& Theory and Method in Economic Development ¥

vpprec1ates the dialectic relationship between the society, the
olity, 'and the economy.

Within a given paradigm or world view several competing
}eones may exist. These internal arguments are part of any school
Qgtbought s historical legacy——varymg interpretations of what
*happened and why. In “The Misconceptions of ‘Development
E%%onomlcs,’ ” Deepak Lal claims that the attempt to create an
economics of development is fundamentally misguided. This is so
»“because it involves a denial of the applicability of traditional
- economic theory to the problems of developing countries. In
" particular it denies the universal existence of economizing
behavior, exaggerates the importance of market failures, and
#believes that political authorities can allocate resources better than
" +the market. Amartya Sen defends the record of “development
Onomlcs, claiming both that the criticisms are inaccurate and
that there has been substantial development.

“*Howard ]J. Wiarda claims in “Toward a Nonethnocentric

_'Theory of Development: Alternative Conceptions from the Third

“World,” that rejection of the Western model of development; in its
several varieties, is now widespread in the Third World. There are
many new and exciting efforts to construct indigenous models of
-development that are more compatible with local values and

" .traditions. In this sense they are more in line with the political

economy paradigm.
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~ Paradigms of Economic
Development and Beyond
Charles K. Wilber and Kenneth P. Jameson

I. INTRODUCTION

During the more than thirty years since the end of World War II and the
founding of the United Nations, “development” has captured the attention
of economists and statesmen alike. Of course international inequalities are
not new, but three factors account for this recent emphasis: (1) the realization
that the worldwide spread of markets has not automatically brought the
benefits promised by nineteenth-century economic theory; (2) the emergence
of socialism as a viable development alternative; and (3) the pressure for
economic development exerted by the newly independent countries of Latin
America, Asia, and Africa with the resulting challenge to existing economic
relations. In all of these cases, the meaning of “development” is a crucial
element. :

Theorists and practitioners of development have written and labored in
universities, government agencies, and' international institutions. Interna-
tional conferences have been held, billions have been spent on foreign aid,
and thousands of experts now earn their living from development. However,
this prolonged preoccupation has not resulted in a generally accepted expla-
nation of the process of development. Indeed, an initial survey of the field
would seem to suggest an analogy with the Tower of Babel. Closer examina-
tion, however, shows that there are two main categories of treatments of
development, one we will term “orthodox” and the other “political econ-
omy.”

One of the purposes of this chapter is to suggest how the diverse writings
on development can be understood as belonging to these two competing
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ccompany work within either of these two traditions may actually hamper
.our%nderstandmg of development we must move beyond them to an ap-

ététus_ of economics as a science has .provoked active debate in recent
: Some claim that economics has indeed gained the coherence and ex-
ory power to qualify as a science, while others claim that it is presently
inia prescientific state and is likely to remain there forever. Of course the
entire debate traces back to the work of Thomas Kuhn,! who in his history
of science used the construct of the “paradigm” to show that science and its
developmefif are much more complex than the simple march of value-free
-_ knowledge which progresses by its own persuasiveness.
.. !iThereis no need to enter into the debate on the nature of economics nor
: 3‘vmto the hot phxlosophxcal debate sparked by Kuhn. As a device for ordering
‘thinking about economic development, the concept of a paradigm will be
‘useful
“ For our purposes a paradigm is a world view shared by a group working
; thinking about a particular topic, e.g., economic development, Such a
§ v\\‘racir’ld view affects their activity across the board: the questions which are
asaligd ;the information which is collected, the method of interpretation of
t&}pt information, and even the group with which there will be communica-
on about the questions. Because of the functioning of this world view and
ﬁ‘E;’hxs scientific community, advances in knowledge about the particular con-
,_“ri}s ©of.this community are facilitated; but it is very difficult to move from
0] orld view or one community to another. As long as the paradigm relates
ﬁuc e§sfully to the questions addressed, there is substantial “progress” i
un(ferstandmg and knowledge. On the other hand, even when the questxons
aren not dddressed with a high degree of success, i.e., when there is a crisis in
";the commumty, members of the community continue to follow the para-
dlgm s guidelines rather than breaking with that world view and adopting
;janother
% This paradigm or general theory—whether it be neoclassical economics,
Marxism, or some other—is usually so much a part of the very thought
process that empirical disconfirmation of some particular hypothesis is almost
automatlcally rejected. There are a variety of specific problems that make it

easy in:economics to reject a disconfirmation as invalid ar\d thus to protect
J the scientist’s theory or paradigm.

First is the ceferis paribus problem. Hypotheses in economics must always
be stated in the form of “if . . . then” propositions. Since the “ifs” do change,
an econometric test that disconfirms the theory can always be rejected as
“mis-specified.” In addition, since hypotheses are stated in probabilistic
terms, a nonoccurrence of the predicted event cannot be used as a refutation
of the general law from which the particular hypothesis was deduced.

Second is the difficulty of constructing a clear-cut test of a hypothesis
in economics. Most of the traditional statistical tests (for example, null hy-
potheses) are very weak and a large number of different theories are capable
of passing them. The choice among alternative theories, therefore, cannot be
settled on empirical grounds. Instead, the desirable qualities of a logical
model—simplicity, generality, specificity, and aesthetic quality—are used,
and the relative evaluation of these qualities is probably determined by one’s
own paradigm.

In the area of development—which is multidisciplinary by nature—these
problems of verification are multiplied many times over. When a general
theory or paradigm has achieved a high level of insulation from falsification
it might best be termed an ideology or, less pejoratively, a parable. As para-
bles, both the orthodox and political-economy paradigms of economic devel-
opment serve two essential and related functions. Each acts to restrict the
scope of what is considered “scientific” inquiry and each serves as a policy
stance for molding society in its image.

Before turning to specific consideration of the two paradigms, let us
indicate in a general manner what the main components of paradigms or
parables of development are. It will be seen that a major consideration is the
view of history implicit in the paradigm, a theme to which we will return in
later sections.

An Outline of Development Paradigms

Both the orthodox and the political-economy paradigms grow out of Western
modes of thought, and thus they have similarities in their patterns of analysis
and thinking. This fundamental similarity can be seen by going back to the
definition of development given in Webster’s Third New International Dictionary.
Development is defined as “the act, process, or result of developing: the state
of being developed: a gradual unfolding by which somethm_g .is developed:
gradual advance or “growth thro_g_,y_rogresswe changes.” This obv1ously
requires examination of the word “develop,” which is defined as “to cause
to unfold gradually: conduct through a succession of states or changes each
of which is preparatory for the next.”

From this we see that development has the implication of a gradual
unfolding or of a passing through stages, each of which prepares for the next.
When applied to the context of countries existing in time, it shows that




ment must be dealt with in a historical context. The historical experi-
Il: condition the stage in which a colintry finds itself and the degree
Which'its development has unfolded.
From the definition, there is another sense in which history is important.
) {3-.1» -an’ “unfolding” implies the stripping off of overlays which are
ding the true nature of the subject; it suggests the gradual emergence of the
’ f the entity which for some reason has been hidden but which reveals
¢  the passage of time. There is in this view a type of teleology, an
‘ ﬁnﬁ hich history is tending or should tend. So development is more than
- simply change or the passage of time; itis change in some particular direction.
chta stance fits quite nicely with the other definition of development, the
ssage from stage to stage. As long as each succeeding stage is a “higher”
- ‘stage, then the process of history and development is again teleological. This
i -‘can: be segn most clearly in the writings of W. W. Rostow on the stages of
_ economic growth,? but it also appears in a close reading of virtually any text
i i '} x_‘é'v‘elopmenl:. Thus, Bauer and Yamey talk of “the widening of the range
© | ofialternatives open to people as consumers and producers”;® Higgins sees
development as “a discernible rise in total and in per capita income, widely
diffused throughout occupational and income groups, continuing for at least
two generations and becoming cumulative”:4 Seers says that it must be
|t 'axt_:”ed in relation to a “universally acceptable aim—the realization of the
0 %igﬁ.tial of human personality”’;5 while, finally, Denis Goulet in talking of
theiFrench school describes their view as “development itself is simply a
5:to’the human ascent.”’¢
ﬁ?& oining together the historical element of development with the teleolog-
alyiit is rather easy to arrive at a view of history as a parable of “progress”
5'}(1 that final goal. It is this aspect of development thinking whose philo-
:sophical roots are examined by Celso Furtado.? . . . g

#AAn his Economic Development, Culbertson® points out that “belief in prog-

i

“characterized the classical writers and Marx as well as'the neoclassical
ol ‘(:)f'development thinking, i.e., that progress is a component of both of
fsgxppeting paradigms of development. The fundamental role of “history
rogress” will be emphasized in the final section of this chapter.
‘Two other components complete the skeleton of the analytical frame-
f'the two paradigms. The first is their attempt to deal with the con-
existence of “underdevelopment.” Obviously few if any countries
aveideveloped fully, and an explanation for this must be a part of the
paradigm. More particularly, why is it that the range of performance is so
vast, f;om that of the United States or Sweden on one end, to a Chad or
Gu}x}ea-Bissau on the other? Thus, a complete view of development must
contain a “theory of underdevelopment” which can provide a plausible ex-.
planation for the existing state of events. The second component, naturally,
is a “theory of development.” In other words, there must be offered some
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explanation of the mechanism or motive force which moves countries
through history in their process of development. It is in the theories of
development and underdevelopment that the two paradigms differ most radi-
cally.

