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lNTRODUCTION

This popoa hos two gools. The tlrst is to §how thot income
growth in income sıJbstituting developing countaie§ moy be inter-
mixed with rents not known in the ıiteroture. The ex'stjng ıiterolure
on ronts oorned in those countries is concerned with scorcity due
to interventionj whereos it will be sho\4n thot rents wıll olso be
eorned in industries which oro competitive, lf so. it cğn be shown
thot it they oro oddod to scorcity rents, totol rents moy con§tilute
on importont proponıon of income gıowth.

The second gool is to follow up tho impljcotions of growth
bosed on rents an the plonning opprooch to onolyze some develo-
ping countİies. lt will bo odvonced thot moclo-modols moy perform
poorly in rent-ridden economi€s.

ın soction ll jt wilı bo shown how rents in o specioı sense moy
omorgo in some deveıoping countries. ln section lı| tho Volidity of
tho pıonning models in deveıoping countries will be studied, section
lV is on jnvestigotion of the operobiıity of the plonning opprooch in
on oconomy orowing by rents.

ll
THE RELATloNsHlP BETWEEN RENTS AND DEVELoPi\,4ENT

Rents ore o lesult of morket plices which ore over supply price,
Eİpre§sed othenı,ise, rents oro the receipt of on owner of resculces
in excoss of his opportunjty cost, Tho r€dson why they orıse is

{') Plof€..oİ ol E.onomı.., litanbll Tochnlc.l unlv6r.lty.
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thot eıthor supply connot incr€ose or whon it increoses, less opp-

Iopriote resources {i,e., in the sense of less suited for production

ond./or o tess oppropriote comb|notion) ole used, ln the lotter cose,

so;e resource owners eorn rents ond th6 incroose ot rents co|n,

cidos with o growth of incom6

The olm of this section is to show thot thg mechonism of in,

come growth olong with the creotion of lents İs not perceived cle,

orly in the literoture, ond once it is. it con be osserted thot rents

nroy be o vory importonü source of gro\^,th in some developinğ co,

Untries.

lt is well known in tho literoture thot rents ore very hıgh in

import §ubstituting developinğ countries (,l), High rents ore ottribu-

te; to o scorcity of some commodities ond resources, Thoso com-

moditjes ond resouIces moy be imported ond/or domestic onos,

lf on lmport substituting industriolizotion policy is odopted, in_

dustliol octivtios increose. The foreign lecoulces of the country

ore timitod ond the new indu§triolizotion requires greoter imported

inputs, Therefore less consumption goods ore imported ond even so

tho remoining foreign resources moy not be enough for the inpul

needs of the em€rg:ng industrios.

Tho creotaon of rents fol previously impo'ted commoditios os o

resutt ot o redıJction ln their quontity is opporent, ln oddition to

thot, os more inputs ore imported it is proboble thot lheir prices

increoso olso, ond thi6 ls reflected in the prices ol goods p,oduced

by import substıtuıing countries.

İl ol 1.pl7"" iind.nq. en bo me.lion€d ln o,dor ıo §how the |mpoiıancö

ol ,6ni. l. Johe d6v6lopino counlİI6., xluğğe, show! ü6l l, lndl, renl!

oqual'od 7.3 p6rc6nl ol ıh6 nsnonal lncoho {1964), ,nd th,l l, Turtoy ,6nr,

i.;m lhpcrt lic6nco9 wğ,. aboui 15 p6İc€nı o' GNP in 1968 (K,uog6r 1974,),
Afte, h.van9 lnvosıigal.d th6 mğğnitudo ol i.nğ'ficioncy, wnlch is r6l,ied lo

ploto.tlon, ln th6.aso ol 6 coontries, mosllv dovoloplnğ on63, 8oİ3m" (l97rl)

lound tt.t thls magnlıud. w6! v6ry imporlanı l. th6m, snd lt,oold !o 0p lo

7 p6r..nl (Braııl) o' ıno GNP ol th6 counr.y-

tİnle, s.İtovskv and scott (197o) c.lcutaı6d tho 6'l@t3 ovorp,icdd lndos,

visl eoods (nogrly du. ro hIgh err6cıivs proroclion} ln cr@ıing an upwald

blas ln nalionrt lncoh6 {§ectolal lncomo) ol Bğven d6v6ıopino count,i€s and

i.ond 6ur thrt thiB w63 3ubstanllaı.
FoynoId. show! ıhat ın. caplt.l 3hal6 of value add6d in üs prol6crod ın-

dust.ial so.ıor i. Lalin Am6rlca, whi.h i.clocos prol6cıion renb, av6r.oes 40
ıo 50 perco.ı. comp6r6d io 20 to 30 polconl an lndu.rlaal countri€5 {Roynold.
l978).
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wlth the prospering of ındu8try. morc domesıic resoulcos ot o

6p6clflc notur;,6uch oa copitol in gen9rol, skilled lobor, etc oro ol,

sl aemonaeo by n€wly toundod lmport substitutino Industries, This

meons thot ronts oro olso caooted İof some dome§tic resource ow_

nera.

lt con ba shofn thot ther6 i9 yet onothoİ sourco of,ents
which iş not polceiv€d in the lltorotu.e. ıf lı ls, it con be shown thot

İ6nts ttrotllaİ omergo not only ln goods for whlch o scorcity lş croo-

l€d ond/or in newıy aet up lmport substitutlng industrİes, They wiıl

oıso emerge ln tiıo production of goods fo, which tho country ho8

comporotlvo odvontqg€a.

The rents ln question woutd orise in the cose of inword,

looking countrıes; when soverol lmport substituting indust es 016

set up-, theia rcspoctivo comporotivg odvontoges moy b6 different,

§omo of them moy be more ond othols loss efficient, l' thi§ policy

İs contlnuod. tt ls hlohly proboble thot the next lndustry to bo set

up wıllbo l6ss €fflcl€nt thon the prevlous ong.

lf o lorge number of commoditios lother unsuitoblo to o country

016 produced ond If for thi8 rcoson they ore vory expengıve, they

connoı be sold in quontıtieg to mok€ their p.oducııon economicolıy

teqslblo. lİ tho p.İces of o whole orroy of nelvty produced goods

connot bo r.duced sıoniflcontly, the prlces of othor provıouşly

oxisting ooods shouıd incr€os9 so thot o morkot is crooıed for tho

formor. Thi§ woutd meon thot renls oro creoted for the foctor ow-

ners of provlously pİoduced goods. Theroforo, if o country storts
productlon ln flglds whero it is comporotlvely lesg €'ficlen,, ,ent6

5houtd bo €orn6d ln moro offltlont tloıd8.

