FACTOR PRICES AND THE CHOICE OF
TECHNOLOGY IN DEVELOPING COUNTRIES
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Introduction

Among specialists in the field of technology and employment one can
distinguish two broad schools of thoughts:

a) Those who poiint to the existence of many earlier production techniques
and concludes that appropriate technology might be best achieved by identifying
all the existing options and disseminating information about them.

b) Those who stress the advantages of modern technical progress and argue
that earlier labour-intensive technologies are not sufficiently productive. They
conclude that the bulk of available resources should be devoted to the design and
commercial development of equipment that is labour-intensive yet embodies the
latest in scientific knowledge.

Whatever the relative merits of the two schools, it seems necessary to ensure
that a preoccupation with the creation of new indigenous technologies does not
obscure the fact that current policy choices at any point of time are made on the
basis of existing techniques or what is called the “technology shelf”. (1)

One of the reasons why, in practice the technology choices of developing
countries tends towards the capital-intensive end of the spectrum is that the
factor prices are often distorted. This distortion favours the use of capital-
intensive techniques. If relative factor priceés were adjusted, it is claimed, it would
become economic to switch over to:known labour-intensive methods. Recent
empirical studies have demonstrated that, although a favourable price and
incentive structure may be a necessary condition for the use of appropriate
technology, it is not sufficient in itself.

If the employment objective is given a very high weighting, then labour-
intensive techniques, even if they are not least-cost one in terms of market prices,
may be considered justifiable. What this means is that techniques which seem
uneconomic on the basis of private cost calculations may score over capital-
intensive ones if evaluated on the basis of social cost-benefit criteria (1).

Factor Pricing Problems

The concepts “structural disequilbrium”, “over-population”, “technological
unemployment” and “underemployment” appear frequently in the literature on
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developing countries and there has been a considerable discussion of the
comparative desirability for use in such areas of relatively labour-intensive or
capital intensive techniques. It is a common feature, however, of the
unemployment in these countries that it fails to respond to fiscal policy measures
designed to increase employment by stimulating effective demand. Use of
conventional income-generating techniques appears in fact to create
inflationary and balance-of-payments difficultieslong before full employment is
approached. o ’

Kindleberger. (2) suggests that underdeveloped areas ar¢ tharacterized by
“structural disequilibrium at the factor level™, This suggestion has been the
starting point for two types of explanation of unemployment or under-
employment in underdeveloped areas. The first assumes that available
technology would permit full use of the working force at some set of relative
prices and finds the source of unemployment in various types of “imperfections”
in the price systemi. The sécond suggests that there are limitations in theexisting
technology or the structure of demand which lead to a redundancy of labour iii

densely populated, 'underde‘vglop'ed areas. B

Social policy in economically underdeveloped areas frequently proceeds
more rapidly than economic growth. Imitation of the techniques of more
advanced countries is not confined to technology. Elaborate social security
legislation are often found in densely populated, low per capita income countries
which aré just on the: threshold of ecoriomic advancement. New industrial
projects may face the prospect of wige rates quité different from those prevailing
in the handicarft and agrarian sectors and thus may be compelled to use different
factor proportioris.’Monéy wages and prices would begin to rise, not uniformly
but in the “bottleneck™ sectors, prior to il_le abhi"gevement' of general full
employment. New investrnent in these sections'would tend to increase still
further the 'substi'uitidn"(';f ‘copital for labour while offsetting tendencies in the
;ela’ti\Vely stagnant sectors would work slowly, if at all: The balance of payments
under the ‘piessure-of growing domestic inflationary pressures and increased

demand for capital imports would tend also to develop deficits at an earlier stage

in the expansion of national income. This could all be superimposed upon and
could aggravate the “factor disequilibritim”, - SRR :

‘The presitined effects of factor market imperfections upon ‘thie choice of
production ‘technique ‘in‘develdping countries hidve been rigted extensively in the
literature. Generally it is argued that in less déveloped countries the interest rate
or cost of capital is artifically depréssed below €quilibrium'rates through various
schemes of subsidization while wage rates are-taised above ‘equilibrium rates by
social programs patternedt’ around thosé” of the advanced' countries.’ High
unemployment and labour surplus continue because the resulting factor prices
make attractive the installation of too much capital and the employment of too
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little labour. This has become known as the market imperfections aspect of the
factor proportion problem (3).

Discussion

A bit of discussion of these points is in order. We hypothesize that the major
vairable is that of factor market price distortions brought about by import
substitution programs and currency overevaluation. The incentive schemes used
to attract investment into import competing activities tend to be capital using
biased and the currency overevaluation leads to foreign exchange rationing
which tends to favour capital equipment compared to other types of imports.

Capital Costs

In pursuit of higher rates of capital formation in most of the developing
countries, inducements have taken the form of tax holidays, tariff exemptions,
overvalued exchange rates, import licensing advantages, and other
arrangements. In almost all cases the inducement takes the form of making the
cost of capital lower than it would otherwise be. Evidently this type of approach
to encouraging investment created incentives to use capital at the expense of
labour, where such was technologically possible. '

Emperical and qualitiative evidence accumulated by a large number -of
investigators suggest that substitutability between capital and other inputs is
substantial, and economci agents do respond to factor price signals, Therefore,
policies that result in reducing the cost of capital relative to other inputs will
result in increased capital intensity. Measures aimed at increasing the rate of
capital formation have contributed to the emergence of types of activities - as
well as techniques of production - that are alien to the resource endowment of
the developing countries. This alienness seems to have penalized further kind of
adaptations and modifications that might have produced greater labour
absorption. (4)

Capital costs are also artificially reduced by an interest rate which is pegged
too low in relation to the marginal product of capital and rate of price inflation.
Continued and rapid inflation induces firms to carry heavy investments in
inventories as a hedge. Inflation, also results in a persistently overvalued
currency which makes attractive the importation of capital equipment. Tariffs
almost discriminate against importation of used and reconditioned equipment.
This tends to reduce the employment multiplier of new investment because new
equipment is more labour saving than that of earlier vintage. (5)
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Prices & Incentives

The system of prices may be of importance in two respects: in helping
determine which techniques are selected, within the choice available, and in
providing some incentive for appropriate technical innovations. This system
cannot be treated as an independent parameter, which may be altered at a stroke.
It is in part a reflection of the technology adopted (as well as in part a cuase).
Prices, which here include wages received by different groups of workers and the
profits received by different groups. of entrepreneurs, are themselves the
consequence of a particular production structure, arising from technology and
historical developments in the society in question.

