relevant shadow price is not the
prevailing domestic market price, but the “world price”, prevailing in the
world market. Thus if a resource used in a project is currently being
imported at the margin (even if not directly for the project under con-
sideration, but elsewhere in the economy), its shadow price is the import
price (c.if). For a resource that is being exported at the margin, the
relevant shadow price is the export price (.0.b). A resource has, of course,
the same shadow price regardless of whether it is an input or an output.

It is often argued that for the LDC to export more of a com-
modity, it must accept a lower price, and for it to} import more it has to

ns.
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pay a higher price which means that the relevant demand and supply
clasticities are finite. In such cases LM recommend that a resource being
exported at the margin be evaluated at its marginal export revenue, and
one being imported at the margin at its marginal import cost. This
involves estimating the relevant demand and supply curves.

For non-traded goods, LM suggest that in general, the marginal
social cost (MSC), the social cost of producing an extra unit of the
resource, is the appropriate shadow price. MSG is to be evaluated
by decomposing non-traded goods into the traded goods and unskilled
labour involved in their production.

SDM argue that the opportunity cost of a resource being used in a
project is the maximum benefit that it would have yielded in an alternative
use. Thus inputs and outputs must be shadow-priced in terms of benefits.
Here the basic principle is that of “consumer sovereignty”. Itis argued,
from orthodox economic theory, that in competitive markets, the ruling.
price is the appropriate measure of the consumer’s “willingness to pay”.
The shadow price of a resource, SDM argue, must correspond to the
consumer’s willingness to pay for it.

The recommendations of SDM can be illustrated thus. To estimate
direct benefits of the project, split up the net output of the project
into that which “adds to supply”, and that which “saves resources”.
Estimate the “willingness o pay” of consumers for the additional supply.
1f the conditions of sale are non-competitive, the market price must be
corrected to arrive at willingness (o pay, for example, upwards if the
buyer has monopoly power. If the additional supply is so large as to
change the price, the demand curve must be estimated to obtain a proper
measure of willingness to pay. In the case of producer goods, the above
steps must be carried out for all subsequent stages of production. As for
goods that substitute for imports or add to exports, their foreign exchange
contribution must be ascessed, and converted into domestic currency,
using “the shadow price of foreign exchange”, assumed to be given.
Finally add up all the benefits, converting those occurring at future points
in time to “present values” through the given social discount rate. The
evaluation of direct cost is done similarly.

Shadow Pricing Unskilled Labour

On this issue, the two approaches are substantially the same. It is
argued that the prevailing wage rate in the industrial sector is not the
appropriate shadow price of labour, but that the starting point for shadow-
pricing labour is the “direct opportunity cost”. The latter is the marginal
product of the labour that could have been obtained by employing the
labour elsewhere. In particular it is “the alternative marginal product of
labour in agriculture” which is alleged to be very close to zero, there being
a considerable surplus labour population in the agrarian_cconomy. At
any rate, this marginal product is argued to be significantly lower than the
‘market wage rate, on account of “institutional” and “political” factors.
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Both the approaches argue, however, that it would be incorrect to con-
clude that labour should be shadow-priced at this very low figure. This is
because employing an additional unit of labour entails a commitment to
consumption. Both approaches arguc, too, that the existing rate of invest-
‘mentin most LDCs is much less than what is “optimal” or desirable. Thus
a unit of resource devoted to investment is more valuable than a unit spent
on consumption. Since the labourer employed ina project typically
spends his entire wage-income on immediate consumption, this “indirect
cost” (loss of investible resource) must be taken into account in shadow-
pricing labour, Without going into details, the upshot of all this can be
summarized by saying that in the approaches considered, the shadow
price of labour may be lower o higher than the market wage rate, depend-
ing on the so called alternative marginal product, the premimum on
investment and on the assumed savings propensity of workers. The above.
summary, sketchy and selective for reasons of space,® leads to a critique
of both the approaches.

