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ABSTRACT

Most developing countries are characterized by dualistic structures
and rural-urbzn imbalances. In this paper, these imbalauces are discussed
with specific reference to the development strategies pursued respectively
by Sri Lanka, Japan, the Republic of Korea and China.

Sri Lanka has placed a high priority on equality and social welfare
programmes. Its development has been reasonably successful‘in achieving rural-

...............

between population and productlve capac;ty. e ' -

Contrary to Sri Lanka, Japan concentrated from the beginnlng of the
Meiji era on ™ihdustrial-urban development. 'A’reasonabie spatial balance was
achieved as the result of 1ndustr1a1 development .which drew much of the surplus
rural labour off the l1and”and into the urban areas; agricultural development
through Amprovements in productivity and on the hasis of .a rather egalitarian

..............

pattern of’ land—holdlng, particularly in the’ post~war period and redistri-

..............................

................................

rapid development.

The Republic of Korea has followed a pattern of "industrial-urban
development"” on the pattern of Japan. The country started to industrialize
much later but was assisted by many factors such as high literacy, a moderti
education system, social stability, extensive post-war lond reform, moderate
population growth, centralized decision-making, na¥ional cohesion resulting
from pervasive concerns over security, and a "mavket-oriented economy"
Policies which specifically favoured rural-urban balarnce were the creation of
a good nation side road network, the upread of industry *hrough the c¢reation
of estates turougnout ciie country, the Saemaul Undong ('"New Communi:ty")
movement in the Korean villages, and pricing policies leading to improving
terms of trade for the rural areas. Quantitative analysis also reveals that
policy measures that were spatially non-selective played an important part in
raising levels of welfare throughout the country.

The Chinese experience is potentially of great significance for other
developing Asian countries, but its development was dependent upon a strong,
ideologically motivated leadership and a government with very wide powers;

a national concensus on goals and priorities; and substantial land, population
and other resources. Rural-urban balance in China seems to have been achieved
through a dual strategy of capital intensity on one hand, contributing
significantly to over-all economic expansion, and on the other hand, the
intensification and modernization of agriculture, in part through the use

of the products of rural industry.

Rural-urban equality is only one of the goals of development;
moreover, there cannot be a universal strategy for all developing countries
in the achievement of greater equality. However, certain ingredients appear
to be essential: the spread of mass education to rural zreas, population
control, a multi-faceted approach to industrial development (ensuring a wide
spatial allocation of industries which are entirely compatible with local
conditions), as wzll as a national concensus on goals, social cohesion and
political stability,
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I. INTRODUCTlON

"In most of the developing countries, low levels of industiial
development, coupled with high population growth rates, low produceivi;y
in the agricultural sector, and unequal patterns of land ownership, have
resulted in various developmental pioblems; mainly, a éurpluefrural labour
force, rural poverty, ‘pseudo-urbanization®, and inequalities between
reglong, betneen sectors and between individuals. In these countries,
industrial development has rarely been able to grow to a degree where the
surplus labour force could be ebsorbed within a desired leﬁgth of time and
bring about interregional, intersectoral (e.g., rural versus urban), and
interpersonal equality as well as aggregate 'national econcmic growth.
Industries in these countries have been mostly large~scale, modern and -
capital-intensive, with nonncompetitive but institutionally set wages and
with non-indigenous technology. They have been characterized by relatively.
high wages and high productivity on one hand; and, on the other hand, by
their enclave nature with minimum comoleﬁéntafy likkagés with smallescale
industries, with low multiplier effect and low labour absorption capacity.
In these countries the growth in the industrial sector did not have a
trickle-down effect to the degree expected by many, and did not bring about
nation-widé economic well-being. Tnus; most of the developing countries .
can be characterized by dualism, including rural-urban imbalance which is

the topic discussed in this paper.

‘In this paper, severil case studies For those countries in the
ESCAﬁ‘;egion, which have been successful in narrowing urban-rural disparities
will be pieEenEEdL Particular attention will be given to Sri Lanka, Japan,
and the republic of Koréa, and to some extent to the unique experience of
China. ®ven though all the first three countries have been successful in
narrowing rural-urban disparities, their approaches are different. Japan
and the Tepublic of ¥orea-will provide us with examples where.industrial-
urban development was emphasized, and where industrial-urban. development . . -
could bring about both the aggregate economic growth and intetregional
intersectoral, and interpersonal equality - vhere inequalities have been
only temporary problems on the way to nation-wide full development. In
Japan and the Republic of Kores, rural-urban disparities have been narrowed
mainly by the tr1ckling~down process from industrial—urban to the agricultural-

rural sector. Sri Lanka w111 prov1de us with a case where urban and rural

/disparities
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disparities are narrowed Dy emphavlzlng equality in developuent and thereby

_paying particular attent1on LO agrlcultural-rural development. Thus these

two cets of countries proVLde us with two alternative ways to narrow
rural-urban differences. They present‘us with examples where industrial

or ag&icultural development could decrease rural-urban disparities. However,
attention should also be given to other factors indispencable to'the success

of either approach such as reduced population growth, an eddcated population,
increased productivity in‘agriculture and rather equitable ownership of.
agricultural land. They also provide us with examples with oossible consequent
problems.whlch could result from single-mindedly pursuing either ‘one of

these| alternative approaches.
1

The study of Japan can indicate to us mainly the sacrifices a
developing nation - especially with low financial resources - must undergo
on the way to its industrial development, and the necessary accompanying
conditions and factors. The study of the Republic of Korea indicates that
the Japanése model can be repeated elsewhere - if certain conditions are met
- and the period of sacrifices in terms of urban-rural. imbalances could be
shortened by:application of proper policies at the proper timei; The study
of Cri lanka' can indicate mainly the possible problems which can arise if
developing countries - with high population density, and with population
growth above replacement level - single-mindedly purgue agricultural-rural
development and rather neglect industrialeutban development., Thus, the
study| of Sri lanka can indicate to developing countries which are considering
emphasizing agricultural-rural development, the possible consequential

problems they may face and how to avoid these problems.
i

"Por Sri Lanka and Japan, their development experiences have been
reviewed znd summarized on the basis of available documents, but for the
Republic of kotea, an original study nag keen.undertaken to evaluate the
effectiveness of some particular policies employed for reducing. urban-rural

imbalances.

In the last section, these alternative approaches will be compared

with [the one adopted by China as it is believed by many that China has l i
_ solved ouccessfully the two maJor problems of development namely the J
‘ achlevement of economic grovth and the attainment of a satisfactory distribution
of economic benefits, during the’ past two and a half decades. The success

story, of ChiPa will be qualified on the basis of available information and

/the




the applicability of the Chinese approach to other Asian and Pacific developing
countries will be examined. Through comparison of the Ch vinese approach with’
those of Sri Lanka, Japan and .the Republic of Korea, 'several concluding remarks

will be made.

II. THE CASE OF SRI LANKAl/

. 1. The pattern of development

Sri Lanka has an atea of approximately 66,000 kmz, a population of
about 13 million with the resultant average poﬁulation density of 200 persons/
2 ‘ e
km~, and a population growth rate of 1.9 per cent. About 80 per cent of its

population, 10 years old and over, are literate.

Sri Lanka.gained its independence in 1948 by orderly transition from

“ colonial rule to an independent govermment with parliamentary rule. Compulsory
education had been introducad at the turn of the century, resulting in a

literacy rate of 70.1 per cent for maies and 43.8 per cent for females in

1946, "As en indeperident naticn, Sri Lanka got off to an auspicious start

with a sound balance-cf-payments position, a govermment budget with 2 comfortable

current account surplus and a ctandard of living whick vivalled the best in

A -
the couniries of South and Couth-Tast Asia® (liarga Institute, 1978, p.3).
LA

Céntrary.to Japan,.social welfare programmes, ra%ﬁéi ;hénhindustrial
development, have been the main focus of govermment policy since’the days
of the Depression, Likewise, rural development, rather then urban development,
and decentralized decision making, and dispersed public fgcilities and

services have been explicit ggvermment policies:

"The ever-growing social welfare commitments prior to
lndependence vere to set inescapable constraints on the
“future strateglesqof the natlonal political parties and. . |
their w1111ngness as well as capacity to concentra*e on U
economic growth.. The 1nexorab1e expansion of the social
services to provide for a rapidly growing population was

to present a continuing dilemma for political leaders and
policy makers. The conflicting claims of welfare-oriented
policies and development goals were to be a recurrent theme

in the development drama of the next two decades” {(Marga
Institute, 1978, p. 4)

/Table 1.

1/ Three sources have been mainly used for this country study. All
of them are excellent studies with much insight and detail. Their authors are
Marga Institute (1978), ~.P.7. Genaratne and E. Wanigasekara (1978), and
¥.3., ALLif (197%).
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Table 1. Sri Lanka, Japan and the Republic of -Korea:
selected development indicators

1955 » 1960 1965 1970 1975
1. | Urbanization {percentage)
Sri Lanka 21,6 - n.a. 21.8 22.3 n.a,
Japan 5€.2 63.5 68.1 72.2 . 75.0
Tepublic-of Korea 24,4 23.3 33.9 43.1 50.9
2. | Aduit 1itérary rate
Sri Lapka .2, €1 n.a, n.a,. 78
Japan n.a. 28 " n.a, n.a. 99
Tepublic of Korea n.a. 71 n.a. Ne.a. 92 |
I ]
3. | GNP (per capita $US;
1975 prices)
Sri Lanka n.a. 135 140 168 190
Japan | ' 561 856 1,551 2,646 4,390 1
Republic of Korea 138 150 182 337 532 ' ;
4. | Share 6f agriculture
in GNP {percentage)
Sri Lanka n.a. 39.1 n.a. 35.0 n.a.
Japan n.a. 10.1 7.6 4.7 4.0
Republic of Korea n.a. 35.9 36.7 26.2 24.0
5. | Percentage of non-
agricultural income in
income:of farm households
Sri Laﬁka n.a, n.a. n.a.  n.a, n.a.
Japan 29.5 45.0 52.0 63.5 66.4
Pepublic of Korea n.a, n.a. 22.1 24,1 18.1

fources: Song, UNCID, Wovember 1977, PR.32, 10, 42, 45; Senaratne
and| Vanigacekara, p. 4; “orld Bank, World Development Indicators, June 1978,




As a.CSnsequence, we observe the following characteristics in
Sri'Lanka'e case: feif to sluggish growtﬁ of the economy; relatively
little strucfﬁral change in the economy where the dominant sector is
ag;iculture; spatial and sectoral equality in terms of job availability,
per capita incomes, services and facilities; 1low degree of urbanization
withyalmost no change over time in the percentage of population living in

the urban areas;  and high percentage of unemployment.,

These points are further explained below:

During the period between 1950 and 1971, the rate of growth of the
economy was 1ow ranging anpually between 3.9 and 4.5 per cent (Senaratne
and ﬂanigasekara 1973, p. 3), but it is reported that the growth of the
econ omy has been even slower since 1278. The World Bank reports that the
averaoe annual growth rate of COP from 1960 to 1976 was 4.( per cent and
that from 1970 to 1976 was 2.9 per cent (World Rank, 1972, p. &).

(b)'Reletiﬁéxy iittle structdi;l change in the econe@y
"ince independence, there has been relatively little structural

changeﬁip the :economy, where agriculture has always been the dominant sector

as shown below:g

Agriculture Manufacturing
Share'in the national output : .
(percentage) - 1959 39.1 11.6
: 1970 35.0 13.8
Share in the work force .
{percentage) 1946 53.8 10.1

1970 51.6 10.6

fource: Senaratne and Janigasekara, 1978, p. 3.
et ——C—

2/ The figures given by Separatne and Vanigasekara might be biased
and exaggerate the lack of structural change. TFor example, Blackton notes
that the share of agriculture in GNP fell from 44 per cent in 1949 to 33
per cent in 1972 and that of manufacturing rose from § per cent to 13.6 per
cent during the same periocd {3lackion, 1874, p. €). However, another source
says that.tkte shara of agriculture in GLP was 32 per cent in 1960 and 37
per cent ir 197& and that of industry 1C per cent and 21 per cent, respectively
(World 2ank, 1978, p. 10). These figures can be interpreted to indicate that

the structural change has been particularly slow since 196 if not before.
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(c¢) ¢&patial and sectoral equity

The Government's policy has been explinit about narrowing the gap between
urbaniand rural areas of the country. In national policies; there has been
continual, st -ong emphasis on decreasing the differences "in the access to and
utilization of the social welfare benefits™ (¥Marga Instituté; 1978, p. 45 and pp.
34-35). The minimum weekly rice raztion and food subsidies helped to promote

rural-urban balance in nutritional standards (Senaratne and “anigasekara, 1972,

p. 40). As early as in 1944, the Government introduced a free health service

and education facilities which covered the entire country including remote rural
areas, TFurthermore, growth of urban centres in the rural areas of the country and
high Jevels of accessibility in rural areas facilitated equal distribution of

sociall amenities. As a result, differences in fértility and”morfality'fafes,‘and
levels of ‘education have been insignificant. We do not obsefvéAany wide
disparities’ between urban and rufal‘incomes.éj Increase in employment opportunities
has been mainly in the agriculture sector; 'much of the ahditinnnl employment in
the tertiary sector ... originated from the expansion of employment in the

agricultural sector' (Senmaratne and Wanigasekara, 1978, p. 28).

It has been claimed by many that Sri Lanka achieved remarkable improvements
in Income distribution during the period from 1963 to 1973 (Jayawardena, 1974 and

Karunatilake, 1974). The claims ate based on income data in Surveys of Ceyion's

Consumer Finances condlidted by Central Bank .of s¢t Lanks. Accordihg to them, the

average income of a rural worker relative to that of an urban worker increased
from 50 per c~nt in 1963 to 70 per cent in 1973, and during this period the
bottom| 60 pericent of income receivers in the rural as nell as the urban sector
had a_higher growth ;ate_of income than the top 40 per cent. This performance of
Sri Lanka is quite noteworthy particularly because this degree‘Of equalization
was achieved simultaneously with a fair degree of economic growth such a; 4.6

per cent ner year. However, considerable doubt has been cast on the extent of

/equalization
3/ Sri Lanka: comparison of
urban~-rural income indicators
' b 1 ' 1, N
i Urban Rura Rurn
Ucban (percentage)
Househnld income :
per month (19@9/1970)‘u Rs 235.00 Rs 196.00 - 83
Average income ) . )
per spgnding‘unit (1973) Rs 794.71 Rs 582.14 73
Averag%‘incomq; )
per income receiver (1973) Rs 632,68 Rs 446.48 71
Average pex cégita . .
income |(1973) - ‘ Rs 151,37 Rs 108.41 .72

Source: Marga Institute, 1978.




-7 -
equalization claimed (Lee, 1977). The doubt is based on cross-examination of the

income survey data with consumption expenditure surveys and .real wage data.
" Therefore, although €ri Lanka's case is unique among low income developing
countries in attaining a high degree of equality, it may be misleading to indicate

that all the above and other policies aimed at spatial and sectorgl .policies worked

miraculously in Sri Lanka.