Tho conventionol method to meosuro tho effoots ol rents ond

lnofflclency htroduced by on lnword lookIng industriolizotlon İs to

leevoluoto the products of tho lndustrlo! sector by lnternoılonol pll_

ce§. Although thls method, to 6ome oxtent, ıhe overvoluotlon of tho

notlonol ıncomg dug to o propogotlon of ronts ond to tnefflci€ncy,

o more comprohen§lva moosuro lvill bo offorod beıow, Bofor€ doıno

ıhot hi,o qu€stlons 9hould bo onsw€r6d.

Flrst, hol., oro the sympothetic prico rlges (rentsl goneroted?

s€cond. hotv doos th€ new lndusıry romoin vloble under generollzed

lnflotlon, wlth cost§ soon follot ring prlc6s?
An oxoct ond lnvoliobl€ mechonlsm supportino ond/or mokıno

po§8lblo sYmpothotlc pİico rlaes i§ dlfficult to tİoco h9.o. Actuolly,



lts flndİng ls mor6 o' on emp|rlcol work (1.o,, the obs€rvotİon o' how
thg prices of the effici€nt indu9try ancreosod) rotheİ thon o th6oİe-
tlcol speculotaon. whot w6 shouıd do h6rs would be to §how the
thoor€ticol n6c6sslty ond olso the possibility of sympothetic pric€
incloosos by m6ons of o tentotive mochonism.

ln ordol to show th6 necessity of sympothetic prlco ris€s or-
ouments simılor to those put forword by oconomists believing ln o
bolonced g.owth con bo thought of (seo, Nurkse 1963). lf tho pro-
ducl§ of the lnefficjent lndustry oro to be bought jn sufficient qu_
cntlt|es ond lf they connot be exported. th€re ore two possjbilities:
tho productlon in efficient industrıes shouıd increo§9 ond/or thelr
prıcos should rlso. As there oro llmits, such o5 scorclty ot copltol,
nocessory sklll, aestrolnts to productivity increose, etc., the e)(pon-
sion of the ottlclent industry sufficiently to oenorotğ incomes to buy
the ploduct of newıy set uD induatdes would bo difflcult. ln roct.
tho productlon of import substltutlng industry wılı bo hlghor thon
prev|ous lmpons ond they will seıl foİ highe. pricos. Thorofoİg ln
ord6r thot they moy bo bought the prices o' the efficlont lndustry
Ghould rlsğ.

AsŞumpılons obout cost conditions in tho eft|clent industry
0İ6 vory imponont here. Th6 first posŞibility ls thot produciion doe§
not |ncr€os6 ln offlclent İndustry ot oll. ıf this is the co66, the pİic6s
will lncİeose ot o roto whİch would creoto ğaough lncomg to buy
commodities p.oducod by the lnefficient lndustry.Th€n oll price
inclooses would be roflEcted ln rents fğ foctor oı^rners, ns focloa
eohlng ln the lnefficlent lndustry ore short of rentg, oquüllzotlon
of İoctors eornings would not ollow for thls to b€ continuing, But
ıjntıl th6 now €quİlibrium |s restored, İenta would be eorned tem_
pororlly ln th6 erfıci€nt industry.

lf !Y6 suppo8o thot productlon ln the effıclont industry could be
incrooaed, th6n on ossumption reıoting tho rolotionghlp oetwoen
costs ond relurns should b9 mode. lf cosl§ remoin congtont os pro-
ductlon incleoses, rents wıll not be eorned. Rent§ would be oorn€d
only whon the cost oi production of new producerc would bo hlg-
he, thon the exlsting ones.

lt §eorn6 thol the emorg6nc6 o' İents ış closely connected wıth
tho relotionshlp botwo€n comporotlve odvontooes ond cost condltl-
on§. lf lndustrles hovıno gleotor comporoi|ve odvontoges 016 oll
conEtont rğıurns industrles, lents do not emergo. This reosoning ln-
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duc66 us to inve§tlgote tho nolure of compolotIve odvontoges. l'
foctors creoting them or9 connocted with tho relotivo obundonce of
c€İtoin foctors of production ond if th€ eftlci€ncy of newly used
cne§ is inrerlor to plovIously usod onog, lents would be ecrnod by
thoso foctor ownerg.

There is one more foct. The increoso of production would ro,
quiro in oll co§es the use of copitol; os the spe€d of the incroose
o' copitol connot be speeded ond os the incroose of prodüction in

|ndu§trıes hoving lo§s comporotiYe odvontoge§ of o country is of o

noture to require greoter copıtol intensity, the oornings of cop|tol
ğhould increose olong ith lnword looklng induslriolizotion,

Tho noivete of the roo§oning is opporont heae. The orgum€nt
l6od§ to the concluslon thot the increose of copitol eornings coused
by tho pİoduction ln lndu§trles hoving les§ comporotivo odvontogeg
ıs collod ronts, Thıs moy not be wrong in vielrv of tho definition thot
oll thoso eolnings over the supply price con bo considered os İents.

Now the second problem... How does lhe nğ^, industry remoln
vıoblo under genelolizod lnflotion? Agoln. this orgument is simi|or
to those odvonced by Lotin Americon structuroli§ts. This time onot-
her foctor js odded to those listed by them. ln foct, oll those co-
untrlo§ grouıing by rents oro burdened with inflotion which, in somo
cos€§, is supressed, to o certoin extent by keoplng tho p.icos of
the ogİiculturol sector low, most of the time by keepjng exchonge
rotes low. ln othor word9, tho tendency to k6€p pİice rotios in tho
oxpected direction hos olwoys forced inrlotlon in thoso countrleg.

