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Factors dotormining tho location of an industry arc discussod, principally as
a choice between 2 major city and a hinterland location. The classical location
theory is reviowad briefly. Wi*nin the torms of this thoeory, the objective of
minimizing transportation coste ie 2 poor substitute {or 7 real objective, such ag

maximizing profite.

However, thc asaumptions oif the clisclical location theory ralating to unlim-
itod managerial rcosources, full information, predictability of the future, and "all
other things being equal" are unsuited to developing sountries. ..fter considera-
tion of the form of thec transportation network, cttention is given to the conso-
quences of dictance us time, of the personcl space proferences of a manager, of tho
lack of information about hinterland locationg und the pressures for rapid devel-
opment, and of somc aspects of the labour forcc avi:ilabtle at hinterland locations.
A broad definition of axtornal economics and considoration of the principles of
multiplcs, massing of rescrves, and bulk traneactions relate thosc factors to oity
gize, to the offects of thc case of communication, to national customs, and to the
1ack of standardization of procedurcs. Those common considorations for the location
of industry in devcloping countrics arc compared to those for young industrice in
developod countries. It is suggestod that much of thc apparcnt overconcentration
of development in now nations is a functional aspect of the carly stagus of

devclopment.

Location of a government industry should not differ significuntly from that
of private industry if only ono projoct at a time is considored and calculations
aro based on money costs. Tt is suggestad thot dircctivaes to project managors to
axamine altornative locatiors and to usc lower ratos of intorost for capital and
lower rates of discount for returns might result in morc hinterland locations. Tar-
thormore some considorations arc outlined tor cvaluation of location in tcrms of
aconomic costs in the framework of cost-bonefit analysis. It 18 not clesar whothor
thege considerations will altor the net balance of locations away irom principal
centros, although thoy may change the location of some industrios. Referenco ie
made to tho public objective of intcrregional equalization as distinct from that of

aggrogatc national growth.

Finally, regional policy por s is considercd as & location factor and a sub-
stitute for and goncrator of information ag wsll as a uscful devico for conserving
and stretching scarce technical munpowar. Rugional policy may also influence the
logic of location docisions by thc use of considorations of longer-run offects and

the economic macro-geography of dovelopment.
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[. INTRODUCTION

1. Tha grcaier pert of the human raoce livee in developing countries. These
ocountries present an extraordinary variety of gituations and conditions, many
lovels of development and modes of life. Hence, much of what is said about the
location of industry in guch countries must be couched in conditional terms.

Some of the considerations which will be set forth in this paper might appear
almost offensively judiorcus to one wiose country is already on the road to
developmert, but I believe they will be readily 'mderstood by many whose countries
are in the initial stages of industrial progrees. The differences, that oan be
obgerved, however, are only differences or degree, and the factors discussed seem
to play an important part in all countries, including the developed ones.

2. The analysis that follows will be moubly based on a highly simplified alter-
native for the choice of a location: the large city or tho hinterland. In view
of tha i.menso veriety of industrios, resources, and conditions which might be
ooncidared, it would be hopeless to gite too man; cases and examples, 1 have
therefore fooussed on this particular point, because it scems the most important
one both for experis trying to understand the changing spatial structure of
Gevelopins ccunis,ics, end for tiose callied upon to ohoose the proper locations.
™eom 4h: point of view of the busincssman or the project analyst, the choice
actually lies botwaon %wc or three locations, onc OT two of which will be
indicated on &ccount O the existense of raw matorials, sources of power, & very
lcoalizcd anl spesial ired merkat, or otho: guch factors; whilc the other location
will al.ost alweys bo oue of iho lorger cities in the country - and in many cases,
thero s only one Large city. In most countries, moroover, the paramount issue of
torritorial plannirg is the poscible overdevelopment of the major cities to the
dotriment of tho rect of the country.

3, This poierity is tho spatial manifostetion of a dual economy, and, in many
casos. the aejor citios bear to “heir hinterland the same relation as doveloped
oourtrios bear - wndeveluped ones. Though much of the literature on gbstacles
to development” usually poses ihese problems &i the national level, thoy exist
alnost unchanged at the regional level. Those countrics, therefore, which are
ondoavouring to dovelop thoir backward arcas within thc framework of national
oconomic development are faced with countless obstacles - those that presont

ther:salves at the national lovel and those that exist at the rcgional lovel.
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A, In the earliest stages of develonment, regional nlanning and apnlied
industrial location oftes take little aceccunt of the realities of the problems
raised by location or of the true dimensions of the >clioy issues. Again, there
are excellent studies of develonins econemies which ireat the question of location
superficially. One can frequently find, in the same study on the subject, cont-
radictory statements, namely, that continued concentratiorn in the cities inoreases
national »olarization and income disnarities but that this same concentration
itself is uneconomic and leads to a slowing down of nationel growth. It is
unlikely that both of these can he simultaneously true. It is soiretimes asserted
also, always without -roof that cities of 5.000, 25,000, 250,000, or some other
number of inhabitants are larcze enoush to make external econcmies no#sible,
(onsiderable stress will be laid on such economies in the course of our study, but
the truth is that there is no reliable knowledge of relevant urban sizes. Finally,
perhass the most commen error is the gratuitous statement thot industry is or
should be located at “laces where trans-ortation costs are reduced to a minimum.
"xcept in srecial circumstances, this is true neither in theory nor in »ractice.
5. This naner -resents ouly & brief and aon-technical review of the abstract
theory of industrial location in Section 7I. Jection III deals with other factors
of location which are usually neplected in the abstract theory, and then »roceeds
to examine the question from the -oint of view of the businessmai or the »roject
director. Lection IV discusses some -roblems concerning the evaluation of loca-
tions from the point of view of the national interest, and Section V euggests a
number of considerations regarding ragional nlanning as a factor in lecation,

Theso last two sections enly sketch some of the dimensions of the nroblem, since
neither theory ner »ractice is sufficiently advanced to nermit a conolusive
summary. On the other hand. a number of important issues are not discussed.

Among these are the »riorities to bo attributed to agricultural and industrial
development and the links between the two, the question of infrastructure and
directly nroductive investment. XNor are industrial estates or grovih centres
exslicitly treated. The former have been discussed extensively in many United

lations nublications and the latter which is closely related to it, is as yet

only a way of thinking about -roblems ratier than a documented technique of
develonment,
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T4, DRIPT RTINS 07 TH CLASSICAL LOCATION THTORY

6. The formal theor; of the location of indurtry originated in Cermany in the
nineteenth century, and remains to this day a olaseical theory in that it :pe-

Sus-omes economic rationality comvleteness of information and a static situation,

and ignores the comnlaxities of the broader framework of country aud region., 1t

is therefors ill-suited to the ccnditions ef develoing countrios. ‘ost contome

vorary studieas on the locat.on of industry in develoning countries do not deal

wi.th the subjoot as such, but aake nagein references to ~articular aspects of |
location within the discussion of economic develonment in gxeneral. Thus, many |
writings touch unon the overall geogrannic structurc of a country, unon urban and
regional nolicies (for 1agtance industrial vurks, poles of growth, urban decent- |
raligation), or voon transportation rlanning.

7. This janer will try to amalgamate many of these scattered ideas on the

forces that determine the choice of ar industrial location in develoning countrics.
Although, as has boen mentioned. the classical location theory is ill-suited to
developing countries, it will be useful to make a brief non-technical review of

it at this point by way of introduction. Murthermore the theory is interesting
because its decentive straightforwardness moulds the thinking of meny sracti-

tioners and expertec in the field of development, mainly because of the half-truth

that the rational location for an indusiry is that which wminimizes transnortation

costs,

8. The classical nroblen dealt with in the literature cn the subject ias that of
choosing a locaticy for sotting u» a factory. Those wro try to solve *his sroblem
assume that the sources of matorials the location and size of markets, the

hecessary quantitiee of the several matecrials Her uiit of »roduct, and the rele-

vant transsortation rates are all known. ‘%hen thoe oroblem is stated in these

terms, everything but transaortation costs is held to he corstant, and it is

thercfore considerad that the best location i naturally that which mininizes
tranaportation coste. Ve shall 8ee later on that other factors do not remain

oconstant and that this objective is subject to strong qunlifications. Let us

accept howover for the time being, the classical formulation,

9. Consider the costs of assonbling materials and distributing the “roduct of a
manufacturing nlant at each noseible location. These costs will vary from one
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location to anothecr, and, takon together, thcy would describe ovor tho national
torritory a fairly smooth surfacc o1 transportation costs, shaped like a bowl,
The lowest point or that surtasc must fall within the polygon formed by drawing
lincs joining the locations of markets and matorials, or at onc of tho vertiocer
of the polygon, The point of least transportation costs may be the lowest point
on that surfacc, but thc surfacc ie likaly %o have pits at cach material or market
location, This is becausc locating at such points will avoid the terminal costs
of loading or unloading, insuranco, shipment, ctec. of a material by locating the
industry at its source, or again thc samc cnsto rolating to the product itself by
locating it at the market, Thoese pits may be lower than the bottom of the bowl,
end may thus rcprescent locations of lower transportation costs.

10, Therc is another type of location where savings of this typc arc possible,
namcly, at ports and othor points where thecre is trans-shipmont or break-of-bulke.
It is often advantageous to process materials at the time when thoy are to be
taken, say, out of trucks to bc loaded »m a ship, This, of coursc, is one of the
principal recasons for the developmenty of port locations as industrial oentres.

In the terms we have beon using, port locations often ropresent doep pits on the
surfacc of transportation costs.

11, The classical theory rccognizcs that transportation ocosts are not usually
the only factors to be considereds Cortain locations may have lower wage rates,
profercential tux treatment, or some other advantayc that lowors the costs of
manufacturing from the businessman's point of viuws, The savings per unit of
product may by subtracted from the huight of the transport surface at that point,
and oroate another pit which must be comparcd with the others.