‘While a number of critics have focussed attention on specific tech-
nical aspects, this assessment concentrates on the general issues that crop
up and is subdivided into five sections: critiques of the formal theoretical
framework underlying the methods; of the recommendations of SDM
on pricing resources; followed by a similar one of LM methods; of the
treatment of employment, growth and distribution; and finally, of the
treatment of the relation between project evaluation and national planning.
Theoretical Framework

The two approaches reviewed and their critics appear to accept a
fundamental proposition that should be called into question, namely that
the ““correct” or “‘optimum” prices are those that would prevail in a situa-
tion of perfectly competitive equilibrium, The proposition implies that
if such a situation prevails in the economy, “social” costs and benefits
coincide with “private” costsand benefits as measured by the market, and
project selection as “social” cost benefit analysis is redundant. The
inference can also be drawn from this that the role of project evaluation, in
the context where such a situation does not exist, is to help simulate the
perfectly competitive equilibrium, The search for “optimum” prices in
both methods, and especially in the LM method, appears to be based on
the above proposition and its inference.

Itscems that the “fundamental proposition” referred to above is
‘mistaken. It may be pertinent to raise the following objections, some
“purely” economic-theoretical and some  analytical-historical, From the
point of view of economic theory itself, the equivalence of pareto-
optimality and competitive cquilibrium implies ‘merely the following:
under certain assumptions concerning individual consumer preferences and.
technical conditions of production, and in the absence of so called “externa=
lities”, there exists a semi-positive price vector, which, if it happened to
prevail, would equate supplies and demands in each and every market.”
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The equilibrium that results in such a situation is also such that no in-
dividual economic agent can be made “better off” without someone else
being made “worse off”, thatis the equilibrium is parcto-optimal. The
first point is that the equivalence theorem merely asserts the compatibility
between pareto-optimality and comperitive equilibrium if the latter
happened to prevail. It does not concern the movement in historical o
logical time from a non-equilibrium position to equilibrium or its costs.®

Secondly, the competitive equilibrium in question s always specific
to the initial distribution of resources among the individual cconomic
agents, The cquivalence theorem has thus nothing to say about distribu-
tion. This is not merely a “normative” point, The vector of prices can-
not be determined without specifying distribution. While this is true for
the static equilibrium of the Walrasian type, it is equally true, as Sraffa
shows, for the dynamic competitive equilibrium in an economy where
commodities are produced by means of commodities and labour.®

Thirdly, the identity of “private” and “social” costs and benefits
in perfectly competitive equilibrium rests on the assumption of consumer
sovercignty. As has been pointed out by Dobb, this assumption is based
on the conception of “the individual as the primary atom, and his wants
or preferences as the ultimate data of the problem; individuals being
regarded as independent units with respect to the influences affecting
demand.”** The extreme slenderness of this basis, which tends to ignore
the interdependence between individual desires, the social influences of
individuals’ consumption patterns, and the dependence of consumers’
tastes on producers’ initiatives, is sufficient reason for not accepting the
postulate of consumer sovereignty unequivocally. The relevance of these
comments on the underlying analytical framework of the dominant trends
in project evaluation literature will be brought out below in critiques of
the specific pricing recommendations.
Resource-pricing

SDM explicitly recognize at various points some of the limita-
tions of the results of traditional economic theory concerning the
welfare properties of market prices in competitive equilibrium in relation
t0 their possible we in public sector project selection. It rejects maxi-
mizing commercial profits based on market prices as the criterion for
public sector project selection. The rejection was based on the considera-
tion that the asumptions of perfectly competitive markets or some
of the technological assumptions of the competitive model, for example
non-increasing returns to scale were not realistic. But there was essen-
tially no rejection of the implicit identification of private and social costs,
given the usual assumptions of the competitive model, and in particular,
no general rejection of the concept of consumer sovereignty as understood
in traditional economic theory. To be fair, the authors of the Guidelines
do reject the notion of consumer sovereignty explicidy in particular
instances, the most important being intertemporal choice, and the optimum





[image: image6.png]PROJECT EVALUATION 9

rate of mvestment. For the bulk of project evaluation, namely valuing
the resources used and outputs produced by the project, they advocate
a supply and demand approach that attempts to measure consumers’
surplus as the relevant index of welfare costs and benefits.

“Their pricing scheme for project inputs and outputs is thus based
on “willingness to pay”’, a natural derivative of the consumer sovereigaty
notion, The extent to which cither the market price or the area under the
demand curve is an accurate measure of willingness o pay is itself highly
questionable considering the assumptions required therein. And the
practicability of the suggestion to estimate the demand and supply curves,
and to carry this process through successive layers of production or t0 assess
the degree of non-competitiveness of the relevant markets involved at
various stages of manufacture of the concerned commodity right up to the
final consumer, is also open to question. However, more important for our
purposes at a theoretical level is the very set of theoretical categories in
terms of which the project effects are sought to be measured, namely
welfare gains or losses based on individualist welfare economics and the
attendant notion of consumer sovereigaty.

