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3. Linkages In
Economic Development

I originally defined a linkage (or linkage e&éct) as a characteristic,
more or less compelling sequence of investment decisions oc-
- curring in the course of industrialization and, more generally, of

- economic development. In putting forward the concept in The .

Strategy of Economic Development, 1 implicitly criticized the then
. -dominant Harrod-Domar growth.model in which growth depends
only on the capital-output ratio and on the availability of capital
_ ‘determined by the propensity to save and the inflow of capital
from abroad. More generally, the concept arose from a perspective
mtesﬁng thecmvemional representatlon of an economy where

- nded that “development depends not so
ptimal combinations for given resources and

en as on calling forth and enlisting for devel-
S resources and ablhtles that are hidden, scat-

mechmsms The resulting “strategy of
1es investment decisions not only be-

h decisions are likely to impart
ause of their linkages. The

ition to output, but because of
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Linkages in Economic fievebpment 57
proposes that dynamic considerations, based on the linkages,

should be allowed to complement the criterion of static efficiency.

_BACKWARD AND FORWARD
LINKAGES

For countries undertaking to industrialize in the second half
of the twentieth century, two sequences held promise for gen-
~_erating this sort of extra pressure toward investment. First, an
existing industrial operation—relying initially on imports not only
for its equipment and machinery, but also for many of its material
inputs—would make for some pressure toward the domestic
manufacture of these inputs and eventually would also provide
a market for a domestic capital goods industry. This dynamic 1
called backward linkage, since the direction of the stimulus to-
3 walﬂ further mthment flows from the finished article back to
e : essed or raw materials from which it is made or to
shich heip make it.
addmonal mvestment points in the

er nwesnnent are rather dxfferent
linkages. The pressures toward back-

arise in part from normal entrepre-
newly available market for intermediate
ance against such investments
alists, who prefer to continue
ce and quality reasons. At the
backward linkage invest-
_fmelgnwxchange savings

‘with CamScann



58 RIVAL VIEWS OF MARKET SOCIETY

exchange strin‘gency. The pressures toward forward linkage 1n-
vestments come primarily from the efforts of existing producers
toincrease and diversify the market for their products. In c'cmtl'frl&’-t
to backward linkage, official development policy is not likely to
be much concerned with promoting them, but wholehearted sup-
port will come from existing domestic producers—that is, from
those who produce inputs for the to-be-linked industries.
‘The linkage dynamic made it possible to visualize the indus-
~trialization process in terms of an input-output matrix, most of
= ~  whose cells would be empty to start with, but would pro'gres;szve]y_ :
£ - fill up inlarge part because of backward-and forward linkage
' effects. This close connection with Leontief’s input-output model,
which was being given its first practical applications through the
computation of input-output tables for various national economies
in the 1950s, contributed to its favorable reception and probably
t a certain advantage over related attempts at describing
namic of industrialization, such as Rostow’s “leading sec-
Perroux’s “propulsive industry,” or Dahmén’s “development
ck.” On the other hand, this connection sometimes made for
e R . a conce T ]ﬁ]kagedynanﬂc, whjchisstrong]y
te policies and other institutional

] ut-output model made it appear

vard and forward linkages would be
illusion. Input-output analysis is by
vhereas linkage effects need time to unfold.
out to industrialize, existing input-output
additional industrial branches are likely
of industrial investment ‘in a given
tput framework is even legs suited to
effects toward the macrinery and
ss, once a developing country
'so that the expansion of a given
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the measurement of linkage effects through statistical devices
based en input-output tables becomes-more meaningful.
The technical problems of measurement of backward and
forward linkages have been widely debated.2 The most elaborate
— attempt at measurement has been carried out by a group of econ-
omists at the Employment Program for Latin America of the
International Labor Office (PREALC) in Santiago, Chile, whose
primary interest was in the direct and indirect effects of invest-
ments in a given industry on employment, rather than on indus-