With this as background, we are now ready for a rapid tour through the
two main paradigms of development before turning to an alternative view of
history and to the essays in this volume and their contribution to an under-
standing of the process of development.

III. THE ORTHODOX PARADIGM

Development thinking in the United States has long been dominated by what
we term the “orthodox” paradigm. Although it has certainly undergone an
evolution and has several -variants, its basic outlines adequately encompass
a majority of the writers on economic development in this country. Following
the schema outlined above in terms of its major components, we can sketch
out the general outlines of this paradigm.

The basic goal of development has been seen traditionally as the attain-
ment of a “high mass consumption” society, to use Rostow’s term. It is
understandable, therefore, that orthodox development economists have usu-
ally measured the level of economic development by the level of per capita
income or product. The implicit goal of development appears to be the crea-
tion of societies that replicate the political-economic system of the United
States: a private enterprise economy combined with a representative, demo-
cratic political structure. '

The view of the historical process contained in the orthodox paradigm
is clear from this characterization: it is one in which developing societies move
toward ever greater availability of goods and services for their citizens. This
is the nature of progress, and, as a result, growth in the per capita output of
goods and services is often used synonomously with development. Since the
general unit of analysis is the nation-state, it is the average per capita income
of the whole population of the nation-state that moves to higher and higher
levels as the historical process of development continues.

As might be expected, the treatment of this historical process is closely
intertwined with the theory of development incorporated in the paradigm. It
is often held that development and progress are almost natural and lawlike
and that history is simply a continuum from the poorest to the richest coun-
tries. The main difference between them, aside from natural resource base, is
the time which separates them from underdevelopment.

Rostow’s stages-of-growth model is the best known and most explicit
presentation of this view of historical development. The use of this model as
a framework for analysis of the process of devzlopment assumes that present-
day countries correspond to the “traditional society” stage or, at best, the
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‘preconditions” stage in’the Westerri developed countries. That is, the
resent-day developed countries were onte underdeveloped and all countries
i o" ¢ through all these stages.

i nHow can this development best be brought about, that is, what mech-

: sms ‘'will most surely lead to growth and development? Of course there are
-a‘-vanety of approaches to this problem, but the one which has greatest claim
fb‘the orthodox position is the view that development will be facilitated by
domg nothing, by letting things alone: “laissez faire.”

g3t This view grows out of the model of competitive market capitalism.
“:Since an uncoerced person can be depended upon to act rationally to maxi-
“mize his/her individual self-interest, it is thought that an automatic, self-
egulated mechanism to manage economic affairs naturally emerges in the
cburse of history. These free choices are expected to overcome scarcity and
to resg},t in progress through the automatic adjustments of free exchange in
“'markets. The forces of competition ensure that the economy produces those
goods which people desire and that maximum output is produced in the most
efficient ri3nner.

52 S_ince the process is virtually automatic and technically determined, this
- .suggests the theory of underdevelopment. If development has not occurred,

.’then'the reason must be that something interferes with this automatic pro-

cess. The analysis of obstacles to development is, in effect, the theory of
i wunderdevelopment contained in the orthodox paradigm. Two examples can
Jillustrate the concept of obstacles. One obstacle to growth may be nonrational
behavior, that is, nonmaximizing behavior. Because of cultural dualism,® lack
of n-achievement,’® or other social/cultural/psychological constraints, peo-
e tend to behave in ways that perpetuate traditional forms of economy, and
: thus retard development. Another is the obstacle to the free working of
% arkets created by government regulation and participation in the economy??
and by the imperfections of markets caused by the low level of develop-
ment.!2 These two categories of obstacles hamper the automatic progress of
.development which otherwise would take place.

&1 The possible existence of such obstacles represents a challenge to policy-
: 1 akmg, and two main responses to this challenge have developed since

g World War II. In addition a third response, growth with equity, has devel-

i ,_:Qped in recent years as a reaction to what is perceived as the failure of
.s-development programs.

~ Laissez Faire and Planning Responses

-“Suggested policies to overcome these obstacles to the automatic process of
'devglopment have been quite varied. However, they fall into two major
groupings: a continued defense of the laissez faire strategy?? or a belief that

_substantial government planning will be required to overcome these obsta-
cles.1
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The laissez faire response is twofold. On the one hand, it questions the
observations of nonrational behavior. There is a large literature in the eco- .
nomic anthropology area which finds rational maximizing behavior in widely
varying situations that would seem on the surface to preclude such rational-
ity. While this may only indicate the protean nature of the concept of “eco-
nomic rationality,” it is a viable response. Similarly the apparent market
failures can be dismissed either as nonexistent or as causing minimal eco-
nomic loss. Harberger’s earlier work!® examines the question for the problem
of monopoly power, and his chapter in this book presents a similar view
critical of\claims of inappropriate factor proportions in production. If such
problems do not exist, then it is apparent that the policy of laissez faire
continues to be viable and indeed desirable from a development standpoint.
Once again the problem of development will be solved with the passage of
time as the underdeveloped countries pass through the same stages as did the
now developed countries.

On the other hand, it is admitted that there may indeed be deviations
from laissez faire. The best example of this is the role which government has
come to play in Third World countries. Government interferes in all areas,
setting prices by nonmarket considerations, distorting the operation of labor
markets through minimum-wage legislation and through providing employ-
ment in the government sector. In addition, the government artificially stimu-
lates demand through deficit spending, thereby generating inflation in the
domestic economy. In this case, the detrimental aspects cannot be overlooked;
action must be taken. Government interference must be curtailed and the size
of government deficits must be cut drastically. The best example of such an
attempt is the effort to implement a “social market economy” in Chile after
the military coup in 1973. This was seen as necessary because of the distor-
tions caused to the economy by the previous socialist regime. Following the
dictates of economic policymakers, generally trained at the University of
Chicago, the government is attempting to implement the above policies, in
essence moving the economy back to a market-based operation.

The planning response is quite different. Those with this perspective
conclude that government must intervene in the economy to offset the an-
tidevelopment impact of the two types of obstacles to development. On the
side of nonrational behavior, the government can attempt to convince its
citizens of the need for “modernization” while at the same time substituting
its own entrepreneurial ability and knowledge to fill that vacuum. On the side
of markets, the government can again offset the difficulties through economic
planning. By developing a coherent overview of the economy and by forcing
this on the actors in the economy through the various means at its disposal,
the orthodox result of growth in income can be attained.

It should be pointed out here that the willingness of government to begin
to supplement or supplant the market has another important result. It also
opens the door to a deviation from consumer sovereignty in deciding the
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roach. These questions can no longer be ignored because it is obvious in
,léx’med economy that income distribution is highly conditioned by the

,suggests that the problem of the “social-welfare function” must be taken into
5”‘(: ideration, and the definition of development must be consciously decided
er‘than simply taken as growth in output.

-*3:6 .- The preponderance of work in the orthodox mold can fit into either of
he two responses noted above. We must now take note of the recent work
f:the “growth-with-equity” group which is a response to the historical
ecord of development programs in the postwar period.

hile there are important differences between the laissez faire theorists and
e planners, they both agree in their assessment of the success of postwar
velopment. They both point to the resounding success of the effort to raise
“'growth rates of GNP. As Morawetz!® points out, “GNP per capita of the
_“*developing countries grew at an average rate of 3.4% per annum during
+-1950-75, or 3.0% if the People’s Republic of China is excluded. This was
+faster than either the developed or the developing nations had grown in any
comparable perxod prior to 1950, and exceeded both official goals and private
pectations.” While there is diversity in GNP performance across countries,
... there is an almost universal increase in other indicators of welfare such as life
’g’xpectancy, which has increased as much in the past two decades in develop-
ng'countries as it did in a century in the industrialized nations.}” The same
be said about the tremendous increase in the availability of education and
' out performance on measures of literacy.!® Of course, these data take into
,,ex&g;ount both the socialist and the capitalist countries, and thus the success
cannot be ascribed solely to the advance of capitalism. But the capitalist
ﬂ_untnes have succeeded in these terms, which seems to indicate the success
ofithe orthodox strategy.
.- Despite its success in raising growth rates of GNP, the orthodox strategy
£ of economic development has seemingly failed in some crucial areas: there is
. continued unemployment, increased income inequality within and among
“ ‘nations, and the stagnation of real income levels among the poorest. The
~common theme that animates all of these criticisms is that the benefits of the
-orthodox strategy of development have failed to “trickle down” to the poor
ik ﬁof the‘'world, and thus there must be a new strategy, growth with equity. Let
. us look at these failures more closely.
In employment, the general experience has been that unemployment has
risen despite the high growth rates; it exists in the world today on an enor-
njious scale, much more severe than in the 1930s. Some economists argue that
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open unemployment in the world is going up at the rate of 8 percent a year,
though Morawetz is much less alarmed. Of note is that this widespread
unemployment emerged during the 1960s, a decade of worldwide expansion
of trade and rapid growth in the economies of developed countries, and that
it often appeared in the countries that were growing the most rapidly.