As soon os tho €melgence of rent in competitivo industry i§

coptured. the difforence between those ond Ricordion rent should
be shown. Actüolly, ot first sloht they moy look th6 some. ıt ls well
known thot in Ricordo lents oro eornod by mor€ opproprıoto foctol
owners. BlJt when the present cose ls scrutİnlzed, lt will be opporent
thot the emergencg of rent§ in the Rjcordlon cose wos mode pos-
§İbl6 by tho productıon of ono commodity, l,e., corn, whereos whon
sev6rol commoditiea ore produced, thi§ possibılity vonishes.

when the Rlcordion coso is extended to s€veroI commodlti€s
the rents he hod in mind would be dec.eosed oİeotly becouse inef_

'ıcıoncy 
difroroncos tlonsloto themse'ves to hİğhel prjces oİ soverol

goods which hove smollor comporctive odvontoges. whereos thİs
pos§lbillty does not exlst ln Ricordo: morğ productlon tİonsloteg
lt6elf to hlghor ront§. lt l§ not supposed thot o multlplicotlon o'



commodltl€s would onnıhllote oll r€ntş: ihey do exlst. But wh9n thi§
hoppens tho omount o' Riclrdlon renta docreo8ea but thg klnd of
rent9 oxDoundd h6re 6mergea.

once thğ Grootlon or the origln ot rgnt§ ls dotectod, lt8 .ğ-
percusalon on tho othel §ector§ of lho economy should bo 8ouoht.
ln othoİ words, §o for th6 first round |s cover9d up; now we como
to tho aecond lound.

ln foct the obov6 §totement tokes us up bock ıo physlocrotic
thoughts ond/or to tho clossicol (smith, Rlcordo) opp.ooch to the
workino oİ tho oconomy. They were intero6t6d In the oİioln of w€_

olth (r€od, notionol ıncome) ond onco it wos crooted its 9pending
would glvo rise to 

'unher 
incom6. The reoson|ng here i8 slmllor to

it. Howov6r, physiocrotg boli6v6d thol tho orloın oİ woolth wos
ogricultuİe ond onc6 |t 18 €ornod. lt would givo rlao to employment
ln the |ndu8triol ond aarvice sectors of tho oconomy. wherooa oc-
cording ıo my orgument th6 orlgln of lncomo is shifted to tha in-
dustrlol §€ctor. Th6,6 ore §6v€lol r€osons foİ thls shift. Th€ dyno-
mic§ of |ncom6 cleollon seom to hove tumed to industry ın our
tlm6s. Th|s 16 becouao of th6 difflculty of lncr€oslng ogllculturol
productlon ond Engel Low, i.6., wh€n th€ country 6nrlch9a, thg pro-
portion of 8pendlng on ogricullurol 9ood6 decr6ose5. Thoreforo |t

ls notuİol thot (whğn lnt€motionol trod6 ond toudsm ole put in
thelr propor ptoc6) tho orlgln ot d€volopment 9hlfts to lndustry.

Actuolly, the work thğ phy§Iocrots ond/or closslcol econo-
mists relotlng to dovelopment ia forgotten ond oll 

'octora 
connected

with development ore acrutinizod ond thoy oİa put togoth€r wlthout
gıvino prlmocy to ony of them. whot l do 18 to ıu.n bock to th6
clossıcol r€ogonlng.

onco tho orioin oİ devaopment i9 deiected, lt l4ould not be
difflcüjlt to İollow up ita reporcuaalon on thğ other sectoİ8 of the
oconomy. whon lnerficlont industry 

'louai§ho§ 
ond uhon rentg ore

€omed ln th€ efficignt lndustry. o 6moll proponbn o' oorningE w|ll
bo §p€nt on ogriculture ond tho lest on industry ond moatly on §€r-
vices. Thl8 lrould moon thot the sorvlce soctor will expond olono
wlth cü9otlon of .ent8,

Tho oxpongion of tho seİv|ce aecto. conalata ot both üg ancro-
o§ğ ond tho voİum6 ot §eİvico9 ond thelİ prlc€8. ln 

'oct, 
oa mor6

incomo lğ €ornod becou8e o' renta in the efrıcient lndugtrlos otl
9ornin08 8hould bo orfectod by lt, €ornlngd ln th9 s9rvlco 8€ctor
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beıng bo one of thom. (Lot mo r6mınd ot thıs stogo thot o9 o re8ult

of whot ls colled duollsm botwaen ogr|culturol ond nonogİicuıtu,ol

6ecıors, rentg ore not shorod by tho oğaiculturol sector.)

A striklng chorocteristic of devoloplng countrles would foclli-
tote th€ emorgenco of ronts: thia ıs tho duoıi§tic chorocter of aomo

doveloping countrlos (Lewi§ 1954), ono ogriculturo| sectol olong

wlth o nonogriculturol one. Even It the th€oaeticol schemo put İor-

word by Lgwls ond d€veloped by oth€r§ (Jorgonson 1962, F€l-

Ronis 1962, Holris - Todoro 1970) |s nol occeptod totolly, ot leost

two observed rocts çon be drown upon to shoviı thot two §ectors

of tho economy con bo disllngulshed quite distinctly. one l§ the

tendoncy İeIotlng to on ever lncreo9ing §hore of the nonogriaulturol

aectol in tho notionol lncomo olong wlth thg ploceEs of develop-

mğnt {whlıe thot o' ogracutturo shrinks). tho cther lş the €orning
dlff€renc€ b9tw€sn thoae two 8ectora.

The stoİıstlc§ shot1 thot th6 oo.nlng dafference betwoen those
two sectors ls oround 2 timos {1.o., tho eornings ln the nonoğricul_

turol) in th6 9orly yeors of dovölopment. lt oo6s up to 2.5 when tho

country r6oche6 th6 gtoge of o middte lncomo country, ond then lt
begıns to docreoso os the country dovolops. ln hlghly dov€loped
countİios th6 lotio lş nğorly on6 (Kuzn9t§ 1966, chongry 1975, 1979).