Industrialization based on the use of advanced country technology
(particularly in the context of an import substitution strategy, but also with a
more open strategy) tends to lead to high (relatively to the rest of the economy)
real wages in the sector affected; and subsequently to powerful interests
concerned with maintaining those wages, and therefore that technology. (6)

Those who stress price “distortions” as a prime cause of many of the -
problems of less developed countries, including inappropriate technology and
employment problems, are generally primarily concerned with the following
distortions:

a) relatively high wages in the modern sector,

b) relatively low price of capital, caused by low interest, tax incentives related to
investment, and over-valuation of the exchange rate,

c) overvalued exchange rates combined with high level of protection.

In pulling together the threads of this discussion three sharply contrasting
views of effective policy lines to pursue in promoting appropriate technological
change in the developing countries can be identified:

~ One is the price incentive scliool. Some believe that “getting prices right”,
and “letting factor endowments speak” will be enough, The problem will then
solve itself. The assumption behind this school is that with the “right” incentives
the correct choice will be made, and there will also be incentives for any needed
‘adaptation. This school censiders unimportant the fact that with the source of
most technology in the advanced countries, the scope for technological choice in
itself becoming increasingly inapropriate. -

Another is the radical-reform school. This school believes that radical
transformation in the structure of societies in developing countries is required.
Given such transformation along the lines of the Chinese revolution, correct
technology policy will follow automatically. Without such transformation, no
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amount of institutional and incentive changes will bring about the correct
technology. '

A third is the technological school. This school believes that institutional
changes and changes in expenditure on research and development (R&D) may
themselves be enough to bring about the required transformation,

Some kind of combination between these three views may be in order. The
creation of a new technology is of course needed, as well as improved diffusion
and selection of existing technologies. Such a change will not come about
automatically, even with a reformed price structure. It requires institutional
changes to bring about. But a new technology is not, in itself, enough to cure the
employment problem. Changed income distribution, and the devotion of much

Foreign Enterprises and Technology

One might expect that the factors that have been found to influence the
choice of technology would affect domestic and foreign investors differently.

A number of critics have argued that the multinational enterprise will choose
or develop a more capital intensive technology than ifs"domestic counterpart
because it faces different relative costs of the factor of production. - The
multinational enterprise can, for example, raise capital in markets outside the
country, which generally cannot be tapped by the domestic firm. Access to these
markets and the large-size of the multinationa] enterprise may give it a capital
cost lower than that of a domestic firm. (8) Bruton suggests that in this event
domestic policies may not be very relevant to the decision making of the foreign
firm. This is surely correct to some extent. It is however equally important to
emphasize that in many instances, the various incentives offered to foreigners
are unnecessary to attract them, and do encourage activities which are less
domestic resource using than they would be in the absence of the incentives, (9)

. The multinational enterprise also presumably has a sunk cost in knowledge

of capital intensive technologies. Facing the choice of using a capital intensive
technology that the firm knows fromitsexperience in laborescarce_econ_pmies or-
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investigating a variant adapted for a labor-abundant economy, the
multinational enterprise may have a greater preference for the capital intensive
choice than would a domestic firm. The costs of investigation are more
favourable for the multinational firm compared to those facing the firm with
little experience with a given technology. And the risks of an ;unknown
technology are greater than those of one with which the enterprise is familiar.
Partly balancing this consideration, however, is the fact that a few enterprises
have successfully developed modern labor intensive methods. They will tend to
exploit such techniques as widely as possible.

But there are also influences on the multinational firm that may lead itaway
from capital intensity. Some evidence suggests that the multinational enterprise
is more likely to use second-hand equipment than is a domestic firm. No doubt,
the chief explanation lies in the ability of the multinational firm to locate and
evaluate such equipment. In fact, in many cases, the equipment comes from one
of the affiliates of the international firm. Its opportunity cost to the enterprise
may be very low.

Although these factors may all influence the choice of technology made by
the multinational enterprise, the evidence suggests that their influence is
overwhelmed by the adjustments made for scale and in response to the
competitiveness of the environment. ( 10) ‘

Choice of Techniques

The international corps of development economists has gradually perceived
that strategies resulting in growing unemployment and poverty are no longer
acceptable to concerned economic decision makers in developing countries. As
noted before, the response has been a now familiar check list of the obvious
sources of labor displacement in a developing economy:

-Interest rates too low relative to what a free market would set as its value;

-Foreign exchange (and hence imported machinery) priced well below its
opportunity cost to the economy;

-Artificially high wage levels through premature labor union pressures or
government regulation;

-Lack of technological alternatives that employ labor,

As argued before, any of the first three items singly or in combination will be
sufficient to bias any investment project toward more capital-using and labor-
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capital employed in the more capital intensive process. If the return on the
proposed technology i$ satisfactory, the matter is generally investigated no
further. (13)

Policy Toward Foreign Investment

The general argument made earlier that foreign firms have more
information and are better able to appraise options than responsive to market
signals, and more affected by those policies that do in fact result jn misleading
price signals. There is some evidence that urban foreign firms do employ more
suitable techniques when it pays them to do so. Firms that have easy access to
foreign funds and technology may in fact require signals of a particular kind to
induce them to use appropriate techniques and product mix. )

Virtually all countries have special incentive systems aimed at encouraging
the establishment of new industrial activities. Almost all of these incentives (they
are usually tax holiday) make capital cheaper and more easily available than it
would otherwise be. The simple elimination of such incentive systems would
have favorable effect, but probably not enough to overcome all of the biases that
exist against the choice of the most labor using technique that is technologically
efficient. Foreign firms also have, as noted, many economically rational reasons
to choose techniques less suitable than they could be under different
circumstances. Also an incentive system that rewards the use of labor should
affect not only the choice of techniques, but also affect the efforts to search for,
and to design, new labor using techniques. (14)

