Overcoming Rent by Using Rent:
The Challenge of Development

Hartmut Elsenhans*

The article tracks the current crises of development theory in the understand-
ing of the differences in political economy of developed capiralism (rising mass
incomes) and underdeveloped economies (labor surplus and rent). The chal-
lenge of rents consists in spontaneous tendencies of its wasteful use for blocking
development, which do, however, not exclude its possible use for the elimina-
tion of marginality.

A convoy model of globalization with world wide full employment and an un-
derconsumptionist model are distinguished. In the convoy model, an under-
developed economy reaches full employment on the basis of devaluation. In
the underconsumptionist model, devaluation-driven export-oriented industri-
alization does because of its too small impact not lead to the scarcity of average
skilled labor. Leading industrialized countries react to the new competitive-
ness of catching-up economies through the implementation of wage restraint
and industrial policies. Rent bounces back. Establishing a convoy model re-
quires development policies characterized by an intelligent mix of rising mass
incomes, reduced rents and devaluation-driven industrialization together with
state support for investment.

1. Introduction

The article tracks the current crises of development theory in the understanding of the
differences in political economy of developed capitalism and underdeveloped economies
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and presents a stylized model of capitalism under perfect competition. In developed
market economies a high marginal product of labor leads to labor scarcity. As a result
mass incomes rise and lead to the rising profitability of capacity increasing investment
with total investment spending increasing eventually enabling profit as one category of
surplus to displace rent as another category of surplus.

Underdeveloped economies are characterized by the simultaneous existence of sur-
plus labor and a surplus of resources that can be appropriated as rents, because the mar-
ginal product is lower than the cost of subsistence of a laborer and his family. At the same
time there is a surplus from more productive other labor, which cannot be appropriated
in the form of profit for lack of investment spending. It is available as rent to be appropri-
ated by non-economic political mechanisms. Rents are an obstacle to the coordination
of a lean state, an autonomous civil society and a self-steering market economy, but they
are at the same time a source of finance for overcoming underdevelopment. The chal-
lenge of rents consists in spontaneous tendencies of its wasteful use for blocking develop-
ment, which do, however, not exclude its possible use for the elimination of marginality,
if there is corresponding political will. Export-industrialization is a strategy, which more
effectively eliminates marginality through the channeling of rents. Rent is used in ex-
port-industrialization to feed labor in export-oriented sectors transforming comparative
advantages into cost competitiveness via devaluation.

The following article distinguishes between a convoy model of globalization and an
underconsumptionist model. In the convoy model, an underdeveloped economy reaches
full employment on the basis of devaluation. Unlimited devaluation becomes impossi-
ble. Labor scarcity emerges and transforms these economies into normal capitalist ones,
which contribute to the expansion of world demand in line with their productivity
increases. Devaluation-driven export-oriented industrialization may, however, have too
small an impact of the employment in economies characterized by marginality, thus
hindering realization of average skilled labor scarcity — the underconsumptionist model.
These economies would increase global world production capacity without contributing
to global world demand. Leading industrialized countries react to the new competitive-
ness of catching-up economies through the implementation of wage restraint and indus-
trial policies. Rent bounces back.

Making globalization socially acceptable by transforming marginality-ridden econ-
omies into capitalist ones with a scarcity of labor requires development policies character-
ized by an intelligent mix of rising mass incomes, reduced rents and devaluation-driven
industrialization together with state support for investment.

Establishing a convoy model of globalization and avoiding an underconsumption-
ist one, hence, the globalization of profit against the globalization of rent, requires social
and economic reforms in the interest of the rural masses in the marginality-ridden econo-
mies. Certain aspects of the policy mix of simultaneously increasing mass incomes and
market-driven investment are discussed.
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2. Some aspects of the concept of rent

A surplus of resources is defined as that part of the income disposable in an economy,
which is not used for the compensation of labor. Labor offers its services at a rate corre-
sponding to its marginal product on labor markets characterized by perfect competition
and generalized access of labor to education and training according to its fundamental
physical and mental capabilities. The surplus of resources can be divided into three cate-
gories using as distinguishing critieria the mechanisms of appropriation, control and util-
ization. Profit depends in a double way on investment. The total spending on profit deter-
mines the total amount, which all entrepreneurs, as a class of economic actors, can earn
on totally competitive markets with labor not saving parts of their incomes and the
government sector and foreign trade being balanced (Kalecki 1971: 13). The share of a
particular entrepreneur in this amount depends on his capacity to produce goods and
services, which are in demand and economically efficient in comparison to his competi-
tors. Total profit depends on the expectations on the growth in the demand for products
produced with investment goods. Individual profit is subject to control through compe-
tition. Tax is that part of the surplus, which is appropriated and spent by a centralized
structure, the state, and subject to political control, being democratic or non-democratic.
Rent is the part of the profit, which is appropriated by decentralized institutions on the
basis of non-market instruments, such as naturally or politically created monopolies. In
the case of rent, there are no centralized institutions, which can be made accountable.
If economies enjoy monopolies in their export sectors, taxes may be assimilated
to rents, because their appropriation does not require the consent of those, who have to
pay. Their origin from exports does not empower local political groups in their quality as
taxpayers. They are not subject to control by the market or to the control of whatsoever
centralized structures, as implied by the territorially defined lawmaking capacity of the
sovereign state. When such external rents become important, the dependence of the
state from taxes paid by its territorially confined constituencies decreases. It becomes a
rentier state (Schmid 1991; Beblawi/Luciani 1987; Yates 1996). The separation between tax
and rent is increasingly difficult due to the fragmentation of the state (Neale 1957: 231),
as described in my theory of bureaucratic development societies, which are dominated
by state classes (Elsenhans 1996) leading to the creation of the oligarchic or patrimonial
state (Dornbos 1990; Bayart 1989; Joseph 1987; Bratton/Van de Walle 1994). Control of
the use of rents depends on the capacity of social groups to have access to the rent. In frag-
mented structures this leads to the spending of rents on the increasing political power.

3. The crisis of economic development as a paradigm crisis

Theories of economic development do not fit into mainstream (neoclassical) economics.
They are invariably based on the assumption that something has to be added to the mar-
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ket mechanism for the market to produce growth and equity, which would otherwise
not result from the market alone (Rosenstein-Rodan 1943). There have to be non-market
elements and multidisciplinarity. In their more conservative forms, they trace market
failure to attitudes they consider to be determined by social structure or cultural heritage
(Rostow 1971: 113; Hohorst 1973; Germani 1966: 25; Harrison 1985: 166; Heintz 1969: 164;
Lipset 1986; Hagen 1964; MacClelland/Winter 1969; Apter 1969). In their more radical
versions, they focus on power structures resulting from the political set-up, which allow
»elites« to block competition on the market (Albertini 1967: 67; Bauer 1981: 35; Benetti
1974: 224).

