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The Distribution of Gains
from Economic Development

Felix PAUKERT?

WELVE YEARS AGO Jacob Viner was able to write: “ The output of
literature on economic development has in recent years reached
massive proportions ”.? Since then the output has increased to such an
extent that the “ massive proportions ” of 1953 seem modest compared
with the present preoccupation with economic development and the
amount of literature devoted to it. The range of research on economic
development has increased proportionally: descriptive and historical
studies of particular developing countries and regions, classifications and
definitions of particular aspects of underdevelopment, studies of stages of
economic development, inquiries into the effects of particular factors
(such as investment, employment, and recently also education, nutrition,
health and various social services) on economic growth, research into
the interdependence between international trade and economic develop-
ment, discussions about the role of the public sector in the process of
development—these are but some of the many aspects of the broad field
of economic development which are increasingly studied.

The great majority of these studies concern themselves with the
problem of what factors help or hamper economic development, to what
extent they do so, and, at the next stage of economic reasoning, with the
best strategies for speeding up the process of development.

The present study does not belong to this category of economic
literature. It is not an attempt to find out what factors play a key part in
the process of economic development; nor is it concerned with the
strategies, the criteria for decision making or with the theoretical and
practical problems of development planning. Undertaken within the
framework of an I.L.O. research programme on “ Balanced Economic
and Social Development ” its aim is to examine the progress of the
developing countries over the last six to 11 years in order to find out how

! International Labour Office.

2In International trade and economic development—Lectures delivered at the National
University of Brazil, 1953, Chapter VI. Reprinted in A. N. AGARwaLA and S. P. SINGH
(editors) : The economics of underdevelopment (Oxford University Press, 1958).
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this progress has been translated into economic and social well-being,
how the gains from economic development have been distributed among
particular uses.

There are of course a number of ways in which we can express the
distribution of gains from economic growth, but there are equally many
limitations—mainly arising from lack of data—on the method to be
used. This study will be confined to the exploration of one particular
type of distribution—but perhaps the most significant—namely that
between private consumption, social consumption (i.e., government
services) and investment. We shall, however, modify this classical three-
fold distribution by introducing a fourth element: population growth.
We shall calculate the distribution of gains from economic growth—
approximately defined as the difference of gross domestic product at
the end and at the beginning of the surveyed period—between these four
end uses. We shall note the peculiar features of this distribution in the
particular regions of the developing world and compare them with the
distribution patterns of some industrialised countries. Finally we shall
examine some factors which may influence the distribution of gains from
economic growth in the developing countries.

The method of the study

The standard measure of the money value of goods and services
becoming available to a country from economic activity is the national
income. National income can be regarded in three ways: as a sum of
incomes derived from economic activity; as a sum of the products of the
various industries; or as a sum of expenditures, where the main division is
between expenditure on current consumption and expenditure adding to
wealth (investment). In an attempt to find out how countries distribute
the gains from economic growth we shall use the third (expenditure) way
of looking at the national income.

The United Nations Yearbook of National Accounts Statistics*
presents data on the expenditure concept of national income in the
following way:

Private consumption expenditure, plus

General government consumption expenditure, plus
Gross domestic fixed capital formation, plus
Increase in stocks, plus

Exports of goods and services, Jess
Imports of goods and services, equals

Expenditure on gross domestic product, plus
7. Net factor income from abroad, equals

Expenditure on gross national product.

QL=

" 1 Unless otherwise stated, all the data in this study are derived from the figures shown in
the Yearbooks for 1957, 1958, 1959, 1960, 1961, 1962 and 1963. Population figures are mid-
year estimates published in the Monthly Bulletin of Statistics (New York, United Nations).
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In our calculations we shall be mairly concerned with the first four
items. ) . '

Item 1-—private consumption expenditure—referred to herein as
“ consumption ”, represents the value of final expenditure by households
(and by private non-profit institutions) on current goods and services,
excluding the purchases of land and buildings (i.e. investment). Imputed
value of home-grown food and of rent (in case of owner-occupied dwell-
ings) is included.

Item 2—general government consumption expenditure—referred to
simply as “ government ” or “ government services ”, represents the value
of current government services (measured by the sum of compensation
of employees and net government purchases) excluding transfer pay-
ments.! This item does not include government capital expenditure, with
the exception of capital expenditure for national defence, which is con-
sidered as government consumption expenditure.

Items 3 and 4—gross domestic fixed capital formation, and increase
in stocks—will be taken together and referred to as “ investment . This
will represent the total investment by the individuals (households), by
enterprises and by government. '

These three types of expenditure—consumption, government ser-
vices, and investment—amount together, more or less, to the value of
gross domestic product at market prices. The sum of items 5 and 6 may
be positive or negative, depeniding on whether the country has an excess
of exports over imports or vice versa. We shall ignore this sum, and con-
sequently we shall not deal with the gross domestic product (G.D.P.)
proper, but with a close approximation, the “ locally used gross domestic
product (L.U.G.D.P.) .2

1The exclusion of transfer payments follows, of course, from the basic philosophy of
national accounting where only payments made for the supply of goods and services (including
the services of factors of production) enter into national income and expenditure. Transfer
payments (taxes, grants, benefits, gifts, etc.) only represent a redistribution of national income
(within or between sectors) without adding to its total.

2 The reason for substituting the concept of the locally used gross domestic product for
the usual concept of gross domestic product is that we wish to avoid having an element of
national income that may be negative and is highly volatile. In many countries the omission
of the * exports less imports > item does not greatly change the size of national income (see
table V for the magnitudes of the two concepts) or the rate of growth (see table I for the rates
of growth in G.D.P. and L.U.G.D.P.}, but in some countries the increases are at a different
rate, or the magnitudes of different size in particular years.