It is not enough merely to investigate whether the technological alternatives
are socially desirable. What may be more important is to devise a system which
will ensure that private entrepreneurs actually use the socially optimum
technique. Government may resort to various measures to induce a change to
labour-intensive technology, for example a wage subsidy or an increase in the
nominal price of a plant through the imposition of a tax, tariff or quota. The first
involves a transfer of resources from the public to the private sector. If the
government combines t_he subsidy with a package of measures including tax on
equipment, the subsidy can be financed out of tax revenues. (15) However, the
social opportunity cost of resources allocated to subsidy merits consideration. If
the full amount of the subsidy were financed out of current consumption (say, of
the modern sector) without adversely affecting investment, it would be socially
desirable in the light of both employment and income distribution objectives.
(16) c

Second-hand Equipment

Another aspect deserving brief mention in the present context is imported
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Advocates of Second-hand Machinery argue that, i, the Prevailing
conditions of capital scarcity ang need for ¢
countries, Machines with lower investment Cost per work Station are Justified



which they give rise), the presence of these industries tends to accentuate the
maldistribution of income itself and makes it socially and politically difficult to
alter that maldistribution, (19 : : :

To create an environment that encoufages a stronger response from firms of
all types to factor costs, a host government should consider several policies. (20)

a) Competitive Climate. If the businessman is most likely to respond to factor
prices in his choice of technology when competitive pressures are strong, a
relatively open economy is more likely to produce such anenvironment than is a
highly protected economy, or one in which productive capacityis constrained by
official licensing. Of course, some degree of protection may be required simply
to attract the desired investment. But policies of high protection or of sectors
closed to the expansion of capacity are likely to generate capital intensive
technology.

If the environment is appropriate, the market cost of the factors to the firm
no doubt has some influence on the technology that is selected. There may

b)Wage Policy. Along with policies that reduce the cost of capital there are many
developing countries that seek actively to raise wage rates. Among such practices
are minimum wage laws, laws that'make dismissal difficult and expensive, laws

'¢) Subsidized Capital, Another tool for affecting the factor costs facing the
private firm is the elimination of subsidies to capital, which are so widespread in
developing countries. Some subsidies are obvious, in the form of low interest
rates. Others are more subtle, such as the provision. of tax ‘holidays. A careful
examination of certain tax rebates and capital markets ‘may reveal other
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€ncourage the yge of capita) instead of labor, These should pe fémoved, unjegg
they serve Some clear Purpose, such a5 that of increasing loca] capita] formatiop
sufﬁciently to offset any likely effects on the choice of technology. Candidateg
for removal are accelerateq depreciation capita] ailowances, investment
Credits... ., e,

Asa eonclusion to what hag been mentioned, Some other observations and
findings may be in order:
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-Probably the principal factor determining the relative use of factor inputs is the
scale of the productive operation. When scale increases, the technology that is
available tends to be more capital intensive.

-Some types of labor may be scarce factorsin a developing economy, even more
than capital. Comparisons based on naive capital labor ratios are likely to lead
the policymaker astray.

-The degree of sensitivity and adaptation of foreign-owned enterprises to local
factor costs and availabilities is partly a function of competitive pressures.
Where attention to costs and prices is critical to survival, the degree of
adaptation will be high; where attention to quality is critical, the propensity to
tinker with production processes will be much less, 23)
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.CLASSICAL VS. MODERN ORGANIZATION THEORIES IN
DEVELOPING COUNTRIES

A. Al-Koubaisy*

There is no doubt that the major causes of both development and decline in
administrative systems are strongly rooted in the ecological factors surrounding
them and that administrative systems in all nations are inequitably affected more
deeply by the external development of their political, social-and economic
systems than by their internal subsystems or their laws and regulations. Some
writers have gone further stating “that the dominant managerial philosophyina
given country is in large part the product of the external environment™ (1).

But this not to deny that administrative systems can experience siginificant
changes both qualitatively and quantitatively if a meaningful development in the
structural and human variables can be introduced from within the
administrative system.

In this article, however, we will argue that the more such internal change in
the administrative system can be balanced and adapted with the external
environment, the more valuable and significant its contribution to.
administrative development becomes.

How to Improve an Administrative System from Within ?

Is organization simply a structure, or does it also include the people within
the structure ? To many theorists and classical writers “organization is not
people”. They argue that “people have about the same relationship to the
organization as the driver and passengers in an automobile have to the
automobile itself”. (2). If we want to improve the effectiveness of the automobile
in reaching its objectives, that is, improve it as a means of rapid, safe and
comfortable transportation, we cando thisin a factory, far away from the people
who .will ride in it. To these theorists,

Just as it would be unwise to design an automobile exactly to fit the
dimensions, personality and tastes of one individual, because it
would then be unlikely to fit the needs of anybody else, in the same.
way the organization should not be tailored to fit individual
personalities. (3)

* Assistant Professor of Administration of UAE University. 31
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The Bureaucratic Approach

In the literature of this field one can easily find a large number of principles
and propositions which were widely accepted and practiced by public and
Organization relatively €asy to control, and achieve co-ordination reasonably
well. Among these principles are usually the following:
1. Lines of authority in the organization must be clear,

2. No one in the organization should report to more than one supervisor.

3. The responsibility and authority of each supervisor should be understood by
everyone concerned.

4. The number of people reporting to one supervisor should be no more than the
number whose efforts he can effectively direct and co-ordinate. -

5. Authority to act should be delegated as much as possible to the units or
individuals nearest the point where action must be taken.

6. Every function needed to accomplish the organization’s purpose should be
assigned to a unit of the organization.

7. The organization should be flexible, but ordinary changes in it should be
made gradually except under highly special conditions,

8. Administrative efficiency is increased by grouping the workers, for. better
control, according to (a) purpose, (b) process, (c) clientele, or (d) place,
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The works of Taylor, Fayol, Mooney, Urwick, Gulick, White, Gauss, Stene
(4) and many others stress the significance as well as the necessity of these
principles for any effective organization. Max Weber is perhaps the most well
known theorist who argues the technical superiority of the bureaucratic form of
organization which is largely characterised by the above principles. To Weber,
the bureaucratic organization is the one most capable of attaining the highest
degree of efficiency and the most rational form of administration.

