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URBANIZATION AND ECONOMIC DEVELOPMENT
I. INTRODUCTION

In the current experience of most under-developed countries, as well
as in the histories of those countries that have experienced rapid economic
growth in the past, the phenomena of urbanization and economic development
are closely inter-related. In any rational attempt to plan the economic
development of a counbry, the two phenomena must be considered jointly, if
it is desired to arrive at a consistent policy regarding either.

In the present paper, an attempt will be made to clarify some of
the ways in which urbanization and economic development affect each other.
The discussion will be focused primarily upon three major problem areas
where the two phenomena come into close contact: (i) locational forces;
(ii) social overhead capital; (iii) concentration versus dispersion.

1. The problems of the location of economic activities are fundamental

to the understanding of urban development, since the industries and other

activities which are located or4expand in a city determine to an over-
vwhelming extent the course of development of that city, its growth and
relative importance, its character and pattern of living. It is well
known that a great many industriés are attracted to urban éreas; conversely,
towns are often formed around a nucleus of basic industries. Industrial
location is also inter-related with the stock of social overnead capital
embodied in urban facilitieé, since industries fbllow, and; conversely,
generate more social overhead capitalQ Likewise, industrial location is

" one of the factors determining the coh¢éntration of'population, preduction,
“ income, capital, skills, etc.; while conversei&; it is also influenced,

~ either attracted or repelled, - by concentration. All of these inter—

. relations need to be explaingd'in more detail.’ '

2. Social overhéad capitai consists'of certain typeé of basic capital,

principally urban, tranéport and public servicé facilities, which are
indispensable for the development of an industrial ecoromy, but which yield
their»mostAessenﬁial services primarily outside the channels of market

" exchange. tAmong the urban social overhead capital facilities are houses

and buildings, streets and sub-surface cbnstrﬁctidn, basic utilities,

/schools and
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schools and hospitals, etc. Some of these (for example, houses and
commercial buildings) yield a monetafy'return; however, they also help

to provide the urban environment without which modern industry camnot
operate. This can be seen characteristically when an industry has un-
avoidably to be established in the backwoods; in such a case, ﬁhe productive
investment is burdened with additional investment in workers! housing,
commercial, recreation and health facilities, transport routes, etc.

In Latin America, as probably in most under-developed regions of the
world, an excessively large proportion of_néw capital formation is channelled
into certain urban facilities, especially luxury housing.ahd Todern office
buildings. At the same time, capital is drawn awéy from more productive
investmenﬁ, and evén from other much-needed categories of urbah social
overhead facilities; such as housing for the lower income groups. This
problem must béveXamined more closely. Another related problem concerns
the tlmlng of social overhead investments: should they anticipate the needs
of the economy, in order to stimulate growth, or should they lag behind
demand to some extent, in order to liberate capital for more directly
productive uses?

3-' The problem of concentratlon versus dispersion can be readily broken

down into the followlng two sub-problems: (i) the inter-relations of
metropolltan and urban nuclei of different sizes, eéch with its own tributary
regions; and (ii) the internal organization of major metropolitan districts
In'the_éasé of both sub-problems, one has the vague notion that Moo much"
congentration gives rise to excessively high social costs, due to congestion,
traffic problems,'difficultieé of organizing‘food supply and wastage disposal,
etc, while contrar1w1se, if there is "too llttle" concentratlon, the
economies of urban aggregation, such as the elimination of transport costs

on intermediate products, the rapld 1nterchange of goods and services, the
sharing of common transport and servicé facilities, etc., are partially
foregone. The phenomenon of concentration is, furthermore, linked with

the distribution of social overhead capital. The concentration of income
provides the resources outléf'which more social overhead capital can be
created; while convefsely, industries_are'attra¢ted.to zones with ample

existing stocks of social overhead capital and these, in turn, generate

/a further
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a further concentration of the séme by the additional income to which they
give rise. The concentration problem is further related to the problems
of minimum economic scales, migration, and the dispersion of risks and
entrepreneurship.

In the following three sections, the problems of industrial location,
social overhead capital, and concentration versus dispersion, will -be taken
‘up 'in turn with special reference to their inter-relationships. On the
basis of this analysis, the major issues of developmental and urban ﬁolicy
will be discussed in a final section. ‘ o

The discussion presented in this paper is meant primarily for baék—.
grourd purposes. No original contribution is intended; indeed, such a
contribution would have to rely primarily on a much more thorough empirical
survey of the field than the materials at present available permit. In
' various parts of the paper, attention is drawn to the type of empirical
information urgently needed for a more fundamental attack on the problems

presented.
II. INDUSTRIAL LOCATION

A. locational forces

1/

locational forces, such as the influence of raw materials, markets, cheap

The location of an industry is determined by the interplay of many
labour, advantages of an urban zone, etc. These forces exert their influence
in different geographical directions; the actual point of location may be
regarded as representing a compromise between the conflicting forces. If
one or two of the forces are preponderant in tﬁé case of a given industry,
the latter is said to be correspondingly oriented. Thus, an industry may
be oriented to its raw materials, to its markets, to cheap labour, etc.

The principal types of orientation are:

(a) geographical orientation:

(i) transport orientation (raw materials, markets, trans-

shipment points);

;/ "Industry" will bé used in the broad sense, to denote any important
sector .of economic activity, including manufacturing, agriculture, an
services.

/(ii) orientation
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(ii) orientation to a factor or a condition of production
(labour, power, taxes, skills, water, waste disposal);
(b) agglomerative orientation: ' '

(i) orientation determined by economies of interaction between
industries;

(ii) orientation determined by economies of scale.

Geographical orientation is based on a given geographical pattern of

raw materials, markets, transport routes and factor supplies. Thus, a
geographically oriented industry is attracted to predetermined, fixed
points of location, such as a mineral deposit, a major market, a port, or

a cheap—labour area. Contrariwise, agglomerative orientation is largely

independent of geography. Industries which have an agglomerative orient-
ation are attracted to each other, but the actual geographical point at
which the aggregation takes plaoe is, as far as the agglomerative forces
are concerned, a matter of indifference. The practical consequence of
this type of orientation is that agglomeratively oriented industries will
aggregate wherever an initial concentration has taken place. .

- The varieties of geographical orientation are sufficiently obvious
to require little further comment. In general, intermediate points of
location between raw material sources and markets are eschewed, unless
(i) heavy trans-shipment costs are avoidablé by siting industries at such
‘points or (ii) unless raw material sources or markets are widely dispersed
and distribution is the decisive factor in location. In the agglomerative
orientation category, economies of interaction between industries may
- consist in the development of a common labour pool with special skills,
in common service and marketing facilities, and in the elimination of
transport costs on intermediate goods. Economies of large-scale production
are well-known; their effect is to terd to'merge several small, separately
located productive fa01llt1es into a 51ngle large whole.
B- Special problems o

" Three important special problems of industrial location with respect
to urbanlzatlon and economic development are the follow1ng~ (1) a combination
of geographlcal orlentatlon with the influence of economies of scale°
(2) thé influence of 1ndustr1al_;nbegratlon on location; and (3) the

/influence. of
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influence of the developmental seguence on location;
1. Geographical orientation and scale

(i) A combination of market orientation with economies of secale leads

to orientation towards urban districts. Clearly, market orientation by

itself will not necessarily attract industries to cities. For example, the
bakery industry in Latin America is market-oriented and widely dispersed;
there is no‘téndency for this industry to concentrate its production sites
in a few major cities. The reason for this is that there are no net
economies of scale. (Whatever economies of scale may exist in production
are more than offset by diseconomies of scale in distribution, such as
delays and deterioration.) Thus, many small individual markets are served
by production sites of their own in this industry. Conversely, the metalw}
transforming industries are typically attracted to cities. While market-
orientation and economies of large scale are not the only factors
responsible Tor this (further factors will appear below), they contribute
their share toward the result.

(11) A combination of raw-material or transport-junct;pn orientation

with the effects of economies of large scale, may give rise to new independent

urban nuclei. Mining towns, sea and river ports are in this category. The

role of the economies of large scale is decisive in the formation of an
urban nucleus when phere is a geographical dispersion of small mines or

of alternative, naturally favourable harbour sites; in these cases, the
economles of scale 1n ore~processing or in transport-terminal installations
lead to the development of a single (or a few) pcwerfully developlng urban
nuclei rather than to the proliferation of smaller ones.

2. The role of industrial integration

. t‘ 2
Industries characterized by a large degree of integration */ are much
more independent of cities in their location than industries characterized
by meny separate stages and products, each organized into an independent

2/ wVertical 1ntegrat10n consists of the organization of several stages
of production in a single firm; "horizontal! integration consists of
the organization of several related processes, usually producing
different products, in a single fimm.

/business. Thus,
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business. Thus, for example, most of the great integrated steel plants

in Latin America (Volta Redonda) Huachipato, Paz de Rio, Chimbote, San
Nicolas)»are,located in non-urban districts.é/ Basic petrochemicals and
other heavy-process industries, such as cement, likewise enjoy a marked
degree of independence from cities. Contrariwise, the typical metal-
transforming industries show a much smaller degree of integration and are
powerfully attracted to urban, and especially to metropolitan, centres.
Good examples are the motor industries of Sao Paulo, Cordoba and Belo
Horizonte.

3. Locational evolution

The. locational forces which are predominant during the early stages
of economic developmert have a powerfully determining effect on the entire
subsequent pattern of urban growth, since the early urban nuclei act as
kernels for the agglomeration process which, by itself, is independent of
geography. It is thus a curious fact that early influences on urbanization,
like childhood impressions, continue to exert 'a controlling effect as it
were "underground%, many years after they have ostensitly ceased to exist.

Another way of approaching the same phenomenon is to observe that.
locational changes are highly irreversible, especially in the short ruh.
Thus, when a locational change takes place, the various forces can exert
their influence freely; however, once an action is completed - a railroad
built, a port constructed, a steel mill launched, a city founded - it
becomes an almost immovable part of the geographical-historical surroundings
which control subsequent locational changes. These alterations in turn,
consolidate the given pattern of evolution even further, until finally a
clearly recognizable historical trend of location and urbanization emerges,
which, in part, may have been determined originally by fortuitous
circumstances. ' _ '

Of course, this is not the only trend which controls locational
evolution. It is offset by the selective elimination of badly located

activities and their physical embodiments. Abandoned roads, declining

3/ It should be noted, however, that these steel plants are typically
located in the tributary zones of large metropolitan areas.

/towns and
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towns and neglected harbours testify to the fact that, in the long runm,
the locational pafterns of an economy have a higher degree of flexibility
than a superficial inspection would indicate. In order to plan economic
development this phenomenon must be thoroughly understood.

In Latin America at present, the most important effects of the
locational evolution process noted above are connected with the transition
from the stage of simple to that of more complex manufacturing. In brief,
apart from the usual foreign enclaves'in the underdeveloped economies, such
as mining or banana companies, the first stage of economic development
consists of primary production, the most elementary food-processing,
rudimentary transport, simple donstruction, and apart from these, repair
and maintehance, handicrafts, commerce and services. Most countries of
the region have progressed beyond this stage to that of the production of
consumer goods: more elaborate food-processing, textiles, household
necessities, as well as ancillary metal-trsnsforrn.'.ng activities connected
with repair and maintensrce. The third stage consists of more highly
develoved mztal-transforaing sctivities and the establisament c¢f basic
indusiries, such as steei, chemicals and cement. In terms of locational
evolution, the first stage is characterized by a high degree of industrial
dispersion. The typical urban unit is the courtry town. During the
second stage, there is a strong tendency for the rapid growth of a smaller
number of urban centres, since the typical industries of the second stage
are attracted to the principal marketé, the social overhead facilities
and the pools of better-~trained labour availaﬁle at the larger centres.
Thus, the second stage initiates the self-reinforcing growth and concentra-
tion process of the urban areas which will be discussed in more detajl below.

The transition to the third stage is marked by two contrary tendencies.
On the one hand, the more complex metal-transforming activities that mark
the third stage are powerfully‘attracted ﬂo the very largest metropolitan
centres; and on the other hand, as indicated'befére, many basic industries
(steel, chemicals and cement), are largely independent of cities. If the
process of transitien is uncontrolled, there seems to be a tendency for
those industries intrinsically less tied to cities, to develop nevertheless

in the vicinity of the major urban centres. Of course, this aggravates

/severely the
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severely the metropolitan and regi&ﬁal problems arising from the transition.
There is hardly any major metropolitan area in Latin America which does

not have its share of these grave difficulties. Yet at the same time, the
very existence of a series of heavy industries that are not strongly
attracted to urban zones provides the planner with one of his most important

tools for controlling and redirecting the pattern of urbanization.
III. SOCIAL OVERHEAD CAPITAL

From the point of view of economic development, the two main classes
of social overhead caﬁital are those connected with urbanization and with
transport. .

Economic development typically follows social overhead capital on the
one hand, while creating more of it on the other. Thus, as indicated in
the introduction, many industries are strongly attracted to the social
overhead facilities and industrial milieu that is found in the cities;
however, by the very fact of this attracticn and whe ccnsequent establish-
ment of additional industries in the city, more income is generated. This
in turn provides the resources out of which, throigh one institutioral
mechanism or another, more new social overhead capital is built up. Like-
wise, many new industries are attracted to existing transport facilities,
such as ports, railroads, good highways, etc. However, by increasing the
volume of traffic,_they not only require but also justify the improvement
of transport facilities. Other industries are thus attracted too-.

The present section will concentrate on urban social overhead capital.
The most important transport problems, especially as they affect urbanization,
will be summarized.

A. Urban Social Overhead Capital

1. Definition

The fOIIOWing is a list of the major physical facilities associated
with urban development:

i) Housing. a) Low density, free-standing.
b) High density, free-standing.
¢) Apartments and tenements.
‘d) Shantytowns. :

/ii)\Streets,
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ii) Streets, including paving and lighting.
iii) Subsurface cqnstruction: sewers, ubility lines.
iv) Schools and hospitals.
v) Buildings for general administration of the city and its services.
vi) Facilities for police and fire protection.
vii) Transit facilities, transport terminals and ‘outside connexions.

viii) Facilities for educational, labour, and social-welfare services,
parks and recreation grounds.

ix) Basic utilities: power, water, gas: plants and distribution net.

x) Office buildings.

xi) Shops for commerce and the services.
xii) Factories: a) Light manufacturing.
b) Heavy manufacturing.’

Social overhead capital, by definition; yields its services ouiside of
the channels of market exchange. Streets, public buildings, police and -
fire protection facilities, public schools, are clearly in this category.
The situation is not so clear with regard to utiiities or workers' housing.
‘The production of electric power, or the construchion of houses for the
purpose of selling or renting them, is a commercial activity; yet power
and workers' housing are both indispensable for industrial development:
their lack or shortage can seriously hamper the growth .of a city. Accord-
ingly, the corresponding facilities yield a social service in addition to
the commercial product they produce, since the availability of these
products has a significance which apparently exceeds their monetary value.
'However, the same thing can be said, to a greater or lesser degree, of
practically any productive sector. The availability of steel has a well~
known stimulating effect on industrial growth: should a steel plant,
accordingly, be labeled as a social overhead capital facility? Likewise,
the local availability of a series of products and services in the city
saves time and money for many other businesses: to the extent that such
savings arise from the mere presence of economic activities, should their
facilities not be regarded as part of the social overhead capital?

The crux of the difficulty is that, in a market economy, productive

activities almost always, to a greater or lesser exteni, yield services

/that are
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that are not taken into account by the price system. Thus, all capital is,
in some degree, social overhead capital. Under the circumstances, the
question arises whether it is useful to maintain the distinction between
ordinary capital and social overhead capital? '

In practice, the distinction is, of course, highly useful. First of
all, most. of the physical facilities listed earlier can be classifiéd
approximately into one or the other of the two categories. AWith the
marginal items, the decision depends prlmarily on the use that is to be
made of the classification. '

The concept of social overhead capital playé its primary:role with regard
to investment decisions. 1In thi's respect, social overhead capital differs
from ordinary productive capital in three principal ways. First, social
overhead investments are generally financed from public funds, raised through
taxation; and the mechanism of decision with regard to them is a mechanism
of public, often parliamenbary, deliberation, rather than the decentralized
prdcesé of commercial decision-making that is characteristic of
investment decisions. I{ is interesting to note that with regard to the
marginal jtems, such as utilities or subsidized housing, the decision-
making process is often a transition between the above two extremes.