Theoretically, the omission is justified in view of our preoccupation with the question of
uses of available resources (rather than with the question of the factors determining the
amount of resources available) on corndition that we recognise that a country may enlarge its
L.U.G.D.P. more rapidly than its G.D.P. by having a growing import surplus (if other
countries are willing to make loans or grants to it) or a declining export surplus; or that it
may choose or be obliged.to accept a lower rate of increase in L.U.G.D.P. than in G.D.P.
if it cuts down its import surplus or has a growing export surplus. In the former case the
country’s total capital formation, domestic and foreign, will fall short of gross domestic
fixed capital formation plus increases in stocks (items 3 and 4 on p. 368) by the increase in
the country’s foreign indebtedness or the decrease in its foreign assets; in the second case, since.
it will be repaying foreign debt or accumulating foreign assets, items 3 and 4 together will
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By the gains from economic growth we shall understand the incre-
ment in the locally used gross domestic product over a certain time, i.e.
the difference between the L.U.G.D.P. in the final and in the base period.
If we confined our analysis to the three elements mentioned above—
consumption, government services and investment—the calculation would
be simple: the increments in the three elements sum by definition to the
increment in the L.U.G.D.P., and might be simply expressed as per-
centages of it.

This type of analysis would, however, neglect one important aspect
of the present situation in the developing countries: the rapid growth of
population. If the G.D.P. (or L.U.G.D.P.) of a country grows at 2 per
cent. per annum, and population also increases at 2 per cent. per annum,
national income per head remains the same, and unless there is some
shift between the three elements (e.g. increased consumption with a
corresponding decline in investment), per caput consumption, per caput
government services and per caput investment remain the same. In other
words, population growth swallows the whole increase in national
income—all the gains from economic growth—and nothing is left to
increase the amount spent per head on consumption, government services
or investment.

For this reason we include “ population ” as a fourth use on which
gains from economic development may be spent. And we shall use the
term “ population component ” to designate that part of the increase in
national income which it is necessary to spend in order to provide the
same national income per head for the population in the final period as
the (usually) smaller population had in the base period.!

Incorporation of the “ population component ” will also affect the
definition of the other three elements—consumption, government
services, and investment. Instead of asking what amount (or share) of
the increment in national income is devoted to increasing consumption,
we shall ask what amount (or share) is devoted to increasing consumption

understate its total capital formation. Thus an alternative treatment would have been to use
G.D.P. instead of L.U.G.D.P., but to take a different definition of investment, in which an
export surplus would be added to (or an import surplus subtracted from) the sum of items 3
and 4 above. But to the extent that an import surplus is financed by means of grants as
distinct from loans—or by means of reparations, as in the case of Isracl—this seems
inappropriate.

! Again, in a study concerned with the distribution of gains from economic growth rather
than with the explanation of the growth itself, we ignore the possible effect of population
growth on national income growth. This effect, though conceivable and to some extent real,
should not be overestimated, since population increases (if due to high birth rates or to a
decline in infant mortality rates) are not for some time translated into a larger population of
working age. Further, even an increase in the population of working age does not mean a
proportional increase in the size of economically active population, if the economy is not able
to absorb the increase in population of working age to the same extent as before. Finally,
an increase in the size of the economically active population does not result in a similar
increase in national income, since with a given endowment of other production factors the
additional (marginal) working force will work at a lower level of labour productivity.
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per head, and similarly with investment and government services. We shall
refer to this amount as the “ consumption component ” (and to its share
in the total increase in L.U.G.D.P. as the “ share of the consumption
component ), corresponding terms being used as regards investment and
government services. By definition, therefore, the four “ components ”"—
population, consumption, government services and investment—have to
account precisely for the full amount of the increase in L.U.G.D.P., and
their respective shares must sum to 100 per cent.?

However, while the four components must add up to the total
increase in locally used gross domestic product, a particular component
need not be positive. It will be negative (and its share in the total incre-
ment will be negative) if there was an actual decline in the absolute
amount or even if there was an increase, provided that the increase was
relatively smaller than the increase in population. (In the case of the
population component, the amount and the share will be negative only if
there was an actual decline in the total population.) The negative shares
of particular components are a tangible demonstration of structural
changes, which shift resources from one use to another to such an extent
that economic growth, even in per caput terms, may not be sufficient to
keep the per caput level of a particular national income element from
declining.

The distribution pattern was not studied on a year-to-year basis 2,
but over a period of six to 11 years, according to availability of data. In
order to reduce the element of change inherent in taking one year rather
than another as terminus, growth and its distribution between particular
components was measured not from the first to the last year covered, but
rather from the average of the first two years to the average of the last
two years. Thus in the case of a country for which data were available for
eight consecutive years, it was possible to calculate the increment in
national income, and its distribution, over a period of six years.

1 This is shown by the formula used in our calculations:
P P P P,
Yi—-Y, =Y, (E‘l;" 1) +C -G (r,i) + G — Go (F:) +5L -1 (F:)y
where Y stands for the locally used gross domestic product (L.U.G.D.P.), P for population,
C for consumption expenditure, G for government expenditure and I for investment expendi-
ture, the subscripts 1 and 0 denoting the final and the base periods respectively. The expression
on the left side shows the increase in national income, and the four components (i.e. amounts
spent on the four uses) are shown on the right side. The share of the population component is

then Y, (? — 1), of the consumptior. component C, — C, (%), etc.
0 : 0
Y, — Y, Y, — Yo

2 Apart from the fact that analysis of distribution over a period gives more interesting
insights than analysis of distribution changes from year to year, the introduction of the
population component causes great year-to-year variability, which obscures the significant
tendency over a longer period. For a good explanation of the reason why the rate of growth
of per caput product will vary more than that of total product see Simon KUZNETs: Post-war
economic growth (Cambridge (Massachussets), 1964), pp. 105-107.
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The study covers all countries of Asia, Africa and Latin America
for which data were available !, on a comparative basis, for at least six
consecutive years, yielding results covering a four-year period. The less
developed countries of Western Europe were not covered; nor were the
centrally planned economies, which use a different national accounting
system, and whose performance can therefore not be compared with
that of countries following the United Nations system.

The pattern of distribution of gains from economic growth
in the developing countries

The study yielded results on the distributional pattern of national
income increments for 21 developing countries, of which seven are Asian,
12 Latin American and two African. In the case of seven countries, the
data relate to growth over eight or nine years, in the case of another
seven countries to growth over six or seven years, and in the case of
six to growth over five years. For one country data are shown for the
distribution of growth over a period of four years only.