Althouoh th|6 ls o gonerol tendency thero ole wide voioİlons
oround lt, especlolly ln middle lncome countriğ9, 1,o., whll9 the

expected fıoure is 2.5, therg ore sevelol countrie6 where it moy bo
much highe. thon thot, such oa thğ co8€ lg in Turkoy, over 5.

As nonogrİcultural sectorş oro dollmlted ond ln§ulotod from the

ogriculturol dector o' th€ economy, rents moy em€loe ond be sus-
tolned in the nonoorlcultuml soctoa. First of oll. ronls ore noa 6hored

by the ogrlcutturol §€ctor wher6 o gleot proportlon ot tho populo-

tlon llvos. secondly, o oreot proportion of export6 originoteg 
'romogİlculturo ln thoso counlİlea; thelofolo thero ls not much room

for rcnts ln ogdcultur€ os rcntg connot be oxpoatgd. Thirdly, ıherğ
ls o rolotlonship betweon import substiıutlon ond r€nt9 ond oa lm_

port sub§tltutlon occurs ln the nonogrlculturol soctor, it l8 probob_

le thot r€nts should exl8t in the nonogİlcuıturol a€ctor.

lt con bg shown thot the eorning dİfrorenc€ betweon tho two
sectors oİ on oconomy con be o bettor meosuİo of rğnts compoaed
wlth oltornotlvo onea. Flr9t o' oll, ports of rent6 ola creoted |n tho
aorvlço aector As tho lncorrıe of ıhe |ndustriql aocıol lncreosea

11



oıong wlth rents tho demond foİ the sorvice gector wall bğ hlgh€r
thon if th€rg hod not b€en İents, This will crooto o greotor demond
for tho §olvice sector; thls or€oter demond in lt§ turn lrlll glvo rı§o
ıo r€nts ln thot sectors. Therefor6 o moro re,ovoluotion of products
by lnternotıonol prlcos ln the induştrlol sector does not tokğ cor6 ot
oll r6nts ln the economy. on the othor hond, th€ prıces o' products
ln tho servlce sector gvoluoted by internotionol pric€ş do€s not
m6dn much os most ot them ore homo ooods, the price of which l§

cl€orty reloted to tho conditlon9 In th€ domestlc oconomy. (seo
Bolo§so 1964; krovis et ol 1975 ond K.ovis et ol 1978).

Another meosuro of ovoluotjno rents l§ to use sectoİol eff€ctl-
ve rotes of protection. Thls method would not bo of ony use oa o

oreot proponion of rcnls or€ not ooıned in tho protected |ndustrlo§;
thgy oro oorned in eftlclont industries whlch ore not protected.

Ther€fore eornlng diff6aence9 should be o bettel moosue of
r€nls.

once r6nts or€ creot9d, theia shoring dependg on the borgohıng
poflea of vorious lncome €omol§, os woll os on oconomic orgoni_
zotlon. As there l9 not o §trono relotlonshlp between supply ond
prlce, the exoct proportlon of the product to be opproprloted olther
by lobor ond/or copitol connot bo determinod by thelr mo.olnoı
productivlty. Actuolly thg presence of hlgh İontg diston8 the meo-
nlng of ttıo moıginol productivity of o İoctor.

The tovel of lonts moy th€refore be meosuled w|th tho €or-
nıng differenceg botwo6n eorninos in the ogriculturol ond nonogrl-
cultulol aeciofs. Agoin tho tronsformotion of the İndustrlol structule.
l.e., the lncr€osg of tho shore ot the nonogriculturol sactoa ond the
decİooso of thot of ooriculturg, would olıow fol ov€r lncaeo8lng
ronta.

The wholo r€o§onlng leods to on onolyşis oİ whot ls collod
pottgrns of dov€lopmont. ln rec€nt yeura, somo oconoml§tg (s6o,
€8p6clolly chenory ond syrquin, 1975, ond chonory, 1979) trled to
6tudy both the lnltlotion ond the procegs of dovelopment und6l
aeverol cotogorle§ such os ,l) Primory gpeciollzotion, 2) bolonced
gro,vth, 3) |mpo.t subsıitutlon, 4) lndugı.lol spoclolizotlon.

Tho olm of th9 obovo clossltlcotion ls similor to o cenoln ex-
tent to tho closslcol opprooch in the sense thot the source ond
propogotlon of d9veloomont is onochod to ono oı tho pottom6.
Although |n the c|ogsicol cose the origin ı/vos ogrıcultur€, occoİding
to chenory 4 dlft6r6nt pottoms could bğ distingulshod,
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Aı first slght, the present opprooch, i.e., development by renls,
rnoy seem to be o difforent nome glvon to development bosed on

the import substitutioni ond ogoin tho existence ot ronts in import

substitution is well known in the literoture, BUt it is opporent thot
my opprooch goes deepe. thğn it. First of oll, the origin ond pro-
pogotıon of rents exploined in my opprooch is different from the
existing literoture: omong other things rents ore creoted jn effi-
cient industries rotheİ thon inefficient one. secondly o meosure ot
lents. i.6., eorning differences bei\ıveen nonogriculturol o,nd ogricul-
turol eornings, is suggested ond its implicotions ore followed up.

on top of oIl those, the impocts of rent bosed development ore
drown out,

lll

A SUGGEST|ON FOR THE ANALYS|S OF THE FUTURE

OF AN ECONONÜIY

onco it is concluded thot the creotion of rents in the develop,
nrent of on economy is importont, both the onolysis of the pcst
perfoamonce of on economy ond its fulure should be dilferent from
the troditionol one,

ın the modern liteloture the tuture of on economy is onoırzed
by whot is colled plonning opprooch. ıt consists of severol equoti-
ons ond thejr simultoneous solution severol strotegic mocro-mog-
nitudes of ğn economy ore brought together in different equotions,
Ditferent mocro,mognitudes ore token os voliobles ond they ore
leıoted to eoch other by porometers. Porometers ore found by me-

ons of econometric methods bosed on the post observolions relo-
tin§ to the economy. Although porometers ore odiusted in some
coses, th6re is o tendency to keep them constont most of the time.
The most lmportont porometers re'ote to the re|otionship between
inpuıs ond outputs. More specİficolly, copitoI coefficjents, {copitol/
output rotios), lobor coefficient§ (loborlcutput rot]os), input-outpul
rotios (on anputoutput motrix colcıJlğted occordıng to the number o'
sectors), porometors showing productivity ıncreğse of severol foc.
tors, etc. once thore is o tendency to keeD those pcrometers cons-
tont, the substitution omong severol inputs wouıd h6 impossible.

