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ABSTRACT

ECONOMIC DEVELOPMENT UNDER THE
“DUAL SURPLUS” OF LABOR AND CAPITAL

In the post World War II era, third-world coun-
tries that had newly gained their national indepen-
dence and political liberation expressed one common
aspiration of rapid industrialization and moderniza-
tion. What should have been the proper path to in-
dustrialization? Economists of all schools over-
whelmingly emphasize the necessity of accelerating
capital accumulation. How might that have been
best achieved? Here the economists diverge dramat-
ically in their viewpoints. Some argue the primacy
of indigenous technological advancement, some ad-
vocate income redistribution policies, some favor
heavy utilization of foreign aid, and some even en-

courage the liberal use of inflationary policies, etc.

~ Most notably, a school of development economists

represented by S. R. Lewis brilliantly intuited that
by exploiting the vast surplus labor in developing
countries, the bottleneck of capital accumulation

could be overcome in favor of rapid industrializa-




tion. Lewis and others not only gained theoretical
prominence, but also widespread policy influence.
In fact, most developing countries have embarked
on the Lewisian path of industrialization in one
form or another.

However, by the 1960s, many of these coun-
tries discovered that their economies had either run
into a dead-end under Lewis’ grand strategy, or
still worse, industrial production capacity was ex-
ceeding market demand even as the labor market
remained plagued by vast surplus from the country-
side. The latter phenomenon raised an important
challenge to academics and policymakers alike: Is
the main predicament facing developing countries
one of inadequate supply or inadequate demand?
Simply put, is it one of chronic surplus or chronic
shortage? This challenge is most acute for the prac-
titioners of Lewis’ theory: for following the basic
tenets of classical economics, barring troubles

in market clearance, there should not be a chronic




lack of demand in a labor-surplus economy.
Evidently, development economics urgently needs a
new, comprehensive theory to account for the eco-
nomic probiems under the unique condition of labor
and capital “dual surplus.”

Since the middle of 1990s, the Chinese econo-
my has undergone a rapid shift from a “shortage”
to a “surplus” economy. How should the “surplus”
problem be handled? Domestic macroeconomic the-
orists have put forward two basic approaches:

The first approach supports that duplication
construction and overheated competition in low
quality goods for many years have created struc-
tural distortion on the supply-side, leading to ex-
cess production. In other words, surplus economy
resulted directly from a mismatch between the sup-
ply-side and a quickly evolving demand-side, in
particular from a failure to follow changing con-
sumption patterns. Thus, the prescription for the

problem of surplus would include structural