Table I shows the basic information about the 21 developing
countries: the period covered, the increase in population, in gross
domestic product proper and in locally used gross domestic product
(both measured at constant prices), over the whole period and at the
annual rates of growth, and the distribution of the increases in locally
used gross domestic product between the four components.

The table? reveals great variety among the developing countries.
Thus the average annual rate of growth of population ranged from
0.89 per cent. (Jamaica) to the enormous 3.82 per cent. (Israel). Similarly,
the average annual rate of growth of the locally used gross domestic
product ranged from 0.64 per cent. (Paraguay) to 11.52 per cent. (Vene-
zuela). v

The pattern of distribution shown in the last four columns deserves
detailed comment, since it really reflects the manner in which economic
growth over the last decade or so has been used in the 21 developing
countries.

First, there is the strikingly large share of the population component.
In three countries (Paraguay, Congo (Leopoldville) and Chile). the
population share exceeds 100 per cent.; in other words population
growth more than swallows the increase in national income, and income
per head falls. In the extreme example of Paraguay the rate of growth of
locally used gross domestic product would have to be 3.7 times higher
merely to keep income per head constant.

1 We therefore include Japan and certain other countries which cannot be truly called
“ underdeveloped ”,

2 All calculations were made on the basis of three decimal points, but the figures in the
tables are rounded up to one decimal point only. .
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The population takes a great part of the gains from economic
growth in other countries too. Altogether, in 12 out of the 21 countries
more than 50 per cent. of the increment in national income went into
providing for the additional population, and in two further countries
the population component, although accounting for less than 50 per
cent., was the largest. The average share of the population component
was 69.8 per cent., a figure affected by the extreme values of a few coun-
tries. A typical (median) share of the population component was 55.7 per
cent.

Increases in consumption per head form the second most important
use of gains from economic growth. Although in four countries per
caput consumption actually declined, the share of the consumption
component was typically between 20 and 40 per cent., with the median
at 31.9 per cent.

The distributional pattern was most variable in the share of the
investment component. In six countries investment per head actually
declined over the period, and the average share of the investment com-
ponent was only 2.6 per cent. On the other hand, the median country
spent 12.5 per cent. —and one country (Japan) as much as 56.1 per
cent.—of the increase in L.U.G.D.P. on investment.

The share of the government services component generally was
more uniform than that of investment. The typical (median) country
spent 6.9 per cent., and half the countries spent between 4 and 12.5 per
cent., on government services.

The pattern of distribution differs from one developing continent
to another. Leaving aside Africa (for which only two countries
are represented), population plays a much smaller part in the seven
Asian countries covered in this study than in the 12 Latin American
countries. Comparison of the arithmetic mean of the shares for
Latin America and Asia shows that in the former the share of the
population component was greater, that of the government services
component was about equal, and those of the consumption and in-
vestment components were much smaller. Using the median, which
is not affected by extreme values of a few countries, we find that
the share of the population component in Latin America was 59.5
per cent, while in Asia it was only 39.3 per cent. The equal im-
portance of the government services component in the two continents.
is confirmed also by the median: 6.1 per cent. in Latin America
and 6.2 per cent. in Asia. The median shares of consumption are
also equal (31.9 per cent. in Asia and 31.7 per cent. in Latin Ame-
rica), showing that the lower average of consumption shares in Latin
America was due to a few extreme values. On the other hand, there
can be no doubt about the higher share of the investment component
in Asia, where the median share is 16.5 per cent. compared with only
4.3 per cent. in Latin America.
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In order to compare the distribution of the increases in locally used
gross domestic product in developing countries with that of the industri-
alised countries, a similar calculation was made for 11 developed coun-
tries of Western Europe and for the United States. This is shown in

table II.

TABLE II. DISTRIBUTION OF INCREASES IN NATIONAL INCOME OF THE INDUSTRIALISED
COUNTRIES
(Percentages)

Increase over
the period of—

Annual fates
of growth of—

Shares in the increase
of L.U.G.D.P. of—

<
o -
Country Period "; o E _§ o g: A§ .§ "§, g E
S | B glo|lnvl &) & | & 5 | &
-l =% - Py -9} 8 6] —
Austria 1952/53-
1961/62 | 9 | 81.4| 845 22| 68| 70( 02| 26| 602] 51320
Belgium . . 1956/57-
1961/62 15| 13.1| 141 27| 25(27105| 194 539|122 | 145
Denmark. . |1954/55-
1961/62 | 7 | 37.1| 416 48 | 46|51 07| 11.6| 454 73357
France. . . 1953/54-
1960/61 | 7 | 36.8| 36.5| 69| 4.6{45|1.0| 189 49.7| 55258
Germany 1952/53-
(Fed. Rep.) | 1958/59 | 6 | 52.3| 54.0] 701 73] 75] 1.1] 13.1] 56.0| 4.6 | 263
Italy . . . .. |1952/53-
1960/61 | 8 | 63.6| 588 | 4.3 | 63|60 05| 7.3|43.8}14.3 |34.6
Netherlands 1954/55- ]
1961/62 | 7 | 31.0| 32.5| 973941 1.3|298]41.7| 17267
Norway . 1954/55- . '
1961/62 | 7| 28.9| 28.0| 6.3 |3.7]3.6] 09| 224|400/ 12.4 | 25.1
Sweden 1952/53- :
1961/62 | 9 | 44.2| 463 | 55|42 43| 0.6 11.9] 46.0| 12.4 | 29.7
Switzerland . | 1954/55-

‘ 1958/59 | 4 | 17.4| 18.4| 55| 41|43 | 1.4 302 | 428| 8.1 |188
United 1955/56- ' Tl
Kingdom . | 1961/62|6.| 155| 17.4| 3.7 | 24| 27| 06| 21.1| 50.0| 1.3 |27.6
United 1954/55-

States. . 1961/62 | 7| 22.0| 216|126 | 29| 28] 1.7| 584 365| 5.6 |-0.5

The distribution of increments in L.U.G.D.P. in the industrialised
countries is very uniform compared with that in the developing countries.
Different from this general pattern, to some extent, is the United States,
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which had by far the fastest population growth among the industrialised
countries and, at the same time, was (together with the United Kingdom
and Belgium) the slowest growing country economically. The combi-
nation of these two factors gave rise in the United States to a population
component share which was typical of less developed countries., The
United States is also the only developed country to have a negative share,
albeit a very small one: its investment component accounts for —0.54 per
cent., which means that investment over the 1954/55-1961/62 period was
just unable to keep pace with population growth. Other striking features
are the small share of the population component in Austria (where
population grew at less than a quarter of 1 per cent. per annum), and
the small shares of the government services components in the United
Kingdom and the Netherlands.