The upshot of the present onolysis i5 this] once il is concluded
thot lents dominoto the notionol income, the post relotionship bet-
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ween input ond output connot be pro|ectod lnto the future. This i9

not only becouso of tho voriobility of porometers os o result ot

sudden chğnges in rent§, it con oIso be shown thot the existenco

ot rents wouıd croote difficulties reloting to trode, price levels

employment, distribution. etc. lf etforts oro djlected to overcomo
thoso diflicuıties, the decr€ose of rents is o necossity, on the other

hond, if rents decreo§e oll those provious porometers would be

mode irrelevont right ot the beginning.

8efore plesentang tho leosons supporting tho orgument obovo
(which ı^/ill be ottempied in section lV), jt moy be usefuı to mention

some reosons found in the conventıonol literoture showing the İno,

dequocy of the modern plonning opprooch in developing countries,

As is summorized obove. tho ideo behind mocro-modeling ls

bosed on tlvo ossumptions. The filst i6 tho stylized bohoviol of
economjc ogonts ond tho oxistonco of institutlons supporting it. lt
is doubtful whothea those ossumptjons con be mode in ğ developing
country. The second ossumption r€lotes to o constoncy of stotic
relotionship betwoen inputs ond outputs.

6ome economısts explassed thoir doubts os to tho odequğcy ol
ossumptions lying under the funclions constituting integrol ports of
mocro-models in develooing counlries; they ore| (o} producers oct
unclgr th6 profit moximizotion mctive; (b) tho ollocotion of resour-

ces omonq firms ond industlies is offected occording to thelr roİo,

tive profitobillty. i.e., foclors of production ore sensİtive to pric6
incentives.

Agdin, somo econo.rnists show thot the stotic leıotİonship bet,

woen inputs ond output9 in the prcduction functjon method does not

hold in developing countries. cu-. to the dynomic ond institutjonol
chonges which hove been occurrjng in them. Morecver, it is shown
thot tho ğssumptlon os to the constoncy of foctor shoros disgui§es
the most importont foctors ccus:ng development (strooten 1972, pp.

140-146).

Another foctoa moking tjle tlso of mocro models difficıJıt to
opply in doveloping countlics is the eıistence of duollsm in them.
ln foct, in most mocro mcdeis opplied to dev€loping countries tho
duolism ossumpıion is inserted into it. lt is w€ll known thot in the
duolistic mcdel, first formulot€d by Lewis (1954) lobor in the no,
ncgriclllturol seclol reccj\res on ]ncomo which is determined by
ogricııltlJlğl woges, whlch as determined bY overoge productiVity. The
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rost ls colled 8urplu8 ond ie oppropİıoted by oopiıoıists, ln th's

Echom6, wogea ln the ogrlculturoi ond nonog.lculıurol sectorg will

not be 6quol to ooch othgİ. Ther€İore tho morgino| productlvity ru-

te whlch con§titutos thg foundotion of moclo-modols connot bo ln,

serted ln o mocro modol. But it is demonstroted loter (Fol-Ronİs,

1062; Jorgenson ,|9o2; Horris - Todoro 1970) thot the duoıistic opp-

rooch ond tho use of lh6 rule of mo.glnol productlvity could b€

reconcıled lıh ooch othor,

Thogo 
'octs 

olo woll kno^/n in thğ lltoloiuro; stl|| most eco-

nomi9tg use mocro-models. They do noı ıook stroagty enough ıo
re|ect tho whole mothod. But when thare ole rents, some of th€

most importont operotionol concepts ot mocro-mod€ling lose much

ol thelr uŞeİulnes§. This will be shown ln tho ngxt aoctlon,

lV

FOUR OPERATIONAL CONCEPTS RELAT|NG TO

MAcRo MoDEt S RtCoNslDERFD

once o mocro model is constructed there ore some concepts
which moke it operotionol in the sense thot if they ore used in

onolyzıng the source of growth of on economy ond/or in predicting

its future, sev€rol concopts ore freely used. They oro: (o) the co-
pitol/output rotio; (b) the olosticity of subst!lution of severol toc-

lorsj (c) tho equolity of morginol productjvily beıween ogriculture
ond noncgriculturol sectorsi ond, ld) the selection of endogenous
ond exogeneous voriobles.

lt will be shown b3lcw thot when hjgh rents ore cleoted olong

with c'ovelopment, thoso concepts ıoso mı]ch of thejr operotjonol
Volues.

The copitol/output ,oıio ond nığcİo models

Vy'e know thot ln order to moke mocro-models operot]onol co-
pıtol/output rotio is sıJppo§ed to be constont |zercmbkğ 1972, p.

44; Toylor, 1979 p. 145-146|,

once o constont copitol/outpuı rotio is occeptod, those mo_

ttels would eosily bo mode operotioni! in th6 sense thot if the in-

vestment is detğrmlned, the income incrğoso vrould flow faom it.
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could thls ossumption bo odhered to in on economy growing
by rent? lt ls shown obove thot tho growth of th€ economy moy be
closoıy roloted to the_ exlstenco of rents, i.e., tho oconomy grcws
olong with ond proponionotely ıo ront6. The İelotionship between
cQpitol growth ond in the period boforo ond ofter the switchjng, ond
if outpyt is more under the influonco ot the intomotlonol prices
ofteİ it, it is proboblo thot copitol/output rotio will increose.

Does this onolysis suggest thot the welfore of tho communİty
(moosured by the omount o' goods consumed) would decleose
os o result of on incroosing copitol/output rotlo meosured in

terms of internotionol goods? ln other words, ore we confronted
with o question ot wolfoao or meosurement? we believe thot both
oİe intermlxod ln th6 6en6o thot iİ prico rotlos chonge, the some
bosket of goods moy meon o different welforo for the community.
on top of thot, it the volue odded by the industriol sector diminjs-
hes in torms of internotionol goods, tho demond for the servİco
soctor moy olso decreose, ond thls wouıd creote o downword
Influence on incomes.