12, In short, this simplost formulation of thc theory amounts to no more than a
systematio considcration of all possiblo locations, calculating transportation
and prcduotion costs at cach location, and choosing tho lowest., It must be noted
that it is an ongincering rathor than a true oconomic model, at lcast in this
gsimplce form. It does not take into account cconomic considerations such as factor
substitution, the clasticity of domand, economices of scale, or the consequcnces of
alternative pricing policies, tull consideration of a1l theso would lead us

to a complex mathematical analysis,l and thoir effocts oan only be touched upon

herc,

1/ The interceted reader ie rcforred to William Alonsc, "A Reformulation of
Classical Location Theory and ite Rolation to Ront Thoory", Papers of tho
Regional Soicnoe Association, Vol, XiX, 1967,
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13, Since diversity of location will resuli in differcaces 1n the delivered
prices of the materials, many manufacturing -rocessas will adjust *icir factor
orodortions  For iustance, a stecl-making -lant at 2 looation distant from a
source of coal will fiaid coal relatively more cxpeinsive on accouit of its addi-
tional fransnortation costs and willnﬂrobably chcosz a srodvetion nrocess that
uses relatively less coal and more of some othor oroduct. “hus, the clasoical
thoory studics only substitutions as between transnortetion innuts, vhercas in
reality therc often exist jossibilities of subatitution vetwee. tranc rtotion
and other inputs. The objective of miniirizing transnortation costs must bo
broadened so ae to include %he minimizing of total costs and this only it we
Jinnd,

14. Tetal reverues, however, arc not fixed if the quantity to be sold varies with

the nrice. If the product is sold at different yrices in differcnt markots

take total revcnues ¢- " i

because of differences in dolivery costs or for other reasons  the rofitability
of the enternrise will in general be greater if it is located ncar those markets
which are sensitive to nrice variations. Thus a large market which has an un-
varying rate of sales will exert a lesser force of attraction than a smaller one,
in vhich slight reductions in delivered price result in large variations in the
quantity sold. The quantity sold at cach markot nay thus vary froi: location to
location, and also with the pricing »olicy adonted This joint 1s very imnortant,
for the true objective of most coonomic activity is to incroase profite as much
A€ >ossible, not to reducc costs to a minimum. The reduction of transnortation
costs is only a very limited obiective in thec overall Jattern, and a firm will
normally be willing to enend more in order to make morc. Otherwise K to take an
extreme instance, transjortation costs would be minimized by not produciug at all.
15, It must bve recognized, however, that the classical )roblem of adapting pro-
duotion to a predetormined quantity and »rice may be morc suited to conditions of
scarcity, immerfect articulation of the pricing sysiem, and socialized production
such as are commonly found in develoning countries. Tt may be argued that in
those cases, the nroblsm is to engincer production rather than to identify domand,
in oontrast to the froe-market situation of affluent cconomies. But such an

argument, and the objections to it, lead to rather difficult -nd .& yot noorly

defined areas of economics. A simpler and more forecful cregument fer a location
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which minimizcs transportation coste is that it makes the analysis simpler,
requires less technical manpower which in limited, and is likcly to be less timo-
consuming:; thus the projcct may got andorway more quickly at a location which ic
satisfactory, cven if it is not tho boet in torms of profitability, contribution
to the national product, or some sther more fundanentcl objective, It may bo
notud that difforunt objectives will rometines resuit in the cholce of different
locations. ‘This will be discussecdl in Sectiuns IV and V.

16, Acoording to the theory whisci hag been presentod, the location of the firm
may bc viewed as responding i< pulls from markets or matorizls, In the simplest
casc, where all quantitics are fixed and only transportation costs vary, the pull
of a sourcc of matcrial is equal to the weight of that matcrial per unit of pro-
duct multiplied by its transportation rate,  The pull of a market is equal to the
fraction of total production sold thure, multiplicd by the weight of the product,
multiplied by the transportation rate, I we allow substitution among production
factors, the pull of a material is weightod by thoe sum of cropa-elagticities
botwaen this factor and the others. In certain mathods of pricing, the pull of a
market is weighted by the pricc elasticity of the domand at that market. But,
satting such complexitios aside, we may inagine thesc various pulls operating on
the location: the optimal loca*ion will be at the point where thesc forces
balonce cach other and an equilibrium is achioved.

17. This simplc physical analoguc of thc forces of location is ouite instruoctive,
7he force that pulls tcwarde = location is ~alled the idoal mgt_.y Where one
ideal weight is larke in relaticn to tho others, it pulls the location of the
plant towarde it, and the industry is said to bo oricntod towards it, Thus,
processes that loec woight, such as the roduction of orcs, result in a material-
orientation. On the other hand, proceeses that inercasc in ideal weight tond to

bo market-orionteds The inoreese in idoal weight may, as in the case of becr and

ink, be duc to tne addition of a yivereally available ingrediont (wator), or, as
in the oase of hoxos and automobileg, to *he incrcasu in dbulk which increascs tho
troight pes mile, or agmain, as in the case of newspapers and bakod goods, to theo
high perishability »f the product which roquires rapid and oxpoengive trans-
portation,

l/ Actually, the ideal wecight is thc name of the nagnitude of the foroce (ex-
cluding dircotion) in the simplec casc. No general nane exists for the more
complex dirceted force,
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18. BEven these rudimentary considerations begin to shed light on the jquestion
ag to whether industry will be attracted to resources. Thus, iron ore has a low
jdeal weight in relation to coal and to the other factors that go into iron and
steel, and the higher the grade of the ore, the less likely it is to attract in-
dustry since it is easier to move it. 0il has an ideal weizht nearly equal to
that of its first stage sroducts, and therefore the potrocheuical industry may be
located cither at the sourcc, or at the market, or at some intermediate location
which is conveanient because of trans)ortation, availability of funds, political
safety or any other convenient reason. Generelly speaking, it may be said that
most rhysical resources attract little industry. Their first processing does not
add much to their value and is scldom labour-inteasive, and later transformations
are likely to be oriented to other locational ~ulls. On the othor hand, coal is
weight-losing in moct of its uses, and electricity is oxneneive to mcve over long
distances. Hence their idoal wcighte are hizh, and thay may attract industry.
19. In comparison with the industries of developed countries, most of the indus-
tries in develo»ing countries are simple, in thot they require relatively few raw
materials. Thus, the stcel industry will confine its417 ta th: manufactura of
the basic tyves rather than to that of more specialized alloys. At the same time,
+he morkets for the products will be concentrated in a few locations, in parti-
cular the large cities or, in the case of forecign markets, the »orts of export
will serve as the terminals within the national territory. A comwlox process
that uses meterials obtained from many nrimary sources and secondary producers;
and which sroduces a wido line of goods which sell in a largc number of markets
is subject to many locational »~ulls, and may often be located almost anywhere,
gince an increase in distance to one market or matorial is likely to be compen-
sated by a smaller distance to another. In other words, the bowl of the trans-
portation surface for processes using many materials and yielding several nro-
duots is likely to be rather flat. By contrast, if the locations of markets and
materials are fow, the transrortation surface is likely to have a veory distinct
low point, and it is likely, therefore, that there will be a much more definite
ontimal location in the caso of develoning countries. This tendency is streng-
thened by the fact that the ratio of the value of materials to tho value of the
final product is far higher in develo. ing countrics, that ie the value added in
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the production process being lower the location of the nlant is mcre likely to
be determined by differcnces in trancportation costs. Ve shall scee, however,
that a2 host of other factors in developing countries reverse this tondency by

favouring the location of industry in the capital cities.
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I1I. LOCATION FRON THE POINT OF VIEW OF THE INDUSTRIAL ENTERPRISE OR PROJ%CT
TN DEVELOPING COUNTRIES

20, In this section we shall deal primarily with the industrial enterprise,
although almost all of the oriteria discussed will also apply to governmental
industrial projects if they are viewed only as projecte rather than as forming
part of a general policy of national spatial development. Subsequent sections
will deal with changes in some of the factors involved when viewed from the
national point of view, The criteria to be presented here will apply particularly
to enterprises which are both owned and operated by an individual or a family, as
often happens in developing countries, Some of the factors discussed, such as
the personal spaoe preferences of managere and technicians, plar a less important
part when the enterprise is operated by persone or entities other than the owners,

whether the state itself or some larger corporation, or a group of shareholders,
21. Furthermore, we shall deal here with firme which may be said to be "located",
that is to say, firms whose location has been chosen deliberately. I will have
little to say about what may be oalled "spontaneous" industry, that is, industry
whose loocation ie due to the fact that the rlace of residence of the man who
started it happens to be there, or is due to the latter's ability to see or to
create opportunities, Altiough, in a great many countriee, both developed and

developing, there are vhole regions or cities in which new industiries spring up
from looal sources, little seems to bc known about the reasons for this abundant
growth. Much of the fundamental work belongs to an earlier generation of econo-
mists, Among present day students interested in this phenomenon, Everett Hagen

holds an important pla.ce.l In general the conditions that bLring about such a

ferment appear to arise from a certain state of tension or restlessness, a dis-
satisfaotion with thinge as they are or the fear of some imminent change, which
oause certain groupe of individuals to look for frech opportunities and new ways
of approach. Raoial or religious minoritiee, uprooted sections of the farm
population, and members of a threatened landed aristocracy have all, on occasion,
played an entrepreneurial role. Yet it is most difficult to gencralize about

L/ See, for instance, Planning foonomic Development, Homewood, Ill.:
R. D. Irwin, 1963, ‘
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the spatial incidence of such spontancour industrialization, and we know no w-oy

of planning it. Tt must he noted, howcver, that if spontaneous industrialization
is succuesful, it is likely to lead in iime to the vise of professional manage-
ment nnd to thc seperation of wnana~ement from ownership., As the scale of opera-
tions incrcaces, decisions regarding loc~tion will hé token morce “eliherctely,
espocially ac reeards breanch rlants, ~nd what hre started as a ‘‘spontaneous'
iadustry may bLuecom: a locaicd one,

22, In this poper we »ro de-ling vith differences in regard to the problem of
location as between dovelopad and devcloping countries. It will be seen that,

in general, the prinecipal differences are due to the amount of available informo-
tion, which involv:s an 2lement of uncertainty, the knowledge of opportunities,
technicrl nnd m-nagerial capacity and cupply, and other factors. Tn a broader
sensc, it can also involve the movement of goods ac well as of ideas. The
classical location theory, by assuming perfcet information and predictability,

and unlimited managerial and tochnienl manpower, ignores thec strongest factors
which operate in developing countrics, forcover, it ic for the most prrt static
znd aseumes in fact that things happen in an instant. ‘e shell sec that time plays
n crucinl role in developing countries, .