Comparison of the developing with the industrialised countries
offers a striking contrast. In the developing countries by far the most
important use of the gains from economic development was catering
for growing population, with consumption well behind, and government
and investment (roughly equal) still further behind. In the industrialised
countries, on the other hand, the most important use of economic gains
were increases in per caput consumption, followed by investment, the
population use being only third in importance. The following picture
of the importance of particular components (with median values given
in brackets) thus emerges *:

Developing countries Industrialised countries

1. Population (55.7percent.) 1. Consumption (45.7 per cent.)

2. Consumption(31.9 ” ) 2. Investment (26.5 " )
3-4. Investment (125 " ” ) 3. Population (19.1 ” 7 )
3-4. Government (6.9 ” ” ) 4. Government (65 * 7 )

The typical distributional pattern of the industrialised countries
has two basic characteristics: first, the consumption component is the
most important of all, and second, the investment component is always
more important than the government services component. The distribu-
tion patterns in all industrialised countries (other than the United States)
have these characteristics. Of the developing countries, five (Israel,
Jamaica, Puerto Rico, Trinidad and Venezuela) have a pattern of distri-

! Unlike the sum of averages, the sum of medians of the shares does not add to 100 per
* cent., although it is usually guite near it. For the measure of importance of particular uses
we not only use medians, which are shown here, but the upper and lower quartiles and averages
(which are shown below, table IV). For this reason we link together the investment and
government components as of equal importance in the developing countries because, while
the median and the upper quartile show the investment component to be of greater import-
ance, the lower quartile, the average and the full range of values show the government com-
ponent to be more important.
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bution of the gains from economic growth which is fully consistent with
that of the industrialised countries. .

Fourteen developing countries have a distribution pattern where
the largest component is population. In 12 cases this is followed by
consumption and then by government or investment. This may be
termed the typical distribution pattern of developing countries, although
a few of them (e.g. China (Taiwan) and Nigeria) are not far away from
the industrialised countries’ pattern. Four of the 14 countries (Paraguay,
Ceylon, Chile and Congo (Leopoldville)) have a distributional pattern
in which the distributional characteristics of underdevelopment (ex-
tremely high shares of population and government components !) are
extremely pronounced. This is true also, though to a smaller degree, of
the twentieth country, Cyprus, where the government component is the
largest. The remaining country, Japan, offers an entirely different picture.
It has the distribution characteristic of the industrialised countries
(large consumption and investment components, small population and
government components) but in such an extreme form that it does not
fit readily into the typical distributional pattern of the industrialised
countries. Judging by this pattern alone, Japan is more developed than
the developed countries of Western Europe.

Some factors influencing the distribution of gains
from economic development

The fact that the pattern of distribution between different uses in the
developing countries differs considerably from that prevailing in the
industrialised countries suggests that there are some forces which affect
these patterns. Among such forces one can mention general government
economic and social policy, cultural and social traditions, economic

_structure, productivity of different sectors of the economy, and a number
of others. These factors can be analysed by making case studies of each
of the countries in an attempt to isolate the influence of each particular
force on the distributional pattern.

In this global study based on international comparisons we shall
confine our attention to a few factors only—to factors which are in a
way already inherent in the formula we used to calculate the distribution
of increases in national income. We shall attempt to estimate the link
between the distribution of national income in a given period and the

1 The finding that a high share of the government component is one of the characteristics
of underdevelopment is only partly established so far (by the fact that in the industrialised
countries the government component takes by far the smallest share of gains, while in the
developing countries it is of roughly equal importance with the investment component). It
will become more obvious later when the share of the government component is examined
relatively to the degree of development and also in connection with the influence of the high
rate of population growth.
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distribution of increases in national income in a consecutive period.
Having compared the industrialised with the developing countries, we
shall inquire to what extent the distributional pattern varies among the
developing countries themselves in relation to their particular degree of
development. Finally we shall take the rate of growth of the locally used
gross domestic product and try to find out how it is linked with the
distribution of gains emanating from it. First, however, having seen
the importance of the population component in the developing countries,
we shall inquire into the influence of rapid growth of population on the
distributional pattern.

THE INFLUENCE OF POPULATION GROWTH

The great share of the gains from economic growth which the
population component absorbs in the developing countries as compared
with the industrialised countries follows, of course, from the much
faster rate of population growth in the less developed parts of the world.
In order to see what type of distributional pattern would exist in the
absence of this rapid growth of population, calculations were made for
each developing country on the basis of their national income, consump-
tion, government services and investment data, but their own population
growth data were replaced by those prevailing in the countries of Western
Europe.* These calculations are shown in table III.

Comparison of tables I and III gives some indication of the extent
to which the distributional pattern of each country is due to the excess
of its population growth over that normal in the countries of Western
Europe. On the one hand there are countries (Japan, Jamaica) which
themselves have a low rate of population growth, and where practically
no change in the distributional pattern is caused by the application of
the population growth figures of the developed countries. On the other
hand, in the case of most other developing countries application of
moderate population growth rates significantly changes their distributional
pattern. As noted above, five developing countries (Israel, Jamaica,
Puerto Rico, Trinidad and Venezuela) have a pattern of distribution in
line with that of the industrialised countries. If the Western European
population growth rates are applied, six other developing countries

1This procedure should not be taken to imply that the rate of growth of L.U.G.D.P.
would have necessarily been the same if population growth had been less (cf. p. 370, footnote).