Tho meoning of thls compljcoted stotement 9hould bg cıo-
rified. Reseorch by Krovis ond ossocjotes (Krovis et oI 1975, Krovis
et ol, 1978) showed thot the prices of nontrodoblo goods İncreose
olong with development relotively to troded goods. A greot pro-
portion of these goods ore produced in tho sorvico sector, There-
fore the increose of production (which moy be colled development)
olono wİth impori substituting lndustriolizotion would require thot
the demond for this sector would jncreose, which would tronslote
portly to tho incroose of the volume ond portly to pİice increoses.
Nov, it income shrinks in terms o' internotionol prices, o reductİ-
on should be expected in the service sector ond thls would moon
on lncleo§e in tho oveaoll copitol/output rotio roloting to tho wholo
economy.

Tho ossumption os to the constoncy of foctor shores is on in_

tegrot port of most mocro-models (see the mocro model by Toylor,
1979 pp, 145-149) Tho constoncy ossumptirn which ls bosed on
the unit elostİcity of substitutlon i6 used to djsoggro3ot€ the ef-
fects of input ond non-input İoctors in development. This motliod
is most successİuıly used by Denison (1968, 1974, 1979) to disoggİe-
gote the source of growth in the Americon economY. lt ls welI
known thot this ossumptjon depends, olong with othors. on tho
rule oİ morginol productivlty. whoreog os wos shown throughout
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this ortlcle, ln on economy ıu;l of lents the relotionshlp Dotween

morginol productivity ot foctora ond their 9hore is very looso

Thor6 is onother dimensıon ol tho substitution. lf the substitution
is lookod into from the polnt of view, of indlviduollirm. most of the

ossumptions of tho mocro-plonning con be opplied. But the ge_

nerol loveI of ompıoyment (or unemployment) should be kept in

mind when ossumptions ore modo on th6 substitution ol foctols.
This belief l9 bosod on tho importonce o' employment ln şomo dğ-

veıoping countrios. substatutjon of lobor should bo sought ot ony
rote 6ven l' decreose o' income is Droduced.

ln most onolyEeg o rolottonshlp botwoon reol uroge levo! ond

omployment is supposed to eıist: ln equotions showjng lobor
demond, ıh6 wogo levol ls compored with the morginol producti-

vity of lobor. The provious onolysi§ 6t ggests thot when there ore
high rents, productivity os on ogglegoto concept roıotlng to tho
wholö of on economy does not meon much. Actuolly, o cou9ollty
ıoth6r thon o mutuol determinotion of employment between wogo
levol ond productivlty of lobor con be found. Tho ıevğl of producti,

vıty overshodowod by lents sooms to be dotermining woge leve!,

which in turn, determineg tho levet of omp|oyment. whercos in

the cofivontıonol llteroture tho omphosls ls put on tho role of trodo
unions supported by tho fovoroble lnterventions of governments
ln pushing up wogo rotes, Thl§, tog€ther wlth tho low cosl of co-
pıtoİ ls supposed to increose copitol intensity,

Accolding to the prosent onolysis the emphğsis should bo
lold upon rents, oıong wlth other ospocts of the problems.

The Dl3tİibuılon o' lobo, botween ogİlcultuİol ond
nonoodcultuaol aecıor3

Now l wiİI questİon the volldity of ossumptionş os to the dist-
ributlon of lobor between ogrlculturol ond nonogriculturol sectols
ond ıt§ relotlonshlp to woges ln both sectors, we know thot in tho
duolity th6ory, nonogliculturol woge§ depend on thF ogrlcuılurcl
woges, ond they ore o m(ıltiplo of ogİiculturol wore6, ln other
words, they ore dotermlned by ogrlculturol woges rother then by
the rnorginol pİoductivity of ıobor. But in conventionol econcmic
onoly6ls thi§ deficiency ln neo-clossİcol onolysis l§ remedied by
cenoın economist9 {see, for lnstonco. Horrls-Todoro 1970).

Tho difflculty ln tho neo-clos§icol theory wos thls: if in both
tho ogr|culturol ond nonogriculturol §€ctors woges 016 determined
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by morglnol productlvıty, they mu§t b€ equol to ooch othe. ln or.
der to clo6e the mod9l. Nonogriculturol woge§ tvlll, of course, bo
higher thon lhoso h ogrlculturo becouso of net odventoges, ı.ğ.,

hlgher prjces ln towns, tronsportotion cost to totvn9, th€ notufe of
the work, etc. Thİs diİf6İenc6 is compotiblo with th9 theory. But
thoro wos gomethlng which wos not compotible with tho theory:
The ever oxısting unempIoymont ln urbon sectors; theoreticolly,
lhis wo§ not possible. ln foct, comp€tition would oquolİze rurol
ond urbon wooes (net odvoıtoges tok€n lnto consid€rotion), ond
ot tho end of o docreoŞğ in urbon wogea no Unomployment would
exıst ln urbon oİeos.

ln ordor to oxploln thi§ lnconslstency, HonI8-Todoro (1970)

proposed o model.