23, We shall berin by exnmining the cffects of the spatial structure of developing
countrics on transportntion coscts, and then discuss 2 number of vital but negleotod
factors, '

Tho transggrtation nctwork and the conceontration of markets

24, Thc transportation nctworks of developing countrics roflect their economic
history. The traditional role of thesc countries as exporters of primarv products
rceulted in tho crestion of troncportation networks which resemble drainage systens
oonverging toward the coastlinc the ports beeamc the najor cities and served as
trovi-giime ot orivte not only for the cxporte, but also for the import of finished
goods from ~broad, which werc distributed from these points of entry,

Henee, the trunsportation network ic typically shaped likec o fan or a treegz/

In developed countrics, by contrast, it ropresents a fuller 1attice, which, by

l/ See Po llgeett, Locational ‘nalvsis in Human Geography, New York: St. Martin's
Presc, 1907, =nd his dincussion of tho works of Taaffec and Kansky. The most
detnilad nad thoraugh decumentation it in B..7. L. Berry, Eseavs on Commodit
Flows and the S»atinl Structure of the Indian Liconomy, Rescarch Paper No, 111,
Dept. of dcography, niversity of Chicago, 17066,

TR e N S : % = ’ s o P T
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offoring morc nodes or points of conflucncc, permit a more oven distribution of
locations. A glance at world maps of population concentration shows a striking
pattern of cvastal cities ringing the doveloping continents, whilc tho hearts of
tiie continents aro virtually empty. In some casecs, 2 navigable rivor permits
the development of a city furthoer inland, but this is in fact duc to a lucky
hazard that links the contincnt to the sca. 1If, instecad of concentration of
population, the concentrations of industry, income, education, or other forms of
oconomic devolopment arc cxamined, thc cxistence of such a ring can be £een even
more clearly,

25. The consoquenco of such coastal concentrations and fan-shaped movement
systems is that tho point most accessible to the ccuntry ac a whole is not its
geographical contrc, but sone point on the adgo, which is the functional contro
of tha country in terms of cconomic distances. It may be noted Lhat the
physical cxcentricity of thesc functional centres results in longry cver-. e
distances botweon points in a country of a given size; on the other hand, the
oxtreme concentrations of cconomic activitics that characterizc these countries
reduce the distances that arc effectively traverscd.

26, Onc of the consequences of this strong diroctional veining of the national
territory is that, in thc preliminary analysis of location, distancoes nust bo
considercd in terms of specific routes, whilc in developed countrics thoy may

be taken in a more abstract way. In a developed country, situated in Zuropo and
North dmerica, for instance, onc can bo more or less cortain that the cffective
distance betweon any two points on the map will not oxcued by nmorc than 20 per
cent the distancc by air; in developing countrics, two reclatively ncighbouring
locatinns my not have a connecting road, and may bc joined only at somo distant
major citys The tcchniecal claboration of this concept is beyond the scopc of
this papor, but the point is that the problem of location in develoning countrios
will involve cither morc difficult geometric transtormations of physical spaco
into ooonomic spacc than is the casc in developed countrics, or a moro spocific
and detailed (and thereforc more demanding) anclysis in thu preliminary stages
of planning.

2T« The large coastal citios arc thus the moro contral locations for the dis-

tribution of goods to the population at 1arge, a factor which is of primary
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importance for industrios producing consuner goode if the scale of their markct
is country-—wide.l The large coastnl citics or principal nodes will also be the
most central points for industiries that depend on one typc of material obtained
from disperscd sources, or which combine various materials from differont souroes,
To thie must be added, 0" coursc, the fact that these points also serve as ports
for the import of some of the naterials, componcnte, or equipment, or the =xport
of somec of thoe manufactured product. Thc concentration of demand nt that point
is ofton preponderant, both because incorc is alwaye geographically more concon-
trated than population and because manufnctured products arc esscntially inooma-
clagtic, so that demand will be morc conccntrated than incorc. Similarly,
industrial domend for producer goods will be csscntially concentrated at these
points,

28, It follows from the above that transportation-oricnted industriemn will
often find that these coastal nodee arc thc most advantageous pointe from the
point of viow of location. It is our vicw, howcver, that the minimizing of
transport inputs plays a less important rolc in the losation of industry in
developing countrics than in the developed ones. Extcrnal causcs often sorve

a8 more powerful magnets than transportation factors to attract industry to the
large cities. This docs not mcan, of courec, that there arc not many industrics
whose location ie determined by the claseical location factors associated with
traneportntion costs, Of thesc factors, onc of the most typical is first
proceseing of matcriale, which, being weight-reducing, makes it important to
locate the industry at the source of the matorial, Among such prooeésee, we
may mention the earlier processes of metal refining, ocotton ginning, baocon
ouring, sced orushing, sugar refining, sawnilling, rice milling, coment and
brick making.-z/

1/ On thc other hand, consumer industrics which ocan operate offeotively on a
small socole oan ~nd should be dietributed more widely over the national
torri tory.

2/ P.S. Florence, Joo 8 ognd § 0 try, London: C... Watts
A CO., 1964, Pe .
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Distance as timo

29, Often, time rather than cost is the primary factor when considering dis-
tance, This is woll known in the casc of industrics vhich deal with perishable
commodities, such as oortain foods or neuspapers. Therc are, however, other
factors in developing countriec which make timc more importont for industry than
is usually the case in developed couatrics.

30. The time consumed in simplc shipments cau be surprisingly long. It often
happens that whole weeks arc spent in moviang commodities or matcrials over rcla-
tively short dictances, with days wmsited ia confusion, breakdovns, layovers,
unavailability of carriers, labyrinthinc paper work and authorizations, occa-
sionally washcd-out roads or traclkc, and a thousand other contingencies that
defy the imaginotion. Sometimes, after weeks of waiting for ar order, it is
dircoverad that i+ has heen misplaced and that the shipment has not left, Or
the shipment itself may be lost, in the scnse that it has arrived at some placo
and no one has been notified of th: fact. Thc probability of these ocourrcnces
will vary greatly from country to couﬁtry; but it may be said, in gencral, that
in developing countries shipments take longer on the average to arrive, and thot
there is greater uncertainty as to thc time of arrival.

31. Under thesc conditions, thc time coneumed in transportation is likely to be
an important consideration for many industrics. At distant locations, it will
be necessary to have substantially larger inventories of materials in order to
ensurc continuity of production, and to have large inventories of thc product

at the markets to cnsure prompt and predictable dcliverics., Bven tho inventory
of epare parts for the production machinery will have to be greater. Thic im~
portant item has becen estimatcd at about 20 ver cent of total machincry and
equipment investment in developinz countries,L/

32. All these delays, then, require considorably larger investments of capital
for inventorios at distant locations, bocause of the neccesity of having:

(1) larger inventories to cover the longer lcad times involved in the length of
normnl trips; and (ii) larger inventories to cover thc possibilitics of unfore-

soen delays. The additional capital costs, in vicw of tho high interest rates

l/ 1. Bryce, Industrial Dcvelopment, New York: HMcGraw-Hill, 1960, p. 125.
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that prevail in these countrics, can easily exceed savings in transportation
coste as such. The first type of cost, involving lcad timcs, is unavoidéble,
espccially in the absence of complex and sophisticatoed inventory teciniques.
The second type, due to unocertainty, is avoidable only at the probable cost of
idle production lincs in casc of failure of aaterials or sparc parts, or of the
dissatisfaction of customers and unfilled ordcrs if tha produot cannot be
delivered.

Pcrsonal spacc prefer¢aces of managcrs and tochnicians

33. This factor, perhape bccauce it ic so human, eeldom receives adequate
rccognition, yet it may bc in some ways the most pouerful one in the choice of
a ldoation. Manaxers aad technicians belong to certain social classes, such ae
the aristocracy or an emerziag upper-middlce class; and have usually received a
relatively gouod cducalion) thuy thorefore cxpoct living conditions which can be
enjoyced only in the principal cities, Restaurants, cinemas, clubs, intcresting
friends and wcll-dresscd people, fashionablc shops, bookstores, tclovision, and
a sensc of being 2t a place where things arc happening'- all thesc are felt to
be necessary by the majority of imanagers and technioians and the overwhelming
majority of their wives. To be avay from the big city is often regarded ac
equivalont to an exile. amily links, which arc of great importance in mony
developing societics, will oftci: be another anchor tying 2 man to tho big city,
unless he or his wifec happens to have o family at the new location.1

34. Acide from these tics to the lorge city, which a manager or teohnician will
rogard as his home becausc he has probably spent many years as a student in it
oven if he was not born there, serious problems of personal and faﬁily ad just-
ment are likely to arise ot the new location. Thesc may be duc to ethnic or
roligious differences, the oxistence of a different dialect, or of a loocal aris-
tocracy to which he vill be an outsider, as wvell as to differences in custoMi,
and food, It may be affirmed that on the whole the family's adjustment will be

l/ This phenomcnon is not limited to dcveloping countries. A recent survey by
the Wall Stroct Journal (Feb. 23, 1966) found that this issue was of grost

importancc ia American industry, and detcrmined looation to a considerable
extent,
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more difficult on account of its fecling of superiority towards its necr canviron-
ment, which it will, in all likelihood, regard not mercly as differcnt, "ut also
as provincial and old-fashioncd.

35. To persuade managers and tecchnicions to lcave tha large citics very often

; substantial inducements including higher salarics, coupany-provided housee and
% automobiles, lengthy vacations and poid trips, must be offurcd. Rven thon, men
of high qualifications will oftcn not be obtainable, for they have ample oppor-
tunities in the cities. In doveloping countrics, wher: tho novelty of situntions
and the lack of an institutional matrix call for thc highcst degree of resource-
fulness, cnergy; and inventivencss in these positions, a sccond-rate man can be
far more costly in terms of lost cfficicncy and missed opportunities than any
differontial in transportation costs. Iore will be said abtout thc special cnlle

on manazement and technical stoff in emerging industrics in a lator section. It

seams CGleur, howover, bhal lhuse personal preferences vill play 2 sreater role
if the enterprisc is ovmed and managed by an individual or a family than if it
has a more abstract ownership, as is the casc with government projects or pub-
licly held private corporations; in which management is a profcssional carcer,
and vhere the decisions regarding the locatioa of plante arc usually takon by

people vho 11ill not have to live at thosc 1ocations_=.1

Iho spatial distribution of iuformation and the cost of time in decisions rola-
tinx to location

36. A common fcature of developinz countries is that it is often difficult or

P 5 i

impossible to obtain reliable information about possible hinterland locations.
Not only may it bec hard to find out what transport fzcilities and schedulus

exist and vhat supporting scrvicce and facilitics arc available, but it may be

l/ See A. Lauterbach; ‘lanagerial Attitudos and iconomic Decvelopment’, Kyklos,
Ive2, 1962, Wh 1o making similar althouzh non-locationcl observations,
Lauterbach observes that industrial enterpriscs of povertul familics in
Latin America are often associated with their agricultural background and
holdings, Thus, they tcnd to develop canncrics, sugar refiueries, coffce
roasting, meat freczing, wool and cotton mills. Both thc .conomics of loca-
tion and the spacc preferonccs of some of thesc familics moy oftcn favour
hinterland locations.,
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difficult to obtain information about such poscibly important features as the
availability of smtcr, local 'woids, clays or other watcrials and their proper-
ties. Local voriations may neccesitate the rodesign of equipment and processcs,
often involving scicntific investigations which may be lengthy and not noces-
sarily successful. It may often hoppen thot somcthing that had boen taken for
granted is not available,; and that the firm will be put to the cxpense and wasto
of cnorgy of haviig to undcrtake the nccossary cctivities in order to supply
itself. Thc things that may be nissing are too varied to be oxhaustivcly listed
herc. Tho enterprisc may be forced to become its owvn trucking and shipping
firm, a varchouscr of officc supplies and n repairshop of office equipment, a
rcal estatc managemcnt concern and gencral storchousc for some of its cmployees,
or again it may havc to be its own jobber for ccrtain materials and components,
ete. These, of course; arc the oppositc of exteraal cconomics, and may be
tormed discconomics duc to forced intcrnalization. Several countriecs which have
attemptod to adopt industrial deeentralization policies have discovered that
large firms can adapt themsclvcs more successfully to the conditions provailing
in small citics and distant locatione. Their size affords them cconomics of
sczle for intcrnalizing these externalitios. Below we shall discuss other
factors, such as the predictability of demend and stability of production pro-
cesses a8 they affect a firm'e ability to adapt itsclf to a hinterland location.