(d) Low degree of urbanization

"The share of ‘the urban population in the total population has increased
by only 1,6 percentage points during the twenty-five-year period" from 20.5 per
cent in 1946 to 22.1 per cent in 1971é/ (S;naratne and Wanigggekara, 1978, p. 3).
Most of the increase in eﬁﬁloyment occurred in the agriculture-related sectors
and the economic activity in the urban séétor had grown slowiy. As a consequence,
Sri Lanka did.not witness a ''dynamic process of urban expansion that: accompanies

rapid economic growth" (Senaratne and Wanigasekara, 1978, p. 3).

(e)_ Unemployment

Since the eradieation of malaria in 1947 and the cﬁnsequent decline in the
mortality rates, the population increased at g.rapid rate. The growth of population
resulted in the "expansioniof work force in the 1960s as the new cohorts began to
enter the labour market" (Marga Institute, 1978, p. 29). ™At the same time, the
~modern sector of the economy both in manufacturing as well as plantation agriculture
was expanding much too slowly to absorb the incremenés to the work force. While
the rural sector that was created as a result of the resettlement programme
contributed to employment generation during the 1950s, it was no longer adequate
to provide opportunities on the scale required byzthe growing rural work force"
(Zenaratne and'ﬂanigaéekafa, 19782, p. 28). Uhile the wofk férce grew at 2.4 per
cent'-per -annum, employmeﬁé grevw at 1.2 per cent. per annum, which resulted in 1
million unempléyed people in 1976 (Marga. Institute, 1973, p. 29). The percentage
of unemployed work force in 1970 was 16.7 per cent for urban, and 13.7 per cent
for rural areas (Senaratne and Vanigasekara, 1978, p. 28; Marga Institute, 1978,
p.-50). ) '

The balance between rural and urban areas has been achieved (1) on the
negative side, by a low level of pull factors in the urban areas; and (2) on the

positive 'side, by decreased push factors in rural areas:
. 2

(a)  Low level of pull factors iq_dipan areas, Economic activities were
dispersed in the agricultural sector, ané;the economic activities in the urban
sector grew at a slower pace. Thus, urban areas did not constitute a pull in
terms of employment opportunities {Senaratne and Wanigasekara, 1978, p. 28).

/(1)
4/ Urban is defined to be towns with population of over 2,000 persons.

*.




* (i) Share of industry, ‘sven though it grew, remained at about

®

" 10-13 per cent of GWP, 'Manufacturing activity had little
effect in creating the industrial urban eavironment"
~.(%enaratne and Wanigasekara, 1278, p. 25).

(11)- Furthermore, whatever manufacturing industry there was
digpersed and did not lead to urban development. "The
manufacturing activities in tea and rubber, which
constituted the major components of the manufacturing
sector, were widely dispersed in the plantation sector'--
(Qenaratne and Wanlgasequa 1978, p.,25). Industrial
development by the State sector was in terms of several
large-scale projects "but thése were dispersed-as
.separgte industrial unlto in different parts of the
country close to sources of raw material afnd did not serve

"*"as important "foci® for urbanization® - {Senaratne and
Wanigasekara, 1978, p. 23; Marga Institute, 1978, p. 40).

71414y YIn the early 1960s the'mew industrial enterprises of the

private sector based .on import substitution and producing

a wide range of industrial consumer goods grew in and around

Colombo. Iiost of them, however, had a high import content;

the local value added remained small, and the spread effects
. of,the economic activities generated in this sector were

limited"” {(Zenaratne and Wanigasekara, 1978, p. 25; Marga

Institute, 1973, pp. 48-49). Lin

-

{(iv) Urban sectors were mainly centres of trade, commerce and

other services instead of manufactiirings Becausé of declines
in import and export activities, trade and commerce activities
could not expand. The reasons for this were declines in ‘
the income- received from the principal exports, mainly tea,
rubber, and coce, restrictions on imroris and import
substitution policies due to balance of payment problems
(Senaratne and Yanigasdsekara, 1978, p. 2(; Marge Institute .
1978, p. 43). ) .

i

b (wv) Iﬁport substitution policies in agriculiure dispersed.the

related economic activities (such as transportation, storage,
and distribution) to the rural areas. "Colombo ceaséed to

be the sole importer and distributer of these items™
(Senaratne and Vanigasekara, 1978,.p. 26; Marga Institute,
1978, p. &8).

Decreased push factors in rural areas

(1)., Land ownership:

First, the rights of tenants were protected by the Paddy !

Lands Act of 1953, thus avoiding the worst features of -
landlordism which are observed in some Asian countries.
Then, a ceiling on ownership of agricultural land was set -

% 1... by the Land Reform Act of 1972 to provide land to the

landless agrlcultural populatlon. "No. individual was allowed
" to possess -over fifty acres of land of. which no more than
. twenty-five acres should be paddy land® (S enaratne and

Wanigasekara, 1978, p. 42-43), ' oL Anodon

Rt

RS,
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The green revolution did not result in an exodus of small
farmers {Senaratne and Wanigasekara, 1978, pp. 43-43;
Marga Institute, 1978, p. 46). Land is distributed to
villagers in various ways. One, "‘rehabilitating and
resettling the arable land in the sparsely populated Dry
Zone ... siphoned off some portion of the population frow
the densest regions' (Marga Institute, 1973, pp. 41-52).
This involved massive rural-to-rural planned migration of
the landless peasants from the densely populated Wet Zone
which facilitated a stable man-land ratio (Senaratne and
Vanigasqlara, 1978, p. 34; Marga Institute, 1978, pp.
42+43).,~ Two, land 'is sold to peasants who had cultivated
it for permarent crops for a specified period (Senaratne
and Wanigasekara, 1978, p. 32). Three, those lands under
governmental control and which were ‘‘considered marginal
or unecoromical for the cultivation of the major commercial
. crops are now being alineated for village expansion schemes™
(Senaratne and ilanigasekara, 197G, p. 43).

(ii) cSize of holdings:
"Zize of the operational holdings has not diminished during
this period. 1In fact, for the holdings of the smallest
size the acreage has even increased marginally. There
has been no significant fragmentation of holdings, on the
one hand, nor consolidation, on the other, Various forms
of joint ownership and cultivation in rotation have preserved
the size of these holdings. But, by and large, the general
picture which emerges is one of relative stability in regard
to the size of the operational holdings™ (Senaratne and
Wanigasekara, 1578, p. 48).

~(1ii) Agricultural productivity:
The Government heavily emphasized ii crease in the prodictivity
in agriculture by various ways: agricultural credit,
subsidized agricultural inputs and services, multi-cropping
and diversified farming, tractor pools etc. (Senaratne
and Wanigasekara, 1978, pp. 35, 41 and 42). High levels
of education of the rural work force enabled the imple-
mentation of modern and scientific methods.

(iv) Elimination of uncertainties in agricultural earnings:
Deliberate policies were put into effect in order to
reduce uncertainties in the earnings from the agricultural
sector. The relevant govermment policies. were mainly
guaranteed price schemes and crop insurance schemes
(Senaratne and iJanigasekara, 1978, p. 42).

. /{v)

5/ "The pace of colonization of the Iiry Zone went on uninierrupted.
Between 194¢ and 1971 out of an increased extent of £5C,000 acres of
agricultural land in the island, 535,000 acres comprised additional land
brought under cultivation in the Dry Zone through colnoization schemes ...

The division of the country's largest river, the liahaveli, will develop
approximately one million acres in the Dry Zone of which 300,000 are already
cultivated below optimum level. The first stage of the scheme, which cocmmenced
in 1971, has now been completed.” (Senaratne and Wanigasekara, 1978, p. &1).
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g (v) Agricultural earnings:

: Aside from the indirect effects of the above stated
policies on the incomes of the rural population,
there was a substantial increase in agricultural
incomes due to import substitution of various food
items which resulted 'in a significant rise in prices

 (Cenaratne and Wanigasekara, 1978, p. 35).
(vi) Extra-agriculfural earnings: :

' Extra-agricultural earnings were provided partly
from the salaries of the personnel employed in public
services which were dispersed in the rural areas,
such as teachers, headmen, railway and bus service
personnel, welfare and administrative personnel.

1 - K " Furthermore, agro-based and village-based industries,

1A7 and tertiary activities due o transportation, storage,

‘ and distribution of agricultural products also provided
significant amount of earnings. Technical schools

and vocational training courses enabled youths to be

productively employed in small-scale industries

which were dispersed ih the rural areas. Arts and

c¢rafts, mainly handloom and powerloom weaving centres

' ‘provlded c‘1gnif1cant: increases in income. For

example, “'in 1968 it was estimated that almost 76

per cent of thd labour force engaged in the textile

industry was employed 'in the handloom sector" (Marga

Institute, 1978, p. 17)-

(vii) Social welfare policies:
Social welfare policies were directed to eliminate
poverty and to provide equal access to public facilities
and services., Food subsidy and various consumer
. ~ subsidy policies weré implementcd. Free educational
. ' - and health facilities and services were dispersed
through entire rural area. 7
" The emphasis on rural development and persistent efforts to achieve
urban-rural balance Were'accompanied by a political;insqitutional setting
which had the following characteristics: various village-level institutions,

a high ly decentralized administrative system, strong politlcal conciougness
among the rural maeses, public part;c1pation in decision making, and effective
predomirancé of rural'representation in Parliament (Senaratne and Wanigasekara,

ot
1278, p. 37). Aside from the political-institutional setting, another
factor which enabled the Covermuent to carry out its policies was the
trancfer of vesources generated by the plantation sector {which was largely °
a high productivity sector) “to the low-productivity sector in domestic
peasant agriculture and thereby. implement a multi-faceted programme designed

at improvfng the living conditions of the people in the traditional rural

areas’ (Seﬁ%ratne and Wanigasekara, 1978, p. 34).

‘ .- - ' . =
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2. The implications of the strategy chosen

“ri Lanka can be considered asnc t parti cularly noteworthy from
the point of view of economic deveropment but probably as a success from
the point of view of achlevvng urban-rural balarnce, attaining

social welfare and the elimination of poverty, as stated by Marga Institute:

"Conflicting appraisals bhave been made of (ri Lanka's
social and economic pe vzormance since independence. As
these are based on different analytical zpproaches, the
conclusions arrived at. zre.fundamentally different.

Turing the 19€0s when its growth rate hovered around 4
per cent, Sri Lanka wa§ often cited as an example of "a
development failure® in that it.had mismanaged its economy
~and reversed the order of priorities by financing masgjive
social welfare prograrmmes at the expense of economic growth
©, investment-and savings. o

"In. the late 1960s there was a shift in the outlook on
development and emphasis began to be laid. on the need .to . .
combine the processes which accelerate growth and expand
output and the processes which lead to more equitable access
to resources and better distribution of the benefits of .
growth. In this context Sri Lanka's experience has been
upheld as a ''development success' im that its pattern of
development has been anti-poverty in its orientation. Its

. positive achievements in the field of human and social

_development have prompted many to evaluate its experience

"as a "success" in terms of the new ccmpreheno“ve criteria
of development. ’ .

"Sri Lanka's performance ... however demonstrates that

her outstanding social achizvements, when juxz:aposed against

" ‘the negative features which zccompanied them, rest on insecure
foundations - a persistently low economic growth rate-accompanied
by inadequate savings and capital formation, massive unemployment,
negligible industrial growth, a growing burden of external

" debt and heavy dependence on imports for a significant share
of essential consumption goods.

"The truth in relation o her performance would thus
appear to lie somewhere between the dismal failure and the
epectacular success wh1ch conilicting appralsals have either
eondemned or lauded.” {l.arga Institute, 197&, p. JQv)

Yowever, in a longer term znalysis, the country appears to
be headlng toward a dismal future rather than a prom151n¢ one if past- pollcies
are to be continued. Insuf f1c1ent growth in the industrial and modern
sectors of the economy, accompanied by annual” population growth rate of about'.
2 per cent is resultxng in "grow1ng imbalance between population and productive
capacity’ (liarga Institute, 1978, P. ?8) " The present rate of unemployment

which is already high is bound to 'increase in the future and the growing k

/burden

\
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Ve - .
burden of external debt (which was mainly due to a decline in the reladtive
price of the country's agricultural exports‘ and the necégsity to 1mport
some of th* food requlrements of the countty) Cannot be feversed withln

6/

the fore“eeaole future unless a drastlc polidy change takes place =

¢+

111, THE GASE OF JAPAN

1.~~The:pattern o£ develonment

Japan has a population of 112 million (1975) which makes.it the
sixth largest nation in the world, and an area of 270,000 sq km. About 80
per cent.of: the land is mountalnous and is scarcely 1nhab1ted Therefore
the density ‘of human settlement° is one of the world's highest'. .Population
density per km2 of habitable land is 1,400 persons. Historically and
also at the present human settlements ‘have been concentrated in areas
along theuseaicoasts where rivers flow into the: sea and ‘the land is
relativel& flat. ‘The ‘nation began to modernize in 1868 at the beglnn1ng

of what is called the MeiJi era.

Japan presents, in a way, a case opposite to that of Srf‘Lanka.

)Since the Beginning of Meiji era, Japan clearly make a decision in favour
onindustrial-urban development and it was carried out consistently. - Japan
followed fe.sttategy which almost blindly concentrated all resources and
effottsiinto,one'single'pursuit” (OEQD, 1971, p. 68). The rural sector,
héweyer,‘ig;the';nitiel phases of industrialization sefved to foster

‘um\ﬂgqm?ﬂuds' ' ". ‘
N TRITT I . . .‘ /industtiallzation.

Ly pnr,

BN VLI

6/ :MAs the country's structure of agricultural production was
heavily orlented to primary export commodities, the domestic output of food
in 1953 was jable to satigfy oaly £2.1 per cent.of the rnational requlrement.
Although threre bhas been ar increzse in production during the subsequent
two decades, in 1973 food imports to the value of about 22.C per cent of
the requirements had to be still Yesorted to, to feed a population which
had increased by 62.4 per cent. The net result of these commitments
combined with the persistent decline in the purchasing power of exports
has beeri a massive deficit in the country's balance of payment which has
to be met through external borrowing and development assistance.’ At
. the end of 1975 the long-term external debt had reached Rs 3,704.9 million
which was approximately 89 per cent of the avérage export' éarnings in
1974 and 1975" (Marga Institute, 1978, .p. 29). It can be.interpreted that’
these difflcultles had caused the sociallst administrat1on to, loae in the’
last national election.

.

e oot iantut bt % A s ¥,
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iqdqétiia}ization. “evenues from the primary export sector were used to
build:ﬁpuindgogry. TFurthermore, the rural sector fostered industrialization
because it heﬂza large body o workers who were willing to work for low
wages, tius enabllng Japen to compete in the foveign mark .7/' 'The rural-
urban balance was not a serious concern unt11 recently ané by that t ime

it was possible to achieve it as a consequence of hlgh industrial "development,

by the triekling down process across the space and sectors.

