This work is licensed under a
Creative Commons Attribution-NonCommercial-
NoDerivs 3.0 Licence.

To view a copy of the licence please see:
http://creativecommons.Org/licenses/by-nc-nd/3.0/



Views expressed in this paper are those of the author.
be interpreted as reflecting views of the Institute for Development Studies
or of the Unive sity of Nairobi,

IDEOLOCGY I DEVELOPMENT THEORY:
THE HEW ORTHODOXY

R.M. Kaplinsky

WORKING PAPER NO. 224

INSTITUTE FOR DEVELOPMENT STUDIES
UNIVERSITY OF WAIRORT
P.0. Box 30197

Nairobi, Kenya

JULY 187%

They should not



I



IDS/ WP 224

IDEOLCGY IN DEVILOFIENT THEORY: THE NTW ORTHODOXY

datroduction.,
SCUCLIOH.

The question of the unequal distribution of income and the
related problems of uncmployment and choice of innappropriate technology
has assumed increasing importence in the discussion of de-relopment problems
in the East African context. A new fashica has begun to cmerge which links
these questions to the structure of demand znd gocs on to argue that cne
way tocope with the growing problems of underdevelopment in Bast Africa is
to begin with the redistribuiion of income, thereby affecting the structure
of production by increasing the demend for low-incomc gocds which are produced
with more appropriate technologics in the ®informal sector', This will lead
to greater employment,; and hence a more equal distribution of income, and
thus the process will become self--reinforcinge

The ease with which this new "theory' has become the convermkional
wisdom in liberal academic circies is not altogether suprising, since it
suggests that there is a gredual and peaceful alternative to the confrontation
uwhich it is believed oouwld otherwise result from the present increasingly
unequal pattern of development in these countries .~ Assuming that a violent
sequel and/br a period of extended -chacs¥ will in fact emerge from the
present momentum cf development, it is indced preiseworthy that some attempt
should. ke made to find an altzrnstive peth of development which will pinimise
suffering over the years. The ILJ report cn Employment, Incomes and Equality
represents sucn an atvemni.

However praiseworthy this document mgy ke , considering that it
was hastily writoen aftcr a shost siay in ¥Xenya, examination of some of the
ideas in the Report.lcads ons o concinde thet there are significant problems
in such an apnroach, The ideas which follow are presented in an attempt to
discuss the main proposal of the report with respect to the transition from((innr
appropriate) formal - to {appropriste) informel - sector production of (more
appropriate) products.

1,

Rt b i o W M AT D At

1) 4 few quotes fxom the XLO Report illustrate this point.
"We do believe howsver. that without such action as we suggest
the marticular problams with which we heve becn dealing will
not disapnszar. LAnd nobody can say that these problems are merely
like the miid toothache of an otherwiss thy person: they are
more like the broken leg of an otherwise vigorous person,'page 327"
The frustration of ycunger neople in search of opportunities—
frustration instillc d by their present preparation for life..may
lead to alienation and intolerable tensions™ page 328,
Thus the problem mey become insoluble in future, whereas it can
still be avoidsd by <timely action', Page 329,

2)  Employment, Inccmes and Equality, A Strategy for Increasing Productive
Emplcyment in Kenya. iLO. Genevey 1972,
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11 : The F¥ew Orthonc-—

The ILO Report Succinctly summarises its id

€as in the chapter
on Technology, ¥ Two short quotes present a summarised idea of the New™"

Orthodoxy

"The decisions.about what to produce and how o produce what
is demanded . are obviously crucialy they help to determine how
employment will srow in »elation to cutput and how value added
in the ceonomy will be distribu

(page 133)
"The kind of

ted among verious income groups™

technology which is useds,..is related to the king of

products thst arc in.demand, the demand in turn being determinead
by the distribution of income" (page 133)