The second change that is apparent in the data is an increase in the
inequality of income distribution in underdeveloped countries. While there
is an active debate on the meaning of the data, since 1965 the share of Brazil's
national income going to the top 5 percent of the people has risen from 29
percent to 38 percent, and by some estimates to 46 percent. In Kenya, the top
20 percent appears to receive 68 percent of the income; in Ecuador, 74 percent
of the income; and in Turkey, 61 percent of the income.

The third problem area is absolute poverty: the inability of persons to
provide for their basic needs. Adelman and Morris studied income shares in
43 noncommunist, underdeveloped countries during the post-World War II
period.? They found that as economic growth proceeded, the share of the
bottom 60 percent of the people fell relatively. But they also found that in
poorer countries the income of the bottom 40 percent had fallen absolutely -
as well, i.e., these people had less income in absolute terms at the end of these -
two decades of development than they had had in the beginning. Adelman
and Morris’s statistical results correspond well with evidence gathered in
certain areas: India, Pakistan, northern Mexico.

In response to these depressing results many orthodox development

economists began to search for ways to modify their vision of “development
= growth in per capita GNP” to include a concern for channeling the benefits
of growth to the poorest. Thus there is emerging a third major response
within the orthodox paradigm, one that has been termed “growth with eq-
uity.”’20 :
The growth-oriented theory of economic development stresses that ine-
quality of income is necessary to provide incentives for investment, If self-
interested, maximizing individuals are allowed to seek differential rewards
for their efforts and risk-taking, total income will be maximized in the pro-
cess. Then (if you are a conservative) the benefits will eventually “trickle
down” to the less successful in the form of higher wages; or (if you are a
liberal) the state could redistribute the benefits when society is rich enough
so that incentives will not be drastically impaired. Unfortunately, as seen
above, the results of these two strategies in underdeveloped countries are not
very encouraging. Forty percent of the people live and die all too early in the
meantime.

The growth-with-equity adherents argue that the “grow now, trickle
later” approach not only has problems of execution but is badly flawed in its
conception of strategy. Three problems are cited most commonly.

First, a cbuntry cannot grow now and redistribute income later because
of the structures which develop with unequal growth. For example, as-growth
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eéds, those receiving tfie income obtain mcreased political power to op-

,{gr JA second prob]em with the growth strategy is that the poor moved into
‘cities in far greater numbers than theory assumed. Todaro?! argues that
’every job opening up in the cities, three people migrate from rural areas
3 ookmg for jobs. Thus, for every job created, two people aré attracted who
“end up unemployed. In addition, the demonstration effect of urban life has
been a major magnet in drawing people from the rural sectors to the urban
areas.
% Fu}ra,lly the argument is made that certain key aspects of the development
. process simply have been ignored. Agriculture is one of these. It was given
" the role of fueling the industrialization process by providing various sur-
pluses Buf it turns out that this was often at the expense of the vitality of
- the sector, and in many cases agriculture has become unable to provide the
“=_“basic food needs of the population. Similar benign neglect was accorded
broader social and political aspects of development, with little concern given
)o soc1al and pohtxcal mob1112at1on and partxmpatlon

! prbbably undesirable: for most poor countries in the near future. Thus these
theonsts are strugglmg to come up w1th an approach that will achieve some

ntries where this has happened This places them to some degree in the
”Iustory progress” school, but they are much less sure of this than of other

,&&}hodox responses.
S8 Another common factor is their implicit assumption concerning the
geasants in less developed countries. They regard most people in the poor
: countnes as responsive to economic opportunities; thus the bottleneck in the
POOr countries is not the peasant, but is more likely the capital city’s powerful
. elite who have failed to design projects that provide meaningful opportunities
to peasants. Common explanations of this failure are: first, the people at the
top do not understand the people at the local level and their needs; second,
th_ey have been following a development-from-above syndrome, keeping all
the incentives, all the management, all the cash in the hands of the central
~’planners; or, finally, they have been following misguided policies favoring

_<urban consumers. Any effort at growth with equlty must correct these inade-
.gquate economic policies.

Finally, growth-with-equity theorists all give considerable emphasis to

v
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the social and political variables in achieving growth and equity. They argue
that one of the crucial limitations of past approaches was their narrow focus
on simple economic factors—land, labor, and capital—to the exclusion of
political, social, and cultural factors.

Despite these common starting points, growth-with-equity theorists es-
pouse a wide variety of development strategies; in fact, some seven growth-
with-equity strategies are discernible: employment generation, the redirect-
ing of investment, the meeting of basic needs, human resource development,
agriculture-first development, integrated rural development, and the New
International Economic Order.?2 They are not all mutually exclusive, of
course, and some are quite complementary. They simply approach the prob-
lem of elirninating poverty from different angles. Their unifying thread is the
intention to deliver greater benefits to the bottom half of the population.

The two most fundamental strategies are “meeting basic needs”?* and
the “New International Economic Order.””24 . . . Streeten argues that the goal
or target of development should be to meet the basic needs of all people
everywhere—food, water, clothing, shelter, medical care, education, and par-
ticipation in decisionmaking. In addition to meeting these needs directly,
employment generation,?® the redirection of investment,?® human resource
development,?’ agriculture-first development,?® and integrated rural devel-
opment?? can all be seen as indirect ways of meeting basic needs.

All but one of these strategies focus on efforts within the under-
developed countries. However, those who call for a New International Eco-
nomic Order argue that while internal changes are necessary they cannot
succeed without a major restructuring of those international institutions—the
international monetary system, tariffs, multinational corporations, etc.—that
at present result in discrimination against the poor countries.

It should be noted that growth with equity has not brought unanimity
to the orthodox camp. The traditionalists within the orthodox paradigm
retort that the growth-with-equity case is built on sand. They claim that the
data are insufficient to prove a worsening of living standards and, in addition,
that traditional strategies are being judged too soon. Western development
exhibited increasing unemployment and income inequality as a stage before
growth finally spread its benefits to the poorest part of the population. More
time is needed before the growth approach can be declared a failure.

While the growth-with-equity approach developed within the orthodox
paradigm and still has one foot firmly planted there, its tendency to endorse
policies that supplant markets and deliver goods arid services directly begins
to move it closer to the political-economy paradigm. Certainly many of those
who call for a New International Economic Order are adherents of depen-
dency theory, one of the two main variants of the political economy para-
digm. Celso Furtado is one of the best examples.

At this point the boundaries between the two paradigms become blurred,
and the view of history as progress is not so clear. The growth of unemploy-
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"_me.nt, inequality, and absolute poverty certainly have tarnished that belief.
We will return to these questions after consideration of the political-economy

*IV. THE POLITICAL-ECONOMY PARADIGM_
: e other main approach to development is what we term the political-
" economy paradigm. It takes a very different stance from the orthodox ap-
proach, and the contrast highlights the arena of paradigm competition.
Within the orthodox paradigm the more traditional laissez faire and
‘.planning economists focus on economic growth as the key to development,
hile the growth-with-equity economists concentrate on the distribution of
'*t}}’e benefits of growth to the poor. Political economists are more concerned
gyyith the nature of the process by which economic growth is achieved.?® In
ddition, traditional economists look on people’s values as means. Since the
oal is growth, if people’s values have to change in order to get growth, then
s((')k:iety must effect that change. But for political economists, one goal is to
* enhance people’s cere values. Development becomes the means, not the end,
for the end is to enhance what people value. Development or érowth is
desirable only if it is'consistent with people’s deepest values. Thus, political
.economists such as Denis Goulet define development as “liberation.”’3!
This means liberation from oppressive and exploitative relationships
_both internally, among people within the country, and externally, among
‘nations. The key question is: Who is controlling the development process? To
i)_tply Paulo Freire’s terminology of the educational process32 to the develop-
ment process implies the question: Are people (or classes) and nations objects
,,o_f development under someone else’s control or are they subjects of develop-
ment, in control of their own destiny? '
; Development is thus seen as the unfolding, in human history, of -the
rogressive emancipation of peoples and nations from the control of nature
nd from the control of other peoples and nations. A major task then becomes
; IHét’ of explaining why this process has progressed much more with some
£ i"_"préoples and nations than others. At this point there emerge within the politi-
- cal-economy paradigm two major schools of thought—the Marxists and the
A 'g}fépendency theorists. The key difference between them resides in where they
* identify the locus of power and control. The control and use of the economic
~'surplus of society is seen as the key to power and control of development.
J:Iie Marxists focus on the internal class structure as the key to understanding
control of the economic surplus. Dependency theorists focus on relationships
between nations. This is primarily a matter of emphasis. Marxists have al-
ways been concerned with imperialism, and dependency theorists are con-
cerned with the connection between the internal class structure and external

dependency. But the different emphasis is important in understanding the
political-economy paradigm.