The West European average rate of population growth was calculated on the basis of a
weighted average of population growth between 1952/53 and 1961/62 of the following
countries: Austria, Belgium, Denmark, Finland, France, the Federal Republic of Germany
(together with West Berlin), Ireland, Italy, Luxembourg, Netherlands, Norway, Portugal,
Spain, Sweden, Switzerland and the United Kingdom. The population growth over nine
years was 7.54 per cent., which amounts to an annual rate of population growth of 0.81
per cent.
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TABLE III. DISTRIBUTION OF INCREASES IN- NATIONAL INCOME
OF [THE DEVELOPING COUNTRIES IF WEST EUROPEAN POPULATION
GROWTH FIGURES ARE APPLIED

(Percentages)
Shares in the increase of L.U.G.D.P. of—
Country
Population | Consumption | Government | Investment
Ceylon{ . .. ... ... 229 394 31.3 6.4
Chile. | . . . ... ... 39.8 68.1 —-35 —4.5
China (Taiwan) . . . . . . 7.1 53.0 17.3 22.6
Colombia . . . . . . .. 20.2 68.9 —0.3 11.2
Congo (Leopoldville) . . . 47.6 119.7 28.2 —95.4
Cyprus| . . . . . . . .. 18.8 11.0 354 348
Ecuador . . . . . . . .. 14.1 56.0 10.9 19.0
Guatemala . . . . . . . . 15.1 60.4 15.1 9.3
Honduras . . . . . . .. 20.7 67.3 11.0 0.9
Israel | . . . . . .. .. 7.7 58.5 9.7 24.0
Jamaical . . . . . . ... 11.1 59.5 11.2 18.2
Japan | . ... ... .. 54 323 6.0 56.3
Korea { . . . . .. ... 17.5 64.0 8.1 104
Nicaragua . . . . . . . . 17.2 76.2 8.3 —1.6
Nigerial . . . . . . . .. 18.0 51.9 8.7 21.5
Paraguay . . . . . . . .. 121.6 —934 97.8 —26.0
Peru. | . . . . ... .. 20.7 61.6 227 —5.0
Philippines . . . . . . . . 13.3 61.8 9.6 15.3
Puerto Rico . . . . . .. 9.3 49.1 12.7 28.9
Trinidad . . . . . . . . . 7.9 55.6 1.7 34.8
Venezugla . . . . . . .. 57 62.7 7.2 24.4

(Chinal (Taiwan), Colombia, Ecuador, South Korea, Nigeria and the
Philippines) acquire a distributional pattern more or less corresponding
to that of the industrialised countries. In their case, therefore, it is the
excessively high rates of population growth that are primarily responsible
for a pattern of distribution different from that usual in the industrialised
countries. In the remaining developing countries fast population growth
also partly explains the different distributional pattern: with the exception
of Paréguay and Cyprus on the one hand, and Japan on the other hand,
in all countries increases in consumption per head become the most
important use when the Western European population figures are
applied. Nevertheless, these developing countries have peculiarities, such
asa lo investment component or a high government component which
cannot! be explained by their population growth.
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Table IV indicates some characteristics of the distributional patterns
which were shown country by country in tables I to III. By taking the
median, and the two quartiles (which show values for half of the countries
covered) we see how the elimination of the influence of the population
factor brings into relief the low share of the investment component in
the distribution of gains from economic growth. On the other hand, the
consumption component is now (after the elimination of the population
factor) larger in the developing than in the industrialised countries, and
the government services component is now almost twice as large in the
former as in the latter.

Comparing as a group the countries in Asia with those in Latm
America, we find that fast population growth explains more fully the
difference in distributional pattern between the Asian and the industrial-
ised countries than it explains the difference between the Latin American
and the industrialised countries. If the seven Asian countries had Western
European population increase rates, their distribution pattern ! would
not differ too much from that of the industrialised countries, apart from
a rather higher government component. Latin American countries on
the other hand, even ifsaccount is taken of their fast population growth,
differ much more from industrialised countries in the distribution of
economic gains, mamly by their very low 1nvestment component and
high government services component.

A simple measure of dispersion (shown in table IV as quartile
deviation as a percentage of median) indicates another feature in which
the advanced and the less developed countries differ. This is the relative
uniformity of the pattern in the industrialised countries, where only the
share of the government component shows fairly substantial variability
from country to country. The share of investment is particularly uniform
when compared with that in developing countries. This remains true
even when the influence of the population factor is eliminated.

LONG-TERM TENDENCIES IN THE DISTRIBUTIONAL PATTERN

Apart from the growth of population there are other factors influen-
cing the distribution of gains from economic growth. As stated above
some long-term factors, such as the structure of the economy, political,
social and cultural organisation and traditions, etc., cannot be analysed
within the framework of this study. But an idea of the total effect of
these factors could possibly be formed by studying the distributional

1 With the application of Western European population growth figures, the median
values of the four components for the Asian countries are population 13.3 per cent., con~
sumption 53.0 per cent., government 9.7 per cent. and investment 22.6 per cent. For the
Latin American countries the median values are 16.2, 61.0, 11.0 and 10.3 per cent. respectively.
These median values may be compared with those for the industrialised countries shown
in table IV,
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TABLE IV. THE CHARACTERISTICS OF DISTRIBUTIONAL PATTERNS

(Percentages)
Developing countries (with Western
Developing countries: share of-— Industrialised countries: share of— European population growth rates):
M share of—
easure
Popula- | Consump- | Govern-| Invest- | Popula-| Con- | Govern-| Invest- | Popula- Con- | Govern-| Invest-
tion tion ment ment tion [sumption| ment ment tion sumption| ment ment
Average . . . . . . 69.8 15.5 12.1 2.6 20.6 472 7.6 24.7 220 51.6 16.6 9.8
Lowest share . . . . 6.1 [—303.3 |[—13.1 [—124.2 2.6 36.6 1.3 —0.5 54 |—934 —3.5 955
First quartile 320 21.1 41 | —105 | 11.8 | 423 49 | 240 102 | 525 8.1 37
Median. . . . . . . 55.7 319 6.9 125 19.1 457 65 26.5 17.2 59.5 10.9 154
Third quartile . . . 68.6 40.0 12.6 18.1 26.1 52.0 12.3 30.8 20.7 65.7 20.0 242
Highest share . . . .| 3733 69.6 | 78.9 56.1 584 | 603 | 143 | 357 | 121.6 | 119.8 | 97.8 | 563
Quartile deviation . . 18.3 9.45 4.25 14.3 7.15 4.85 3.7 34 5.25 6.6 5.95 10.25
Quartile deviation as
% of median . . . 329 29.6 61.6 114.4 374 10.6 56.9 12.8 30.5 11.1 54.6 66.6
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pattern over a number of successive periods, in order to find out if
there is some repetitive element in the distribution patterns which exists
even where the country is at a different level of development and its
economy grows at a different rate.