The authors of the Guidelines recognize the dependence of such
measurement on the prior distribution of income, but argue that this can
be taken into account by postulating (in addition to the costs and bene-
fits), “the redistribution objective” in which special weights can be
attached to the benefits or costs of the aggregate consumption variety of
different groups. But if project selection is viewed as part of an overall
strategy for rapid cconomic development, involving structural changes in
the compositions of production and consumption, then correcting for the
influence of the existing distribution on market prices via the additional
redistribution objective does not seem to be the most fruitful approach.
These comments apply with force when one notes that the impact of income
distribution is not merely in prices, but very much on the composition of
output. It might be argued that in part thisis an empirical question.
But one only needs to glance at the literature on the influences of the
international demonstration effect and existing distribution of income in
many LDGs on the patterns of consumption, the unemployment problem
and rate and pattern of accumulation, to see the need to reject reliance
on market prices for a number of inputs and outputs of many typical
industrial projects.**

World Prices as Shadow Prices

Oa the issue of pricing project inputs and outputs as noted earlier
LM take a basically different approach from that of the authors of the
Guidelines. Tnstead of starting with domestic market prices and  correcting
them for degrees of deviation from competition, or estimating consumers’
and producers’ surplus at various stages, which involves deriving the
relevant supply and demand curves in a_ partial equilibrium framework,
Litdle and Mirlees take the notion of opportunity cost as the basis, What
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is distinctive about their methodology is the choice of world market price
as the relevant opportunity cost for all traded inputs, and_ their judgment
that all non-traded goods can with some difficulty be reduced to traded
goods and labour. The concept of opportunity cost is obviously the appro-
priate_one, but opportunities are determined neither solely by technology
nor solely by markets. So the question then becomes: how  appropriate
is the world market price as the measure of relevant opportunities? It
surely is one opportunity in the case of many resources, but by no means
the only relevant one.'®

A number of fundamental objections must be raised against the
use of international prices in project evaluation in addition to those
already mentioned. The basis in economic theory for the treatment of
international prices as the relevant opportunity costs is the principle of
comparative advantage. As Szentes has pointed out, this Ricardian
principle was derived on the assumptions of “a system of unrestricted
free trade” and “a system of international division of labour whose
members are equal.”>** Neither of these assumptions appear to be even
remotely true in the world capitalist economy today. As regards the first
assumption, the protectionist policies of nation-states, especially the deve-
loped cconomies are well known.'* The second assumption is clearly
untenable in the light of the historical phenomena of colonialism and
neocolonialism. The colonial epoch led to the division of the world capita-
list_economy into the metropolitan camp consisting of the highly indus-
trilized national economies and the dependent camp consisting of the
presently underdeveloped countries with a_generally low level of indus-
trialization.!® This division was the outcome of an international division
of labour, dictated by the needs of metropolitan capital accumulation
whereby the colonies produced the minerals and agricultural raw materials
t0 be used in the metropolitan economies to produce manufactured goods.
Thus, the branches of economic activity with high potential for generating
further rounds of activity and increases in productivity levels—the machine-
Dnilding industry, machine tools and other capital goods industries, in
general “technologically intensive” modern industries in the sense of
being based on, and in turn, promoting the systematic application of
science and technology—became the sole possessions of the metropolitan
powers. Each colony was developed by its “mother” country in specific
ways to serve the needs of the metropolitan capital involved.
Integration into World Capitalism

At the time of political independence, the typical LDC thus inheri-
ted an economic structure that was characterized by primitive techniques
and low productivity except for enclaves of large-scale primary production
for the world market. But not only was the inherited economic structure
an “underdeveloped” one, it would reproduce itself on the basis of
“market forces”, without the need for extra~economic compulsions, as long
as the LDC stayed in the orbit of world capitalism. This was because the
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underdeveloped industrial structure was based on the international
division of labour as it had evolved in the colonial era: the monopoly of
capital goods industries and modern technological know-how appropriated
by the advanced capitalist economies, and their monopoly positions in the
international market and financial mechanism.