Economie development through industrialization was.carried out
with a top-down approach; aggregate national growth and development
predeﬁinated over concerns about intersectoral and interregional equity;
"erow first and distribute later” was the motto. Policy-makers apparently
thought that growth ma#imization eventually would solve problems of. inequality,
and oper and disguised unemployment. Unlike Sri Lanka, "”00181 overhead
capital or welfare atrangemehtg were the least of the pollcy-makers"
worries‘... in the 1950s it was. ‘actually felt that social overhead capital
formation implied a waste of resources' (OECD, 1971, p. 69)., More
balanced development and equity ﬁere con§idered to be in conflict with
over-all growth. These goals vwere "procieimed by the Japan's ruling elite,
but were accepted and widely admired with 15 Japanese society' (Glickman,
1977, o; 9). The\economic system was predomlnantly private enterprise-

free market, and not a socialist economy.

Industrially 1ed development during the period since 1945 led to .
(a) vexry rapid economic growth where the growth rate of GNP was about
10 per cent fo? two decadec until 1$73; () very low levels of unemployment
of about 1 per cent or lesgs; and consequently (c)} interregional,
intersectoral (including uvrban-*ural) and inter-personal per capita

L

/income

w el

7/ "This willing frugality on the part of Japan's large agricultural
populatioh has been in the past one of the country's greatest assets in
its industrial competition with the Occident, for it operated to keep
industrial wages low and thus permitted the Japanese manufacturer to
compete" {Trewartha, 1965, p. 149; and also see Kornhauser, 1976, pp. 105~
106).
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income dleparltxes which initially widened, but eventually converged.g/‘

SRR A

Ag a consequence of rapid iﬂdustrialiration, we OJse}ve - contrary '
to fri Lenka'c case - high and very rapid levels of urben17at10n and
structural cbanges in the economy. %etween 1655 and 1963, the farm
populatlon decreased at a rate of uOO 000 per year. By 1975, only about
15 per cent of the populatlon 11ved in rural areas. Between 1965 and 1971,
the share of labour in the primary sector fell from 41.9 to 17.4 per cent
but there was an increase in the share of the manufacturing sector from
17.7 to 27.2 per cent (OECD; 1971, p. 8).

/Table 2.

8/ In-the period since 1945 various measures of per capita income: ..
disparlties increased until early 1960s, then converged. Range of income
disparlty {i.e., the difference between the highest and the lowest indexes of
prefectural per capita personal income when the national average is set at
100) and coefficient of variation (i.e., the unweighted coefficient of
variation of all prefectural pet capita incomes) decreased about 30 per cent
between early 1960s and 1974 (ilera, 1978a, p. 159)., In 1965 the population
of the regions where the per capita income was less than 80 per cent of the
national average was only 22 per cent; there was no region where the per - -
capita income was less than 75 per cent of the national average. On the
other hand, in Italy, in the ifezzogiorno, which has 38 per cent of the
Italian population, the per capita income is 68 per cent of the national
average. Income disparity, Lﬁroug“out the 1960s, between the richest and the
poorest’ prefectures remained about 2 to 1. For example, in 1960, while
the national average per capita income was $US 308, it was U5 €36. for Tokyo,
and $UZ 192 for Kagoshima {in 1967 the per capita incomes increased to
2Us 545, $U2 1,533, and 3U2 -3&, respectively) (CECD, 1971, pp. 9-10 and
132 in @idik, 1978, p. 32). ‘

During 1960-1968, the average monthly income increased by 120 per cent
for farm households, and by 118 per cent for urban employee's housecholds
(OECD, 1971, p. 9).

Accordihé to a study by Sawyer (1975), Japan seemed to be among the
countries {along with Sweden and Australia) with most -egalitarian income
distribution as measured, e.g., by the Gini coefficient (Glickman, 1977,

p. 10). :

.
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. Table 2. Indexes of inter-prefectural income disparities

. Ip1 o 1D2

1954 s .

1955 93.9 0.18
1956 , 99.1 .. S 0.20
1957 93.3- . , - 0.20
1958 91,2 " 0.19
1959 . 93,7 ’ . 0.19
1960 ‘ 9.1 o 0.19
1961 . ©.99.5 ‘ 0.20
1962 .. 97.8 ‘ 0.20
1963 S ‘ 92.8 _— 0.20
1964 . 90.8 ] ) 0.19
1965 . . 84.9 o 0.17
1966 - . .83.2 . . 0.16
1967 80.0 0,16
1968 78.5 0.15
1969 ’ . 78.3 0.15
1970 ‘ . T71.9 0.16
1971 . 73.3 0.15
1972 - . 71.1 - 0.15
1973 . 66.8 ‘ 0.13
1974 : 65.8 A o - 0.13
1975 ' ‘ S : '

Source: Mera, 1978a, p. 159.

Notes: IDl: The, range of lncome disparities as defined by the difference
between the highest and the lowest indexes of provincial per caglta personal
income when the national avenage is set at 100.

"ID2: The unwefghted coefficient of variation of a11 provincial
per capita personal incomes: -7

o

/As
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As has been feprééentéd by declining urban-rural income dispari;y
since the begini.ing of thHe 1960s, the urban way of life penetrated even
to the most remote rural areas particdlarly during the 1970s. Rural areas
increasingly acquired public facilities and services. Fruits of the develop-

ment of the country spread throughout the whole Japanese archipelago:

"The vigour of Japanese economic expansion in the post-war
period, especially after 1955, has been so remarkable, and
the burgeoning of the secondary and tertiary industrial
sectors so spectacular, that the growth of agriculture and
of primary pursuits in general has tended to seem of less
significance. Yet agriculture also has realized many
unprecedented gains, both in over-all efficiency and in the
status of its practitioners. The once economically down-
trodden farming class, for example, has been almost entirely
replaced by a relatively affluent, landowning, rural middle
class;, and gone are such traditional agrarian ‘'scourges as
the absentee landlord and the wretched tenant. Signs of
affluence in the countryside are everywhere at hand in new
buildings, new vehicles and accountrements, frivolous as well
as professional, and in a generdl aura of well-being never
‘.. before seen in such surroundings. The basic picture may be
. much the same but many details are new and perhaps hidden,
. especially to the uninitiated. There is still much validity
in a basic description of small plots, carefully tended and
. of enormous variety, interpersed with tidy but narrow lanes
of access, intricate networks of drainage and irrigation
ditches ... subtle changes as the addition of television
aerials, telephone lines, improved roads and irrigation
facilities, or such as modernized kitchens with running
water and possibiy gas stoves, water and bath heaters, and
- electrical appliances or wholly new electrical systems within
the home. More subtle still are the myriad changes that
have come to the styles of daily living of farm families. :
The profession, to be sure, has played a somewhat secondary
role in the general natinnal advancement of the past decade,
+  for individual incomes-have been consistently and even
increasingly less than those for urban-industrial pursuits,
but the almost siient revolution within the agricultural
. domain remains one. .pf the more vivid elements of success in
" post-war Japan, chiefly because it represents an almost
complete reversal of previous circumgtances" (Kornhauser,
1976, pp. 43-44).

/Figure 1,
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2, Elements of development policies

To be rore precise, the rural-urban balance in Japan was achieved
not only by (a) high levels of industrial development alone, but also
(b) improvemenés in the agricultural sector, and (c¢) a host of redistribution

policies, which can be summarized as shown below:

Industrial Agricultural Redistribution
development development - policies
1., High absorption of rural 1. Land reform 1. Tax and subsidies

surplus labour; tightening
of the labour market; and
convergence of wage

differences
2, Availability of non- 2, Improvements in 2. Prices of agri-
agricultural. jobs the agricultural cultural

productivity products

The rapid and high levels of industrialization created pull and
were accompanied by significant rural-to~-urban migratioﬁ. Not only was the
surplus agricultural labour force absorbed in the industrial sector, but also
a large amount of "entire family" migration took place from rural areas to
the urban-industrial centres. High levels of industrialization caused
tightening of labour markets and consequently convergence of intersectoral

and interregional wage differentials,

Tightening of the iabour market, besides rapid and high levels
of industrialization, was also due to decrease of population growth rate
down to approximately 1 per cent,gl i.e., to the replacement level, both
in urban and rural areasl—/ (Tachi, 1971, p. 6). In rural areas, decrease
in population growth plus the selectivity of the rural-to-urban migrants
of young and fertile age caused very low and even negative natural growth

11/ .
rates.— As a consequence, in rural areas, we not only do not observe

/overpopulation

9/ Furthermore, after the return of repatriates, Japan had very
restrictive policies against immigration such that the role of 1nternat10na1
migration in the population growth has been nil.

10/ At the end of the Second World War, there was a "baby boom'" where
average annual population growth rate was about 2.92' per cent; furthermore,
by 1950, 6.2 million repatriates returned to Japan from various Asian countries.
However, one decade after the end of the Second World War, that is by 1955, the
economy was restored to its pre-War level, and the birth rates both in urban
and rural areas decreased to approximately 1 per cent.

11/ For example, in 1965 "about six per cent of all minor administrative
units in Japan have indicated reverse of vital rates, that is higher death rates
than birth rates"; and 30 per cent of all minor administrative units showed
"very low level of natural increase rates, less than 5.0%0 which is much lower
than national level of 10.0%0" (Kuroda, 1969, pp. 9-10).

ettt .. L
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overpopulation, we observe depopulaﬁion and the consequent problems of

- ~ 1
population and labour shortage.—g

Another way by which industrialization helped to narrow urban-rural
disparities was to provide non-agricultural jobs to the rural population.
In 1972, as much as 68.7 per cent of rural households' income was from non-
agricultural sources§ and the fact that the amount of non-farming income was
reversely proportional to the farming income helped to increase especially
the income of the relatively lower income groups (Kim, 1978, p. 12),

"Farmers have been outcompeted by urban occupations, but most

have drawn heavily on employment opportunities in the city

to augment and finally to dominate their farm incomes.

'Part-time' farming, performed by commuters, is the rule in

Japan today, with routine chores being accomplished by women,
children and the elderly" (Kornhauser, 1976, p. 52).

It was possible for the rural population to participate in non-agricultural
jobs in the city areas because the growth in job opportunities in local cities
in rural regions grew more rapidly than in the metropolitan areas since the
second half of the 1960s (UNCRD, 1974, in Koike and Yamamoto, 1976, p. 72).
Furthermore, the rural population was able to commute because of the high

degree of mobil1ty available for most parts of the country.

The increase in job availability in nonmetropolitan areas is due
to so-called "polarization reversal" phenomenon (Richardson, 1977). The
reasons for this can be briefly summed up as {(a) the availability of an
advanced level of transportation and communication network; (b) the tlghtenlng
of the labour market nation-wide and consequentlal convergence of wage
differentials; (c¢) reduced economies of scale in metropolitan areas; (d)
change in values in favour of environmental amenities; (e) increase in
fobt-loose industries; (f) decrease in economic growth and stagnation in
foreign demand, and the consequent emphasis on the domestic market
(Richardson, 1977; Lo and Salih, 1978a; Mera, 1978a). Polarization reversal,
in Japan, is considered to be mainly due to structural changes, and not very

much due to govermment's intervention.

The highlight of improvements in the agricultural sector is the
land refdrﬁ which was carried out at the end of the Second World War
(in 1946~ 1949) during the Occupation by the A111ed Forces and which was
/later

- ¥12/ 'There was not only a labour force shortage in agriculture due to
depopulation in rural areas, but it also became “"difficult for rural communities
to maintain. their living standards including education, public health and environ-
mental facilities, at a national minimum*- (OECD, 1971, ppi 8 and 127).
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later extended i 1952 in the Agricultural Land Law. These reforms restricted
the agricultural land holdings to no more than 3 hectares for self-cultivation

and to 1 hectare for rental oiuce.

Productivity in-agriculture was increased many-fold due to the appli-
cation of modern technology and :3eed development such’ that even though the
‘rural population eontinued to decrease, rice production continued to increase

and new and hitherto-unknewn quantities of surpluses were created.

Income redistribufion rolicies in favour of the rural population have
also been 1mportan; factor in rnarrowing urban-rural disparities. These
policies were in the form of (a) taxes and sub31d1es, and (b) pricing policies
for agricultural ploduvto. Tax and subsidy syotems were such that revenues
collected by the central Government were allocated to local‘governments mainly
on the basis of needs rather than the amount collected,.~Pr1c1ng policies for
the agricultural products have been such that the. rural population was assured

1
a minim:m acceptable level of income.

‘Previously it was stated that in Japan, urban-rural disparities were
narrowed because of high levels of industrialization.  Unlike other developing
countries, in Japan, industrialization was mainiy ‘indigenous and self-reliant

and developed very rapidly from primery-export ¢q impori-substitution and to

so1 light industries (such as

?

export-oriented industries. Typically, it was

e

A
textiles) to hesvy industry (such a5 peirochemical), to irniformation industry
(such as’computers) in the near future; and from cottage industries to small-

scale, and to large-scale industries,

It was a result of patient, s-ep-bv~step efforts, which started in -
13. .
Meiji era,——/ -1t may be anaid that it took Japan ano*ox1mate1y seventy-flve

years to complete its industrialization and to observe the consequent trickllng~
1//' .
4 . D e s

down process.~—' During the ilciji era, there were many significant changes

/on

R - K . F 4
-

ool - \
RN ¢ <

13/ Japanece people have been fortunate on several counts. One is their
leaders at all levels of the hierarchy of the Government, have-been- “exemplary
themselves, were careful to extol such traditional cultural values as frugality,
honesty and subservience to authority, all of which were invaluable assets
during the whole process of industriel modernization" (Kornhauser, 1976, p. 116):
The second. is at the time Japan began to modernize and industrialize, the country
was already unified; the minority groups like the Ainu people were completely
assimilated or were reduced to extinction so that there was/no internal strife.
Furthermore Japan was an independent country both politically and economically.

“14/ Seventy-five years-is the period from 1888 to 1960 excluding the
periods of the Second World War-and recovery from-it of 1941 to.1955.
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on the road to modernization and industrialization such as inﬁtitutinnal
modernization, establishment of a nation-nide transportation netWo;k of
railways etc. But especially, the importance given to education .and acquisi-
tion of sopnisticated levels Qf‘Western technology is remarkaéie; A highly
educated labour force may havé been one of the most important’fadtors for the
successful industrial development of Japan:lé/ Sophisticated levels of know-
how attained through technology oriented education and through borrowing
techriology from the Western hemisphere facilitated the development .of indi-

genous technology. A highly educated labour force made it possible to apply

Factors other than a highly educated labour force and sophisticated .
levels of know-how which contributed to economic development .of Japan are . ..
briefly listed below:

- Political étability, social cohesion, achievement»oriéﬁfétion

and general consensus on the development priorities; close B

co-operation in the decision making between Government and
private entrepreneurs.

- Protection of domestic industries, rr&vention of imports of
consumption gooeds.

- High degree of savings an? 7ubsequent high degree of investment
in the industrial sector.==

/- Eumphasis

15/ "A more important factor mentioned several times already, has
been the h high educatiocnal level attained by Japan's labour force ..s.

Without a competent and increasingly skilled labour force, 2 good deal of the
investment effort might well have been wasted (or not undertaken in the first
place)'" (Boltho, 1975, p. 101).