Weber says:
Precision, speed, unambiguity, knowledge of the files, continuity,
discretion, unit, strict subordination, reduction of friction and of the
material and personal costs - these are raised to be optimum point in
the strictly bureaucratic administration, especially in its monocratic
form. (5)

Today, the bureaucratic approach to organizational development is/" still
favoured by many writers in both developed and new nations. Dimock, for
example, says:

The things they admire about it are its exactness and its reliability, its
logical symmetry, its elimination of chance and individuality, its
reliance upon ‘the one best method’, the fact that it treats everyone
the same and hence avoids playing favourites. (6) ' '

Many administrators in new nations still strongly feel that it is the
bureaucratic model which can fight the battle against personl subjugation,
nepotism, and subjective judgments, which are common features in most of
these societies. '

To the behavioural scientists, however, efficiency and rationality are not the
right criteria for measuring the development and the success of administrative
systems. They have argued that efficiency and rationality, with which the
traditionalists are mainly concerned, can only be achieved by making the
employees fully dependent and submissive and requiring them to utilize only a
few of their less important abilities. Argyris; in this regards says:

The formal organizational principl@ makes demands of relatively
healthy individuals that are incongruent with their needs.
Frustration, conflict, failure and short term perspective are
predicated as resultants of this basic incongruency. (7)

Criticizing the bureaucratic’ t_.)'?pe of organization, Bennis says:

This form of organization is becoming less and less effective, in that it
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13 hopelessly out of joint with contemporary realities and with
managerial practices in general. So within the next twenty-five to
fifty vears. we should all be witness to, and participate in. the end of
bureaucracy and the rise of new social systems better able to cope
with twentiethcentury demands. (8)

The Behavioural Approach

During the last three decades. behavioural scientists have been studying the
factors that motivate people within administrative systems. One of the most



beings. but it is only under the right conditions that the average man will seek to
display such characteristics and fulfill his responsibilities toward them. (11)

Now. ten vears after McGregor developed theory Y, he has still not found it
necessary to change itsmajor assumptions. What he findsinstead is that Xand Y
cannot be compared on the same scale. because thew are qualitatively different.
In a more recent book he says: i

The belief that man is essentially like a machine thatis set into action
by the application of external forces differs in more than degree from
the belief that man is an organic system whose behaviour is affected
not only by external forces but by intrinsic ones. Theory X and
Theory Y therefore are not polar opposites. They do not lie at
extremes of a scale. They are simply different cosmologies. (12)

The Authoritative Vs, The Participative Theory

Since 1947 the Institute for Social Research at the University of Michigan
has been studving the human problems involved in administrative and
management practices. In 1961 Rensis Likert.its Director. published a summary
of finds and a new administrative theory based on empirical research. (13) A few
vears later he added to his original theory and supplied additional proof of its
usefulness. (14)

Likert. in his work. differentiates between authoritative and participative
svstems of organizations. The authoritative systems have been comceptualized
as e\plouame benevolent and consultative. The three tyvpes of svstems are
placed on a continuum representing different degrees of control. The
exploitative authoritarian has more unilateral control than the benevolent and
consultative. Likert's ideas on how management ought to deal with people have
been evolving into what he calls a *modified theory™ or the participative system
of organization. The participative system stands in greatest contrast to the
exploitative systemn. It resembles. in fact, the style of management which
McGregor developed in Theory Y. Under Likert's participative system. people
at every level feél a real responsibility to the organization’s goal. and thev work
hard to reach them. Managers have complete confidence and trust in their
people. The employees have complete freedom to express ideas about the work.

Moreover, Likert has been able to relate productivity to his systems. He has
shown. for example. that the nearer the management system is to the
participative system. the more productive the organization is. It results also in
lower costs. higher earnings. better employee attitudes and higher morale.

.
1
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The “Mechanical” vs, “Organic” Theories

1. Good management is understood to be the emergent product of adequate
working relationships among the organization’s members.

2. The cement of the system is mutual confidence,

3. The structure of the organization must correspond to the network of
interdependence among members required by the organizational tasks.

4. The principle of multigroup membership is substituted for the mechanical
concept of supervision.

5. The wide sharing of control and responsibility created by the foregoing leads
to the principle that “Conflict of interests must be resolved by the use of
problem solving”, 17)

In the literature of organization theory, one can also find many other
attempts by scholars, in discussing effective versus ineffective organization, to
set up two “ideal types” or organizations. To mention only a few, Gouldner
differentiates between what he calls the “rational” and the “natural” models. He
points out that if we focus primarily on the natural model we will miss or
underemphasize severa] important aspects of the rational model, (18)

Among the rest are Litwak, (19) who differentiates between the
“bureaucratic® and “human relation™ models; Bennis, (20) who speaks in terms
of “habit” and “problem solving” models; Barnes, (21) who stressed the
differences between “closed” and “open” systems, and White, (22) who develops

the “dialectical” model as an alternative to the bureaucratic type of organization,
yp g

Argyis has examined most of the above models and contrasted them to each
other. He has found from his analysis that there are only slight variations among
them. He finds that all these men have agreed that the organization which is
variously called “Y” by McGregor, “participative” by Likert, “organic” by
Shepard and others, “natural” by Gouldner, “human relations-oriented” by
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Litwak, “open system” by Barnes, “problem solving” by Bennis (and - I willadd
to them - “dialectic” by White), “tends to develop greater organizational
flexibility, commitment, responsibility and effectiveness in problem solving and
adapting to the environment”. (23)

The question we are very concerned with here is: how relevant are these
theories and an ideal type of effective organization to our discussion of new
developing nations ? Or, to put the question in a different way, what type of
organization theory would be more relevant to the balanced administrative
system which these nations need ?