The meoning of thls mode! ls this: The'hıgh nonogrıculturol wo-
geg ottroct loborers to nonooriculturol secıors. Thoy moy bo sure
thot thoy wlll be unemployed in nonooriculturo! 6ectols. But so-
ın6timğ ln the future they wlll find employment ln ulbon soctors
cnd th€lr woğes will be hioh€r thon ogrlculturoı woges. Thls wlll
compensote for the lock of incomo durlng tho Unomployrnent pg-
İlod in nonogriculturol gectorB, Thls wlll olso dotormlne the omo-
urıt of migİoilon from ogıicultur€ to nonogicultulol sectoG in tho
senso thot oxpect€d ond octuol wog6s will bo equolized| oıl thls
m6onş thot wlıiIo the morgino! prodiJct|vliy rule hold§, tho possibi_
İlty of unemployment |s occopted. ln othor words, the exo€enous
determlnotion of woge9 ln nonogrlculturo §octors does not horm ıhe
model occording to thot explonotlon. ı thİnk it does. onco it 19

occepted thot the proportlon of rents is high kı the sourco of
Qrowth, tho posslbility of dlstruptlon of urbon wooes from lts mor-
ginoı productivlty becomes higher. And thls ls lokğn cor6 of in
theory by odlusting the omount of unemployment ln urbon soctors,
lf this klnd of determlnotlon o' tıyoges hod noı creol€d ony prob-
lem in the §mooth working of on economy, thls wouıd hove been

Fossible. whereos lt con b€ shown thot thls ls not tho coso. Agoln,
lf theİe hod not been much room ln pu§hino up tho l€vel of wog69,
this would not hoİm th6 theory. But we kno^, thot thl8 is not tho
cose.

ll tho eornlng dlfİorcnces botween tho ogr|culturol ond no-
nogriculturol sectors oı th€ economy wol6 not very İorgo, thı8
mloht hove bo€n compotiblo wlth tho theory of molglnol produc-
ııvİty; bul tho oxıstence o' o high rote oİ unemployment os o re-
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sutı of oıeot ğornlng dlfferencğ8 wouİd creote such o grect s.ciol
cost 

'or 
tho €conomy thot, it wouıd not b6 posgiblo for th9 economy

to operotg 8mooıhly. L€t u3 §uppoşo thot the eorning İotio 18 5
lnBteod of 2 or 3, which is oxpocted. According to the Horrlş-To,
doro theory th|s wouıd glve riso to §uch on unomploymont in th€
urboll 6ecto. thot the infro§tructure neğd li.e., §chool8. rood8,
tronsponotion, sewoge, hospltols. etc.) would b6 beyond tho me-

ons of tho economy. Thl9 wouİd lmply thot tho.e is onoth€r dI-

menslon in the Hoİris_Todoro r6osoninğ which iş negl€cıed by thosq
outhors. lf, on ıh€ othel hond, thjg ls includ€d In the theory, the
rule of morglnol productlvlty rİouıd not bo enough to closğ the
mod€l,

Tho ralactİon ol andog,ğnous ond gxolenous voriobl€a

lt ls well known thot ln mocao model§ bosod on noo,cıossicol
loo9oning there oro rigid restrictİons on the selectlon of exogenous
cnd endogenous vorlobles (Toylor 1979, p. 236). But when there oro
hlgh rents the neo-closgicol procadure connot be foİlowed. Lot u§
toke such voriobles o§ €xports, €xchoitoo İoteg, ond profit rotes
ond gmDloyment. ln the lltoİoturo oxports ond exchonge rotes oro
token os exooenous ond prcfit rotes ond €mployment oro token
os endogonous vqrıobles. But lt con bö 6hown thot fo, countrles
growlno by rent€ this procedure should bo roversed.

ln most mocro model6 con§titutlno lhe bosls of o pığnnlng
opprooch expolts oro token os on exogenous vorioblo. The growth
potentlol o' exports ls ostlmoted ond severol grofih po§sibllities
o16 consid€red.

As lh6 impoct of expolts on the eİficlency o' the €conomy hos
o dotomining rol€ İn tho functioning of on economy, the roIo of
expolts 16 cruclol. Therefore, th6 occ€pted level of oxpoİt§ would
hove importont lmplicoılorls.

|n the convğntionol trootment. foctols dotermlning exports
ole İeloled to tho noture of export goods ond tho domond elosticity
of thege ooods, whiıg thsİ. şhor€ ln tho roglonol ond world trode
19 token os o refer€nco polnt. withın this generoİ fromewolk the
prlca of the ex|stlno ond potğntio! 6ıport goods ı§ consldeİod 06 o
most atrotegic volloble lnrluenclng the oxport perrormonce,

Thls opprooch dopondg on two ossumptlons. lt ls flrstly o8!iu-
med thot the etfıclency of producıng 6v€ry ooods ls not tho Şomo:
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tho country moy be rolotively mor6 offıclont ln producing 6ome
goods whl|e being inefflcient in pİoducing otters. Progp€ctlve ex-
port goods ore thoso in the production of which thg country is İno-
ro efficiont: This is.nothing moro thon the old comporotive cost
theory. Thorğfore lf odoquote r€€ourcos ore dlverted to those fi-
elds, thor€ is no reoson why the country should not incrcose its
expona.

Tho socond ossumptlon relot6s to the oxchongo rot6. lt i9 os-
sumed thot o§ prlces ore oxpresged In ınternotjonol currencies, the
odoption of o proper İoto o' oxchongo moy promote exports in lino
ü,ith the comporotlve odvohtogeŞ of the country,

Actuoıly the voıidity o' both ossumptions ls dubious.

Regordlng lh6 
'lrst 

oşsumptlon, seriou§ doubts con be expres-
sed. whon theİ9 oro hlgh rents, the prıco ot olmost otl exi3tino ond
potentiol goods moy be very high to ollow for oxports. Rents con-
not b9 exponed. lt l§ lmpossibıo to seporoto the relotlvo prİce§ from
obsolut6 prices. ln other words, goods produced ln the country moy
b6 cıosşIflod occording to their rolotivo comporotive odvontogo6;
but th6ı. obsolute prices moy be very hlgh. Now this will leod us
to the re|ection o' the socond o§§umption| Tho efficjency ot the
exchongo rote ln decroosjng the oxpoİts pllcos for foroign purc-
hoser§. ın other words, by flxing o sufficiontly hlgh exchonge rote
the products o' r€lotively efficİont lndustrios moy be exponed.

All thıg would moon thot lf thele is o closo reıotjonship bet-
ween exchonge rotes ond oxpons, ond |f the vo|ırme of exports
con bo determlnod exogenously by studylng the export possibilities
cnd potontiols of on economy, exchongo roteg would be determi-
fied exogğnously. Howeveİ, this §totoment does not §e6m to be o
folr represoniotion ot the lite.oüur€.