For lack of data it is impossible to make such an analysis on the
basis of comparison of several sufficiently long periods. As the nearest
approximation to such an analysis we compare the distribution of
additional resources created over time with the distribution of the
locally used gross domestic product in the base period. As the base
period we shall take the average of the first two years for which compar-
able data are available for the country in question. This distribution of
- the locally used gross domestic product at a given time (rather than the
distribution of increases in the product over some period) is of course
possible only in respect of three uses: total consumption, total level of
government services and total investment (including increases in stocks).
This distribution thus differs from that used throughout this study,
where increases in national income were divided between those necessary
to keep increased population as well off as before (the population com-
ponent) and those providing increased per caput consumption, govern-
ment services, and investment. The distribution of locally used gross
domestic product in the base period is shown in table V.

Three types of relationship were examined. First, the relation between
the share of consumption in the L.U.G.D.P. in the base period and the
share of the consumption component in the increase of the L.U.G.D.P.
over the period. Similar relationship was examined with respect to the
level of government services and third, again in the same way, with
respect to investment.

Of the three relationships, by far the most significant is the first.
Strong negative correlation was found when all 21 developing countries
were considered together, and also when the Asian and the Latin Ameri-
can countries were taken separately.® This means that there is a pro-
nounced tendency for the developing countries (and particularly for
those in Latin America) to spend a higher share of their gains on increases
in per caput consumption if at the beginning of the period consumption
took a smaller share of locally used gross domestic product, and con-
versely, to spend less on increases of per caput consumption if consump-
tion figured largely in national income at the beginning of the period.
In other words, there is a strong tendency to compensate as far as con-
sumption is concerned.

There is, on the other hand, no tendency for the share of government
current expenditure in the base period to influence the share of the
government component in the increment of national income. There is a

1 Rank correlation coefficients found were —0.74 for the 21 countries, —0.71 for the
Asian countries, and —0.84 for the Latin American countries. See Appendix I for the list of
rank correlation coefficients between different indicators.
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total absence of correlation for the developing countries taken together,
and for the countries of Latin America. The Asian countries show a
weak tendency to compensate: a small share of government services in
the base period is correlated with an increasing share of the government
services component in the increment, but the correlation is too poor to
allow any conclusions to be drawn,

The third relationship, concerning investment, suggests consistency
rather than compensation in the' distributional pattern: there is some
tendency, even if rather a weak one, for countries which invested a large
part of their national income in the base period to spend also more of
their national income increment on increasing per caput investment.
This téndency was found for the countries of Latin America and even
more for the Asian countries, but only at an entirely insignificant level
for all developing countries taken together. This suggests that while the
consistency principle has some influence within the broad economic and
social context of a continent, it is too weak to overcome the differences
between continents.

Examination of the three relationships suggests?® that there are no
long-term factors influencing the share of consumption in one direction
or another, but on the contrary that there seems to be an equilibrating
force compensating for deviations in either direction. The share of the
government component seems also to be unaffected by any long-term
factors, and seems in fact to be rather unpredictable. In the investment
relationship there is consistency, suggesting the existence of some long-
term factors making for a stable (whether strong or weak) emphasis on
investment ; but this consistency is not very pronounced.

THE LEVEL OF DEVELOPMENT AND DISTRIBUTION

It was noted above that the pattern of distribution of gains from
economic growth differed significantly between the developing and the
industrialised countries. It is therefore worth exploring whether there are
any significant differences among the developing countries themselves
which could be attributed, at least in part, to the differences between
their level of development. The usual, and convenient, measure of the
development of a country is the gross domestic product per head of
population, and the 1958 per caput G.D.P. figures, converted into
United States dollars by the application of the prevailing exchange rates
were used.

Rank correlations of the level of development with the shares of
particular components yield some interesting insights. Correlation for

1 Subject to the reservation that for no country is the period covered by the statistics a
very long one.
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all 21 countries together gave results which—although not very signi-
ficant statistically—show that in general the more advanced among the
developing countries spend a higher share of their gains on investment
and—Iless significantly—on consumption. High population and govern-
ment components were associated with the less advanced developing
countries.

The situation changes a little when countries in one continent only
are considered. For the countries in Asia, there was no correlation at all
between the level of development and the consumption component, and
between the level of development and the government component. In
the other two respects the Asian countries repeated the general finding,
the more developed countries having higher investment components
and lower population components than the less developed countries.
The 12 Latin American countries show the same relationships as the
21 developing countries taken together, but it is more pronounced. A
higher level of development was clearly accompanied by high investment
and consumption components, and low population and government
components.

ECONOMIC GROWTH AND DISTRIBUTION

The distribution of the additional resources created by economic
growth was correlated with the rate at which these resources are created,
i.e. with the average annual rate of growth of locally used gross domestic
product. In this procedure one relation is given by definition: the share
of the population component in national income increments being given
by the ratio of population growth rates to rates of growth of locally
used gross domestic product, it is obvious that with a given population
growth, the higher the rate of growth of the L.U.G.D.P., the lower the
share of the population component in the additional resources. This
was shown by the high (and of course negative) rank correlation coeffi-
cients between the rate of growth of L.U.G.D.P. and the share of the
population component.

The shares of the other three uses (per caput consumption, govern-
ment services, and investment) taken together are also linked by definition
with the rate of growth of L.U.G.D.P. With a given population increase,
the higher the rate of growth, the higher the share of the three other
components taken together. There is, however, no tautological relation
between the rate of growth of L.U.G.D.P. and the share of each of the
three components taken separately.