¢

Development and Beyond 15

The economic or social surplus is viewed as a residual factor—that which
remains after necessary consumption has been subtracted from total outPut,
Political economists argue that control of this economic surplus determines
the nature of the development process. If a landed aristocracy controls th.e
surplus you will get one style of development, if the middle class controls it
then you will get a different style. The degree of foreign control of the surplus
also will shape the strategy of development.

The economic-surplus concept is used by both Marxists and dependency
theorists to analyze historical development and explain the existence of un-
derdevelopment. We now turn to that analysis.

Development and Underdevelopment

At least at a superficial level, the stance of the political economist vis-a-vis
history is quite similar to that of the orthodox writer. As Marx said, “the
developed countries simply show the less developed countries their future.”
Thus the forces of nature will of necessity push economies from a precapital-

ist stage through the capitalist stage into either a socialist stage, which is the ~

prelude to a communist society for the Marxist, or into self-reliance within
a New International Economic Order for the dependency theorist. The pro-
cess is inexorable, ensuring that history will bring progress. Nonetheless,
« there is a substantial difference between the two paradigms on specifics of the
process. Whereas an automatic process was simply assumed by the orthodox
approach, no such automatic transit is assumed by the political economists.
The progress of history will come about only through the efforts of men:
“Man makes himself,” It will be through a long and costly struggle that
history will advance, with each phase containing within it contradictions
which must be exploited and which in their resolution will move the system
the next step on the path. But those who control the economic surplus at a
given time will not give in easily and thus progress will always be difficult.
But it will come about as history and development move synchronously.
In this paradigm, the theory of underdevelopment has received the bulk
of the interest, for it is only by understanding the forces of underdevelopment
that the contradictions can be located and the struggle launched to resolve
them. Let us take as our starting point the treatment of Western capitalist
development, common to both variants of the political-economy paradigm,
which, in turn, is the springboard for their separate theories of underdevelop-
ment.

Capitalist Development in Europe and the United States

The development of capitalism in the West faced the need for change in the
social structure so that the change-oriented middle class could become the
leaders of society. This often involved a more or less violent struggle for
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- ‘supremacy between the 6ld social order and the emerging new one. The
+.English Revolution of 1640, efiding with the supremacy of Parliament in
1121688, replaced the feudal lords with the landed gentry and urban middle class
:as the dominant classes in England, thus preparing the way for later economic
pgggfgss. The French Revolution of 1789 replaced the old aristocracy with the
new middle class. The lack of such social change was a major factor in the
economic stagnation of Spain after the seventeenth century.
,é%:» ‘This change in social structure enabled the economic surplus to be pro-
ductively used. As Professor Dudley Dillard has pointed out: “Productive use
of the ‘social surplus’ was the special virtue that enabled capitalism to outstrip
“Jall'prior economic systems. Instead of building pyramids and cathedrals,
. those in command of the social surplus chose to invest in ships, warehouses,
_."réw materials, finished goods and other material forms of wealth. The social
Vit .+ surplus was thus converted into enlarged productive capacity,”’3?
s ‘Before this productive investment could take place, the economic surplus
had to be channeled into the hands of the new progressive class of society.
:'QEﬁglandy the profit inflation (the rise of money prices faster than rents
",'z_a'r}ld/or money wages) of 1540-1640 and 1795-1815 redistributed. income in
sthe first instance from landlords with fixed money rents to the rising gentry
and merchants, and in the second from wage earners to profits on capitalist
enterprise. Also the lag of real wages behind increases of productivity in the
~eighteenth and nineteenth centuries further increased profits from which new
- “investment was made. This accumulation of capital enabled new technology
to be utilized, which, by reducing costs, enabled more capital to be ac-
.. cumulated.
st Such a period of development is always characterized by discontent and
; ﬁgﬂué‘uest because of the great changes taking place. In the case of the develop-
3 _?'gnt of the capitalist countries, this required action on the part of a powerful
ational state to facilitate the social changes and accumulation of capital and
.SUppress any attempted interference with the process.
;.*:" The appearance of a new “spirit” not only facilitated social change in the
cgpltalist countries but also promoted capital accumulation and economic
gYelopment. The Protestant ethic encouraged thrift and reinvestment of
savings by the middle classes, and hard work and obedience by the working
classes.
i “The sum of these historical events was a social revolution that destroyed
ghe_ olq feudal social order and brought to the fore a new class that was change
bri,en_ted, and into whose hands the economic surplus was channeled for
i prqductive use. This, coupled with the rationalization of agriculture that took
"'place, enabled capital to accumulate and economic development to proceed.
‘% Since this process revolutionized the economies of Western Europe and
North America, why did it fail to do so in Asia, Africa, and Latin America?

That is, what are the causes of underdevelopment suggested by the two
" “political economy variants?
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Two Theories of Underdevelopment

Let us start with the Marxist view. Capitalism entered most underdeveloped
countries the “Prussian way”’—not through the growth of small, competitive
enterprise but through the transfer abroad of advanced large-scale business.
Thus, capitalist development in these countries has not been accompanied by
the rise of a strong property-owning middle class and by the overthrow of
landlord domination of society. Rather, an accommodation has taken place
between the newly arrived business class and the socially and politically
entrenched agrarian aristocracy.3 .

" Therefore, there is neither vigorous competition between enterprises
striving for increased output and rationalized production, nor accumulation
of the economic surplus in the hands of entrepreneurs forced by the competi-
tive system and the spirit of a middle class society to reinvest as much as
possible in the continuous expansion and modernization of their businesses.
The result is that production is well below the potential level, with agriculture
still being operated 'on a semifeudal basis, and with waste and irrationality
in industry protected by monopoly, high tariffs, and other devices.

For these and other reasons the actual economic surplus is much lower
than the potential social surplus, which is the difference between the output
that could be produced in a given natural and technological environment and
what might be regarded as necessary consumption. A large share of the
potential social surplus is used by aristocratic landlords in excess consump-
tion and the maintenance of unproductive laborers. In addition, a large share
of the actual social surplus is taken by businessmen for commercial opera-
tions promising large and quick profits, or for the accumulation of invest-
ments or bank accounts abroad as a hedge against domestic social and politi-
cal hazards. Furthermore, in order to obtain social status and the benefits'and
privileges necessary for the operation of a business, they must emulate the
dominant aristocracy in its mode of living. The potential social surplus is
further reduced by the substantial quantity of resources used to maintain
elaborate and inefficient bureaucratic and military establishments.

- Although other factors undoubtedly have much to do with the inade-
quacy of the amount and composition of investment, the waste of a large
portion of the social surplus due to the prevailing social structure is probably
one of the major causes of economic stagnation.

In addition, the prevailing social and economic structure breeds a system
of social relations, habits, customs, and culture that retards social and eco-
nomic development. The preindustrial attitudes of peasants and workers
operate against change, but even more important is the attitude of the ruling
classes and the state which they usually dominate. These ruling classes know
that if social and economic development comes, their power, status, and way
of life will be threatened. Therefore, they continuously and actively oppose
all kinds of social change. ‘
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generahzatxons from the histerical development experience of the Soviet
nand China. Until recently the Soviet madel of development was looked

} uidance in development strategies. Thus it is worthwhile to take a
“closer look at it.

Ao “*é'l'he Soviet model,¢ as historically derived, can be subdivided into three
”eié'f)rec_ts:fthe'pr'econditions of the model, the institutions characteristic of the

3 mbdel,}‘nd the strategy of development in the model.

s % e Ppreconditions of the model include severance of any existing colo-
nial’ bond with capitalist countries, elimination of economic domination by

.-forélgn capitalists, and redistribution of political and economic power. In

un\ “this will usually mean a social revolution which, at least nominally,

',Ehsvtnbutes political and economic power to the workers and peasants.

o Tﬁ‘e institutions characteristic of the model include collectivized agricul-

ture,’pubhcl owned enterprises, comprehensive central planning, centralized
'_ tnbutlon of essential materials and capital goods, and a system of adminis-

ok ahv‘e ‘controls and pressures on enterprises, in addition to incentives, to
ensure compliartce with the plan.

% ,”The strategy of development in the model encompasses high rates of
c'apitdl, formation; priority of basic capital goods industries; bias in favor of
modern, capital-intensive technologies in key processes combined with

: labor-mtenstve techniques in auxiliary operations; an import-substitution
pohcy in mternat\onal trade; utxhzanon of underemployed agncultural labor

thebréts W1th1n the orthodox paradxg,m, many Marxists and dependency
sts turned to Chinese experience as an alternatwe to the Sovxet model

v,posmon, the concentration of power in the hands of the Communist party
at ‘the expense of the mass of people, the focus on industrialization to the
- neglect of agriculture, and so on.