Economic development is in a double crisis. There is a crisis of the strategies advo-
cated by traditional theories of development (Chakravarty 1987; Pierterse 1996), such
as modernization theory or dependencia (Palma 1978; Ramos 1974; O’Brien 1975). The
overall approach of establishing the foundations for self-sustained economic growth with
trickle-down effects on the standard of living of the mass of the population did not
fulfill its promises (Adelman 2001: 104; Hirschman 1971: 44; Behrendt 1971: 4025 Meier
1984; Hemmer 1978: 252—254). Second, there is a crisis of new development thinking.
Where economic development did occur, such as in the East Asian tiger nations, main-
stream economics appropriated this as proof for the dynamics of the capitalist world
market, making a specific theory of economic development seem superfluous (Lal 1983;
Toye 1987). However, a closer look at these success stories has shown that they were
equally embedded in social and political structures that favored redistribution (shared
growth) (Page 1993: 157) and sectoral industrial policies, using political mechanisms to
deliberately »get prices wrong« (Amsden 1989: 139). This approach is now less popular,
as the intervention of well-meaning NGOs has introduced a discourse on the necessary
empowerment of the poor. The consequences of this empowerment for the economic
basis are, however, rarely discussed (Hofmann 2001; Sen 1981).

In order to reduce the cacophony of current contributions, it seems useful to focus
on the basic assumptions used by neoclassical economics as the basis for its predictions
about unfettered markets — that »getting your prices right« will lead to full employment
equilibria with more or less natural growth rates (Mathur 1991: 230). The central argument
of neoclassical economics is, in my view, its modelling of the clearing process on labor
markets and the subsequent use of enterprise earnings for investment (Say 1972: 140 fI.).
All available surplus is spent on investment into competitive machinery and other equip-
ment, since available surpluses would otherwise bear no interest. Provided that labor is
cheap enough to produce a surplus for the investor, the economy has to reach full em-
ployment, as the owner of money will always prefer to earn some money rather than no
money. As all income earned is spent on products and, ultimately, on labor, the economy
cannot avoid full employment. Due to full employment, labor automatically shares the
fruits of productivity growth. Any innovator with an above-average rate of profit will be
eager to draw scarce labor from less lucrative occupations.

This implies a tendency towards the uniformization of capital and labor prices,
which enables the economy to respond flexibly to any change in demand and potentially
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to external shocks as well. In a capitalist economy, changes in demand induce enterprises
in a branch with above-average increases in demand and/or in productivity to initially
invest their above-average profits in their own branch. With at least some capital mobility
and/or accessibility of technical solutions used in this branch, then changes in demand
attract additional capital from other branches. Both types of investment growth in the
branch with above-average demand expansion requires labor as a complementary factor
of production. Additional labor is attracted by higher wages. With full employment (but
only under these conditions), higher wages prevent technically less performing produc-
tion branches from maintaining their levels of employment. If they cannot increase pro-
ductivity, they have to either reduce employment or increase prices or both. This will re-
sult together with declining prices for the technically dynamic branches (following the
gradual saturation of their markets) in the equalization of productivity levels measured
not in terms of quantity, but in sales. The result is an equalizing of productivity based
on earnings despite differences in technical progress in different technical branches. Pro-
ductivity therefore converges in all branches through factor movements and price changes
until marginal factor costs equal marginal outputs and marginal utility costs equal mar-
ginal unit prices. The flexibility and gradualism of capitalism, which constitute an impor-
tant aspect of its allocative efficiency, are themselves a consequence of the full-employ-
ment tendency at any given level of economic development.

Keynesians and dependencia authors agree that in the absence of full employment,
the tendency to limit this competition-based process increases with general unemploy-
ment, the non-innovative branches will not attempt to sustain their workforce through
wage increases. Korean authors have identified two periods of their development: until
the 1970’s the price of labor rose only for skilled labor as long as there was underdevelop-
ment, wages increased for all labor only when full employment was reached (Bai 1982:
135). Similarly, Aitken/Hanison/Lipsey (1996) observe a general increase in wages paid
by multinational companies in full-employment regions, but only contributing to sec-
torally limited wage increases in underdeveloped countries.

In order to tackle the problem of potential multiple equilibria (Grabowski 2000:
247; Nelson 1956; Hayami 1997: 24), some of which are characterized by unemployment,
Keynesians take into account the »active role of money«. The banking system can easily
create money, if there are investors who are ready to contract debts. Money creation has
limits and applies only to situations, where there is idle labor. The purpose of Keynesian
state interventionism is therefore to bring the economy back to a neoclassical mode of
operation by creating full employment, which then launches private investment (Keynes
1973: 131). Thus, neither Keynesianism nor post-Keynesianism involves a theory of state
failure. Keynes shares the neoclassical conviction concerning the superiority of a market
economy and its allocative efficiency, but not the belief that the economy will automati-
cally approach full employment, if wages are only low enough. He therefore admitted
that idle capacity may exist.

In typical underdeveloped economies there is, however, no idle capacity in pro-
duction to be brought onstream in the short-term by simply injecting money into the
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economy, especially because there are often no capacities in investment-goods produc-
tion, which could deliver the machinery necessary to create jobs in line with demand on
the consumption-goods market. With underdevelopment characterized by the absence of
investment opportunities, narrow markets, because of poverty and a diversified demand
to be supplied by high-cost items due to low production runs, investment is limited
and — because of limited demand — investment goods are not locally produced, since
cheaper sources of supply exist in most cases. In this case, profit earned under com-
petition cannot emerge as an important source of income as multiplier effects remain
limited.

4. The social implications of full employment: The autonomy of
civil society and a lean state

For neoclassical economics, rising real wages are an inevitable consequence of growth.
For post-Keynesians, they are its very condition (Elsenhans 1983). Despite this opposi-
tion, the two views converge in associating capitalist growth with rising mass incomes.
This is relevant for a variety of aspects of capitalist societies, which I can only mention
here without greater detail. The lean capitalist state is the result of this tendency towards
full employment. If capitalists increase investment, labor becomes scarce and can im-
pose higher wages. By expanding consumption, labor increases the possibilities for prof-
itable investment. The two social classes of a capitalist system empower themselves in a
ping-pong effect without any consultation simply by pursuing their most selfish interests
(Elsenhans 1999a). Neither class has a need for the redistributive state of the tributary
pre-capitalist modes of production. As a result, the state’s role is reduced to producing
public goods and a legal framework for the exchange economy. Society allows limiting
the network of social interactions to economic exchange (Tonnies 1935: 40 ff.), thus mak-
ing communal ties a matter of choice and enabling the emergence of the bourgeois in-
dividual and Marx’s doubly free worker who is exploited but not marginalized.