37, There is a particulnr point vwhich doscrves to be examined here, although it

might be left to the cnd. Dosides classical factors such ac lower transport
costs or localized advantagcs, one of the principal reasons that militate in
favour of locating industry in the hinterland is simply equity, wvhich aims at
minimizing dificrences in income¢ and omploymenit betwoen the various regions.
However, thc cxpericnce acquired in both developed and developing countries indi-
cate that frequently much of the labour ncedcd for a new onterprise must also be
brought into a bac-war! 1, in., bocause the local population lacks the necessary
skille. In such cascs, oxccpt at the most superficial stotistical level, the
goal of intcrregional equity is not reached, since the newly omployed arc not,
oxcept post facto, residents of the region. The local population may receive

no bonefit cxcept for multiplier effccts, vhich will be small because of sparse
intrarcgional scctoral linkages, and vhich may in fact reduce local welfare vy

causing sharp scctoral imbalances in a region 'ith lov productive adaptability.




e R s b

ki

ID/VG.9/2
Pagre 19

In other words, the resulting incroases in demand for food, construction mater—
ialc, and tho like, may raise the price of thosc items for the local population.
3R, The most common advantages of distant locations may lic in lower transport
costs, lower rents, lower wages and tho existence of a labour force which is
less set in its ways, as well as in fewer costs of congestion. In contrast to
these will be disadvantages such as the risk of oosts due to uncertainty as to
local conditions, and the costs of internalizing functions which would normally
be external and for which the firm may lack the necessary facilities. These
costs will be largely unknown at the timc of choosing the location, andy in any
rational deocision they will be ovaluated according to probabilities., Since, in
the last analysis, profits represent the difference between costs and rovenucs,
greater uncertainty as t6 the upper limit of costs will require a largor margin
for safety, ospecially since revemue is usually more predictablc from the price
of oompetitive products. The known advantages of the distant location must
therefore be very large to offset the probable, but unknown, disadvantagcs.

39. The very high output-capital ratio and rates of intcrcst which often prevail
in developing oountries constitute yet another forco that attracts industry to-
ward the known environment of the large city. Even if it were possible to obtain
all the necessary information about a distant site so that all uncertainty could
be removed, it would probably take months or cven ycars to do so, and that would
involve a considerable delay in getting started. Vhen returns on capital and
entrepreneurship are very high, such a delay may be quitc costly in torms of lost
production, Thus, the choice will often be made with good roason in favour of
the opportunitios that are known to cxist in developed localitics, evon if it is
recognised that another locality might presumably be better if thore worc time
enough to look into it. Vigorous action and quiok decisior can be prefernblc

to careful consideration of all possibilitics, if finding the best solution is
likely to causc dolays and if satisfactory alternatives can be rapidly found.

40. To revert to the matter of labour costs in the porspectivec of timo, it must
be noted that lower oost but less-skilled labour is usually an advantage only
in the rolatively long run. In the first years, as thc labour force is being
trained, one may expect it to be inofficient not only because of lack of speoi-
fio skills, but also for lack of industrialized attitudes, which, although funda-
mentally subtle, may manifest themselves in such exponsive forms as high ratos
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of abscnteecism, tardiness,; turndver, spoilage and poor maintcnance of equipmem.-:
In view of the very short-range financial planning which is characteristic of
developing countrics, a delay of a very few ycars in reaping the bencfits of lowe
wages is likcly to rob such a location factor of all interest. On the other hanc
as will be discussed later, public policy, which must often be based on longor-
range planning prospects, and which must take into account a number of things
other than the balance shecet of a project, may regard the creation of modern

attitudes among the population as important as the physical production of goods.

Extornal economics

41. These economies, vhich are among the most important determinants of locatior
in developing countrics, are the most difficult to assess. They have not been
systematically classified, nor are there any sharp tools for their analysis or
the measurement of their effects. There i an ample descriptive literature, but
it is cssentially limited to the developed countries. ‘e shall see, however,
that certain aspects of the matter are of particular importance for developing
countries., Although they are hard to measurc, thcy must not bc undcrcstimated.
There is considcrable evidence that, in meny cases, they can more than compensate
for higher costs of transport, labour, or other factors of production from the
point of wview of the firm or thc project. !'rom the point of view of national
regional developmeni policy, an understanding of what external economies consiet
of probably contains the answer to the crucial questions of whether the prinocipal
cities are too large, of how big secondary growth centres must be to enjoy self-
sustaining growth, and of what types of industries lend themselves to a policy
of decentralization and at vhat stage of their cvolution. These policy issues
will be mentioned in grcater detail in a later section.

42, Yo may begin by a classic def“initiorrg/ , vhich points to three elements in

y Although thesc phenomena are commonplace and familiar in developing countries
it is intercsting that some of the most precise documentation refers to a
developed country. See V.F. Luttrel, Factory Location and Industrial Move-
ment, London: National Institute of Economic and Social Research, 1962. ‘

_2/ E.M. Hoover, The Location of Economic Activity, New York: McGraw-Hill, 1948
pp. 120-121, Hoover refers this to P.S. ilorence, The Logic of Industrial
Organization, London: Kegan, Paul, Trench, Trubner & Eo., 1933.
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external economies - multiples, massing of reserves, and bulk transactions. Thcee
are developments of the concepts which had been applied to the problem of the
efficient size of enterprises. In the case of the enterprise, the concept of
multiples implies that, since machinery is designed to operate at certain capacities,
the minimum efficient size for an enterprise is that which ensures that no piece of
equipment is undar-utilis~3. By way of illustration, imagine a three-step process,
If the maohine of step B accommodates the output of three machines of step A, and
the machine of step C accommodates the output of two machines of step B, the mini-
mum efficient size of a plant would consist of six machines of step A, two machines
of step B, and one machine of step C.

43, The same logic applies to a city. A certain minimum size is required for the
efficient use of an airport, a transport system, or other forms of infrastructure.
Smaller sizes will mean overcapacity, and therefore greater unit cost. On the other
hand, what is perhaps more important, certain sizes must be reached to justify the
setting up of specialized supporting services, such as specialized shipperc and
jobbers, financial agencies, trade publications, repair services, specialized print-
ing, oonsulting services, equipment leasing, advanced education facilities, and
laboratories. It should be noted that the principle of multiples, in its full
sense, may result in higher productivity not only by preventing idle capacity, but
also by permitting firme to specialize more narrowly and thus increase productivity.
A firm could print its catalogues at a printshop which is especially set up and
experienced in that type of work; it could seek advice from a lawyer who is par-
ticularly qualified to handle the issues at hand; it could get its machines repaired
by men who know them well and have the proper tools, and so forth.

44. The principle of the massing of reserves is an actuarial principle. Imagine,

for instance, that there are five firms, each of which plans to use ten units of a

material, but each of which, becaus. of the possibility of spoilage or unexpected
orders, ccnsiders that there is an even chance that it will need two additional unitse.
If these firms are separated in space, each must have twelve units of material for
that level ot risk, and among them the five will need sixty units. This constitutes

a reserve of ten units or 20 per cent. On the other hand, if all five are close
together and use a common supplier or have an understanding to assist each othcr, only
four and one-half units or 9 per cent of the material will be needed as a reserve

1

for the same level of risk. The same logic would apply to the advantages of

l/ This is based on the independence of each firm's need for extra material.
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larger pools of skilled labour, of larger markets for the product, and of larger or
more numerous suppliers of the faotors of production, repair and other services.
45. While the principle of multiples refers to the definitc advantages of partiocu-
lar combinations, the principle of the maseing of reserves deals with the probab-
ilstic advantages of sheer size. It is hased on the fact that uncertainty, when
spread over large numbers, it more predictable and therefore involves less risk.
Looked at another way, large numbers permit much greater flexibility and adapt-
ability to changing and often unforesccable circumstances, because more opportunitice
are open. [or instance, if a firm changes its production process and thereby finds
itself with a new waste product on hand, 2 firm in a large and varied aggregate
will be far more likcly to be able to make use of it than one in = smaller city,
and the waste product will beoome a byproduct. The reverse holds true if the new
process calls for some new input,

46. The third element in this formulation is the principle of bulk transactions,
In the case of the firm, this principle is based on the fact that buying or shipping
in larger quantities usually results in lower unit prices. In the case of the city,
the size of operations may rosult in lower rates and more frequent and convenient
service for large-scale transfer and terminal facilities. The same may apply to
other public and commeroial services, mainly because fixed costs may decline per
unit and because more efficient processcs can be used with the increase in the
scale of operations, It is frequently suggested, however, that many functions

in large cities operate under diminishing returns, principally because of conges~
tion, either internal to the function or among functions. This point has not been
settled by empirical research, and constitutes the principal bone of contention
between those who argue for and those who argue against big cities. We shall have
more to say about this later,

47. The principle of bulk transactions has a less equivocal aspect than that

whioh has been mentioned with respect to the principle of multiples. A very

4




/g, /7
Page 713

large scalc of sperations pormits spccialization and increasced productivitye That
is to eay, the very large nunber of cvents and transactions nniic it possible to
handlc a wide variety of needs in a standardized and therefore more cfficient and
less costly manncere. Oncc again, we have in mind specialized snlppers, repairnen,
professionals, and subeontractors. This doves not contradict our argunont holow
that the large city is particularly hoaspitable to the unstandardized producer. The
reason for this is that the unstandardizcd sroducer hos greater need for supporting
sorvices and associated activities, Tt is morce likely that he will find these in
the large citice; morcover, in large citics they will Le morce specialized and
standardized, and therecfore casier t usc.