The Relevance of the Classical Theory to New Nations

To the classical students as well as to many practitioners and career-oriented
administrators, the bureaucratic type of organization, or what is now commonly
called the theory X type of organization, seems more appropriate to new nations
than all other alternatives. This viewpoint, however, has been justified by
different hypotheses and propositions. There are, first, those who argue that the
trend toward bureaucraticization is generally related to the tendencies of these
nations to grow larger in total population, to become more complex in
specialization, more: urbanized and wealthier per capita as time passes. The
proposition they present is that the more complex these societies become, the
more conflicts are generated,and the larger the governmental organization must
become. All this in turn will increase the probability that all jobs will meet the
criteria for bureaucratization as Weber described them. (24)

One author says, in this regard:

The large organization is necessarily, it seems, run by a bureaucracy
which is specialized as to job, organized in hierarchies of power,
distributed in status according to rank rather than individual talent,
governed by a few at the top who recruit their successors, and
rationalized so as to see the individual as a mere instrument. (25)

The bureaucratic type of organization is also more relevant to these nations
because of the limited financial and material resources they have. Here,
therefore, efficiency and economy must be emphasized more than
responsiveness and representation. In a recent article Wurzburg says:

The ordering of man’s life is essential to prevent the chaos arising out
of an uninhibited grasp for unlimited resources. The most efficient
form of organization is bureaucracy. Hence the politics of scarcity
produces the bureaucratic method of control. (26)
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This argument has been supported by Braibantj. who says:

“The demands of economic development can be mey only by an
oligarchic bureaucracy™. (27)

The classical theorists have often argued that despite the varying goals and
environments of different organizations. it is possible to identifv basic
similarities in structure and process which can be conceptually analvzed and
made explicit. Mooney, who s very authoritative among these writers, said

once:

Our study of governmental organization back to remotest ages reveal
one fact of deepest inport: This fact confirms our thesis that the
. Principles of organization are universal and hence mustappearin the
governmental forms of every age. (28)

On the empirical level. Harbision and Mevers. in their study of
administrative practices in twenty-three countries. made a number of
generalizatic.ns concerning many bureaucratic principles which did not differ
fundamentally from country to country. (29)

Last. but not least. the advocates of the classica] theories in new nations
think that the environment there 1s not quite favourable to the application of

In these new nations. Says one author. there are definite limitations on the
use of democracy in management. Quite obviously it can vield little in areas in
which technical knowledge and competence are demanded. Democracy

democratic practices are carried to extreme limits, they can, in effect, so diffuse
responsibility tha}msponsibility cannot be located. (30)
4

The Relevance of Modern Theory to New Nations

G. Sjoberg, in his occasional paper Ideology and Socia] Organization in
Rapidly Developing Countries, savs:

My thesis is that the kind of ‘bureaucracy’ that characterizes the pre-
industrial civilized society and the Weberian type of bureaucracy-in
the advanced industria) order both serve to sustain the status quo and
are not easily amenable to demands for resocialization within rapidly
industrializing  societies. Both types of organization stress
hierarchical relationships,‘ order and control. (31) :
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What these nations need. accordingto Sjoberg. is an ideal-typical model which is
committed to a revolutionary type of ideology and which permits change in the
values and beliefs of clients.

From the point of view of most students of the “New Public Administration
Movement™. administrative development in changing societies can hardly be
achieved without attempting to cope with demands for change by engagingina
dialectic involving both old and new. (32) Theory Y. for example. is considered
as a means for introducing the new elements required for such change. At the
same time. writers who have little faith in the ecological approach and take little
notice of the environmental impact on management have also realized the
significance of modern theory to new natons. To these students. “emerging
bureaucracies in underdeveloped states are less intricately imbedded in the
matrix of culture. since the bureaucracy is often more secular-minded and
Western-oriented than the public mass™. (33)

Modern theories are also advocated by those who try to change
organizations by first changing the behaviour of the organization's members. By
changing human behaviour. it is argued. one can cause the creative invention of
new tools. or one can cause modifications in the power structure. In surveying
the people approach. Leavitt says: “one is immediately struck by the fact that the
recent literature dealing directly with organizational change is heavily people-
oriented. (34) Students of administrative development in many new nations now
are convinced that people within the organization must be changed first before a
structural and institutional change is introduced. An Indianauthor. for example
says:

Unless the man is made to look different orasked to think differently
or motivated to function more purposively. noamount of investment
in structural sophistication or modernization in machine-procedure
will be in a position to hit the jackpot by way of raising the level of
development of productivity. The critical ingredient. the bureaucrat
himself. must. therefore. be freed from the existing conceptual
orthodoxies. age old affiliations and narrow mental grooves so as to
be the fitting torch bearer of a new and bright development order.
(35)

A few overseas writers, attracted by Western and European thoughts and
ways of life. encourage the application of most modern organization theories
developed in these advanced countries. These writers. however. emphasize the
necessity of these theories more than their relevance to new nations. Charles
Malik. for example, says:

No country in Asia or Africa can possibly live today apart from the
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more advanced countries of the world. On the one hand, it
desperately needs them; on the other, they will not allow it to live by
itself. They speak of independence, but independence is a most
relative term, and in the intellectual and spiritual matters, thereis no.
independence. In virtually all cases independence is a myth. (36)

From the above assumption, Malik makes this conclusion:

“if the new countries of Asia and Africa are to survive and develop, they must
enter into the living European world of thought and organization”, 37

Critique of Modern Organization Theory

In contrast to those who argued the question of which classical or modern
theories are more relevant to administrative development in new nations, this

development. For example, choosing either X or Y would imply, for one thing,
that the one thosen contains a better rationale for dealing with superior-
subordinate relationships, Ac'tually; though, the supervision style under either
theory has its own advantages as well as disadvantages, and one method is not
necessarily' more effective than the other under all circumstances. On the one

hand, under theory X the supervisor sees himself as a management

would, therefore, be expected to turn aside from their formal supervisions and
follow their own informal leaders. Conversely, the supervisor under theory Y
identifies himself strongly with the employees. His first loyaltyis to them, and in
his communication with management he will tend to play up employees’
demands. Thus, he may win employees’ acceptance, but at the same time he will
likely alienate management and cause his supervisors to mistrust him,
weakening his influence with them. What we need then is not to shift from one
style of supervision to another, but ‘o combine them both and arrive at a
balanced style of supervision which considers the interests and needs of
employees as well as of the administration.