- linkages, based on the backward linkage concept, were calculated
for six Latin American countries (Mexico, Brazil, Chile, Colom-
bia, Peru, Guatemala) with the help of available input-output
tables for one or two years of the 1970s. One of the more inter-
esting findings concerned the distinction between large and small
firms. Since small firms are comparatively labor-intensive, in-
vestment is generally thought to be more employment creating
when it is directed to them rather than to large-scale industry.
This was indeed the case for the less industrialized countries
included in the study. But for the more advanced Latin American

~ countries with a broad industrial structure, the difference vir-
tually disappeared: because of the interdependence among large

~and small ﬁ;m:s; an expansion of large-scale industry created as

nt—as investment in small-scale industry.
_i result has implications for industrial and

. a general way of thinking about
a precise, practical tool in project

May 1976.
y eslabonamientos de em-

rial expansion in terms of output.®> Employment (as well as output) -

—once the linkages, that is, indirect effects,

o
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60 RIVAL VIEWS OF MARKET SOCIETY

during which the countries of the periphery were integrated 1;1:0
the world economy as exporters of primary products. 1 shall dis-
cuss these two areas of application in turn.

i".l; LINKAGES AND
el INDUSTRIALIZATION

- The backward lmkage dynamic is particularly important for
1 inc ustna]xzmg cmmtnes of the twenUeth century be-

ture of any depth Industnall-
o edpath became Wldeh' known

con&adlctory soc1al and political con-

ted it through “last touches” industries)
porters who, in periods of foreign-ex-
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articles they no longer could procure

in the process and among the
10ted comparative weakness
ate industrializing countries
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But the sequential unfolding of I'SI was also responsible for
a rather different characteristic: a good part of the newly emerg-
ing industrial establishment is likely to be tightly held by a few
large-scale, vertically integrated family firms or “groups.”s As long
as industries were first established to occupy the last stage of
manufacuring, with major inputs being imported, the firms op-
erating in that stage would often be anxious, if only for reasons
of quality control, to own the upstream factories that would be
founded later to supply those inputs; and they would have the
~means to do so (with some help from financial institutions, of
course) precisely because, between setting up one stage of man- ..
ufacturing and the next, considerable time would elapse per-
mitting accumulation of investible funds.
‘The reswﬂting emeentration of part of industrial production
~in &few' ver! 4 ate ups” sometimes cue:dsts with

mc ﬁspect&ﬂf IS] hava made for a thn'd in
ﬁ s L Pm noted public enterprises that were
; pt excesswe dommatmn over the

'-an early stage of ISI,
n to a later stage,
T progress in push-
" intermediate or
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capital-goods industries—runs into various obstacles: the s1z¢€ 0;
the market is too small, the capital needed is too large to e s

- and the technology is controlled by transnational corPo”
If these obstacles effectively stop further progress I
ization is denounced as “stunted” and as ula.CkH?g
n”; alternatively, if it proceeds with foreign Cap}t.al .
“industrialization, originally hailed as a harbinger
emancipation, is viewed as bringing on a new i

insidious and debilitating than the earlier forms.
nell suggested in 1975 that the problems of
> to the “difficult” stage of ISI bear some
sakdown of democracy and the rise of
. Latin American countries during
of this thesis, however, survived
t gave Trise.”
ndustrialization that has back-
emphasized the danger of
because of the misallocation -
believed to entail. This neoclassical
that, given the nature of the
ion granted to domestically
igher than appeared from
large proportion of the total
, usually at much lower
ile the proposition itself
f effective protection are bound to
jate inputs are in turn produced in the
be eligible for the level of protection
restically produced goods.® The more

evels of effective protection, char-
of-_;the-prbcess, would be brought
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Customs duties were not the only element in the environment
of protection that fostered the new import-substituting industries. —
An important sheltering device was unintended. In the years after
World War 11, a number of developing countries experienced
inflation. In combination with fixed, hence lagging, exchange .
rates, the inflationary pressures resulted in long periods of cur-
rency overvaluation, which made it necessary to establish quan-
titative import controls. Such controls generally favored the new
industries, with their high requirements of imported inputs and

