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The main purpose of this report is an attempt to examine some important
points relating to the applicability of the Keynesian economic analysis in
the context of underdeveloped countries. Some of the important conclusions
brought out in this report may be summarized as follows:

1. The technical Keynesian ideas deal with the economics of full
employment. It is static analysis of given population, technology, tastes,
capital, and people's preferences for work aznd goods versus leisure. In the
underdeveloped countries, the problem is all-round economic development which
involves changes of some fundamental variables in the economic system. Thus
the explanation of the process of development and its nature has to be done
in terms of economic dynamics.

2. Keynes was concerned with the problem of involuntary unemployment
in advanced industrielized countries, which he argued was due to insufficiency
of effective demand. But in underdeveloped countries it is disguised
unemployment which arises from the deficiency of capital which is the major
problem.

3. Underdeveloped countries are predominantly sgricultural economies:
capital equipment is low and the technological level is almost primitives
production is largely for home consumption rather than for market and so the
market economy remains relatively underdeveloped. The consumption of capital
is such that fixed cepital plays a very unimportant role. Therefore, the
Keynesian investment multiplier does not work in underdeveloped countries.

Keynesian economics was developed in a setting entirely different from
that of the underdeveloped countries. Therefore, Keynesian policy
recommendations may not be very helpful in the context of the underdeveloped

countries.



Since the major employment problem in underdeveloped countries is
disguised unemployment, what is needed most is not stimulus to total demand
but economic development which requires major institutional changes and a -
large volume of saving to fund capitasl investment. It needs capital invest-
ment on 2 scale and of a type that will only be possible through joint efforts
of the underdeveloped countries, and of those advanced countries able to
provide large-scale capital assistance. This investment should be accompanied
at first by improvements in techniques that are labor-absorbing rather than
lebor-saving. However, capital is not the only scarce factor in under-
developed countries: managerial and labof skills are also in short supply.
Both managerial and manpower skills might possibly be provided in the short-
run by foreign experts, and by manpower training programs under technical
assistance in the long-run.

Keynesian economics can be very useful even to underdeveloped countries
because he introduced interest in aggregate problems such as the level of
demand and employment, growth of income; etc. His tools of economic
analysis (such as marginal propensity to consume, multiplier, marginal
efficiency of capital, liquidity preference and many more) have applicability
to any type of economy. It is on the basis of Keynesian concepts that
modern models of economic growth are constructed and with the help of
Keynesian tools of analysis the process of change and growth may be better

understood.