With both classes of a capitalist society earning their necessary incomes without
state intervention in the day-to-day operation of the economy, these classes are free to
create interest-based associations, which fulfill the needs once attended to by primordial
communities within pre-capitalist structures in a decentralized manner. These associa-
tions are normally referred to as civil society. Non-state organizations also existed within
pre-capitalist structures, as the state was not able to extend its sphere of influence to the
individual communities on its territory. However, if such associations wanted to achieve
goals beyond a purely local nature, they had to address themselves to the state, since the
state had discretionary power over all types of property rights. Even long-distance trad-
ing companies had to enter into clientelistic forms of dependency with the state. It is the
very absence of clientelistic relations with the state which characterizes the autonomy of
civil society.
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s. A stylized model of underdevelopment

Underdeveloped economies are characterized by structural unemployment and are there-
fore radically different from developed ones. From the very beginning of development
theory, authors such as Georgescu-Roegen (1960) had argued that structural unemploy-
ment is caused by the marginal product of labor being lower than its costs of reproduc-
tion, i.e., the necessary costs for the survival of a laborer and his nuclear family (Sen
1966; Dandekar 1962; Minami 1966) output per capita may be higher than this marginal
product. In a society, where average product is lower than the costs of reproduction of
labor, either part of the population has to migrate or has to die through famine.

A high average product per capita and a low marginal product of labor can coexist,
if there is a branch of production with decreasing returns, whose decline in productivity
cannot be compensated by rises in productivity in other branches, because the share of
this branch in national income is too large. If ecological costs are not taken into account,
any technical solution in industry can be copied and reproduced. The marginal product
of labor in industry cannot decrease indefinitely. In primary production, such as agri-
culture or raw-materials production, the marginal product may, however, decrease in-
definitely, because the natural conditions of production may worsen with the expansion
of production, despite technical progress.

Underdeveloped economies are characterized by low per-capita incomes and low
mass consumption. The share of food in total consumption of the great majority of house-
holds is high, normally not less than fifty percent, but rarely more than seventy percent
(Khan 1963; Ray 2000), since there is a minimum amount of non-food consumption
in the form of shelter, clothing, houschold equipment and miscellaneous items at fairly
equal shares, most of which are produced locally by the small-scale »informal« sector.

Agricultural production is subject to diminishing returns, the more so the lower
is the level of technical development, because solutions to agricultural shortage depend
on the availability of fertile land. Agricultural production increases with the number of
workers engaged with the effect that demographic growth itself may contribute to eco-
nomic growth. Beyond a certain level, however, the increase in production will be lower
than the rate of increase of agricultural workers, if there is no technical improvement.
The marginal product per additional worker will eventually fall below the additional
costs of this worker (the costs of reproduction of this worker and his family) (Elsenhans
1994; 1995). With population growth beyond this level there is marginal labor, that is,
labor whose marginal product is lower than its costs of reproduction. Beyond this level
there is a surplus of able-bodied workers and, hence, the constant pressure of able-bodied
workers on the labor market.

At the same time there may be a significant agricultural surplus, especially in the
so-called »hydraulic societies« such as the old Chinese Empires, the Gangetic Valley,
Vietnam, Mesopotamia and Egypt (Wittfogel 1931), Marx’s Asiatic mode of production
(Marx 2000: 376), which Wittfogel described later as oriental despotism (Wittfogel 1957).
Even if the centralization of surplus appropriation is low during the dynastic downturn
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of the state (Reischauer/Fairbank 1960: 117; Wakeman 1977: 204 ff.; Skinner 1971: 273;
Usher 1989: 1044; Ibn Khaldtn 1967: 570—571, 599—606), the owners of land can ap-
propriate the surplus from their land and are not exposed to competition, if they return
to the closed-domain economy of their agricultural lands. They may opt for the im-
provement of agricultural methods, but they do not have to do so, as described by Adam
Smith (1976: 439) in his description of pre-capitalist Europe.

‘The only mechanism that must be explained in order to demonstrate that neoclas-
sical economics applies only to economies, which have already undergone a successful
transition to capitalism, is why such a surplus of able-bodied labor can emerge without
these additional and superfluous people simply starving. The poor have no choice, but to
work in lottery-type labor markets, where their chances of survival increase as the larger
their solidarity group becomes. The history of the peasant populations of all pre-modern
empires can be described on the basis of this behavioral norm (e.g. China, see Chao
1986). Unable to provide higher economic yields on a given parcel of land relative to their
competitors, the poor will complement their labor services in agriculture by offering sup-
plementary services such as veneration or special forms of obedience, in other words, by
entering into relations of dependence and clientelism, even at levels of economic develop-
ment characteristic of »primitive« communities. Those in control of land have an equal
interest in the demographic growth of the poor. They are engaged in a struggle for rela-
tive shares in the access to rent-generating (political) assets. The number of clients is an
asset in this struggle, as it contributes to their capacity to use force against rivals.

6. The inevitable politicization of economics in marginality-ridden
economies

The political dimension in theories of economic development has its basis in the absence
of the empowerment of labor on the labor market through its scarcity and the second-
best option of the poor in entering into networks of patronage, which becomes possible
economically if the rich can block competition on the market by imposing market dis-
tortions through political struggles.

The mechanisms leading to such a power-based structure can already be observed
in relatively egalitarian and even state-less societies in parts of Africa (Rodegem 1974:
289; Oki 1984: 50) or Asia (Leach 1954: 231). Surplus accumulated for periods of famines,
etc. is regularly depleted in ceremonial activities. Suppose that marginality emerges due
to demographic growth. Those, who, because of land scarcity or simply because of un-
equal access to land, may become marginal laborers, naturally insist on the necessity of
using the accumulated surplus for subsistence purposes and will offer their services to
the prestigious and newly powerful. From its original role as emergency provisions, the
surplus becomes the basis for the creation of a hierarchically organized power structure
with a ruling class and an exploited class. Due to diminishing returns in agriculture, the
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latter depends on the ruling class for the redistribution of resources, lawmaking and also
on investment in irrigation systems, as in large parts of Asia and Latin America.