If one were to apply the principle of static comparative advantage
to the choice of projects in LDGs in the context described as above
which reflects the present realities, the vast difference between LDCs and
developed capitalist economies in the degree of development of productive
forces and labour productivities would lead in many instances to the con-
tinuation of the inherited pattern of specialization, and further integration
of the cconomy of the LDC into the world capitalist division of labour,

Tt is the contention of this article that such integration is not bene-
ficial in many instances to the economic development of the LDG for the
following reasons:

a In 5o far as such integration leads to further production of
agricultural raw materials, the point must be made that these
face a dim and uncertain future in the light of the rapid develop-
ment of synthetic substitutes. An obvious example is synthetic
rubber;

b the dominant positions of the transnational firms (based in the
metropolitan countries) in international marketing and finance
put the LDC in a relatively weak position in the sphere of
exchange. Since many of the markets are monopolistic and com-
modity exchange often takes place through “supply contracts”
of varying duration and terms rather than through “the inter-
national price” this is an important consideration;

© the extent to which production for the world market or imports
fiom the international economy result in non-utilization of
domestic resources and fail to gencrate internal economic link-
ages should be taken into account in project selection;*®

d the present pattern of specialization imposed on LDGs in the
colonial era, and subsequently developed and modified (allowing
for limited modern manufacturing in addition to mining and
plantations) involves dependence on the advanced capitalist
cconomies in technology and in capital-goods production. This
clearly limits the political sovereignty and independent develop-
ment of the national economy;

© application of the static comparative cost principle in determin-
ing project selection also works in the direction of discouraging
domestic production of commodities where the phenomenon of
“learning by doing” can be significant over time. In many
instances, the application of this rule would rule out the
production of certain basic materials and capital goods by LDCs,
given their existing state of technological development and the
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accompanying cost structure;

f existing domestic cost structures (frequently characterized by
high unit costs) are often the result of uncconomic plant sizes,
and expanded production opportunities can alter domestic cost
structures, which in turn must influence product sclection;'”
and,

g finally, the increased integration renders the LDCs vulncrable
10 changes and developments in the world economy over which
they have no control. Given their relatively weak position in
markets dominated by international monopolies, perpetuating
and intensifying their links with the international economy does
not appear to be the appropriate policy for LDCs to follow.

The LM recommendation to use world prices for “tradcable”
goods—a broader category than those actually traded internationally by
the LDG concerned—thus stems from an inadequate perception of relevant
opportunities and constraints. Political, social and historical constraints
play a decisive role indetermining opportunities. Increased integration
into the world economy implies the intensification of certain constraints,
and the possible narrowing of future opportunitics. Equally important, use
of world prices also implies the rejection, or at any rate non-consideration
of latent opportunities involving a restructuring of domestic resource-
utilization in instances where existing world price comparisons are
unfavourable to the exploitation of such opportunitics.

This general and extremely important point concerning the con-
sideration of opportunities that are not available in the existing political-
economic framework on account of the constraints implied by it is
brought out more concretely below.

Employment, Growth and Distribution

As must be clear from the account of the two methods, the issue of
labour can be best considered together with the intertemporal clements,
specifically the question of “social discount rates” and the premium on
investment relative to consumption.

The recommendations made by SDM as well as LM are based
‘upon the following presuppositions:

a The direct opportunity cost of labour s the alternative marginal
product of labour elesewhere in the economy. For unskilled
labour in a “dual” economy this is the marginal product of
Iabour in agriculture, measured in terms of willingaess to pay
(SDM) or world market prices (LM). The wages received by
landless labourers provide an approximate estimate of this cost
from neoclassical marginal productivity theory;

b the existing rate of investment is considered sub-optimal by
both. It is further assumed that wage earners have a much
higher propensity to consume than the government or profit-
reccivers; hence, employment diminishes potential savings and
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thus investment as well. So the indirect cost of labour in terms of
its impact on investment must be taken into account. It depends
on the shadow price of investment and the social discount rate
in SDM or the consumption rate of interest (CRI) in the LM
framework, which in turn depend on the rate of return on invest-
ment in the cconomy, the rate of reinvestment, the growth rate of
consumption and explicit value judgments regarding social time
preference.

