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3- THE THEORETICAL DEBATE IN
DEVELOPMENT ECONOMICS
FROM THE 1940s: AN OVERVIEW

Since the mid-1970s various social scientists have reviewed the cvolulion
of theorising about cconomic and social change in the Third World.! The
approaches taken have varied in lerms of purpose, coverape, the numbers of
schools of thought identified, the calegorics used and the classification of
individual theorctical contributions. It is impossible 1o review all these
approaches here; ull one can hope Lo do is to give some favour of their
varicty.

Some analysts have adopled o parliat appronch, concentrating their review
upon onc or more analytical perspectives withoul altempling a general
overview. These include Chenery (1975), Killick (1978), Seers (1979), Love
(1980), Kitching {1982) and Chilcote and Johnsen (1983). Chenery and Love
both focus on Lhe evolution of structuralism, although they cach focus on
differenl contribulors to this school of thought. Killick reviews the dominant
tendencies in economic thought on development in the 1950, including some
of lic contributions that Chienery classifics as structuralist (but without
himsell using this classification), in order to demonstrate their influence on
Nkrumali's policies. Seers focuses on the evolulion of development cconom-
ics in Western Europe and North America in the 1950s and 1960s (ignoring,

Tar example, the development of structuralist thought in Latin America), in

order to demonstrale ils limited usclulness. Kitching sclectively reviews Lhe
cvolution of the populist conlent of development theory, while Chileote and
Johnson review the evolution of dependency Lheory (according to their
calegorisntion of the latter).

Among reviews of the evolution of theorising on econoemic development

- by ceonomists may be noled in particufar those of Chenery, Killick and Scers

(alrcady mentioned), as well as Streeten (1981), Litle (1982), Hirschman
(1982) und Leeson (1983 and 1988). Meier (1984) also provides a usclul (non-
classificntory) review of 1he evolution of development economics in the carly
years (the 1940s und 1950s). The primary purpose of most of these surveys
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{though nol that of Killick) is Lo review the current shile ol development
theory. This has been arecurdiog preocenpilion of development economisls
since the 1960s, us Seers (op.cir) and Leeson (1988) both show.? One
consequence of this is that the eategoarisation of thearctical contributions
tends to be a subsidinry issue, and, indeed, is nol always undertaken,

Of the sociul scicnlists who have undertaken mare comprehensive reviews-
cum-classifications of development theory, Foster-Carler {1976} calegorises
all social scicntific development theory into two diamelrieally opposed
paradigms—u mainstream western development paradigm and a neo-Mar-
xist paradigm. A mare comnon approach, however, is*a three-way classifi-
cation which specifics also the contribution of neo-classical theory (see c.g.
Chenery, 1975; Little, 1982). Noth these studics, however, substilute the
calegory ‘structuralism® for Foster-Carter's ‘mainstream Wesiern develop-
ment theory™.?

Hirschman (1982) identifics four main schools of thought thal have been
applicd to the study of economic development and underdevelopment —ncao-
Marxist, nco-classical, classicul Maurxist and his counlerpart 1o Foster-
Carler's western development paradipm, which he Labels simply as “devel-
opment ceonomics’, noting, however, the *far from wnilicd' nalwre of Lhis
body of dactrine and policy (sce Hieschman in Gersovitz ef al., 1982: 37934
Hirschman's classificatary review also Inkes nole of a [ifth category of
analyses which cmphasise distributional issues. (Little also discusses the
emergence of these.)

Other socinl scientists reviewing the evolution of development studies have
introduced dilferent classificutions into the discussion. Modernisation theory
(which emphasises the political, sociological, and administration theory
counlerparts to Foster-Carler's ‘mninstream weslern economic development
(heory', as weil as the latter itscll) is the Lbest known and most widely used.
Other classificalions that have been introduced into the lilerature have
achieved less widespread currency (see Preston, 1982, for the example of
‘neo-institulionalismy’, a classification which he applics 1o the analytical work
ol Myrdal, inter alia).

These and olher surveys usc diverse slandards of characterisation and
classification. One indicalion of this is the variety of ways in whicl leading
contribulions to early theorising on cconomic development arc characterised
and classificd. For cxample, Foster-Carter focuses on four propositions
concerning the fact that development is & non-contentious process which
invelves becoming more like the West as the defining characteristics ol a
school of thought (Foster-Carler, 1976: 1972). Chenery, on the other hid,
uses the significance ussigned to distinctive features of cconomie struciure in
ihe thebrisation of underdevelopment and development as a busis lor
categorisulion.

In the present study, the hasis upon which a range of contributions 1o the
literature on econumic development and underdevelapmuent hinve been clussi-
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ficel is as foliows. Cantributions have been grouped together when they can
be shown to hiave In common: ’

1. A distinetive interpretation of the essential nature of development
andfor underdevelopment.

2. Imporiant common clements in their specification of the key causal
factors penerating development andfor underdevelopment.

Such contributions have been further characterised as one of the dominaiit
perspectives or paradigms in development economics when, in addition, it
can be shown (as indicated in Chapler 1) that the following are true:

3. The features specified under 1 and 2. above have commanded the
support of a significant group of scholars.
4. The initial articulation of these ideas can in turn be scen
(1) to have given risc to further theorelical development;
(h) to have guided more practical action {for example, in policy forma-
lion).

In applying this approach the anthor will reject the notion that alt carly
developiment theory is sufliciently homogencous to justify uniform character-
isation. Rather, it will be argued (hat {from among the carly theoretical work
of development ceconomists in the 1940s and 19505 two daminant per-
spectives emerged: one in Western Europe and North America (the paracigm
ol the expinding capitalist nueleus), and one, initially -nt least, largely in

Latin America (the structuralist paradigm). These perspeclives generated

nwo dillerent sels of propositions and lines of rcasoning concerning the
nature of development, the dominant causes of underdevelopmenl and the
roule to be followed in overcoming these. Truc, these early theorics had in
common a rejection of the neo-classical paradigm as a viable basis lor Lhe
anulysis of the problems of underdeveloped economies. It is also frue that
Lhese wo dominant perspectives have certain policy conclusions in common.
Indeed, with some give and lake of emphasis they may be regarded as
complementary (sce Chapter 11}. However, this does not make cither the
perspective or the argumenl identical, as will be shown in this and the
following two chaplers. Later on, it will also be argued that following the
subsequent emergence of the nco-Marxist paradigm, development cconomies
has given risc to the articulation of iwo other distinct, but related, interprela-
tions of the developmenl process: the Maoist and basic nceds paradigms.
Of the various classificatory approaches used by previous analysts, the one
which comes nearest to that used in this book is that of Hirschman. He, ns we
hitve secn, distinguishes four basic (but arguably five in total) analytical
perspeclives applied to the study of cconomic development and under-
development; neo-classical, Marxist, development theory of the 19405 and
19505 (out of which il is argued in the prescnl study that lwo dominant
perspectives cmerged), neo-Marxist theory, and analyses that emphasise
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income distribution and basic needs (which in the presenl study are nssoci-
ated in part with two new perspectives: the Maaoist and ‘basic needs').

What follows is, however, again one individual’s personal atlempt at
catcgorisation, and others may wish Lo take issuc with some aspeets of it
Maost notably, not all development cconomists are apreed thal there is such a
thing as a ‘basic nceds' paradigm; nor, indeed, is the designation of a
paradigm of the ‘expanding capitalist nuclcus' established currency imong
development cconamists. In what follows it will, therelore, be necessary 1o
justily these calegorics. 1 will allempt to do this fiestly by outlining in this
chapter the core of each paradigm thal is to be explored in detail luter. In this
way the reader should have a clear indicalion at the outsel of the basis far the
categorisation used. AL the same time this chapler provides the reader who is
unfamiliar with these issues with a bricl account ol the conlext and chronol-
ogy of the emergence of diflerent anatytical perspectives on cconomic devel-
opment.

The rest of this chapter is structuréd as follows. A survey ol the origing of
development ceonomics in the 1940s and 1950¢ in Latin America on jhe one
haned, and Western Burope and North America on the ather, is [ollowed by a
summary of the arigins and countent of the steucturalist paradigm and a
review of the leiwling contributions Lo the early ‘pre-paradigm’ debate in
Woeslern Turope and North America. The role of Lewis and Roslow in the
arliculation of the dominant perspective that emerged from this debale—the
paradigm of the expnnding capitalist nucleus - is then discussed. The follow-
ing scclions revicw the subsequent cmcrgence af the neo-Marxist, Maoist and
basic necds puradigms, providing a summary of cach, and provide a briel
review of the neo-classical revival in development cconomics.

THE ORIGINS OF DEVELOPMENT ECONOMICS

The origins of development cconomics ias we know il loday can be traced Lo
Latin America in the 1930s and 1940s, and fo Woestern Europe-—chicfly
England —and North America in the fifteen year period from 1943 to 1958,
These lwo conlexts were markedly different in n number of key respects. In
Latin America cconomists were grappling with the immediate and severe
problems impuosed first by the Greal Depression of the 1930s and then by the
further disruptions o the internntional economic system caused by the
1919-45 war. Individuals who had been trained in the nco-classical tradition
were now confronted with empirical conditions which brought inta question
the continued espousal of the theory of comparalive advantage and the
doclrine of faissez-fuire. Bconomisls such as the Argentinian Raoul Irebisch
were first forced into making ad hoe policy recommendations Lo cope with
wnfamiliar cirenmstances: the collapse of international trade and the conse-
quent severe sharlages ol foreign exchange and manufetured imports, With
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the passage of time they began to develop a new body of theary that reflected
}huir changed assessment of cconomic conditions in Latin America and the
international cconomy.

Meanwhile in the 19405 and 1950s most of the economisls in Western
Europe and North America who turned their attention to the economically
‘I?:lf:kwnrd' or ‘underdeveloped® regions of the world did so in response to
dillerent pressurcs and al a grester remove from the day-to-day problems of
cconomic policy formation. As Secrs, Preston and olhers hivve indicaicd
there was, after the Sccond World War, a growing sense of political urgcnq;
cnn‘ccruing the promotion of economic development in the underdeveloped
regions in order to maintain international siability and to contain the
expansion of communism.’ This is confirmed in many of the writings of
conlemporary development cconomists (sce c.g. Myrdal, 1957: 7 and Myinl,
l‘)?li, reprinted in Agacwala and Singh, 1958: 135 and 151-2). 1Towever, the
plm.nl is perhaps most graphically allirmed in Roslow's An American Policy in
AN .

We as a people (the United States) have made a momentons choice. We have
now clearly ruled out one conceivable approuch Lo our international problem;
mamely a military attiack on the Sovict Union and Comaiunist China initiated
by the l‘Jnilcd Studes, . . That American decision hns an imporian! conse-
gquence, il means that the Americnn people must find other ways lor protecting
their lnlcrcs:ls. The alicrnative 1o total war initiated by the United States is nol
peace. Until a dilferent spirit and a different policy prevail in Moscow and
Peking the alternative for the United States is a mixture of military, politieal
and economie activity. . . ‘ '

(Rostow, 1955; vil.}
and

The United States must develop a more vigorous cconomic policy in Asia,
Without such a pelicy our politicat and mililary efforis in Asia will continuc to
have weak foundations. . . Asia's cconomic aspirations are linked eloscly to the
highest political and human goals of Asia's peoples: and American cconomic
policy in Asia has, therefore, imporlant polilical as well as cconomic meaning.

(fbid.: 43)

The development economisls in Dritain and North America whe now
cancerned themseives with the problems of the economically backward
regions were concerned with n geographical area that embraced much of Asia
and Africa as well as Latin America, and onc that consequently conlained a
wider array of economic, social and political conditions. Far instance, not all
these countrics were experiencing shortages of foreign exchange of the scale
that contribuled to the development of the structuralist perspective in Lalin
America, Indeed, some still had bueyant forcign balances duc, inter alia, 10
the necumulation of sterling balances during World War I and the impact of
the Korean War on primary commodily prices, From the outsel, the British
and American debale on ceonomic development of the 1940s and 19505
concentrated upon issues of long-term stralegy and basic theory. The start of
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the debute is usually dated ta the publication in 1943 of Rosenslcin-Rodan’s
paper propasing i stralegy for the posl-war cconamic development of South
und South-caslern Lurope. Rosenstein-Rodan was primarity concerned with
practical rather than theoretical issucs, However, the emphasis in the new
literature quickly shifted towards the search for o basic theoretical per-
spective from which the correet strategy for economic development could be
deduced. ) ‘

The common tendency in this scarch was (o look first to (he cxisting body
of neo-chassical and Keynesian cconomic theory for inspiration and insight,
Where, as was gencrally the case, (his corpus of theary was found wanting, o
number ol cconomists cach sought 1o specify a new theoretical perspective.
The Intter was inlended both to throw light on the nature and canses of
cconomic hackwardness and fo pinpdint the key causal lactors in the process
of cconomic development. This period was, par exceflence, an cxample of
‘pre-paradigm scienee’ in which *every individual seientist slarls over apain
from the beginning™ in the search for un cffective theoretical framework.