48, The subtlc but cnornous importance of face to face relations is not suffi-
ciently recognized in tic above formulation of oxternal cconomicss Yet, i1 dove-
loping countrics, thesc personal contacts arc of crucial importance for many
recasons, To name but the most obvious {actors, dcveloping countrics have poorer
communicetions systems, tclcphones arc scarcer and less dependable, nail is slower
and may fail to arrive, and air conncetions arc rarcr. Oonsoquently, distance
between porsons is a more formidablc barrier to communication than clsewherc, and

this lcads to the spatial concentration nf thosc who must do business togcther,

49. Social forces, howcver, may oxert an cven stronger forece tounrd spatial con-

centration, This is because, in dcveloping countrics, most ncssages arc less in-
personal and standardized than in thc developed onese for instance, in devaloped
countrics much information is transmittced by trade journals, catalogucs, govern-
ment publications, and other means. At the same time, contracts, terms of
financing and dctails of payment and delivery, specification of the product, and
a thousand othcr forme of contact tcnd to follow establishced forms. 1In doveloping
countries, communications depond far morc on things said by word of mouth, pro-
cedurcs arc far less standardized, und call for discussiin and ncgotiation. These
oiroumstancee make it nccessary for pcople to get together, ilorcover, the rituals
of social contact wher two-way communication ie ncoessary arc more claborates In
many countrios, considerablc time must be dovoted to expressions of mutual res-
pect, and no hurry must bec shown to get to the substanco of the meeting. Tven

the substance of the conversation must bc troatcd in a subtle and indircct manner,
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which often baffles thosc used to procedurcs followed in developed countries.
There arc ways of saying yes which mean no, price and time estimates which mean
soncthing clse, gentle probings, and subtle hints. An order blank, a long-
distance telephone call, a cablc or a business letter are instruments which are
too hlunt and lack sengitivity to these complicated attitudes.

50. Mechanical problems of communication and the customary modes of contact are
not the only forcec of this type which draw firms towardes the city. The social
and institutional malrix of communication and information also exort pulls,
Personal relations play a more frequont and morc rervasive role in human contacts
of all types, including business contacts. In developed countries, contacts are
more scgmented into well-defined roles, which are limited to thc issues at ha.nd.y
In developing countries, it is more often impertant to cultivate sources and to
establish a community of attitudes or clase positione. Information on new develop~
mente becomes available at irrcgular intervals, and channels must be kept open

to be certain of being informed. Since the information is unpredictable, and
often takee the form of rumours or confidential reports, it is important to be in
contact with many people, and to sec them cven when no particular business is at
hand. Conditions in developing countries change frequently and unpredictably,
regulations are modified, ministries are reorganized, and the relative costs and
availability of production factors and financing changc suddenly. To be in the
czntre of influence, decision, and information is therefore often of vital import-
ancc. On account of the heavy burcauerntic maze of government permits and
licences, papers must be personally carricd from onc official's desk to another.
This is not only because rules and proccdures are often confused or even contra-
dictory. or because favourable interpretations, favours, and often corruption are
need:d 10 grease many an overburcaucratizcd machine, but also becausc the low
standaide o” professional competence of many governmont officials below the very
op lovels make it likely that papers will get lost on some desk or dusty file in
the depths of scme ministry.

_1/ This, of coursa, ie a matter of degree. For inetance, cven in devoloped
cnuntries, sqlesmanehip is very often pursued by warning the personal aspects
of relations in the sharing of meals or leisure.
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51, We have argued thet the fluidity of the situction, the lack of standardization
of procedurcs, and thc personalization of contacts strongly attract businussmen

or onterprises toward tho city. This attraction is magnificd by the scarcity of
ontreproneurs and managers. In most firms, onc or a few individuals cxercisc all
the responsibilities of managoment, including general manarement, markcting,
finance, purchasing, production, and long and oliort-r-nsc -lsnnin-, For th:
reasons discussed, thc mancgement functions arc atitractcd towvards the city, and
they draw tho production functions with them. The advantages of flexibility,
adaptability, and thc conscrvation and efficicnt uso of the scarce time of manago-
mont arc likely to climinatc nny advantage of 2 few perccntage noints in trans-
portation, labour, or other cost factor at some altcrnative location.

52. It is onlightening to notc the similaritics betwecen the situation that

exists in dcveloping countrics and that of ncw industrics in developed countrice.-l-/
Now industries spcnd their carly yocars in the large citicus for rcasons which aru
very much similar to thosc which we have been discussing. Ncither production nor
demand is standardizcd, and situations change rapidly. Owncership, management

and tochnical functions arc cxerciscd by onc or a few individuals, The insta-
bility of demand and froquent changes in technology or the cost or availability of
production factore put a prcmium on contacts and adaptability. Investmont per
worker is low, sincc larger commitinentes can only be judiciously undertakcn vhen
the situation and the proccsscs arc stable and predictable cnough to justily with
safoty cxtonded runs of identical items. 1In the carly siages of the industry, it
is vital to have access to common scrvices and inventorics outside the firm, to
sources of financc, nnd to complementary produccrs; in short. thcsc nov industries
arc orientcd to cxternal cconomics, With timc, demand becomzs morc predictable,
production processes and product lincs arc stabilizcd, the various functions of
managemont become professionalized, specialized, and distinet, and this greater
stability makos it possiblc for the firm to routinize and inturnzlizc somc of the
services and stops of production which were proviously donc outside; in short,

the firm becomes a morc sclf-containcd system, At thie stago, the industry often

1/ Sce R. Vernon, Mctropolis 1985, New York, Doubleday Anchor, 1963, and
R.M. Lichtenberg,; Onc Tenth of 2 Nation, Cambridge, Harvard University

Press, 1960.
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moves out of the large city to localities which may offer advantages in the ocost
of transportation, labour, o@ somc other factor., TFven the work of innovation
ofton beccomee inetitutiomalized in research rections st=ffed by professionals whe
work eystematically toward definitc ob‘ectives thie activity may be cuite free
from locational constraints, if not from locationrl preferences. Verv often, too,
sinco the professionalization (depersonalization) of roles and the routinigation
of conmunications permit control of production, deliverics, etc. bv standerd
mesgages, hranch plants are cstablishzd which overate apart from the head office.
53, In a newly-industrisliging country, most industries will be in the position
of "new industiries", !ven well established and standardized industries in
developed countries may be 3xpected to pase through sn extended period of adapta-
tion a8 management, technicians, and skilled workers learn their business, as
produotion methods are sdepted to local conditions, and ns demand becomes more
specific. The most commonly noted of thesc adaptations arises from the differences

in relative costs of factor prices in developing countries. In narticular, labour

will be less expensive, and capital more expensive, and *echnologv mey often have
to make the difficult adaptation to a more labour-intensive process. During thise
period of adaptation the city will naturally be the most hospitable place for the
development of the new industry. As the industry matures, it will show a greater
tendenoy to seek other locations, although it may be detained by the factors,
already noted, of poor communications, traditions of direct personal contact, etc.
54, Countries whioh are starting on the road towards industrialization will, by
definition, have a larger provortion of 'new industry", and this will contribute
to an apparent ovor-urbanigation or excessive concentration. As the country
develope and industry is established on a larger basis, new industries which seek
the external faoilities of the city will constitute 2 smaller proportion and
industry as a whole will become more decentralized. At the same time, as the
country advancee toward economic development, one may expect changes whioh will
faoilitate such relative decentralization. Thus, the quality of the infrastructure
and of the information about local conditions will become more even across the
whole territory, and the population will be more adapted to modern conditions

of production as a result of inoreasing literacy and the acquisition of habits
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more suited to the requircd roles, A sectoral shift may be cxpected in the
structure of the national cconomy, with a typical relativce shift from the pre-
dominance of raw materials for export and of casily-produccd consumption goods

to a more significant level of processing of materials within the national terri-
tory itsolf, and ultimately to grea'tcr production of intermediate and capital
goods. To tho extent that the productive structure has thce effoct of diwminishing
imports of intermediatc and consumer goods and that exports of materials de-
crease in rolative importance, the great citics vill losc somc of their attrac-
tive power as pcrts. On the other hond, nctionally-produced intermediate goods
are likely to find both their materials and their markets within the large
oxisting concentrations, and thercforc to be very much oricnted towards the
oxisting centres of production., Furthermorc, thu national market for these
products will be probably relatively small, so that production runs will be
typically short and tailorcd to tho particular order. As wc have discussed
abovo, such a depondonce on close contacts and on oxtef‘na.l conditions will load

to the concentration of thesc industries in the cxisting oentroa.-l-/

y A dissenting view on this point appoars in P, Hausor (od.), Urbanization
in E‘gn Amorioa, UNESCO, Bolgium, 1961. It is argued therc that producer
goods and capital goods tend to choose production sites close to the
nocaessary rav materials; this vicw seems to disregard not only the great
pull of the market, but also the fact that most of tho inputs into thesec
activities are themsclves mamufacturcs rather than “raw matorials.
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1V, TH® LOCATION OI' THDUSTRY fROM THE POINT OF VIEW OF PUBLIC POLICY

55. Most of the considcrations outlinod in tho precling pagws a;mly vith equal
foroo to projocts in which the decieion rogarding location rosts with tho govorn-
ment as well as private ontorprises. Thus, it has boon suggestod that managers
tond to ovorostimate the profitability of the contrc as compared with the hinter—
land becauso they lack oﬁjootive knowledgo about conditions in the periphory,
beoause of the relative case with which now investment can be made at tho 6entro,
becausc of a strong preféronce for the metropolitan onvironment‘, and becausc of
lack of intorost in the periphery per g_g.-l/ In this paper, taking a very similar
liat of considerations, we have argued that such behaviour by ontreprencurs is
quite realistic, on tho basis of a probabilistic logic whioh discounts tho
unproven advantages of the hintcerland in proportion to their uncortainty and tho
delays in fheir realization, Iconomio models that assume tho possibility of
obtaining full information are unsuitecd fo the oonditions provail'ing in doveloping
countrices, for the lack of information should not be troatod as an accidental .
factors In point of fact, the lack of information is onc of the structural
aspocts of undordovelopment. The compiling of tho nocessary data roquires the
existoence of records, a paper culture, a sophisticated and tochnically oompetont
bureauoracy, and sufficiont domand for information from govoernment and privatec
dooision-makers and toohnioal staff to justify tho hoavy invostments nocessary to
gathor and store the roquired information. Thesc conditions are not met in
doveloping countrics,
56. In devoloping oountries, whoro the ocononic basc is small and reoarious, the
-/p One of the
profound disadvantagos of underdevelopmont is that, since resourcos aro fow,
ontorprises whoro the probability of failurc is very high rust bo avoided, if safo
though less profitable altornatives are opens One of tho advantages of the larger

appropriate stratogy is onc of production rather than innovation.2

sise of dovoloped countries is that it permits thom to assumo tho risks of innova-
tion, since onough experiments arc undortaken to guarantac that tho failiras -

l/ A. Hirsciman, The Stratogy of Rconomic Dovolopmont, Now Haven, Yalo University
Pross, 1958, p.185,

3/ Bryce, gp. git.
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will be more than compensated by the successes. In thissme sensc, the choice

of & hinterland location in a developing country may be regarded as an innovation,
Only a country whose cconomy has b:come sufficiently large and secure can afford
tho risk of failure. Similerly, large firme concisting of several plants arc
thosu most likely to accept such A risk.