Second, the evaluation of the benefits of social overhead capital invest-
ments, due to the very lack of a price system for describing these benefits,
has to be undertaken on the basis of different criteria, including political
and social considerations, both in comparing differént social overhead
capital investment projecis among themselves, and in comparing such projects
with directly productive investments. Third, since there is no. priée
mechanism that would equilibrate the costs and benefits of social overhead
capltal services from the point of view of the 1nd1v1dual productive
enterprises, social overhead capital can create hidden incentives, or, in
some cases, if inequitable taxation is used for financing social overhead
investments, disincentives, for individual economic activities.

2. Inter~-relations between Social Overhead Capital and Produétive Capital

Social overhead capital partly cooperates and partly competes with

ordinary productive capital. It cooperates in the sense that certain minimum

social overhead facilities are absolutely necessary for industrial development .

/For example,
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For example, production is not possible if the working force is not housed
in one way or another. (Even if this housing is provided at slum standards,
there is an indispensable minimum of police and fire protection, general
administration, etc., c‘onnected with it.) On the other hand, social over-
head capital competes with productive capital in the sense that it makes
demands on the scarce investment funds of an economy. This is especially
important in underdeveloped countries, where, due to a low absolute income
level as well as a generally low savings rabte, the availability of capital
is critically restricted.

The competitive function of social overhead capital has, in turn, two
distinct aspects which are connected with the nature of the services
provided by the social overhead facilities. ‘ '

i) As has been indicated before, these services can have an intermediate
character with respect to production, in the sense that they do not become
a part of final demand. Such intermediate services are exactly analogous
to intermediate goods which are used up in the productive process itself.
The intermeciate services include all elements that contribute to higher
labour productivity, such as education, heaith, welfaré, etc.; they also
include the public service aspects of utilities and housing. l

ii) The services of social overhead capital can alternately form a part
of final consumption, such as, for example, public recreational facilities.
Both of the above two kinds of competitive functions of social overhead
capital manifest fhémselves by making demands on the capital budget of an
economy. The fifst kind, which relates to the role of social overhead
capital as a productive factor, reduces the availability of ordinary
productive capital in the production process; the second kind, which relates
. to the role of social overhead capital as a supplier of a certain type of
final consumption service, reduces the capital that is available for the
production of other types'of products and services for final demand.

Due to the fact that the benefits of social overhead capital are, by
definition, not priced in the market place, it is difficult to quantify
the exact extent to which social ovcrhead capital cooperates with productive
capital. It is unguestionable that all the urban facilities enumerated
earlier which cannot be regarded as directly productive (or which cannot

/oe regarded
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be regarded as only diréctly productive, éuch‘as utilities), are nevertheless
essential in creating the typically urban atmosphere which is associated
with efficient production in many branches of economic activity. It is
also intuitively acceptable to assume that productivity increases as the
amount of social overhead capltal assoc1ated with a given supply of other
factors (including directly productive capital) increases. It is, however,
not at all obvious what is the minimum amount of social overhead capital
that an economy needs to be able to produce at all; what is the best
distribution of this social overhead capital between different facilities;
and what is the optimum proportion of sociai overhead to productive capital
for a given set of social goals, such as a maximum growth rate consistent
with prescribed consumptlon standards.

Perhaps the best way of approaching these problems from a practical point
of view is through the definition of standards for social overhead capital
investment.

" 3. Standards for Social Overhead Facilities

In the tusk of defining standards, it is convecient to start with the
extremes. At one extreme, one might say that in order to achieve advanced
and efficient industrial production, it is necessary to have a high level
of productivity. This, in turn, is associated with a certain general
culbural level and a standard of living which demands decent workers'
housing, high-grade'education and health facilities, ample. social welfare
services, and so forth. A standard of social o§erhead capital investment
embodying these characteristics will be referred to as a "high productive"
standard. At the other extreme, one may define an absolute rock-bottom
minimum of social overhead capital requirement , which is associated with
frankly slum-standard dwellings and rélated_other facilities serving a
marginal floating urban populaﬁion§ ;Even.élums have streets and must
have a certain minimum of street llghtlng, police and fire protection,
general administrative and health services, in order to prevent them from
being p051t1v§ menaces to the other parts of a_c1ty- Thus, inescapably,
even at slum standards it is necessary to associate some social overhead
capital with directly productive’cépital. Between the two extremes, there
is, of course, a wide spectrum of gradations.

' o /In the
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In the more advanced countries, a considerable amount of work has been
done on urban planning standards with regard to housing densities, schools
and playgrounds, social services, zoning for different urban land uses, and
similar problems. Unfortunately, little of this work has been related to
the problem of production and the allocation of scarce resources, even in
the context of an advanced economy; a fortiori, there are few parts of this
experience that can be applied to the twin problems of urbanization and
economic development in underdeveloped countries.

The problem of defining standards applicable to these countries will
require an essentially new start, based on two types of complementary
information. i) The collection and evaluation of quantitative data on
the amount and structure of social overhead capital investment in different
urban areas of the world, representing a wide range of economic development
levels. This type of empirical information can be expééted to reveal the
existence of general trends as well as significant deviations from these
trends. For example, it would be of great interest to know the relation~
ship betweei. the percentege distribution of capitel between directly
productive and urban social overhead uses on the one hand, and the per
capita income levels in metropolitan areas and their tributary regions
on the other. It would be of equal interest to note whether the especially
fast-growing or slow~growing economies show systematic deviations from the
general trend, and if so, in what sense. 3ii) The second type of new
information that is required relates to the definition of standards
corresponding to "high productive®, "slum" and intermediate levels of
urban social overhead investment, on the basis of thévjudgments of expeits
and practical planners. |

4. Distribution of Capital between Productive and Sdcial-Overhead
Facilities

In considering the problem of the best distribution of scarce capital
resources in an underdeveloped country between productive and social over-
head uses, three special problems have to be kept in mind.

First, completely apart from the desirability of a higher level of
general urban facilities as an end in itself, it is not at all a foregone
conclusion that the lowest technically feasible level of urban social

Joverhead capital
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overhead capital (the “slum" standard), is the most efficient one from

the point of view of maximizing current physical production. It should

be borne in mind that social overhead capital cooperates with directly
productive capital; and, especially at low proportions of social overhead
capital to directly productive capital, the cooperative function may well
outweigh thé competitive function. In other words, at low levels of urban
social overhead capital investment, it is entirely conceivable that a
marginal dollar invested in more social overhead capital will increase
total physical product by a larger amount than the same dollar invested in
directly productive capital. This may come abqut, for example, through a
1arge'increase in the productivity of the ﬁorking_force due to the marginal
investment in social overhead facilities.

Second, as indicated earlier, social overhead facilities, in addition
to cooperating with physical production, may also render services which
are directly consumed outside of the channels of market exchange. This
consumption may, in turn, be collective of particuiar. For eXamplé, the
services of a public-garden are icollectively consumed". The high-quality
paving and lighting of streets habitually cbserved in the better residential
areas of cities are also consumed in part "collectively" - to the extent
that the street is used for public transit, - and in part privately, to
the extent that the street serves the convenience and prestige of its
residents. It should be cbserved that this type of consumption generally
shows a regressiye_distribution with regard to family income levels which
is more accentuated at the lower per capita incomes of the underdeveloped
countries. Apart from the typically ﬁnequal‘treatment of different
neighbourhoods, which constitutes an obvious case in point, the "collective
consumpﬁion"iof such ﬁhingé as statues or luxurious public buildings in |
poor countries cuts primarily intq the food budgetsvof the lower-income
families. Thus, if the contribution of social overhead capital to tobal
product is considered, and if the directly consumed component of the
income generated by social,overhead facilities is counted as a part of
total product, a‘completel& false picture of social benefit may be obtained
if income distribution pfoblemsbare not considered simultaneously.

" /Third, the
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Third, the very fact that it is not feasible to associate a strictly
defined amount of social overhead capital "need" with physical production,
i.e., that variable U"standards" of social overhead facilities are technically
possible, opens up a field of discretionary action from the point of view
of the practical planner of economic developmert. In effect, the need for
social overhead facilities is compressible, especially in the short rum.
Thus, if a city is growing and industrializing rapidiy, it is possible to
maintain temporarily a pool of marginally employed or underemployed,
floating urban population at extremely low standards of social overhead
investment , and thereby to liberate capital for more directly productive
- needs. The existence of such a pool enables the economic activities of
the city, including the dynamic industries, to expand their working force
without the need for incurring social overhead investments, especially
workers' housing, at their own expense; and thus constitutes one of the
great attractions of urban areas for meany industries. Of course, those
workers who enter productive employment from the pool of floating labour,
have to be lifted reasornably rapidly to levels of urban living that are
in excess ol the slum standard, otherwise long-run productivity will be
adversely affected and intolerable social tensions might develop. This
requires additional investment in social overhead facilities. The point
is, however, that such investments need not be undertaken by the employing
industries themselves. The necessary facilities may be created by public
or subsidized private investment. In any event, a good part of the burden
of creating these new facilities may be borne by the newly employed workers.
The advantage of such an arrangement is that it creates social overhead
facilities primarily in response to the needs of the productively employed
increment of the working force; in other wofds, the resultant social
overhead facilities will be created to the extent that they cooperate with
industrial production. It should be ncted that the provision of higher-
standard facilities for the entire pool of marglnal labour, rather than
only for the newly employed workers, would divert scarce social overhead
capital for the purpose of suop ying fvnal consumption services.

- Accordingly, the maintenance of a pool of marglnal urban labour at the
Jlowest feasible standard of soc1al overhead facilities constitutes a

/eredit to



E/CN.12/URB/24
Page 16

credit to economic development. As workers are productively employed out
of the pool, they are replaced by the urban population increment , which
originates to a significant extert in the well-known process of migration
toward the cities, typical of all underdeveloped countries. Thus the pool
maintains itself, or, more typically, tends to grow; moreover, due to the
selective employment of its best—qualified members, Et tends to concentrate.
within itself the less productive part of the urban population increment .
The compression of social overhead capital needs by the mechanism
described above is, of course, highly inequitable in that it places the
greatest burden on those who are least able to defehd}themselves- The
less active, the less intelligent, the old, the sick, the emotionally
disturbed, the unattached women and their children: these are the ones
who tend to stagnate in the marginal urban population, even under the
best of conditions, i.e., when the employable persons are actually absorbed
at a sufficiently fast rate to prevent'their spending an excessive period
of time waiting for their turn. In a concrete situation, considerations
‘of economic growth have to be balanced against considerations of equity of
‘this kind. Unfortunately, the social overhead capital needs of a rapidly
growing and urbanizing population are so overwhelming that in practice
there may be litiie choice or no choice at all in this respect.
| Finally, the compression of social overhead capital requirements has a
technical as well as a sdcial side. The immediate capital costs of sewers,
traffic arteries, etc., may be cut down by underdimensiohing them. The"
resultant saving is, however, purchased at the cost of far greater future
expenditures, since the enlargement of small-diameter pipes or excessively
narrow streets is a substantially more ekpénsive proéess than building
them somewhat larger in the first place. In this respect it should be °
noted that the typical form of Latin American slums - the shantytown of
freestanding units - might very well be a highly expensive proposition in
the long run, since it "is-characterized by an excessively low residential
density, and thus requires huge areas for accbmmodéting a given population.
This, in turn, increases thé problem of utility connéxions, protective
services, and transit, and, in addition, may cut off the rest of the city
from its natural lines of expansion.
o ' ' /5. The Structure
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5. The Structure and Benefits of Urban Social Overhead Investments
A striking phenomenon connected with investments in urban social

overhead facilities is the variety of agencies that have a hand in them,
Streets, sewers, public buil&ings, parks, and in part, schools and
hospitals are usually provided by public agencies, and are typically
financed from tax funds, However, many schools and hospitals are provided
and controlled by'private organizations, partly as a public service, and
in some cases on.a.commerciallbasis. Housing is largely provided by the
private sector, but in many instances, low7inéomeAhousing is publicly
subsidized or provided by semi-public organizations, such as mutual
insurance funds. Transit facilities, utility planps.and distribution net-
works are typically privately-owned, but operate&ldn a.pﬁblic-service
basis, with strong publie regulation. Commercial and ;pdgstrial facilities
are, of course, with minor exceptions, privately-owned and operated, The
situation is complicated by the fact that in most cases, public investments
and their control are divided between a variety of agencies, representing
different levels of government, The urban zone itself may be cut up
between several autonomous municipalities; in addition, there are usually
regulatory and investment functions that correspond to the regional (state,
province, department) level, and others that correspond to the national
(federal, central) level, .

Under such conditions, it is easy to see that, generally speaking, no
good co-ordination of investments in Various urban facilities can be
expected, In the more developed countries, this has been recognized and
remedied by the establishment of central urban planning agencies that have
been concerned primarily with urban land use, transit, and the provision
of public services, In underdeveloped countries, the problem is further
complicated by the imperious necessity of considering investment in urban
social overhead facilities within the framework of the entire problem of
economic development and capitai allocation, ‘In the face of this need,
the actual situation in most underdeveloped countries, and specifically in
Latin America, is that the structure of urban social overhead investments
is unknown and consequently uncontrolled. Fven on superficial aobservation,
it is obvious that a disquietingly high~proportibn of total investment
goes into urban social overhead facilities, especially in the largest

/metropolitan centers;
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metropolitan centers; moreover, there;iS’apsimultéﬁéous-over— and under-
| in&estment.in éocial overhead capital; 4&s'cited earliér,~too much goes
into luxury housing and high-class office buildings, too little into the
housing and facilities serving the lower income groups. o
Another unfortunate feature of the present situation with regard to

urban social overhead investment is the following. Since there is no
appreciation of the costs of the distinct classes of social overhead
facilities, nor of the distribution of the benefits they convey, there is
no consciousness of the widespread subsidization of many scoromic activities
in the largest urban centers at the expense of activities 'at the periphery,
. Ideally, the balance between the urban services obtained by individual
| productive enterprises, and the contribution they make to the financing

of these services, in the form of taxes, should be used to regulate the
process of urban concentration. At present, the”process is typically out
>.of control, and also typically leaves the urban enterprises with a’favour-
'ablefbalanee.between contributions made and benefits received, It would
be instructive to study this phenomenon empirically in sufficient detail
to establish how much of the generally observed urban over-concentration

process in Latin America can be exﬁlained by reference to this factor alone,

B. Social Overhead Capital Embodied in Fixed Transport Facilities

While the social overhead invéstmehtslin transport facilities, such
as transport arteries (roads, railroads, canals), terminals (ports,.
stations,:pUblic loading and storage facilities) and interchanges (cross-

f ings, junctions, locks), have an extremely important effect on economic
development in general and on the urbanization process in particular, very
little is known to date about the criteria to be followed with regard to
these 1nvestments in the context of economic development programming, Yet
such knowledge would be requlred with great urgency in the formulation of
rational programme of reglonal and urban development,

The main features of the problem can be stated as follows, Obviously,
the 1nvestmept’1n fixed transport facilities affects the cost of tranportl
ation. The latter, on the 6ther hand, influences strongly the pattern of
industrial locatlon, which in turn determlnes the volume of traffic between
'dlfferent p01nts. This, again, reacts on the costs of transportation and

/on the
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on the investment decisions relating to transport facilities, The
phenomena of urbanization, however, depend critically on the locational
pattern qf'gqéqomic activities that emerges from the above closed chain
of interactions. Thus, to understand the urbanization process, it is
necessary to penetrate the complex interrelations between transport and
production. )

1. The Structure of Transport Costs

Transport costs can be broken down into three elements: overhead
costs, direct costs and congestion costs, Overhead cosis include interest,
depreéiatién and maimtenance on the fixed investment, .Direct costs
include interest, depreciation and maintenance of rolling- stock or ships;
interest and ihéurance on goods in transit; fuels and lubricants; and
various categories_bf labour and related costs, Congestion costs are the
costs associated wiﬁh the slowing down of traffic flow in overloaded.
transport networks., - .

An investment in flxed transport facllltles necessarily reduces, or
at vorst, leaves unchanged, direct costs and congestion costs, : Direct -
costs are reduced due to time and materials saved by the use of improved
transport facilities; the reduction of congestion costs is obvious. How-
ever, the effect of the new investment on overhead costs per unit of
transit is less definite, and depends on the relation between additional
investmeht, additional transport capacity, and degree of utilization. - If
the capacity of the transport network increases faster than the investment,
and if the degree of utlllzatlon 1s high, unit overhead-costs w111 fall,
These costs can likewise fall if the degree of utilization improves
significantly, due to lower direct or congestion costs. In these cases,
all components of unit transport cost diminish with increasing investment.
On the other hand, at low traffic densities, the additional investment may
not be justified'if the fall in direct costs is more than offset by a rise
in unit overheadlcosts. (Congestion costs do not occur in such cases,)

2. The Dynamic Effects of Transport Costs

Obvioﬁsly, a purely static comparison of costs is not an adequate
criterion for making investment decisions with regard to fixed transport .
facilities. It has to be taken into account that the cost structure

described above gives rise to a circular chain of causation between

/transport cosis
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transport costs and the volume of traffic, which results in‘the concentration
of economic activities in some areas and in the retardation of others, .