The list of eatly wrilers on cconomic development in Britain and North
Americi who contribuled seme Lasic theoretical insight to the emergent
discipline includes Rosenstein-Rodan, Lewis,? Nurkse, Roslow, Myint,’?
Myrdal, Leibenstein, {Livschman and Bauer. Rereading the mijor contribu-
Llions to his carly debade on ceonomic backwardness, underdevelopment and
development is stitl, iy, u stimmlating experience. Among the majority of
these writers ud those warking on the theory of ceonomic undesdevelop-
ment and development in Littin America there were importint clements of
commen ground. Firstly, there was a widespread rejection of the neco-
classical paradigm ns a meaninglul source of insipht into cither of these
phenomenil. Lather, maost saw cconomic devciopmenl as Schumpeter hare!
done, as a cumulalive process which falls complelely outside the purview of
comparative static cquilibrivm analysis. Almost all were ta question, and
most would reject, the static theory of camparalive advanlage as a basis for
delermining the appropriile patlern ol imports and exports for developing
countrics. 1t was widely accepted {hat -industrialisation was the key lo
ceanamic development, and that this would not b promoted by indefinite
concenlration on expansion ol primary cxparts in exchange lor manufic-
turcd imports, There was also o widespread acknowledgment of the existence
of both open and disguised unemployment (or underemployment) in poor
ccononiics, particularly in the agricultural seclor, and o pencral agreement

“that an important aspect of cconomic development consisted of mobilising

this labour into maore productive aclivitics. Most also look the view thal
achievement of a satisfuctory rate of resource mobilisution for cconomic
development would requice o substantinl degree of stale intervention with the
current aperation of markel forees in underdeveloped regions. However, @

connon position on these issues still permitted considerable divergence of

perspective and analysis. The following discussion [irst reviews the cmer-
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gence of development cconomies in Latin America. Contrary {o common
convention {and the ordering of the next lwo chapters) this will be taken first
becnuse, as noted above,® he origins of the structuralist paradigm take
chronological precedence (albeil slight) over the emergence of development
cconomics in Weslern Burope and North America,

The discussion will, however, pass on quitc quickly to review the ideas on
development that cvolved in Europe and the United States. Here there is a
more complex story to tcli, and this chapter will be uscd parily to gi;:c a
Navour of the pre-paradigm debale in these regions. The author will then
altempt to show why out of this debate a particular viewpoint was 1o achicve
dominance, before completing the chapter with a bricf summary of sub-
sequent developments in the discipline. '

TIHI EMERGENCE OF THE STRUCTURALIST SCHOOL IN
LATIN AMERICA

“The historica] background to the emergence of the structuralist school of
development cconomics in Latin America has been traced by Love {1980).
Parts of the following summary are based on his work.

The emergence of ceconomic structuralism in Latin Amecriea provides a
griphic illustration of paradigm faiture and replacement. The Arpentinian
ceonomist Raonl Prebiseh, who was 1he Tounder of the structuralist school,
i, like his peers in Lalin America, been educated in the neo-classical
tradition. On gradunlion in the carly 1920s he worked as a professional
cconomist and statistician in an environment in which the application of
the static theory of comparalive advantage was accepted as the underlying
explanation of Argentina’s rapid growth over the previous six decades.

Nol on_Iy did p|owcrful export groups espouse comparative advantage, but the
Argentine Socialist Party - viewing itsell as the defender of worker and con-
sumer inlerests—viporously opposcd industrizl prolectionism in Lhe 1920s.1°

However, in the late 1920s, and particularly from the starl of the Greal
Depression in 1929, there was a dramalic change in Argentina's trading
conditions. :

Fromythe Liste 1920s, Prebisch found himsell working in a context in which
the Argentinian authorities were compelled to intreduce a serics of ad hoc
mcasures to protect the balance ol payments and debt repayments. Exchange
contrals were introduced in 1931, import controls in 1938. As world prices of
primary products fell relative 1o manufactured goods, so Argenlina's import
capacily declined. However, in the 1930s, in response to the shorlage of
imports, there was a rapid growth of industry in Argentina (as also in Chile
and Southern Brazil). These nnd reluled events were ta move PPrebisch to
rethink the theoretical basis of policy formution in Argenting and in Lalin
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Amecrica in general. In 1942 Argentina’s Central Bank, ol whicl Prebiseh had
been made the first director in 1935, broke will the past by championing
industrialisation, which was 1o be promoted through management of im-
ports: the new objective was to change the composition of these from
conswiner 1o capital goods.t! :

During the 19405 Prebiseh continned, both in academic und policy advis-
ory work, (o advotale industrialisation for Argenting and other Latin
American countrics as a means of mauking them less cconomically vulnerable,
In 1948, at the University of Duenos Aires, he specilically attacked the theory
of comparalive advanlage, adducing a number of rfeasons why prinmary
exporting countrics could not, in the mid-lwenticth century, expect to fotlow
a path of export-led growth. Not only did industrial countries tend to relain
the fruits of technological progress in the form of higher wages (rather than
pussing them on in reduced prices), but the world's dominanl trading nation,
the United States, Lad a much lower import coefficient than the previously
dominant Great Britain had had in the nincteenth cenlury.'?

1948 saw Lhe formation of the Economic Commission lor Lalin America
(ECLA), of which Prcbisch soon became dircctor, The ideas he bad by then
developed, and was stilf evolving, were to be central to ECLA's wark, The
commission drew together a band of Latin American economists, including
the Drazilian Celso Furlado, who were all influenced by their knowledge of
Latin America’s cconomic expericnce in the 1930s and 1940s; declining
primary export prices and worsening balance of paymesits crises, lollowed by
war-lime disruptions to international wrade and continuing shortages of
manufactured imporis. These, and a conviction that in the long term the
situation for primary cxports would worscn rather than improve, led the
ECLA cconomists to rcjcct conventional trade theory as a basis for national
cconamic policy formation. Convinced that the way forward lay in a trans-
formation of domestic economic structures via the development of the
industrial sector, the ECLA cconomists developed a new body of theory
designed to explain and justify the need for such a strategy.

The new theory emphasised both the cconomic structure of underdevel-
oped cconomics and the nature of their exposure to the international
cconomic system as polential constraints Lo growth, While growth based
upon specialisation according to comparative advantage might lave oceur-
red in Latin America in the past, it could not be expected to revive on i
sustained basis after the outbreak of peace and the revival of growth in the
industriatly advanced countries. The replacement of Nritain, a very open
cconomy relying on substantial primary impaorls, by the United States, with
anly a very small proportion of its GDP entering inlernational trade, as the
leading industrind nation, combined with other fictors such as the low
income clasticity of demand for primary products in the industrially advan-
ced economies, strangly militated against such a Tong-term revival. Mean-
while, the industrial development of Latin America and other underdevel-
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oped countries was deterred bolh by foreign compelilion and the small size
of domestic markels. The problem was not so much fack of investible
resources as of jnadequale inducements to invest. In view of this, devel-
apmenlt could only be promoled by deliberale measures to block off foreign
competilion and to compensule for small market size. The structuralists,
!mwcvcr, nlso acknowledged that the initial period of import-subslituting
industrialisntion would pul continuing pressure on the balance of payments,
due 1o increased demand for imperis of capital and intermediale goods.
'Prcoccupa!ion wilh this problem led the ECLA group to press firstly for
improved conditions of trade for primary exports (something Prebisch had
first done in the 1930s'?) and sccondly for improved opporiunities for
manufactured exparts. Domestic supply rigidities were also anticipated, and
this led to a new analysis of the struclural causes of inflation, and of
appropriate responses thereto,

During the 1950s and early 1960s the structuralist perspeclive attracted a
number of important cconomists from outside Latin Amecrica wha contribu-
ted to the articulation and extension of this paradigm. They included Hans
Singer (whose carly work on the prospects for primary exports was conduc-
!ccl independently of Prebisch!*), and Dudley Seers. Myrdal also had much
in common with the structuralist perspeelive.®s

However, many concur that it was essentially from the ECLA context that

the structuralist paradigm emerged.? @ The key elements of this paradigm can
be summarised as follows:

1. There is a distinction between economic growth and economic devel-
opment. Structuralist definitions of economic underdevelopment and
development are not always identical but always emphasise both
structural factors and technological advance. Two widely accepted
definitions arc those of Furtado:

(a) an underdeveloped economy is one in which the technological
level of some branches of the economy falls well below the
lechnological level {and, hence, labour productivity) of the most
advanced sector, and well below the level that could be achieved
with known technologics;

(b) cconomic development consisls of the introduction of new combi-
naiions of production factors which increase labour productivily.

2, Disseiitial features of economic development arc a steady cxpansion in
the number of beanches using the mosl advanced production lechno-
logies and a change in the sectoral composition of total oulput. Unless
the latter oceurs, sustained expansion of production and productivity
will not Lie passible {sec points 4-8).

3. An expansion of output gencrated by an expansion of cconomic ac-
tivity using existing production technologics represents growih but nol
development. :
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4. The existing structures of underdeveloped ceonomies have been his-
torically determined by the manner in which these economics have
become incorporated into (he international cconomy.

5. They have been drawn into this cconomy as suppliers ol cheap raw
materiads to the industrially advanced cconontics, and as markels {or
mass-produced goods exporled from the industrially advanced ceo-
nomies.

6. The resull has been the gencration ol dualistic cconomic structurcs, as
indentified in point 2, with the modern seclor,oriented to production
of primary products [or exporl. ;

7. Machinery and techuology for the modern sector are imported, as arc
manufacturcd consumer goods.

8. As long as underdeveloped cconomics maintain these structures they
will b incapable cither of generating (heir own growth dynamic or of
achicving economic development,

9. The ccononie structures of underdeveloped ceconomics also cxplain
the nalure of certitin siresses that the Iatter commaonly experience, OF
particular importance ire tow internal supply clasticitics. Far exam-
ple, influtionary pressures in UDCs are often due not Lo casy monelary
policics but to tow domeslic elasticity of supply in key seclors. Like-
wise pressure an the balance of puyments can he cxplained in tenms of
low external income clasticitics of demand for primary products, and
internal price clasticities of supply and demand for prinary aned
manulactured goods. 1L Loo is an inevitable consequence ol atlempls
lo promole growth given the existing struclure. '

10. Quly government promotion of a steady process of structural trans-
formation, lucusing above all on the development ol a diversified
domestic industrinl scctor, including capital goods production, can

. overcome these prablems.

Thus in structuralist theory the object of development is the structural
transformation of underdeveloped ccanoniies in such @ way as to permit a
process of sclf-sustaincd ceonomic growth more or less along the lines of
today's industriaily advanced countries. To achicve this it was recognised
that it would he necessary lo break away (rom rehance on forcign demiand
for primary cxporis as the engine of growth, switching instead to @ supply-
side dynamic (o be provided by an cxpanding  domestic industrial
sector,

The policy recommenditions generated by members of the structuralist
school were geared to this end. To a lurge extent they [ocused on con-
veutional palicy instroments - Larill, manctary und fiscil policy in particular.
(However, with time, and growing foreign exchange shorlages, the pursuit of
import-substituting industrinlisation also came 10 be assoviated with less
orthodox policy instruments, mast notably investment licensing and foreign
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exchange Jicensing.) The structuralists’ policy recommendations were in-
ended for adoplion by existing governments. The structuralists were, as
Preston indicates, intelleetnals and bureaucrats who unlike the neo-Maurxists
(sce Lielow).nccepted a philosophy of development through capitalism. In
order 1o make this possible, they sought to bring about long-lerin change in
the struciuce of the cconomy through reforms in existing cconomic policy
rather than through radieal political and social change.??

.