16/ Gross national savings as a percentage of GNP in current prices,
rose from 23 per cent in 1953 to nearly 40 per cent in the early 1970s. There
are many reasons cited for the high percentage of savings, such as payment
of a part of the wages in terms of a bonus a few times a year, very low R
social security payments in o0ld age (retirement), etc. But one of -these
reasons is said to be 'consumption revolution". "Tradltlonally it has been
argued (for instancé by Nurkse or Shinohara), that Japan had succeeded in
isolating itself from Western consumption habits at the same. time absorbing
Western technlques., The virtual- absence of 'demonstratlon effect‘ on consump-
tion, combined with the presence of a strong 'denonstratlon éffect“on invest-
ment, meant that relatively high savings dnd investment ratios céuld be main-
tained", in contrast to the experience of today's developing economies
(Boltho, 1975, pp. 89-90).
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- Emphasis cu industrialization at the expense of public
servicesl?/ and a very low level of expenditure for defence.

- High degree of concentration of public investment in those
areas where apparent demands for infrastructure existed
so as to achieve a high rate of return from investment.,

- Rather constant and high demands for the industrial oﬁtputs
in the export markets.
Here the role of small-scale industries in Japan should be stressed as a
maJor vehlcle for promoting the trickling down process. There are various
reasons why the Japanese 1ndustr1al goods could be sold at a competitive
price, such as relat1ve1y few strikes and thus loss of fewer working days.
Hcwever one of the most important reasons appears to.be the complementary
relationship between large-scale and small-scale industrial establishments
where the latter work as subcontractors to the former. The advantages-of
this relationship are that the large-scale establishments are able to keep

only the minimum required constant labour force with high wages for performing

/mainly

17/ The Government's social overhead investment for social well-
being (such as public housing, welfare and social insurance programmes, -
etc.) was largely neglected. For example, in 1971, "govermment current
expenditures as a proportion of GNP was 58 per cent of similar expenditures
for the United States and 42 per cent of the United Kingdom' (Patrick and
Rosovsky.,, 1976, p. 44, in Glickman, 1977, p. 5). '"The major share of public
capital-was devoted to business-oriented investments such as ports, sewers,
water supply, land réclamation, and roads. ... For instance, according
to the Japan Economic Planning Agency (1975) industry-related public invest-
ment was 57 per cent of total investment between 1959 and 1966; it fell
to 51 per cent by 1973, in part under the 1mpact of protest by citizens
who demanded more social (or 'life-related') public spending. ... ‘
Indicators of social well-being grew at approximately 5 per cent per year
during the 1960s. This was less than half of the economic growth rate
(Glickman, 1977, pp. 5-7; and also see Patrick and Rosovsky, 1976, pp.28--
35 and 41). "The following statement, taken from an official pubicationy
epitomizes Japan's growth strategy: 'It is impossible to produce 3,000 tons
of pig iron in a blast fufnace capable of producing only 1,000 tons, but
it is possible tocrowd in three times the passenger capacity in an electric
train" (E P.A., ES, 1962-63, p. 35, in Boltho, 1975, p. 67)
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mainly managerial and h1gh-sk111 functions and let small-scale establish-

ments with low wages perform routlne productlon functions, thus saving _

18/. .. LN

" costs. in production.,— > .. .- .,

Ay,

On the: t0ntrary, we observe in most. of/the pregent developlng

countrles a ‘nufibér of anfavourable S1gns for the Japanese pattern of

Tdevelopment“’“tﬁ'“iliiteréte4massuin the labour force, low levels of know-
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how" a polltically’VOPht1re“env1ronment where p011t1ca1 leaders do not
know when their term may end abruptly, and try to sat1sfy all segments “of

A"*’Vthe populatxon all at onge; the import of luxurious consumptlon goods

)

s ~L"—for the uselof countr¥x§,ellte' low levels of sav1ngs and ifvestment 1n

. industrial'cepital ) instltutionally set hlgh wages for the’ ‘Tabour, fo#ne
}:f*in the moderncindustrxyl see tor, and consequently the enclave naturéﬁof the

or

.....

"“‘countries expect,quindust;talize anq develop in s short’péflod‘of trme
ﬁj:—f‘-‘ Soaa

and most 1mpnﬁﬁantly.w§tqut undergoxng sacriflces in their present~ébnsump-
gt £eion :patterns:iand okife, syyles (Gedlk 1978, pp. 80 )
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- 18/ In-Japani;cit is said; "tne 31mu1taneous presence of a mogern,
effﬁclent,,large-scale high-wage sector, ‘and of aThost of small, labour-
intensive, low-wage firms, both set§ of enterprises coex1st1ng not iny
within the same regions.but also within the. same industrlal ‘branches.,
o Howewer,-the lack of dlﬁect contact between the moderh’ corporatlon'amd
... fthe self-employed peasant or artlsan,*lmplrcit'in the more, usual definitions
’ “of duallsm, ‘seems-‘to. be mbsent in Japan,. | On the contrary, stress has been
L BERAG laidhupon“the lnteractlons Jbetween. the - two sectbrs“in “suth £181lds as competi-
ddr - ,,.tiop and suq contracting, absorptlon and ﬁ%ansm1s§&on Rf-cyelic fluctuatlons
e - or behaviodf "of capttal ond labour{harkets.... _ It can be seen that the

=™ “gize distribution of Japanese manufacturing establishmetifs ddes not differ

L -very markedly from that of some of the major European economies'". What

is -atrikingly different is the wage differential by the size of firms..

. "A comparison made for the mid-1950s showed that Japanese wage differentials
.i-. by sizezwere thenm as large as, or evenulangerJthan these -recorded .in ;
T sevéialunnderdeveloped countries" (Boltho’ *19753 Pp. 27-28). The relatively

lower wages in the small- scale 1nd0strxes were ‘pegsible- because until recently,

-7 in Japan trade unions were’ limited»to each individiial' large company and were
" ‘nmot nation-wide organizations, andva minimum wage law has not been enacted,
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: IV. .THE CASE OF THE 'REPUBLIC OF KOREA- |
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. 1. The;gattern of development

IV

_The. Republic of Korea w1th a population of 37. mllllon (1978) is

a much smaller country .(98,800 km ), but _possesses a number,of s1m11ar

.- .characteristics to Japan. The terrltory is generally mountalnous, poorly

LT u.) K

”endowed and - hxghly densely populated (374 .persons per kmz), ‘but . the popula--

o
I

¢tion is, highly literate and 1ndustr10us.}’w L L ey .

3

- . . s 2
a A -
T * (

t

T Although started much later, -the: Republlc of Korea pursued.a develop-

ment’ path which was led by “industrialéurban development mUCh'llk@@Ehe Japanese,

From 1962  to 1976, GNP and exports-grew at ‘the avérage annual réte.j6£:10,2

'pér éent“and 29, 7"per”cent rebpéctively. From 1955°t6°1975,- the pgoportion
“of ¢ity population gréw - from~24 5 per cent to 48,4 per cent.i— As'’ is well

documerited, the pattern of development has ‘beén typically industrial~exports

"-led (Fei‘and Ranis, "1975) and'agrlcultural-rural ‘development came ‘only ‘after

[T

the deveIopment ‘had well taken‘off and come ‘closer to maturity; -A¥though
there have been serious efforts' on the part of the Government, the mrban-
rural balance has been attained mainly as a consequence of industry-based
economic development through the trickling down process., The pattern of
development is very much like that of Japan but at a faster rate perhaps
due ta her late start, ) : |
With independence in 1945, the import-substitution phase of industrial
development was begun and it is considered to have been completed by 1953- '
1957 -(Fei’and Ranis, 1975, p. 33), followed by the export-substitution phase, v
This' latter yhase contrlbuted substantlally to the: solutlon of the’ unemploy-
ment. and urban—rural lmbalance problems,» Accordxngdto Fel and Ranis (1975,
Py 33); the 1abour-surplus duallstic 51tuat10n reached a maJor turnlng point

IS

.in. 1968-19?0 Inter-provincLaI income dlsparxty,_whlch is a proxy foz -urban~ |

‘31' rural Lmbalancev culmlnated toward the end_of the export-substltutiéﬁ phase,
oo Fe

and s1nce that turnlng point 1t has narrowed -down rapidly as shown dn table 3.

KT, R v MW

LR 19/ The e;ty populatzon lS the sqm of populatlons reSLdlngEin si'

- which are 1arger”urban areas, The proportlon of urban populatlon n 1976
- is estimated at ﬁl ‘per cent (Song, 197783 - "v;' : Aoy

— i

J ‘:.- . -
N P e N
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inter-provincial

Table 3. Republic of Korea:
income disparity )
Co T ) "GR” ip1l " ID 2
1961 4,8
1962 3.1 .. .
1963 8,8 92 0.266
1964 8.6 72 0.194
1965. 6.1 94 0.291
1966 12.4 110 0,337
1967 7.8 127 0,371 -
1968. 12,6 107 0.335
. 1969 15.0. 85 0.292
1970 7.9 84 0.291
1971 9.2 62 0.224
1972 7.0 65 0.213
1973 16,5 66 0.241
1974 8.6 57 0.218

1975

" Source: Mera,'19788; 5; 165,

Notes: ™ GR:

The real growth rate of GNP from the preceding year,

The .range .of income disparity as 'defined by’ the difference

between the highest and the lowest indexes of- provincidl

per capita personal income when the national average is

set at 100,

ID 2: The unweighted coefficient of variation of all provincial
*° per capita personal incomes, '

ID 1::

The typical feature of the urban-industrially-led development pattern

of the Republic of Korea can be seen in the geographic distribution of

manufacturing employment,

As seen in table 4, the manufacturing employment

of the country increased more than fivefold during the period 1960 to 1975.

In terms of geographic distribution of the employment, thke Seoul regibn

comprising the Special City éf Seoul and Kyonggi Province increased its

share from 33,6 per cent to 48,3 per cent despite the efforts of the Govern-

ment

to disperse employment since the second half of the 1960s, as described

latel‘. A

/Table 4,
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Table 4, Manufacturing employment by location,
1960~1975 ’
(1,000 persons)

1960 1963 1969 . 973

Republic of Korea 275.3 566.7 829,0 1,420,1
(100,0) (100.0) (100,0) (100.9)

A. Seoul 64,1 180.2 276.8 433,3
(23.3) (31.8) (33.4) (30.5)

B. Seoul's periphery 28,4 51.6 89,2 252,4
(Kyonggi Do) (1G,3) (9.1) (10,8) (17.8)

C. Seoul region 92,5 231.8 366,0 687.7

(A + B) (33.6) (40,9) (44,2) (48.3)

Source: Mera and Song, 1978, p. 23.

th It has to be mentioned here that the surplus labour was quickly
reducéd and eliminated during the process of economic development because
the country took the stratcgy of promotlng 1abour-1nten31ve 11ght manufactu-
ring industrles such as apparel electronlcs asaembly, and w1g manufacturing
during the early phase of industrialization, As most new 1ndustr1es -were
_rqrieﬁted‘to demand;e}astlc export markets, industries could be expanded
very rap1d1y. As &a result, the structure of employment changed substantially

over ﬁhe twelveuyear period as shown below:

'

11963 - C 1974
Emplo}men.t share of ;
. Agriculture 63.1 48,2
~ Manufacturing , 8.0 17.4
GNP share of
Agriculture S ... 400 22,2
Manufacturing I £ 7% S 25.3

Source: Mills and Song, 1977 PP. 64- 65.

In many respects, the Republic of Korea followed intentionally or
unintentionally, the Japanese pattern of development (Song, 1977a)., However,
there are at least two points in which the two countries differ, One is
the source of capital formation for industrial development, In the case

of Japan, internal savings were the major source of investment, but in the

/Republic
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Republic of Korea forefgﬁ savings provided a substantial -portion of investment
resources (16 per cent of GNP at its height) (Song, 1977a, pp. 5 and 8) due -

to its special position in the United States foreign and defence policies.

The other is the répidity of the Republic of Korea in reaching the turring point
signifying thé:eliminétioﬁ'of surplus labour aﬁd hence convergence of wage rates
between sectors and regi%ns. Counting from independence, it took slightly more
than 20 years., If counted “from the first rigorous economic development plan .of
the fark Administration of 1962, it .took less thanilp years., This point will be

further discussed later,

Other factors which contributed to successful development leading to

an éfféttiVQ trickle ‘dovm process would include:
- hlghly 11terate population o
-'sdcial stability based on east Asian cultural discipline
- modern science-oriented educational system
- extensive land reform after the World War II
- papulation growth rate of about 1.9 per cent per year
- highly centralized decision- -making '
- continuous politlcal tension W1th the North leading to
national cohesion )
- market-oriented economy.

2., Specific policies for rural deve}opment

In addition to the general pattern of economic dévelopment of the
Republic of Kores which enabled it to achiéve-a substantial reduction in urban-
rural ‘disparities, the Government of the Republic of Koréa applied a*number of
specific regional policies many of which were directed to narrowing urban-rural

disparities. Below, some of the.significant policies are-examined closely.

The Government recognized the problem of urban-rural disparities around.
1970. One early official document' Which explicitly advocated decentralization .’
policies, was the National Land Development Plan, 1972-1981, which was madel.. .,
public in'1971. The decentralization policies in the plan contained. two elements:
a) to. curb the growth of Seoul, Busan and Taegu as they are excessivgly large,
and (b) to encourage the growth of intermediate regional and subregiopal centres.
"Policy instruments proposed for achieving the objectives can be dividéd into »
two groups: control on the growth of large cities and promotion of dévelopmgnp

in regional and subreginmnal centres and rural areas.

/Although
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-Although the policy tools applied since then include a ban on new
industries in Seoul, the imposition of a greenbelt around Seoul to contain
spatial .spreading and a tax on residents in the largest cities, the reglonal
policies which would have had nationwide impact on the distribution of popgla-
tion and economic activities are considered to be (é) the development of
industrial estates, (b) the construction of interregional expressways, (c) the

new community (Szemaul) movement, and (d) pricing policies in favour of farmers.

" The policy of industrial dispersion started in 1970 with the enactment
of the Local Industrial Development Act. This is a significant departure from
earlier ipdustrial promotion measures which were aimed at industrial development
per se and consequently led to growth of the largest cities. During the same
year, the Act for Establishment of Free Export Zones was promulgated. The Masan
Free Trade Zone was established on the basis of this Act and had a significant

impact on employment dispersion.

By 1975, 11 industrial estates had been designated as local industrial
estates with all the incentives entitled by the Act. The total area provided
by them stood at 1,007 ha and represented about 18 per cent of the total area
available in various kinds of industrial estates. Due to the labour-intensive
nature of the local industrial .éstates, -they provided 25 per cent of total
employment in industrial estates., Although the performance in terms of labour
absorption of each local industrial estate differs in s1gn1f1cant degrees, 1t is
apparent that they contributed to some degree to the dispersion of population
and employment., e "

In addition, a clear policy decision was made to comstruct a series of

coastal industrial estates -in the south and southeast coastal areas mainly for

heavy industries. They must have had a sizable impact on the distribution of
population and employment. An analysis contained in the annex is aimed at

estimating the impact of developing decentralized industrial estates quantitativelyl

The constiruction of interregional express highways started in 1969 with
. éhe Seoul-Inchon Expressway, and by the middle-of 1970, Seoul was connectéd
with'Busan, the second largest city at the other end of the country, by another
expressway. Although ‘these expressways were constructed mainly for meeting
the expected traffic demands, newer expressways were planned with an _explicit

purpose of having backward regions closer to more developed regions. By 1975,

[Figure 2.