57. The some logic cppliecs to decisions relating to location teken by n govern~
mental egency gntrusted with one or & few projecte., Retional programming at the
level of the individual agency will lead to decisione which zre virtually indis~-
tinguishable from those of private enterprises. It is only when agency programming
ie influenced by considerations of nationcl policy that these decisions may vary.
The following pages will sketch some of the problemsc and techniques of linking
national policies and agency programmes.

58. In meny countries, the government is engaged in a2 large number of enterprisce
and, by comparison with the individual agency, mey possese more of the advantages
of size we heve just mentioned, and thus be able to afford a more adventurous policy
involving a few feailures in return tor groater overall benefits. The problem is
how to tronsmit this overall strategy to the programming agency. One possibility
is to require that agencies examine alternative locations before arriving at a
decision., Such a policy is not without costs, in spitc of its doceptive modesty.
It may stretch very thin the technical resources of the operating agency, it mey
delny the initiation of projects, it may invite irrational decisions by etirring
o hornets' nest of political pressures, and it may cost 2 surprising amount of
money. Yet it may be indicated if there is reasonable cxpectation that enough
adventages which would otherwise be neglected will be discovered to offset these
coste.

59. The principal reoason for this possible divergence between national policy

and private or iagency decisions is thet the national government is, or should
be, concerned with national profitability rather than with project profitability.
That the costs of examining altornative locations may be excessive from the point

of view of any one project, but a good investment if 2 large number of projects
are coneidered, is only one of thc many instances of the application of this prin-
ciple, This is due to the fact that the national government ie the represene
tative of the nation, and, as such, should take into account the external effects
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of actions, while tho individual public projcct kecps its books in a mannor quite
eimilar to that of 2 private enterprisc. The next fow pegos will indicate some

of the rrincipal ways in which a consideration of economic costs (as distinot

from money costs) may bo introduced into docimions rogarding location taken by
individual agcncios.

60, Tho most genoral factor by which such docisione are influonced is the poss-
ible differonce in thc intorest ratc appliod to capital costs and tho disoount
ratc applied tc future profits. The appropriate ratc which should bc taken to
caloulate intorcst costs on public invostment has becn thc subject of considcrable
rocent discussion. Thc arguments arc complex, and thorc is no unanimity on tho
proper rate to bc adoptcd, but a largse number of cconomiste arc of the opinion
that the rate adoptecd should be substantially below thet provailing in the frec
market. Such a lower ratc would naturally favour altermatives which necd morc
capital in preference to alternatives which would be choson by a frec enterprisc
or by the government on the basis of higher rates. If an agency in chargc of
projocts is dirocted to bese its calculat’ons on choap capital, it might opt for
distant locations, even though such looations might require larger investments

in infrastructure. Similarly, a policy which madc capital rclatively cheaper
would favour investment in plant and machinery, which, as we havc argucd, are

more typical of standard-product industrics with long production runs,

6l. It has also becn argucd that thc ratc of discount to bc applied %0 the future
stream of inoome should be lower for public projccts than that applied (often only
implicitly) by private ontreponcurs. Among the arguments in favour of this
proposition is that of the pormanence of institutions and the society they reprec-
scnt a8 oomparcd with the shorter and more unoertain lives of individuals and
private conccrne, If public agencies arc directed to apply a low rato of discount
to futurc earnings, they will bo lose influcnced by thc delays involved in reaping
the benofits of distant locations. As hee been mentioned, thesc dolays may be duc
to the longth of time naoccesary to devclop the labour force, or to a lengthy
poriod of adaptation of production processes to local conditions, or again to the
time it takes to ostablish officient rogular procodures of oommunication with
suppliers and customcrs.
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62, ‘'thesu taree simple direotivos from n aoutral Alonidng cover bo oo rntio g
agencies might alter the decisions in regard to location for some projects, and

it may be conjectured that they would favour hinterland locations to a greater
degree. On the other hand, it muet bc recognized that, in reality, meny develop-
ing countrize are politicolly unstable, and that z particular sovcrnment, or
certain officials in a government, mey want to obtzin even quicker results than
private entreprencurs. ‘In such cascs, they will adont a wery high discount rate,
and favour projects with very quick returne. They will shun distant locations
beoause the explorstion of alternetives would delay the proiect and becausc
projects built near the centres of population enjoy greater publicity. UWhether
or not such considerations arc valid, they are certainly present in many ceses,
and no teochnical means exist to cvaluate the rel-~tive value of political stability.
63, That being so, the decisions to explore alternatives, to adopt 2 low rate of
intorest, and to employ a low rate of discount arc only the firet steps in thc
assessment of eoonomic costs and benefits vhich reflcet the national intercst, as
opposed to the assessment of moncy costs and benefits which charncterizes onrivate
and most public project accounting. Other steps can also be taken, some of which
are relatively simple. Tor instance, if one of the inputs is subicet to a govern-
ment tax, ite economic cost would be obtained by dcducting thce tax from the pur-
ohase price;1 oonversely, if onc of thc inputs is subsidized, the cost of the
subeidy should be added to the price. The general principle is that taxes and
subsidies are transfer payments and should be eliminated from the money costs so
as to arrive at the economic costs. The cost of land {oxclusive of improvoments)
presents a particularly difficult thcoretical and practical problem in this
respect. The purchase or leasing of land for a project is, of course, a mone
cost, but in so far as the transfer of monecy only transfers thc asset (1and) from
one holder to another, it is not an economic coet, and should not bc counted
among the economic coste. But it may also be argucd that the price of land rep-
resents the coste of opportunitics which are lost by excluding somc alternative
use for that land; if that view is taken, land coets should be taken into account.

l/ In some oases the tax may in fact be a charge for services or facilities.
In such cases, the tax should not be deducted.
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Thirdly, it may be argued that the price of land, perticularly if it has been
unooccupied or little used, is some measure of its produotivity in the use for
whioh it is intended (say, as a location differential rent), and should therefore
be counted as a benefit rather than as a cost. The matter is far from olear, and
the present writer would be inolined to disregard idle land ecither as a cost or
as a benefit from the public point of view. Land whioh is in use should be treated
a8 a oost to the extent of its advantage over an alternative location and the costs -
of transferring it.

64. The techniques of cost-benefit oaloulation are only now being evolved in the
developed countries, and their adaptation to the developing ones is beset with
new diffioulties. There are praoctioal rcascns for this, such as the scaroity of
technical personnel who know how to employ them, but there are also fundamental
theoretical reasons. Two of these will be mentioned here,

65. The first is that the esoonomio oost of an input is the marginal oost of
producing and delivering it. For reasons of economio theory and of prooedure, if
not of empirioal observation, it is commonly assumed in the developed countries
that the prioce of an input is the merginal cost of production. This assumption,
however, is far less sound when applied to a developing economy, where the pricing
mechanisms are more capricious, the economy less integrated, and money a more
uncertain medium (in part beoause of inflation). Thus, the assumption that price
equals marginal cost is lcss tenadble.

66, The seoond reason is based on the small sige of underdeveloped economies.

The oaloulations of cost-benefit analysis may be regarded as a partial differen-
tial of a general equation for national income, in which the final net benefit is
the net of the effcots on the various sectors of the national income of introduoing
a change - the projeot, that is, it is 2 sun 0" marginal effects. In o doveloped
eoonomy, with a large national inoome, any one project will be small in its
effeots, and these marginal effects may be normally taken to be oonstant rates.
But in a developing country, starting from a small eoonomio base, a project is
likely to be large and tc have profound structural effeocts, affeoting, for
instance, prices and rates of output. Such considerations make the application

of oost-benefit techniquos in developing countries more diffioult, but it may alsc
be argued that the relative scaroity of capital makes them more necessary. VYhen
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using thom, it is necessary to be more fully awarc of their limitations =nd of the

many important factors which do not :znter into the calculatione.

67« The calculation of marginal coste can bo difficult, but the difficulty should

not be czaggerated. For instance, if the transport tretem is under-utilized, the
actual traneport costc arc likely to be low:r than the freight charges, and an
inteclligent guess may bhe sulficiont if ~n cvact measurcnent is a0t possible. Mm
the other hand, if thc transport systen in overloaded, th: marginzl costs may be
far higher, .\ precisce cviluation may be inpossible, becauso it involves, for
instancec, the ocosts of congestion hornc by others, It umay be sufficient opera-
tionally, however, to ucc monoy costs incrcosced by sonc very rough octimate, or to
usc only money coets and spceify that th-y ropresent an undercstinotc.

(3. Far morc difficult is the evaluatior of oxternal efferts. Tor inetance, the
location of a particular projoct in sonc partisular locality may make it poesible
for other cnterprises, cither public or private, to comc into oxistence, and this
should be countcd among the benefits., .~turally, thc wages o1 labour which would
otherwisc rcmain uncmployed should be countcd as a bencfit from the national point
of wview, but it may bec more difficult to cotimate the increace in cconomic activ-
ity cauged by such an increasc in denwnds The use of 2 multiplior would be indi-
cated, but it would be far lese reliable than in a doveloped cconomy, because the
reeponse to increascd demand may rosult in csharp price effects due to inflexibil-
ity on thc supply side.