TIE EMERGENCE OF DEVELOPMENT ECONOMICS IN
NORTH AMERICA AND WESTERN EUROPE

As already noted, during the 19405 and 19505 some cconomists working in
Western Lurope (mainly the United Kingdom} and in North America also
turned their altenlion to the problems of underdevelopmenl. Somc, as Scers
has noted, ' already had experience of working in, or teaching courses on,
coloninl cconomics. Mceanwhile, the conlemporary internalional context
arguably ulso had a significant influcnce on the tenor el their work, The most
notable features of this conlext were the successful completion in the lale
19405 and carly 1950s of the Marshall Plan for ecanomic reconsiruction in
Lurope (which penerated confidence in the role of cconomic aid); the
actjuisition of polilical independence by a number of Asian and Arab
conntries, foNowed in the late 19508 and carly 1960s by ihe decolonisation af
much of Africa; and the emergence of the cold war between the Western and
Eastern blocs. All of these events were associaled with a growing politicil
focus on the provision of economic aid to underdeveloped countrics.'?

The period that we arce considering also came soon after a lengthy war
in which many academics had worked closcly with and for their respective
governments, in support, as they often saw it, of certain strongly held ideals
concerning the prolection of the free world. Given these circumstances it
would have been surprising if many of the cconomists who now lurncd their
attention to Third World problems had not done so in order to develop a
theorelical framework which in various ways was intended 1o inform govern-
ment policy—both goverument policy in the Third World and Western
government aid policy. It was accepted that in the fong term industrialisation
was desirable for underdeveloped cconomics. However, the dominant con-
steaints to economic growth were widely scen as internal rather than external.
Pastly they lay in the indigenous institutions and attitudes, but for many the
overriding constraint was seen 1o lie in the Jow ralc of saving out of national
income that was found Lo be characteristic of poor counlrics.

In this pre-paradigm debate cconomic development was generally cqualed
with rising national per capita income. From this it was assumed that, with
time, some of the benefils of growtl would ‘trickle down' to the mass of the
population (sce Strecten, 1981 108).
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The pre-paradipm debate in Western Barope and Nocth America

The names of some of the leading contribulors to the carly debate on
cconomic development have been noled an page 46, The clements of the
intellectual heritage that influenced these and other conlemporary analysts
were various. Many, however, turned cither directly or indircctly 1o the
classical economists for jnspiration. Lewis, Myinl and Roslow all refer
directly to classical growth theory, while Rosenstein-Rodan and Nurkse luke
Allyn Young's 1928 article?® as their starting point. Some (c.g. Licbenstein
and Roslow) also drew upon Schumpeter’s emphasis on the key role played

by entreprencurship in cconomic development. Mcanwhile; the most recent *

contribution to dynamic theory, the Harrod-Domar model, probably also
cxcrcised some influence on these analysts, although it should be pointed oul
that, in so far as these cconomists’ empliasis on the role of savings and capital
aceumulation is inken as cvidence of Harrod's and Domar's influcnce on
them, such emphasis is also to be found in classical growth theory. Further-
more, as Hirschman and others have pointed out, in so far as (he
Harrod-Domar model did influence cconomic development theory, this was
via a new interpretation and use of the modcl, in which the scarcly was not for
the equilibrium growth rate given existing savings propensities, but upon the
means of raising 1he savings rate in order lo warrant higher growth, !

As we saw carlicr, one important feature which characterised the analyscs
of almaost all thesc early writers on cconomic development was a rejection of
the neo-classical paradigm. Almost sl emphasised the lack of realism in a
theorelical perspective which assumed that ‘every disturbance provokes a
reaction within the system, directed towards restoring a new stale of equi-
libritnn™.2* Some also pointed, cither explicitly or implicitly, lo the failure of
the slalic theory of comparative advanlage to provide the correet basis for
long-run resource allocalion strategies in primary exporling cconomies, The
rejection of the macro-cconomic aspects of the neo-classical paradigm was
complemented by a critique of the assumptions of gencral cquilibrium theory
(in particular, perfectly competilive markels, perfect divisibility ol fuclors
and products and the absence of significant technological ar pecuniary
externalitics) as an empirically valid basis for individual investment de-
cisions. In other words, in the eyes of most developmenl cconomists the
paradigm lailed to reflcct a world characterised by indivisibilitics, extern-
alities and markel failures and imperfections, With the notable exception of
Peter Baver, the logic of their allernative analyses was to lead the majority of
carly development economists in‘North America and Western Burope, as in
Latin America, lo advocate in one form or another public sector inter-
ventions designed to accelerale the pace of cconomic development.,

The lollowing puragraphs review the contributions to development theory
of the writers named at the outsel* in the [oltowing order:

1. Rosenstein-Rodan and Nurkse
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Hirschman
Ieibenstein

4, Myrdal

Myint

Dauer and Yamey
[ewis and Rostow

o

~) S oLAh

The purpose will be to give an indication of the distinclive nature of<the

contribution of cach of Lthese writers, and to suggest why, out of these various -

contributions, a particular perspective, found in the work of Lewis and
Roslow, achicved dominance (in the sense that it provided the inspiralion for
significant Turther theorelical work and the authentication for policy and
plan content).

Rosenstein-Rodan and Nurkse on bafunced growth

The names of Rosenstein-Rodan and Nurkse are both closely linked (o the
concepl of balanced growth. In the work of Nurkse?* the concept not only
provides the basis for a development sirategy, but is also linked (o his ‘vicious
circle’ analysis of the causes of underdevelopment and of the constraints to
development. Nurkse, indecd, provided a tightly articulated theorisation of
underdevelopment and development which was widely debated bul which
achieved fittle practical influence. . :

Rosenstein-Rodan, in a paper published in 1943, and Nurksc, lecturing in
Brazil cight years later, both drew their inspiration from Allyn Young and
Adam Smith, cach of whom had emphasiscd (he importance of expanding
markels as a stimulus to grawth.??

The key points of Roscnstein-Rodan’s paper are as (ollows:

1. The economic development of backward cconomic regions (he focuses
on Easlern and South-castern Europe) is necessary for international
political stability. :

2. The key cconomic characteristics of (hese regions are:

(1) low income and, hence, purchasing power; |
(b) substantial unemployed and underemployed.labour in the agrarian
scctor, :

3. In order Lo raise income it is nccessary to industrialise.

4. Industrial development stralegy may be pursued either under condi-
tions of autarky—developing scll-sufficiency in all branches of in-
dustrinl production, including capital and intermediate goods—or
through specialisation and integration into the international economic
syslem, nccording to the principle of comparative advantage. The latier
is preferable to the former because il:

() permils a higher fevel of aggregate world output;
() prevents an increase of international cxcess cupacity in certain
seclors,
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(¢) permils the mobilisation of international capital to fund part of the
development clfort with loans Lo be repaid from exporl revenues.

5. Three key Mctors impede spontancous industrinl inveslment by privale
enterprise in backwartl regions:

(a) the small size of the domestic market;

(b) the inability of individual firms to internalisc the value of the
external cconomies that they generate (for example, the training of
labour which may leave to work for other cnlerprises?®);

(c) the inability of individual firms Lo anlicipatc the external cconomics
which may be generated by the investment of other firms.

6. These constrainls can be overcome by:

(a) stalc investment in the training of the workforec;

(b) stalc planning and organisation of a large-scale investment pro-
gramme, The more or less simultancous implementation of o range
of invesiments in different branches ol light industry and cssenlial
infrastructure will permit individual firms Lo find larger markel
outlets (due Lo the cxpansion of wage employment) and to benefit
from cxlernal cconotiics.*?

7. Siate intervention woutd also be needed Lo liclp mobilise the finance for
a large-seale programme of industrialisation in backward regions. If
consumption standards in Southern and South-castern Europe were
not to be forced down to intolerubly low levels, up Lo 50 per cent of the
necessary Munding would have 1o be borrowed abroad, State inler-
vention would be necessary 1o gnaraniee these louns. This must be
combined with international coliaboration in programniing the ex-
pansion of exports in order to permil loan repayment from export
revenues withaut major disruption to the light industries of creditor
counlrics.

Rosenstein-Rodan sel (he stage for the emergence of a body ol lilerature
on underdeveloped cconomics that emphasised market (aiture and the need
for state interventionism. Hawever, he had not cntirely abandoned the nco-
classical orthodoxy. Althougl writing about a region large in arca and
population and endowed with appropriate natural resources, he argued
againsl the development ol heavy industry and in favour of the development
of labour-intensive light industrics in over-populated areas, combined with
integration into international markets. On the other hand, without analysing
the reasoning Lehind this proposilian, he saw some form of industrinlisation
as an absolule neeessity.*®

Light years later Nurkse eiternted and developed Rosenstcin-lRodan’s
argument in a set af lectures delivered at the Brazilinn Institute of Econom-
ics. 1le restaded it in such a way as (o provide a carefully articulaled,
internally consistent statement of the eauscs of ceonomic bickwardness s
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well as a statement of the way forward. Tis argument was as follows:

I. Underdevelopment has two key causalities that joinlly lock backward
cconomics into a vicious circle of seil-replicaling poverly and stagona-
tion, These are low per capita incomes which limit the size of the market
and henee the inducement to invest, and inability to generate significant
savings from low per capita incomes, s0 that even il the inducement to
invest exisled the domestic résources to finance such investment would
not be avaitable. This latter problem is exacerbated by the operation on
an inlernational scale of the Duesenberry cffect—cven il per capila
incomes in backward regions risc due to buoyancy in primary expori ‘
markels, any polentially favourable impact on savings will be annihila-
teed by an increase in the propensity lo consume as people in these
regions (ry to calch np with the consumplion standards prevalent in the
industrially advanced countries.

2. 'Fo achieve o way oul of this impassc requires simultaneous action en
both fronts: the inducement to invest and the mobilisation of investible
funds. With respect to the former, Nurkse considers and rejects a
growlh strategy based upon the continued expansian of primary cx-
porls, i.e. upon an external market, He rejects this duc to the low
inlernational income and price clasticities of demand for primary
products. Nurksc then restates points 4 and 5 from Rosenstein-Rodan's
argwiient,*? reconfirming the case for balanced damestic growth in
consumer goods indusiries in order o creale n balanced market, and
accepting the probable necd for state planning (o promole this. B

With respeel 1o resource mobilisation, Nurkse also accepts Roscnslein-
Rodan's asserlion of the need Lo mobilise both domestic and foreign re-
sources to finanee the investment programme. However, his analysis of the
prospects [or achieving {Liis is botl more profound and less sanguinc. Nurkse
argues as follows:

1. Increased volunlary saving is improbable due to the Duesenberry cflect
noled above.

2. 'Same of the backward countrics have large masses of disguised un-
employment on the land, which could bc mobilised for real capital
formalion, but not withoul sirict curbs on any immediate rise in
consumplion’ (Nurkse, 1952, reprinted in Agarwala and Singh, op.cit..
265.) Again the demoenstralion cffect may hamper such restraint.

3. Any increase in domestic incomes is also likely to put pressurc on the
balance of paymenls as people demand more imported consumer
poods,

4. Luxury nnd semi-luxary import restriction is, if implemented, likely to
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be only parlially suceessful as a means of raising capitat formation, lor
the releasc of forcign exchange must be matched by # corresponding
increase in domestic savings. However, the podentinl consumers of
luxury imporls will not necessarily replace their tliwvarted consumption
outlays by saving; they will look for domestic consumption ouilets. The
likely result is that there will be increascd infiationary pressure in the
domestic cconomy. This may generatc some forced saving as profits are
built up while real consumption is curtailed by availabilities, so that, as
long as inflation does nol get oul of control, there may be some increase
in net jnvestment, bul not to the full extent theoretically made possible
by import conlrol.

5. 1lowever, apart from the question af the quantity ol investment, there is
also that of quality. If import restrictions arc not matched by restraints
on consumption, and il there is sullicient cfleclive demand, the increase
in investment is likely 1o be channelled into relatively inessential uscs,
producing luxury and semi-luxury items.

6. MNurkse is also sceplical about the automatic eMicacy of forcign aid in
raising investment, being one of the first to emphasise the fungibility of
farcign resources (ibiil.: 270).

Nurkse's conclusion is (hat the onus for breaking the vicious cirele of
poverty in backward couniries rests finnly upon their governments, with
respect not only to planning a programme of batanced industrial investmenl
but also to mabilising domestic resaurees, and ensuring elleclive use of
forcign aid, hrough curlailing the growlh of domeslic consumplion. The key
to growth lics in the ability of these governmenls O match expanded
investment with an cffective fiscal policy. ‘Na solution is possible withoul
strentous domestic eforty, particulurly in the field of public linance.'*?