- machinery, and the arrangement thus served to subsidize in- =

dustrial investment and expansion. The subsidy was paid, via the
overvalued exchange rate, by the exporters of traditional primary
products. The resources that were transferred in this roundabout

- manner from the traditional agricultural or mining sectors to the

'&merglngmdusm establishment could not have been mobilized

strializing societies of Latin America, for ex-

tled to the traditional export sectors were
nti posmon and it was out of the quest:ion

: ' !sm]e. 'lhe dlsmmmaﬁon
overvalued exchange rate, was
e first stages of industrial de-

S andmmerals from ex-

a decade or two of the postwa::
industrial products (as well as
..pmduc fish meal, soya, etc.)
 of Zapidly expanding world
an ea.tlg.sevennes Because of
could only be econom-
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64 RIVAL VIEWS OF MARKET SOCIETY

their output almost from the start. Finally, the overvaluation -
terfered with the vigorous pursuit of the backward linkage dy-
namic itself as long as materials and machinery could be impor ted
at bargain prices. It therefore became desirable to establish re-
alistic exchange rates, to reduce the degree of protection, and (o
~adopt a new set of policies for both continued industrialization

- Such a correction of the course of economic policy was not -
asy to perform. On the one hand, it was resisted by groups that

der the older set of policies. In some ceuntries,
1 the other hand, the new course was imposed
al reversal of previous policies as though they
isguided; in the process, considerable damage

ct pressures of that kind. Specially

, they were, not surprisingly, able to
 features and problems, such as its
Once formed, the linkage co-ncept
linkage effects were identified and
. of a wide range of development

inkages were more roundabout
. Thus consumption link-

en as newly earned incomes
onomy such goods will
omestic production wil]

ef-=thfrindusuia]ization- process in the |

I domestic production of -
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Consumption linkage is acluél]y the initial step in the process
of import-substituting industrialization. The backward and for-
ward linkage dynamic can explain the spread of industriat activity
from an established industrial nucleus, but how is it possible to
account for a country’s first generation of industrial plants? Many
of these have typically come into being in the peripheral countries
when increasing domestic incomes originating in export agri-
culture or mining caused imports of various consumer goods to
reach a volume that made domestic manufacture economically

attractive. Eventually some of these goods would be exported; as

I put it, enjoying the paradox, the countries-in question, “tend
to develop a comparative advantage in the.articles they import.”"
This whole process is far from smooth and gradual. Though bas-
ically connected with the growth of a country’s primary exports,

iboﬁen aacqun'ed special impetus when a period of trade expansion

1 hf rel:remhment due to world depressmnbrm

cn > 5 _ ‘S&Mgest. These mcentwes

%) hnkages and their effectiveness
pment depend not only on the ag-
h primary exports give rise, but
distribution of this income.
ion of a given income the larger
typical products of mod-
become that the domestic
| production is warranted.

opment, p. 122; for an

rotective tariffs, at least in
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66 RIVAL VIEWS OF MARKET SOCIETY

The early development of manufactures in the northern United _
States, in contrast to delayed industrialization in the American
South and in Latin America, with their much greater income
inequalities, has been explained on these grounds.'? The argu-
ment that an egalitarian distribution of income is favorable to
: his, of course, at odds with the more traditional view, which _
s the need for capital and therefore for savings, most
imulated by the rich.
mestic income increases because of a boom m pri-
a good part of it will be spent not on industrial
0 vecially in low-income countries. The con-
ion linkage must therefore be extended to the
PIQdUthon that is mduced by the rise

g

rld War | made foran expansion of wheat
n Ecuador, mounting cocoa

ﬂfthe enturyleds:mﬂaﬂytoan

ama stayofacountrys exports:
c will on occasion explain a good

mportance of consumption linkage has I'