This approach assumes that the relevant constraint on investment
is the consumption propensity of wage workers. It thus ignores the possibi-
ity that the real constraints to investment may lie:

a inthe patterns of consumption of propertied classcs, both agri-
cultural landlords and industrial and merchant capitalists;

b given those patterns, in the narrowness of domestic markets for
the commodities of which these patterns are composed on
account of both the highly skewed  distribution of income and the
import-intensive nature of these consumption patterns;’*

©  more generally, in the nature of class relations, often semi-feudal
in agriculture and mercantile-capitalist in industry; and,
dinthe nature of economic relations with the various forms of
foreign capital that might cause outflows of investible resources.
An approach that ignores these constraints i likely to be misleading.

Ifthe existing rate of investment is regarded as sub-optimal, and
atthe same time the share of workers (agricultural and industrial) in
Present aggregate consumption is extremely low, then it seems rather
quaint to argue that the relevant costraint on investment s the distribu-
tion of project benefits and costs, and the low savings propensities of
workers. In SDM this argument is qualified by including the redistribu«
tion objective and providing for redistribution at the expense of
aggregate consumption. On its own, the argument of SDM is logically
impeccable; the need o use project selection as an instrument for
increasing the rate of investment arises_only because the same is not pos-
sible via taxation for political reasons. This must be thus taken as a given
atthe project level, and employment and worker-consumption must be
‘made to bear ihe burdens of a higher rate of investment. But to the extent
that development in the sense of raising the real income of the vast majo-
ity of people is the relevant objective, and the existing economic and
social relations are the real constraints in this task, it is misleading and
harmful to the objective not to expose the real constraints, but to merely
penalize employment and worker-consumption.** If we recall the impact
of existing income distribution on market prices of commodities, and
further recall that, at least in SDM these serve as a first approximation
for estimating aggregate consumption benefits, then we can  begin
tosee why the methods advocated for shadow-pricing labour tend to
reinforce inequalitics, and perpetuate a composition of production and
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consumption that undermines productive investment in a larger develop~
mental perspective.

The international cconomy has a profound influcnce on many as-
pects of the economies of LDCs which can by no means be captured
merely as trading opportunities a a Little-Mirlees, or summarized in a
shadow price of foreign exchange as by SDM. The dominant forces of the
international economy significantly influence the range of opportunities
and the constraints facing LDCs in various ways, and the precise manner
of such influence is in turn determined to a certain extent by the political
and economic conditions in specific LDCs.

Imported Technology

Much of the technology used in the “modern” sector of the LDCs
is of the highly machine-intensive and labour-saving type imported from
the advanced capitalist countries. Further, most of such technology trans-
fer occurs through powerful international corporations, and is in no sig-
nificant manner controlled domestically.

The technology imported from Western capitalist economies is
itself the product of relevant economic forces in the advanced capitalist
economies: the patterns of demand thrown up; the existing state of
development of productive forces; and the balance of economic strength
between the working class and the capitalist class of these economies. As
arule, such technology tends to be both product specific and highly capital
intensive. Thus, the employment generated by the use of such technology
is rather limited. One can in fact go further and argue that their net
employment effect may not even be positive, in as much as the use of
‘modern technology in consumer-goods industries often displaces traditional
producers—artisans and other workers in small-scale industry—by its
greater competitive ability. G Arrighi has argued that i the case of some
African cconomies, systematic import of Western technology has led to
near stagnation in employment levels.® In the case of India, there is
reason to argue that imported technology has played a part in increasing
rural and urban unemployment.*

There is also the question of mechanisms of transfer of technology
to LDGs and its importance for project evaluation. Such ransfer may
take place in a number of ways. Foreign direct investment has played a
fairly important role to the extent that it often involves not merely capital
transfer, but also technology and managerial know-how.

Another related mechanism is joint business ventures in LDCs by
domestic and forcign business concerns in the private sector. In recent
years, management contracts and technical collaboration agreements have
gained popularity. Of particular interest, in the context of public sector
project selection, is the technical collaboration agreement. Technical colla-
boration agreements (TCA) pertain to the sale of technology and know-
how by foreign firms to LDGs firms cither in the private or in the
public sector.? In the literature, pure TCAs are scen as advantageous
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10 LD because (a) they usually involve no ownership of capital by the
foreign firms, and thus no significant control by them over operation, (b)
they provide considerable scope for negotiation and regulation, and (c)
they afford opportunities for domestic resources to participate effectively.**
However, they often involve significant restrictions which lead one to
question the above claims. Some of the typical restrictions relate to con-
trol of production pattern, tie-in clauses on sources of supply of raw
‘materials and machinery, export clauses which may prohibit exports totally
or to specified countries, or require permission of collaborator, and so on.