69. The problcm of city sizc has baen discussed by many, and is often onc of thc
most important factors in location policy hoth in developed and developing
countries. In gencfal, most countriesc ccen to think that th-ir principal ocitice
are excessively lerge, and they comscquently adopt policice cf deecentralization,
prrticularly as regards the manufacturing industry. There is no factual bLasie for
this policy, for no one knows when a city becone: too largz. lonethclees, thie ic
a matter of such profound concern to so many countrice that somc of its theoretical
aspecte will be discussed hore. In gencral, it is bascd on n bheliel that certain
sets of costs risc after citiec have rcachcd a certain size. Jmong the coste
mentionocd are thosc of traffic congestion, water und scwage dispoeal, shelter,
policing, and somc social costs. 'hil: it st be emphasized that there ie

no empirical cvidence for the fact that cocte rise in such cases, the arguncnt,
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in one of its most sophisticatcd formg runs thus* any businescman or government
ofency, in moving into ~ cengssted cenire, will pay only zhs prevaliling or average
coets for labour, food, transportation, utilities, etc. The addition of the new
activity to the sizc of the city will change these costc only impcreeptibhle for
any user. Thc marginal costs however, that is to say, the addition to total costs
due to thec nev arrival, 1ill be much lorger than the aversge costs. Thus, if
costs are rising with the increasc in the size of the city, new activities will
continue to be attracted far beyond the point at which the inereasing marginal
costs make this ~ relative or even absolute loss from thc point of view of the
national economy. £ cost-benefit =nalysiz would ur- the marcinal costs arising
from the cexternal discconomice of congestion ete, in araluating that locztion, If
w2 kn2w what these coste were, the ceniral planning agency might require operating
agencies to use them in their caleulation, and the government might charge the
full costs to privatc husinesscs by =ome form of taxation.

70, Tt was pointed out, however, in an earlier scction, that there arc rcasons

to belicve that productivity may also increasc with the size of the city. Among
the factors mentioned were the facility of communications and the availability

of information, the availability of specialized services, the ~bundance of inter-
industry linkages, and the principlec of massed reserves. If prdductivity increases
with urban size, thcn the project or the busineseman will take into account only
the cffects of thesec extcrnalities on his firm, which in a2 scnse may be termed

the average productivity. But the projcct will not take into account, under
normal procedures, the cxternal cconomies that it produces for thc other
activities, In other words, the symmctrical analvsis should he verformed on the
bencfit side as on the cost side, and the public =gency should take into account
the marginal effect on total production in the city. If productivity is rising
with size, the marginal product will be considcrably larger than the average
product. “e also lack reliablec infbrmation as to whether productivity rises with
urban size, but a great decl of corroborating evidence suggeets that it does. The
magnitudes involved in terms of per capita income, net regional income, value added
per indusirial worker, local govcrnment 2xpenditures, and cost of living indices
for those few countries in which they are available, suggest to the prescnt writer

that as far as large cities are concerned, the marginzl product is far greater
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than the marginal cost, and that consequently, anti-urhanization policies orr with
respect to the goal of national production, for they compare marginal cost with
average product,

71. The external benefits of a hinterland location are oven more elusive., The

contribution of the project to the cxternal economies relating to location must
usually be estimated not for an existing centre of cconomic activity, but for a
future one, to which the particular project will contribut:, Clecarly, if we find
it difficult to evaluate the external effects in cities that exist, it will be
even more difficult to do so in cases where the devclopment iz yet to come, This
is particularly true if we believe that thcre is a minimum critical threshold or

take-off size for a growth pole. Current models, whether simple multipliers or

more complex input-output or money-flow models, which arc used to calculatc growth
in a local economy as a result of new industry, might be called incrcmental growth
models and do not lend themselves to the study or prediction of the quantum jump
implied in the concept of critical size, Nor do other important considerations
lend themselves casily to measurement. Three of these will be mentioned below.
(1) The project may contribute to il:r rize, in the less advanced parts of the
country, of new attitudes, a new sense of awarencss, and now patterns of
behaviour better suited to economic advancement. 1In other words, a hinter-
land location may be viewed as an investment in human resources which may be
of greater significance than the project which is located there.
(2) The location of a project in the hinturlend wi.l uruslly nnke the
region more known, and help t» i:tesrate it inte the inirrantisn -etuerk eof the
more advanced secctors of economic activity. The increasc of information will
reduce the discount arising from uncertainty which is applied to other poss-
ible projects at that location. In so doing, it lowers thc threshold at
which local opportunities become attractive, and sevcral new cnterprises may
bec~me feasible.

(3) It was mentioned e;rlier tiat, in most developing countries, especially

thoese with a colonial background, thc most important centres of development
have coastal cities. In some of these countries, a turning inward towards
the "empty" hinterland, may aoquire a particular significance as a symbolic
act of national identification and thus crcate a new frontier challenging the
enthusiasm and energy of thc people.
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72. In thc above discussion we have focussed our allention on the goal of national
economic growth, but many countries also want to move towards interregional
equality of incomes, and are willing to sacrifice some mcasure of absolute growth

to that purpose. A project may b: located in a backward region in order to reach

IS4

this objective even if project profitability (in tcrms of the internal accounts of
the project) and national profitability (in terms of contribution to national
economic growth) are greater in thc city. Therc is, of course, no formula to study
the trade-off between national growth and national cquality, and the decision is
ultimately a political onec. It must be observed that, tecause the choice is a
hard one, facts are all too often twisted tc make it appear that in all cases both
purposes are scrved simultancously, whereas in all likelihood they are often at
odds., '

73. The objective of interrcegional cquality has received rclatively slight system-
atic consideration in the literature on the subjcct.l/ It is a particularly
difficult subject to discuss in non-technical terms, because measures of oequity
tend to be morc technical and far more dependent on the geographical definition of
regions than those of national growth, Iurthermore, since the population is
usually free to move from onc region to another, it is necessary that a clear
distinction be maintained betwecen the geographic unit and the people involved.
Thus, ae has been mentioned ecarlicr, a project in a backward region which must
bring in labour from outside may wcll raise thc per capita income of the region
but lower the welfare of the original inhabitants if it introduces shortages or
higher prices, Similarly, a project located outsidc a region, by draining off
some of the surplus labour, may in fact raisc the per capita incomes of both those
who leave the region and those who remain behind. !Moreover, a policy of develop-
ing growth centres in backward regions may or mey not decreasc the inequality of
incomes between recgions, but inorease them within regions. It is unclear in many
cascs whother the objective is to decrcase incquality of income distritution for
the national population as 2 whole, with the region serving as an instrumental

concept for the guiding of policy, or whcther the regions are viewed as organic

.;/ A good review of somc of the issues and much of the literature is available
in T, Reiner, "Sub-national and National Planning: Decision Criteria",
Papers of thc Regional Soience Associatiom, XIV, 1965.
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cntiticr, so that the crunlizing of incomes betwoeon regione is itsclf the ovju~-
tivo. A full discussion of thcsc iseucs is clecarly beyond the scope of this paper
and is unavailable clsovwherc. OCnly o fow obscrvations :ill bc made here.

74. Under conditions of mixed cconomics, sonmc »f the most common devices to
induce industry to choosc hinicrland locations nppecar to be lower rates of
intorest, overnmont loane or insurcnce of capital investment, or dircct invost-
ment by the government. It should be notcd that thiwc is 2 certain irony in the
usc of these inducomonts, for thoy will operatc must strongly for industrics vhich
are capital-intonsive, and, if tochnicel suostituticn is possible, will cucoursio
them to substitutc capital for labour cincc thoy make capital cheaper. fuch
induetrice will tend to rcly on gkilled labour, which will often bc brought in
from outside the region, and will usually be large-scale industricc which, as has
boen discusscd, tend to be more sclf-contnined and thercfore lecs likely to
promotc local srowth becausc of the sparscncss of local linkn,ce. Only rccently
havo & fow countrics, such as the United Kingdom and the Fedoral “cpublic of
Gormeny, begun to experiment with s milar induccments to attract labour-intcnsive
industrice. In so far as thc roacsons for cncourasing such locations arc to put
local surplus labour to work and to discoura_c migretion to the citics, 1t would
gsoom reasonablo to try to attract industries for which thce lebour factor is
proponderant.

75. The costs of such subgidice, or of dircct investment in infrastructure, or
of povernment sorvices to attract industry to poor rc_iong, should be attributcd
to the goal of ocqualization, in casos where, in the absemce of such induccments,
the industry would have comc into cxistcnce clscwherc in the country. Thoy would
be the costs of making what may be termed » geographic transfor peyment, znd thoy
would portain to redistribution rothor then to national production. The benefits
that arc dorived from the industry should not be counted in thc notional profit-
2bility calculus of cost-bcnefit. They portain to repional profitability, vhich
is ns distinct from national profitability ac is project profitrbilitv. Only if
tho locetional inducemcnts ccuse industry vhich would not otherwise have come into
oxistenco to e croated within the national torritory do recional and national
benefit celculations coincidc, and oven thon sccondary cffccts mey diffor et thesc

lovels if tho location of industry shifts sccondary activity from one rogion to
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another, Tt may be noted that the common confusion betwcen cqualizing and
national production objectives is due to the assumption that regional benefits
are identical with national benefits, and to the faot that the possibility that
we are taking from one region to give to another is often igmored.

764 None of this must be interprated as a diaparagement of the equity goal as
a valid criterion for the location of industry from the point of view of public
policys The point we are stressing is that the analysis with respect to that
goal is too often poorly handled,
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Vo REGIOL‘L.S.L POLIC\‘ a9 o LOCAT T LT

77« Regional policy is no* rommonly regarded as a lozation factor in its owm
rights It is rather viewed as the basisc ot particular programmes and actions
which modify other factors. Thus, canital may bLe rade cheaper in certain

locations by preferential rates, or the disadvantages »f a distant location may

be mitigated by a subsidiged .ru.sport rate, or, in more cxtrem:2 cascs, ccrtain
locations may be forbidden and othors made mandatory by fovernmental decrec.

. Regional policy in itself may, howover, uperatc as a location factor in developing
countries over and above particular government actions to modify tho other
location factors.
78+ Much of thc above discussion was based on the fact that the conditions
assumed by the nlassical location do not apply to the conditions prevailing in
developing countries. .JAmong the divergences arc the following: (a) therc is a
general scarcity of information in developing countries, and an cven greater
gscarcity in the less developed areas of those countries; (b) in a couniry in the
process of development, the modern economic base will be comparatively smallj;
changes are therefore likcly to be relatively swift and radical, so that there
will be more structural fluidity and the traditional assumption implied by the
statoment "all other things being equal® will be less valid; (¢) the shortage of
entreprencurial, managerial, and technical pcrsonnel both in and out of govern-

ment is one of the principal factors impeding dcvelopment.