Leibenstein on the ‘low level equilibrivn trap’
In 1957 llarvey Lcibensiein published another explanalion of economic
backwardness and a specification of the route Lo growth which had al leasl
onc important clement in common with the strategy of balunced growth.
Leibenstein explaing cconomic backwardness in terms of a ‘low level
equilibrium trap's at low levels of income forces operale Lo restore increased
per capita incomes 10 their original level, Of these forces the mosi importanl
are population growih - alreaely high, bul accelerated by any increase in mass
living standares —and a figh marginal propensity lo consume stimulated by
the Duesenberry clieel alreidy cmphasised by Nurkse, In contrast, at higher
Jevels of cconemic develapment advanced cconomics arc more accurnlely
seen as ‘discquitibrivm systems’ in which change is cumulative, while devel-
opment itsell is an explosive disequilibrium path,?* The prablem then, is

presented s onc of breaking oul of the trap into cumulative growth. Any’

relatively small-senle cllart designed to genernle grudual chunge will e

inndequate; nny potential increase in savings will be absorbed in increased
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consumption, and any initial increase in per capita incomes will soon be
offsct by an induced acceleration in population growth.

For Leibenstein the only solution lies in a critical minimum gffort in which
the scale of increased investment enables a country to achicve, and sustain, a
growlh rate which exceeds the maximum feasible rate of populalion growth
by enough to pemit the following 1o occur:

x

1. Rising consumplion per cnpila.
2. Maintenance of the growing capital stock,
3. Generalion of suflicient net savings to sustain further growth.

Leibenstein acknowledges that the effort will have to be substantial, since the
maximum feasible rate of population growth may be as high as 4 per cent per
year. On the other hand, an effort on this scale should make il possible to
reap the benefits of external cconomics and industry interdependence, and o
achicve ‘balanced growth' {where (he balance referred to relates chicfly lo
inter-industey demand).??. Altainment of the critical minimum cfTort wilt
depend heavily on the development of entreprencurship, knowledge and
skills.?? Governments, Leibenstein indicales, can help (o foster the growth of
these factors, Mcanwhile the supply of savings per se, although importanl, is
not scen as the dominant constraint to growth, The problem lies al Jeast as
much in achicving more productive usc of the existing savings polential,
currently used up in luxury consumption and unproductive investments such
as land purchase.

Unlike Nurkse, Leibenstein's analysis leaves the international trade as-
pects of cconomic development out of the discussion; what he ollers
must, therefore, be regarded ns a *partial’ theory of development. By implica-
tion, however, it is reasonable to assume that Leibenstein sces the central
canses of backwardness and the main key to growlh as lying within the
underdeveloped cconomy and not in the inlernational seclor.

The concepts of balanced growth and of the critical minimum efort both
received widespread discussion in the 1950s, and by the 1960s the wrilings
of Nurkse and Leibenstein featured widely on reading lists [or courses in
development cconomics. 1t wounld scem inevilable that both had some
influence in the applied ficld of policy formation. The growing interest in the
19505 and 1960s in the use of input-oulpul analysis as a planning tool was
linked to a preoceupation with the need for balance in national investment
progranunes. Meanwlile, there has been o continuing preoceupation
amongst develapment cconomisls and others with the interrelationship be-
tween cconomic develapment and demographic change. Yet neither Nurkse's
thesis nor Leibenslein’s came to be accepled as the basis of a dominant
paradigm of development. Nurkse's, as we shall sce, was lo be hotly debated
at the conceplual tevel.?* However, almost cerlainly of equal significance in
the failure of both theses lo achicve dominance wis their emphasis upon
paths to development which scemed particularly difficult 1o achieve. In bolh
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cases there was, as Furtado noted in his eritique of Nurkse,*? u presnmplion
that the main impetus for a substantial growlh programme must be gener-
ated internally, through the intcrnction of government and domestic entre-
prencurs, Nol merely that, but the scale of the elforl 10 mobilise resources for
productive investmeol would, as compared with past cxperience in backward
economics, have Lo be massive, as would the investmenl programme itsell,
for only in (hat ease could the discconomies ol small scale be evercome, risks
ol market failure reduced, and external cconomies Tully exploited. Only then,
Loo, could output growth surpass that of poputationand generate sustiined
increases in per capiln income. To many cconomists, particularly those
working in the Third World, what Nurkse and Leibenstein proposed must
have seciicd, quite simply, unrealislic.

Myrdal’s thesis of cunndutive causation

In the mid-fiftics Myrdal presented anolher perspective on the nature and
canses of underdevelopment in his theory of cumulative causation, Focusing
on the link belween low average incomes in the underdeveloped countrics
and the patlern ol change clsewhere in the world economy, his argument
states cssenlially that a small group of countries, having achicved major
advances in scienee, technology ind industeinl production, have become
locked inte n path of cnmulative development, while the majority of coun-
tries, which lave nol achicved these breakthroughs, arc condemned (o
stagnalion or, worse, declining per capita incomes. Iaclors making lor
growing international incquatity and continuing Third World paverly in-
clude continuing scientilic and techinical progress in the advanced countrics,
the presence of larger markets in these counltrics, the lendency of finance
capital to Dow into areas where cost structures and warket prospecls look
most. promising and 1he relative income clasticities of demand in the in-
dustrinlly advinced countrics for munnfuctured and primary producls.
Meanwhile in poor countrics low levels of per capita outpul and savings,
high rales of populalion growth, low levels of skills, the poor health of the
wark larce, o production structure lacked inte the exporl af primary prod-
ucts fucing poor world market prospects, and the import af cheap manuflac-
tures which undercut local artisan production, all conlrive 1o perpetuate and
exacerbale cxisting poverly. Within these countries, low povernment re-
venucs prohibil major oullays on sociul and economic infrastruclure, und
whal limited infrastructural resourees and modern productive capital there
arc tend Lo be concentrated in the reglons with. most cconomic potential,
mainly export cnchives. Thus nalional paverty is nssocinted with rising intrit-
as well as international incquality. For poor countrics 1o break out of this
impasse can only be achieved by government planning and deliberate intcr-
ference with market forces. The static theory af comparative ndvantage fuils
to provide an adeguite puide to resource allocntion. Industrinl development
musi be promoted, and this cin only be nehicved by protecting infant
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manufacturing industries frem forcign compelition. Only then can they
overcome (he problems posed by the small size of the domeslic markct and be
adequatcly compensated for the cxternal benefits that they generate,
Myrdal's analysis had much in common with the work of the Lalin
American structuralist school. This was quile quickly recognised, and as such

Diis perspective on underdevelopment came 1o be regarded as complementary

lo other structuralist analyses and, thus, part of the corpus of strucfuralist
literature. ' '

Myint on the nature of economic backwardness

Anolher widely respected early wriler on economic development was Hia .

Myinl. In no single publication did Myint proller a polential paradigm of
underdevelopment andfor development. Yet he did offer, in an arlicle
published in 1954, a distinctive analysis of the nature of cconomic back-
wardness, couched in terms ol backward peoples rather than backward
nitlions, in which cuan be found an anlicipation of later concerns wilh poverly
recduction and mecting basic needs.

In Myint's vicw cconemic backwardness is a state of being characterised
by an objeelive and n subjective componend, The former is reflecled in low
productivity and stagnation, the latler in & 'sense of cconomic discontent and
malidjustment’ generaled by awarencss of the higher Jliving standards al-
tined in industrinlly advanced economics. Myinl specifies n number of
causes of ccanomic backwaurdness, based npon the typical cconomic circum-
stances ol backward peaple as unskilled workers and peasant producers,
borrowers of capital, and consumers, His thesis is that as underdeveloped
regions have been ‘opened up® lo international markets the pattern of trade
and development that hias cnsued haos consolidated rather than transformed
the couditian of backward peoples—they have ‘specialised’ in unskitled work
as wage labourers or peasant producers, As the laiter they face mon-
opsonistic buyers of their produce, while as consumers lhey face the mon-
opolistic markets of the big import companies and of middlemen merchants
and moneylenders. A combination of unequal market forces, social institu-
lions and prejudice’ acl to prevent backward peoples from improving their
cconomic status, ind these farces are compounded by their lack of busincss
experience, .

In principle, suggests Myint, the way forward secms to lic in the devel-
opment of countervailing powers lo counteract Lhe existing uncqual distribu-
tion of markel power, The development of trade unions, stalc marketing
bonrds and peasant co-operatives nre all potentind sources ol such counler-
vailing power. But here too he strikes a nole of pessimism. In reality these
tatter institutions require n high degree of husinesslike behaviour, and such
advancey can be lostered only slowly. Furthennore, cven where marketing
bonrds and co-operatives mobilise additionnl resourees, the problem of
finding investment ontlets for them remains. Meanwhile, the scope for usc of
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other forms of countervailing power such as economic protection or devel-
opment of trade unions is also limited by the polentially adverse cilfects these
may have in terms of reduced ciliciency and increased costs of produclion.?®

In Myint's analysis, as in Nurkse's, there is n noticeable ione of pessimism
concerning the prospects for development, scen in this case as raising the
incomes of backward peoples.

Hirschman's strategy of unbalanced growth

1n 1958 Hirshman published a critique of carly developmént theories which
included a major attack an the balanced growth theories of Rosenstein-
Rodan and Nurkse. Hirschman argued that previous attempts to identify
dominant causes of underdevelopment in terms of the lack of a key faclor, be
it savings, enlreprencurship, or skilled labotr, had all been disproved; cach of
these factors had been shown by expericnee to be latent in underdeveloped
cconomics. What was lacking was a ‘binding agent', the organisational
capability to call forth and combine thesc latent resources in order to
generale growth, Hirshman argued that where organisational and manager-
ial skills arc in scarce supply the pursuit of balanced growth would over-
stretch these resources. Conscquently, hic proposcd a strategy of unbalanced
growth, in which planners and policy-makers would not attcmpt to anlicip-
ate supply and demand imbalanees, but would be guided by major resouree
bottlenecks as revealed in the market. Such a stralegy would cphasise
qnduced investment' in both the public and private scctors, However,
Hirschman 100 identificd an interventienist role for government in guiding
resource allocalion. To maximisc the rate of deyelopuient, investmenit should
be encouraged in branches of production with subslantial backward and/or
forward linkages. His anabysis can be inlerpreted as providing a justification
for backward-linked import substitution (starting with consumer goods
production}.

Hirschiman also advocated the use of large-scale capital-intensive techni-
ques of production which, he claimed, tend to minimise demands on
organisational and managerial resources. He also favoured foreign capital
for ils ability 1o pick successful priority sectors and regions, its innovalory
capacily, and its foreipn murket contacts which cin be used to ease tempor-
ary inpul botllenccks.*?

Agriculture reccived little attention in Hirschman's analysis. Primary
production in general has, in 1lirschman's view, virtually no backward
linkages (strangely he ignores its demand for meints of production). Meun-
whilc, the forward linkages from agriculture to athier brinchies of production
he ulso sces as minimal, since most agricultural output in wnderdeveloped
countrics is cither consumed or exported. Again Hirschman plays down the
scope for forward linkages into the expansion of agricullural processing. !

The ECLA cconomists did not regard Hirschiman as n meniber of the
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structuralist school. 1lis analysis can, however, be regarded as providing an
ex post facto theorelical justification for the partienlar paitern of import
substituling industrialisalion thal was pursued in Latin America in the 1950s.
Indced, his analysis was based upon a year's cxperience of working in
Colombia.