for development policy. As long as only ‘:I

ges are taken into account, a devel- >

ition to the linkage concept is likely (I

- Traditional food-growing agriculture -~

dal inputs, such as machinery. and ’\I
backward linkage effects. Once ] (I

=

-

Sﬁaﬂ?ed with CamScanner n



Linkages in Economic Development '67

consumption linkages are given their due, the expansion of ag-
ricultural incomes can be just as stimulating for overall growth
as an industrial spurt. Precisely on this ground, recent reapprais-
als of development strategy favor a tilt of investment priorities
toward agricultural improvement.' It is, of course, ironic that an
analytical tool that originally served to justify the building up of
industry in less developed areas should later be used for advo-
cating a quite different development strategy. But this very shift
testifies to the acceptance the linkage concept has gained: no

msue‘- &

FISCAL LINKAGE

——

n linkage describes a familiar, spontaneous pro-

ed at first, will eventually be
induces another through the

T ed investment proj-
lass of fiscal linkages.'s
and perhaps unreliable mech-

matter what strategy is advocated, it is now felt necessary tomake =
the case for it in terms of the vigorous l.mkage effects that would -

~a.new activity and are then spent.

'. be estahhshed by the state

' among other
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68 RIVAL VIEWS OF MARKET SOCIETY

direct
other hand, involves still more steps and is here labeled in

fiscal linkage.
The chgice by the state between direct and indirect tr?s:i
kage has largely depended on the kind of commodity ;e 5
exported. Export taxes (direct fiscal linkage) have bee
nt in the case of primary commodities pmduced in enclave
at is, in geographically isolated, often originally
tions, mines, and petroleum fields. It was
of production in an outlying area, its own-
few foreign firms, and the ease with which
tion and export volume could be estab-
use of taxation at the source. When, on
commodity was produced over a wide,
numerous domestic, politically influ-
case of coffee, cocoa, or other tropical
- administratively difficult and politi-
resorted preferentiaﬂy to indirect
osing tariffs on the imports that
as a result of its primary exports.
take advantage of some existing
_growth elsewhere arose
. where the export product
urce, such as guano or pe-
state had a special responsibility
from the temporary “bonanza”
poles™® that could take over once
(port income had dried up. This is the
sow the petroleum” that was coined in
ous state-financed regional and industrial
Direct fiscal linkage has often had this
from an ongeing activity to a wholly
ex nihilo, in contrast to the seemingly
linkages where the new activities
e already in existence. (By defi-
prived of such adjacent opportun-
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Linkages in Economic Development 6g

ities.) Unfortunately, such jumps into uncharted territory are
very risky, so that direct fiscal linkage has sométimes resulted in
white elephants.

But the state does not always act in this “‘creative” way: more
frequently its economic activities have consisted in extending the
infrastructure for ongoing economic activity, through invest-
ments in transportation (port facilities, railroads, and highways),
communication, and, later, power generation as well as health
a‘nd' education. These types of public investment have often been

d

pﬂmaﬁ!y through tariffs on nnports rather than through

ion of oil refineries and
petroleum-complex

> of indirect fiscal linkage; with the state’s revenue
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. 70 RIVAL VIEWS OF MARKET SOCIETY

enclave characteristics making for indirect rather than direct fis-
cal linkage—the export staple is produced by numerous domestic
producers over wide areas and is marketed by a dense network
of traders—should in due course also make for import-substi-
tuting industrialization (via the consumption linkages), and for
backward linkages once agricultural technology becomes more
advanced. i -

In this manner, the linkage approach has a great deal in
common with the staple thesis developed by a group of Canadian
_economic historians. The most prominent member of the group, _
Harold Innis (1894-1952), showed in a series of meticulous and
tle studies how Canadian development—transportation facil-
>ment patterns, new economic activities—was shaped
 and requirements of specific primary com-

o codfish to timber, minerals, and wheat—
ssively supplying to world markets. The
ach in comparison to the staple thesis,
of the impact of one commodity at a

T

Kely to trace out for the economies
turally, a full accounting of the

ional factors, some -of which will be
/hereas others could point toward some
ble linkage varieties.