Figure 2. The Republic of Korea and
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Kwangju in the southwest region and Gangreung in the northeast region were
connected with major cities by expressways. With these expressways, time distance
to Seoul or Busan was reduced substantially from many parts of the country, as
shown in figures 3 and 4. As presented in the annex, time distance was reduced

on the average by 15 per cent from 1970 to 1975 from the 170 analysis zones to
Seoul and Busan. As figure 3 indicates, those areas far from Seoul have gained
generally a greater percentage reduction in time distance., It is quite concei-
vable that such a significant improvement in accessibility to major centres has

helped to accelerate the development of the areas affected,

i

Anoﬁher significant policy measure which requires specific attention is
the New Comﬁunity Movement or‘the Saemaul Movement. This movement startea with -
the President's address to provincial governors and mayors in April 1970. It is
a totally indigenous mo;ement to bring about in rural villages a fundamental
change in tﬁe expectations, motivations, in the whole tenor of 1ife.and even -in
the environdent of daily existence itself, based on thé philosophy of "diligence,
self-help, %nd co-operation", i.e., the Saemaul spirif (Song, 1978, p. 9). The

movement emphasizes spiritual innovation and considers the Saemaul spirit as

-~

the natinn'% most important resource for development. It is a mechanism for

development |that requires and also makes possible the participation of all the

villagers aqd housecholds in the process of national development (Song, 1978, p. ll),

ActJon programmes are first developed at the village level by the village

t

development;commlttee. In principle, development resources are contributed
voluntarily!by village members and the Govermment resources are allocated to those
development lefforts which are Qorthy of public assistance. During the course

of five years, the gross investmeng made in the context of the Saemaul Movement
increased from Won 12.2 billion ($38.6 million) in 1971 to Won 295.9 billiom

in 1975. During the period, the government contribution in investment averaged

at about 40 'per cent of the total inputs.

"Since the beginning of the Saemaul Undong in 1971, more
than 590 million man-years of villagers' labour has been
contributed to the Movement and 8 million Saemaul projects
have been completed, averaging 215 projects per village.

"The Saemaul projects included as af the end of 1977
the |construction of 43,060 kilometres of farm roads (88

per |cent of the target), the building or widening of 42,220
kilometres of intravillage roads (over 100 per cent of the
target), and the construction of 63,927 bridges of small and

/Figure 3.
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medium size (83 per cent of the target). As a consequence
large trucks and farm machinery can now easily reach all
villages and farm settlements,

"Farm villages are now linked to other villages, local
roads, national highways, expressways and large metropolitan
areas. Consequently, the transportation of both agricultural
inputs and outputs has become much more efficient. Almost
all the thatched roofing in the countryside has been removed
and replaced by tile. Nearly all the villages have been
modernized with piped water, electricity, and telephones.,

"Many old villages in Korea have been transformed
through the Saemaul Undong into new villages, with better
houses, new roads, more farm equipment, community halls and
many other facilities. Some of these amenities existed
before the Movement, but have been renewed so much that they
surprise even old visitors. Some of these, including piped
water, village telephones, power tillers, and community
facilities never existed before and have been achieved
through the Saemaul Undong... Many rural villages can now
enjoy cultural facilities similar to those in urban areas,
and agriculture in Korea, thanks to modern irrigation
methods, no longer suffers heavily from flood and drought"
(Song, 1978, pp. 12-13).

Currently, the Saemaul Movement comprises six programmes listed
below. They are listed in the order of the size of the budget in 1975:

(a) Income augmentation programme,

(b) Wage income programme,

(c) Productive infrastructure development programme,

(d) Welfare and environmental programme,

(e) Urban Saemaul Movement programme, and
(f) Spiritual enlightenment programme.

The wage income programme predominated in early years, representing the income
redistribution-oriented nature of the movement at that time. By 1975, it had
been re-oriented toward the expansion of production. The expansion of the

income augmentation programme represents this orientation.

Although the Saemaul Movement includes an urban programme, it is a
heavily rural-oriented movement. As shown in figure 5, per capita govermment
contribution to the Saemaul Movement is noticeably greater in predominantly
agricultural areas. However, as shown in figure 6, when per capita government
contribution is measured against agricultural population, per capita contribution
ceases to be related to the percentage of agricultural population. Therefore,
it can be said that the intensity of Saemaul activities among agricultural

population is randomly distributed with respect to the degree of urbanization.

/Figure 5.
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FLLE OLAME (CNFATION PATE = 1Y/02/77R) -
SCATTEPRRAM NE (POUNY SEMLDPAP (ACRrUSS) PAGLT?S

S.00 13,79 22,58 $1.47 L0.16 W 95 §7.74 46,53 75.42 N TARR!
0-———0---00----#-“—~0---—0-'~-Q-———’o--~0-—~~0¢‘--0--—’0————0-~~~$-‘—~Q¢°--0'-‘~0——'—0-«—-0——--0~---0.

. , ; ! wd

L,58

L.02 FE [T

s

- . e et ™ m B w ®ow e " e = -

B T T . T B O T - m e m o e owm omowm P W . o e oW

o ]

+*
)
1
!
I
+*
I
!
!
)
+
1
1
.- .
1
*
1
1
i
]
[
1
!
1
1
2,04 ¢
T

. .
- ™ e w m . wm . e e e e e
*
2 ¢
au‘ * L] s ¢
® °2 ? 2 * *
. e I S
* .t : .o 2
s 0 * s 4 ane @ TR Y
owd e 2728 836
Y3 2 ava 2% 23
L) LI e 8 2 » EX] 'Y

€4 . . t
I . f

1
!

1

L2

‘ .

Jm = @ = @ = * o = om o= moe = o. o=
t

* .

T s - e ;v

&

Teh 3

1
1
i
t
1
i
H
i
}
t
1
1
i
1
3
1
i
]
l
|}
H
i
i
.l.
i
I
1
1
1
1
i
i
1
H
§
1
1
1
i
I
*
1
! 0.u?
i

1

]

1

!
|
1
i
1
1
{ . '
.
!
!
§
1

e
e bt - o o ot bt G B Gt oo v ot et WO Mn | et ot Gy Gt et 4 et et e Bee e ot s ot | G et md et b b M e Pt et o e S e e

L
B e ce mt v O v om o D e o ae ot b b w e e ot ot e o b o o e mm B w ey ot b mm Tw e e et e em v 4 et o e v B

(LS I . . i » 1

..—---0-.-n'----o-oo-o----ou»-¢¢-po-»----q-_n—.---ogo---'----¢---_“--_.-c-_.--._,-_--.----Q---_.---;..

- 0,60 2.39 18,18 T 26,97 35.76 . 44,55 53.3¢4 62,13 70.92 719.71 R8.50

0,00

Figure 6. - Saemaul government
. “.Saemaul go gricy ' ‘

éontribution~ﬁer.agricultural population as rel?;ed to the proportion of N.A.B.
' | S o ' /Saemaul




- 36 -

Saemaul Undong must have had a sizable impact not only on the spiritual

attitude of the rural population but also on the economic development of the

rural area. This is examined in the next section.

Although the above three policy measures should have spatially selective

-development impact on rural development, i.e., only in those areas within or in
the vicinity of the areas directly affected by them, there has been one important
policy measure for raising the income level of the rural popul&tion which had an

impact spatially not selective. This is the pricing policy in favour of farmers.

"In the 1950s and the early 1960s, Korea received large imports of
P.L. 480 grain from the United States. During this,pqxiod the government did
not pay much attention to agriculture., Prices paild to farmers were deliberately
kept low as ﬁart of the over-all effort of maintaining general price étability.
After the bad harvests of the laté 1960s, however, the government began to turn
its attention to agriculture and to place a high priority on rural development.
The government reversed the policy of keeping prices paid to farmers low and raisded
the prices of agricultural products in 1969" (Song, 19772, p. 28).

Since 1968, the terms of trade for farmers improved by 22 per, cent by )
1973 and the relative position of farmers' income to urban residents ?mproved
consistently as shown in table 5. These figures indicate that the imﬁrovement
in farmers' terms of trade contributed by about 40 per cent to the riée of the

farmers' per worker income relative to urban workers from 1968 to 1973.

Table 5. Republic of Korea: farmers terms of trade ;
and income level -

Ratio of per worker income .
Terms of trade index of farmerg to urban workers-/
for farmers i
(percentage)
i
1968 94,3 27 ’
1969 97.7 29 |
1970 100.0 . 31 l
1971 106.1 36 | !
1972 113.3 37 1 ;
1973 114.7 41 ;
1974 112.0 46 k
1975 111.6 ;

Source: Mera and Song, 1978, pp. 32-33.

Note: a/ Because of a high'participation rate, the ratio of per capita
income was consistently much higher than the figures shown above and reached
96 per cent in 1974. Due to a larger family size, the average farm household
income excceded the average urban houschold income in 1974,

/3.
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3. A quantitative analysis of the rural.development policies
(a) General

The entire territory has been divided into 170 geographic zones as
shown in figure 2 and the changes in major social indicators from 1970 to
1975 have been examined as related to the rural development policies concerned. °
Due to the lack of reliable data on per capita income, the growth rate of
population is considered as the first proxy for comparing welfare levels of
zones because differentials in the population growth rate are largely deter-
mined by differentials in the rates of migration and people migrate in segrbh

of better opportunities. Details of the analysis are presented in the annex.

The results of regression analysis for the growth of population from
1970 to 1975, P?OPGZ,'are shown in table 6. A number of state variables at the
initial yéar of 1970 are known to affect the future growth of population. The
sheer size of population, TPOP70, had an apparently negative impact, while
the_shage.of the non-agricultural population PNAP70, had a definitely positive.
impact. In addition, a higher human capital content had a positive 1mpact{
both the proportion of college graduates in adult population, RATG70, and the'
proportion of school enrolment in the secondary-school age population, RATM70,
héd a positive imﬁact,' The accessibility to Seoul or Busan, the two larges?
caties in the country, had also a positive impact, with the accessibility to
Busan being more influenﬁial than the other. This is evidently a reflection
of the policy of the Government to shift industries and population to the E
south. Another notable finding is the share of medical doctors in the ﬁopu~
lation, DPTH70. Although the result should be interé}éted with care, it had

a definitely positive impact.

As far as the Government's policies are concerned; the following
conclusions can be made. The Saemaul Movement as measured by per capita
governﬁent contribution from 1973 to 1975 is significantly positively
associated with the growth rate of population. Therefore, it could be
interpreted that the Saemaul Movement had a positive imﬁact on the welfare
level of the area in which the movement took place. If this interpretation
is made, the results of the analysis indicate that $1 contribution ng.éagifa
led to an increase of population from thé level expected without any by 15
per cent during the’five-year period, throﬁgh either a reduction in emigration
or an increase in immigration. Thus, it is quite plausible that the Saemaul
Movement had an impact on the rural areas for reducing emigration or even

enicouraging return migration from other areas.

/Table 6. '




Table 6.

Estimated equations for PPOPG2

No. CONST TPOP70  PNAP70 RATG70 RATM70 VIDS70 VIDB70  SEMLP2 INVIP2 DPTH70 PDOCG2  PDTDA2 R
1. -45.81 0.7609 15.07 - 0.4671
(9.44) - (11.18) (9.12)
2. -43.06 10,27 14481 0.4248
(8.86) (10,17) -(9.12)
3. -50.31 -1.613 12,31 15.31 0.4667
(9.66)  (3.61) (10.92) (9.72) ~
4. -60.77 0.6213 0.4536 15.34 0.4838
(7.55) (6.88) (2.31) (9.98) .
5. -50.33 0.5191  4.247 15.82 | 0.4878
(9.91) (4.52)  (2.59) (10.18)
6. -47.15 10.06 14.91 12.52 024334
(8.92) (9.92) (3.22) (1.58)
7. -51.57 -0.9434 ~0.4142 6.657 15.90 0.4995
(10.16)  (1.97)  (3.29) (3.27) (10.32) -
8. -50.25 ~1.550 : 12,07 15.34 9.55 - 0.4716
(9.66)  (3.45) (10.56) (9.77)  (1.24)
9. -47.60 -2.276 6.217 14.29 104.0 0.4980
(8.50)  (4.50) (2.62) (8.58). (3.04)
10. -44.65 -1.074 © 9.610 12.85 0.2089 0.5554
(8.44)  (2.41) (7.80) (8.04) (5.44) -~ !
11. -18.61 -1.671 4.836 3.15 "102.2  0.2087 0.4328
(3.11)  (3.47) (1.51) (1.51) (5.63) (6.19)
12. -50.71 0.5146 2.888 15.86 12.12 20.01 0.4980
(8.85) (4.16)  (1.11) «(9.31) (1.54) (6.63) ;
13. -45,60 0.3879 3.732 13.52 2.474 0.1975 0.5757.
(8.82) (3.36)  (2.35) (8.51)  (1.31) (5.23) v
14. ~41.77 0.3322 12.37 9.773  6l.14 0.2174 0.5881
(8.82) (3.01) ‘ (8.00)  (1.37) (3.18) (5.80)
15. -23.59 10,4558 5.354  9.563 5.01 11.86 0.3309
(3.48) (5.76) (1.92)  (2.91) (2.12)  (1.73)
16. -14.96  -0.7292 0.3561 3.755 - 5.95 . -0.02224  0.3377
C(1.92)  (1.64)  (2.76)  (1.87) (2.50) (2.81)

. b
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The private investment in an industrial estate had a positive impact,
Although t-value is not large (but significant at about 10 per cent level),
the estimated coefficient congistently indicates that $1 investment per cagita

-

increases population growth by 10 per cent for a five-year period.

As to accessibility to Seoul or Busan, it is known from equations 11
and 15 that better accessibility is associated with a higher growth rate of
population. These equations imply that those zones closer to either of the
cities grew at a greater rate. However, equatlon 16 indicates that a greater
rate of reduction in the average time-distance to these two cities, PDTDAQ,
leads to a greater rate of population growth. Tnerefore, an improvement in
accessibility to either or botn of these cities would nelp to increase popu-
lation of the area. This.is again to be interpreted as 1t would reduce out-

migration or would increase inmigration due to welfare improvement.