Bauer and Yamey ;

In 1957 Peter Bauer and Basil Yamey published a reaction in the nco-
classical tradition (o the dominanl interventionist lrend amongst devel-
opment cconomists. However, Bauer and Yamey go beyond the conven-
tiona! confines of the neo-classical paradigm in their frequent references to
traditional institutions and cultural valucs in underdeveloped cconomies,
Their central theme concerns the positive role of expanding market oppor-
Lunitics in the gencration of cconomic growth. They accept that in certain
cases traditional institulions may impede the cllicient operation of market
forces (for example the determination of the reserve price of labour in the
iraditional sector at a level nearer to average per capita income than to the
marginal product of labour,*® and the operation of the cxlendéd family
system). Ilowever, they arguc that in general small-scale producers in the
Third World arc highly market-respansive, and that rclative prices guide
their productive efforl.*® Governments of underdeveloped countrics, rather
than trying lo mobilise large quantitics of capital for public development
cxpenditure, should concentrale upon removing the numerous impediments..
to privale saving and investment. ‘These include the imperfect mainlenance
of law and order, political instabilily, unscttled monctary conditions, lack of
continuity in economic life, the cxtended family system with its drain on
resources and its stifling of personal Initiative, and certain systems of Jand
tenure which inhibit savings and investment® {ibid.: §32). The role of govern-
ments is not to interfere with the operation of markel forces, but to
concenlrale upon making markets operate more efficiently and upon
ensuring widely dispersed dissemination of new lechnical knowledge to
privale producers.*}

However, in the 19505 the preponderance of opinion among development
cconomists remained inlerventionist. In Western Europe and the United
Siales a version of the view that capital accumulation was the key to
cconomic development, and that the state has a role lo play in promoting
this, came to dominate both theorising on development and the formation of
cconomic policy. However, this version did not take the form initially
articulated by Rosensiein-Rodan and Nurkse, but instead gave greater
emphiasis (o aulonomous capilal accumulation in the private seclor as one of
two potential routes to cconomic development, It is to the emergence of this
perspective, as reflected fn the largely complementary contributions of Lewis
and Rostow, thal we now turn,
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THE LEWIS MODEL, ROSTOW'S ‘STAGES OF GROWTII
AND THE EMERGENCE OF THE PARADIGM OF TIIE
EXPANDING CAPITALIST MUCLEUS

Lewis' 1954 acticle on 'Economic development with unlimited supplics of
labour' and Rostow's work on the stages of growth (subscquently heavily
criticised for the rigidity of his interpretalion of the five stages) al first
inspection may scem very difTerent in focus and characler—the onc almost
pure theory, the ather mueh more historical, Indecd, in some classifications
of carly development theory Lewis has been classed as a structuralist (sce €.g.
Clienery, 1975) and Rostow asn modernisation theorist (sce e.. Toye, 1987).
Yel more carcful inspection reveals a common theme in Lewis' seminal
article on the one hand, and Rastow's (1956) work on Lhe lake-ofl inlo scll-
suslained growth on the other. Our cancern in what follows is primarily with
the most enduring part of Rostow’s theoretical contribution, his theorisation
of the take-oll.

The busis for Chenery's classilication of lewis” work on econamic devel-
opment us structuralist lics in the latter's emphasis on the dualistic strocture
of underdevetoped cconomies. These [ewis represents ns having a krge
subsistence seetor dominated by fumily Furming and a smadl emerging
capitalist sector using wige [abour. Starling from Wiis proposition Lewis
develops a theory of the relationship between the two sectors, in which lies
much of the originality nnd signilicance of his analysis, However, itis typical
of carly attempls o (heorise the cuuses of underdevelopment and devel-
opment, including those by neo-classicul theorists such as Nauer and Yiuney,
to begin with o statement of the relevant distinguishing characleristics of less
developed countries, Fliese invariably include the churacteristics just speci-
licd. Using this criterion prabably all carly work on development could he
classificd s ‘structuralist’. Cerlainly onc conld make out a case thal
Rostow's preoccupation with the role of diffcrent productive sectars in the
“ake-off* justifies he Tubel. Whitl is cqually important, however, is the
theorisation that is derived partly frém such interpretations of empirical
reality, in combination with other premises reflecting the values, judgements
and beliels of the theorist.

Common clements in (he perspeetive articulated by Lewis in Dis 1954
article and by Rostow in various wrilings on the take-all into self-sustained
prowth include the following:

1. Heonumic growtl, meusured by rising per capita income, is the, focal
defining characteristic of ceonamic development.

2. Mare broadly interpreted, ceonomic development entails the trans-
formation af a triditional, stagnant, subsistence-oriented cconomy into
a dynamie, capitalist cconomy based on wige-labour, capable of sell-
sustained growth and of providing, in the long lerm, rising real wages,

1. 1 is possible to specily the common - and dominant. characteristics of
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this transformation process [or all countries, both those now relatively
developed and those less developed, provided that their starling point
is # condition of abundant supplics of labour in the iraditional seclor
(sce Lewis, 1954, and Rostow, 1956, reprinted in Agarwala and Singh,
op.cit: 157-9).

4. A key determinant of the rate of growth is the rale of capital formation,
which is in turn governed by the share of savings in. nalional income.

5. The capilalistfentreprencurial class plays a crucial rale in capital accu-
mulation, for ils members have a higher propensity 1o save and invest
oul of their profit income than any other class.

6. An essenlial clement in the initiation of cconomic growth is therefore
the cmergence of a class variously described as entreprencurial (Ros-
tow) or capitalist (Lewis) aperaling cither in the private or lhe public
scelor.

7. In order Lo nmaximise the subsequent rate of growth it is nccessary lo
concentrate as lurge a share as possible of national income in the hands
of thase will a high propeasily Lo save, i.c. the capitalist class. The alm
should be to steadily increase this shave aver lime.

FFrom these proposilions mare specific recommendations Jollow with
respect (o wages policy, monetary policy, fiscal policy und the choice of
production technology, all designed 1o enhance the rate of profit and the
commind over scarce resources of the capitalist class, and, bence, the rate of
productive accumulation. -

Within this framework Roslow also explores both the cultural and institu-
lional preconditions for development, and the role of different productive
sectors in contributing to the take-off. Lewis on the other hand {ocuscs, as we
have scen, on various aspects of Lhe interaction between the capitalist and
pre-capilalist sectors. _

The main allractions of this perspective may be said 1o have derived from
the relative simplicity of its fundamental eicments, its potential fruitfulness al
the theoretical level (see Chapter 4), its relative optimism, and the fact that it
pinpointed a constraint lo growth about which thére was both widespread,
though not uvuoiversal, consensus and a fecling that, with aid, it could be
avercome. Finally, the fact that it was politically acceplable, both in Western
industrially advanced countrics and in many of those countries in which it
was to be applicd, also helps 1o account for its-widespread influcnce during
the late 19505 and the carly 1960s,

THE SUBSEQUENT EVOLUTION OF DEVELOPMENT
ECONOMICS

In the late 1950s and carly 1960s developmenl cconomics witnessed the
cocxistence of the structuralist paradigm and the more optimistic paradigm
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of the expanding capilalist nucteus as the dominant perspectives thal gover-
ned theoretical work in the discipline. However, by the.nicd-1960s there were
growing indications of dissatisfction with both perspectives and by the lale
[960s they were being widely challenged. Some critics argued that after a
decade and more of emphasis on capital accumulation and import substitu-
tion, a period which in many countrics had indced scen high growth of GDIP,
the lot of the masses in the Third World had not improved and in some cases
nhad worsened. Morcover, in some countrics growth itsclf was also apparcally
slowing down. Mcanwhile other critics argued that altempis (o maximise the
ralc of madern sector capital accumulation and, morc parlicularly, to
promote import substitution, had been associaled with widespread inefli-
cicncy in resource allocalion, .

The critics of the cirly development orthodoxics came both from the
radical left and from the tradition of nco-classical cconomics, The former
will be reviewed firsl, and then the nco-classical critique on pages
69-71.

The neo-Marxist paradigm

In the 19505 Paul Haraw, working in the Uniled Stntes, bad, move or less
alone among leading development cconomists of Lhe time, explored in depth
the relevance of Marxist principles to the analysis of the contcmporary
problem of underdevelopment. Baran found Marxist theory a froitful sonrce
of insights inte underdevelopment, but he also found it wanting in cerlain
respects. He argued that Marx had not had suflicient information lo develop
a comprehensive theory of the nature of underdevelopment. More specilic-
ally, he claimed that Marx had been over-optimistic concerning the prospects
for capitalist development in the Third World. In developing an alternalive
view of the impact of political and cconomic imperialism on backward
cconamies, Baran drew his inspiration from the work of Lenin and his
conlempaoraries. e also introduced a conceplual innovation into his ana-
lysis, by focusing upon the class modes of appropriation and use of the
actual cconomic surplus’ in underdeveloped cconomics, where the faller is
defined as the difference hetween actual outpul and actual consumption
(Baran, 1962: Chapler 2).

In the late 1960s Baran's approach to the analysis of underdevelopment
gained a wide following. This was partly due 1o the work of Andre Gunder
Frank. Frank went from the University of Chicago Lo work in Lutin America
in the early 1960s, e wriles (hat he wenl there thinking of the prablems of
development ‘in terms of furgely domestic problems of capital scarcity,
feudal and traditional institulions which impede savings and investment, and
many ol the other universally known supposed obstacles Lo the economic
development of suppasedly traditional socicties® (Frank, 1963 kviii). Frank,
however, rapidly becime converled to Baran’s perspeetive which he applicd,
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with same modification, to the anatysis first of particular Latin American
cconomies and then, peneralising from these casc-studics, to Lalin America
as a whole,

_ For Baran, underdevelopment is a slale characterised by low per capita
incomes. For Frank, however, laking up a theme actually inlreduced by
Baran, il is a process: Lhe process of conlinuing extraction of surplus from
the underdeveloped countries, and its transference to the centres of warld
capitalism. The manner in which this process occurs withiin individual
count.ricr. (.chicﬂy through monopsonistic trade) leads to the perpetuation of
mass immiscration.

For both Baran and Frank the cause of the perpetuation of under-
development lies in Lhe failure of the dominant classes in underdeveloped
countries to use the surplus for productive accumulation within the domestic
cconomy. [nstead the surplus that is extracted from peasants and wage
labour is either cxported or used lo finance Juxury consumption, land
purf:l'\asc and urban properly speculation. Both concur that these pro-
PDSlllmlS apply as much to merchant capitalists and to any capitalist with
investments in production as to that traditionally prodigal class, the land-
lords. For capilalist activity in underdeveloped countries, whether forcign or
damestically owned, Is typically monopolistic and, hence, conservative and
non-dynamic. Underdeveioped cconomies have bypassed the phasc of com-
p.utifiuu capitalism due to the mode of their incarporalion inte the interna-
lto'mEl economy. Their monopoly capitnlists arc content 1o appropriate
existing monopoly profits and have no interest in promolting a competitive,~
dynamic capitalist scctor. Mcanwhile the classes that control the use of the
surplus also hold political power, and they use this power to maintain the
status quo. In thesc circumstances, the only possible way forward is through
a social and political revolution that will replace the existing alliance of the
domestic comprador bourgeoisic and foreign capitalists with a socialist
regime commilled to social and economic development.

Animportant clement of Frank's version of the neo-Marxist paradigm, for
which he was later criticised both by more orthodox Marxists and fetlow neo-
Marxists, was his emphasis upon surplus appropriation through trade.
Frank implicitly equated capitalism with relations of exchange rather than
interpreting it as a system of production. He argucd that monopolistic
merchant capitalism had penetrated the remaotest rcaches of all under-
developed cconomies via a series of trading networks in which small-scale
merchants in rurad nreas were linked 1o lnrger manopolistic suppliers, and
nm.unpsnnislic buyers, and so an up Lhe chain to large-scile impart-cxport
activitics dominated Ly foreign interests. He used Lhis thesis as the basis of his
witlely-conlested claim that all branches of underdeveloped economies have
been incorporaled into the world capitalist system.

In the lale 1960s Emmanuel contributed to the analytical conlent of the
nco-Marxist paradigm through his claboration of the theory of unequal
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cxchange. This provided a more sophisticated account of surplus extraction
through trade (and was subsequently espouscd by Frank).
The nea-Marxist paradigm can be summarised as fallows:

1. The praspeets for the development of the capitalist mode of production
in any onc counlry are furgely delermined by ils position in the
international cconomy. )

2. This position is in turn historically delermined.

3. Present-day underdeveloped countrics cannot expect Lo pass through

the same phases of cconomic development as the now industrially

advanced capilalist ccanomics because the intcrnational conditions ure
different.

The industrially advanced countrics at various stages of their devel-

opment have been able Lo use today’s underdeveloped cLonamics s

sources of cheap raw material, markets for their goods, and outlels for

surplus capital.

5. These opportnnitics arc nol open Lo conlemporary underdeveloped
ceonomics. Instend the very nature of foreign capitalist investment i
the "Third Workd has locked these countrics into the production of
primary products for export based on cheap labour deawn from the
traditional sector. The manufuctured poods supplied in exchange Tor
these exports have destroyed indigenous industrics and represent
steong disincentive to the local development of manufacturing produc-
tion. 1n these countrics production is characterised by cxport of prim-
ary praducts and by the existence of a small, protecled, monopolistic
modern industrinl scelor dominated by forcign capital and using im-
purted technology. Meanwhile the mass of the population remain
impaverished. Indeed, in some cases the approprintion of land for
plantations and mines, the destruction of indigenous industry and the
intervention of middicmen and moneylenders belween small-scale prim-

~ary producers and their markets have led Lo increasing immiscration.