enet of the staple thesis that development of the

th the discovery of some staple that is in de-
contrast, the “development-of-underde-
ttempted to show that it was precisely
nt of staples that was responsible-for
periphery: that the staple boom left

area with depleted mines, ex-
‘subsistence agriculture.’® The
‘of situations that seem to
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Linkages in Economic Development 71

confirm this kind of analysis: the silver mines of Potosi in Bolivia,
the “mining” of guano in Peru, and the sugar plantations of the
Caribbean and of Brazil's Northeast. The linkage approach can
resolve the apparent contradictions between the staple and the
development-of-underdevelopment theses. Like the staple thesis,
it was originally devised to explain different patterns of growth,
but it is easily used to account for stagnation and immiserization,
Some or all of the linkages may fail to materialize, and an inquiry
into these failures once again permits a preliminary sorting out
of some major conceivable reasons for such negative develop- -
ments. In the case of staples produced in enclave conditions, for
example, direct fiscal linkage may of course have appeared not
at all or too feebly and too late. Alternatively, the linkage may
have operated, but then could have led to misinvestments of the
revenue: this was precisely the case in Peru, where revenues
were extracted from the mid-nineteenth-century guano boom but
were then spent on nonproductive railroad ventures.' In the case

on plantations, there may have been a failure of both indirect
fiscaldinkage and consumption linkage, since much of the in-
come accrued to absentee owners and the income distributed to
the work force was barely sufficient for subsistence and therefore
provided little stimulus for additional food production on a com-
mercial scale, for the importation of taxable consumer goods, and
even less for their domestic production. =~
The various linkages, their possible failures, and their chan g-
ing constellations make for an increasingly complex pattern of
) ties. Moreover, in some cases a linkage may be an ob-
stacle tc or at least to a certain kind of development,
the case when a bulky staple requires
‘teghnologically complex, capital-inten-
sformed into a finished product. Such
vard linkage, of course, but in the case
like sugarcane, it means that the growers
be unable to enter the processing phase,

- L
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of agricultural staples, such as sugarcane, produced by slave labor
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y

which will therefore be occupied by outside entrepreneurs; n

o} i this manner growers of the staple will be locked into their agri-
by cultural activity. The opposite situation obtains when the sta})le
- ds little processing and is compact, with a comparatively high

‘value per unit of weight. In this case the growers themselves—
erally some member of the family—can handle the trans-
1d merchandising functions, acquiring new entrepre-
) skills in the process. Actually what goes on
ssence of one kind of forward linkage—elabo-
processing—makes for the availability of
k, to the merchandising function, that can be
-tly by*the producers. In the tropics, €x-
transition from agricultural production to
ortation, trade, and eventually to finance and
he story of coffee expansion in Colombia
eece and of some other Mediterranean
e oil, nuts and raisins, as McNeill
a similarly easy transition from rural to
same holds true, with less happy overall
of marijuana, cocaine, and opium.

s characteristic of a given staple not
ms of development (or stagna-
erns, influence the social order
tries where the staple is economically
the effort to trace such influences “micro-
ng that, in searching for the effects of the
e “relations of production,” it may be
beyond the macromodes of produc-

id so on—that Marx specified and =~
for the countries of the periphery
ed growth when they were special-
y product lines, with very different
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Linkages in Economic Development 73

linkages and characteristics. But even in countries at a different
stage of development, knowing the degree of compatibility or
affinity between key economic activities and forms of social and
political organization can be useful. For example, Wiles, a student %
of the centrally planned economies, has made a distinction be- '
tween “left-wing crops” and “right-wing crops,” pointing out that
products requiring individual attention, such as grapes and cer-
tain fruits and vegetables, are particularly unsuitable for collec-
tivized agriculture, in contrast to the more “left-wing” grains,
where operations are standardized (with the important exception,
~-one might add, of wet rice, whose cultivation definitely demands
“tender loving care”). For the industrialized countries of the West
it has been suggested that specific sectors (textiles, steel, chem-
icals, automobiles) which have been leaders at successive periods
- of industrial expansion, have each nurtured different “congenial”
political forms or tendencies.*
Such micro-Marxist explorations can be inmghtful but two
qualif céitions a:re in on:ler First, there is no necessary one-to-one
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