A comparison of equation 16 with equations 11 and 15 indicates, however,
that a recent reduction in time distance by the introduction of expressways
did not attain the level of influence on population growth which an equal
level of accessibility already existing in 1970 did., Let us take a typical
~ zone which was 4 hours away from Seoul in 1970 and by 1975 became closer to
Seoul and Busan on the average by 15 per cent, say, 3.4 hours a&ay from Seoul.
Due to the reduction in.the average time distance, this zone would gain in '
population growth by 0.003 per cent (0.02224 x 0.15) according to equation 16,
On the other hand, if the zone was located 3.4 hours away from Seoul in 1970
instead of 4 hours, the population growth rate would have been greater by
0.213 per cent, according to equation 11, A part of this discrepancy may be
intrinsic in the sense that development potentially is determined by the -
relative position of the zone rather than its absolute position, but another
part of it must be due to the fact that those expressways were introduced
only toward the end of the five-yesar period and their full potential had not
been fully realized by 1975. Nonetheless, by comparing the effect of the
accegssibility improvement with those of the Saemaul Movement and industrial
estates developnent, it can be said that the effect of the first was substan-

tially smaller-than the last two factors,

To summarize the results contained in table 3, it can be said that
ddring the period of 1970 to 1975, the population growtﬁ'rate was generally

higher in areas which were ﬁighly urbanized, close to Seoul or Busan, having

/relatively
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relatively rich human capital and heving favourable amenity indicators such

as a high proportion of medical doctors in population. Nevertheiess, the

" effects of the. rural development policies were unambiguously ‘jdentifiable,

Although the effect of accessibility improvement was not substantial, those

of the Saemaul Movement and industriil estates development were roughly
comoarable and significant. In the case of the Saemaul Movement, $1 contri-
bution ftom the Gonernment per capita which roughly corresponded to $2:50 in
total Saemaul ekpenditure per capita led to 15 per cent increase in population
over the~five4yeer period. In the case of: 1ndustria1 estates development, $1
private investment, which corresponded to about $1.10 in total investment,zo/
led to 10 per cent increase in population, From these, it can be said that '
$1 investment 2__ capita led to 6 per cent increase in population growth in
the case of Saemaul and 9 per cent in the case of industrial estates

development.

_ The growth rate of population has been used as a proxy for welfare
of the area because people tend to move from a place of low welfape.to one
of high welfare° However, it alone would not indicate the relative level
of welfare, Another important indicator would be the degree of industriali-
zation. This is particularly important in this country as it is a country
the deyelopment'of which has been led by the induStrial sector rather than

the agricultural sector.

Tabl>.7 shows the results of regression analysis for' the diffetence

. in the percentage of non-agricultural population from 19&0 to 1975. The

| share of non-agricultural population is here taken as a proxy for induétria-
lization. A large constant term estimated for all equations implies that
‘industrialization went on nationwide, However, already highly 1ndustria1ized i
zones had difficulty in increasing the share of non-agricultural population

(a conéistently highly significant negative coefficientlfor PNAP70), It is
seen from.the coefficient for PDOCGZ-that industrialization went on in

parailel with the growth of the number of medical doctors.

As. to policy variables, we observe the following resultsi Firét,
Saemaul expenditure had a definitely negative impact on the increase in the |
share of non-agricultural pogulation. Secondly, the investment in industrial 5~
.estates did not have much impact on 1ndustria1ization. However, the accessi-
biiity to Seoul otr Busan had an expected impact. Although the link is less

clear in the case of Busan, better accessibility to one of them had a

/Table ‘7 .

20/ This proposition is derived from Mera and Song (1978).




Table 7. 'Estimated equations for DFNAP2

No. CONST TPOP70 PNAP70 RATG/O- RATM7O -PDGCG2 - SEMLE2 INVTP2 DPTH/0 VIDS70. VIDBO = PDIDA2 R
1. 14.678 -0.109% ] Fo1.21 0.1800
(11.39) (6.05) (2.94) , |
2, 11.967 -0.1347 0.08219 -1,166 ¢ 0.1919
(5.55) (5.57) (1.56) . (2.83) : .
3. 14,752  0.1666 =1.7804" 0.03458 B 0.1707
(9.86)  (1.33) (5.11) (3.19) .
4. 15.589 -0.1360 -0.08068 0.04164 -1.699 -0.1735 0.2547
(10.99) (4.30)  (0.18) C(4.02)  (3.90)  2(0,09)
5. 16.357 -0,1377 0.03943  -1.555, -0.5211 -0.00279  0.2510
(7.45) (5.60) S (3.71)  (2.19)  (0.26) (1.20)
6.  15.496 -0.1407 0.064148  ~1.681 0.2545
. (11067) (7.03) (4005) (3096) 1 -
7. 10.288 -0.1175 0.04033 , 2,034 : '0.8547 0.2500
(13.21) (6.57) (3.86) - (2.51)°  (0.89)
8.  16.290 -0.1382 0.03934  -1.545 © -0.0002679.0.2506
(7.50) (5.66) (3.71)  (2.19) . (1.18)
9.  13.9277 -0.1258 -1.257 1.709 1.15677 0.1877
(6.52) (5.84) / (1.72) (2,03 (1.16) -
10.  16.2389 ~0.1099 -1.227 ' 20.004076  0.1774
(7.16) (4.54)

(1.68)

(1.74)

/favourable
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favourable impact on increasing the share of non-agricultural population.
In addition, as seen from equations 6 zad 10, a reduction’ in its accessxblllty
had a favourable effect for increasing the share of non-agricultural dopulﬂtion

(significant at 10 per cent level).

To .summarice, urbanlzatlon or industr1a11zation proceeded nationw1de
mainly due to general development of the natlonal economy, In particularﬂ
less urbaniged areas had a big lift toward urbanization. In this context,

_ the Saemayl Movement had an effect of preserving agricultural characteristics

of the erea ratheér than of transformlng the area into an urbanized economy.

Another welfare indicator examined was the increase in the school : §
enrolment ratio of the secondary school-age population from 1970 to 1?75,5
DRATM2. The results ofAreéreeaion aoalysis are contained in table 8, _As
expected, there was an over-all increase in all parts of the country (the
intercept being about 24 percentage points). The zones having a greatet§:
‘population had definitely a greater increment. But, those with a high
proportion of non~agricultural population had d}fficulty in increasing it.
This is probably because those areas already hed a high rate of school

enrolment beyond which it was difficult to increase..

Neither Saeoaul expenditu;e 1or’invesfment in an industtial estate
turned out to be signlflcanto . The accesgsibility to Seoul, but’ not to Busan, i
turned out to have a def1n1te1y negative impact. This would be a ‘reflection
of the fact that those zones close.to Seoul had already a high rate of )
enrolment in 1970. What we see from these results is a general spread of \
secondary education to hitherto less developed areas and no specific policy

among thoge examined here had any tangible impact on it.

(b) The analysis of industrial estates ﬁ;ﬁ; -
The results of regression analysis for those variables representing

the development of industrial estates are contained in table %7 I

~ . O b

Ag far as the performance of industrial estate development ig measured

either by its value of export or the size of employment, the accessib111ty to
Seoul or Busan is kpown to:be a'deo;elve factor. If it is measured by the
accessibility to Seoul or Busan? whichever is better, TD75 or ‘VID75, or by
the accessibility to each of them, VIDS75 and VTDB75, the accessibility
variable turned out to be quite significant. The other factors which had

PR

significant effect were the availability of telephones, TPTH75, in the case
of exports, and the size of populatlon, .TPOP75, in the case of employment.
The coastal location, DUMNY is known to have-: someradvantage,‘ . o

. ' /Table 8, 1




Table £. "Estimated equations for DRATM2

No. CONST TPOP70 PNAP70 RATG70 RATM70  TPTH70 VIDS70  VIDB70 SEMLP2 INVIP2 PBTELG2  PDOCG2 R?
1. 24,63 -0.1424 -0,03504 -0,005642 0.5631
,  (16.54) (7.64) (0.80) : ‘ (0.75)
2. ,23165 -0.1812 - 0.08767 = ) -0.1878 0.5629
: (21.59) . (6.76) ' (0.86) (¢.58)
3. 26,02 0.4603 : -2,147 _ -2.381 0.6216x10"" 0.5246
(35.67) (4.50) ‘ (9.91) (3.19) (0.26)
4, 4,57 -0,1423 -0.03309 ' - " -0.5304 -G.005545 0.5635
(16.32) (7.61) (0.75) (0.36) | (0.74)
"5, 23,95 -0.1832 0.1019 -0,1927 -1.0651 C.5647 .
v (21.55) (6.79) . (6.98) ' (0.59)  (0.71). : -
. [ XM
6. 24,01 0.4567 -2.121 -2.421° ~0.8065 0.6220x107% 0.5257 t
(35.53)  (4.45) - (3.51) (3.22) (0.52)  (0.28)
o 4
/Table 9.




Table 9. Estimated equations for industrial estates indicators

2:5: No. CONST. TD75 PPOPGZ DUMMY DPTH75 VID75 TPTH75 VIDS75 VIDB75 TPOF75 R2
EXPORT 1. 146997. -48456.2 0.3237
¢ (3.87) (2.59)
2. 90465.9  -46778.2 114519. 0.4131
(1.66) (2.58) (1.41) .
3. 44189.5  -49468.7 2820.32 0.4690
(0.68) (2.87) ) (1.89)
4, -65401.7 : 69292.8  178057. 0.8173
(2.56) (7.61) (3.39) ’ :
-+ 5. 56101.7 47010.1  159042. -49126.3 ' 0.4655
(0.90) (1.09) (1.75) (2.71) '
EMPLOY 1. -8.04381 10.7762  43.6406 R 0.5683
(3.21) (1.84) (5.07) .
2. : : , 3.36 5.23426 0.557931 0.8661
(1.04) (2.00) e - (2.57)
3. -11.8298, . 13.0174  28.949 0.8676
- (=3.00) : (9.23) (3.56)
4. -8.53604 8.62188  23.4777  0.454982 0.8975
(-2.12) : (3.22) (2.94) - (1.87) -
IEINVT 1. = 65104,1  -23731.1 101458. . 0.4499
(2.01) (1.53) (3.06)
2, 123463. --22801.8 95667.9 ~1559.12 ¢.5060
(2.08) (1.48) " (2.89) . (1.17)
3. 82796.1  -21618.6 -~486.6 77607.1 . 0.3887
(1.80) (1.21) (1.17) (2.20) ’
4, 147654, -25090.8 -610.9 69056.4  -108178. ‘ ; 0.4847

(2.33) (1.45) (1.49) (2.01) (1.43)
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As regards the amount of private investment in industrial estates,
the coastal location made a significant difference. The accessibility to

Seoul or Busan had seme effect but to a lesser degrée than in the case of

exports or employment,

On the whole, the equations for IEINVT indicate the nature of indus-
trial investment. For heavy industrial investment, coastal location is
important, but accessibility to a large city, the presence of medical ‘doctors
or popular use of the telephone is not important. It can be oberated in an
enclave, On the other hand, employment-oriented industrial estates need to
be locgted in the vicinity of.populatieh agglomefations. Accessgibility is

a decisive factor for its success.

{¢) Conclusion from the analysis

Although the present analysis is restricted to an examination of
changes from 1970 to 1275, the analysis of this most recent five~year
period has revealed theﬂfollowing.

The entire territory'of the Republic of Korea is undergoing a rapid
rate of development. '%hiéiheneral'force of developmrent is predominant
probably in all aspects ot development. ' 4s far asthe development is
seen from secondary school enrolment, it ig gpreading from already developed
Seoul and Busan areas to farther and less developed areas.' For this general
development, the Saemaul Movement or the industrial estate development did

"not have any tangible impact.

Industrial 6r, to be more accurate, the share of non~agricultural
populatlon is also increasing across the board., Within this context, the
Saeggul Movement had an effect of promoting agricultural development, thereby
retardlng the rate of increase in the share of non—agrlcultural population,
However, industrlallzatlon is proceedlng from areas closer to Seoul-in
particular or Busan to areas fartheér out, For this process of spreading

out, ‘improvement in accessibility to either city has an accelerating effect,

Populatlon growth is affected by a number of policy variables
intlud1ng the Saemaul Movement, industrial estates development and accessibi-
lity improvement. Asg this indicator is considered to be the most general
indicator of relative level of welfare, except perhaps income levels for
which data is not available for this level of disaggregated areas, it can
. be said that all of the above three policy measures had an effect which had
been aimed at. Particularly, either of the Saemaul Movement and industrial

estates development proved to have a substantial effect on reducing

/outmigration
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outmigration or increasing inmigration. Their effects per unit of investment
are COmparable,“&Aéceséibility improvemeat had an impact of spreadingtthe

wave of ﬁepﬁletion growth from the two largest metropolitan areas; but their .

effect was substantially smaller.

F ThesewePatially selective policy measures certainly helped to reduce
outmigrationlfromirﬁraltareas, but many welfare indicators went up throughout
the couhtry due mainly to spatially non-selective policy measures as well as
genefel deVeiB}ment of the country. This conclusion implies :fluidity of
p0pu1atien eﬁd eetivities over gpace and suggests certain limitations to _
spatially selective measures. ‘However, it also implies that an appropriate
combination of spatially selective and non-selective measures should be
devised so that a multitude of national development objectives may best be

achieved.

"'V, AN OVERVIEW AND CONCLUSIONS

1. Lessons from the Chinesge- experience

In this eontext, the experience of China may have to be referred
to as it is often thought to be a spectacular success story-in combining
equality- and grdwth from a low level. In a gense, it has been ‘indeed a

‘great succesS,

In 1949 the ¢ountry had a severe -and persistent urban uremployment -
probler.. ﬁChinese reports of this period regularly mention dnemp}oyﬁent
figures runn1ng into the millions., Over the twelve-year period ending in 1960,
eodee the average of yearly unemployment rates for non-agricultural male
workers was at least 12 per cent and perhaps much higher. In the country
side, excess lebour supply led to widespread seasonal idleness both before

and aFter 1949" (Rawski, 1978, pp. 1-3).- Per capita GDP in 1952 is reported'
to have been about $US70 (in mid-1970's constant prices), with agriculture

domlnant in the economy (see table 10).

oy

Such condltlons have been transformed into very different ones
w1th1n a quarter of a century through an average annual economic growth rate
’of 6 2 per cent and a consistently increasing grcss investment recently
exceedlng ?S per cent of GDP, Major policies applied were acceleratlng
the rate of industrial growth, transferring the urbanites- to rural units,
and strlctly 11m1t1ng peasant migration to the cities" as well as, “collecti-
vization and technical development of agriculture" for enlarging, rural
employment opportunities (Ratrski, 1978, p. 3), Although the hastly appll-

cation of these policies during the period of the Great Leap Forward

/Table 10,

SN




- 47 -

e Table .10, Selected indicators of Chinese
Coe economic development, 1952-13974
Average
annual
growth
- rate
1952 1957 1962 1965 1974 1952~1974
(percentage)
GDP (billion 1957 yuan) 70,41  104.68 '108.29 150.64  226.24 6.2
Share in:GDPT(pércentage) o ‘
Agriculture B L0 A Y 32.6 32:6 252
Industry and transport 27.4 32:6 42,2 42.9 52.1
Population.at July 1 : .
{million) e, U571 641 704 746 916 2.2
GDP per capita (yuan) 130.15 163,30 153.82 201.93  290.66 3.7
Gross fixed capital
formation as percentage S
of GDP . 10,9 18.6 " 19.3- . 23.5 25,5
Urban retail price index 160.0 1¢9.1 n.a. 115.6 0.8

118.4

Source: Rawski, 1978,'p. 2.

/(1958-1960)
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(1958-1960) turned out premature, these policies started to materialize.
"Beginning in the late 1960s and continuing into the 1970s, we find consider-
able evidence of high employment levels and sharply reduced involuntary

idleness in both urban and rural areas ‘Rawski, 1978, p. 4).