In régard to productivity and economy, neither theory X nor theory Y is
wholly satisfactory. Writers like Katz, Maccoby and Morse note that the close

supervision and higher degree of centralization which theory X requires are

inversely related to productivity and efficiency criteria. (38) On the other hand, if
we use theory Y, the material cost of designing an administrative organization
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specifically to fit the dimensions, personality and tastes of all individuals
naturally cannot be provided by these nations at this stage of development.
Therefore it is not enough in these countries to design all organizations to
provide greater opportunity for psychological success and self-esteem. The
participants must also be capable of meeting the challenges and accepting the
responsibilities involved.

From the ecologist’s point of view, it is also true that neither the classical nor
the modern theories can be accepted as a universal or cross-cultural theory. To
these writers, human motivation and behaviour in any productive or public
enterprise is a function of various complex environmental factors. Many of these
factors are naturally beyond the control of the people in charge of its
administration. The ecologists, Farmer and Richman, have found through their
empirical and cross-cultural studies that:

Direction and leadership techniques which prove effective in the
American firm may prove inadequate, or even disastrous, when
applied to firms in Saudi Arabia, Japan, or India. (39)

Gonzalez and McMillan, after serving as consultants on business administration
training in Brazil, concluded that management philosophy is highly culture-
bound. (40) Oberg says:

My own experience in international management leads me to believe
that cultural differences from one country to another are more
significant than many writers now appear to recognize. (41)

To the ecologists, managerial effectiveness cannot be achieved by shifting from
the traditional theoryto the modern theory. Such a shift can be effective only if it
is necessitated by or relevant to the cultural and environmental factors in the
society. Megginson has pointed out that the cultural elements that have the
greatest influence on managerial effectiveness are the spiritual values and the
educational system. Spiritual values are implied in the managerial philosophies
and form the assumptions. upon which managers make their decisions. The
educational system determines the knowledge and analytical processes used by
the executives in the decision making process. Megginson also adds that
“spiritual values largely influence personal objectives, which are the ends
desired, while education determines the means of achieving those goals”. (42)

Other writers have denied the relevance to new nations of the McGregor,
Likert, Shepard and other modern theories of organization, by criticizing the
Maslow hierarchy of needs, which is considered the major theoretical
framework of these theories and models. Bryan Davies, for example, says:
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This model (Maslow’s hierarchy of needs) has the advantages of
coherence, and also intuitive plausibility with respect to Western
individual cultures, though it would seem difficult to validate even ,
here; but the anthropological evidence of Mead, Malinowsky and '
Gluckman etc. suggests that the model would certainly not survive
transfer to all cultures. (A general hierarchy of needs model mightdo
so, but the specific physical-social-egoistic ordering proposed by
Maslow would not).

Keith Davies. is another writer who has argued the need of new nations for

different theories of Management on the grounds of the different needs and
motivations the employees have in these nations, He says:

In underdeveloped countries, most employees are stil] seeking basic
physiological and security needs. Hence, some of the more
sophisticated and elaborate motivational devices of modern
industrial management may not be appropriate in these countries.
The needs of'\their workers may be more simply reached by direct
motivation. Therefore, they require management to show them
simple, direct evidence that if they work more effectively they will
receive more. In other words, work must be interpreted in terms of
their immediate needs, rather than waiting for indirect results
through a complex economic system. Accordingly, action which
would be inappropriate in an advanced country may sometimes be
workable in the underdeveloped country.(44)

From the *Dialectical View” both Classical and Modern organization
theories are understood as formalized solutions of certainactors to the technical
and practical problems posed by the organization’s dialectical charecter. Such
theories formalize a way of dealing with the multileve] contradictory complexity
of the organization. Devices much as socializing, monitoring, rewarding,
adjusting, structuring, and negotiating provide solutions to concrete problems
encounteréd by participants. Such theories they add provide sets of procedures,
movements, routines which may be employed to pursue an objective by
cancelling, controlling, or capitalizing upon the contradictory complexity of
organizational life, :

The dialectican goes beyond such formulations to inquire into relationships
between organization theories and organizational realities since they believe that
administrative realities and the new administrative theories have emerged Hand-
in-hand. “From the Dialectical point of view: The theoriesand theorists are part
of the reality they describe”. (45) :

Finally it is true that modern organization theories have some serious
drawbacks in terms of their orientation and applicability to different types of
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cultural and economic needs. The various theories of organization which are
largely developed in the United States, for example, focus primarily on the
person in a given organization, in a given environment, trying to determine how
the organization might function better. Because of this, Whyte wants new
nations who try to set up their institutions and organizations on these models to
be careful. In Whyte's words:

Imitation of institutional models from industrialized nations is
disfunctional for the developing nations. The imported model often
does not fit the needs of the host culture. F urthermore, the modelisa
product of particular historical circumstances in the exporting
country. Members of that institution would not re-create it in its
present form if they were to build anew. (46)

Conclusion:

From the above analysis one would conclude that a balanced model and
cultural-bound theories are required, not only to bring the administrative,
political and economic sub-systems into a balanced situation, but also to build
up an internal balance within the administrative system itself. The former, in
fact, can hardly be achieved without the latter.