Tho relotion6hlp betıiıeon exports ond notlonol incofte i§
known in the lltelotuİe. Th6 fovoroblo effocts o' oreotor exports ore
oenoİolly compoled with thre€ dEpressing offect§ of o devoluotlon
ottempted ln ordol to lncreos6 €xport§. Thaee depressıng efrects
oro roloted to (1) o wors€nnıng t€rms of tİode, (2) on lmperfect
gubstitutıon botweon domestic ond lmported lnputs ond {3) detloti_
onory conditlons which moy come obout rlght oftğr ıt.

Moreover, ln somo cose§, elchonge rote§ oro souğht within
o genofol equllibrlum onolysis whıch i8 lntended to show the
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equlıjbrİum exchongo rote which would cıeor murkets. Theİefore it
con be concluded thot exchonge rotes or€ determined endogenousıy.

soverol oblection§ con be roised to the proceduro follow€d
ln tho l|teroture. Fırst of oıl, o study of €xport potentiols without
ony regord to th€ depro9sing effect§ of hjgher expoİts on the eco-
nomy is not feosiblğ in view of much c|osor rolotİonship betwoen
expolts ond notionol lncome In economies which hovo grown by
rents. ın other words the İeıotIonship botween expoİts ond tho no-
tionol oconomy should bo token os o constloinino condition in tho
ğnolysiş of export§. This would meon thot exports connot bo deter-
mln6d oxogenously.

socondly os wos shown obove, jn o İent ridden economy
polometors connot bo kept constont. Thorefore, the generot equi-
llbİium onoıy9js jntonded to doteİmine exchonge rotes connot be
opplied in those economies. Moreover. o§ soon os oxports ore
detelminod exogenously tho dotorminotion of exchoıoe rotes en-
dogenously is nothlng moro thon seeking tho§6 lotos which would
bo feosible €ndogenously within exooenous constroİnt6.

Thğ crux of tho probl€m is to show thot the reıotionsh|p bet-
ween exports ond notionol income is much stıonger ln rent ridden
oconomios compored with those where thele ore not fents, The
lottgr cose constitutes o refelence point foİ the onoİysİs in the
exı§tlng llterotu16.

Thğ orgument here reloting to the rototlonship botween İents
ond the notionol |ncome ls poroılel to thot one odvonced |n the
cose of copitol/output rotios, ln oddition to thlee foctors well
known |n the ]iteroturo. the existence o' rent§ wouıd introduce
onother dimension when tho İelotionship exports would givo ri6e
to o smolıeİ lncom€ in terms of inteİnotionol goods.

This ho8 o v€ry importont |mpıacotion in tho dotormjnotion of
exports ond exchonge İotes |n lho sonse thot both should bo
6ought endogonousiy. Expons must bo o functİon of the notionol
incomğ expİessed in terms oİ Internotionol goods, This wouıd me-
on thot rents should be decreosed. The upshot of the obove onoly_
sis ls thot os long os thoro 016 hioh lents, exports connot bo
increosed. The only possibllitY to incroose exports is to roduce
them. The reduction con be ochieved by o decİeose of eoming
dıfför€ncos between nonogrlcuhurol ond ogriculturol sectors. h is
şhown obovo thot this difference ls o meosuro of r6nts, The logicol
Concluslon o' thla İoosoning is thot oxports should bo foıJnd en-
dogenoualy by corroıotlng them wİth tho ooming difforonces bet-
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ween th9 two soctors of tho economy. l' §o boih exports ond
exchonge rcte3 should b6 aelotod to th6 notlonol income ond bo

lok6n ondogenously.

Th6 orgument thot oxchonge rotes should be tokgn os €ndo-
genous in ptonning oxorclaes could eosily 9o the other woy. The
obove oroument 8uggo6t6 thot o 6trotegy of constroining lho voluo
of exchono€ roto in plonning ex€lcises then ıetting lt be determl-
nod endogonously. But thjs do€s not meon thot th€ convenılonol
opprooch ln flx|ng exports exogenously ls stIll true. lt ls ossen€d
hero lhot th6 €t ects of loİger expons on the notionol economy
shouıd be determlnod endogenoüsly b€foİe İjxlng o lev6l ot exports
whlch ore compotibld ılth exooenous const.oints,

ln th€s6 models thğ level of the eomings of copltol dgpend8

on the morginol productlvlty of copitol ond lt ls d9terminod endo-
genougly. whereo§, os ls 6hown throughout thıg poper o pİopor-

tion o' the eomınga of cqpltol is .ğnts. ln conventlonol rnodels it i6
supposed thot tho economy cln operote wlth ony level of proflt
whıch 19 d6t6.mlned €ndegenou9ly ln tho model. ıf pon oİ the proİlt

|s rent ond lf r€nts 016 obove o certoin level, thls con crcote dia-

tortlons in tho economy, ond lt 19 impossibıa to uso those modola

ln th€ pr€d|ctıon of th6 
'uture 

of th€ economy.

Distortlons in quostıona ors smollor exports, hioher unemploy_
rnent, contlnuing lnflotlons ond on unequol dlstrlbutlon. lt is oşs€r-
tod thot i' proflt rot6s oro doterminod endogonoualy, we will be

foc6d wlth problems os o ro6uıt of rents. Thereforo normol l€vgls
oİ prorlts İol9§, which §houId b€ determinod exogenousıy, 6hould

b9 o constroint ln the mocro-modolg.

ThE somo l§ tru9 oİ omployment. lt ls sho^ın obovo thot tho

tevel of unğmpIoyment shouıd be loken os o constroint in th€ rno-

dots ond |ts dotorminotion wıthln tho systom 6hot]ld b€ obondoned.

Aftgr hoving shotvn tho inod€quocy of oll tho§9 opğrotlonol

concopt§ ot o mocro modoı lt ls very dlfficuıt to use neo-clo69lcol

type6 of mocro model9,in ıho onoly§is ot o dovelopıng country. This

dooŞ not meon thot thgy oro useless; it ls odducod thot th6y wlll

eiıhsr be modlflod otong tho llneg suggested by tho exi§t€ncğ of
high rent. o, o new opplo{tch should be dev€ıoped to study those

€conomı€s (3e€, for exomplo, Hotiboğlu '1978, ond 1983),
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