) many pohtxcal economists China seems a more appropriate model of

ina’s gains in health care, sanitation, worker organization in industry,
evelopment and rural mobilization. It is apparent that if China had not
s,; gpohtxcal economists would have had to invent it, for the validation
glves to the political-economy approach is substantial and crucial.
_'e,,general model drawn from Chinese experience is one in which
reliant'development is pursued with an emphasis on fulfilling people’s
basic human needs (food, shelter, health, education) and on providing institu-
-tlonalfstructures (brigades, communes, etc.) that enable people to exert con-
trol pyer the conditions in which they lead their lives.
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Most dependency theorists are more circumspect about citing China as
their model of development. They concentrate instead on the elimination of
dependency relations through the call for ew International Economic_—.
; requently coupled with a rather vague endorsement of a
self-reliant socialism tthe dictatorial political control of China. .
THus, their major concern is returning control of the development process to
the individual iation-states. S eorists realize that eliminat-
ms not necessanly empOower | e mass Of poor

ing externa

- A class analysis sis demonstrates that
the eadmg ehtes in many underdeveloped countries—particularly those
countries mostintegrated-into-the international economy—are less than eager
to pass control to the poor.®®

meconomists see the historical process of devel-
opment sidetracked into the blind alley of underdevelopment. Traditional
Marxists see this as due to the fallwuhe__m@dl_g class to perform its

historical mission of creating a dyna apitalist society. Deyenib—__’* ncy theo-—
rists argue that speci nditions led to a dependent relationship between,

cﬁmcﬂ:mwnr’/wmh&dmdopmenwuhuatm

MarxxWre he middle class with control by
WOWMWL for an end to d depen-

dene n tak f-their own development.

In closing this discussion of the political-economy paradigm it should be
noted that this readmg of historical development is not universally agreed
uporr by political economists. . . . [W]riters such as Bill Warren, although
speaking from a Marxist perspectxve, claim that there have been tremendous
increases in the forces of production in the postwar period, that development
is indeed occurring in exactly the way that Marx would have predicted.
Countries such as Brazil; Mexico, and Nigeria are going though a capitalist
revolution. This process and its success will bring forth the contradictions
which will eventually lead to a socialist overthrow of the capitalist system.
Thus, these political economists agree with the traditional economists of the
orthodox paradigm that development is occurring. They differ in believing
that, after development occurs, conflict that will eventually lead to socialist
revolutions will develop among all the advanced capitalist countries. Here
again, the boundaries between the two paradigms become blurred, but these
two sections should have made clear the basic utility of the paradxgm divi-
sion.

Nonetheless, it is the contention of the remainder of this chapter that it
is necessary to pass beyond these paradigms and, in particular, to break free
of their implicit belief in the natural progress of history. We suggest that
seeing history as “convoluted” avoids many of the reductionist failings of our
postwar paradigms, and in general that the remaining chapters of the volume
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7+ +The governments of these countries are poor agencies for enforcing the
necessary changes, even though they claim the desire to do so, because often

“they are controlled or at least heavily influenced by these same wealthy

‘.i.'cl‘_gés'és. Governments which have attempted basic alterations in the social and

éEé';x;Qmic structure have usually fallen, victims of a coup d’etat.

e ; Many of these governments fear the prospects of development; their

ruling classes realize better than we do the revolutionary potential which is

iy

‘cgnt‘éi_n‘ed in social change. They realize that even an attempt at peaceful,

‘q!ﬁtidnary development could quickly gain momentum and proceed to a
1§ﬂuma;tjbr}" where whole social classes are destroyed and’ basic institutions
en&dlded.‘

ohn Gurley has elsewhere encapsulated this view quite succinctly:
e
Social scientists these days usually suppose that all governments really
- wanfeconomic development, and if they do not achieve it, then it must
be because the problems are unusually difficult to solve, or that solutions
* take a rather long time to work themselves out. Persistence and technical
knowledge are what is required for success. This supposition, however,
"'does not adequately take account of the class structure of societies, the..
often conflicting aims that exist among the various classes, and the class
nature of “success” and “failure.” When poverty is looked at from the
standpoint of the ruling classes, it may not be a failure of the system at
'all but rather a prerequisite for the continuation of their accumulation of
wealth, their privileges, and their social, political, and economic domi-
ation of the society. . . .
: " A thorough-going programme of economic development, which is
spread widely and reaches deeply into the structure of the society, is a
dangerous thing to ruling classes, for it tends to undermine-the very
3-.-.attributes of the masses of people that nourish the wealthy and powerful.
4 Such a programme awakens people, and it is often best that they doze;
:,j'l‘:‘it[mobilizes people for gigantic economic efforts and such organization
’“_c‘ah'\be turned into political subversion; it sweeps away illusions, but may
p_efﬁ’their eyes to the causes of their own oppression.
%  Furthermore, any serious economic development programme that
volves industrialization threatens existing class structures by creating
new economic bases from which arise new social classes, and weakens the
economic foundations which support the present dominant classes.?s

~' " Thus there is little likelihood that underdeveloped countries will simply
progress-along the path which has been traversed before. Capitalism has
failed in its historic mission to develop the Third World. Rather, they are
doomed to underdevelopment unless they undertake a process of struggle to
take'advantage of the contradictions of the- capitalist order.

VM KR
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Dependency theorists would not necessarily disagree with this view of
Third World underdevelopment; but they would argue that it does not give
enough emphasis to the underdeveloped countries’ own history and to their
interaction with the developed countries.

Starting with the historical studies of underdevelopment pioneered by
Celso Furtado, André Gunder Frank, Keith Griffin, Osvaldo Sunkel, and
others, a dependency perspective on this process of development and under-
development has been in the making, particularly in regard to Latin America.
This structural approach builds on the history of capitalist development
presented above. The development of capitalism and the world market is seen
as a twofold process. A highly dualistic process of underdevelopment of Africa, Asia,
and Latin America is the consequence of the process of development of Europe and
North America. This twofold process created a situation of dependence in
which the underdeveloped countries became appendages of the developed
countries.

This approach emphasizes the role of dependence in shaping the internal
economic, social, and political structures (and thus control of the economic
surplus) and in shaping the external relations of underdeveloped countries.
Dependency means that many of the most important decisions about devel-
opment strategies—decisions about prices, investment patterns, government
macroeconomic policies, etc.—are made by individuals, firms, and institu-
tions external to the country.

The siwmrg@%gm in
dem,'n/dgfcwheery\iw,as—a-pmcess_where by an_underdeveloped-
country, characterized by subsistence agriculture and domestic production,
progressively becomes integrated as a dependency into the world market
through trade or investment. Its producti comes geared mE'de—xﬁa‘qdi
of the world market-and particularly of the developed countries, with a _
consequent lack of i i en—the—parts—of—thé_doWL

Thus both agriculture and i become export oriented.

Two Views of Development

The final ¢component of the models is their theory of development. Here the
lack of elaboration is as notable as the wealth of analysis in the theory of
underdevelopment. The Marxist theory of development suggests that the
capitalist structures which exist and inhibit the development of Third World
countries must be overthrown and replaced by a socialist society. This will
in turn become a communist society over time, but the basic step must be the
overthrow, violent or otherwise, of the capitalist structures.

What is to be done after the revolution? Political economists, Marxists,
and dependency' theorists alike have not developed any theories of develop-
ment. Rather Marxists and many dependency theorists have drawn empirical
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s ould be taken as examples of analyses which do move beyond these
conﬁnes -

_ l o at the postwar record indicates that countries prospered and stagnated
Ao :l.‘_fregardless of socxal system or development strategy. Brazil and Mexico grew
i ‘fyvl‘ule thelr poor suffered. Costa Rica grew and-Cuba failed to grow while
: thexr poor prospered. Both China and Taiwan are cited as “models” of devel-
: ,opment Both Tanzania and Peru are floundering. Capitalism has not brought
“freedom to Chile or South Korea and socialism has not brought liberation to
'.,Cambodla or North Korea. There have been increases in both per capita GNP
nalrurtrition, decreases in both infant mortality and political freedoms,
~'and decreases in both external dependency and control by the poor of their
,." ‘hves. This concrete record of “progress” challenges us to rethink our
-approach to “development.” oy
As noted above, the starting point for thiriking about development is
_ some conception of history. An initial responsé to our idea of convoluted
‘reahty which might aid in understanding the later chapters would be to
o} become wary of the accepted conception of history and to attempt to avoid
assummg the view of historical progress which is common to.both of the
: paradigms. History as we live it simply does not seem to be moving in that
du'ectxon The parable of historical progress common to both the orthodox
and:polxtlcal economy paradigms is a metaphor that may be useful in study-
inglan. abstraction—civilization or socialism—but it is misplaced in studying
_ ‘the’ actual development of Peru or Uganda

‘E

tapplied. The larger, more distant or more abstract the subject, the greater
i.the utility of metaphor-derived attnbutes

slthe applxcabxhty to it of the theory of development and 1ts several
: conceptual elements.
. It is tempting enough to apply these elements to the constructed
A__en.tltx_es which abound in Western social thought: to civilization as a
¢ s%f,»ﬁ&'hole, to mankind, to total society; to such entities as capitalism, democ-
‘ssiairacy; and culture; to social systems as functionalists and others conceive
““them; and to so-called evolutionary universals. Having endowed one or
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other of these with life through the familiar process of reification, it is but
a short step to further endowment with growth—with internal mech-
anisms of growth and development around which laws of progress and
evolution are constructed. Such has in very large measure been the history
of social thought in the West since the time of Aristotle.