The modern theories of organization discussed above require a choice
between complete centralization or extreme decentralization in structuring the
organization. These theories have assumed that centralization and
decentralization are distinct types of organization and that elements of both
cannot be found within the same organization. Such a distinction, says Allen, is
specious. “It would be as meaningful to attempt to classify pneumonia found in
men as ‘male pneumonia’ and that found in women as ‘female pneumonia’.” (47)

These theories have also failed to consider the need of rapidly changing
societies and organizations for a balanced model of centralization and
decentralization, a model which is needed for pragmatic and - purely
administrative reasons as well as for the ecological reasons already discussed.
Selznick, in this regard, once said:

The increasing complexity of organizat}onal tasks makes
decentralization and the delegation of responsibility to
intermediaries inevitable. but such a measure brings forth the
organizational paradox of goal displacement, a bifurcation of
interests between the: central system and its decentralized subunits.
There is a tendency for the latter to neglect the main organizational
goals in favour of their limited sub-goals. In this way sub-goals, from
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simple means, become ends in themselves. This situation makes the
needs for centralized control stronger and the circle may start all
over. (48)

Ignoring such factors, modern organization theories are mainly directed
toward the development of either overpowering manipulative organizations, or
organizations that will keep people happy. Happiness and manipulation,
however, can be fine guides to the administrative development only if they are
combined and balanced with each other in a pragmatic rather than idealistic
way. A balanced organization, on the other hand, cannot be achieved eitherifall
administrators have task-oriented personalities. A balanced organization
requires, first of all, a balanced administration and leadership. In describing
what a balanced administrator is, Dimock says:

The top executive is balanced when he comes to possess a personality
that qualifies him for a position of leadership, for inspiring
confidence in others because he is interested in them and does not
treat them merely as pawns in his own selfish designs. He is balanced
when his sense of fairness imparts to his employees the assurance that
their fortunes, both individual and collective, are safe in his hands,
and that he will not make decisions on the basis of prejudice,
favouritism or arbitrariness. He is balanced when he is not overly
specialized, so that he does not become lopsided or merely a
technician. He is balanced when he is sufficiently broad to be a good
co-ordinator, because no executive is worthy of the name unless he
can plan, integrate and combine all components of his enterprise into
a unified and smoothly working whole. (49)

In my opinion, an effective administrative organization must maintain a
balance between its internal elements as well as between them and the external
and sub-systems in the society. Experience has shown that no ideal theory can be
applied in new nations if it does not consider such needs. What will serve these
nations best is a pragmatic and realistic model which is internally developed and
comprehended. Harvey Sherman says:

The only plea I would make is that the degree of centralization or
decentralization fora particular enterprise or function be determined
pragmatically in terms of such factors as public convenience,
economy, quality of service, availability of skilled personnel, need
for control, and general effectiveness. (50)

Modern organization theories such as that developed by McGregor, Likert
and Shepard, might cause confusion for administrators of developing countries
who try to choose between their two conflicting styles. This is mainly because the
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bureaucratic theory of organization which McGregor calls theory X is expected
to work well in some situations, while theory Y might work better in the others.
What will happen then if an administrator prefers to apply theory Y in an area
where theory X is expected to function effectively ? Theory Y also should not be
embraced everywhere on the grounds that it is strongly oriented toward the
development of man. Man, from our point of view, is distinguished from other
elements of administration in that his development is not something thatis done
to him or for him. His development instead is growth, and growth can only come
from within, and not from without.

FOOTNOTES

(1) R.N. Farmer and B.M. Richman. Comparative Management and Economic
Progress, Richard D. Irwin, Inc. (Homewood, linois, 1965), p. 119,

(2) Louis A. Allen, Management and Organization, McGraw-Hill Book
Company, Inc., (N.Y., 1958), p. 58.

(3) Ibid.

(4) See F. Taylor, Scientific Management, Harper, (New York, 1947); H. Fayol,
General and Industrial Management, Pitman, (N.Y. 1949); J.D. Mooney, The
Principles of Organization, Harper, (N.Y, 1947); L. Urwick, The Elements of
Administration, Harper, (N.Y. 1944); L. Gulick and L. Urwick, Papers on the
Science of Administration, N.Y. Institute of Public Administration, (1927);
L.D. White, Introduction to the Study of Public Administration, (N.Y. 1939);
J. Gauss, and others (eds.), The Frontiers of Public Administration, University
of Chicago Press, (Chicago, 1936), and E.D. Stene, “An Approach to the
Science of Administration”, American Political Science Review, Vol. 34, (Dec.,
1940), p. 1125-

1137,

(5) See H. Gerth and C. Wright Mills, eds. From Max Weber: Essays in
Sociology, Oxford University Press, (N.Y., 1953), p. 214.

(6) M. Dimock, The Philosophy of Administration, p. 161.

(7) Chris Argyris, Personality and Organization, Harper and Row, (N.Y. 1957),
p- 74

(8) W. G. Bennis, Changing Organizations, McGraw-Hill Book Company,
(N.Y. 1966), p. 5.

— YVY — 45



(9) A.H. Maslow, Motivation and Personality, Harper and Row, (N.Y. 1966), p.
5.

(10) Douglas McGregor, “The Human Side of Enterprise” in: Proceedings of the
Fifth Anniversary Convocation of the School of Industrial Management,
Massachusetts Institute of Technology, (Cambridge, 1957). Also under the same
title, in book form, McGraw-Hill Book Company, (N.Y. 1960).

(11) See William R. Van Dersal, The Successful Supervisor in Government and
Business, revised, Harper and Row, (N.Y. and Evanston, 1968), p. 90.

(12) Douglas McGregor, The Professional Manager, McGraw-Hill Book Co.,
(N.Y. 1967), p. 79-80.

(13) Rensis Likert, New Patterns of Management, McGraw-Hill Book Co.,
(N.Y. 1961).

(14) Rensis Likert, The Human Organization: Iis Management and Value,
McGraw-Hill Book Co., (N.Y. 1967).

(15) H.A. Shepard, “Chancing Interpersonal and Intergroup Relationship in
Organization”, In James March (ed.) Handbook of Organization, Rand
McNally, (N.Y.) and R. Burns and G.M. Stalker, The Management of
Innovation, Tavistock Pub. (London, 1961).

(16) Max Weber once said: “bureaucracy is like a modern judge whoisa vending
machine into which the pleadmgs are inserted together with the fee and which
then disgorges the judgment together with its reasons mechanically derived from
the Code”, See R. Bendix, Max Weber, An Intellectual Portrait, Doubleday and
Co., Inc., (N.Y. 1960), quoted in W. Bennis, op.cit., p. 46.