The -chain of causation works in the following way.. 1If transport con~
nections are poor between certain points, traffic will tend to avoid this
route: 'induetries=will be influenced to locate in such a way as to
eliminate the high transport cost associated with the poor transport
facilities, Accordingly, traffic density on the route will remain low,
While this is the case, however, there will be no incentive to improve the
route, since additional investment under conditions of low traffic density,
as seen ‘earlier, may well result in higheér unit ‘transport costs-than

“before, Thus the chain of causation runs from bad facilities to high costs
to low traffic density to lack of improvement of bad facilities, The
result is that the area .served by the poor transport route will experience
a retarding effect on its growth, while a corresponding additional stimmlus
to growth is created in more fortunate areas, ,

In the latter areas, transport connections are better, and transport
costs correspondingly lower. The economic activities attracted by the
lower transport costs generate additional traffic; the resulting higher
traffic density creates an incentive for additional investment in the given
£ransport routes, since this will lower transport costs. The lower costs,
in turn, reinitiate the cycle of causation, which runs from better facilities

. to lower cqsts to higher traffic density to further improrements,ofgfacil-

-.ities. ’ :

. 3. The Social—Overhead Functions of Transport Fa0111t1es

Transport facilities have two pr1n01pal social-overhead functlon5° ‘

(1) the full cost of fixed investments is often not charged to the user,

i. e., on public roads or under special railroad fare policies; (ii) a
transport network conveys extraordinarily important benefits to all economic
act1v1t1es, even those that are not dlrectly served by 1t, and these
benefits are not priced in the markét, '

(1) With regard: to the first’ ‘point, it should be noted that the
exact determlnatlon of unit overhead costs is rendered very .difficult by
the following facts, R ‘

First, there is a- qpestion as to whether all of the overhead costs
should be borne by the users of the route, It is argued that owners of

/adjoining property



E/CN.12/URB,24
Page 21

adjoining property experience a rise in the value of this property, and
that they should bear a corresponding share of the costs, It is also
argued that the commmnities served by the route obtain indirect benefits
and should contribute to the cost accordingly. (Both of these consider-
ations touch upon the second class of social-overhead function mentioned
above.) There is very little theoretical basis for making an exact
evaluation; in a concrete situation, some division may be made on a
largely arbitrary basis, (A case in point is an interesting study by the
Highway Department of the State of Washington, U.S,A.)

Secondly, even if the share of overhead costs to be borne collectively
by the users of a transport network is determined, itjis difficult to
divide these costs between different classes of users, To cite the example
of a highway: physical deterioration is affected by the;weight and speed
of the vehicles; the timing of the use of thé highway affects the fluct-
uations of traffic density, and thus, for example, congestlon costs during
periods of heavy use; the ch01ce of route across a transport network by
the individual vehicle affects the capaclty of all sections of the network,
ete, ete, Similar problems arise in assigning joint costs to different
classes of uses of a railroad network, or of a system of canals or ports.

In spite of the difficulty of evaluatlng unit transport costs, a great
effort is justified in this field, in order to avoid among other things,
the subsidization of urban overconcentration., It so happens that COngest-
ion becomes the major problem with‘regard to the organization of entering
and leaving traffic in the larger metropolitan areas, and its solution
requires highly costly investments, If the exact costs corresponding to
individual parts of a transport network are not known, it will typically
happen that the costliest parts are subsidized, through the device of
charging average costs everywheres This is especially true in the case of
rail and highway traffic, If, for example, an attempt were made to ‘
estimate and charge the true marginal costs corresponding to the complex-
ities of a metropolican road interchange system, the subsidization of
industries located inside the metropolitan areas could be avoided, and
the corresponding retarding effect on smaller urban centers could be
checked, . .

It is noted that the problem of assigning the exact costs correspond-
ing to the use of a transport netwyrk may be evaded by using the

/corresponding charge
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corresponding charge as a policy instrument, for creating incentives or
disincentives for given traffic flows., In principle, such a policy could
be highly effective if used by an efficient planning agency with a view to
promoting rapid and balanced growth. In practice, however, the structure
of charges (for example; railroad fares) can easily become a tool in the
struggle of powerful pressure groups intent on promoting their parochial
aims; accordingly, in a given case it might be wiser to renounce the use
of this particular instrument than to risk the opening up of a political
Pandora's box.

(ii) The indirect benefits of an iﬁbroved transport system that
accrue to all economic activities consist of the lowering of the production
costs of all products and services that use transport directly or indirectly.
For example, if the transport costs on iron ore are reduced, the effects of
this reduction will redound to the benefit of all users of iron and steel
and its products,. Since transport is by far the widest-used of all inter~
mediate commodities, the direct and indirect benefits of a transport cost
reduction will spread throughout the whole sconomy, :

The benefits of a given transport cost reduction achieved through
investment in transport facilities are more difficult to evaluate than the
benefits of, say, a.reduction of steel cost, achieved by technological
improvement. The reason for this is that any one ton of steel is like any
other ton of steel in all of its uses; however, transport services are
geographically differentiated, and thus, a given transport improvement is
different in its effects from any other transport improvement., Generally
. speaking, it is, however, obvious that the major benefits of a transport
network will be captured by the areas directly served by this network, and
that the cumulative effects of the indirect benefits will be greater in
. proportion to the degree of self-sufficiency of these areas,

L. ‘Effects of Transport on Urbanization

The principal effects of transport on urbanization may be summarized
as follows: | ' '

(1) The interaction of transport costs and investment in new transport
facilities has a strongly concentrating effect that will tend to focus
economic growth into a few favpured regiohs and their urban centers, and to
retard growth elsewhere, | '

/(ii) The indirect
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(ii) The indirect benefits of transport are spread throughout the
economy; however, the major share of these benefits goes to the regions
and their urban centers served by the best transport facilities.

These conclusions indicate clearly that investments in transport
facilities can play a key role in regulating the process of urbanization.
On the one hand, lagging regions may be stimulated by systematically
anticipating their transport needs, and, thféugh the lower costs achieved
by creating improved facilities, additional economic activities may be
channeled toward these regions. On the other hand, overconcentration in
a few urban centers can be counteracted by creating disincentives through
geographically differentiated transport charges.

IV, CONCENTRATION

As indicated in the introductory section.of.this'paper, it will be
convenient to break down the problem of geograpbical cohdentratioﬁ into
two sub-problems, to be referred to as "regional"\apd "metrqpoiitan"
concentration. The first of these refers to ﬁﬁe interrelati&ns of urban
nuclel of different sizes, each considered tqgethefpwith its tributary
region; the second refers to the problems of intefﬁél organization of a
metropolitan center and its tributary region. For example, the problem of
the concentration of dynamic economic activitles in the Southern industrial
region of Brazil, at the expense of stagnatlon in the Northeast is a
typical problem of regional concentration. On the other hand, the internal
problems of the Sao Paulo metropolitan zone, such as the 1nterrelatlons of
economic¢ activities in the urban nucleus, workers' hou51ng in the suburbs,
transportation problems within the metropolitan zone, etc., constitute a
typical metropolitan concentration problenm, | | '

A, Regional Concentration-

1. General Considerations

The notion of a regional concentration process involves many economic
_and extra-economic variables. The most important phéenomena of regional
concentration are the follbwiﬁg: differential migration rates toward the
leading centers; selective migration'of high-grade labour; the establish-
ment of a proportionately large number of new economic activities at the

/leading centers,
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leading centers, especially in the dynamic industrial sectors; the con-
centration of income and of markets; the concentration of productive and
social overhead capital; differential standards of nutrition, health,
education and social welfare that favour the leading centers and reflect
themselves in an accumilation of skills and an increased productivity at
these centers; a concentration of technical and managerial skills, as
well as of enterprise as a productive factor; and an unequal distribution
of business risks between the leading centers and the periphery;

There exists an intuitive notion that concentration has advantages as
well as disadvantages; and that there is sucﬁ~a thing as "£so much" conw
centration on the one hand, and "too little" concentration on the other.
Too much concentration involves sharply different growth rates between
different regions that leave some regions stagnant, while channeling so
much neW'aétivity to other regions that the latter are plagued by dis-
economies, such as metropolitan transport ard food supply problems,
excessive land rents, etc, Contrariwise, too little concentration implies
the dispersal of economic activities among centers of more or leéss equal
importance, which deprives the economy as a whole of the benefits of major
urban aggregations, These benefits are, for example, the elimination of
transport costs on many intermediate prdducts that are exchanged between
different productive prodesses; the creation of pools of specialized
labour and technical skills; the ease with which commercial arrangements,

such as subcontracting, can be worked out in a major metropolitan area,

thereby promoting a more efficient division of labour; and the developménb

of special entrepreneurial skills which favour the growth of the country
as a whole, ) ' o

From the notion of too little concentration on the one hand and too
much on the other, it follows that there should be an optimal degree of
concentration for any given developmental stage of a country., While so
much can be readily admitted, it is difficult to define generally accept-
able standards of what constitutes an optimal degree of concentration.
Generally speaking, in Latin Ameriéa overconcéntration in each national
economy appears to be more of a problem than a lack of sufficient concen~
tration, On the other hand, looking at the Latin American economic area
as a whole, it may be observed that the existence of many autonomous ’

/national economies
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national economies has favoured the emergence of a comparatively large
number of fast-growing metropolitan areas, which might not have been the
case under an economically integrated régime practicing the laissez-faire
principles which were characteristic of economic policy in the area until
the mid-thirties,

The issue of optimal concentration vill be taken up in the fcllowing
section, dedicated to policy problems. In the present section, the
mechanism:; responsible for concentration will be inspected in more detail,

2, The Ccnc'ept of "Feedback Systems!

A1l mechemisms of concentration ars closed chains of causation,

technically calied "feedback systems"., An example of a feedback system
has been discussed in the previous saction, in ccunection with investments
in transport facilities, It is recalled that in this system the chain of
causation ran from higher investments to lower transport costs to higher
traffic density to more investments; and conversely in the other direction,
The charges both upward and downward have been seen to be cumulative; in
other words, any existing tendency was found to reinforce itself through
a chain of causes and effects, The circular chains of causation, also
called "feedback loops", can be represented schematically as follows (see
Fig. 1):

Figure 1

Transport Feedback loops

- Hore Investment ' ' Less Investment
7 ~ - 7 TN
Higher Traffic . Lower Trans=- Lower Traffic Higher Trans-
Density & porht Costs DPensity ¢&——— port Costs

The kind of feedback system which, as the transport investment system
pictured above, tends to reinforce its own changes cumlatively, is said to
be characterized by "positive feedback". In other words, the indirsct effect
produced by an original change in a varisble, which through a chain of
induced events finally comes to react back on the given variable itself,

has the same direction as the original change, thereby reinforcing it. It

/uay be
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may Be observed in the fe@dbadk loops of Fig, 1 that the above statement
is true for every one of the variables in the loop. | ' |
Conversely, negutlve feedback is cbsenved when the 1nd1r°ctly ¢ndu'eu
change has the opnosite direction as the original change, thereby diminic
ing its megnitude. An example of negative feedback is a mechanism which
tends to reduce differences betweeh wages in different areas, Where Wages
are low, more labour~iﬁtensive production technignes éfe used in the
productivz processes; this increases the demand for labour, thereby
raieing its prlcea Where wages ars hlgh, the m@chanlqm.runs 1n the opposite
direction. In Loth cases, the induced price movement counueract° the
deviation of the original price level from the norm of labour prlces. The

corresponding feedback loops ere siacwn ia Fig. 2:

Figore 2
Wage Feedback Loops

;

i.. High Wages ‘ le LOW'Wages.\
L. Wagass Diminish e ' L. Wages Increase . ~~_
-3 ~ — . T
3., Reduced 2, Less labour- 3. Increased - 2¢ More Labour-
Labour o intensive - Labour Comiinm ATLENS1VE

Demand ‘techniques ' ~ Demand |  Techmnigues

1}

It is noted with reference to Fig, 2 that, as the cycle of csusation
runs the second time arcund the loop, all changes are reversed, whlle the
thlrd time they are again in the original direction, etc,

" Positive feedback always results 1n self-relnforc*ng changa. Negative
feedback results in self-regulating advu tment to an equilibrium state,
_unless the feedback is so strong that it Qovershoots" the original deviation
in the opposite direction, thereby giving rise to ever wider oscillatiéns‘
about the equlllﬁrlum Qtate; | S o '

With “egard to the spatlal structure of economic growuh negatlve
feedback effects are on the whole much weaker than p0o1txve ones, The

- negative feedback effects tend to ksep the growth rates of d;fferent
regions in step with one another; ﬁhe positive féedbapk effects, contrari—
wise, ténd to induce divergences in the growth rates, The observed concen-
tration effects reflect the dominance of poSLthe feedoack.

/3, Mechanisms of
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3, Mechanisns of Concentration

In the presert section, the individual feedback mechanisms connected
with concentration and diSpersionhwill be sxamined in detail, In order
to permit a synopsis of the large variety of mechanisms, Table 1 has been
prepared, which presents a classification of the principal mechanisms,
This classification is of course not the only possible one, nor does it
pretend to completeness; for example, a variety of political-sociological
mechanisms may be advanced that would extend the list, Nevertheless, the
table is believed tc be useful for a first orientation in this largely
unexplored field,

(a) Meshanisms Gomnnected with Labour

(i) The choice of technigue, i.e., the selection of labour-

intensive vs, capital-intensive production processes for the production
of a given commodity, has two opposite effects on wage rates and thus on
incoms levels in different geographicel zones, On the one hand, through
the mediam of labour productivity, it has a strong concentrating effect;
on the other hand, through the medium of the supply-~and-demand situation
in the factor markets;, it has a weaker equalizing effect,

The first mechanism works in the following way., In high-wage areas,
it is attractive to choose more capital-intensive and less labour-intensive
techniques, This raises the productivity of labour. The increased
prodactivity, in turn, creates the basis for successful labour pressure
for capturing at least part of the fruits of this increzsed productivity,
in the form of wage increases that raise the originally high level of
wages even further, thereby reiritiating the cycle, Conversely, in low-—
wage areas, the stagnant levels of wages and of procductivity will be
perpetuat.ed by the choice of labour-intensive techniques,

The second mechanism is identical with the former one in its first

Yink, the choice of technique in response to the vage level,

/Table 1
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Table 1

A SURVEY OF FEEDBACK MECHANISMS CONNECTED WITH
GEOGRAPHICAL CONCENTRATION AND DISPERSION a/

A, Labour

(1) Technique of productien:
%+ technique-productivity cycle
~ technique~factor demand cycle

(ii) Location:
4 location~productivity cycle
- location~factor demand cycle
%+ location~market cycle

(iii) Migration.
~ migration-Jabour supply cycle
+ migration-productivity cycle

© (iv) NH.W.E, (Natrition, health, welfare and education):
+ N.H.W.E.-productivity cycle
B, Capitai '
~ interest-capital supply cycle
+ risk-capital supply cycle ,
+ enterprise~capital supply cycle

C. Socisl Overhead Capital

+ social overnead capital-productivity cycle
+ social overhead capital-location cycle
+ social overhead capital-risk cycle

D. Transport
+ transport investment-traffic volume cycle

(Also note following one-way causations:
transport cost-migration effect
transport cost—product distribution and location effect,)

E. Agglomeraticn

+ concentration-external economy cycle
- concentration~external disecoromy cycle

F. Balance of payments

(Note: these cycles equilibrate the balance of payments, but
disequilibrate growth rates,)

- terms of trade-income cycle
- employment -income cycle

G, Fiscal pelicy

- income-tax payment cycle (progressive taxes)

+ irncome-tax payment cycle (regressive taxes)

—~ social overhead benefit-specific tax cycle (effective tax) -

- social overhead benefit-specific tax cycle (effec;tive sub~
sidy

é/ "+ denotes positive feedback; "-", negative feedback,

tau
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However, in this second case a different effect of the choice of
technique is brought into pley:  its effect on the factor markets. In
high-wage areas, the choice of capital-intensive techniques diminishes
labour demand and increases the demand for cavital, thereby tending to
lower the relative price of lsbour. Conversely, in low-wage areas, the
choice of labour-intensive techniques tends to irncrease the demand for
labour and thereby to raise its price, The effect of this second mechanism
is to lowzr the wage rate in high-wage areas and to raise the wage rate in
low-wage zones; in other words, it has an equalizing or leveling eifect,
instead of a concentrating one,

“he important question arises: on the balance, which of the two
effects of the choice of tethnique is dominant, the concentrating effect
or the equalicing effect? In other words, does the choice of technique
have a2 net concentrating effect or a net equalizing effect? It is to be
noted that classical economic theory emphasized the equalizing effect, to
the practically complete exelusion of the concentrating effect, It is,
however, obvious that the equalizing effect can work efficiently only when
the labour cupply is inelastic in the low as well as in the high-wage areas.
so that moderate changes in labour demand may be reflected in significant
wage changes, Generally, this is not the case, In the low-wage area, a
large reservoir of unemployed or underemployed labour makes the supply of
labour extremely elastic; while in the high-wage area, the wage level will
usually be more sensitive to institntional factors than to the demand of
labour, The wage level in high-wage areas is typicelly determined by
institutionally enforced collective bargaining, and is based more on the
ability of the employer to pay than on labour supply and demand., An
interesting corollary of this situation is a conceniration elfect that
operates not only geographically, but between different branches of economic
activity at the same location as well. There is a gradation of wage levels
from the most dynamic¢ and productive industries, which pay highest, to
commercial activities, which pay considerably less, to floating marginal
employment, which may offer little over the barc subsistence leval, The
differences are maintained by a .careful compartmentalization of laboﬁr,
institutionally enforced, which prevents competition between members of

the work force and the consequent fall of wage levels in the higher paying

J/activities. Clearly.
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activities, Clearly, the incentive for capital-intensive technigues will
be grestest at the top, which raises productivity fastest, drawing the top
echelons of wages “after it;v while at the bottom, therc will be a étagnm
ation of wage and productivity levels, o

‘While it would be extremely intéresting.to have an empirical siudy
of the relative forces of the concentration and equalization effects, it
can be stated with fair confidence on the basis of the foregoing observations
.that the cuncentrating effect has the upper hand,

(i) The choice of location for given productive activities, as well

as its counterpart; the choice of particular products or services to be
produced at given locations, has concentrating and equalizing effecis very
similar to the ones discussed above, ‘ »

The effect of productivity is again a concentrating oas. In high-wage
areas, there will be a tendercy for tlhe location of more capital-intensive
production activities, which will lead to'increésed productivity, and
ultimately to even higher wage levels; while low-wage areas will tend to
attract more labour-intensive activitles, which usually have a lowsr
. produétivity and thus provide a wesker stimulus for the raising of wages.