It is something else entirely, however, when we try, as much social
theory at present is trying, to impose these concepts of developmentalism
upon, nof constructed entities, but the kind of subject matter that has
become basic in the social sciences today: the social behavior of human beings
in specific areas and within finite limils of time. Efforts to extract this further from

the metaphor of growth are . . . wholly unsuccessful >

Convoluted History, Convoluted Development e

It might be well to examine an alternative view of history, one which comes
out of the writings of the Latin American novelist, Gabriel Garcia Marquez.
In his major work, One Hundred Years of Solitude, *® Garcia Marquez provides us
with a parable of Latin American history since independence which is quite
at variance with our progress notion. History moves forward, progresses, but
it is always doubling back upon itself. In some cases the march of history gets
mixed up and only later resumes its “natural” course. This view we can call
“convoluted history.”

Let us briefly review the story of the book to aid our understanding. It
is the history of a village, Macondo, from its founding to its demise, as seen
through the eyes and lives of one family, the Buendias. Ostensibly there is
the progress which we call development. From an obscure, virtually deserted
swamp Macondo grows and its people prosper. Macondo experiences techni-
cal or scientific progress as new inventions become known: ice, the astrolabe,
the pianola. It experiences economic progress as the diversity of activities
increases, the capstone being the arrival of a banana company which raises
per capita GNP substantially. It also experiences political modernization as
the national political structure develops and incorporates Macondo into its
bosom.

Throughout these experiences of progress, there are doubts. The inven-
tions of science, known for years elsewhere, are used by the gypsies to
dominate the people of Macondo. The banana company effects substantial
changes in the town and the people; but when the company cannot have its
own way, it leaves town and calls down a tremendous rain which “purifies”
the town of its past. In addition, the pohtxcal structure is often quite repres-
sive and unresponsive.

But the real questioning of historical progress comes from viewing the
lives of the Buendias. Every generation has two recurring tendencies. One is
the “Aurelio” tendency, calm and reflective, given to studying the historical
manuscript of the family, yet when challenged, able to react with fury. In one
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case the fury was so great as to drive Colonel Aurelio to lead thirty-two
unsuccessful rebellions. - - -
. s The other recurring tendency is the “José Arcadio” tendency. This de-
o ‘scribes modernizers, the entrepreneurs, who participate and enjoy the new
3 ch_a_.ﬂ"ges which history is bringing them, and usually die a violent death. But
Y ry.is. more complex than simply continuity and repetition. For at one
- .point the twins, Aureliano Segundo and José Arcadio Segundo, are mixed up;
d‘they live part of their lives acting as the other. Finally history triumphs
: ,bnngs them back to their own nature.

Hn .;‘}But underlying the currents of history is one con51stent concern: the
ok atrempt to understand and to decipher the parchments left by Melquiades the
: gypsy There is a gradually growing understanding, which reaches its fruition

when the last Aureliano, Babilonia, learns to read the parchments which are

the entlre‘}"ustory of his family condensed into one moment. As he reads, that

}ustory ends and is blown away by the wind “because races condemned to
; one hundred years of solitude did not have a second opportunity on earth.”
Thls is cestainly a different version of history.
et it is a version which may fit the process of development better than
the idea. of “progress,” and it is one which can place the chapters of this book
a ‘useful perspective. In some sense the writers of the later chapters are

‘attemptmg to decipher the parchments of development, to read and under-

stand the history of development in Third World countries. In addition, they

are doing so in an effort to wipe out that history, to call forth the wind to

.~ banish underdevelopment and to facilitate policy which can bring about
meamngful development.

‘The import of Garcia Mérquez’s parable of convoluted history is that

= there is no simple historical march of progress. There are no general paths to

&y development just as there is no general definition of development. Each

*‘p_e,gple must write its own history. As Denis Goulet says regarding the strat-

‘egy,of development pursued by Guinea-Bissau: “Paradoxically, the lesson of

greatest importance is that the best model of development is the one that any society forges

4 "'l,’ﬂlf on the anvxl of its own specific conditions. "4t

another, and prescribed the most diverse remedies for all the diseases they
:W.ére familiar with. But it never occurred to one of them to make the
s_ixx"tple reflection that they could not understand the disease from which
Natasha was suffering, as no single disease can be fully understood in a
living person; for every living person has his complaints unknown to
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medicine—not a disease of the lungs, of the kidneys, of the skin, of the
heart, and so on, as described in medical books, but a disease that consists
of one out of the innumerable combinations of ailments of these organs.

While Tolstoy’s depiction of every illness as a unique event may no
longer be justified, economic development is even more of an art than medical
diagnosis. Economic theorists can scientifically explain the results of under-
pricing capital regardless of country or time. Development economists, on the
other hand, are diagnosticians of the particular illnesses of particular coun-
tries at specific points in time. They are forced to transcend a specific scientific
paradigm to become artisans of the particular.

This throwing off of the conceptual blinders of the paradigms holds out
hope that development will become a means to serve people and that there
will be fewer tragedies like Chile and Cambodia, where people are seen as a
means to promote development. “If there is to be a possibility of choosing
a human path so that all human beings may become the active subjects of
their own history, it must begin at the level of new analysis. . . . Development
should be a struggle to create criteria, goals, and means for self-liberation from
misery, inequity, and dependency in all forms. Crucially, it should be the
process a people choose, which heals them from historical trauma, and ena-
bles them to achieve a newness on their own terms.”’?
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Ideas have copsequences. The body of thought that has evolved since World
War I and is called “development economics” (to be distinguished from the
orthodox “economics of developing countries”) has, for good or ill, shaped
policies. for, as well as belicfs about, economic development in the Third
World. Viewing the interwar experience of the world economy as evidence
of the intellectual deficiencies of conventional economics (embodied, for
instance, in the tradition of Marshall, Pigou, and Robertson) and seeking to
emulate Keynes’ iconoclasm (and hopefully Tenown), NuUMerous economists
set to work in the 1950s to devise a new unorthodox economics particularly
suited to developing countries (most prominently, Nurkse, Myrdal, Rosen-
5 :Rodan, Balogh, Prebisch, and Singer). In the subsequent decades nu-
! merous specific theories and panaceas for solving the economic problems of

R the Thxrd World have come to form the W-‘»
ic8 . These include: the dual economy, labor surplus, low level equilibrium

trap, nbalanced growth, vicious circles of poverty, big push industrializa-

xtmn, foreign exchange bottlenecks, unequal exchange, “dependencia,” redis-

tnbutlon with growth, and a basic needs strategy—to name just the most
mﬂuentxal in various times and climes.

(@ Those who sought a new economics claimed that orthodox economics

: aSs(l) ‘unrealistic because of its behavioral, technological, and institutional

- a‘:% 1 ptxons and (2) irrelevant because it was concerned primarily with the

ffi i ent allocation of given resources, and hence could deal neither with the

“so-called dynamic aspects of growth nor with various ethical aspects of the

allevxatlon of poverty or the distribution of income. The twists and turns that

the unorthodox theories have subsequently taken may be traced in four major
areas "(1) the role of foreign trade and official or private capital flows in

From-ﬁnnna and Development, 22 (June 1985), pp. 10-13,
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promoting economic development, (2) the role and appropriate form of in-
dustrialization in developing countries, (3) the relationship between the re-
duction of inequality, the alleviation of poverty, and the so-called different
“strategies of development,” and (4) the role of the price mechanism in
promoting development.

The last is, in fact, the major debate that in a sense subsumes most of
the rest, and it is the main concern of this article; for the major thrust of much
of “development economics” has been to justify massive government inter-
vention through forms of direct control usually intended to supplant rather
than to improve the functioning of, or supplement, the price mechanism. This
is what [ label the dirigiste dogma, which supports forms and areas of dirigisme
well beyond those justifiable on orthodox economic grounds.

The empirical assumptions on which this unwarranted dirigisme was
based have been repudiated by the experience of numerous countries in the
postwar period. This article briefly reviews these central misconceptions of
“development economics.” References to the evidence as well as an elucida-
tion of the arguments underlying the analysis (together with various qualifi-
cations) can be found in A. O. Hirschman'’s Essays in Trespassing (Cambridge,
1981).

DENIAL OF “ECONOMIC PRINCIPLE”

The most basic misconception underlying much of development economics
has been a rejection (to varying extents) of the behavioral assumption that,
either as producers or consumers, people, as Hicks said, “would act economi-
cally; when the opportunity of an advantage was presented to them, they
would take it.” Against these supposedly myopic and ignorant private agents
(that is, individuals or groups of people), development economists have set
some official entity (such as government, planners, or policymakers) which
is both knowledgeable and compassionate. It can overcome the defects of
private agents and compel them to raise their living standards through various
dirigiste means.