(17) H.A. Shepard and Robert Blake, “Changing Behaviour through Cognitive
Change”, mineographed, presented at the annual meeting of the Society for
Applied Anthropology, (May, 1961), Part I from which the above is quoted was
written by Shepard, quoted in C. Argyris, Integrating the Individual and the
Organization, John Wiley and Sons, Inc., (N.Y. 1964), p. 1‘84.

(18) Alvin, W. Gouldner, Organizational Analysis, in: Robert K. Merton,
Leonard Broom and Leonard Cottrell (eds.), Sociology Today, Basic Books,
(N.Y. 1959), p. 400-401.

946
- VY -



(19) Eugene Litwak, “Models of Bureaucracy Which Permit Conflict”,
American Journal of Sociology, vol. LXVII, (Sept. 1962), p. 117-184.

(20) Warren Bennis, “Leadership Theory and Administrative Behaviour”,
Administrative Science Quarrerly, Vol. 4, No. 3, (Dec. 1959), p. 259-301.

(21) Louis B. Barnes, * ganization Systems and Engineering Groups”,
Graduate School of Business, Harvard University, (1960), Ch. VIIL

(22) Orion F. White, “The Didectical Organization: An Alternative to
Bureaucracy”, in: Public Administration Review, Vol. XXIX, No. 1.

(23) C. Argyris, Integrating the Individual and the Organization, p. 185,

(24) See Anthony Downs, Inside Bureaucracy, Little, Brown and Company,
(Boston, 1967), p. 255-256.

(25) John Dollard, “Review of Robert Presthus’s The Organizational Soceity”,
in: The New York Times Book Review, (Oct. 1962).

(26) Frederic Wurzburg, “Bureaucratic Decay”, in: Journal of Comparative
Administration, Vol. 1, No. 4, (Feb. 1970), p. 388.

(27) R. Braibanti, The Relevance of Political Science to the Study of
Underdeveloped Areas in his and Spengler (eds.) Tradition, Valyes and Socio-
economic Developmeny, p. 143.

(28) J.D. Mooney, The Principles of Organization, op. cit., p. 57.

(29) See Winston Oberg, “Cross-Cultural Perspective on Management
Principles”, in: Academy of Management Journal, Vol. 6, No. 2, (June, 1963),
p. 129-130.

(30) C.T. Hardwick and B.F. Lanjuyt, Administrative Strategy, Simons-
Boardman Pub. Corp., (N.Y. 1961), p. 324,

(31) Gideon Sjoberg, Ideology and Social Organization in Rapidly Developing
Countries, CAG occasional papers, (Bloomington, Indiana, Dec. 1966), p. 16.

(32) See Wesley E. Bjur, “What is the New Public Administration™, in: Public
Administration Review, Vol. XXX, No. 2, (March/Apr. 1970).

(33) See R. Braibanti, “The Relevance of Political Science to the Study of
Underdeveloped Areas”, p. 179.

(34) Harold J. Leavitt, Applied Organizational Change in Industry: Structural,
Technological and Humanistic Approach, in: J. March (ed.) Handbook of
Organization, p. 1151,

- . —



(35) B.K. Day, “Bureaucracy and Development - Some Reflections”, Indian
Journal of Public Administration, Vol. XV, No.2, (Apr./June, 1969), p. 247-
248.

(36) Charles H. Malik, “Ideals for Export”, in: Maneck S. Wadia, Management
and the Behaviourable Sciences. Allen and Bacon, Inc., (Boston, 1968), p. 533.

(37) Ibid.

(38) Daniel Katz, Nathan Maccoby, and Nacy C. Morse, Productivity,
Supervision and Morale in an Office Situation, Ann Arbor Michigan Survey
Research Center, Institute for Social Research (1950).

(39) R.N. Farmer and B.B. Richman, Comparative Management and Economic
Progress, p. 8.

(40) R.F. Gonzalez and C. McMillan Jr., “The Universality of American
Management Philosophy”, Journal of the Academy of Management, Vol. 4, No.
1, (April, 1961), p. 33-41.

(41) Winston Oberg, “Cross-Cultural Perspective on Management Principles,”
Academy of Management Journal, Vol. 6, No. 2, (June, 1963), p. 129-130.

(42) Leon C. Megginson, “The Inter-relationship and Interaction between the
Cultural Environment and Managerial Effectiveness”, in: Management
International Review, Vol. 7, (1967), p. 69.. See also: Aldrich, Howard, and
Jeffreypreffer, “Environments of Organizations” The Annual Review of
Sociology, Vol. 2, 1976, pp. 79-106.

(43) Bryan Davies, “Some Thoughts on Organization Democracy”, The Journal
of Management Studies, Vol. 4, No. 3, (Oct. 1, 1967), p. 270.

(44) Keith Davies, “Managing Productivity in Developing Countries”, in: S.
Benjamin Prasad, (ed.), Management in International Perspective, Appleton-
Century-Crofts, (1967), p. 158-159.

(45) J. Kenneth Benson “Organization, A Dialectical View” Administrative
Science Quarterly Vol. 22, No. 1, (March, 1977), p. 17, and other dialectical
views such as those pointed by: Lourenco, Suson V, and Johc. Glidewell, “A
dialectical analysis of organizational conflict”, ASQ, Vol. 20, pp. 489-508.
Heydebrand, Wolf, “Organizational contradictions in public bureaucracies:
toward a Marxian theory of organizations”. The Sociological Quarterly Vol. 18,
No. 1, (1977).

48
L



Weinstein, Michael and Peter Blauy, “Blan’s dialectical sociology: comments
Sociological inquiry”, Vol. 42, pp. 173-189, (1972).

(46) William ' Foote Whyte, “Imitation or Innovation: Reflections on the
Institutional Development of Peru”, Administrative Science Quarterly, Vol. 13,

(Dec. 1968), p. 370.

(47) Louis Allen, Management ang Organization, p. 157.

(48) P, Selznick, An Approach to the Theory of Bureaucracy, American
Sociology Review, Vol. 8, ( 1943), p. 47.

(49) M. Dimock, Philosophy of Administration, p- 34.

(50) Harvey Sherman, Ir 4/ Depends: 4 Pragmaric Approach to Organization,

-~ T~ 49