On the other hand, there is an'equalizing mechanism analégous to the
one discussed before, which acts through the suppiy and demand for labour,
reducing the excess supply of labour in the low-wage area, and raising it
in the high-wage area, ~Thé same considerations apply to the relative
strengths of these two mechanisms as the ones cited earlier,

The above conclusions should be qualified from two points.of Vi ew,
(i) A stagnant regional economy would often welcome labour-irtensive
productive activities, such as textile mills or the assembly of electronic
products, if it could ohly get them, since the additional employment,'in
spite of the low'prevailing wage levels, would be faf better than no
employment at all, Many backward areas pin their hopes on such labour-
intensive activities to a degrees which is pathetic, in view of the fact
that while low wages may often he a necessary condition of aﬁtractingﬁ
certain industries, they are almost never a sufficient condition., It
should be kept in mind that low wages do not imply low labour costs, if
productivity is low in a backward area due to reessors of ill health, poor
education and the liks; as it uSuaiLy is, Besides, the backward area

B
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typically lacks indispenseblc co~cperatihg factors of production, especial-
ly social overhead capital ‘and entrepreheurship,4'Finally, the advantages
of lower lsbour costs may be outweiéhed by an added factor of risk in the
backward area. As a résult of these considerations, which constitute
independent concentrating cyclés in thelr own right, the effects discussed
before are often submerged, (ii) Locational choice gives rise to a
concentrating cycle in many ways more impertant than the location-
productiviiy ard location-factor demarmd cycles cited above, namely the
location-market cycle, This cycle has its origin in the strong attraction
many industries and other ecnﬂomic activities experience with regard to
their markets. The principal markets zre found at locations of consider-~
able population concentration. If wage levels are highsr at such locations
this raises the average incomes and thus enlargss the markete, New
productive activities that are attrzcted to locate at such pre—-existing
concentraticns give rise to additional incomé, which enlarges the markeb
even further, thereby iacreasing its attraction as a productive location,
Thus, a seif-reinforcing cycle is set in mcticn.' Thﬂ: cycle will be
further reinforcad 1f, beside market orientation, the industries attracted
to the markets are also characterized by cconorics of lafge scale in their
productive processes, If this is the case, smaller markeis will not be
served from indspendent plants, since the cost of operating several smaller
rlants will bs considerably higher than the cost of operating a larger
plant. Accordingly, the concentratlion process will converge on the
location of the largest marketis, serﬁing smaller markets from these
locaticns up to distances determined apprdximately by the balance of
additional economies of scale on the one hand and additional distribution
costs on the other, '

(iii) Migration gives rise to a third set of feedback mechanisms
connected with labour, The classical economic¢ mechanism propounds that
wage differences or unemployment pressures give rise to migration from
low-wage (or unemploymént) arcas to higher-wage areas, thereby reducing
labour supply in the low-wage zone and increasing it at the high-wage zone,
untill wage differences are eliminated, ‘This is a negative-~feedback
systam to be referred to as the migration~labour supply cycle, Evidently,
this mechanism does not account for the well—established reality of

/persistent international
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persistent international and interregional wage differences, As far as
international migration is concerned, the institutional barriers are of
course obvious. It is harder to account for disequilibrium situsticns
notoriously observed between regions of a single country, which, it should
be noted, are generally more severe in underdeveloped countries than in
more advanced ones, ,

The migration-labour supply cycle clearly has some major limitations,
It should be pointed out, first of all, that even in the absence of any
competing mechanism, the equalization of wage rates does not follow from

the structure of this cycle, only the narrowing of wage differentials that

would exist in its absence. If, for example, the natural population
increase in the backward region is.strong, lsbour supply may rise and the
wage differential with respect to a more advanced region may widen, in
spite of the migration-labour supply cycle., (A pedestrian; or shall we
say nautical, illustration, is that of a bathtub, which may overflow even
when the sitcpper is out, if the water is poured in fast enough. )

In practice, the migration rate is seldom high enough to solve the
problem of stagnation of a backward region, Moreover, there are costs
associated with migration that often prevent it from taking place at any
considerable rate, in spite of the strong pressures than may exist to
promote it, until a point of such desperation is reached that an abortive
and catastrophic attempt at mass migration may be underteken,

It is suggested occasionally that the large empty tropical zones of
a number of Latin American countries would be suitable for absorbing the
surplus population of some desperately overpopulated regions in these same
countries, adducing in support the massive pre-Columbian migrations that
are known to have taken place in the Central American regions and elsewhere,
The difficulties would, however, be so formidable, and the human costs so
appalling, especially in terms of mortality, if a transition from upland
climates to tropical zones, with their endemic diseases, were involved,
that this solutioh is in fact less attractive than almost any alternative
policy approache. A '

A second limitation on the migration-labour supply cycle is th;t wage
differentials, even though they exist, may be made partly ineffective by

institutional .restrictions, For example, the stratification of urban

/labour with
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labour with respect to wage rates, which has been cited earlier, will
reduce the effective wage differential for the migrant very substantially,
since upon entering the more advanced zone, he will find hinself st the
bottom of the pyramid, among the group of marginal workers. It should,
nevertheless, be noted that the chances of eventual betterment, especially'
for a young and vigorous or a trained v}orker, are considerably more
favourable in the advanced metropolitan zone than in the backward area.
This lLeads directly to the ccnsideration of a second mechanism comnect-
ed with migration, which is characterized by positive feedback, and thus
tends toward concentration, This mechanism resis on the seiective
migration of persons: in other words, the preponderance of the young,
the healthy, the unattached, the better trained and the better qualified
among the migrants, Since this raises the average procductivity of the
population at the center, while reducing it correspondingly in the backward
zone, it contributes to the widening of the wage and income differences
vhich irduce migration in the first place.

(iv) Nutrition, health, welfare and education likewise give rise

to positive feedback systems through the agenty of productivity. Tne levels
of 3.'!..1 these desiderata arce better in the high-wzge and high-income zones,
partly because people can afford tc avail themsslves of these services to
a larger extent through ordinary market chamels, and partly since many
kinds of these saervices are vrovided on a collective basis; in the latter
case, the higher per capila incomes in the advanced zones creabe the basls
for higher levels of the corresponding services, The net effect in each
case is to raise productivity; +this, in turn, is translated into higher
per_capita incomes, Co.nversely, in the low-wage and low-income zones,
the standards of nutrition, health, welfare and education, as well as the
standards of productivity, tend to stagnate,

It should be noted that, while each of the services that have been
mentioned may give rise to a feedrack cycle of its own, they are also
interrelated among themselves, For example, poor nutrition of school-
children notoriously leads to poor scholastic achisvements. The inter-
relations of the various feedback systems will be discussed in more detail

below .
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(b) Mechanisms Connected with Capital.

The classical mecharism related to capital is the interest rate-
capital supply (and demand) cycle. This negative-feedback system rests
on the flow of capital from regions of low interest rates to regions of
higher interest rates., Correspondingly, capital supply increases where
interest is high, decreases where interest is low; this, in turn, brihgs
about a negative-feedback adjustment of the earlier interest rates, tend-
ing to epuialize then,

This mechanism has a low degree of applicability under almost any
practical conditions, but especially so in underdeveloped countries,

It should be noted that this mechanism, to the extent that it
operates under a given set of practical circumstances, will tend to re-
inforce two of the cycles discussed earlier with reference to labour,
namely the technique-factor demand-ithe the location—factor demand cycles,
which are characterized by negative feadback, However, in underdeveloped
countries tnis mecharnism has little practical effect, Market intervest
rates have little meaning, since access to capital is rationed, and the
rates are far from being equilibrium rates (in the sense of eguating
the supply and demand of capital.) Thus, it is difficult to decide
whether the mechanism operates or not: it may be adduced that it would
operate if only the differences in interest rates were large enough to
have a measurable effect, Moreover, the effects of this mechanism are
often confounded with the element of risk, If no capital movémerts are
observed to take place, in spite of apparent differences in marked '
interest raté?, it is ‘argued that the difference in interest rates is
Just enough to compensate for additional risk, and that, accordingly, no
teffective" difference in interest rates exist. If this reasoning is
accepted, the explanation of capital movements becomes in good part
tautological, .

The problem with the foregoing use of the concept of risk is that it
is not quéntified independently from the process it is supposed to explain,
Such a quantification is, however, sntirely possible; "Risk" can be
defined, for example, as varying inversely with the number of successful
business ventures in a given zcne.

‘Using the foregoing concept of risk, a second cycle pertaining to

/capital can
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capital can be introduced, which is characterized by positive feedback,
The cycle operates as follows, Low-risk zones, i.e,, the ones with mary
successful business ventures, attract capital, and lead to the establish-
mert of additional economic activities, This, in tufn, lowers risk even
further and mekes the zone ever more attractive for capital inflow. Con-
versely, hackward areas, which have few economic activities, are by that
very fact high-risk zones, and tend to offer a disincentive to the inflow
of capital.

Beside the factor of risk pertaining to the localization of a given
economic activity, there is another aspect of -investment risk which like-
wise leads to a positive~feedback system, This aspect pertains to the
diversificabtion of risks within the investment portfoiio of an indivicdnal
investor., In a region with ¢ limited sebt of economic onportunities, little
investment diversification is possitle locally, and therafore it will be
natural for a substantial fraction of indigenous savings to seek an oublet
in other weszions, Naturally, the capital drained away in this fashion
retards the diversification of the batkward region, by slowing down its
over-all development., Conversely, a more advanced and therefore more
diversified reglon will be able to hang on to a larger or overwneluing
fraction of its savings, and thereby promote more rapid sgrowth and an
attendant further diversification,

A further cycle referring to capital which is also characterized by
positive feedback is based on the entrepreneurial factor, It is weil-
known that cne of the impediments Lo the development of backward areas is
the lack of local business and entreprenszurial talent which would organize
new venturcs, taking advantage of the resources of the area in oguestion.,
Thus, if favourable conditions for certain economic activities exisbt in
a backward area, these activaties might still be at a net disadvantage
with respect to more advanced ragions simply for the reason that they are
never worked out in dehtall and promoted efficiently. For example, even
conditions of preferential financing offered tc a backward region by an
economic development agency (wnich represents capitel willing to move
“uphill", against unfavourgble risks), may remain withcut effect if no
investment projects ars submittea from the region in questiocn, or if they

are submitted in such a poor form that they cannot reascnably be considered.

/The positive-
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The positive-feedback system operates with respect to the entrepfeneurf
ial factor through the agency of a dynamic business.enviromment, which is
the only effective source of additional entrepreneﬁrial talent. Thus,
where there is a great desl of econo'nlc actlvv ty, more cnt”epveneunal
. talent will be generated; which in turn will attract capital and promote:
additional economic activities for the advanced region. In the backward.
region, contrariwise, no indigenous entrepreneuriel talent will be raised,
for lack cf a business climate, end the lack of entrepreneurs will‘ preirent
the attraction of capital and the initiation of a more intensive busihess
activity. | v |

As” a result of the combined action of the positiveateedbaek eystems
based on v‘lek and on the entrevrencurial factor, capltal is far more likely ~
to flow on 1te own account from backward reZions to adva.nced reglons than
in the cpposite direction. The resm.ua'ﬁ' syrhoring~off of savings from

the periphery to the center is, in fact; one of the ills generally
. recognized 3n countries witn significent regional prchlems, It is,; of
course, -also an international problem with regard to underdeveloped

countries as a group versus the major metropolitan centers of the world,

(¢) Mechanisms Connected with Social Overhead Cépijal

The principal cycle connected with social overhead capxtal is a.
positive-feedback system, with productlw.tv acting as the moet 1m'>ortant
link in the circular chain of causation, . The mechanism works exactly like
the other ones diccussed earlier tiat cperate through productivity, to wit:
in advanced areas, there iS‘ mors SOCia.l‘ overhead cepital H th:Ls 1nc-reases
the productivity of all 1nvestments and thereby per.capita. 1ncom'=s in the
_aree, these, 1n tum, create tne bc S.’LS for :anreas:.ng soc:La.l overnead _
:capltal 1nvest.ments .Ln, the area. UOl’ltI‘a.I‘lW.LSG, _:Ln baukward regions, the
lack of SoClal overhead capltal holds proauctlv:.tv down, and thus helps
to ma.lnta:m J.nCome at stagnanu levels ;. whlch makes l‘t Iore dn.fflcult t,o
create more. soc:.al overhea.d c@pltal out of' loca._ resou:cces. Ly S~

_ A related pos:.tlve—feedback system worzcs through locatlonal attractlon"l
new :an sstments are attracted to ample e:ctst:x.ng etocks of .:oc:.al overhead
capital, and. by the addltloral 1nwme uhey generate, they prov1de, in turn, -
the ba31s for further addltlons to SOCla.l overhead camtal in- the more
adya.r;?@’d,, zone ,“‘ and..cont, rarlw: se- 1n backwa.rd zonee. |

LSO

- /Beside Ath”‘e



E/CN,12/URB, 24
Page 37

Beside the two cycles discussed above, social overhead capital may
be related to business risks. In an earlier section it has been suggested
that the number of successful business ventures in a region be used for
the quantification of risk; this concept may, however, be refined by tne
inclusion of the existing stocks of social overhead capital in a given
zone among the factors that determine the chances of success of a venture,
If this concept of risk is accepted as reaiistic, then an additionsl cycle
can be stated, which runs from mores social overhead capital to less risk
to more new business ventures to more income, and finally to a positive
feedback on social overhead capital, In backward regions, the cycle runs
in reverse,

An additional cycle related to the financing of socizl overhead

capital will be discussed in a subseguent section,

(d) Mechanisms Related to Transport

The transpcrt investment-traffic volume cycle, which constitutes a
system with positive feedback, has been discussed indetail in connection
with social overhead capital embodied in transport facilities, in Section
I11I-B-2, The effect of this cycle, as has been indicated there, is to
concentrate economic activities, incomes and transport facilities in the
more advanced zones, . o ,

: In addition to this feedback system, there are also important one-way
efrects running from transport to migration and to the location of
production and product distribution, vThqse effects play an important role
in the study of a question that has been open for a long time, to wit,
vhether a lowering of transport costs has a concentrating or a dispersing
effect on economic activities.' As has been amply revealed in the previous
pages, any given variation is likely to have differing and often contrary
effécts? through separate mechenisms of causation. The effect of a lower~
ing of transport costs is no exccption to this observation, On the one
hand, & lowering of transport costs is equivalent to a closer union of
geographically separated markets; this has the effect of reducing the
spread of factor prices (wages) and the prices of products and services,
through the ordinary éperations of the market mechanism, This effect is
equilibraﬁing° On the other hand, a lowering of tranéport costs exposes
the generally less efficient econcmic activities of more backward zones