Orthodox economic theory would indicate high and positive corre-
lation between the share of the investment component and the rate of
growth of L.U.G.D.P. This was indeed found to be the case, both for
the 21 developing countries taken together, and for the Asian and Latin
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American groups. Particularly in the case of Latin America, a very high
rank correlation coefficient was found (+ 0.90), while in the case of
Asian countries it was significantly lower (+ 0.61).

The correlation of the rate of growth with the shares of the remaining
two components (consumption and government services) is weaker, but
the direction of the correlation (whether positive or negative) is interesting.
As far as the consumption component is concerned, strong positive
correlation exists both for the Asian and for the Latin American coun-
tries. In other words, if a country grows fast a large part of this growth
will be used for increasing consumption per head. This is true also when
all developing countries are considered together, but there the relation
is not quite so strong.

The share of the government component is negatively correlated
with rate of growth in the countries of Asia, and similar, but weaker,
correlation exists for all 21 developing countries taken together. This
finding—that fast-growing countries tend to spend proportionally less
of additional resources on increasing the per caput level of government
services—seems to suggest that government services are social overheads
which rise with economic growth but at a slower rate than consumption
and, particularly, investment. However, no correlation was found for
the countries of Latin America, where the share of the government
services component does not seem to bear any relation to economic
growth.

The share of the cbnsumption component further considered

Our framework of distribution of gains from economic growth
between the four components represents only the first step in the process
of translating economic growth into more tangible factors affecting the
well-being of the people of developing countries, A second step would
be a further subdivision of the particular components. Thus the govern-
ment services component could be subdivided into educational, health
and administrative components, and so forth; similarly, the investment
component could be subdivided by function, and also by sector (govern-
ment investment, private investment, etc.). The United Nations national
accounting framework has provisions for such subdivisions, but data for
the developing countries (in constant prices) are scarce.

The consumption component is also capable of subdivision. The
United Nations framework has a detailed breakdown of private con-
sumption expenditure between particular uses; eight of the 21 developing
countries covered provide information on this breakdown in constant
prices. Using this information a subdivision of the share of the con-
sumption component was worked out for the following five sub-com-
ponents: (i} food; (ii) beverages and tobacco; (iii) clothing and other
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personal effects; (iv) household expenses (rent and water charges, fuel
and light, furniture, furnishings and household equipment, household
operation); and (v) other (transportation, recreation, entertainment,
expenditure of residents abroad minus expenditure of non-residents in
the country, miscellaneous services, etc.).

The shares of these sub-components were calculated in the same
way as the shares of the four basic components in the increments in
L.U.G.D.P. This means, for example, that the share of the “food
sub-component ” represents the percentage of the-increase in national
income which goes into providing higher consumption of food per head.

Table VI shows the share of the consumption component as a total
of the five consumption sub-components for the eight countries for which
the information is available. The limited number of countries does not
allow much analysis, but the table is nevertheless of some interest. It
is generally thought that in the less-well-nourished countries of the
developing world a large part of new resources goes into increased and
improved nutrition. The figures in table VI do not support such a
contention. Leaving aside the case of Korea on the one hand, and of
Ecuador on the other, the developing countries seem to spend only
between 1.5 and 13 per cent. of the increase in national income on
providing better nutrition for the population.

When the share of the food sub-component is compared with those
of the other sub-components, it is found that it represents, on average,
about one-quarter of resources going into increased consumption per
head. Another quarter goes to household expenses, and a third quarter
to “ other expenses ”. The clothing sub-component is a little less important
than the other three, although in one country (Honduras) it accounts
for one-half of the share of the consumption component.

TABLE VI. SHARE OF THE CONSUMPTION COMPONENT
AND OF ITS CONSTITUENT PARTS IN INCREMENTS OF L.U.G.D.P.

(Percentages)
Share of the Shares of consumption sub-components
Country consumption )

component | Food aggvtfgag:cs:o Clothing }i?(gile;g;d congltr}rlx;rtion
Ecuador . . 23.9 —0.6 5.8 —0.7 9.8 9.7
Honduras . 19.1 7.4 1.2 9.7 —0.1 1.0
Israel . . . 40.2 12.9 1.1 3.8 126 9.9
Korea . . . 358 26.8 22 10.0 10.5 —13.6
Nicaragua . 30.3 12.6 —4.5 5.1 3.3 13.8
Nigeria . . 31.2 1.5 2.2 14 11.3 14.9
Peru. . . . 33.1 39| -01 7.9 12.8 8.6
Puerto Rico 45.2 5.5 3.3 5.8 13.3 17.4
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Conclusions

Because of the present preoccupation with factors influencing
economic growth, analysis of factors influencing the distribution of the
gains resulting from this growth have been somewhat neglected. These
two groups of factors—those influencing the creation and those influencing
the distribution of additional resources—are basically the same, but they
appear in different combinations and with different weights when affecting
one or the other process.

Some of these factors—for example the political and institutional
ones—are not readily measurable. For others, though they are measurable
in theory, data are not available for the developing countries. Others still,
while measurable and known, do not fit readily into the analytical frame-
work and cannot be easily evaluated, with respect either to economic
growth or to the distribution of gains created by it. Yet it is still worth
inquiring into the problem with the tools and data available. In the
words of Simon Kuznets—

If modern economic growth is, in essence, a controlled revolution in society, and
the revolution in society, with its internal and external ramifications, is an indispens-
able part of the total process, economic growth is neither fully understood, nor
properly measurable and analysed in a study limited to traditionally defined economic
va«ables. Yet, in our awareness of the limits of our knowledge, we still cannot afford

to neglect what we do know, and to dismiss as worthless the hard economic facts and
the contribution of analysis of purely economic variables.®

These limitations should be kept in mind when interpreting the
findings of this study, as well as the fact that the availability of data
made it possible to deal with only 21 developing countries. In what
follows, a few additional remarks are made and a few points made earlier
are stressed.

There is no great difference between the rates at which the industri-
alised countries grow and the rates of growth of the developing countries:
between 1950 and 1961 developed countries grew at an average annual
rate of 4 per cent. and developing countries at the slightly higher rate
of 4.5 per cent.? While this growth had of course very different con-
sequences in terms of the absolute amount of resources available, relative
to the income of the countries the newly created resources were of the
same order.