The horizontal organization of class interests is difficult in such a set-up. Social
conflict is not focused on issues of distribution between social classes, but on preferential
access to the rents controlled by the powerful. This access is based on connections, reli-
gious affinities, family ties and a variety of struggles to gain respectability. The issues and
the criteria for victory in these struggles require that the poor do not cling to solidarity,
but instead try to show that each individual or each group (in this case with terrible
in-group fighting) is better than the rest. Issues of distribution could promote economic
growth by expanding markets and increasing social cohesion. They could lead to a social
structure, where relatively uncomplicated divisions between rather homogeneous blocks
would prevail. Conflicts over the respectability of the poor (and the rich) will depend
on complex processes of reciprocal and in-group evaluations, which can be conveniently
described as power games, often observable in the form of face-saving.

The result is an overburdening of the political system combined with its low capac-
ity to resolve conflicts. Due to rent, there is a culture of dependency instead of solidarity
among the lower classes. At the top, rentiers seck to boost their prestige — their (assumed)
capacity to mobilize power and financial resources in order to impose their views in the
struggle over access to rent-generating assets. A centralized political structure, which I
refer to as the state class, is made up of rivaling members, or segments of the rent-ap-
propriating class, who constantly quarrel over their relative status. They wield financial
resources, power, influence and prestige (Elsenhans 1996: 275—322). Communication is
hindered due to this permanent struggle.

Under a situation of perfect competition businessmen in a capitalist economy have
to accept the results of the anonymous market, even if these are unpleasant. If they
refuse the information the market delivers, they will lose their financial resources. In a
non-capitalist rentier society, economic results can be influenced by the access to rents,
hence, by the capacity to mobilize political support. This depends on the capability to
distort information. As a result, the images members of the ruling class create about
themselves in order to forge alliances and to intimidate rivals is more important than
facts. The flow of accurate information in a rentier society is therefore restricted and
priority is given to face-saving. The ruling class looses contact to economic reality. It was
only after the death of Boumedienne that the extreme inefficiency of planned invest-
ment in relation to production targets in Algeria (1979) was revealed (MPAT 1980). The
tale about the »Emperor’s new clothes« nicely describes this mechanism of collusion in
information distortion.
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7. The difficult transition from marginality-ridden underdeveloped
economies to capitalist economies

Technical progress will not per se allow the eradication of the rent-cum-marginality si-
tuation. Technical progress in the manufacturing of luxuries (more, but mostly »betterc,
more conspicuous luxuries) will benefit the ruling »elite«, as has been the case in the var-
ious attempts to catch up with the industrializing West since the beginning of the nine-
teenth century. Technical progress in non-agricultural mass-consumption goods will re-
duce the cost of labor, due to the higher initial share of such products in the costs of re-
production of a laborer, but only with limited effects on employment. Technical progress
in agriculture may either increase the productivity of already active labor (e.g., through
mechanization) or increase marginal product (e.g., through the irrigation of desert areas),
although the introduction of agricultural innovation will normally result in a combi-
nation of both. If only the product of that labor, which is already employed, increases,
then the rent of the land-owning class will increase. Only agricultural progress, which
increases the marginal product will effectively increase the productively active share of
the population, which produces a surplus and can possibly threaten to withdraw from
economic activity.

Moreover, in the marginality-cum-rent situation there is limited interest in invest-
ment, as purchasing power for non-food items is concentrated in the hands of the rentier
class, which consumes diversified, high-quality luxuries produced by craftsmen in small
production batches. Machinery is used mostly in the production (and transport) of inter-
mediate goods. In short, there is rarely a lack of financial resources, but, rather, a lack of
investment opportunities (Bagchi 1972: 29). The inferior character of the machine-made
leading products of the Industrial Revolution in England has often been highlighted
(Nef 1958: 121 f.). The profile of today’s informal sectors in many developing countries is
just another example.

The break up of a marginality-ridden system depends either on the empowerment
of labor or a shift in the interests of the surplus-appropriating class. A scarcity of surplus-
producing workers reduces the amount of rent. A rise in the threshold of marginality
increases the potential employment of workers on the basis of at least subsistence wages.
Rising costs of labor and expanding outlets make investment profitable. Increasing
shares of a possibly reduced surplus are then used for economic improvement and profit
replaces rent.

A pre-capitalist society can function as long as it produces more than its population
can consume. A capitalist society can experience economic growth — the condition for its
continued existence — only if its marginal labor also produces more than the basic needs
of a laborer and his family. With decreasing returns, the level of marginal productivity
in a pre-capitalist society can be lower than the level required for the continued existence
of a market-based capitalist one, even if its average productivity is higher.
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8. Dependencia as the result of rent

The character of technical progress itself has to lead to the comparative disadvantage of
backward economies in most modern machinery production. An innovator can introduce
new machinery onto the market on the basis of an improved performance-cost ratio in
relation to previous models. Under conditions of competition from other imitators, who
can produce similar machinery if the basic characteristics of the new production process
are known, the innovator cannot escape price competition. All imitators and innovators
have to earn enough to cover their costs of production as well as the costs of developing
and imitating future machinery. They must therefore earn the costs of maintaining their
learning capacity. By producing the most advanced machinery, the leading imitators and
innovators earn enough money to constantly acquire the most advanced knowledge (Pos-
ner 1961). The performance-cost ratio of new equipment improves. The user of the new
machinery can reduce his costs of production because of cheaper equipment, in principle,
in all economies. It has been shown, especially for Mexico, that productivity in Tech-
nically Backward Countries (TBCs) is higher in capital-intensive plants with imported
equipment than in labor-intensive plants, even if these labor-intensive plants do not em-
ploy high-skilled labor (Boatler 1974: 838; Clague 1967: 492; 1991: 526). This is consistent
with post-Keynesian (Denison 1967) and recent versions of neoclassical endogenous
growth theory, which stress the importance of disembodied factors of technical progress
(Fagerberg 2000; Lucas 1988; Collins/Bosworth 1996; Ark/Pilat 1993). The disembodied
character of these highly debated factors in technical progress (besides accumulation of
physical capital) is important. These factors do not appear as direct costs of production.
They have been acquired through skill creation and learning during previous production
processes. The leading economy has acquired them in a path dependent manner as a
byproduct of production processes, which delivered affordable goods at profitable prices.
Later on, they do not cause new costs. The catching-up economy has still to pay for these
costs, as it has not acquired the level of skills and knowledge of the leading country. The
disembodied factors are especially important for the invention and design of new invest-
ment goods. As long as knowledge and skills are internationally immobile, because they
are qualities of human labor, these disembodied factors imply the comparative disadvan-
tage of TBCs in technology production

Without local equipment production, innovation and the herd-like concentration
of investment in »boom« phases — typical forms of labor empowerment in capitalist coun-
tries — do not lead to rising employment in the TBCs. The at least cyclical period of labor
scarcity in capitalist countries had a pronounced influence on the development of pro-
ductivity-enhancing forms of class struggle (Geary 1981: 38; Brown 1982: 171). Moreover,
in developed capitalist societies of the nineteenth century, labor was able to defend its
real-wage position politically because prices declined in periods of recession more rapidly
than wages (Bernanke/Carey 1996; Habakkuk 1972: 275).