Numerous empirical studies from different cultures and climates, how-
ever, show that uneducated private agents—be they peasants, rural-urban
migrants, urban workers, private entrepreneurs, or housewives—act
economically as producers and consumers. They respond to changes in rela-
tive prices much as neoclassical theory would predict. The “economic princi-
ple” is not unrealistic in the Third World; poor people may, in fact, be pushed
even harder to seek their advantage than rich people.

Nor are the preferences of Third World workers peculiar in that for them
too (no matter how poor), the cost of “sweat” rises the harder and longer they
work. They do not have such peculiar preferences that when they become
richer they will not also seek to increase their “leisure”—an assumption that
underlies the view that there are large pools of surplus labor in developing
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i ies that can be employed at a low or zero social opportunity cost. They
-+ are'unlikely to be in “surplus” in any meaningful sense any more than their
" &%}gﬁp"counterparts.
43 gfélgor are the institutional features of the Third World, such as their
: st;.a;_}getf‘sotial and agrarian structures or their seemingly usurious informal
éredittéyﬁtems, necessarily a handicap to growth. Recent applications of neo-
as k_cal’_i.tl.}e_ory show how, instead of inhibiting efficiency, these institu-
bf}« eing second-best adaptations to the risks and uncertainties inherent
¢ injthe relevant economic environment—are likely to enhance efficiency.
¥ Finally, the neoclassical assumption about the possibilities of substitut-

-+ ingdifferent inputs in production has not been found unrealistic. The degree
toi!;@hii:h inputs of different factors and commodities can be substituted in the
‘national product is not much different in developed or developing countries.
Changes in gelative factor prices do influence the choice of technology at the
" micro:level and the overall labor intensity of production in Third World
economies.
R >

* MARKET V5. BUREAUCRATIC FAILURE

A second and major strand of the unwarranted dirigisme of much of develop-
.ment economics has been based on the intellectually valid arguments against
laissez-faire. As is well known, laissez-faire will only provide optimal outcomes
if perfect competition prevails; if there are universal markets for trading all

i tdnlgﬁqdities (including future “contingent” commodities, that is, commodi-
 tiesidefined by future conditions, such as the impact of weather on energy
Pprices); and if the distribution of income generated by the laissez-faire economy
. i8 considered equitable or, if not, could be made'so through lump-sum taxes
; %ﬁé%ibsidies. As elementary economics shows, the existence of externalities
in\ oroduction and consumption and increasing returns to scale in production,
.oreither of them, will rule out the existence of a perfectly competitive utopia.
"While'}.:clearly, universal markets for a// (including contingent) commodities
donot exist in the real world, to that extent market failure must be ubiquitous
: W“b)gﬁ‘r_’e-al world. This, even ignoring distributional considerations, provides
:aprima facie case for government intervention. But this in itself does not imply
: fhathghy or most forms of government intervention will improve the out-
of a necessarily imperfect market economy.

ey

hfsg{;'_the basic cause of market failure is the difficulty in establishing
;I'I}‘ar.ke‘t' iﬁi.\_r_lvcommodities because of the costs of making transactions. These
,Vr‘a;;n&ig‘t_ion Costs are present in any market, or indeed any mode of resource
allocation, and include the costs of excluding nonbuyers as well as those of
acquiring and transmitting the relevant information about the demand and
supply of a particular commodity to market participants. They drive a wedge,
in effect, between the buyer’s and the seller’s price. The market for a particu-

lar good will cease to exist if the wedge is so large as to push the lowest price

in:th
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at which anyone is willing to sell above the highest price anyone is willing

& to pay. These transaction costs, however, are also involved in acquiring,

processing, and transmitting the relevant information to design public poli-
cies, as well as in enforcing compliance. There may, consequently, be as many
instances of bureaucratic as of market failure, making it impossible to attain

. a full welfare optimum. Hence, the best that can be expected in the real world
- of imperfect markets and imperfect bureaucrats is a second best. But judging

between alternative second best outcomes involves a subtle application of
second-best welfare economics, which provides no general rule to permit the
deduction that, in a necessarily imperfect market economy, particular dirigiste
policies will increase economic welfare. They may not; and they may even
be worse than /laissez-faire.

FORETELLING THE FUTURE

Behind most arguments for dirigisme, particularly those based on directly
controlling quantities of goods demanded and supplied, is the implicit prem-
ise of an omniscient central authority. The authority must also be omnipotent
(to prevent people from taking actions that controvert its diktat) and benevo-
lent (to ensure it serves the common weal rather than its own), if it is to
necessarily improve on the working of an imperfect market economy. While
most people are willing to question the omnipotence or benevolence of gov-
ernments, there is a considerable temptation to believe the latter have an
omniscience that private agents know they themselves lack. This temptation
is particularly large when it comes to foretelling the future.

Productive investment is the mainspring of growth. Nearly all invest-
ment involves giving hostages to fortune. Most investments yield their fruits
over time and the expectations of investors at the time of investment may not
be fulfilled. Planners attempting to direct investments and outputs have to
take a view about future changes in prices, tastes, resources, and technology,
much like private individuals. Even if the planners can acquire the necessary
information about current tastes, technology, and resources in designing an
investment program, they must also take a view about likely changes in the
future demand and supply of myriad goods. Because in an uncertain world
there can be no agreed or objective way of deciding whether a particular
investment gamble is sounder than another, the planned outcomes will be
better than those of a market system (in the sense of lower excess demand
for or supply of different goods and services) only if the planners’ forecasts
are more accurate than the decentralized forecasts made by individual deci-
sion makers in a market economy. There is no reason to believe that planners,
lacking perfect foresight, will be more successful at foretelling the future than
individual investors.

Outcomes based on centralized forecasts may, indeed, turn out to be
worse than those based on the decentralized forecasts of a large number of
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parflcipénts in a market economy, because imposing a single centralized
forecast on the economy in an uncertain world s like putting all eggs in one
baslget*By contrast, the multitude of small bets, based on different forecasts,
placed :by a large number of decision makers in a market economy may be a
sounder strategy Also, bureaucrats, as opposed to private agents, are likely
. to take less care in placing their bets, as they do not stand to lose financially
whenut“hey are wrong. This assumes, of course, that the government does not
3 ‘hav,’éi etter information about the future than private agents. If it does, it
shoul bviously disseminate it, together with any of its own forecasts. On

'hole, however, it may be best to leave private decision makers to take
nsks accordmg to their own judgments.

This conclusion is strengthened by the fact, emphasized by Hayek, that
most relevant information is likely to be held at the level of the individual
firm:and thehousehold. A major role of the price mechanism in a market
_economy is to transmit this information to all interested parties. The “plan-
ning without prices” favored in practice by some planners attempts to super-
sede and supprést the price mechanism. It thereby throws sand into one of

~“. the most useful and relatively low-cost social mechanisms for transmitting

information, as well as for coordinating the actions of large numbers of
interdependent market participants. The strongest argument against central-
ized ‘planning, therefore, is that, even though omniscient planners might
forecast the future more accurately than myopic private agents, there is no
reason to believe that ordinary government officials can do any better—and
some reason to believe they may do much worse.

. It has nevertheless been maintained that planners in the Third World can
and'should directly control the pattern of industrialization. Some 'have put
theu"falth in mathematical programming models based on the use of input-
output tables developed by Leontief. But, partly for the reasors just dis-
. cussed, little reliance can be placed upon either the realism or the usefulness
of thesg models for demdln}, which industries will be losers and which will
! wx_xihers in the future. There are many important.and essential tasks for
ents to perform (see below), and this irrational dirigisme detracts from

: theli"maln effort.

REDRESSING INEQUALITY AND POVERTY

Fmally ,'egahtanamsm is never far from the surface in most arguments sup-
portmg “the dirigiste dogma. This is not surprising since there may be good
theorehcal reasons for government intervention, even in a perfectly function-
mg"market economy, in order to promote a distribution of income desired on
ethical grounds. Since the distribution resulting from market processes will
depend upon the initial distribution of assets (land, capital, skills, and labor)
of mdwxduals and households, the desired distribution could, in principle, be
attamed either by redistributing the assets or by introducing lump-sum taxes
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and subsidies to achieve the desired result. If, however, lump-sum taxes and
subsidies cannot be used in practice, the costs of distortion from using other
fiscal devices (such as the income tax, which distorts the individual’s choice
between income and leisure) will have to be set against the benefits from any
gain in equity. This is as much as theory can tell us, and it is fairly uncon-
troversial.

Problems arise because we lack a consensus about the ethical system for
judging the desirability of a particular distribution of income. Even within
Western ethical beliefs, the shallow utilitarianism that underlies many econo-
mists’ views about the “just” distribution of income and assets is not univer-
sally accepted. The possibility that all the variegated peoples of the world are
utilitarians is fairly remote. Yet the moral fervor underlying many economic
prescriptions assumes there is already a world society with a common set of
ethical beliefs that technical economists can take for granted and use to make
judgments encompassing both the efficiency and equity components of eco-
nomic welfare. But casual empiricism is enough to show that there is no such
world society; nor. is there a common view, shared by mankind, about the
content of social justice.