6. Given their sources of income, the dominant classes — landlords, the
commercial hourgeoisie, owners of monopoly capital, and forcign
capitalists - have limited interest in the development of producer cap-
italism in the periphery, Instead, they channel most of the surplus
abroad. '

7. Meanwhile trade between advanced capitalist economics amd under-
developed ceanomies is characterised by uncgual exchange, ie. the
diflerence in returns to lahour embodicd i the products traded exceeds
the difference in lahour praductivity. In this wity tow surplus is extra-
cted [rom the periphery.

8. Only following a socialist revolution can these cconomics cmbi rk ona
path of full development, through productive and cquilable use of the

" surplus.

B
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Parls of the neo-Marxist analysis of the posilion of underdeveloped
cconomics in the international system reveal similaritics with the siructuralist
analysis of (he same phenomenon, yet the two analyses are cerlainly not
identical. The neo-Marxist paradigm employs a class analysis to determine
the canses of continning underdevelopmient, while the cancept of the ‘cco-
nomic sucplus® also plays a central rale, although the interpretation given lo
this concepl is no longer that used by Marx.*? Tn the structuralist paradigm
existing cconomic structures are the immediate cause of underdevelopment,
but in the neo-Marxist paradigm the existing pattern of class control over the
disposition of the surplus is the immediale cause. '

A Tundamental difference between the two perspectives also emerges when
it comes to lhe conclusions which they generate. Most members of the
siructuralist school have aimed to play an active part in influcncing policy
design in underdeveloped countrics, trying to achicve policy rcforms within
individual countrics and within the international economic system. As has
been shown, from the 19405 ta the 1960s they emphasiscd import substitu-
tion us the meanns to structural change and cconomic development. Neo-
Marxists conclude that the path o development within the international
capitalist sysiem is blocked for underdeveloped countrics. If ceonomic devel-
opmenl is to occur, the masses must repluce the existing ruling elass allinnces
in the countrics of the periphery, tuke conlrol of the ceonomic surplus and
move immediately lo a socialist development patl, withdeawing lrom the
international capitalist system. As Litlle (1982 219) notes, this conclusion is
also in stark contrast to Marx's conclusion that capitalism (aud its ultimate
collupse) is almost certainly a necessary and tnevitable stage on the road to
socinlism.*?

Dependency theories

Neo-Murxisl theory has been subject to criticism both from olher Marxists
and from non-Marxists. Throughout the 1970s these critics were able to
mobilise a growing quantity of cvidence ta question the cmpirical validity of
the neo-Marxist paradigm. That is to say, they were able to point to a
growing number of countrics in the Third World which hiad experienced very
respectable rales of capital accumulation over quite prolonged periods of
time.** There remained nonc the less considerable disquict amongst neo-
Marxists concerning the nature of the economic changes taking place in the
countrics of the periphery. Yet, confronted with the cvidence of high growth
rutes in some of these countries, they were forced 1o concede thil some form
of capitulist nccumulation, associated with cxpanding industrianl production,
wus (aking place.

Frank and Amin, both influential nco-Marxists, responded lo Lhis crili-
cism partly by emphasising o coneep! aleeady present, although not strongly
highlighted, in some of the carlicr work wrillen from a neco-Muarxisl
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perspeelive--Lhe concept of dependence. The argumenl now given promi-
nence wis thal while industrial growth had indeed occurred in some coun-
tries of (he periphery, this growth hae particular undesirable features that
distinguished it from cconomic growth in industrially advanced countries,
Specifically, such growth was not generated by an autpnomous indigenous
capitalist class within these cconomies and, indeed, Lthe latter remained
incapable of gencraling (heir own internal growth dynamic. Rather, the
underdeveloped economics remained dependent on the world metropolitan
cconomies for access to markets, finance and, above all, technology. Asa
resull, and as a result also of the continuing class lliance belween the
comprador bourgeoisic of the periphery and the metropolitan bourgeoisic,
the latter continue to determine the pattern of change in the periphery. The
conclusion is stifl that the only route to.full autonomous development is via
socialist revolution (sce ¢.B. Frank, 1978).

Haowever, neo-Marxisls were not alone in locusing on intcrnational depen-
dency in the 1970s. From the late 1960s there emerped from scveral dilferent
schools of thought a cluster of theoretical analyses, all ol which focused upon
(he extenl and significance of the international dependence of Third Warld
cconamics. OQne of these groups of analyses was undestaken by analysls from
the structuralist school. These reflect a strong sensc of disiflusion with ihe
consequences of imporl-substiluting industrinlisation. They were wrilten ata
time when not only had most Latin American countrics exhausled the casy
opportunitics for imporl-subslituting indusirialisation, but there was also
growing disenchantiment wilh the dominance of this process by mullinational
corporations.

Noth ihe neo-Marxist and the structuralist dependency heorists atiempl
lo provide a basic framework from which the analysis of dependence, and ils
implications for development and underdevelopment, can proceed. The nco-
Marxists do this largely by incorporating the concepl of dependent industrial
development into Lheir evolving analytical perspective. Tn the 1970s the
fatter, whilc still using many ol the tools and concepts developed by the nco-
Marxists in the 1960s, was focused upon cxplaining the evolution and modus
aperandi of Lhe capilulist system as a whole, rather than just the causcs of
underdevelapment in the periphery. The structuralists, meanwhite, sought o
achicve the sume cud by identifying o primary case of ceconomic dependence
(the cultural dependence of the &lite in the case ol Furtado, 1973; multi-
national corparations in Sunkel, 1973), and by then tracing the manner in
which, traugh a series of cansal linkages, cconomic dependence is crealed
{sce Chapter 7).

Meanwhile, however, during the 1970s 4 body of literature also developed
based on the thesis that not only is dependent development possible and, in
some countrics, accurring, bul thal (his may also lead 1o the breaking of
cxisting dependency relalions. This is the theme of Cardoso and Falelto,

1979. Warren (1973 and 1980) develops a similar thence, arguing that changes
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have been taking place in the international cconomic and political systcm
(hat arc conducive both o industrialisation in at feast parts of the neriphery
and 10 a shift in the balance of international (inter-) dependence.

Thus, while [rom the late 1960s dependence beecame a focus of study, no
single perspective on its significance emerged. (CI. Palma, 1978, reviscd and
seprinted in Seers, 1981, who argucs (his same point at length.) Nor, indecd,
did any onc of the perspectives from which dependency was studicd both
Juring the 1970s and subscquently generale a major ncw analytical (rame-
work lor the interpretation of the causalities of development and under-
development, however defined. Yet none the less, as will be sliown in Chapler
7, the focus on the concept of dependency did serve to draw allention to a
number of faclors which can constrain the degree of autonomy faced by less
developed countrics in the choice of development stralepy.

“The revival of the nco-classical paradigm*?

In the latter part of the 1960s, neo-classical theorists iniliated a major
critigue of the policy recommendalions of the structuralist school. This was
the ‘rightisl’ counterpart (o the nco-Marxist attack on received development
iheories. Dut whereas the neo-Marxists were preoccupicd chicfly wilh the
class distribution of control over, and use of, the surplus, the neo-classical
tlicorists were preoccupicd with cfficiency in resource allocation ond its
implications for growlh.

Tlie main fecus of the nea-classical critique was the programme of import-
substituting industrialisation that had been followed by most politically
independent underdeveloped countrics. By the mid-1960s it was clear that a
number of countries were experiencing a stowing down in their rates of
industrial growth, and of GDP as a whole, as the easy opporlunitics for
import substitution were-cxhausled. Simultaneously a number of problems
were emerging which suggested that any intensification of exisling policies
could be counterproductive —mercly exacerbating the tendency for the pace
ol growth and structural change to decline. Most notable of these problems,
which were now becoming serious constraints upon further advance, were a
warsening balance ol paymenls combined with rising shortfulls in domeslic
food production (which contributed Lo the forcign cxchange shortages),
domestic inflation and an unwillingness on the part of industrial firms in the
larger underdeveloped cconomics Lo support backward-linked import substi-
tution by switching their purchases of intermedinte and capital goods from
averseas supplicrs Lo domestic praducers.

The dominant theme al nco-classical critiques of import-substituting
industrialisation was that policy-makers should have paid greatcr attention
to promoting a structure af prices which gave producers a true indication
of the relative oppartunity cost of resources, rafher than using a mixture
of selective import controls together with underpricing of both foreign
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cxchange and bank eredit o cacourage industrinl investnent.*® There would
then have been far less short-run incfliciency, exporls might have expanded
and the pace of growth might have been sustained.

In the face of growing concern about income distribattion it was also
clnimed that prices which more accuralely reflected the relative scarcily of
labour and capital would help lo expund employment opportunitics and,
hence, the incomes af the poor,

From the late 19605 the nco-classical crilique was gomplcmcnlcd al the
micro-cconomic level by u growing volume of fitertture on cosl-benelit
analysis, designed Lo contribute Lo grealer cllicicney in investment decisions.
This literature acknowledged market failure in a number of key arcas (for
instince the failure of the supply price ofJabour from the traditional scelor to
rellect its true social opportunity cost), and cmphasised (he need for adjusi-
ment for both markel (ailure and government-induced market distortion
through the correct estimation of shadow prices.*? In other words, the
underlying thesis was thal nea-classical principles could, and should, be uscd
tO OVErD resource allacation cven where the market ditd not conform ln' l.lu:
perleetly compelitive characteristics assumed in neo-classical peneral cquilib-
rivm madels ]

ln the late 19 the pace of revival of the neo-classical p:u':\cl'!l;m in
development theary reeeived a temporary sel-bick as attention Wilti'lh\"t:l'll:d
o prapusals for meeting busic needs (although neo-classical theorists were
among the eritics ol these proposuls). However, i the 1980s the neo-classical
revival guthered renewed vigour. 1981 saw Lhe publicution by the World
Nank of Adceelerated Developiient in Sub-Saharan Africa, v widely circulaled
and infuentinl report that cimphasised lhe importince of r:n.rr‘::f:l pricing
policies and reduced povernment intervention in cconomic activities us wo
of the main keys ta a revival in Aflrican growth rates. The ncq-clnsmcnl
revival was reinforced in the carly 1980s by the increase jn applications I'rt.ml
developing countries to the international Monetary Fund for assislance with
stabilisation and structurat adjustment programmes. The terms on which the
Fund provides assistance, which cmphasise not only control f)l' the money
supply but removal of price distortions (including that olj I'urclgn cxchange)
and the frecing of markels rom public scetor interventionism, are under-
pinned by the nea-classical paradigm.*® . N

The loregoing paragraphs already indicule a pacticular diflicuity thal
arises in analysing the nco-classical contribution lo the developiment dcl?:ilc:
many of the contributions focus on pariicular issmlzs. such as the ulmmnl
forms of adjustment for domestic price distortions, lnvcslmcnflnppr:u.«:u_l or
stabilisation policy, IUis rare fora neo-classical theorist to hr..'glj\ i C(I)Illrll)ll-
tion to the development debile from whal, frm31 lI.u: perspective of this h.(mk,
might be regarded as a stuteruent of first pnnmplcs.—fur t_:xulnplc, with a
definition of development. On the one hand, the first prlnc?plcs ol nco-
classical theory are taken as piven (i.c. slready known) and, oo the other,
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miny neo-classical wellare ceanomists regard it s the task of governments,
net econoinists, Lo sel development objectives. They claim that what they can
oiler is guidance on Lhe most eflicient means of reaching these. None the less
it is widely hield that there are identifiable vatues and beliefs, including certain
presumplions aboul key economic objectives, that underlic the various nco-
classical contributions 1o the development debate. Chapler 10 will seck 1o
identify these before lurning to the specific conlribulions in the arcas just
noted. '

Now, however, further contributions to the development debale in the
1970s will be considered. These, uniike the nco-classical approach, did give
particular and explicit emphasis lo the interpretalion of development.

TIE REDEFINITION OF DEVELOPMENT

In the late 1960s and carly 1970s, nco-Marxist class-based analyses of the
causes of the perpetuation of mass poverty in the Third World had a
widesprend appeal, particulirly among young social scicntists. [lowever,
they were nol the onfy oncs to be preoccupicd by the problem of conlinuing
widespread poverty. The fact that the fruits of development over the preced-
ing decinde had been unevenly distribuled was widely ucknowledged. Among
some cconomists it was necepted that an increase in incqualily was inevitable
in the carly stages of cconomic growth, ta be followed later by u lendency
towards greater equality when wages are bid up afier surplus tabour has beeh
absorbed, 3 Others, however, were dissatisficd with this argument, while at
the same time they were unwilling to nceept the political conclusion of the
neo-Marxists. Their unwillingness o accept the inevitabilily of growing
incquality in the carly stages of growlh slemmed from a varicty of lactors
both humanitarian and political -concern to contain mass discontent and
pre-empt political violence, and misgivings concerning the length of time for
which poor countrics might cxpect to expericnce growth combined with
growing incquality and continuing mass poverly. Some also queslioned Lhe
inevilability of a trade-off between growth and equity.