Dependency induces inflexibility. The long-term specialization on raw materials
is just a special case of this, and the one most often quoted. It was originally accom-



98 INTERVENTION. Journal of Economics

panied by initially high export earnings, which discouraged industrial diversification
and encouraged the import of luxuries and technologies, described largely in the effects
of Dutch disease (Corden/Neary 1982; Auty 1994; Kamas 1986; Allub 1983). Dutch
disease is the mirror-like counter-model of declining terms of trade, as already described
by Singer in stating the problematic of deteriorating terms of trade. By characterizing
this mechanism as the secular decline in the terms of trade, Singer (1950: 482) warned
that

»Good prices for primary products, especially when coupled with increasing quan-
tities being sold, give underdeveloped countries the necessary means for import-
ing capital goods and financing their own individual development, yet at the same
time they eliminate the incentive to do so«.

The critique of early development theory on deteriorating terms of trade as the cause of
underdevelopment argues that the root cause of lacking diversification is the lack of fi-
nancial resources, because of deteriorating terms of trade, a form of exploitation defined
as the transfer of capital from underdeveloped economies, which is no longer available
for investment. The empirical objections to the decline of the terms of trade do not
matter here. A capitalist economy benefits from falling terms of trade, as demonstrated
by the recent export offensive of »Euroland« The importance given to the terms of trade
in the light of the deindustrialization effects of Dutch disease highlights the importance
of rent in dependencia-based proposals for overcoming underdevelopment. Suppose that
an economy is not characterized by the convergence of productivity according to branch-
es, but by low productivity in investment goods and basic wage goods production in
comparison to a highly productive export sector (raw materials), which until recently has
fetched reasonable process on the world market. Deteriorating terms of trade reduce the
import capacity of such an economy. However, the deterioration of the terms of trade
may not be dramatic enough to launch new branches of production, either import substi-
tuting ones or new export products, as the traditional export sector may still yield better
export earnings than the new branches due to their very low productivity. Such an econ-
omy may be called import dependent. It does not react flexibly to deteriorating terms of
trade by diversifying and still has to suffer from a declining capacity to import goods.

There are two possibilities to react to this challenge Rent appropriation allows to
subsidize not yet profitable import substitution. Further deteriorating terms of trade al-
lows new production lines become competitive.

As long as the terms of trade do not decline so dramatically eventually eliminating
rents, the ruling class with its import dependency will shy away from devaluation. It
will try an import substituting industrialization strategy. This strategy consists in taxing
traditional exports in order to appropriate international currencies from which imports
also of investment goods can be financed. These new industries are initially not competi-
tive with world production and require protection. The taxing of traditional exports is
possible, if and as long as their price contains a rent element, as otherwise the earnings
will not be large enough to keep labor and capital from leaving these export branches.
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The direct or indirect taxing of raw material exports has been a major instrument for
state-led industrialization since the Great Depression in the 1930s (Bauer/Yamey 1968:
153; Falola 1996: 41ff.; Goode 1984: 189). However, as such rents were limited, the lack of
employment (Bruton 1968; Baer/Hervé 1966; Sanchez Ayuso 1972) precluded the expan-
sion of the internal mass market also due to the labor saving character of the technology
available on the world market (Singer 1975: 378), and went with a highly skewed income
distribution no longer only between rich and poor, but also between those with formal
employment in a protected industrial sector and the rest of the economy, often called
informal sector. A social structure emerged, which differed decisively from capitalism,
because of the absence of competition for the rich and the absence of the empowerment
of the poor. The necessity of using rents for diversification implied increasingly central-
ized mechanisms of rent appropriation, which I have described as the state classes, which
at least ideologically were committed to economic development on the basis of state in-
tervention in investment, employment and income distribution. This structure could be
maintained as long differential rents in mineral production (e.g. the oil countries, but
also copper countries) and consumer rents in agricultural products (via cocoa and coffee
marketing boards) (Bauer 1981: s0; Marcussen 1983: 7) were available and gave some plau-
sibility to the expected results of import substituting industrialization, further as long
as the state classes were able to maintain some coherence in the management of the rent.

Historically, scarce financial resources were used extremely inefficiently, so that ul-
timately these state classes had to accept a greater opening of their economies and cre-
ated a new dependent relationship with international business and financial institutions.
They would have been able to avoid this result, if they had not believed the illusion that
by using rents they would be able to catch up to the leading industrialized countries
without changing the internal social structure.

Dependencia is therefore the result of the wealth of the dominating class (Hiemenz
1989: 6fF.), which keeps it from being forced by the exploited and marginal classes to
use rent for employment creation and economic diversification (Mahon 1992). The halt
in the accumulation of rent, which had been an implicit demand stated by the depend-
encia theory, opened up the necessity of preceding to the second alternative in reacting
to deteriorating terms of trade: accepting a further deterioration in order to become
competitive with new products on the world market. Again this strategy is one based
on rent.

9. Export-oriented industrialization and the globalization issue

Export-led industrialization in East and Southeast Asia was based on rents intelligently
mobilized for employment creation. Newly industrializing economies have not become
competitive on the basis of new comparative advantage or new possibilities of lowering
their real wages. Instead they have become competitive on the basis of new possibilities
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of transforming already existing, perhaps decade-old, comparative advantages. There
may be economies that are technically inferior in every product, but it is impossible
that they are equally backward in all products. In other words, they will always have
comparative advantage in some line of production.

Comparative advantage, however, has to be transformed into cost competitiveness
through the adjustment of price levels between two economies, either through move-
ments of bullion or adjustment of currency exchange rates, in case of balance of trade
deficits. An economy with an external deficit does not become cost competitive in the
production of a specific good, because it has a comparative advantage. Instead it has to
adjust its local cost level to international prices until it sells enough to avoid balance of
payments deficits. Obviously it becomes cost competitive first in the production of those
tradables, where its backwardness is lowest in comparison to the leading exporters on
the world market, i.e. where it has a comparative advantage.