In the case of India for instance, a Reserve Bank of India Survey
notes that out of 462 pure technical collaboration agreements entered into
by 277 private sector firms with foreign companies,213 agreements involved
restrictive clauses of one sortor another,?* OF the total number of restri-
ctive clauses (which s, of course, greater than the number of agreements
with restrictive clauses, since some of these agreements have more than
one restrictive clause) 169 related to exports (37 requiring permission of
collaborators, 80 prohibiting exports to specific countries, 18 prohibiting
exports altogether and the remaining 12 involving other export clauses),
94 involved tie-in clauses on sources of raw materials and plant and
‘machinery, 40 involved minimum royalty payments, 27 involved restric-
tions on production pattern and 6 involved other restrictions. The TCAs
entered into by the government companies with foreign firms also involved
many restrictive clauses. Of 70 agreements for which complete informa-
tion was available, 38 involved restrictive clauses. There were 35 restri-
ctive clauses pertaining to exports (3 requiring collaborator’s permission,
20 permitting exports only to specific countries,5 prohibiting exports come
pletely, and 7 involving other restrictive export clauses), 5 tic-in clauses
relating to sources of supply of raw materials, plants and machinery and 7
involving payment of minimum royalty.*®

Moderization of Skills

The main point of the relevant examples is that agreements on
technical collaboration contain both financial and non-financial clauses.
The implication of this may not be very important when considering
projects that do not involve any international collaboration agreements.
However, often in the “advanced” industrial sector, projects do_involve
TCAs. In fact, given the general technological backwardness of LDCs,
industrial development projects in the public sector should be expected to
playan important role in bringing in modern and highly productive
techniques. Such techniques being available mosily from the advanced
capitalist countries and the developed socialist countries, technical
collaboration is often an important feature of LDGs industrial projects.
A thorough analysis of the quantitative and qualitative aspects of the TCAs
involved in alternative projects, and more especially alternative project
designs, becomes important. This requires one to go beyond a purely
formal or quantitative assessment to analyzing the impact of various
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qualitative aspects—in particular the restrictions on exports, tie-in clauses,
the amount of unpatented know-how and training provided to indigenous
personnel for operating the plant and the like, Where possible, one might
attempt rough quantitative estimates of the implications of the qualitative
aspects. But it is necessary to recognize that this may often not give a
complete picture.

The point here is that the means of technology import—the
technical collaboration agreements—have implications for development
of indigenous science and technology, a crucial ingredient in economic
development.

In the light of the arguments concerning the employment impact
of imported technology and the implications of technical collaboration
agreements for the development of indigenous science and technology, it
may be asked why such technology is imported, unless the less_developea
countries are “irrational” and “prestige-conscious” in this manner,
especially in relation to attempts to develop heavy industries domestically.
Such suggestions, however, are extremely superficial.

Income Distribution

The reasons for importing machine-intensive technology from
advanced capitalist countries go deeper. These reasons are intimately
related to the political and economic structures of LDCs. It is well known
that most LDCs have a highly skewed distribution of income and wealth.
But what is often ignored is the impact of such a distribution on the
structure of demand. This structure of demand has important consequences
for choice of technique and possibilities of expanding employment. It has
been obscrved that the existing distribution gives rise toa pattern of
demand primarily determined by the purchasing power and tastes of the
small minority of people in the top income brackets. It has also been
observed that the resulting pattern of luxury consumption is often highly

import-intensive.®”

Such a finding should not surprise us if we reflect for a moment
‘upon the impact of the “modernization” processes carried out under the
auspices of the advanced capitalist countries, the international corpora-
tions, and their domestic allies among the ruling elites in LDGs, especially
on consumption patterns. As David Felix has cogently argued, “the
international demonstration effect”, and the economic sociology of con-
sumer preferences are important influences on the nature of technology
borrowed by LDCs from the advanced countries.** The economically
‘powerful domestic clites pattern their consumption along the lines of the
industrialized West, and show a market preference for foreign goods. Often
when such demand for foreign goods become sufficiently large, it-becomes
convenient (and politically expenicnt, both to satisfy populist-nationalist
opposition, and to provide protection and profits. for a scgment of the.
domestic capitalist class) to promote “import-suchstitution” in the
manufacture of these goods via techical collaboration agreements or
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pary foreign-owned investments. All these considerations also explain
why the exchange rate is overvalued—so that the powerful sections of the
domestic ruling groups can both import their consumer goods directly
and where necessary or possible, import the capital goods or components
needed to make these domestically under the pretext of “import-substitu-
tion.”