/to the
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to the intense competition.of. productive- act1v1a.es located: at the more
advanced cehtersy and- thereby tends co damaee them or:at- lesst slow down
their growth con51derably, “Which-one of the tvo. eflects is 11Peiy to be
dominant? . No answer can; be gaven to- thls qnestlon in-the: abstract
especially sincé ‘the: ‘answer is: aph to vary w1th the level of: transport‘
costs, In other words;:at: 1eer-zero lévels: of - transport costs the
balance will perhapsvbe-inéfevourfoiathe~eqp;llbrsthgﬁeffecb, while at
somewhat igher levels it may favour the cOncentrating'effeC€; Much
depends on the relative mob;l;tles of goods on the'one‘hand ehd members
of the working force on the other, Different fesults‘are likely to be
obtelned if workers can commte Lo central zones from arcaS'w1uh a radius-
of two miles, ten nules, or flfty miles, Here is.a tremendous uask of
empirical research, vhich would be of great szgnxflcance.for pollcy

decisions eSpecially under theAconditicns of'tﬁé underdeveloped countries,

o

(e) Ihv Meﬂhannqms of Agglome“at!on

The eoﬁcept of agélomefatloﬁ is used to’ deno»e a set of interactions
between econ0m1c activities that are grouped geographlcall close together.
Agg lomerailon has already been mentioned brlefLy in the section on locatlon~
al forces \see Section II-A), It is recalled that agelomcretlon ef;ects
are of two classes. eConomses of scale - Wthh can be 1nterpreted as .
arlulng from the 1nteractlon of 1dent1cal processes ~ and economies of
1nteract10n .between dlelmlLar _processes, such as the ellmlnetlor of ‘
transport costs on 1nLermedlaie products, the development of a Common -
4lobour pool w1th Speclal skllls, common service and marketlng fac111t1es,
etc,- All of these effects glve rlse to a posltlve-feedback system, It.
has not however, been mentloned heretofore that agglomereb on can also
. give rlselto diseconomies, There are certain cost plements asSociated
with productioh thst'ihcreasewﬁith scale, Some have simple technical
reasons: for example, tempecature cortrol-becomes ﬁrogressively”mofe :
complicated in the interior of 1arger reavtlon vessels in the chemical
industry. Other excess. costs are connected wlth th 1ncre331ng complexity
of commnnlcatlons and co-ordinetlon *n larger organl atlons. Analogous”

di seconomi es arise in the geogvaphscal Jnteractlon of dlSS¢milar processes,

which become especially notlceable when the degree of corcentratlon and

- /the absolute
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the absolute size of a nucleus becomes very large, as it can te observed
in the major metropolitan areas of Latin America and clsewhere, These
diseconomies are connected with the increasing complexity and cost of
metropolitan transit and the organization of other common services, such
as water supoly, waste removal, etc, The diseconomies of agglomeration
give rise to a cycle characterized by negative feedback,

Both the positive and the negative feedback systems of agglomeration
operabe thiough the agency of locationzl attraction for new enterprises,
The econoniies of aggiomeration increase with the rumber of economic
activities that form the nucleus of aggregation; thus, a larger nucleus
exercises a imore powerful attraction on many types of new economic
activities than a smaller one., Accordingly, a larger nucleus tends to grow
faster, by capturing proportiocnately more new activities than a smaller
ons, Of ccurse, the larger it grows, thzs more powerfully it will tend to
attract further activities, The limit to this process is set only by the
gradual strengthening of the opposite forces dus to the dissconomies of
agglomerations Thesec also manifest themselves to a larger degree if the
size of the nucleus increases. To the extent that they operate; they will
tend to repel the location of new activities at the given nuecleus. The
effect of this is a slowing up of the growth rate, which in turn reduces
growth of the diseconomies of agglomeration. In practice, it would of
course be important to know the relative strengths of the opposing forces
at different aggregation sizes. It appears from the observation cf the
urbanization process that the positive-feedback system is deminant up to
very large metropolitan sizes; however, it is not apparent how much of
the observed concentration is due to agglomerative forces and how much is
due to the other mechanisms discussed in this section. A clarificstion
of this issue is one of the important cmpirical tasks that need to be

undertaken in the field of urbanization studies,

(f) Mechanisms Connected with the Balance of Payments

Every geographical region, just as every country, is subject to the
restraints of the balance of payments, This balance is a definitional
idertity between the in- and outpayments of an area, which may be on
current account - payment for goods or services -, or capital account

~ money flows due to lending or repaymont operations. While the balance

/of navmenta
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of payments always balan“es, the poinh of ba.an"e may nﬁb necessarm’y be
achieved in a way that 1s d351rable fvom the point of view of theAreglon.
or country, in que sti.on. Balance may be anhieved at a hlgh rat° of growth
or at a level of otagnatlono Tho mest 1mpurtaut variables th at indicate
whether tne baﬂance is desd ruble or not are the-terms of txaae, in other
words, the price relationship between the th;ngo the region sells and the
things it buys, and the level of emphoyment These variables interVgne
in a funduxrental way in the. deuermlnatlcn of the growth rato o Eﬁg;jﬁggéﬁa
incomes in the region, i ‘

While it is emphasized again that ihe'balance of pavments must
necessarily remaih in balancec as a whole, for rezsons of defirition, this
docs not mean that individual components ars alsd necessarily in balancé.
For example, if a regicn imports certain coasumer goods on 30-~day credit
and then does not actually pay these obligaticns for two years. this means
that the rest of the world has involuntarily dghvertgd a 30-~day credit to
the region into a two-year credit, This ited is then out of balance, in
the s ense that the region -enjoys a larger amount of long-term crecii then
.the amount that corresponds te the intentions of'the lendersu Clearly,
the situation is unstable, for this methsd of long~term finsncing brings
rapid repercussions elsewhere; shipment of additional goods will be
stopped, except on a cash basis, In a similar manner, actual lmports and

experss may get out of balance with intended amount s that correspend O -
a given constellation of prices, income levels and other dsterminants of
the situation. Whenever the individval items of the‘balahce of payments
get disequilibrated in this manner, a chain of fepéfcuésions_is started -
up which leads to & feedback sysbtem, ‘ ' ‘

There are two feedback systems of especial 1mportarca Lhdt sérve to
keep the actual amounts of curreat and capital operations in stcp with |
their 1ntended amounts. ' Both are characterized by negative feedback and
both operate through the levels of income: they compress_the income of
a region that tends to 1mport mere than can be fi nanced out nf exports

and sbable‘borrowing, contrar1w1§e, they expand the income of a region
that shows the opposite tendendy;"ﬁcwever, these mechanisms difﬁér among'
themselves with regard to the way in which the compression or expansion'of;
income is achieved, The first one adjusts income by modifying the t erms '
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of trade; the second, by changing the levels of employment., These

income changes, in turn, give rise to negative feedback effects on imports:
when income falls, less is imported, and vice versa, In the case of an
adjustment by means of the terms of trade, moreover, tihere may also result
a negative feedback effect on exports: at lower prices, total export
income increases for commodities which have elastic demands,

While these cycles maintain the components of the balance of payments
in equilibrium, they offer no assurance at all that the growth rates of
different regions will be maintained in step with each other. On the
contrary, with the typical export supply and import demand structures
which characterize developed regions on the one hand aud backward regions
on the other, the maintenance of egquilibriun in the balance of payments
necessarily implies divergent growth rates, which vend to accelerate the
growth of the developed regions and maintain the backward regions in a
state of stagnation, This is due to the low income-elasticity of the
typical exports of backward regions (focdstuffs and other primary products)
and the high income-elasticity of the imports of these same regions
(cepital equipment, intermedieste goods, consumer products), There is no
effective way of getting away from this conclusion, unless the structure
of imports is changed in the backward regions, by means of new productive
activities established in these regions (agricultural rationalization,
industrialization, export diversification); or unless one is willing to
assume alternately the continuous and increasing transference of immrense
amounts of capital to the backward regions, clearly not a feasible
alternative,

The other feedback mechanisms discussed in this section interact
with the ccnsiderations based on the balance of payments to the extent
that they independently influence the structure of production and the
location of economic activities; by these means, they participate in the
determination of exports and imports, and furthermore, the structure of
stable capital movements to and from each region. Horeover, by acting
on wage levels and interest rates independently, they also affect the
level of production costs in each region, which in turn influences the

interregional terms of trade,

/(g) Mechanisms Related
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(b) Mechapioms Related to Fiscal Policy

" Fiseal nolicy has at least two important éffeqts cn regional con-

centration., First, through the gmneral tax structure, which may be
progressive or regressive, it.caa glve rise to lmportanu 1ntewrevlonal
capital. transfers, Second, through its selective 'incidence (or lack of
it) on certain activities or services, it may influence the geographical
distribution of these acth*tles and se~v1ces, with related secondary -
effecis, , ‘ '

General tax ¢ollediions‘that vary strongly with indiﬁidual incches
~ regardless of whether they are formally income taxes or not - will
sutomatically lead to proportionately larger tax collections in the more
advanced regions of a country, If governmentAaxpenc1tures are, at the
same time, sovenly distributed, or especially if they proportionately tend
to favour the backward regions, the fiscal system will have’ an inportant
equilibrating effect, tehdinv to ecualive regional growbh rates, On the
other hand. regre551ve Laxatlon, especially if coupled with 2 concentration
of government expendltvres at the pr*rc1pa‘ centers of Lhe country, will
have a concentrating effect,

Among the specific taxes, the mest important ones from the point of
view of geographical concentrationvare the ones pertaining to.social over-
head services, Urban and transport social overhead capital investments,
as aiready indicated, convey a large range of benvf1t° to proaucbﬂve
enterprlses located in the cities or servnd dlrec»ly by certaln transport
facilities, To the extent that these oeneflts are not compensated by
taxes, they COnstltute an 1mportant concentrating efféct,rleading to a
positive feedback system, The beneflts attraci more enterprises to the
privileged area; . these create additicnsl 1ncome, ard to the extent that .
social overhead capital’ 1s created from 1ocal income, or is reShon51ve to
local needs, the treation of additional amounts of sccial overhead capltal
will be encouraged in the advancea zZones. Converseny, if soulal overﬁead
benefits are overcompenoated by. Qpeolflc taxe 3y therevw1ll,be a decon-

. . ’ v
centratlng effect, T : ’ S

Lo InterreTatlons gmong the Merhan*sms cf Geop"ggplﬂal Concen%ratlon
The individual feedback systens connected with gquraph¢cal concen—

tration which have been discussed briefly in the foregoing pages, are

/clearly nob
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clearly not independent of each other, In fact, some of the inter-
relations among them, for example the balance between positive and negative
feedoack systems of a certain kind, or the relations between mechanisns

of the balance of payments and other feedback systems, have alrsady been
touched upon during the previous discussion., These interrelations are
extremely important if a quantitative rather than merely qualitative
undeirstanding of the process of geographical concentration is to be gaiined,
since the dynamics of adjustment of each feedback mechanism are influenced
by all of “he others with which it shares variables, Thus, for example,
the variable of productivity was seen to be involved in a large number of
these feedback systems; likewise, the wage level prevailing in a given
geographical zone plays an important rcle in & number of different feed-
back systems.

The net result of the interaction of all the mechanlisms is the
generally observed strong tendency toward increasing geographical concen-
tration during the course of economic development, indicating the
dominance of the combined eiffect of the positive feedback systems over ths
negative ones, However; at the present time the relalive importance of
eaca of the individual mechanisms, acting in one or the other of the two
directions, cammot be ascertained; and remains as a problem for future
research,

The qualitative understanding of the various mechanisms involved in
the phenomenon of geographit concentration will, nevertheless, serve as
an indispensable background in the discussion of specifically metropciitan
oroblems and the analysis of alternative policies dealing with urbanization

and econcmic development,

Bo Metropolitan Concentration Problems

The problems of metropolitan concentration are well known: congestion,
traffic problems, irrational land use, excessive speculation, social deter-
ioration, and many others, These problems will be dealt with in this paper
only in a summery fashion; and in this section, an attempt wiil be made to
link them specifically to the generally accepted concepts of economic plan-—
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1, Markeh Failure in Metropolitan Resqurce Allocation _

The metropolitan problems listed sbove, as well as others, such as
poorly co-ordinated investments in px"oductive and social overhead
facijities, the overlnvestment in certain types of facilities s such as
luxury housing, and the simuvltaneous underlnvestment_ in others ’ especially
the facilities of working-élass neighbovrhoods, phenomeria; which are
markedly notorious in underdeveloped areas, can be traced in good measure
to the fzilure of the market mechanism, It is , of course, a conmonplacé'
that in many respects the market mechanism in an unde‘rdeveloned country
cannot be relied on to organize efficiently the resources of the economy ;
yet with regard to metropolitan pioblems, this ooserva, vion has a special
force, since in this respect the markeo mecha‘n.sm is vary ine sfficient
even in the more developed countries. o

For theoretical reasons, the market cannot allocate lond rationally
between competing uses on a metropolitan scale, Such a scale, even though
largesfrom the point of view of the typical individual metropolitan land
'usn.ng function, is still quite small when measured by the dimensions of
the countyry as a w"lole- and more 1mportar*’u » the detall of J.ntDrnal dif-
fe:entla..lovz within the metropolltan zZone is i‘ar richer than in the countrv
at large, This leads to the follow:.ng phenomenon: w:x.,thln‘the metropolitan
area, one given piece of land is far J.ess' r'eplaceéable‘ for another piece
than outside the urban zone ;. the consequenée of which is the inevitable

atlon of monopolv posrclons assoc:.ated with every tract of urban la.rﬁ
It should be noted that ‘the creation of these monopcu.y positions does not
depend on the 1nst1tutlon of prlvabe land ownersm p: the monopolv
‘pos:Ltlons in the economic sense, would arise in a simla‘ faahlovx under \
social ownership, provided that decentralized pxoduCtW on and 1nvestmerm -
dec1s1 ons were to be Dstabllqhed. 'In any event, the rsecessary ex:Ls+ ence
of monopoly pos:.b:n.ons rules out t’qe smultaneouo existence of a stable
price structure. The cont”adlctlon can be resalved only if The 1nd3.v1dual .
land holding is vanishingly small compared with the significant detail of
urban. geographlc:al structure ~ :Ln practlce, an dbsurd suppos:.tlon. ‘

. The conseguence of monopoly positions as 50c1ated with ]a.nd holdlngs
would thecoretically be a constantly shifting price structure that never ' ’:A
settles down into a fi;ged pattern. In préct.ice‘,'l howgwer, the 1nherent :

/ ..nstabll,.ty of
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instability of urban land prices is completely submerged urder a series
of other phenomena which would tend to dominate even a stable market
equilibrium, if one existed,

First of all, the physical 1life of urban capital facilities, such
as buildings, shops, factories, streets, subsurface construction, etc,,
is very long, and thus typically it takes a long time before urban land
can be reallocated to a new use, without incurring an excessive cost.
Accordingly, the time lag of all adjustments is large, and the response
to price incentives is sluggish. For this reason, large divergences
between optimal current use and actual use of a tract of urban land are
common, This hides the inherent instability of urban land prices,

Secondly, the urban land uses associated with social overhead invest—
ments necessarily have to be allocated outside “he market mechanism, since
the benefits of social overhead capital, by definition, accrue outside the
market, and thus a social-overhead land use cannot compete with an
industrisl or commercial land use on the basis of market-determined
productivities. This further reduces the role of the market in allocat-
ing urban land between competing uses,

As an additional complication, the dynamic effects of economic growth
in the cities are extremely important: thus, even if there existed a
" perfect price system which took into account all of the present needs of
a metropolitan area, these prices would constitute inadequate guides for
investment decisions, since the latter have to take into consideration
future needs, For example, it is generally recognized that decisions
with regard to the establishment of transit systems have to be based on
estimated future uses, since ulterior expansion of an vnderdimensioned
system is very costly., Accordingly, an adeguate system of land prices
would have to incorporate an allowance for possible future land uses as
well as for current ones. It should be noted that this theoretical need
for a price system that would anticipate future conditions; exists with
regard to all economic activities: however, its importance becomes.
dominant to the extent that low-cost, marginal adjusiments are ﬁechnically
ruled out, For example; there is no critical need for a careful anticip-
ation of the future demand for haircuts: 4thc corresponding servic

facilities can be created easily as the need arises, With regard to

/major, indivisible
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major, indivisible invsstments, however, such as basic industiies, the
need for considering. future prices together with current ones is evident,
if the decisions are to be made in a decentralized fashion. The R
dominance of future prices in the problem of metropdlitan resource
allocation follows from the long life of urban investments, the resultant
inflexibility and the high cost of adjustments if they cannot be avbided.i
Since future prices are never takén into account systematically in the .
market, here is an additional reason why little can be expected from the

market as an organizer of metropolitan resource allocation decisions, .