Discussion of these issucs was pursued in various fora including both
acndemic institnlions and certain branches of (he United Nalions, most
notably the International Labour Office (ILO). Out of this debate there
emerged during the early and mid-1970s a number ol key publications which
reflccted the evolution of thinking amongst this group ol cconomists. Three
of these publications were widely noted. Seers 1972 arguced that developmenl
should be reinterpreted to lake account of trends not only in growth but in
poverly, income distribution and employment, The 1972 ILO Kenyi reporl
iddentilicd the ‘informal scetor’ (consisting of very smalt-scale labour intensive
enterprises) as i important polential source both of output growth, and of
employment and praductivity gains for the working poor. NMone Lhe less,
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the reporl accepled thatl # transler of rcsources from the rich in order to
promote small-scale praductive invesiment by the poor would entail & trade-
off between growlls il equity; the anthors made the conventional assummp-
tion that the margtnal savings rate of the rich and middle income groups
{partly enforced throuph laxation) is high, while the poor sive little.*t Two
years lager o teivim drawn [rom the World DBank and the Instilute of Nevel-
opment Studics (1DS) at Sussex published Redistrilnetion with Growth {(Chen-
cry ef al., 1974). This collection of papers wis clearly intended Lo provide the
analytical [ounditions for o new approich 1o develgprient analysis and
planning. Seers' definition ol development wits endaorsed, and amore sophis-
ticated version of the quanltitative model of redistribution wilh prowth
contained in the Kenya report wis presented. This again assumed diflerent
sivings rates for rich and poor and, consequently, also endorsed the conclu-
sion of a trade-ofl between the rate of growth of GDP and greater equily.
The aulhors of Redistribution \with Growth also cxplore in depth the measure-
ment and policy implications of the new definition of development —whitl
sorls of uscs of redistribuled resources would minimise the growlh[cquily
trade-oll which they regard as incvitable.

Lefcher on cedlstributlon for growih

In 1974 there also appeared in print a paper which reached a smaller
andicnee than those already cited, but which arguably merited a rendership
at least as wide, This wns Lefeber's *On the paradigm for cconamic devel-
opment’. Lefcber's more rudical paper argucd the logic for n new pereeption
of the development process. Ilis casc resls not 50 mucl on cquily as on the
peed to sustain the growth process itself. In the s(ructuralist lradition,
Lefeber cmphasiscs the demand constraint to growth and reaflirms that
this must be overcome internally. However, writing at a time when in
many underdeveloped countrics the phasc of rapid industrial growth
baséd on impart substitution was drawing to a halt,? he argucs that il
the demand necded o support growth and industrialisation is lo be gener-
atcd internally, Lhis can only be achieved by first raising output and in-
comces in that seclor which still contains the majorily of the Third World's
population ~agriculture.t? Yel (here is also a demand constraint o the
cxpansion of agricuttural output. The upper income groups have 2 Jow
income clasticity of demand for foad, while Lhe pouor cannol aflord Lo pay lor
it. 1lence the generidion ol 1 sullicient volume of effetive denuand depends
on the redistribution al ineome towirds those in the rural sector who have o
high parginal propensily Lo consume fuod. as well as other locally praduced
ponds- he rural poor.®* Furthermore, if growth is 1o he sustainad, nol only
shoukd the existing apricultural demand constrainl e overcome, but the
foundations must be laid Tor the steady expansion af demamd. I future
industry musl serve i wicullure, praviding il wilh the improved inputs and
cquipment peeded to generale further increases in income and demand.
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Lc@hcr argued thal in overpopulated underdeveloped eountries the maost
effective means of combining income redistribution with output ex ansion
(rather than simply generaling a one-ofl increase in consumptlion tII():m |
would be through e redistribution of land rights and the creation i:‘Jlll'()
com.nmnnl framework of rural production along Chinese lincs With Indi in
particular in mind, Lefeber reasons that the prohibitively h.igh bud cl:;lrn
cqsls QI" large-scale public works projects, however productive conf‘bincf;
with dllslribulimml problems pertaining to who would benefit l"rom public
wgn:ks m.irrigalinn and land drainage where land is privatcly owned both
mllllflfc in favour of communal land owncrship and communal I.abour
}noblhsm.ion. In reaching this conclusion Lefeber refiected a growing interest
in the (;lllncsc cxpericnee amangst development economists at this time. This
was hm.ghlcncd by the growth in concern that in most Third World cou.nlrics
industrialisation had over the 1950s and 1960s proved highly incgalitarian
and ‘lhat industrial growth was in any case slowing down due botl to lack of
forcign exchange and inadequate domestic demand. ‘

TIHE THEORISATION OF TIIE CHINESE DEVEL or
THE TIHE . i iSE DEVELOPMENT
EXPERIENCE, 1949-1976: *THE MAOIST PARADIGM'

We I\:.wc just scen that during the 19705 n growing interest developed in the
V‘Vcsl.m Ihe Chinese experience of growth and development after the revolu-
tion in 1949, The fucl that the Chinese appeared to have succeeded in
combining growtl and structural change with improvements in mass welfare
made the Chinese development experience of particular interest. (There were
pl‘coursc also other political and cconomic reasons for the growth of interest
in China, in pacticular the decision of the Chinese authoritics in the carly
1970§ |hf\l China should play a greater role in the international arena.*?)
It is widely agrecd, and was already acknowliedged by China scholars i‘n the
1.9705, that the policics pursued in China from 1949-i976 were nol con-
snflcnl. Partly far this reason, und partly for the standard rcason associaled
witlh all social theorising—that one cannal in theory reproduce the whole of

.reality, but only what are perceived to be certain key elements of it—the

thcc?risulion of a dominant development perspective that prevailed in China
during l}xis period incvitably entails a dogree ol simplification and sclcclivily‘
Many sinologists at this ime were, as we have scen, impressed by China';
development performance, and their theorisation of the dominant per-
:i]l‘cclin: ‘rcﬂccls this fuvourable impression, More recent, and less sympglh-
elie, critiques of policy and performance in tlie Maoist era have, ns we shall
see, tended 1o interpret this performance in a different light. ’
Mcall1\vt1ilc, the question arises, why in this present study should one
review n particular interpretution of development policy in u picticular
country nnd o particular period, There are ul least four abjections to deing
sa: thut the philosophy, policies and development expericnce concerncd are




14 The theoretical debate in development economics from the 1940s

country-specific; that this “package’ is not replicable efsewhere; that once
might cqually well study ather country andfor leader specific approaches (o
development, such as Castroisny; and that the development perspeclive
concerned has insuflicient cconomic theoretical content 10 justify ils inclusion
in the present stucdy. '

Against Lhese points, however, there are a nwmber of countervailing
arguments, In so far as one can accurately specify a dominant perspeclive
that guided palicy formation in China al (his line, it is one thal directly
afected the lives of over one quarter of the population of the Third World.
The approach followed in this period achieved some noluble successes,
slarting from a very poor resource base in terms of culiivalle land and
physical capital. Elements of the policy innovations introduced in China frve
proved replicable clscwhere, cven (hdugh the approach followed in ils
entircly is not duplicatable. Whut is often referred to as the ‘Muoist per-
speetive’ is nol otally devoid of ceanomic theoretical content, and thal
content includes some significant innovations as compared to other carlier
contributions ta cconomic development theory. This perspeclive presents in
integrated view of social, political, ideotogical and ceonomnic change, and this
urpuably adds to its interest value given thal other intellectunl approaches to
ceanomic development linve been criticised for giving insuflicient allention Lo
these issues, Lastly, clements of what is often referred o as the *Maodst
perpeelive’, us this was Iheorised in the 19705, and ol Chinese 1949 76
developent expericnce inluenced smme of the subseiquent atlewpls Lo
theorise & more generally applicable ‘basic needs irst® approach Lo devel-
opment,

The interpretation of the Maoisl view of the nature of socio-cconomic
development and of how this can be achieved will be reviewed in preater
detail in Chapter 8. However, it can be summarised as follows:

i The ultimate aim of cconomic development is to achicve materiul
abundance with income diflerentials abolished and all productive prop-
erly socially owned and aperaled,

3. To nehieve progress lowards this goal i is necessary 1o sinsitancously
build up the cconomy’s productive capacity and 1o socialise the produe-
lion process by moving 1owards social ownership ol the means of
production amd social control of production decisions and distribution
of the producl.

1. bn the developient ol productive capacity the build-up of madern
heuvy industty plays o ventral role®

4. Vowever, cxpansion ol different branches of production (heavy in-
dustry, light induostey, agricubture) as well s the emphasis given o
diflerent scales of plant, using dilierent technologics, and 1o the rugal-
urban distribution ol these, are all perecived to be interlinked. TU is
necessiry Lo seareh Tog that sel of relnlive emphases (varying over time)
in resource mohilisation awd altocation which will maximise the overall

+
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rate of capital accumubition while providing for a suflicient increase in
S 'llx.m.ss wcll‘;nfc Lo mainlain support for socialist transformation.
. The expansion of small-scale heavy and light industry in rural arcas can

serve both to increase the rate of surplus mabilisalion for state invest-

:::l‘)'iul:l[l::::ghmd“s”y and to increase mass welfure. It raises the

(n) mebilisution of slack resources for produclive use; %

(b) !hc short gestation and capital cost recovery pcriod's for invlcslmcnl
!n small-scale industry, after which a part of the valuc of the
|ncr‘cnscd culpul can be mobilised by the state.

Exmnsmn of small- and medium-scale rural industry can increase mass

wellare (through its dircet and indircct contributions to cxpnndi‘ng

ciployment and labour productivity (indirect vin the production of
producer goods such as furm implements), and through expansion of
the supply of basic consumption goods. Such industrics also conlribute

Lo human capital formation thraugh the develppment of technical skills

6. In ihe rural seclor seasonally slack labour ean and should also ht;
mobilised Tor lubour-intensive capital formation,
7. Concerning cconomic equily and cconomic incentives:

(n) cconomic and political cquality between regions should be pro-
molcd by

(i) promoling regional sclf-suiliciency in heavy and light industry
and in basic food-stulls;
Sii) giving greater power in decision-1nking 1o the regions;

(1) income dillerences between persons should be minimised s;s fast as
possible, but not faster than the masses are prepared (0 accepl, Asa
parl of this process relinnce on material incenlives shouid be
sleadily reduced;

(¢) professionals should work among the masses, learn from them

about their needs and use their skills towards helping to overcome
conerete diflicullies.

During the 19705 the Chinese authoritics released o growing volume of
datn on development performance: Among the data on China’s development
performance that received emphasis in the Wesl were not only those for the
prowth f)l' GDP and modern industry, but those for food-grain produclion
per capita nnd for the development of small- and medium-scale rurnd
||u!uslr;cs whieh provided extras employment nid income to the rural popu-
lation while producing both ngricultural inputs und basic cansumer goods,3?

DASIC NEEDS APPROACHES TO DEVELOPMENT

I'he sume preoccupation wilh growing cconomic inequality within Third

World countrics that contribuled to Weslern interest in the Chinese experience
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resulted also in the articulation in the late (9705 and carly (980s ol Lasic
needs oriented approaches lo the formulation of development targels and
policy. These cmerged from a growing conccri, manifest in the literature
from the mid-1970s, that policies of redistribution wilh growth might not be
sullicient Lo guarantee an increasc in welfare for the poorest of the 800
million or so people estimaled 1o be living in absolule poverty, mostly in
devcloping counlrics.!® There was a preoccupation, infer alia, that re-
distribulive policies would be focuscd chicfly on the least padiy-off of thé
poor — those whose incomes could most easily be raiscd above the poverty
linc (scc .. Singer, 1979). During the mid-1970s a growing body of evidence
on the extent of mass poverty in much of the Third World became available.
The impact of such cvidence in the West was probably increased by the
reports of widespread human and livestock deaths from famine during the.
1973-4 Sahel drought.