The upshot of all this is that employment expansion is indeed con-
strained by considerations of income distribution, but in a manner quite
opposite to what has been suggested, Employment expansion is limited
not so much by the indirect investment “‘costs” it entails via the differences
an propensities to save, as by the impact of the existing distribution of in-
come. Tts influence on the structure of demand and the pattern of prices
make for production of highly capital-intensive consumer goods, includ-
ing especially durables demanded by the wealthy. The internationally-
determined tastes of the wealthy, in turn, lead to imports of machine-
intensive consumer goods and machine-intensive consumer goods and
‘machine-intensive technologies. To step up the rate of investment then docs
not necessarily mean limiting expansion of employment on the basis of
alleged differences in savings propensities. It may rather be appropriate to
expand employment and bring about a situation where labour-intensive
consumption goods (and where possible capital goods) become profitable
to produce under altered demand conditions. This argument should also
highlight some of the consequences of applying the notion of ““willingness
10 pay” in determining accounting prices of project inputs and outputs, in
is much as such “willingness” is a product ofexisting income and wealth
distribution and the international domonstration eflects. The combination
of using “willingness to pay” for material inputs and outputs, and deter-
‘mining the shadow price of labour on the basis of alleged indirect investment
costs will perpetuate and reproduce the existing mass unemployment. This
raises the larger issuc of what basic assumptions regarding social, pol
and economic constraints should underlie project evaluation methods.

In National Planning

The question of assumptions tobe made at the level of project
evaluation is treated by both SDM and LM as merely a question of
formal relations between the project level planning structure and the
national planning structures. Little and Mirlees appear to suggest that
the question is really not very important, In particular, they argue that
while the existence of a national plan (which they conceive as being merely
a projection of demands and supplies in various branches of production)
‘might be helpful to the project evaluator, it is by no means essential.SDM
actually give the matter somewhat greater auention. They propose
the concept of national parameters which is to be used by the project
evaluator to reflect certain national priorities and view the rela-
tionship between national planning and project evaluation as one
wherein the former sets up constraints which the latter is to take as given.
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Two basic criticisms of this approach must be put on record.
First, nowhere are the basic economic and political constraints to the
development, in the context within which project selection is to take
place, made explicit. Instead, a vague “bottom up” procedure for quantify-
ing various national parameters is suggested. Secondly, no rationale is
given as to whether some or all existing constraints are to be regarded by
the project evaluator as immutable. SDM frequently suggest that
project evaluators confront policymakers ~explicitly with the alternative
value judgments implicit in alternative decisions vis-a-vis projects. This
seems rather inadequate, however, in a context where the network of
cconomic and social relations systematically blocks the occurrence of
ohanges conducive to economic development for the vast majority of the
people. Insuch a context, the application of SDM’s approach is likely to
preclude the use of project cvaluation as an instrument of economic
development.

The approach to the specification of constraints at the level of
project evaluation implied in SDM s a logical'outcome of the neoclassi=
cal approach which attempts to develop technical methods of marginal
social engincering within a given and unquestioned framework of political
and economic relations. The authors of Guidelines, it must be pointed out
in all fairness, are quite aware of th

‘The scope of benefit cost analysis is inherently limited by its basic
marginalism, At best, benefit cost analysis will raise questions about
developmental objectives and institutional constraints whose implica-
tions extend fat beyond the projects at issue. But the answers to these
questions are to be found more in the distribution of economic, social
and political power than in any analytical technique.?*

The caveats, however, are an altogether too casy escaps from real
issues of economic development with which even a technocratic approach
(or perhaps especially a technocratic one) should be concerned. The need
to analyze the real constraints to investment, to identify the precise
economic and social-political forces that provide and perpetuate these
constraints becomes inescapable.
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