Not only did China sharply reduce ﬁnemployment, it also succeeded
in reducing inequality in income distribution. It is reported that the
degrée of income inequality in China is remarkably low in comparison to
its own past and to contemporary developing countries in Asia. As to the
rural sector of China it is estimated thar "in the period before the
Revolution the bottom 20 per cent of the rural Chinese population received
bétween 5 and 6 per cent of income while the top 20 per cent received close
to 45 per cent," but now, Yconsidering canly distributed collective income -
and income from private plots the share of the bottom quintile is probably
no less than 10 per cent whileithaibof the top quintile is about 36.3 per
cent" /Khan, 1977, p. 274). Even the present degree of inequ#lity_may be
considered excessive for some, but is certainly better than most Asian

developing countriecs.

Although many obgervers may look into the adoption of labour-intengive
industriel development in zil parts of the country as a key factor for
bringing about this success story, the truth appears to lie elsgwhefe.
Although the continuous, repid expansion of industry -at the rafé of.around
10 per cent for nearly three decades has been the major contributor to
Chipa'ghggppgmic growth, employment creation in industry has not been
subgtantial. ”ﬁﬁgafindustrial employment acCoﬁnts for only 12-17 per cent
of incremental employment ... using a narrow or broad definition of industry"
while "industry's share in incremental product ... amounts to approximately
59 per cent for 1957-1971" (Rawski, 1978, p. 21). TFor some conscious
reasons including the need to supply most of its own intermediate and
capital goods domestically and, perhaps, for administrative and historical
reasons, "large plants in China Foday typically display a degree of capital
intensity which does not reflect aggregate factor proportions; a considerable,
and indeed growing degree of mechanization; and high and labour productivity
(Rawski, 1978, pp. 31=33). 1Indeed, there are small-scale industries spread
throughout the country, but 'despite the expansion of rural industry, lérge-
scale industry has retained its position as the leadiné force in Chinese
industrial expansion,' and "direct employment impact of collective and small-
scale iﬁdusfry is extremely small" arounting at most 15 million full-time
workers ‘Rawski, 1978, pp. 38-42). The role of small-scale mgnufacturing

'n
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in rural areas should be looked at, instead, in rélation with its complemen~

tary relationship with agricultural development, as explained below.

“It was the agricultural sector that abosrbed 'a bulk of surplus labour
in the country. It is estimated that "China's agricultural ecodomy has
succeeded in absorbing an estlmated total of 78.8 million workérs, an
increase of 30-34 per. cent over the 1957 agricultural labour force of
231.5 to 260.3 million .., while simultaneously raising the average number
of days worked considerable above the levels achieved prior to 1960 kRawski,
1978, p. 91). The factors which contributed to the expansion:dF7Iébour N
demand in agriculture were (a) the combination of growing managerial
:experience and sound économic policy at all levels of governmeht and (b)

’the presence of rapidly increasing and, by the 1970s, large supplies of
industrlal 1nputs including 'power, machinery, building materials, steel,
’petroleum.products end chemical fertilizer (Rawski, 1978, p. 57). In terms
.ofrthe uée of'}ertilizers, China came into a class with some of»thewworld's
'higﬁeet userg of fertilizers including Japan and in terms of mechanizﬁtion

of farming, Chinese farmers by the mid- 1970s became eouipped with mechanical
power roughly eqU1va1ent to the level availdble to Japanese farmers in 1955 or
1ater (Rawski, 1378, p. 59) Indeed, mechanization of agrlculture 'has
proved to be complementary rather than competitive with agricultural labour”
(Raﬁski; 1978;‘o. 66)." 1& thlé contéxt, 'rural industry can provide the.

tools and construction mate-lals needed .for water control and land develocment
projects, which in turn stlmulate local dewand for pumps, fertlllzer,

thresghers, electric1ty and other industrial goods',

To gsummarize, "during the past two decades, collectivization, and .
ﬁindustrializatlon have modified the framework of China's rural economy. in .
directions which have pernltted rural labour as we11 as land. to be ut::!.],izef1
w1th increasing intensity. Intensification of cropplng practices .and of the‘
cropplng cycle, incre331ng adoption of labour-using plant and animal yroducts‘
and ma591ve farmland construction campaigne have-contributed to .agricultural )

.development by 31mu1taneously ra1s1ng output and absorbing rural labour' -.~

iy It is to be noted that Chlna apparently took a dual strategy; the

development of cap1ta1 intens1ve 1ndustry on one hand and on the other the
intenaification ‘and modernization of agrlculture. For e11minating unemploy-
ment and underemployment, the latter contrlbuted 31gn1f1cant1y, wliile the-
former ‘contributed malnly to expand the size of the economy.

1
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Impressive as it is, this experience of China was possible under
the following conditions: ' R
r . ideologically motivated strong political leadership,
- nearly unlimited power of the. Government,

|
~ consensus -on national goals and priorities,

~r

. ! ‘
~ large country in terms of land areas, resources, and
population reaching nearly 1 billion persons.

It should be mentioned that replication of the Chinese experience elsewhere

may not succeed if any of the above and other conditions is not met.

2. An overview

Balance or equality between urban and rural .areas should be considered
aé only one of the desired goals. Interpersonal equality, national aggregate
growth; -as well as eéuality between urban and rural areas shQuld all be taken
into hccount simultaneously. Fotr example, it is poésible to have equality
hetween utbdn and rural areas, hut also to have at the same time large inter-
perBonal lnequallty, and/or to have low levele of socio-economic development,
" both in urban and tural areas. Furthetmore, inequality between urban ahd
fural areas should be congidered in a dynamic sense since the disparity can
‘change Tapidly over time, Therefore the guidelines proposed -for narrowing
ﬁrbaﬂJrural inequalities should not be considered in isolation and in, a

static way, but in light of other goals and in a dynamic sense. . ...

Inﬁgraction between the goals, such as between the’goals of “national
aggregate economic developmeﬁt and of rural and urban equalfty, and’the path
of disparity between urban ané rural areas over time wili be differeéit
accordlng to, among others, 'the state of soc1o-econom1c development of the
country, and its resource base. For example, a country like Japan since the
Sécond Wofld War - with a‘highlv educated labour force, sophisticated levels
of know-how, political stability and consensus on development goals and
étrafégieg, high levels of ébvings:and investment, prevention of imported
consumption goods, et¢. = could bring about in one or two decadeé, national

" aggregate economic growth and high levels of development, as well .as inter-
‘regional, 1interpersonal and intersectoral equality. The same approach of
erphasizing industrial-urban development may not YVield similar results in

" such a short time in those Zeveloping countries with low levels of literacy

- and know~h6w,.politica1 instability, and shortage of investment resources,

There cannot be a universal strategy for all developing countries.
For ‘example, strategies to be proposed for countries like Malaysia and

Haiti will not be the same:
/IIIn
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rural industrialization, and while helping to achieve intensification in
agr1cu1ture, by, among other factors, comvu1sory mobilization of its skilled
personnel‘ Are the Governwents of the developlng countries able to carry

out such mobilization of human résources without Jeopard121ng other important
developmént objectives7 Or "are the,skllled educated people of: the‘developing
countries willing to oFfer their Services voluntarily for the benefit of

the*r less-advantageﬁ countrymen7 Or are the Governments of'developing
countries able .to afford to pay high wages and lure their skilled personnel

to rural underdevelopeﬂ areas, in the mldst of their scarce finarcial
resources7‘ '

'%mong the causes of poverty, I am sure, the materlal factors
are entirely secondary -~ such things as & lack of natural
. wealth, or lack of capital,.or an insufficiency of infra-
) structure. -The: primary causes of extreme poverty are
s immaterial, they lie in certain deficiencies in education,
organization,. and discipline, Development does not start
with 'goods; it starts with people and their education’
w7: organization, and discipline. Without these three, all
" resourcés remain latent, untapped, potential. There are
. -prosperous societies with but the scantiest basis of natural
wealth, and we have had plenty of opportunlty to obsgerve the
primacy of the invisible factors after the war. Every coun-
“try, .no -matter how devastated, which had a high level of education,
organization, .and discipline, produced an “economic miraecle.
In fact, thece were miracles only for people whose attention is
focused on the tip of the iceberg. - The tip had been smashed to
pieceg, but the base, which is education, organization, and.
discipline, was still there ... . Economic development is |
gométhing much wider and deeper ‘then 'écdonomics. let alone_
. econometrics. Its roots lie outside the economic sphere,
in education, organization, discipline, and beyond that, in
political independence and natidnal consciousness of self-
reliance ..... Money alone does not do the trick. The -
quant1tat1ve aspect is qulte secondary to the qualitatlve
‘aspect" (Schdmacher, 1973, pp. 168, 204, 196)

In fact, development may require, above all, as Schumacher (1973,
PP. 192-193) claims, a psychological environment character1zed by political
stability, consensus and social cohesion, Unfoftunatelyg.ﬁmny of the
developing countries are burdened with political 1nstab111ty, and lack of -
corisensus - where p011t1ca1 stability is particularly 1mportant for the
process of development because by definition it is a 1ong-§grub ‘consistent

processs,
The case in point is the gxpérience of the Republic.of Korea in
rural develbﬁment, As has been analysed before, the potential development

resources.existing in rural areas have been effectively mobilized through

co-operative efforts of the village populations and their leaders. The

/Government
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"In ghort, Malaysia is already at the stage where even basic
needs can best be met by continued struttural change;

modernization, and industrialization, with a major effort of e

Plewermpe e it

redistribution, rather than by concentrating on raising the L e e

productivity of a small minority who are really poor ...

(On the other hand, in Haiti) there was, in short, virtually
nothing to work with in the development of a modern industrial
sector. .The great mass of the population were illiterate,
undernourished, and in i1l health, so that sophisticated
gervices could also play only an extremely ‘limited role"
(Higgins and Abonyi, 1978, pp. 41-42).

Likewise, since different rvegions in developing countries differ in
terms of their literacy rates, skill levels, pattern of land ownership,
productivity of agricultural land, a uniform set of alternatives should not

be used for all regions in the same developing country.-

Developing countries are imposed upon by various different constraints
and limitations. These constraints and limitations are as follows, For
example, the kind of land reform which was carried out in Japan under the
Occupation by the Allied Forces ox in the Republic of Korea after the
Second World War might be politically impossible to carry out in most of the
developing couhﬁries; or even though it can be carried out initially, due to
centuries-old feudal relations, results of these reforms may eventually be
reversed. Or it might be difficult to carry out decentralized decision-
making where there are feudal relations in the rural communif& where peasants
cannot express their.own opinions; or it may be unacceptable to the Government
becauge of the problems of ethnic separation movements. The rural porulation
may be illiterate and may not be skilled for anything other than agriculture
such that it may be difficult to employ them in an industrial sector. These
constraints may he aggravated further if rural communities are located in
inaccessible areas with large distances between them and each having a
population of several hundred people only. These different conditions in
each country make it important that different alternative strategies should
be considered simultaneously. Rural-urban outmigration, service employment
in the tourism sector, traditional arts and crafts, etc,, should all be
given due consideration as instruments for development as well as agricultural

improvements or agro-based industrialization.

In developing countries careful consideration of alternative strategies
is especially important because these countries are severely constrained by
the scarcity of skilled human resources and capital. Among them, the need

for skilled personnel is especiaily acute. China was able to carry out

/rural
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Government prov1dcd proper 1nccnt1ve° for invoking the moblllzatlon‘of
potential:tie ' All the ocial condztlons whlch Schumacher thinks are
requlred for successful development were satlsfled. Although the Saenaul
Undong has not ach1eved 1ndustr1a1~zatlon of vlllages, it has led to

Substantial increases in Farmers income’ and thelr standards of 11v1ng.

~The Chinese experience also provides a similar legson. Although
diametrically different in ideology, the.Government was able to mobilize -
effectively the.large'stock of human resources for production.in agriculture
and industry-on the basis of strong political leadership and consensus on

national priorities.

Another important point is the importance of other-accompanying
factore whichever alternative strategy is chosen, the induatrial-urban
development or aéricultural rural development., As we have seen, in.those
countries where rural-urban balance has been largely achieved (whether.it
be industrial-urban develgpment as was the case of Japan end the Republic .
of Korea, or agricultural-rural development as was the case. of Sri Lanka:
or dual strategy of industry and agrlcultural development as was the case
of Chlna), other factorv are also at plaj such as education, low populat1on
growth, increased product1V1ty in a?rlculture, land reform, and income
redlstribution p011C1es. ¥Without some of these other factor either

alternatlve strategy couid not have succeeded

For exanple, without an educated labour force -and know-how, the
high level of development of Japanese industry could not have taken place.
Likewise, one of the reasons why in Sri Lanka emphasis on .agricultural-rural

development could he maintained for a long period was: the predominance of

.rural representation-in the legislature through which the educated rural

population were able to articulate its needs and demand the  fulfilment of.
those needsr: Education, not only formal but also informal, is inportant for
bringing about an increase in productlon in the agrlcultural sector = which

is one of the factors for 1ncre381ng agrlcultural incomes and for decreaSLng
rural-urban dlspar1t1es. Improvements in agrlcultural product1v1ty necessarlly
involve gignificant changes in the method of productlon, which can only be
achleved through mass education of ‘farmers. ~This kind of education 1s only

p0331b1e when there is trust between leaders and the populace.

.No matter which alternative strategy is selected, it will not be
effective if the population growth rate is not reduced., For example,, in

Japan, the anmual population growth rate is about 1 per cent, i.e., at

/replacement.
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replacement level. 1If Japan had a population growth rate of 3 per cent
instead of 1 per cent, its development strategy of industrialization may not
have been guccessful in absorhiﬁg the surplus rural labour force, bringing
about‘equalities, and raising per capita incomes., Or, if Sri Lanka had a
population growth rate of 1 per cent instead of 2 per cent, it might not
have the massive unemployment problems which it is facing now. dr; if
developing countries with a population growth rate o6f 3 per cent follow
Sri Lanka's strategy of emphasizing only agricultural-rural development and
ignore industrial-urban development, they would face much severer problems
than Sri Lanka in terms of massive unemployment and low economic growth on
@ per capita basis,

In addition, it should he recognized that even in Japan and the
Republic of Korea in which the industrial-urban development has been the
major strategy, interpersonal and interregional inequality was reduced

initially by land reform and then by intergovernméntal transfers, pricing

and taxes/subsidies.

Even if the industrial-urban approach is taken, in bringing about
urbah-ru:al balances, a multiple approach in industrial development will be
required, comprising those industries ranging from large-scale, modern,
capital-intensive to small-scale, labour-intensive industries, and even to
cottage industries of traditional arts and crafts. Simultaneous and comple~
mentary development of large and small, capitailintensive and labour-intensive
indugtries is seen in the development of modern China Qs well as Japan ané )
the Republic of Korea (Wu, 1978, p. 38). The sub-contracting relationship
between large~ and small-scale industries existing in Japan is a typical
example. The coexistence of capital-intensive and labour-intensive industries
in the RepuBlic of Korea can be interpreted as an aspect of structural change

of the econormy from the labour surplus to the labour scarce situation.