2, The Problem of Urban Real Estate Speculation

Real estate speculation creates one further troublesome aspect of the

metropolitan land allocation problem, but contrary to occasional ml§—,
conceptions, it does not represent a failure of the market mechanism, but
rather one of its consequences, socially undesirable as it may be, ”
‘Speculation is observed whenever the demand for a commodity, such
as urban rsal estate, arises in considerable part for asset—holding'
purposes, rather than for the purpose of enjoying the sefvices_that the
given commodity provides, such as housing or commercial accommodations.
The effect of the "asset-demand" for real estate is to raise its combined
demand above the level that would be determined by the "service demand"
alons, Moreover, the asset-demand often fesglts in a positive feedback
cycle with regard to.the‘prices of certain properties. To the extent
that people buy real estate not only as a form of holding prbperty or as
a hedge against inflation, but also Witﬁ a view to possible speculative
profits by resale, a given property may appear more desirable not 6nly'
in relation to its inherent service-determined value, but in'relation to
its previous price increase. Thus, the types of property on which
speculative demand converges originally;'fbrtuitdusly or in antiéipation“
of future service demand, will by the very fact of thls initial convergence
and conseguent price rise appear even more d651rable to later generatlons
of buyers., Price increases can continue to ‘the p01nt where they lose all
connection with serv1ce—determ1ned value, Speculatlve cyclés of thls '
kind are well-known; the price increises can go on as long as new buyefs

come into the market or as old participants manage to bring new monay

/into lu’
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into it, usually by means of a credit expansion. L/ The phenomenon of

real estate speculation is observed in practically all mejor Latin American
metropolitan areas, especially the ones situated in rapidly expanding
economies, Metropolitan real estate is an excsptionally suitable speculat-
ive medium for several reasons. First of all, there is a real basis for
price increases in the rapid growth of service-oriented demand in these
zones; then, the major savings in these countries accrue at these same
metropolitan centers; and the speculative ocutlet for these savings

settles naturally on the type of transaction whose object is physically
close at hand and can pe readily inspected in person, The latter factor

is especially important in view of the fact that self-generating price
increases require not just a few transactions, but a whole series of them
referring to the same class of objects,

The socially undesirable cousequences of real estats speculation are
well known. Speculation, by driving up the prices of tracts of land and
other whban preperties, withdraws these properties from many rational
servicesoriented uses; moreover, it makes the allocation of urban land
far less gensitive to changes in service-oriented demand, since the
latter is submerged by the high speculative demand; and finally, if it
manages to anticipate inelastic service-oriented demands (for example,
the demand for a piece of land in the path of a public street) it can
raisc the corresponding prices to fantastic levels, To curh these
excesses, especlially in relation to social-overhead-type land uses,
expropriation and the designation of a "fair" compensation is a commonly
accepted practice even in those countries that give the widest play to
the markeﬁ mechanism,

While this latter type of provision can prevent speculative excesses
related to one kind or another of social-overhead land use; it is generally
not suitable for curbing the speculative rise in the price level of the
entire body of real estate available at and near to, a given metropolitan

area. In fact, the compensation awarded in Connection with expropriation,

Q/ Famous historic examples of speculation are the Duuvch tulip-mania, and

mamm mmoan s T ae a ']
more recently the stock-market and real-cstate boom of the twentics in

the United States, bothh of which ended in spectacuiar collapses,

/according to
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according to generally accepted standards of fairnéss,‘has‘to Be adjusted
to the level of property values prevailing in the aréa{ ‘thus, it incorpor-
ates the general speculative rise of property values, ' |

In an undefdeveloped country, tiis geheral and usually not excessively
rapid rise of real estate valuss is‘perhaps even more undesirable socially
than the more spec%acular, but isolated, instances of Speculétivé profits,
for the following reasons, , :

(1) The general rise amounts to a powerful regressnve redistribution
of incomes in the economy at large. The receivers of additional 1ncome
are the narrow higher-income classes of the metropolltan zones who can |
afford to particiﬁate in the speculative process, The losars are the
lower-income urban classes on the one hand, whose rents are driven up;
rand in addition, to the extent that the cost of'social-overhead facilities
is raised, all contributors to these sccial~overhead facilities, incluéing
lower~income taxpayers, are additionally burdened.

(ii) Investment incentives are dis torted, Speculation serves as an
attractive outlet for savings out of higher incomes, and to this extent,
productive investments are handicapped, In addition, a series‘df complete-
1y unproductive investmenﬁs are underteken, - Lt is said that in‘one of the
largest Latin Amefican metropolitan areas, the number of improved building
lots (with streets, lighting, service connectlons) ‘that have heen sold on
installment credit is sufficient to take care of all oulelng needs for
the next two generations! These investments represent a frightening
waste of a critically scarce productive factore

(111) Credit is misdirected. In unaerdeveloped COuntrles, where credlt
has a critically important funetion in the flnanrlng of cconomic develop—.‘
ment, its channelllng into real estate speculation makcs the sound
financing of worth-whlle investiment p“oJects correspondlngly more dlf—
ficult,

(iv) In the last analysjs, consumption is s+imulated at thn expehse
of productlva 1nvestment. It should be borne in. mind that eveﬁy time. a |
piece of property 13 bought for speculatlve purposes, the same transaction
puts. 11qu1d purcha51ng powcr in the hands of the seller, If the seller, h
turn, buys another plece of property w1th the mOney, . uhe second transactlon"
will 11kcw1se end up w1th cash ln someone's hands, It is a frequently

/encountered fallacy
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encountered fallacy that speculation socks up financial resources like
a sponge; on the contrary, the capiial gains associated with the
corresponding sales must find thelr way out again from the network of
speculative transactions, and into other channels, Part of these funds
are invested in capital facilities associated with real estate; lsnd
improvements, luxury housing, large office buildings, etc.; another part
may be invested in other sectors, but this part is likely to be =mall,
due to the distorsion of investment incentives; and a considerable
fraction probably finds its way into higher consumption expenditures of
the upper income groupsSs

(v) The entire structure of savings, credit operations, investments
and the capital market in genqral is affected by the existence of real
estate speculation; as a conseguencz, any drastic frontal attack on the
problem, such as the expropriation of all unused urban lots and the
compulsory lowering of rentals, which has been underteken in one recent
instance irn Latin America, has a series of repercussions which might be

very difficult to control, especially in the short run.

3. Urcan Programming in Contexh
It is now widely recognized that the market mechanism cannot be

relied upon to solve the problems of metropolitan resource allocation,
and the concept of a cemtrally cé—ordinated urban programming grocess has
correspondingly come to the fore. The notion of city planning and regional
planning, in the sense of resolving primarily those problems of land
allocation, transport organization and social functions in metropolitan
areas and their tributary zones which the market cannot handle effectively
is now widely accepted in the more advanced as well as the less developed
countries, In the latter countries, however, metropolitan planning makes
little sense without co~ordinating this planning process with planning
in other fields where, it is realized, the market is also failing to
perform its traditionally postulated directive and organizing functions:
to wit, in the general field of co-ordinating the requirements for
economic development for the country as a whole,

In underdeveloped Countries, it is not sufficien® to plan urban

traffic arteries, industrial, commercial end residential zones, the sites

/of schools
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of- schools and parks, public-housing projects: in one word, the more
traditional aspects of the city planner'!s concérﬁs, Even in the more
developed countries, city planning is coming b0 Cthrlse more and more
. concern for the problems of the economic base of a city, its employment
structure, its attraction for different types of sconomic activities;
concerns which have a far greater urgency in undsrdeveloped conntiiés
countﬂies where, with ipcveasing.uvbanization, the development of the

3

uroan ce“-&rs ie insseparably tied up with the dbvelopmev of tne-$Gonqmy,
For this meason, in these countries it is nucessary to consider the
specifically urban problems in the context of the distribution of " economis .-
activities between urban and extra-urban zones, as well as betwaen urban °
centers of different sizes;A"and'to set the requirements of urban invest~
mente of different clazses inho thé contert of ths gepcra] probiem of- the
distribution of investments in the coantryn On the basis of the concepts
elaborated heretofore, the elements of an nvuecrated policy towards

urbanizasicg and economic development w*ll be lald out in the nex’ sechion,

/V, THE INTEGRATED
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V. THE INTEGRATED PROGRAMMING OF URBANIZATION
AND ECOMOMIC DEVELLOFMENT

This section represents an attempt to fit urbanization into a framework
of general economic programming for under-developed countries. The discussion
will be presented in two parts. The first of these, relating to policy
objectiv es, will present a programming framework modified by the inclusion
of considerations relating to regional and urban problems: <the second
part will discuss briefly some issues relating to the choice of policy

instruments fer the execution of the programmes prepared.

A. PCLICY OBJECTIVES

While there is wide divergence among specific approaches to the
programming proolem in the western orbit, some basic principles stand out
with sufficient clarify to permit a meaningful discussion of the urbanization
problem in relation to economic programming, without the need for entering
into a controversy on the issues of economic programuing itself, The
following discussion will be centered on the programming framework of the
Economic/Commission for Latin America, embodied 3in a series of country
studiesé/ cafried out in the Latin American region.z/ This framework itself
is in continuous process of development, and has been scmewhat extended
(by the specific inclusion of social pricing principles) for the purposes
of the discussion of this paper. The intention is, however, not so much
to argue the merits of one given programming approach, as to point out the
kinds of difficulties that ars likely to be encountered when urban problems

are inveolved in the economic programming process.,

1. Urbanization Prvblems and the Economic Programming Framework

The basic principle adopted in fitting urbanization problems into the
economic programming framework will be to follow the levels of analysis of
that framework, and thus break down the highly complex inter-relations

é/ Colombia, Brazil, Mexico, Argentina, Bolivia, Peru

7/ See Volumes IT, TIT, TV, V, VIT of the series Analyses and Projections of
Economic Development, correspending to the studies on economic develop-
ment of Brazil, Colombia, Bolivia, Argentina and Peru, (United Nations
Publications, Sales No., 1956.I1.G.2; 1957.11.G.3; 1958.11.G.2; 1949.11.
G,3 (Volume 1), and 1959.11.G.2. See also "Advice and Assistance tc
Governments in Programming Eécnomic Development" (E/CN.12/518).

/between urbanization
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between urbanization and economic growth into smaller, self--contained problem
areas. Of course, the individual levels of analysis with'respeet to urban-
ization have to be made consiqtent by means ef sudeeseivo revisions crx
otherwise, with the correepondlng levels of general economlc programm.ng,

as well as with each other, ‘

At the glebal level, the grcwth proflle of the economy in general has

to be suppmemented with the growth proflle of the maJor areas and thelr
metropolitan centrss in aggregate teris. 1In additien, a general polley with
respect to social overhead investment has to be formulated at this level.

At the 1ntersectoral level, the erpar31on requlrements of the 1nd1v1dual

sectors and industries determined for the economy at lerpe have to be
supplemented with an area—metropolltan breekd0wn of these etpanalons. _The‘l
requirements and availabilities of productive factors,_ as well as of social
overhead capital, likewisevhave to be'analysed'by areae andAmetrepelitan
districtsﬂ Concurrently, the_breed outlines of the traneﬁort network and
urban'land use in the principal centres have to be laid out in terms of
physical planning. -

At ths eub—s*cteral level the‘ comparison o:“ 'altex‘na‘eiv yinvestnent

projects has to be broadened to’ include detalleq locaetional analyees. ‘The
objective is to arrive at an area-metropolitan distribution of the more .-
dynamic industries in the economy., Ccmplementarv soc1al—overhead 1nvestmcnbs
- have to be studied not only from the economlc, but aleo from ‘the pbvs*cal
planning point of v1ew. At thls level of analv31s,‘ ne topogranhy of land
use in individual urban centree and the phy31cal interconnections between
these centres and thelr h1n+erlands have to be set out 1n detail.

At the prO]ect—enterprlqe level, the Drlnc1nal task 1s to ensure thet ‘

the more backward areas and centrés are adeqaatelj represented W1th potentlel”‘
‘1nvestment projects, in order to prevent the pre grammlng of 1nvestment on'
the basis .of an 1ncomplete range of alternatlves, sxnce the latter would
intreduce a_ bias in favour of the more advanced zonee.v Thls precautlon )
should extend to soc1al ovarhead 1nvestment pro;ects as we]l as to productlve
investment,' Project plans have to 1nclude phy51cal and bopographncal detail.

4 o
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2. Global Programming snd the Concentration Problem

In setting out programming goals with regard to the growth profiles of
individual areas and their metropolitan centres within the general growth
of the economy, decisions have to be reached regarding the degree to which
concentration of economic activities is desirable. It has been indicated
in an sarlier section that toe little concentration as well as too much
concentraticn are '"undesirable!" in a loosely-defined way; the first, because
it means a sacrifice of the economies of agglomeration and urbanization
that could be achieved by greater concentration and the second, because it
gives rise to serious diseconomies in the overcrowded centres and results in
the stagnation ef the more backward zcnes. A .

The problem of optimum concentration is one of criteria. It may be
provisionally affirmed that concentration should be carried to the point at
which the economies of concentration obtained by moving the location of a
marginal enterprise from the periphery to the centres are exactly offset by
the corresponding diseconomies. This criterion has two weaknesses. First,
it raises some tricky conceptual and empirical problems. For example, in a
dynamic growth situation, it would not do to evaluate economies versus
diseconomies at current prices, since many effects of a given locational
decision carry far over incvo the future. Thus, all the problems of using
future and current prices conjointly are introduced, In addition, the
benefits due to social overhead capital do not appear at marke: prices;
therefore, the problem of corrections for social-accounting purposes is
introduced. The empirical problem of measuring the economies and the
diseconomies would be a difficult one even if these considerations were
disregarded. In short, the criterion is very hard to apply. However, it
can be attacked on more fundamental greunds from a different angle., Sinoe
the criterion considers only economies and diseconomies in general, i.e.,
from the point of view of the entire economy, it shelves questions of equity
in the regional distribution of the benefits of growth. Supposing that a
maximum growth for the economy as a whole is ensured by a certain set of
policies with regard to concentraticn: is this acceptable if it implies the
ion of certain areas, whic

9 il
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In practice, there are some obvious net dxsecoromles of over»concen—v
tration thal can. be observed in the very largest metropolltan centres in
Latin America; - however, assuwing thst these’ can,be corrzcted by relatlvoly'
straightforward urbsnizsﬁion policies, he question otlll remains. whﬂther
the growth patte”n is sdff101 1tly balanoed as. between areas to. be
accep ble from the p01nt of v e, 01 egpwtj ? And if not 'how muvh sacfifioe,
of ovsral] natlonal growth shoald be accepted in order to stlmnlate the more N
>aﬂkwa"d zones ? These are’ clearly quost .ons of social pollcy 'whlch have
to be dealt W1th by the processes of pollcy—shaplng.' The function of
”,role331ona1 programmuggin thls fzeid lS to work out the range of‘alternative,
'1nuernally con51\tent p0551bll1t3es on the basis of which a ch01oe of pollcy
wcan be made. (Incldentally, this sepuratwon of tle twe funct 1ons is hlgnly
desi.rable even when they are performed by the same individual or group. In
othef wofdss it is bad practice to mix up technical considsrations”and
considerati ions of ‘policy.) | | | | _

A The principal sacrifices of decentralization are connected with sooial“
oﬁerhead capital, transport and ‘productivity, The devalooment of movs bnckf
warg, areas typically recquires not only productlve 1ﬁvestmenu, but also a '«
serles of ‘auxiliary soc1al overhead 1nve tments tha could be largely av01dﬁd
by empnas:LG.ng e\:panon.on in the more advanced areas. 'hlg‘ner ratio of )

‘ scclal overhead to productlve 1nvestment lowers the capltal-ouspu" ratio: 1n
other words, capltal ‘that could have beeﬂ used £o 1nc"°aap natio nal 1n\ome
dlrectlv, is tied Lp in 1mprovemonto ‘that do not yleld a dl rectly measurable
“eturn. . In addltlon, transoort costs maJ be increased by forc1nv the .
devslopment of undor~developed areas; the 1n1t1ally establmshcd 1ndustr1es
will be lackﬁng 1n local suppliers of raw materlals, 1ntermedlate prodvcts e
and services; llkew1se, they will often - lack suff101enoly broad local -
markets. Finally, . producthlty in: tne less developed a“eas will . generally;,
'be lower than in the advanoed centrssg Lownr nroduct1v1ty of Jabour is '
not neceSoarlly soc1ally harm.fu1 if the- hnd@r-developed area is' one with’ a.
labour surnlus, ‘but lower productivit y of capltal whlch is also to be :“'
_expected, is a dlrect social oacrlflc ) _ Af R )

/In the
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In the adoption of decisions as to the comparative growth profiles of
areas within the national development programme, all of these effects have to
be quantified to the largest possible extent. It should be noted that many
of the sacrifices that appesar greatest in the short run are, fortunately,
of a transitory nature if economic growth is successfully set in motion.