79« On account of thesc departures from the world of classical cconomics, the
vory oxistcnce of a regional policy may affect the location of some projeete,
For instance, an announced and publicized decision to develop some provincial
centre may ocall the cntreprenecur'’s attention to that centre as a possible
location independently of the concrotc steps taken to dcvelop it, whereas if no
centre were designatod oy tho govermment, the entreprencur would not know what

location to chodse in the provinces and would be more likely to sottle in the

prinocipal cities. T therc is a cortain amount of confidence in the constancy
and officacy of government action, thc general statement of regional policy
serves to reduce uncertainty in the analysis of the projecct with rcespect to the

structural changes that may be cxpected in the coonomic picture of the country,

and thus lowor the discount applied to cxpocted returns to allow for uncertainty.
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Of coursc, sincc regional plans normally arc at thc same timo collections of
information about thc regions, they will also sorve to incrcasc available know-
ledge about those rogions., Thus the regional plan will play a role in reducing
uncertainty as to proscnt conditions and futurc structural changcs.

80. This suggestod cffcct of a rogional plan is in some ways similar to the
Fronch concept of indicative planning; when diversc activitios have common
interosts, it is somctimes sufficiont to indicato a common goal, without it being
nocessary to issuc commands or offer special inducoments, Imagine scvoral
projects that arc about to be undertaken, some by the government and others by
private concerns. In thc abscnce of a plan, somc of the projeots will be located
in the principal city, and somo hore and there in tho intorior. The dosignation
of a locality ac a growth locality may bring to the notico of several of these the
opportunity of coming togothor and taking advantage of mutually induced oxtcrnal
bonofits,

8l. It must bo understood, however, that tho benefits that may be thus derived
from tho plan do not absolve the government from its responsibility for taking
concretc action, or from tho nced to study and takc into acecount the com-
plomentarity of tho nceds of tho participating activities, including government

invostment in infrastructure.l/

;/ Among rogional planners, balancod regional growth usually moans that all
regions grow at the same ratcs, or that the slowor rogions grow faster to
catch up with tho more doveloped ones., It has recently becn pointod out
that tho "big-push" scctorally-balanced growth stratugius of Roscnstoin~
Rodan and othors, which stress the complomentarity of certain scctors, is
likely to result in sharp difforoncce in rogional rates of growth, with an
omphasis on the morce doveloped ccntrce, thus lecading towards greater rogional
inequality, and "unbalanced" rcgional growth, Secc W. F. Ilchman and
R. C. Bhargava, "Balanccd Thought and TIeconomic Growth”, Ecogogi% ?gvg%ogggnt
and Cultural Change, July 1966, In the terms developed above, anc
scctoral growth is oricnted to the goal of national growth, and balancod
rogional growth to the goal of ogqualigation,
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82. The establishment of a regional plan mcant to play an indicative role raises a
number of problems. The plan itself will be drawn up in an atmosphere of uncer-
tainty as to what is possible or even desirable, and will probably have to be
frequently revised as more is learned about actual conditions and opportunities.
The sucoess of the plan'’s indicative function, however, depends to a large extent
on the oonfidence which the participators have in its stability and the government's
commitment to reaoh the speoified objectives. If these objectives change fre-
quently, the utility of the plan as an instrument to reduce unocertainty will be
nullified.

83, The shortage of entrepreneurs, managers and technicians limite the national
oapaoity to oolleot and evaluate information. The recommendations usually made
that, in each case, deoisions regarding location be taken after a careful examina-
tion of a multitude of variables is not realistic. Alfred North Whitehead has
observed: "It is a profoundly erroneous truism, repeated by all copy-books and by
eminent people when they are making speeohes, that we should cultivate the habit

of thinking of what we are doing. The preoise opposite is the case. Civilization
advanoee by extending the number of important operations which we oan perform
without thinking about them. Operations of thought are like cavalry charges in a
battle - they are strictly limited in number, they require fresh horses, and must
only be made at deoisive moments''. Thus, one of the nrincipal functions of regional
planning may be that of economizing scarce project planning energy. This is
achieved by indioating probable decisions for certain classes of projects and pre-
oluding other decisions. The plan may indicate what types of industry may be
deoentfalised, and what types should continue to be concentrated; it may indicede
the moest suitable looations for industries with certain characterictics: it may
ensure rates of return on locations that suit oertain general obiectives, oto.
Mention has already been made of indioated rates of interest and discount which
might be made to apply to public projeots, Similarly, shadow prioes l/or techniques
for ocaloulating them may be indioated for some oommonly used inputs, so that these
do not have to be reocalculated by eaoh projeot which undertakes a cost-benefit
analysis, Moreover, a oertain amount of information can be provided and distributed,
including projeotions of basio variables for general use.

1/ Economic oosts when they differ from money costs.
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84, Tho use of rogional planning with a view to economizing managerial and
technical rusouwrces prosents two aspects. Tho first is the production and
distribution of information which can be used by morc than one project. The
socond is the ability to tako a comprehcensive view of the ovolving spatial
structurc of the national cconomy in the process of developmont. Indoed, an
examination of tho overall nicturc may roveal patterns which aro not discernible
in the individual projecte. Such a study, for instanco, may provide information
regarding tho advantages or disadvantages of cortain types of locations for
certain types of industries, or a long=tcrm porspcotive of the growth of
particular localities, such as thc growth of sccondary centres in the interior of
tho country, or aggrogative projections of traffic volume on certain arteries,
indicating that saturation may be expected within a certain poricd. In the
long rangc view of tho oconomic macro-geography of a doveloping country, it is
certain that there will be fundamental structural changes, although there will
normally be considerable uncertainty about the precise form of thoso changes.
Projooct analysis, howover, tends to work with a constant structural matrix,
whilec fooussing in greatcr detail on the specifics of tho action being con-
siderod and using short-run curvos. DBut thc rapid changes in the cconomico-
geographic matrix as a result of the developmont process make tho usc 6f short-
run curves and partial analysis less valuable for developing countries than for
developed oncs,

85. If tochniocal rosources wero not limited, both the aggregative macro-
geographic and the detailod project studics should be carried out in full. But
sinoe thore arc many limitations, the aggregative analysis can uscfully replace
the detailed analysis to a certain oxtent only, and the usec of both methods will
be more fruitful than the exclusive application of either one of them. For if only
dotailed project analyscs arc carried out, their joint offocts and their long
rangc conscqucnoes will not be anticipatcd, and important opportunities will be
missed for lack of awarcncss of larger trends, On tho othor hand, if only a
goneral analysis is made, many projocts may have disastrous rosults for having
ovorlooked important details, or, what is just as important, the country may
find itself with gonoral policios which may bo excellent, but without oconcrete

programmes or spccific projects to give substanco to thoso polioies.1

1/ This vital point is documonted in A, Waterston, Devolopment Planning:
Lessons of Experience, Johns Hopkins Pross, Baltimore, 1965.
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In short, the lack of information in specific cases, the lack of technical
personnel, and the rapidity of change in developing countries nake the
applioation of rules of thumb, general guidelines and policy all the more
necessary.

86. Although profound changes are certain to take place in the economic
struoture of a country, our present knowledge is too tenuous to permit any-
thing but guessing as to the nature of these changes. Such conjectures are,

of course, necessary, but because of new information and the fact that any

plan for the future involves both an element of judgment and opinion, regional
Plans tend to be unstable. It must he re-emphasized that frequent changes will
reduce the importance of regional policy as a substitute for information, by
undermining the confidence of project planners in the validity of their fore-
oaste, At the eame time, as new and more detailed information becomes
available, new possibilities will present themselves. Thus, there is a certain
contradiction between the function of the plan as a stabilizing element in an
excessively fluid situation, and the logical necessity of continued planning,
feedback, and revision in the light of increasing understanding. There is no
eaBy way to solve this probleL.l/

87. It may. also be noted that, since regional plans both produce and replace
information on the national eoconomic situation, they play a more important role
as a looation factor for mature industries than for industries that are getting
under way. As the latter are still uncertain about processes, relations to
oomplementary activities, and other faciors whioh call for adaptability rather
thar predictability, they will oontinue to favour the principal cities. It may
thus be said that the influence of regional policy per se as a location factor
will be strongest in the middle stages of economic take-off, after the
beginnings but before maturity, when the patterns have become clearer and
information is no.longer diffioult to obtain.

;/ A particularly intaresting disoussion of the relation of soientific know-
ledge and the exigencies of the aotual situation in regional planning may
be found in J. R. P. Friedmann & W, Stohr, "The Uses of Regional Soience:
Polioy Planning in Chile," Papers of the Regional Soience Association,
Vol XX, 1967. .
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88. In conclus.on, two general points must be madc in regard to regional policy
as a factor to be takcn into account in the location of indastry. The first is
that, in gecographic terms, economic dovclopment may be viewed as a process of
national cconomic intcgration, This ncans climinating irrationalities in the
production and cxchange of goods and scrvices throughout ithe country, overcoming
ignorance, prcjudice and incrtia, and facilitating the mcans of cxchange between
different parts of the coxmtr,y.l In this rcspect, it is nccessary to take into
account not only the bencfits to be dorived from any project in terms of pro=-
duction, or cven the external cffects of the projeet, as such, but its modernizing
influence on the local population and thc important role it has to play in
intograting the particular rcgion in which-it ie located as woll as its human and
natural resources into the larger fabric of the modern nation which is trying to
come into existonce. Necdless to say, there arc no quantitative or other scicntifio
mothods to cvaluate the tradc-off between ccononic officicncy of a project and its
long range cffcct in the making of a2 modern nation,

89, A final obscrvation may bc made on rogional planning. In most countrics,
rcgional planning is donc by the cxecutive branch of the government, while
budgetary and somctines substantive approval is givon by the pariiament. The
oxgcutive branch is mainly divided into scctoral or functional divisions, such

a8 ninistriess The leéislativc branch, almost without oxception, reprosonts
torritorial divisions. Tcchnical planning scrvices usually form part of the
axecutive branch and most national plans havc thus far boen sectoral plans, more
or less formally rcprescntable in an input-output or some other social accounts
tablee The omergence of national regional planning in the last few years

prosents a formidable problem: from the technical point of vicw, planning is the
responsibility of the exccutive branch, but in as much as it involves territorial
decigions capable of promoting or hindering growth, it is of immodiate concern to
individual logislators, It iz clcnr, fther:fore, thot re-imal plonaing, in contrast
to ccctorsl plomaiar, will ~lweye boodicraptod roonriched oy loenl praforencos,

vhotover the viows of proafesaionnl cxperts oy Lo

_]J Sec B, Balassa, The Theory of Economic Integration, s D. Irwin, Now York,
1961, and J, R. P, Fricdmann, Regional Dcvelopment Policy, Cambridge, MIT
Press, 1966,
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