These two interrelated idecs arc represented by the chart below. The dotted
Thot is firstly that the
choice of technology influences the nature of finel output, and at the

lines rcpresent the first of these. two idces,

time the structure of demand which exists wmll in turn influence thype ¢

i J m ent
of technology. Secondly, both the structure of produgtion and_ ploym
. " ract of employment, and . onal incomes
technology used influe..ce the structure ploym o pati
i i buti > coun™
s the main instrument for the distribution of the ¢
1 1lC

. distribuation of income- 1ine 1N
thev also influence the distri ke
py vue

aquote \ -nich 18 I’epresented
the -chart -
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Insofar as theory is an instrument for designing pclicy, in that
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The distribution of income should be made more.equal. This will affect the
structure of finzl demand and reorient demand away from high income goods
produced in the feormal sector to low income goods produced in the informal
sector. The result of this re—orientation will be an increase in employment
(and a less unequal wage structure) and thus a lessening in the inequality
of income distribution thereby reinforcing the new, more equal distribution

of income implemented by Covernment policy.

The Report then goes on to list some of the products for which
there is a high degres of substitutability between the output of the formal
and informal sectors respectively. The sorts of products which are mermtioned
are maizZe—flour milling, sawmills, carpenrtry, tziloring, tin-smithing
(eg, making 'jikos' and 1amps), vehicle repair and maintenance and public
transport. Both formel and informal sectors produce these productse. Maize
is produced by large, urban-based mills as well as by small hammer-mills
in the village, cr small town. Furniture cen be bought from smart shops in
Nairobi, and it can also be bought from the fundi' on the roadside and so.
on. In each caose the products will serve the same function (ie sustenance,
a bed for sleeping) and in that sense the products are close substitutes,
But at the same time, the products carry a ¢ifferent 'image', and the products
of the formal sector arc invariably smarter, and confer greater prestige on
the consumer.

It is the discretionary income available to higher—income earners
which enables them tc consume these formal sector products. If this di
discretionary income is taken away, there will e no choice but to consume
informal secter cutput, and at the same time the higher incomes available to
the formerly poor will together increasc the demand for informal sector
output, thereby increasing output in the system as a whole.,'ﬂr Thus not only
is the strategy seen as an exercise in equity, but it is also as a basis for

growth by a dynamic informal sector using a more appropriate technologye

The Roots of the Necw Orthodoxva

« The theory which has becen outlined represents a distinct break from
the earlier orthodoxy of neo—classical analysis, which is iliustrated is
figure~2e In the neo—clagssical model it is assumed that there is a wide ranze
of efficient technigues, producing the same product as represented by the
insoquant in the figure, The factor pricec lin- for the under developed

pountriese

4o " This is becausc the labour intensive technigues in the informal sector have
a higher productivity of capital than the capital intensive techniques used

in the ‘formal sector. Switching production. frem the formal to the informal
gsector, therefore means thet output is increascd with the same (assumedly
puity—) capital stock end the use of otherwise un/under emfloyed laboure
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represents a high price of capital with a low price of labour (AB), while
the factor price line existing in developed countrics represents the
opposite casec, with a high. price of labour and a low price of capital (CD).
The optimum points of production for the two systems arc at point E for
the underdeveloped eccnomics cemploying Le labour and K¢ capital, and at

point F for the developed oountrics, employing Ly labour ang Kf capital

(e, I, k) Ke)s

Fizure 2,

The neo~classicel tenants(which arc that thore exist a spectrum
of technigques available to produce an identical set of products and that
factor-prices are determined by supply and demand ) were gradually undermined
by observation of the resl world. The first major ohstacle to this appreoach
(within the realm of 'orthodox' cconomics) was introduced in the 1850's when
Eckhaus in his celebroted peper argued that far from there being a range of
efficient production techniques at any time there was likely to be one, or
at ony rate only a few efficient tcchniques.available for the production of
2 particular commoditya