There is, therefore, likely to be little agreement about either the content
of distributive justice or whether we should seek to achieve it through some
form of coercive redistribution of incomes and assets when this would in-
fringe other moral ends, which are equally valued. By contrast, most moral
codes accept the view that, to the extent feasible, it is desirable to alleviate
abject, absolute poverty or destitution. That alleviating poverty is not synon-
ymous with reducing the inequality of income, as some seem still to believe,
can be seen by considering a country with the following two options. The first
option leads to a rise in the incomes of all groups, including the poor, but to
larger relative increases for the rich, and hence a worsening of the distribution
of income. The second leads to no income growth for the poor but to a
reduction in the income of the rich; thus the distribution of income improves
but the extent of poverty remains unchanged. Those concerned with inequal-
ity would favor the second option; those with poverty the first. Thus, while
the pursuit of efficient growth may worsen some inequality index, there is no
evidence that it will increase poverty.

SURPLUS LABOR AND “TRICKLE DOWN"

As the major asset of the poor in most developing (as well as developed)
countries is their labor time, increasing the demand for unskilled labor rela-
tive to its supply could be expected to be the major means of reducing poverty
in the Third World. However, the shadows of Malthus and Marx have
haunted development economics, particularly in its discussion of equity and
the alleviation of poverty. One of the major assertions of development eco-
nomics, preoccupied with “vicious circles” of poverty, was that the fruits of
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ist growth, with its reliance on the price mechanism, would not trickle

Jor spread to the poor. Various dirigistf arguments were then advocated
‘Ef?g‘?,the poor into a growth process that would otherwise bypass them.
T _e';n_'iost influential, as well as the most famous, of the models of develop-
n’t‘e’ﬁ?’ic_lj'lanced in the 1950s to chart the likely course of outputs and incomes

uﬁ’ft@rerpopulated country or region was that of Sir Arthur Lewis. It made

;s ﬁ%shption of surplus labor that, in a capitalist growth process, entailed
P TS, a0

>increase in the income of laborers until the surplus had been absorbed.

w1t has been shown that the assumptions required for even under-em-
ployed rural laborers to be “surplus,” in Lewis’ sense of their being available
o ;fdgsti’y at a constant wage, are very stringent, and implausible. It was
cessary to assume that, with the departure to the towns of their relatives,
hy se rural workers who remained would work harder for an unchanged
vage. This implied that the preferences of rural workers between leisure and
m”'qux'ne are perverse, for workers will not usually work harder without being
ered a higher wage. Recent empirical research into the shape of the supply
curve of rural labor at different wages has found that—at least for India, the
country-supposedly containing vast pools of surplus labor—the curve is up-
ward-sloping (and not flat, as the surplus labor theory presupposes).”Thus,
for a given labor supply, increases in the demand for labor time, in both the
industrial and the rural sectors, can be satisfied only by paying higher wages.
: The fruits of growth, even in India, will therefore trickle down, in the
W;@e{either of raising labor incomes, whenever the demand for lab im
% ii_\&x;gases by n}glﬂihwg,'or of preventing the fall in real wages and
2 B,!% 5 labor incomes, which would otherwise occur if the supply of labor time
g utstripped the increase in demand for it. More direct evidence about move-
~ments in the rural and industrial real wages of unskilled labor in developing
C tii}tries for which data are available has shown that the standard economic
_presumption that real wages will rise as the demand for labor grows, relative
; to‘~i§s supply, is as valid for the Third World as for the First.

ADMINISTRATIVE CAPACITIES

Iths in the political and administrative aspects of dirigisme that powerful
g}ﬁa écal arguments can be advanced against the dirigiste dogma. The political
“:and administrative assumptions underlying the feasibility of various forms
of dirigisme derive from those of modern welfare states in the West. These,
initurn, reflect the values of the eighteenth-century Enlightenment. It has
. taken nearly two centuries of political evolution for those values to be intern-
alized and reflected (however imperfectly) in the political and administrative
in_stitutions of Western societies. In the Third World, an acceptance of the
same values is at best confined to a small class of Westernized intellectuals. De-
spite their trappings of modernity, many developing countries are closer in
their official workings to the inefficient nation states of seventeenth- or
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eighteenth-century Europe. It is instructive to recall that Keynes, whom so
many dirigistes invoke as a founding father of their faith, noted in The End of
Laissez-Faire: ;

But above all, the ineptitude of public administrators strongly prejudiced
the practical man in favor of lissez-faire—a sentiment which has by no
means disappeared. Almost everything which the State did in the 18th
century in excess of its minimum functions was, or seemed, injurious or
unsuccessful,

It is in this context that anyone familiar with the actual administration
and implementation of policies in many Third World countries, and not
blinkered by the dirigiste dogma, should find that oft-neglected work, The Wealth
of Nations, both so relevant and so modern.

For in most of our modern-day equivalents of the inefficient eighteenth-
century state, not even the minimum governmental functions required for
economic progress are always fulfilled. These include above all providing
public goods of which law and order and a sound money remain paramount,
and an economic-environment where individual thrift, productivity, and
enterprise is cherished and not thwarted. There are numerous essential tasks
for all governments to perform. One of the most important is to establish and
maintain the country’s infrastructure, much of which requires large, indivisi-
ble lumps of capital before any output can be produced. Since the services
provided also frequently have the characteristics of public goods, natural
monopolies would emerge if they were privately produced. Some form of
government regulation would be required to ensure that services were pro-
vided in adequate quantities at prices that reflected their real resource costs.
Government intervention is therefore necessary. And, given the costs of
regulation in terms of acquiring the relevant information, it may be second
best to supply the infrastructure services publicly.

These factors justify one of the most important roles for government in
the development process. It can be argued that the very large increase in
infrastructure investment, coupled with higher savings rates, provides the
major explanation of the marked expansion in the economic growth rates of
most Third World countries during the postwar period, compared with both
their own previous performance and that of today’s developed countries
during their emergence from underdevelopment.

Yet the dirigistes have been urging many additional tasks on Third World
governments that go well beyond what Keynes, in the work quoted above,
considered to be a sensible agenda for mid-twentieth-century Western polities:

the most important Agenda of the State relate not to those activities which
private individuals are already fulfilling, but to those functions which fall
outside the sphere of the individual, to those decisions which are made
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Which Way Now?
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postygﬂar enod it would be a fmr professional )udgment that most of the
~more serious distortions are due not to the inherent imperfections of the
marke mechanism but to irrational government interventions, of which for-
‘eign tradé ‘controls, industrial licensing, various forms of price controls, and
means of 'inflationary financing of fiscal deficits aré the most important. In
seeking to improve upon the outcomes of an imperfect market economy, the
dirigfsn‘u to which numerous development economists have lent intellectual
support has ledto policy-induced distortions that are more serious than, and
mdeed"compound the supposed distortions of the market economy they
were desxgned to cure. It is these lessons from accumulated experience over
the last three decades that have undermined development economics, so that
its demise may now be conducive to the health of both the economics and
economies’ of developing countries.

I. THE PROMISE AND THE DEFAULT

‘Development economics is a comparatively young area of inquiry. It was
born just about a generation ago, as a subdiscipline of economics, with a
number of other social sciences looking on both skeptically and jealously
from a distance.’! So writes Albert Hirschman, but the essay that begins so
cheerfully turns out to be really an obituary of development economics—no
longer the envy of the other social sciences. In this illuminating essay, aptly

called ‘“The Rise and Decline of Development Economics’, Hirschman puts his
main thesis thus:

DR IRE 70 o S

our subdiscipline had achieved its considerable lustre and excitement
through the implicit idea that it could slay the dragon of backwardness
virtually by itself or, at least, that its contribution to this task was central.
We now know that this is not so.2 '

i The would-be dragon-slayer seems to have stumbled on his sword.

-; There is some plausibility in this diagnosis, but is it really true that
" development economics has no central role to play in the conquest of under-
¢ development and economic backwardness? More specifically, were the origi-
i nal themes in terms of which the subject was launched really so far from
: being true or useful? I shall argue that the obituary may be premature, the

3 : original themes—while severely incomplete in coverage—did not point en-
r;' Presidential Address of the. Development Studies Association given in Dublin on 23 September

1982: In preparing the final version of the paper, I have benefited from the comments of Carl
Riskin, Louis Emmerij, Albert Hirschman, Seth Masters, Hans Singer, and the editorial referees
of this Journal, and from the discussions following my DSA address, and also that following a
talk I gave on a related theme at the Institute of Social Studies in the Hague on 11 October 1982.
Published in Economic Journal, 93 (December 1983), pp. 745-762. Copyright © 1983 by The Royal
Economic Society. Reprinted by permission of Cambridge University Press.
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