Underdeveloped economies become capable of devaluation, because of their suc-
cess in developing local food production. An economy, which is self-sufficient in food
and has a small and medium-sized industrial sector producing mass consumption goods
can in principle accept any rate of devaluation. The currency parities of the successful
countries specializing in export-oriented manufacturing do not reflect purchasing pari-
ties, but are actually much lower. Workers in export sectors can in the local economy
buy up to ten times (Chen et al. 1994) as much with their wages as compared to the
purchasing power of their wages on the world market. The often quoted wage-cost dif-
ferentials between Technically Advanced Countries (TACs) and the TBCs of the Third
World stand at around so:1 and demonstrate that purchasing-power parity cannot exist,
since nobody could survive on one-fiftieth of an American industrial worker’s salary, if
he had to pay American prices (Lafay 1995; Guillaumon-Jeanneney/Hua 1996).

Successful devaluation for a country engaging in export-led industrialization im-
plies rates of devaluation, where local factors of production employed in export produc-
tion cannot reproduce themselves from the earnings of the export sector. Somebody has
to produce the additional supply of goods. This can only be a local sector of production.
Given the mix of household expenditures of still poor export workers in underdeveloped
economies, these additional supplies have to consist of food, some simple industrial pro-
ducts that can be produced by the small and medium-scale industry (informal sector),
and some modern, albeit relatively simple products like refrigerators, TV sets, scooters
or basic automobiles. The higher the local content of these industrial products, the more
the expansion of their production depends only on the availability of a surplus of food.

The degree of devaluation accessible for transforming comparative advantage into
cost competitiveness depends on the capacity of an economy to feed workers in the export
sector from local wage-goods production. Underdeveloped economies become capable
of devaluation, because of their success in developing local food production, and are
forced to devalue due to the disappearance of raw-material rents.

That devaluation-driven export-oriented industrialization has its basis in rent be-
comes apparent by tracking the circulation of this rent. The rent is produced as a surplus
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of agriculture. In its physical form it is distributed to the additional workers in the ex-
port sector. Its value accrues, in part, to the additional export workers, but also partly to
consumers in the TACs enjoying improved terms of trade.

Devaluation driven export-oriented industrialization therefore resembles import sub-
stituting industrialization. In the case of a pure reliance on the devaluation for achieving
price competitiveness on the world market, the rent is channeled into cheapening the in-
ternational cost of local labor in order to make this labor cheap for foreign investors and
local exporters, whereas import substituting industrialization directly subsidizes inves-
tors. Any government engaging in such a strategy will limit the loss of foreign exchange
resources due to devaluation by following industrial policies. When Korea was faced with
a more and more price-inelastic demand for textiles in the 1970s, it blocked the imports
of textile machinery (Mytelka 1986: 258). Textile exporters had to turn to local small
and medium-sized industry for their machinery. They were certainly better extension
agents than non-entrepreneurial development agencies. A similar effect could have been
achieved by taxing textile exports, much like an oil-exporting or a coffee-exporting coun-
try taxes exports in the case of low price elasticity, and installing a promotional agency
for textile machinery. The difference between the Korean solution (and similar strategies
in Singapore (Holtgrave 1987: 70—81; Rieger 1991: 18; Haggard 1983: 283) and these more
obvious strategies of rent appropriation and allocation is the administrative leanness
found in the Korean case and not its politico-economic structure. Thus, the Asian mira-
cle is based on the skillful spending of rents (Khan 2000), although the process of rent
channeling was not always as successful and efficient as in the quoted example, as the
later Korean crisis shows (Rhee 1994: 232—234). Ever since the Asian crisis, the literature is
abound with comments on the structures of »crony« capitalism in the successful export-
oriented industrializing countries of East Asia, hence its rent-based character (Baer et al.

1999: 1743; Grabowski 1999: 173).

10. The rent bounces back

There is a benign and a malignant case for devaluation-driven growth. In the benign
case, full employment is achieved. With full employment due to employment increases
in the export sector, further devaluation will lead to scarcity of labor, wage increases, and
the expansion of the internal market. The capitalist growth mechanism is transferred.
Further attempts to solve the employment problem by means of export surpluses will
lead to imported inflation and increasing export prices. With persistent unemployment,
any sectoral improvement in productivity will only lead to lower prices on the world
market, and any increase in the surplus of food production to further devaluation. There
are numerous countries, which can devalue without achieving full employment. They
will be prepared to recklessly depreciate the foreign value of their currencies to achieve
at least small amounts of additional employment.
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At the end of the nineteenth century only economies characterized by labor scar-
city due to tendential full employment were competitive in price and income-elastic
products, basically in manufactures. Suppose that an innovation occurs in one of these
economies, which we will refer to as an innovative economy. Its price level appreci-
ates, because of a surplus in its balance of trade (inflow of bullion or rising exchange
rate). The less innovative economy with full-employment loses competitiveness in
the branch, where innovation occurred in the more innovative economy. If the lag
in productivity in other (non-innovative) branches of the less innovative economy is
low in comparison to the leading economy, the general decrease in its price level in
relation to the innovative economy allows it to increase exports of non-innovative
products. It suffers from a decline in terms of trade, but not from major unemployment.
Moreover, the less innovative economy cannot overtake the leading economy on the
basis of a massive decline of its price level or exchange rate, as it rapidly launches ex-
ports in non-innovative goods. I have called this pattern of globalization a convoy
model of globalization (Elsenhans 1999b). The convoy model never created political
anxieties and was even accompanied by the rise of the welfare state in the industrialized
West.

The convoy model implies one specific limit to devaluation: the high productivity
of the full-employment TBC in non-innovative products. High productivity in back-
ward products across capitalist economies may suggest cultural homogeneity. Without
denying a tendency towards cultural homogeneity (since full employment creates similar
habits of thinking among the working class and, consequently, also among those who
lose their privileges), it is clear that the basis of this homogeneity rests in full employment
abolishing the structural heterogeneity found in dependencia theory (Nohlen/Sturm
1982). Full employment imposes interbranch convergence of productivities according to
the mechanism described in section one. Thus, the lag of the non-innovative branch of
the less innovative capitalist economy is equal to that of the innovative branch of this
same non-innovative capitalist economy in relation to the respective branches of the in-
novative economy. So the homogeneity of differences in productivity is the consequence
of high levels of employment.