The second major objcction to the neo~classical theory has been
a more rccent observation by Stewart.5 that one cannot really talk of constant
product with differcnt tcchniques of production. That is, different -
tcchniques of production may well exist-to satisfy -a- given. need, but

frequently thesc different tcchniques produce a substitutable but not identical

5) F. Stewart Journal of Development Studies
October 1973.
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outpute Therefore changing the choice of techniques may well mean changing
the composition of output, cven though these latter chenges may not be
fundeamentals Since Stewat's obsecrvations were made in the content of studies
on the choice of technigque in venya, it 1s not altogether suprising that this
lattcr idea should have playcd such aprominent part in the gencretion on

the Neuw Orthodoxy outlined above, ( it the same tinmc, Stewart cannot obviously

be Tblamed' for any faults which exist in this new theony-)

IVe Does thc New Orthodoxy Constitutc a Meaningful Policy Alternative?

The new orthedoxy as outlined in the ILO Repcrt has received a good
reception in some ac ademic circles and particularly with aid— agencies in both
Kenya ond in other parts of Africae . The reception from Government haes been.
less warm and helps to illustrate thet the Report's sttemnt to Softcn some
of its conclusions in crder to ensure a receptive trectment from Government
hes:miscalculated thc cxtent to which the State represents important groups
in the sociecty whose intercsts would not be best served (in the 'short run')
if the proposals were to be implemcntede The Report displays a faulty undcr—
stonding of the 'political process's The basic supposition, as we have seen
is that it is in the long run intcecrcsts of the those rerpresented in the
Government that inequities should not continue to incrcose, At the same time,
it is argued, there should be scme consideration given to the ideas of
Sessional Paper 10 of 1965 which called for cguality of opportunity in, the
countrye. The exhortation towards.a set of policies which would lessen, rather
than increass inequity in Xenya.is based on the perception of the State that it
is comprised of well-meaning techrnocrafts who arc only tenuously related to
important- groups in the socictye Thig is clearly a fallecious view. For one
thing, since the Ndegwa Commission civil servents have become involved in
commerce and industry as well as holding their existing jobs and senior
Jovermment advisors and decision—.makers thus have a foot , firmly wedged in
the cxisting system and its cecntinued momentume Seeondly, even if this were
not the case, these advisors and decision-makers could not conceivably act
in isolation from the dominant classcse -In the interests of ‘growth' and
Ystability' certain policies would remain - %o stabilise the higher incomes
and to incrcase lower incomcs would 'reduce the incentive! for growth and
night frighten away the foreign investment which the Goveramernt sces as
such an importent part of its growth stratogye.

The underlying ideology of the New Orthodoxy is similar to that

6) In fact the realignment of factor prices is one of the rccommendetions
of the ILO Report.
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of those who heve been arguing for ycars that if only underdeveloped
countries would adopt a morec appropriate set of factor prices, which,
represented the real scarcity of capitel and the abundance of labour, then
entreprencurs would move to a set of more appropriate production techniques
and both output and employment would:.continue to grow. However well-meaning
this often repeated advice has been, the suggestions rcmain unimplemented.
The: reason for this imaction is that factor prices do not occur by accident,
but reflect the relevant powcr of certain groups in the system, Only a change
in this relative power would lead to the implementation of..a.sct. of more
appropriate factor prices- It is clear that moral exhortation and the call
for policies which would increasge growth and employment ( without any
congideration of relative shares) will not by itself lecad to this change in
relative powers;

The present structure of power and income enables certain groups in
the system to enjoy an extremely high standard of living and to continue maxi-
mising their own personal rate of accumulation. It is no use arguing that

isovernment policies.
the interest of the society would be maximised by different set of policies, =™
are created in the interests of certain groups. not in the interest of society

as a uwhole.

The 1inlk between formal and informal scctors.

The proponents of the Vew Orthodoxy dwelt at great lengbth on the
innappropriacy of formal scctor technologv. Observing the high levels of
capital per head in this sector it is argued that there is little prospect
that this sector will be able to mop-up surplus labour and that unemployment
will increase rather than decreasc, even with sustained economic growth.