Thus, social overhead capital investments fall in propertion to progressive
development, as they are spread over a larger volume of productive activities;
transport requirements decrease as the local economy is rendered more seli-
 contained by increasing diversification; and productivity improves as a

direct result of the growth of industrialization. All of the self-reinfercing
feedback mechanisms discussed in Section ITI-A, which work against an under-
developed zore while it is in a state of stagnation, go into reverse

and become self-reinforcing growth mechanisms as development attains a certain
impetus, ‘

In a later section, the instruments of decentralization will be discussed
in some detall; the present intention is to clarify primarily the ways in
which over all programming objectives are defined within this field,

Before the problen is dismissed, it may be mentioned in passing that
there are some empirical regularities with regard to the degree of
concentration in the more advanced countries which may serve as a background
for programming decisions. In large and well-integrated eccnomies, population
centres folloew a hyperbolic rank-size rule, the reasons for which are obscure,
but which is well established by empirical observations, This rule states
that when urban areas in such economies are ranked according to their
population sizes, the product of their rank by Zheir population is constant.
Accordingly, the largest centre is approximately twice as large as the
second largest, ten times as large as the tenth largest, fifty times as large
as the fiftieth largest, etc. It is alsc observed that internally unbalanced
economies do not follow the rule. In Latin American countries, the largest
centres often tend to stand cut sharply from the relationship, indicating
overconcentration., In the absence of more directly useful criteria, area

growth profiles in the larger countries may be defined by a gradual policy

/of adjusting
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of gdjuﬁting’%ize‘relationsh ps to this norm, Likewise, decisions with regard
to ares growthe that»are'arrived at for reasons of policy may also be -checked
against this norm, in order to detect tendencies repreeehting signifieant
deviations. ' -

3, Global Prbgramminp and the Form:lation of General Policy with Respeet
to Soecial Ovevheaa lnv- Lment L ‘

At the zlobal prcgraumalg atags, as indicat‘d in t“ reg01ng section, -
grov h profiles are determlned for the economy as a whole and for the

individual areas, hlghly aggregated sconomic 1ndlcators ‘being used for *hlS‘
purno)e. Among these is investment, whose magnitude is set for the ‘econony
.and.for,eéch érea, for every year of the ﬁrdgrammep |
The requirements of individual capital facilities which make up the
ageregate ef investment are determired at lower levels of analysis, on-the
‘basis of the growth of produetion in the jndividual seetors aﬂd'induetries.
HoWever,.this-metho‘ does not work for social overhead 1ﬂvestmert. As will
be shown 11 .more detail below, the fact that social overhead investments
have benefits which by aetlnltlon.ale ,not priced in the marhet makes 1t
impossible o evaluate their productive con+r1butlon dlrectlv./ As an‘
alternative, they may'be,assigned as a correlative tart of a group of
productive investment projects; in this case, the entlre group, 1nclnd1ng‘
the boclal—overhead projects, is evaluated as“a unit, _ This method‘ls, how--
ever, rot entlrely Sﬂtlsfactory, the more diffuse the beneflte of a elven .
social overhead 1rvestment, the more arbitrary becomes the assignment of .
this investment as a dlrecf burden on ) group of selected pr oductlve processes;
In addltlon, problems of standards 1nev1taoly arlse, ‘Just how maeh‘
social overhead-lrwestment is. necesbary as. a complemenu to pfoductien ?
(See Section III-A-3.) As no dlrect answer can be glven +he "a551gnment“
of social overhead 1nvestmenbs to productlve 1nvescmebts dlscussed above
becomes even more 1ndefln1te., - -‘, v ,”‘ _ '
In order to deal with. these problems in a pra.tlcal way, it is suggested
that soc1al overnead caplnal budgetlno should ‘be 1nclud d from.the very firsﬂ
in the glooal programnlng procedure. . Given the‘aggregate amount of 1nvestment

assigned to each area ard metropolitan centre, thlb should be tentatlvely

/broken dGown .
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broken down into categories of productive investment and social overhead
investment., These tentative assignments have to be revised, of course, at

a later stage of programming, with reference to lower levels of analysis
which, as will be seen, include the preparation of detailed rhysical plans
(topography, land use, transport system). At the glcbal level, however,
general decisions have to be taken with regard to the following two issues:

| i) the proportion of productive investments to social-overhead investments
in the econoumy; and ii) the regional distribution of social overhead invest-
ments,

i) What standards of social-overhead investment should be applied Lo

the economy as a whole 7 In cther words, should procductive investments be

emghasized to the utmost, at the expense of social~overhesad investments, in
order to arrive at high capital-output ratics, or otherwise, should social-
overhead facilities anticipate to some extent the productive needs of the
economy, in order to stimulate productive investments ?

While the discussion of this issue carries over intc the field of policy
instruments, which will be taken up in detail in the next major eection, it
aprears desirable to deal with this gquestion at the present juncture.

First, the decision will have to depend considerably on the choice of
policy instruments in general. 1f a large part of the economy is left to
operate on a decentralized basis, as is the case in ali cccidental economies,
the stimulating effect of social overhead investments has to be given more
weight than in a situation where the majority of investment decisions is
under public control, and where prcductive investments can be directly
coordinated with their social-overhead type complements.

Secondly, the effect of different types of social overhead investments
stimulates production to different degrees. Thus, electric power is almost
always the fulcrum of develcpment, and a lag of power facilities behind the
needs has a very strongly retarding effect, Next to power, transport has a
key jmportance. Not as critical in the short run but, it will probably be
generally agreed, no less vital in the longer run, is the role of education,

since it is directly related to productivity increases.

/A further
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A further consideration with regard to the compreselon of soci ai oberhead
needo is the following: 8001a]«overaeao fac1;1 ies that are complementafy'to
productlv facilities through the mechanism of productivity, sﬁould bé Drovided
for each sector, industry or act1vxtv in prOportlon to the dynamic role which’
'these act1v1+1es play in the economy as a whole or in individual reglonsgf
A special ptoblem arises with regard. to agriculture which, in many under-
'1developed countrles and reglorb, is called upon to fulf 111 a d"namic role,
yet which is capable of absorblng enormous amouan of 5001a1 ove“head capltal
‘that canno* be opared for this puryose. In most oP the: count ies of Latin
_Amerlca, hwwover, this problen LS Smellfled by the fact “that, for the time
':being, 1nvostments in rural sLoraoe, tranapo~t and-dis trlbutlon iacz-lfles,
whlcn can be dec1ded on puregy technical gzoand "have a n¢gh prlorlty over
1nvestment in other rural facilit e= hnlch would yleld their contrlbutlonq
to the raicing of'productivity tnrough helr effects on the quality of the
working ferce, rather than by their direct technical bcneflts. .

. In sum, the most rational way of taking a programning decision with .
regard to the proportion of'social-oVerheadAto produotive capital investments
aﬁpears £o be : (1) the definition of a base llne of maximum compro551on,
and (2} the’ subqequent relaxatlon of the correspo:dlng austere standards.

This relaxat ion is carried out on the basis of two cons1derat ions: first,
eOUltJ, 5001al Justlce and, incidentally, political considerations; gggggg;
the need to provide adequate 1ncent1ves for the‘lérae‘decentr“liz a bgsiness
sector of the economy wnlch has to carrv a major. part of the totql ;

‘respon31b111ty for economlc growth‘ It 1s pmphasmzed that in any event '
fthe orlalnal proportion set at the global level is E tentat*ve one which
:has to be revised repﬁatedly on the basis of the detall dlbo;osed by the;
lower levels of analy31s.-“‘; ” - ' '.. R o :

’
i

u’.A

8/ It is 1nterest1ng to o01nt out taat thP loglc of the max1mum compression
«  of 'social overhead needs is siuply a varlapt\of ‘the argument that a
highly r@gress1ve dlqbrlbu 1on of real 1ncomeo promoteo economlc growth.

N

S L /i1) The



E/CN,12/UPB, 24
Page 59

ii) The regional. distribution of social overhead investments within

the global programming framework can be undertaken largely on the basis of

the same principles which have been discussed in the foregoing paragraphs.

It is assumed that regional growth rates have already been decided upon, and
aggregate investments have been assigned to each region. The proportion
between productive investments and social overhead investments in each region
can then be undertaken by initially determining a base line of maximum
compression of social overhead investuwents; this can, subsequently, be revised
upward on the basis of the two considerations mentioned before, equity and the
incentive effect on decentralized business expansion. In the case of individual
regions, it should be noted, the latter effect has especially great importance,
since inadequate stocks of social overhead capital in backward regions set in
motion a positive~feedback system that tends to concenirate decentralized
business investments powerfully in those areas better provided with social
overhead facilities. (Sce Sec. N-A-3).

As a result of the existing, tr-pically uneven, distribution of social
overhead facilities between different areas and urban centres in Latin American
countries {and probably elsewhere also), the policy of maximum compression
of social-overhead investments, accordingly, has the strong concentrating /
effect noted above. On the other hand, the upward revision of the standards
of social overhead investment in individual backward regions is one of the
powerful instruments for counteractirg the tendency for excessive concentra-
tion in these countries. To what extent this instrument will be . used, is a
matter that depends on the relative weight and the dynamic role of the '
decentralized business sector, as well as the availability of other instru-
ments for controlling concentration. These issues will be discussed in
Section V-B,

L Intersectoral programming and the Regional Distribution of Activities

At the level of intersectoral programming areas breakdowns of the
expansion requirements of individual industries and other sectors of economic
activity have to be prepared. The regional breakdowns, of course, have to
be consistent with the aggregatz growth profiles of each region incorporated
in the global level of planning: in addition they have to be structurally
balanced in each region, and further have to be directly related to the

locational analyses of the sub-sectoral level.

A TR
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} It has been noted before that the intersectoral level of anhalysis, s
even when cduched in aggregate'térms for the econé@y as a whole, i.e., withdut
area distinctions, 1mpllclt¢y incorporates certain assumptions with regard -
to the area distripution of activities. For one thing, social overhead»
cépital requirements asscciated with producticn differ. between regions,
mhese *equrameﬂt which are formally included in final demand, cannot bgiv
quantliled 8c :curately unless the reglonaL QlSLrlDuBlon 01 eccnomié expansicg
is VlShdl <G, Capital and labsmy requirements, and even more SO transgport A
requlrement also vary with the reglonal distribution of production. Theqey
1mpllclt assumpticns are clarlfxed and mdde expllclt by. the reglona‘ break-
down ¢ndlcated above.

The requlrement of structural balance in each. .area is related to the
well»known concept of balancgd growth which has been expoundsd many times as
a requirement for the development of underdeveloped countries, It means,
among other things, that a region, like a country, cannot develop with a
stégnant ageicultural’ ssctor (except under the mest unusual c*rcumstanceq),
that no sudden and drastlc‘chapgos can take place in the proportions of
industrial, ﬂcmme“c1al and service act1v1t1es, that social ovarhead capitel o
has uO grow as production grows. It meansg, in addltlon, that an :mcreasmb
proport:on of inter-industrial transactlonu has to take place inside each
area, rather than’ by means of inter-area exchanges, as the 1na1v1dual areas
develop. The detail of the web of intersectoral relatlons w1th*n en area
as well as between areas, is detnrmlned bJ locat¢ona1 considerations;
however, at the 1ntersectorgl level, onlJ the results of the 1nteraut10n of
the 1ocatlonal‘£orces are stated, without en expl;clp anqu51s ‘of these
forces themsel&és, " The bféakdowﬁ cfvactiyities at,this level anticipates
the. resultsAof the éub—sectoraj éﬂaljsis;' if, subsequently, it is found
that the latter are in conflict W¢th tne former, they haV° to be mutually

revised to méke them consistent w1th each other../

o ' !

'9/ The area breakdown may.be achisved by formal input-output or linear
programming models that distinguish between activities in different arsas;
alternately, the simple input-~output model for the economy as a whole
may be supplemented by less formal area breakdowns and projections of
interarea commerce. In the formal models, consistehcy and efficiency
(from the point of view of prices) is achieved automatically, but at the
~cost of a high degree of complexity; if informal methods are usad,
successive rev1s;0ns are required to achisve thege ends.

3
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Concurremtly with the intersectoral level of analysis, it is necessary
to prepare in broad outline the physical development plans of the major'
regions and their metropolitan cores, in order to be able to estimate the
social overhead capital needs and the orders of magnitude of transp8rt €osts.
The preparation of these plans is zided by the simultaneous definition of
the productive structure of each area and the projection of inter-area
commercial interchanges.

5. Locational Frcblems at the Sub-Sectoral Level of Programming

The sub-sectoral level of analysis is the level of project evaluation.
As has been noted before, when urbanizaticn phenomena are considered together
with general economic planning, careful consideration must be given to the
locational aspects of individual investment projects and of econcmic enter-
prises in general.

In practice, it is hardly possible to consider individually each
expansion of economic activity connected with the development of a country.
In all ozcidental economies, the majority of decisions with regard to the
expansion of productive enterprises is left in private hands; the function
of planning is primarily to provide a framework for these decisions, to
intervene directly in the development of basic and especially dynamic
induspries and sectors, to rationalize social overhead investments; and to
regulate the decentralized private sectors of the economy by appropriately
chosen incantives and disincentives. Thus, the analysis at the sutsectoral
level reduced itself largely to the evaluation of majcr privaie projects,
especially if organized with public support, and sccial-overhead type projects.

(a) Directly Productive Investment Projects and Enterprises

A locational analysis of these projects involves ccmparative cost studies
under the price conditions of different areas and urban centres, As
indicated in the section on general economic planning (Sec. IV-l), in under-
developed countries, market prices are not a suitable criterion of project
evaluation from the social point of view, This is as true of locational
studies as of others. However, with regard to locational studies an

additional complication is introduced: the geographical structure of social

/accounting prices
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o

accounting prices has to be taken into account.  This structure has to be
derived from the structure .of productioh in each area ané rom the flows
of products between regions., o T “ -

Generally, the 3001al accountlng prices of prodactlve cactors are related
to the avallabllatles and reqp1rem°nts of these factors in the 1nu1deua]
areas, exactly as in the aggregatlve ana¢y51s of tue sconomy as a whol
likewise, the soc1aL accountlrg ‘prices of" 1nd1v1aual oroducts are related to’ |
theAdirect and indirect utll;;atlon of taelfactors in the productlon of each
product._"Howérer, it has to be taken into. acrsunt that products can(be
transported beﬁween areas. Therefor e, "the soc;al accountrng prlces ‘of
products'are subjecf tb this conditicdn: if o product is exportearlrom one .
arsa to anbther; the social.accounting prices in the two areas have to differ
by the amount of ths transport costs between them, with the area of origin '
haV¢ng the lower socaal acLountlng price. If there are no flows of a given
commodity between two areas, then the prices in them.areviﬁdepéndent of each
other and may be determined by local conditions or by interactions with other
areas. 5

The locational structure derlved for the baslc and dvnamlc 1ndustr1es of
the econcny at the sub~sectoral level has to be - COnblStGJt w1th the product1v=
structure of each area defined at the 1nter—5ectoral lever. If there are
confllcUs Jetween these levels; two kinds of rev181ons have to be con51dﬂrpd.
Fir st the aggrecate structure of proauctlon at the intersectoral vael may
have to be adgusted Secondly, if for reasons 01 stnmhlatlng grow? th in
backward areas, more activities. are. to. be cbanneled to them than 1ndtcated
by the- orlglnal locatlonal analy31s, the svstem of soc tal aﬂcouﬁtlng pr:ces
has to be modlfled by the inclusion.of sppcnflﬂ subs:dles for productlve e
act1v1t1es in the areas where expan81on 1s desrred the“earter, the
locataonal analysis has to, be repeatsd., S e ‘;' “fﬂfr

It should be noted that wxen the a@gregate productlve stru ture of an |
area 1s adjusted at. the 1ntersectoral aevel the corresgondlrg 3001a1
acsountlng prices may also have to be modlfled, since the new productlve ,"
structure changes the rplatlve scar01t1es of the prodactlve factors in’ each

area as well as the commer01al 1nucrchanges between areas.,

/(b) . Social
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(b) Social Overhead Investment Projects

The evaluation of these projects cannot be undertaken on the same basis
as the evaluation of producti#e investments, since their benefits are not
quantified by the market mechanism, It might be suggested that these
benefits should be taken into considerstion at social-accounting prices, but
this would be begging the question, since the assignment of social-accounting
prices to the benefits presupposes a way of evaluating them,

There are two practical ways of dealing with social overhead investment
projects; in a specific situation, both are best used in a complementary
fashion. First, the social-overhead investments can be assigned as a burden
to a group of productive projects with which they cooperate. The exact
nature of the interrelations between productive and social-overhead investments
has to be clarified on the basis of detailed topcgraphical, land-use and
trahsport plans prepared concurrently with the sub-sectoral level of analysis.
The result of this approach is a strong locational attraction of the productive
investments to the areas which, on the one hand, already have a considerable
stock of social overhead capital, and c¢n the other hand, are not yet subject
to major diseconomies of concentration. The second approach is to assign
social overhead investment budgets to all areas and urban centres on the
basis cf a general policy relating these budgets to area growth projections
(See Sec. V-A-3); subsequently, at thevsub~sectoral level, each social
overhecad investment project is evaluated, with reference to detailnd physical
plans, onthe basis of its estimated contribution to productivity iz the
given zone. Thus, social overhead projects of a given zone are evaluated in
competition with each other, but not in other zones, or with productive
investments,

Projects relating to facilities that have social overhead benefits as
well as benefits that are priced in the market, such as, for example, power
plants or housing projects, can likewise be evaluated by any of the two
methods. If the first method is used, the market benefits of these projects
are simply added to the benefits of the productive projects with which they

cooperate.