There was, however, a great difference in the way in which these
newly created resources were distributed and utilised. Typically, the
developing countries had to spend between 30 and 70 per cent. of the
additional resources on provision for increased population, and only

1 Simon KuUzNETs; Post-war economic growth, op. cit., p. 127.

2 These figures relate to weighted averages of all developed and developing countries
other than centrally planned economies. Calculated from data in the Umted Nations:
Yearbook of national accounts statistics, 1963, p. 332.
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the remainder was available for increasing per caput consumption,
investment and government services. In the industrialised countries
typically only between 10 and 25 per cent. of additional resources were
necessary to cater for increased population, and the amount of resources
going into improvement of income per head was thus much greater.
This phenomenon was due entirely to the fact that the population of
the developing countries was growing much faster (twice, three times
or even more) than that of the industrialised countries.

But there are other differences in the distribution of gains from
economic growth in the two groups of countries. One is the degree of
emphasis given to investment. The share of the additional resources spent
on increases in per caput investment is generally twice as high in the
industrialised as in the developing countries. This difference cannot be
ascribed to larger population growth of the less developed areas: even
if they had to cope only with the Western European population increase,
the proportion of the gains from economic growth they devote to invest-
ment would still remain at only some 60 per cent. of the proportion
devoted to this use in industrialised countries.

With respect to investment, the developing countries differ from the
industrialised countries in one further respect. While in the advanced
countries the investment component occupies a very clearly established
position (half of these countries spend a very similar proportion—between
25 and 30 per cent.—of their additional resources on increases in invest-
ment per head), the emphasis given to investment varies greatly in the
developing countries. Again, this great variability persists even if allow-
ance is made for the enormous population growth. This different emphasis
on investment is, however, not a matter of chance: the degree of invest-
ment emphasis is clearly associated with certain characteristics. The more
developed country, the faster-growing country and the country which
utilises a large part of national income on investment will continue in
future to spend a larger part of additional resources on increases in
investment per head.

On increases in consumption per head the developlng countries
spend a somewhat smaller share of the gains from economic development
than the industrialised countries. This is due entirely to their excessive
population growth, as demonstrated by the application of Western
European population growth figures: when this was done the share of
the consumption component almost doubled, well exceeding the cor-
responding share in the industrialised countries.

The share of additional resources devoted to increases in per caput
level of government services (i.e. government current services and
military investment) is the least predictable of all. Great variations occur
both in the industrialised and in the developing groups. Generally, the
share of the government services component is the same in the developing
as in the industrialised countries: it is thus the only component into
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which the fast population growth of the developing countries does not
make any inroads. With one exception there is no significant degree of
correlation between the share of the government component and the
various indicators used. Nevertheless, the fact that correlation was
consistently negative, as well as comparison with the industrialised coun-
tries, suggests that as they advance economically the developing countries
devote a progressively smaller part of their additional resources to
government current services and military -investment. As the shares of
the other three components are much less susceptible to government
action—and as they seem to be more influenced by factors like the rate
of growth and the level of development than is the share of the govern-
ment component—it is in this field of government activities that research
is most needed to determine the optimum allocation of resources, both
for the government non-investment sector as a whole and for particular
activities within it. ‘
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Appendix I:
Table of Rank Correlations

Share in increase of L.U.G.D.P. of-—

Rate
Popula- | Consump- Govern- Investment of g‘r)ct)_wth
ugcr)lrg:l?- con’f[l,)%ient conrll;?r:ent component L.U.G.D.P.
Rate of growth of

LUG.D.P.:

Asia . . ... ... —0.57 +0.64 —0.64 +0.61 —

Latin America . . . .| —0.89 +0.77 —0.02 +0.90 —_

All 21 developing coun-
tries. . . . . . .. —0.72 +0.47 —0.31 +0.79 —

Per caput G.D.P. (1958):

Asia . . . ... .. —0.39 0.00 —0.07 +0.50 +0.32

Latin America . . . .| —0.61 | +0.63 —044 | +0.71 +0.63

All 21 developing coun-
tries. . . . . . .. —-047 +0.25 —0.43 +0.48 +0.51

Share in the base period

of—

Consumption :

Asia . . . . . .. — —0.71 —_ - —
Latin America . . . — —0.84 — — _
All 21 developing

countries —_ —0.74 — — —

Government :

Asia . . . .. Lo — — —0.32 — —
Latin America . . . —_ — —0.04 — —
All 21 developing

countries — — —0.03 — —

Investment :

“Asia .. L. L. —_— — — +0.43 —
Latin America . . . —_ — — +0.33 —
All 21 developing

countries _ — — +0.15 —
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Appendix H:

The Share of the Population Component
in Some Otheér Developing Countries

Some of the largest developing countries could not be included in the
study for lack of data. It is, however, possible to calculate at least the share
of the population component in the increments of their national income, and
this is shown in the table below. Although the figures are not strictly comparable
with those in table I, or even among themselves, since different concepts of
national income were used, they give an approximate indication of the shares
of the population component. These will be found to correspond closely to
the shares calculated for the 21 developing countries covered in the study,
as five out of the seven large countries have shares fitting into the interquartile
range of shares. : '

Share (per-

Country Period Concept centage) of

. . population

component
Argentina . . .| 1950/51-62/63 |G.D.P. at market prices of 1960 79.0
Brazil. . . . . 1950-61 s s 5 1949 46.1
India . . . . . 1950/51-61/62 .» 5 factor costs ,, 1948 47.6
Indonesia . . .| 1953/54-58/59 s s 9 s 1955 68.8
Mexico . . . .| 1950/51-61/62 » 5 mmarket prices ,, 1950 47.1
Pakistan . . .] 1950/51-60/61 ,» s factor costs ,, 1949-52| 71.8
U.A.R. (Egypt) 1952/53-57/58 5 s s w5 1954 48.3

Sources: United Nations: Yearbook of national accounts statistics, various years; Statistical
Bulletin for Latin America (E.C.L.A.), Mar. and Aug. 1964; and United Nations: Monthly Bulletin
of Statistics.

392