By contrast production in the informal sector takes place with every little
capitel per hcad, and the equivelcent increase in output which is produced by
the informal sector will leed to a significant increase in total employment,
From these observations it is a short step to arguc that, where the two
sectors produce subsiitutable products, production should be switched from
the formal to the informel scctor. The tool for promoting this :switch is

as we have seeny the redistribuiion of income.

The idea that the informel sector should become a dynamic sector
in the economy, a ssctor leacding a strategy to faster and more equal growth
is an atractive onc, It is however an unrealistic stratezy - . 20 - -
and - the- irony is that its proponents ignore the wvery empirical approsch
which gave birth to the New Orthodoxy. That is, deteiled empirical studies of
the informal sector arec begining to show that the nature of the relationship

between the two sectors is essentially. paresitical.
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Kal
i

King . points out that the informal sector is in fact a2 parasite
on the formal sector, Thc cxzmples are numerous. The bhed springs used by
the informal sector fundi are strips of old motor car tyres. The ubiquitous
lamps used in most Kenyan homes are made from old oil tins. The jikos are
mede from old barrels, .or iron 'horrowed! from ncarby building sitcse. The
tyres, the barrels, the tins, the 'berrowed! metal znd meny other of the

besic inputs used hy- the informsl scctor arc by-products of tihe formal sectore
Without tyres, bed springs would be merc expensive and less comfortable,
without motor car oil tins . the lamps would have to be fabricated from
(cxpensive) iren. sheets etc. So thet the price of these informal sector
products (Which makes them so attractive to low income earners)~would £a upy
the utility would probably dcorease znd capitel per hcad may very well
increasse as well (eg if tins have to be fabricated out of iron sheets)

This observation of King?!s which unlike thc lew Orthodoxy follows

from a deteiled study of the informal scctory is an extremecly damaging one.

t suzgests that with current tochnology there is littlc prospect of growth

of the informel scctor indepcndent of growth of the formel sector,. he forme:»
dencnds upon the latter for its wastc moterials — it is »rimarily a parasitc,
The prospect of switching production from the formal to the informal sector

iz therefore a rather bleak cnee

Accumulation in the Informal Scctor.

legrse.” describes the informel sector as 2 sector embodying super—
exploitation. He leaves the argument there without clarification in order
to dismiss one of the tenants of the ILO Report. It s however of some
interest to follow through this point, beczuse in so doinz, we address the
question of the inherent dynamism of this scctors.

The reason why tlie informal secior embodics super—exploitation is
because of the easec of access. The processes involved arc simple in nature
and can easily be performed with the use of only the simnlest of capital
equipment. The consequence of this case of entry is thet competition in this
scctor is intense, and with an increasing 'reserve army of labour' wages and
and eernings are lowe. A4S a.conscquchce savings in this sector are also lowe
In many cases the small scale fundis heve to horrow monsy for working capital,

and . physical cepital is generally. of - thq mostisimmle .kind.

7) Ko King, New Light in ifrica: Xonya's Candlemakers, mimeo

8),Of the informal scctor products listed in the Report, the exception to this
point is the milling of maize flour and vehicl¢ repair and maintenance.

9) C Leys;
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The tcchniques used in this sector are thus only replicated -
increascs in output result from extcnsification, rather than from
intensification of capitel. At the same time capitel equinment in the
formal formal scctor is being improved constantly and teehnical progress
assumes an increasingly capital intcnsive bias. The trend therefore is to
make the relative profitability of productiion by the informel sector even
lower over time. For the relative profitability of production in the two
secters to rcmain equal with incrcasing productivity of capitel in the formal
sector, the only alternatjve is to incrcase the rate of exploitation in the
informal sector., However, because of the casc of access and the reserve army
of labour; wages in the informal sccicr are probably already pretty close to
an effective subsistence minimum.