/B. POLICY
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+ B, POLICY INSTHUM&NT

Tnls sectlon will dlscuss the varlous 1nstruments tnat are avallable
forcarrylng out integrated. pollcies thh resoe ct to urbanlzatlon and economic
developmedt whose goals have been, developed 1nto a con51stent and in s0 far,
as p0551ble, efflclent framework accordlng bo the . tecnnlqyes -of the foreg01ng
section. S . T ] B

The'd* scussion will be restrlcted to pollqy 1nstrument in the f;elds‘of ‘
area and metropolltan concentratlon, since a general dlscu531on of 1nstruments
for the execution of economlc deVelopment programmes is a vas+ t0p¢c all by
itself. It shoqu be tated at the outset, 1n01dentally, ‘that the field of
policy 1nstruments ‘for eoonomic developmeut is almost v1rg1n terrltory 1n ‘
Western economic theory; such generellzat ions as do exist have largely been:

- adapted, well or badly, from the theory of advanced econom1es.» The oractlcaT
application of" pollcy 1nstruments in underdeveloped countrles is, accordlngl
moatly a matter of experlvn and 1ntu1t10n.“

A discussion of 1nstrumenus for controlllng concentratlon is a sultable
focus for the concerns of the present paper, since the two other toplcs
which have been emphasized strongly, namely’ industrial location and ‘social

overhead capltal fit in naturally with this dlscusslon.

l.  Policy Instruments for Control llnc prea- Concentration B
. The. problem of controlling area concentratlon 1s, in. effect, a problem

in decentralization. In economles which leave the majority of 1nv-~uﬁent“
and production dec1s1ons to decentrallzed prlvaﬂe 1n1t1at1ve, concentratlon

is largely controlled by 1nd1rect measures.‘ ‘Even so, there ;s,a poss;blllty
of directing the location of lmportant bas1c.ihdustries By fiat; however,

for the very reason that such a course of actlon represents the most powerfu¢7
and ultimate 1nstrument its use has to be- reserved for the rare 1nstances B
when other, mllder and more 1nd1rect measures fall short of achieving thelr ﬂ
'obgectlves. . L T ) A
. In other words, ratlonal plannlng reqalres that the control o¢ concentra—';
tlon be exerolsed to the largest posslole extent by follow1ng the llnes ‘of"
force of 1ndustr1al location factors, rather than worklng agalnst these lines:-
of force, ‘ ' " '

- /The three
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The three principal tools for the control of regional concentration
are the following : '

(i) Centrally directed capital transfers for social-overhead and
productive purposes;

(ii) The dispersion of special locational incentives: enterprises,
factor pools, productivity and protection against risk;

(iii) The imputation of social overhead capital costs to enterprises
enjoying the benefits of social overhead facilities;

2. Centrally Directed Capital Transfers

The most powerful class of tools has been listed first: clearly, with
large enough centrally directed capital transfers, there can be no difficulty
in regulating area concentration. This, in effect, is the ultimate tool
referred to earlier. Nevertheless, even within this class of tools there
are varying degrees of arbitrary control. For example, the differential
incidence of progressive income taxation between advanced and backward areas
creates a directed inter-area capital transfef, provided that the beﬁefits
financed by this taxation are distributed more evenly than the tax collections.
This mechanism is the least arbitrary among the instruments in its class,
and can be used with good effect to build up the social overhead capital
stock of the more backward areas. it can be justified especially easily when
the social overhead investments tske the form of major interregional trans-— ‘
port connections: these convey their direct benefits primarily to {he out~-
lying areas, yet at the same time they have a wider effect in that they
integrate geographically the economy of a country as a whole,

The provision of capital funds for development banks charged with
promoting enterprises in backward areas is a more specific'form of directed
capital transfers. Correspondingly, it can have a higher degree of arbitra-
riness, especially if development loans are granted at interest rates which
are below the social-accounting value of capital for the country as a whole,
If this is the case, it represents a direct subsidy for enterprises locating

in the more backward areas, On the other hand, if the proper social
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accounting price of capital corresponding to the more developed zones is
charged on’ these loans, this :is not necessarily arbitrary. Tt is of . course
true that, due to the greater srar01ty of capltal in the backward areas,ﬁzj
interest rates should be somewhat h:gher in these’ areas, However, in
practlce ‘the market interest rates in the backward -areas.are greatly ralsed -
by considerations of risk. To the’ extent that the 1oans granted by develop~'
ment banks ere founded on well-organized ylodects which enjoy - -the activ
encouragement of plannlng authorltles and are assured of complementary 3001al
overhead services, these rlsks are greatlv reduced' accordlngly, the charglnc
of an interest rate normal for the more advanced centres can be largely
Justlfled. '

- Returning tothe granting of development loans.at sub51dlzed rates: such.
subsidization is not necessarlly contrary to the most efflclent utilization
of resources, It should bexkept in mind that in a dynamlc growth 31tuatlon,
as discussed earller, not only current prices, but also future prices are
highly germane to 1nvestment'de01s1ons, since the life of 'an investment
project stretches far into the futdre, Slnre, in the more backward regions,
‘most costs of productlon can be expecteu to fall relattve to ‘the more '
advanced zones, as product1v1ty rises, agglomeratlon eﬂonomles are achieved~
' and the structure of productlon becomes more se1f~conta1ned ~an 1nvestment
thzt ‘is somewhat unattractive at current prices can be we]l worth while
from the social point of view 1f evaluated wlth due conslderatlon giwan to
future prices. Invsnch a situation'a temporary subsidy, suoh as a Low
interest development'loan that is to ke retired within 4 reasonable length
of tlme, can amount to a correctlon of the preva;llng marKet prlces in the
direction of the true s001al arcountlng prlces averaged out over the llfe of
the prOJect. , ' . S

Flnally, a drast1Cale arbltrary metnod of dlrected capltal transfer
to an area is the establlshment of basic 1ndust1¢es in. this area by means
of direct government 1nvestments, w1th llttle 1f anJ conslderatlon given to

locational factors. If such 1ndustr1es enjoy a monopoly pos1t10n, the extra.

costs of uneconomlcal location can be loaded dlrectly onto the prices of thElP','
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products; otherwise, they can be operated under continuous government
subsidization., Clearly, this is the least desirable of all the methods of
directed capital transfer, and should be avoided whenever possible.

3. The Dispersion of Special Locational Incentives

The decentralization of enterprise, factor pools, productivity and
protection against risk is in practice the cheapest and easiest way of achie-
ving a strong deconcentrating effect, and should in all cases be pushed to
the utmost, regardless of the application of other instruments.

The decentralization of enterprise has to be initiated by area development
agencies (which need not have any lending functions whatever). These have to
be charged with a survey of the resouirces and potertialities of an area, the
preparation of preliminary feasibility studies with respect to individual
investment projects, the detaliled elaboration of the more promising projects,
the promotion of business ventures based on local capital or on the atiraction
of capital from the more advanced centres; they have to be storehouses of
information pertaining to prices and transport rates, qualities and supply
conditions of raw materials and services, and all kinds of marketing inform-
ation; they have to assist private ventures in the adequate exploration and
preparation of their projects; they have to supply aid and comfort to
visiting businessmen from the more advanced centres in all respects pertaining
to local problems; and they have to continue helping and stimulating newly
established businesses during their initial breaking-in period or during any
periods of crisis. In one word, these agencies have to supply the missing
entrepreneurial function in the area during the initial period of development,
and have to be centres of managerial excellence thereafter. Their services
should generally be free.

It should be pointed out immediately that the function performed by these
agencies is not a programming one, even though in practice they have to
cooperate closely with area programming organizations.

The decentralization of factor pools refers to the task of remedying
the widespread lack of technical and managerial skills, trained labour, and

industrial development capital that characterizes the more backward areas.

/With regard
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With revard to tecqnlcal and managerial °kllls, an ef;oru mgy be made to
supply them dlrectly, in conjunction with the development agenc1es descrlbed
in the previous paragraph A thP,CGut of malnbalﬂlng an ‘adequate tcchnlcale -
managerial pool is, however, considerably larger than that of running a a
development agency, it will be generally prefe“able to seek some form of co°t
sharing with the enterprises that are ‘benefited.. A low-cost ard yet eff¢01ent
way of maklnw the rcqulred services avallable is to organlze channels of
instent aneoab and efflclent communication wLJn uechnlcal—managerlal organlza—
tions in the more advanced centres, in order to make thplr services avallablel
to enterprises in the buckward areas w*th as little frlctloral delay as pos-
sible, The qub31d1zatlon of comnutlcatlo” ard t”avel recuirements’ may '
likewise be considered as a po+entlal low-ccst ‘soluti fon,’ since the mav"glna7
cost of these services is often smalL‘to the government, if, for example,
it operates airlines or telecommunication systems. ;_ o

'In this same category, should bs mentioned the tremerdous stimulating
effect on tackward regions that can be obtained by the simple‘device of
‘bringing interurban telephone communications to levels of modarn eifnﬂlevcyi‘
The shaukll g influence of the often mlserable interurban communlcatlons
in Lat*n America can hardly be cverest 1ma ad,

With reoard to pools of tralned labour, ‘the dldevantage of the backward

reglors can be reduced by welL_urganlzad labour- tralnlng programmes. The
cost of these need not be excessive, Pspe01ally if they are COOdeVa; 3G w1th
the es abllshment of new 1vdus*rles. It is entlrbly fnas1ble to maxe‘guch '
programmes partly'self—supportlng, by u°e of a. varwety of dev1ueu. For .
example such a device is the lerding of skllled labours to néw ente“prlses
which thereupon undertake to provide partlal supnort for training proarammes ﬁ”i
at their own plauv s these programmes . can.than be utlllzed ta traln ‘1" b
additional skilled labour for: omploymenc in other 1ndustr1es,

With regard to the level of product1v1ty of uhe labour force, there are"
serious problems of nutrltlon, bealth education and general level of 11v1ng
in some backward reglons. Hewever, thls‘seldom poses as:serlous a problenL‘

in Latin Amerlca,lespeplally at the urban centres, as for example in Asia

1
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or Africa. Once certain minimum standards are met in these respects, the
remaining differences in productivity are relatively easy to bridge. It has
been found in a number of suggestive instances that above the minima referred
to earlier, productivity is primarily related to the quality of management,
rather than to the putative quality of the working force. Thus, by
concentrating on improvements in the cguality of management - a relatively
inexpensive proposition - spectacular improvements of productivity can often
be obtained. ‘

The decentralization of protection against risk is primarily a matter of
organization, rather than of financial resources, Backward areas are poorer
risks largely because they offer a smaller diversity of productive resources
to draw upon: thus, if a souvrze of supply cr a service fails, it is more
difficult to replace than in more advanced regions. There is also a general
climate of lower efficiency with respect to public utilities and govesrnment
services, which may adversely sffect individual businesses, especiaily if they
are not managed by persons with long-standing local backgrounds and connecticns.
These additional clements of risk in backward areas can be reduced signifi-
cantly by the work of development and programming agencies.

Finally, among the factors whose supply had to be decentralized,
industrial development capital has not yet been mentioned. Apart from the
establishment of development banks, discussed in the previous sectisn, the
supply of capital for this puiipwse is influenced primarily by consiczraticns
of risk. To the extent that risk can be reduced, it will be progressively
easier to attract outside capital and to prevent the flight of local savings.n
It has already been indicated earlier that the diversification of economic
activities, as a région develons, helps to retain local capital by permitting'
a greater diversification of the portfolios of individual investors, (See
Secticn IV-A=3-b).,
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4.- Th= 1mputat10n of soclal overhead capital costs

Slnce the benefits due to soc1al overhead capltal are not priced in
the market business enterprlses operatlng in-zones where a 1arge amount\9£
such beneflts accrue, are subsidized at the expenqe of enterprises operating
in zones where social overhead facilities and their benefits are more scarce.
This subsidization creates a Strong incentive for new enterprises to be-
located or expansions to occur preferentially in zones with good pre-existing
social overhead capital facilities. (See Sec. I1I-A-5). It haé been. seen'

arller (Sec., IV-4-3) that soc1al overhead 1nvestments and product1v1ty form

a self-reinforcing feedback SJsuem, tnue, the 1mpllc1t subsidization has a
strong concentrating effect e

The imputation of charges correspondlng to social overhead benefits
can be used as an iastrument for counteractlng concentration. At present,
the only form in which such charges are made in practice are mynicipal land,
property and license taxes: however, there is no attempt to measurs the
social overhead benefits received by different kinds of businesses, &nd to-
charge them in proportion to these beneflts, rather than in proportlon to
some 1rre_evant.cr;terlon, such as assessed value of property, footage
fronting on public roads, area occupied, or even income. If charges were
related to benefits, they would become an imputed cost of operatlon of the
ind1v1dual businesses, and would lead to a correspondlng rlse of the prlces
cf the products and serv1ces produced by these bu31nesses in the areas served
by ‘the respectlve social overnead 1nvestments. _ <y 'A~
| f If the charges are in good agreement with the ‘benefits recelved, the B
deconcentratlng effect is, espec1al ly strong in the larger metropolltan areas
where the prov1sxon of services. connected with transport, water supply and
wastage disposal can be very hlgn, on the other hand, there still remains
weaker re81dual concentratlng effect, espe01ally in relatlon to smaller
urban centres, due to the fact that agblomeratlon economles are observed in
the prov1slon of social overhead serv1ces as well as in connection with
productive activities. . SR . o |

/The balance
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The balance of benefits and charges can also be biased in favor of
the more backward areas; i.e., businesses in more advanced areas can be
somewhat overcharged, while businesses in less advanced areas can be left
with a favourable balance of benefits versus charges. This, of course, is
simply a device of regionally differentiated taxation, which can have an
important deconcentrating influence, It has already been mentioned that
progressive income taxation has a similar effect.

It is noted finally that the imputation of the costs corresponding to
the benefits of social overhead investments can be used as an effective
instrument for the regulation of metropolitan concentration.

The contrcl of metropolitan concentration problems has two principal
aspects, First, if concentration within the metropolitan area itself is te
be controlled, the rate of acecretion of new economic activities seeking
space within the metropolitén region has to be subjected to control. The
instruments serving this purpose have been discussed in the foregoing
sections. Secondly, once the aggregate of activities to be accommodated by
the metropolitan region is decided upon, the spatial organization of these
activities at the core and in the hinterland, as well as the relations
between the two, have to be brought into conformity with the topographical,
land-use and transport-organization plans drawn up concurrently with the
general economic plans, The varisty of instruments that can be used for
this purpose has had to be left outside the field of inquiry of this paper.
It is, however, obvious that the imputation of the costs corresponding te
the social overhead benefits received by businesses in various parts of the
metropolitan zone can be used as an effective instrument for counteracting
excessive concentration. The basis for the charges, moreover, should be
the future structure of costs and benefits, rather than exclusively the
current cost-price situation, since urban investment decisions have long-
lasting effects which can cause serious dislocations many years after the

investments have been undertaiken.