Let us now take Ricardo’s (1951: 135-141) example, but we substitute England and
Portugal with Germany and Singapore, textiles and wine with automobiles and micro-
electronics. Even if Germany is initially superior in the production of microelectronics,
Singapore specializes on microelectronics, because Germany’s advance in automobiles
is higher than in microelectronics. If technical progress is linked to learning by doing,
then a leading economy will have higher productivity advances in established branches,
where it already dominates, in relation to newly emerging branches, where a catch-up
economy and a technically leading economy start production at the same time. Germany’s
overtaking Britain between 1890 and 1960 (Kindleberger 1975: 482; Aukrust 1964: 32)
or Britain’s overtaking France during the Industrial Revolution (Crafts 1989: 427) dem-
onstrate the possibility of a TAC being locked into old production lines. The mobility
of knowledge only adds to this possibility of a TBC catching up and overtaking a TAC,
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as it puts catch-up economies on a more equal footing with the leading economy with
respect to start-ups in new branches.

Wage restraint in the TACs is one strategy that is followed. It is ineffective, however,
because the low costs of labor in catch-up TBCs are not the result of their low wages, but
of subsidies (which do not violate WTO regulations) to their export sectors in the form
of low international prices of locally produced wage goods. As the devaluation-driven
industrializing country can contribute only little to balancing world production and
world consumption, the TACs should absorb the additional production arising from the
catch-up economies’ voluntary acceptance of unequal exchange and expand consump-
tion. The demand of an appreciation of the Chinese Yuan made by the Western countries
in late 2003 is just an illustration of this point.

The second solution is industrial policy involving the mobilization of resources for
investment without control of the market. The guiding star of investment is not the short-
term profit rate, but an expected profit rate resulting from discussions and negotiations
between bureaucrats and industrialists, who benefit at least in the short run by means of
subsidies and protection. Industrial policies weaken the relative autonomy of the econo-
my with respect to the political sphere, in the West as well. The two homogeneous classes
of a capitalist economy become fragmented. Part of the labor force and some capital-
ists become interested in this industrial policy. The characteristically simple political
structure of a lean capitalist state and the large range of autonomous activities offered by
a civil society give way to a complicated scenario of power games.

II. Rent is inevitable, the ways of dealing with it varied

The analysis of export-led growth and globalization shows that not only import substitu-
tion, but any development policy is confronted with the challenge of dealing with rent.
In its pure form, export-oriented industrialization consists of subsidizing additional ex-
port workers from the agricultural rent. The highly interventionist state of the successful
export-oriented industrializing countries of East and Southeast Asia has its basis in the
high losses of foreign exchange involved in such a strategy, as opposed to a mix between
devaluation and subsidy-based industrial policies (Wade 1993; Deyo 1981: 78).

Once full employment is reached it seems to take about ten years for a militant work-
ing class to emerge and contribute to the accelerated expansion of the internal market so
that, in turn, small and medium-sized industries can emerge (Lee 1989), even with govern-
ment protection for large monopolistic enterprises. Korea shows that without reforming
the state, especially the administration responsible for economic policy, these enterprises
cannot enjoy conditions equal to those of large enterprises (Kim 1999).

The challenge of globalization consists in enabling the catching-up economies to
rapidly reach high levels of employment. Additional exports of manufacturers are them-
selves not sufficient to reach this goal.
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Export-oriented industrialization has been successful in overcoming underdevelop-
ment — with the exception of small city-states — only in countries, where agricultural
reforms were implemented (Kim 1976). Agricultural reforms involve a redistribution of
land (Taiwan and South Korea) or new settlements (with terrible ecological conse-
quences, e.g., in Thailand (Trébouil 1993: 365—368). Higher rural mass incomes are
advantageous for privatization and liberalization, as they create a market for small-scale
industry (Dutt 1991: 348; Adelman 1984: 938—944), as shown in mainland China (Ross
1994). Agricultural reforms integrate marginal labor time into the labor process of the
owner-operated farm. The family farm can achieve high yields by using only a part of
its labor, but this income is not sufficient for survival. Additional, much less productive
labor therefore has to be supplied (which was not employed prior to land redistribution,
because its additional product was lower than its costs, see Elsenhans 1979: s52—562).
Farmers who own their farms will not consider the additional consumption necessary
for survival as costs, and will therefore maximize production as long as better earning
opportunities do not exist outside of the agricultural sector. A side effect of this is very
low wages for non-agricultural by-employment in rural areas (Dasgupta/Ray 1987: 179),
as labor prices correspond to its low marginal product on small, land-scarce farms. The
agricultural rent often subsidizes export production, as in the case of young female
workers in East Asian export production.

The economic growth promoted by NGOs involves channeling resources to the
marginal population. NGOs support and sometimes strengthen the poor at the eco-
nomic and political levels, selling »entitlements to moral well-being« (Elsenhans 1991a),
which the privileged local strata and the privileged societies of the West are willing to
purchase. There is growing disillusionment with the bureaucratization of these organi-
zations. The increasing dominance of their middle-class perspectives (Jain 1995: 63) has
led some authors to talk about a cyclical pattern with respect to NGOs: from charis-
matic mobilization to bureaucratization and decline, until a new charismatic leader
eventually emerges (Avina 1993: 470). The economic basis of NGOs is basically not
different from the economic basis of the more idealistically-minded members of the state
classes, from which Sklar expected the same dynamic behavior as contemporary sup-
porters of NGOs (Sklar 1967: 8). This economic basis consists of a rent acquired from
rentiers in their own societies and at the international level. The widely-held view that
their tendencies towards bureaucratization can be mitigated by appropriate organiza-
tional arrangements, such as participation, is once more based on the Weberian theoreti-
cal perspective, which maintains that forms of interaction create norms without neces-
sarily being dependent on an economic basis. Recent literature about participation has
underscored the tendencies towards authoritarianism and bureaucratization (Cleaver
1999: 597—612).

All the strategies mentioned here, from import substitution to NGO promotion,
have two characteristics in common: first, that there is some sort of guidance and sup-
port to investment from the non-market sphere; and, second, a certain improvement in
the standard of living of the poor, which implies an expansion of the mass market. Im-
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ported investment goods in import-substituting industrialization create fewer jobs than
export-oriented industrialization. But this strategy is not viable for absorbing the global
surplus of marginal labor in the South, because export markets in the industrialized West
are too limited (Elsenhans 1981; Cline 1982). Agricultural reforms reduce the potential
surplus available for investment, just as NGOs collecting donations do. However, they
do increase the incentives for investment in a variety of ways, especially via the increased
demand of the poor for simple products, which can be produced locally, even using
locally produced investment goods.