The result of this process of supcr exploitation and unchanzcd
production techniques is therefore to inhibit cepitel accumulation in the
informal sector. Without this accumulation therc is no prospect whatsoever
of the informal sector becoming e dynemic growth sector. In addition, as we-

informal 1s contrasted with the presence of accunulation .
have scen, absence of accumulation~gnc technical change in the formal sector.

b

The future of this informel secior beccomes increasingly dismal over time
therefore and thc prospect arises thet cven with the low levels of capital per
head, production in the informal mccior may even become sub~economic due to
increosing obsolescence of this cquinmcnt which moy become inefficicnt (in the

economic sense) with respect to that of the formal scctor.
Labour Intensity in Production.

There are a number of motivetion unded ying the call for more labour
intensive technigques of production. i858 we have seen in the casc of the New
Orthodoxy employment is seen as the mein instrument of distribution, and it is
this which underlies the call for more labour intensive techniques of
production, However there sre other motivetions. One may be the indignity
which is associeted with being unemnloyed (althouéh this is partly a coese of
cultural ethnocentricity on thc partv of Western‘academics), and another (more
positive) reason may b¢ the inhercnt dignity which is derived from working
with ones hands. as opposed 1o operating 2 machine.

Less abstractly, however, there are a number of disadvantages

associated with production by labour intensive techniques. The main disadvantage

10) This discussion really concerns man—paced labour—intensive techniques,; and not
the informal scctor por se. However in the current context it is the informal
sector which uscs labour intensive men—paced tcchniques and the formal sector
which does not.
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I8 . sy _ . . . . .
s that production with these tcchniques is primerily associated with

technically inefficient equipment so thot the use of more labour intensive
techniques resulis not.only in the use of more labour per unit of output
but also of more capital. But assuming that efficient labour intensive
techniques exist; there are two furtuer disadventages associated with their
use.,

The first concerns the variability in the rate of output. Invariably
labour intcnsive techniques used in the informal sector arc mon—paced — that
is, the rate at which thcy produce will vary betwecen operatives and over time
and effective supcrvision becomecs of significance in the organisation of
production., With the very small operations associated with production in
the informal secior, this may be an insignificant problem but if the sectoer
is to expand to sfrve a wider and more sophisticated market, it may bhecompe
more important. articularly from the point of view of the intreprenour, who
is lest concernccd with social considerations, this variability may bccome
something of a problem,

Associated with this variability in the rate of output with man—
paced labour intensive techniques is the veriability in the quality of output
This may be more or less of a problcm depcnding upon the nature of tlie market
which is to be scrved. One cxample of this is draown from a Kenyan tin—can
factory. ZI'or many years tins werc made in an cssentially labour-intensive
way, and the technique was men—paccd., NNot only did this mean that tlhe rate
of -output vericd hetwcen operatives, bui. so did the quelity. These tins
wowe being uscd - %o . can -pineapplés» - for-~ ' Gxport .to-..Europes e
The problem was that the less cfficiently made ci_.s had 2 +endei., to s~1it
open when thcy were unloaded and whilce this variability of quality mey well
have been acceptable in the Kenyan markct, Europcan consumers would not
stand for it. 4s a conseguence the canmaking enterprise in Xenya wes forced
to shift to much more capital intcnsive technique. It is suspected that
this may well be a common phenomenom, and that even if production can in fact

be switched from formal to informal scciory this will limit the market which

]

can. be served, particularly in the cazc of an export market.

The International Context_of Accumulation.

Much of the argument of the New Orthodoxy fails to place sufficient
emphasis on the international context in which accumulation takcs placcs The
economies of EZast Africa, and the Kenyan ecconomy in particular are 'open!
economics, and there is a relatively frec flow of products, ideas and tastes
accross international boundaries. The orientation of this opnenness is not
however inwerd to FEest Africa, but prcdominantly points 1o contact with Western
EBurope, North Americs and Japan. The flow of commodities, ideas and tastes

reflccts this orientation.
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There ere two ways in which this international content of ‘innovation
influences the possibility of switching from formal to informel sector
production, -The first is in the sphere of production. Amongst the more
significant accumulators of capitol in East Lfrica are the I'ultinational
Corporations. The tendency of thaose INCs towerds exercising full control
over subsidiary opcrations in orcder to ensure control over further
accumulation and monopolisation doecs not need detailed exposition here.
Give the nature of their. opcrations it is extremely. unlikely that these
MNCs will go into informal sector type wroduction. It is equally unlikely
that they would willingly accept @ recricntation of the system which is
designed to shift the incentivcs in the system so that production is shifted
from the formal to the informal sector. The MNCs and the forceg allied to
them are not idle participants in the system, and it is to be expected that
they will bring pressure to bear if any attempt is made to bring about the
suggested meesurcs of the New Orthodoxy .