In 1976 the 1LO attempted to increase (he national and international
cmphasis given to poverty alleviation. In s roport to the 1976 World
Employment Conference the 110 Dircctor-General proposed thalt all coun-
trics should give priority to the meeting af the basic needs of all members of
their populations by the year 2000, such needs being defined to include the
minimal consumption requirements needed Tor a physically healthy popu-
lation, certain minimal stnndards of access Lo public services and amenitics,
aceess by the poor to cimploymenlt opportunitics which would cnuble them Lo
achieve u target minimum income, and Lhe right to participate in decisions
that alfect the lives and livelihood of the people. The proposal that all
governimenls should work lo cnsure that these needs be universally met by
the year 2000 wus endorsed unanimously by the delegates of all the member
states of the 1LO. The conference also endorsed the outlines of a Programme
ol Action both for pational governmenis and the 1LO itscll 1o promole
attpinment of the target.

As will be shown in Chapter 9, the carly proposals for meeting basic needs
encountered a wide range of criticisms. These included criticisms of the
fcasibilily of the objective, of its implications for growth and structural
change, of the malives of many of the national governments that endorsed
the proposal, and of the nature of the cconomic analysis used 1o support il,
inter alin, These carly criticisms prompted [urther work, purlly by the stadl
and associates of 1he World Lmployment Programme, designed 1o examine
in greater depth the resouree implications of, and the case for, aeceptance of
this priority. In ihe subsequent literature there emergeed cortain dillerences of
cmphasis and interpretation. Some analysts, including several associnted
with the World Bunk, concentrated on arguing the case for, nnd assessing the
resource costs of, improved public gervice provision chiclly in education and
health care, justifying (his as investment in human capitnl. Others took a
broader and more radical view of what was entuiled in a ‘basic needs first’
strategy, arguing hat the latler incorporates, il goes beyoud, improved
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!mhlic service provision. Emphasising the nced also to raise directly the
incomes of the working poor, these analysts explored the nature of, and the
cuse Tor, n comprehensive ‘basic needs fiest” strategy. In juslifyiug'lhis the

:\rguc(! that not anly was there no need fora growtlcquity trade-off, but lh'i
a ‘basic needs firs® approach to development could pravide the ’bnsis I';)r
faster and more self-sustaincd growth. Tt is from these contributions 1o the
t[chnlc .lh:\l it can be argucd thal a *basic necds paradigm’ has cmerged.
I‘ol1o‘tvmg‘l_cl‘chcr (1974), u central element of the theoretical corc 6f this
paradigm is (hat the cxpansion of a homogencous mass market is likely to
prm.nolc fasler long-term growth and structural change than is the concen-
tration of expanding demand in the upper income bracket, for Lhe latler has a
n'Euch higher direct and indirect import conlent than the former. The para-
dipm !ms much in commen with Lefeber’s earlier proposal (although this is
not widely ciled, and may nol have been seen by all the later contributors la
the debate). This perspective is also clearly inlluenced by Western interprel-
nlions_ o!' the ‘Mnoist paradigm' and Chinese developiment strategy. How-
ever, il is argued by proponents of the *basic nceds first paradigm’ that
growth combined with absohite poverty climination can be achieved also in

u.mrkcl ceonomy underdeveloped countries, Taiwan and South Korea being
ciled as cxamples.

Swnmary of the hasic needs paradligm

'lfhc main elements of the basic nceds paradigm can be summariscd_as
ollows: -

Economic development includes not merely ccanomic growth but
steady, measurable progress towards absolute poverty elimination and
a sustained expansion in the cmployment opportunitics and incomes of
the poor. .

2 A ‘basic needs first' development strategy can fay more cffective

. foundations far sustained growth than any ather strategy.

3. This is primarily because of its impact on the structurc of domestic
demand and the associated inducement to invest. '

4, Among the range ol consequences that Now from the restructuring of

domeslic demand that is entailed in a basic necds first stralcgy arc an
casing of the two dominant constraints cncountercd by traditional
strategics of import-substituting industrinlisation—the domestic de-
mand constranint and the balance of payments constrininl.

5. A redistribution of resoprces towards the poor would also both increase
the productive mobilisation ol at present untapped small-scale savings
polentinl, and provide opportunitics o Lup and develop the technical
and innovntory skills of the labour force.

6. Tn addition 1o the foregoing, in ngriculture an cxpansion of sntll-scale
lnbour-intehsive farming could lead 1o greater efliciency of land use,
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reduced use of imporied machinery, and reduced food imports (andfor
increased agricubtural exports).

7. Compared with devclopment stralcgies bascd on unequal income dis-
tribution, this pattern of development is likely 1o promote more eflcc-
tively the development of cupita) and intermediate goods praduction
within developinip tolintries. Some of this would be achicved by small-
to medium-scale relatively labour-intensive methods. However, where
large-scale capital-inlensive nvestmenls remain essential, forcign ex-
change suvings in other branches would increase he supply of this
resolree to finance essential imparts.

8. Such a stralegy can be expected Lo help to promote Lrade between
developing countries as morc goods appropriate o their needs are
produced by them. )

9. Mcanwhile, the rate ol expansion of cssenlinl services can also be
acceleraled by greater and more imapinative use of low-cosl, often
Iabour-intensive, methads of capital construction and scrvice provision.

la contrast o the paradigm ol the expanding capitalist nucleus, this
paradigm emphasises the high marginal propensity (o sive ol the petite
hourgeaisie, the smali-seale producers who olten wark in (heir own enler-
prises and lend Lo use labaur-intensive praduction methods, Meanwhile,
while there qre signilicant structuratist clements in the analytical methadol-
ogy embodied in this paradipm, this interpretation ol development and ol ils
key causalities dillers ma rkedly from classienl structuralism.

The nwin policy recommendations that follow from the basie needs
patradipm concern the following:

I. Removal of the lepal, institutional and financial impediments which

discriminate against the expansion of small-scale and labour-intensive

production.
2. Use of o package of policy instruments 1o pramote smail farm produc-
tion (hand reform, agricultaral research, extension, credit, marketing).

3. Commitment of more fesources to research on the development of

small-scale, kibour-intensive production technotogies in all sectors in
which (hese are fikely (o be cllicient.

4, Expansion, and revision of the technologies and metlods, of public

service provision, in order Lo reach the poor more eflectively.

While the paradigm of the expanding capitalist nucleus is a paradigm of
capital concentration, the basic needs paradigm is o paradigm ol capital
dispersal,

The debile on mecling basic needs initiated in the mid-1970s has served 10
reinforce concern o raise (he welfure of the poar in the Third World,
However, wilh the revival of the influence of the nco-classical paradigm in
the 19805, and with major policy changes in China, both the Maoist pari-
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(Ii];l_n and the basic needs paradigm have declined in influence and appeal, for
varions reasons. In the case of the former, these range from crilicisn’x of
‘Mum'sm fm'- g'cncruling incfMliciencics in resource use 1o its advocacy of
utapian sacialism’. In the case of the busic nceds paradigm, criticisms range
from the perceived cosls in reduced growth of a compreliensive basic nceds
5l.rul‘c!,ry 'lu, probably the most telling crilicism of all, its political non-
viability in most developing countries. Currently it is advocacy of a more
!nmlcsl approach to meeting basic needs - public service provision juslil'?cd HH
investment in human capital —that predominales. The nrglfl]lcn!s lor this arc
presented, as we shall see in Chapier 9, in a manner apparently intended to be
compalible with the neo-clussical perspective. Meanwhile, in the mid- and
lale 1980s, substantial eriticism of the policy recommendations of the neo-
classical schoo! continue to stem from the structuralists in particular, some of
whom have modified their interpretation of developmenl Lo incorporate a
concern with meeling basic needs.

JCONCILUSION

At the tme of writing, the sceond hall of the 1980s, the sub-discipline of
development econamics still lacks o penerally received paradigm. Since lhe
mid-1970s theee hins been a minor spate of retrospeclive wriling, revicwing
botl trends in development theory ind the current stale of the disc‘iplinc as
result of which there has been some increase in readiness to ncknow]cdg'c the
contribution made by different analytical perspectives.*® Certainly, however
none of these has uchieved uncquivocat dominance. Nor, as l-.lirschm:m.
observes, has it new synlhesis yet emerged.

lns{c;ul, while the debates of the 1970s continue, lwo new themes have
come increasingly 1o (he fore, which leave the theorctical debate wide open.
|‘l|:5l, some cconomists have revived the early emphasis of wrilers such as
Leibenstcin and Myint on the imporlance of non-economic [actors in the
flcvclul?mcm process,*® Secondly, analysts of all ideological persuasions arc
increasingly agreed that that basic construcl sought by theorists from the
19405 to the 1960s, the ‘typical underdeveloped country’, simply does not
exist. Increasingly it is being emphasised that the cireumslances ~cconomic
political and social -of each underdeveloped cconomy vary, and that lIu;
uplprnpriulc path of cconomic and political development cannol he deter-
mined a priori, bul anly in the context of these specific conditions. At most
one can seek o thearise in lerms of groups of countrics with similar
conditions®! and key characteristics,

While harking back to some of the carly writings of the 1950s in his
emiphasis on the reievance af non-cconomic variables (sociological, political,
cultural, moral) to the cconomic development pracess, Brulon (1985) sees the
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key Lo the way forward as lying in certain processes which cach cconomy
musl undertake within the consteaints and opportunitics presented by ils
own specilic conditions. The processes he cmphasises - search, learning and
choice—are more abstracl and open-ended than previous specifications of the
key to developmient. '

1owever, such theorisationand the search lor developnent oplions ci-
phasised by Nruno, arc unlikely to he undertaken de novo. Whether con-
sciously or unconsciously, they are likely to be informed by clements of one
or more of the analytical perspectives Lhat have already been applied in
development cconomics. Given these [acts, the present study has Lwo pur
poses: firstly, (o analyse the essentind clements of the main perspectives that
Lave, and do, dominale the cconomic development debate, and, sccondly, lo
establish the bases of the main arcas of incompalibility between Lthem, as well
as any potentially complementary clements. IFor these dilfercnt approaches
arc not invariably exclusive. In some cases they are, bul in others they deal
with a distinct, or partially overlapping, range of issties and may be scen s
containing polentially complementary clements. That this is so arises partly
due 1o the diversity of interpretations af development that the different
approaches em ploy, and partly duc 1o their focus on different key causalitics.

This is not to say thal incorporation of clements of one perspective inlo
another would not alter the latler, for clearly it wanld; bul sometimes such
incorporation is jogically possible and may serve, in the minds of some, (0
enrich a particular perspeclive. Such incarporation may cntail a modification
of the interpretation piven Lo development itsell, but this is not necessarily so.
The issues of incompatibility and complemenlarity arc cxplored in Chapter
11, alter 0 morc detailed analysis of the individual perspectives and of the
main criticisms to which they have given rise.

Finally, a word of warning: onc should nol neeessarily try to classily all
important clements of the debate on development under anc or other of a
limited number of paradigm headings. Apart [rom anything else, unduly
extreme defercnce 10 clussification can lcad Lo a mosl unlruitlul inlcllcctual
rigidily. The merit of clagsification is simply that it can help to clarily what
otherwisc seems al times & confused mass of contradictions (and somelimes
unanticipated agreement) between analyses which all purporl ta be con-
cerned with closely-related issucs. Such clarification, to be successful, musl
spell out the underlying values and nssumptions and the internal logic of cach
of the main lincs of reasoning. This will be attempted in more detail in later

chaplers.
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remaing controversial. Sce Rudra, 1972 and Chapler 10 below.

Sce Khan and Kaight, 1981

Sce Kuznels, 1955 and 1963, Oshhma, 1962 and Paukert, 1973, Tor the nutin
studics that provided the basis for this beliel.

. In e report’s quantitative madel the poor save nothing. 1LO, 1972; 369.

. Cf. the quotation (rem Palma on p. 208 below.

Lefcber in Mitra (cd.) 1974: 166 and 174

. thid.: 168-170.

. President Nixon visited China in 1972, the first Uniled Stales IPresident Lo do

so. During the 1970s China polh substantially cxpanded her [nr.cign !r:!llc
and embarked upon a number of joint investment venlures with foreign
companies. )
Heavy industrics are those which produce capital and intermediate goads. Their
main components arc mining, cenent production, power production, steel
michinery and petro-chemicals,

Sce c.p. Maine, 1976, Singh, 1979 and Magdoll, 1975,

Estimates of the numbers living in absolute poverty varied, Yhis is the ligure given
by MacNamara, 1973, '

Sce in parlicular Hitschman, 1982; also Killick, 1978: Chapler 2, aned Littie, 1982,
. Sce c.g. Scers, 1979 and Drulon, 1985.

. Sec g Cardoso and Faletlo, 1979 and Brutou, vpeil.
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