What is important is the spatial allccation of different industries
in the national territory, Industries of different kinds in terms of
capital-intensity and skill-requirement should be located in correspondenée.,
with the hierarchy of human settlements and the nétwork of in}rastructure
so that maximum usge: can be pade of the scarce resources employed in the
industries. qu,egample, large-scale,,K modern, capital-intensive industries
need infrastruétu;g pf high quality. Since developing cojntries are shoff
of investible resources for industries and infrastructure as well as skilled
manpower, these iarge-scale, capital-~intensive indusgfiries should be concen-

trated in those areas where high-quality infrastructure and skilled manpower
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are alteady available such as in existing urban centres, as seen even in
China.: If not located in such an area, a sufficient number and quantity
of- industries should be concentrated so that high intensity of use is

assured of the infrastructure provided and skilled manpower employed.

"A 'modern’ workplace, moreover, can' be really productive

" only rwithin & modern environment, and for this reason

alone is unlikely to fit into a '‘district' comsisting

of rural areas and a few small towns. In every

"developing country' one can find industrial estates

set up in rural areas, where high-grade modern equipment

is standing idle most of the time because of a lack of .
organization, finance, raw material supplies, transport, '
marketing facilities, and the like ... a lot of scarce
capital ‘resources - normally imports paid from scarce .

foreign exchange - are virtually wasted (Schumacher, 1973,

ﬁ 178)

Iq:?akiétan, as well es in many other developing countries; a

number, pf:inopstriel estates in the pefipheral regions suffered olow rates
of occupation and difficulty in recruiting skilled labour force and manage-
rial stafﬁ._HConsequently, the rate of return on investment has been
materially lower thao planned (Toworoe,1977, pP. 29, 33, 34). On the other
hand, for industries to be developed in rural areas, "the pfoouction method -
employed must be relatively simple, so that the demands for high skills are
mlnimmzed not only in the production’ process itself but also in matters of *

organlzatlon, raw material 3upp1y, financing and marketing" (Schumacher,
’1973, pp. 175- 176). ' ‘

¢

In selectlng lower 0fder urban centres in rural areas for industrial
development, existing entrepreneurshlp and development resources should be
exploited to the maximum extent. Those towns which already have development
potential, such as those which are fast growing and those which are on the
transportation network, should be selected., For example, it is stated that
one of the weaknesses. in the present development policies in Pakis;an in
seletting rural towns {(markaz) is that "the initial centres designated were
‘often very small (i.e., with population below 5,000) or were in competition

‘with existing and somewhat larger.tradiné centres” {Townroe, 1977, pp. 26-27).
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In other words, equality in the spatial context is a matter of scale. 4
Even if the current spatial distribution of income or well-being, which often
peaks at one or a few locations and tapers off outwards, is considered
undesirable, the adoption of too many rural centres as growth centres is doomed
to failure. A gradual increase in the number of peaks would be a surer way

of achieving spatial equality.

One other point apout“rural towns is that they may have a high rate
of labour turnover and this problem should be considered for rural industrial
development. The reason is that in developing counﬁries, rural-urban
migration is mostly stép-wise9 i.e., from village to town to provincial
centre and to national métropolitan areas. In developing countries towns
mostly play a role of transition areas - such that the number of immigrants
they gain from‘villages is approximately equal to the number of out-migrants
they send to proviﬁpial centres (Gedik, 1978b, p. 45; Tumertekin, 1970, p. 165).;
The probiem may not be how to direct rural migranés initially to these |
rural towns away from provincial centres or from mefropoiitan areas; but how

to hold them in the rural towns.

In order for rural industries to facilitate equality in incomes, care
should be taken that this source of non-agricultural earnings help the lower
iﬁcome group in rural areas. There is a big potential danger in -dewveloping
countries that members of those households with cultivated land of-larger'théﬁ
the average size will be mainly employed, because they will probably have
higher education level, and better contact with the influential“peopie who, will
be hiring. This appears to be the case in the Republic of Korea (Kim, 1978,

p. 12).

3. Conclusions

The successful rural developmeﬁt in the Republic of Korea or Jaﬁan
did not take place by itself. If was a part of the over-all development process;
which has been very successful. These two cases lead to the industrial-
urban development model for achieving rural-urban b.:algnce° However, in order
for this model to be feasible a host of social and political conditions must {
be satisfied as well as purely economic conditions. Above all, patience at ‘
least for a decade or two is required before the objective of rural-urban

balance is achieved to a satisfactory degree.

In the case of Sri Lanka, equality was considered as the major
development objective. Due to a number of favourable socio-ecconomic

characteristics, its agricultural-rural development model was able to

fachieve
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achieve the major objective but the average level of ecconomic well-being
has hardly improveh. To the extent that the neople of the country are
contented with an equilibrium at a low economic level but with a high level

of equality, the model may be judged to have provided a solution.

In the case of China, a clear division was made; industry being
capital-intensive took the role of expanding the national output and
agriculture played the role of absorbing expanding and surplus labour
force, while these two acted complementarily mainly in rural development.
Income distribution improved mﬁterially after the revolution and the country
is on .the road to economic development. However, this approach did not lead -
to an instant solution. It took China 22 years (from‘1952 to 1974) to -
raise”ﬁéﬁ‘cagite GDP from $75.20. (in mid-1970s constant ﬁrices) to $145.30;

and -a- 1ittle shorter span of time for virtually eliminating unerployment.

In recent years greater attention has been paid to achigying equality
of varioug kinds and a number of new pclicy measures have been devised in
almost every country, including the Inpres programme of Ind&nesia and the
" New Community Movefent of the Republic of Korea: Theseé are the kind of
policy instruments which can be applied within the context of either grand
alternative model, the industrial-urban, the agricultural—rura} or the dual
strategy of industrial and agricultural. But, the degree of succéss which
one policy instrument can achieve depends greatly upon the social environment
in which the country islﬁlaced. Among many, national consensus on goals,

social cohesion and political stability appears to be very important.

Ag stated at the beginning of this chapter, the equality between
urban and rural areas is just one of the many desired goals. A single-minded
emphasis on this goel without regard to its economic implications will lead
to' a situation which is inferior to some other feasible alternatives. The

case of Sri Lanka could be interpreted in this way by some observers.

An imﬁortant lesson which can- be learned from a survey of efforts
made for achieving rural-urban balance in several countries can be summarized
as follows: despite growing and overwhelming attention paid to the new
approach to development based on equality in distribution, a sound, steady
and multifaceted approach to socio-economic development would be, perhaps,

a more effective way of achieving the over-all development bbjectives, when
thJgPprogph is constantly refined on fhe basis of new information made

available to policy makers.
/Annex
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Annex

THE METHOD OF ANALYSIS OF THE RURAL DEVELOPMENT POLICIES

(a) General

It can be assumed that the distribution Of activities in the Republic
of Korea was in an equilibrium of a certain kind in each of the 6ﬁservation
years. The spatial pattern of activities changed from 1970 to 1975, in
respoﬁse to various factors. Some must have been related to general develop-
" ment and some others to specific policy measures in question. General
development may have selectively favoured the development of those areas
having specific characteristics at the begiqning of the period. Thps;
an attempt will be made below to identify the factors which haQé changed 5
welfare index of a geographic area and the functional relatiqnship.among
them. Two kinds of variables are considered as podsible factors which-
changed a,ﬁelfaqe index: (15 the variables which represent the initial
conditions of the area or state variables, and (2) the variables which
represent an input or change during the period or input or increment/decrement

variables. {

-

For this purpose of analysis, the-Republic of Korea'has been diviéed
into 170 geographic zones as presented in figure 2. The geographic division
is baéed'onAadministrative boundaries of city and gun. Wherever these
administrative boundaries were altered since 1965, those effective in 1970

were used. There were 32 cities and 138 guns in that year.

Next, major socio-econonic indicators for the zones have been selected
from available data. 1In addition, those variables which represent spatial
policies have been identified and, whenever possible, they have been quanti-
fied. These 'data have been taken for the three years: 1965, 1970 and 1975.
"As most spatial policies were adopted around 1970, the period of 197G to 1875
has been intensivély analysed. The drfiniiions and the major characteristics

of the variables used for analysis are contained below.

‘ The analysis was undertaken first by identifying the welfare
indicators, the change of which during the peried of analysis would be
explained by other factors, and then by attempting to idegtify the factors

which explain- the change in a welfare indicatoruéj This was done by

/estimating .

a/ 1Ideally, per capita income or some other direct welfare .
indicator should, be used as a dependent variable. However, due to the lack
of such data, indirect indicators have been used for analysis.

e e e it - M ima .




- 59 -

estimating tHiOugh regressioch~analysis an ‘equation for the change in the
selected welfare indicator. Because our concern is to know the causal
relationship of gélicy variables with welfare indicators, emphasis was

placed on finding factors which had led to the change- in the welfare
indicator in question during the period of analysis. The input variables
considered as possible Jdeterminants include, of course, policy measures

which had been appliéd 'during the period. The following have been explicitly
examined: (1) the government contribution to the Saemaul Movement, (2) the
private investment associated with industrial estate development and (3) the

improvement in accessibility due to highway construction and improvement.

(b) The analysis of industrial estates

) There are now more than 20 industrial estates which have been
pfomoted by the Government. Some are inﬁended to Bewlabour-integsive and
some capital-intensive. The particular nature of an indug;rigl ééﬁate has
been determined by various factors. What is intended beléw is to identify
the factors which have formed the nature of the individual estate. The

factors which have been chosén as possible factors are presented below.

(¢c) List of state variables

General note: The last two digits in the variable name refers to

the year of observation, e.g., TPOP75 is total population in 1975.

Variable Definition B Source
TPOP Total population in 105 persons
APOP Agtricultural population in persons
PAP Percentage of agricultur&l popﬁlation APOP/TPOP x 100 x"’lO—S
NAPO. Non-agricultural populgtion in persons —TPOP X 105 - APQP
PNAP Percentage of non—agricultuféi population NAP/TPOP x 100 x 10_5
RATM - Percentage of school enrgiﬁéﬁt in the 1
secondary school-age population
RATG Percentage of college graduates in ' 1
adult population :
TDSE Time distance in hours to Seoul . 3
TDBU - Time distance in hours to Busan . 3
TDA Average time distance in hours to (TDSE + TDBU)/2
Seoul_andEBusan . . . '
D ' Time distance in hours to Seoul or  TDSE or TDBU

Busan whichever is less

/VTDS
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industrial- estates up to l°75 in
$US 1,000 .

(d) List of input and increment/dec*ement variables

General note: The last digit in the variable

period of observation. 1 refers to the period of 1965

to the period of 1970 to 1975. .
Vardable " Definition
PPOPG Percentage growth rate of total
populatlon e
DPNAP Difference in percentage of non-
) agricultural population
DRATM Difference in percentage of school - "~ '~
_-enrolment in secondary school-age '
population o o
DRATG Difference in percentage of college
.graduates in adult population
SEMLP Per capita governmeht contribution to
the Saemaul Movement from 1973 to
1975 in $US
SMLPA Saemaul government contribution per
agricultural population from 1973 to
1975 in $US :
INVTP Private investment in industrial estates
i per capita from 1970 to 1975 in $US
PDTDS Percentage change in time distance in hours

to Seoul -

Variable Definition : Source
VIDS Inverse of time distance to Seoul 1/TDSE
VIDB Inverse of time distance to Busan 1/TDBU "
VTDA Inverse of average time distance 1/TDA
VD Inverse of TD 1/TD
DOCT Number of medical doctors ' 4
DPTH Number of medical, doctors per 1,000 persons DOCT/TPOP x 1,000 x 10
TELP Number of telephones ) 4 i
TPTH Number of telephones per 1,000 persons TELP/TPOP x 1,000 x 10
EXPORT Value of export from industrial estates 5
in 1975 in $US 1,000
EMPLOY Employment in industrial estates 5
in 1975 in 1,000 persons
IEINVT Amount of private investment in 5

name refers to the

to 1970 and 2 refers

Source

-5

-5

TPOP

~ PNAP75-PNAP70

".I* RATM75-RATM70

RATG75~-RATG70

TDSE75~TDSE7Q
TDSE70

x 100

/PDIDB
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Variable ' Definition Source

PDTDB Percentage change in time distance in TDBU75-TDBU7C 100
hours to Busan TDBU70 X

PDTDA Percentage change in average time distance TDA75-TDA70 100
to Seoul and Busan TDA70

PDOCG Percentage growth rate of the number DOCT75-DOCT70 100
of medical doctors DOCT70 x

(e) Sources of data

1) Population and Housing Census; 1966, 1970 and 1975.

2) Obtained from Korea Development Institute.

3) Investigation of Effectiveness of Expressways (Korean),
Korea Public Corporation for Expressways, and information
supplied from the Ministry of Construction. *

4) Statistical Yearbooks, 1970 of each province and
Report on Major Administrative Indicators, 1975

5) Report on Industrial Estates, 1975.

6) Saemaul HMovement, Ministry of Interior, 1973, 1974 and 1975.

(f) Additional information on data organization

1) They did not take a population census in 1965, but in 1968,

so that we estimated population data in 1965 by using 1966 population census.

2) In Korea, schobl attendance is compulsory for all children up
to the age of twelve. Therefore, the secondary school education is voluntary,

and we consider the ages for secondary school to be between the thirteen

years old and eighteen years old.

3) There are no official statistics on time distances ﬁrom cities
and countries to Seoul and Busan. To estimate time diétance, first we have ‘
classified roads into five groups, national highways, paved national roads,
unpaved national roads, paved provincial roads, and unpaved provincial roads.
Secondly, we have assumed average speed for each road to be 80 km/hr., 50 km/hr.,
ZO km/hr.,‘45 km/hr., and 35 km/hr., respectively. Then we have multiplied '

distance by average speed to calculate the time distances.

/(g)
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) ‘Major characteristics of selected variables

) Standard
Variable Mean’ deviation Minimum Maximum - Unit
TPOP70 181,328 437,647 14,859 5,433,198 persons
TPOP75 204,144« 559,872 29,479 6,889,502 persons
APOP75 77,932 43,787 6,946 235,589 persons
PAP70 67.88 28.21 1.40 99.20 percentage
PAP75 59.069 26 .54 0.60 88.50 percentage
RATM70 41.73 12.2¢ 19.90 70.93  percentage -
RATM75 59.82 9.91 33.92 85.78 percentage
RATG70 2.55 1.99 0.72 14.13  percentage
RATG75 2.84 2.1C 0.97 14.48 percentage
TDSE70 4.04 2.12 0.20 9.87 " hours
TDSE75 3.11 .51 0.20 - ~ 6.50  hours
TDBU70 4.69 2.10 0-.20 10.44 hours
TDBU75 3.96 1.88 0.20 .15 hours
TDA70 4.36 1.43 2.37 8.25 hours
TDA75 3.53 0.92 2.24 6.65 hours
DOCT70 70.03 507.12 2.00° 6,211,00 persons
DOCT75 81.06 541.97 2.00 6,910.00 persons
TELP70 3,154 17,495 0 206.532  units
TELP75 6,265 33,978 198 429,912  units
SEMLP2 0.913  0.467 0.030 2.380 1,000 won/pers
SMLPA2 1.607 0.759 0.400 5.566 1,000 won/pers
PDTDA2 -15.70 12.55 © =45.23 0.21 percentage
PDOGG2 -30.53 299.54 -3,615.15 250.00 percentage
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