Thus, all of the development strategies analyzed here involve mechanisms of redistri-
bution, which aim at surplus reduction in favor of consumption in order to increase the
efficiency of investment. A more egalitarian distribution of income reduces the capital-
output ratio and therefore leads to a higher growth rate despite possibly lower investment
(Strassmann 1956; Murphy 1989; Dopfer 1979: 222).

Such strategies of reducing rents in favor of consumption by the poor, implying a
higher efficiency in investment, played an important role historically in Europe’s transi-
tion to capitalism, as I have shown in my analysis of the English poor laws, a subsidy
paid to the poor out of land taxes, a part of the rent (Elsenhans 1992)

This form of rent redistribution in favor of employment is even possible within the
framework of the current foreign assistance regime. Donors could create an artificial in-
dustry which would create employment without competing with labor in their countries
(Elsenhans 1991b: 281—283). They could create easily identifiable stones, which could be
imitated only at very high costs. The stones would be thrown from helicopters into re-
mote areas of the country to be gathered by marginal laborers. The donors would an-
nounce the establishment of purchasing agencies in the more centrally located areas of
the country concerned and would purchase these stones at prices corresponding to the
subsistence costs of a stone gatherer plus the costs of transport from the local market
to the purchasing agency. The marginal population — and only this population — would
gather these stones, which they would then sell on local markets in order mostly to buy
food. At appropriately low exchange rates, this food will increasingly be supplied by local
farmers, who invest in order to increase their production, especially their yields, and use
as much locally produced investment goods and additional labor as possible. The market
for small and medium-sized industry grows with further employment, depending on
the scarcity of labor. The collected stones could then be thrown again from helicopters
into remote areas of the country. The annual incomes of one billion marginal laborers
and their dependents could be uplifted from about $150 to $225 by means of such an
artificial industry with slightly more financial assistance than currently provided by
international donors and about double the transfers from West to East Germany, which
have not created inflation. There would also not be a problem of local inflation, as the
additional purchasing power has its counterpart in convertible currency. At appropri-
ately low exchange rates, the inflow of this money will not cause local agriculture to be
undercut, as in the case of cheap food imports, but will create additional import capacity
for economic diversification. The additional purchasing power would create incentives
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for local producers to enter wage-goods production, so that the rigidity of supply would
gradually be overcome.

Such a process is sustainable not because the artificial industry would supply marke-
table products, but because it would create growth incentives in the rest of the economy
on the basis of the capitalist growth mechanism and succeed in overcoming underdevel-
opment by increasing mass demand, investment, productivity and production.

The process differs from current development aid in the following points. It will
no longer be the planner, nor the staff of development agencies paid from development
assistance, but the automatism of the market fed by payments to the poor, which de-
termines investment priorities. There is not even a need to define what legitimate basic
needs are, because the marginal population indicates through its purchasing decisions,
without any administrative costs to producers, what should be produced.

The main losers of a reorientation of development assistance are the development
assistance bureaucracies, especially in the donor countries. These would have to trans-
form themselves into competitive suppliers of appropriate technology for products to be
produced in the aid receiving countries.

Measures in the non-market economy in support of mass consumption and invest-
ment in order to launch the process of capitalist growth are characterized by decreasing
returns. Import substitution becomes more ineflicient the more it is followed. Agrarian
reforms threaten property rights and have to be carefully designed to avoid the collusion
of propertied interests against the planning state carrying out these reforms. NGOs them-
selves become larger and more bureaucratized if they are entrusted with more important
tasks. The absorptive capacity of the external market limits export-oriented industriali-
zation. My less-than-ideal solution has the advantage of combining the market mecha-
nism with demand creation to the greatest possible degree without creating unlimited
cut-throat competition between labor in devaluation-driven industrializing economies
and labor in the more developed capitalist economies.

12. Perspectives

This article has certain implications, which may arouse suspicion and opposition. The
model disagrees with mainstream economics, but not with the perspectives of society,
which mainstream economics claims to promote. In mainstream economics, the market
is considered the most efficient instrument both for allocating resources and for con-
trolling the inevitable emergence of rent-seeking elites through the instrument of com-
petition. My model disagrees, in line with a Keynesian perspective, with the neoclassical
mainstream on the motivations of entrepreneurs to invest resources and, in line with neo-
classical new endogenous growth theory, considers the process of economic growth to
be a giant learning process among the great mass of producers, which can take on a vari-
ety of patterns, from formal education to learning by doing in the production process. It
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shares the argument with most forms of neoclassical endogenous growth theory on the
relative unimportance of a rise in the share of investment in national income versus the
importance of technical progress.

My model does not include a cultural critique of consumer society. The implied ar-
gument is that people themselves know best what they should consume. There are many
needs, which are satisfied neither by society nor by the economy, but only through com-
munity. As long as paid labor is the main source of income for the mass of the popula-
tion and, hence, also the main mechanism of social integration, a society requires a labor
market that does not make labor bear the full burden of the risks inherent to technologi-
cal change and changes in the product mix. A high marginal product, a clear commit-
ment to full employment policies, labor laws, which facilitate mobility through subsidies,
compensation for unemployment, and so forth are reasonable measures for empowering
labor and making labor flexible in developed countries.

The essential and defining characteristic of underdevelopment is the absence of the
condition for full employment in underdeveloped economies. Development is therefore
nothing else than a mix of measures for a rise in the employment level via an increase in
the marginal product of labor, i.e., in essence, rising mass incomes.

My model’s principal opposition to mainstream development economics is in the
priority I give to mass consumption over investment. Mass consumption will pull invest-
ment provided that the growth in mass consumption is kept in line with the technical
possibilities for productivity growth. It is obvious that the technical possibilities in an
underdeveloped economy can be enhanced by supportive means from the non-market
economy. Yet such supportive measures always lend themselves to manipulating the mar-
ket in favor of rent-seeking interests.

Development could then be thought of as the art of using a variety of non-market
structures, including foreign assistance and sectoral planning, to allow the mechanism
of competition to evolve — to the benefit of labor and against the interests of rentiers — by
making labor scarce. The rich would therefore be able to maintain their economic posi-
tion only through the profitable use of labor. In a society with rising mass incomes, the
profitable use of labor depends on the extent to which mass markets are supplied with
new products. Expanding mass markets create the basis for overall profit. An orientation
towards market demand is the basis of the competitive advantage sought by enterprises
in order to secure their share of the profit.

Development policy therefore leads to the welfare state, which is rooted in the his-
torical transition to capitalism. If labor had not been able to bargain its services to the rich
and reduce the available surplus to the amount necessary for financing investment, the
danger of a rentier society would have proved insurmountable.
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