The sccond way in which the inbternational .context influences the

- , . ; . 12 -
policics of the New Orthodoxy has been documented by Langdon. who makes

£

in the cége ©
countries, particulerlyyopen economics such as Kenya. " Since, as we have

the -point that consumer taste prefe%enocs are transmitted from Develoned

seen, different products (albeit for serving the same funotion) are associated
with different production tecaniques, a particular set of tastc preferences
will predctermine thc technique and sector of production. It is precisely
because  the informel sector produces a substitubte, and not an identical
replica, of the formal sector product thai consumers prefer the latters The
best examplc of this is that of maize flour., The product of informel

sector hammer—-mille ¥®. nutritionally superior and cheaper than that of the
large formal scctor roller mills. Yet, consumsrs will if at all pocsible be

prepared to pay the extra price for rolleor milk flour hecausc of the imoze
of the product and despite its nutritional defficienciese.

The New Orthodoxy recogniscs this latter point. Indeed it is
precisely this recognition that undcecriies their call for a redistribution
of income in order to change tlic structurc of demand, - But the problem is
that this call for redistribution is mede with very little reference to
rclation with the world economy. Tanzania has experienced a degreec of
difficulty in this context — ina more oncn cconomy such as Kenya, which is
more hcavily dependant on the MNCg and tie tourist irndustry, the problems
would be mognificd. So the prospoect of dynemic accumulation in the informal
sector, as ig »nroposed by the lNew Ortholoxy; palecs when recognition is token

of these, and other intcrnaiional coansiderations,

11) R-'Kaplinsky, {iccumulation end thc Transfer of Tcchnology, World Develop—
ment , World Developmemt™ forthcomings-

12) 8 Langdon,
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fonclusions.

To somc cxicnt the New Orthodoxy falls down on purcly technical
objcctions, such &5 King's dcteilad empirical obscrvations with regard
to the parasiticel naturc of the link hetwcen formal and informal ecctors.
Perhaps more tclling even than this is the limited number of products Ior

-~

waich informal

6]

cctor substitutes emdst. It is possible to make furniture
and jikos, meinzc flour and lamps and a fcw other products in the Iformal
sector, but is it possible to melke fertiliscrs or radios, telephone equipment
or even plouzhs in the latter sector? The answer is almost certainly no.

)

Thce proponents of the New Oriil.odoxy would not presumably statc that
it is posziblc to produce all, or almost all, products in the informzl sectior.
However, underlying their policy prescriptions is an inhcrent belicf in the
adaptability and potential of the informel sector. The trouble is, though
that only a limited number of products are in fact specified,; the rest are
left onen to belief. In some cases it is helieved that agriculturel
implements mey be susceptible to informal sector productiony but the argument
is left in onreliminary stage. It mey well be thc case that simple as
though agriculturel implements mcy scom to bey, they require great carc in
production with relatively high lcvels of capitel per worker.

Wotwithetanding these tcechnicel objection to the New Orthodoxy,
the problem is one of political economy eand the New Orthnodoxy must be secen
in an ideological context. The ILC Report is quite explicit about this — it
is feared that the present momentum mzy be leading to confrontation in the
future, so the Report proposes a shift from the inherent tendency of the
system of monopolistic capitalism to a 'fairer!,morc 'rational' form of
competitive capitalisme. The failure to recognise this ideological content
of the New Orthodoxy leads to a failurc o specify the constreints to the

prescribed policics.



