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PREFATORY NOTE

In preparing for publication the three lectures which, on the invitation
of the National Bank of Egypt, I had the honour to give in Cairo on 17,
18 and 20 October 1955, I have in the main followed the original manuscript
although, to comply with established time limits for academic lectures,
certain parts were omitted or shortened when the lectures were delivered
orally. I have permitted mpyself to amend and revise the text and to
put part of the first lecture into an appendix.

The exposition refers exclusively to the non-Soviet world. In the
Soviet orbit a totally different economic system is in force; in international
trade this is represented by the state monopoly over all economic relations
with foreign countries.

The value premises applied are the desirability of democracy and
of equality of opportunity. The operational significance of working with
explicit value premises and the more precise meaning of those actually
used in these lectures are accounted for in my book An International
Economy, Harper’s, New York, 1956; I refer in particular to the
Preface, Chapter I1, the Appendix and earlier writings cited in footnote [
to the Appendix.
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In these lectures the argument moves on the general and methodo-
logical level in the sense that social and econcmic theories are discerned
as broad structures of thought and that facts are brought in only whein
necessary for stating problems or as controls of the applicability of the
theories in explaining reality. My purpose is, however, an approach to
a more realistic theory. A treatment of the problems themselves in greater
concrete and practical details is attempted in the larger book just men-
ioned where, however, the present issue of the mechanism of equality
iand inequality is only summarily referred to.

G.M.

Geneva, December, 1955.



FIRST LECTURE

THE QUEST FOR A THEORY OF ECONOMIC
DEVELOPMENT AND UNDER-DEVELOPMENT

1. — lInternational Ecosomic Inequality

The rapidly growing literature on the economic problems of the under-
developed countries is, of course, a reflection of the fundamentally changed
international political situation we are facing after the Second World War.
The social sciences are as always responding — and, as always, because of the
inertia inherent in our traditions, responding with a certain time lag — to
the interests and worries of the society in the life of which they are a part.
When selecting as topic for my lectures the subject Development and Under-
development, T am aware of merely following in the general stream of this
ideological adjustment on the part of the social sciences to the new political

situation in the world.

This complex of problems can, however,
different questions can be asked and different approaches cho
in the interest of a balanced growth of scientific knowledge that simultaneouslyl
many individual scholars attack problems in many different ways. In the great
Western tradition of liberal humanism our faith is that also in this field
progress in the course of time will come as result of discussion and even

controversy.

In these lectures I have chosen to focus attention on oné particular asp.ect
of the international situation, namely the very large and steadily increasing
economic inequalities as between developed and under-developed countries.
Though these inequalities and their tendency to grow are flagrant realities,
and though they form a basic cause of the rising international political tension
in our present world, they are usually not made a central problem in the litera-
ture on development and under-development.

This is, however, what I would want to do in these lectures. I am asking
the questions: why and how have these inequalities come to exist, why do
they persist, and why do they tend to increase ? What is the causal mechanism
at work which produces these trends ? In my third lecture I will reverse the
inquiry and also ask: how could the trends be turned ? A rational answer
to this latter question — where the reasoning proceeds in terms of means and

be viewed from many angles:
sen. It is, indeed,
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goals instead of causes and effects — will have to be based upon clarity
about this same causal mechanism,.

When viewed in the very broadest perspective, the facts of international
economic inequality fall into a definite pattern which has a simple contour.
A few countries are economically highly developed and have a relatively high
level of real income per capita. To this group belong the North-Western
European countries — including Western Germany, Switzerland and Austria
but not Southern Europe — and in addition the former British colonies in the
temperate zones mainly populated by European stock, i.e. North America,
Australia and New Zealand. Together their populations do not make up
more than about one sixth of the total population in the non-Soviet world.
These highly developed countries are also those that are rapidly developing
further; it is mainly the industrialised countries which are continuing to
industrialise and the much larger part of the non-Soviet world’s total capital
formation and investment is made in these countries.

This is the economic upper class of nations. The lower class of nations
is far bigger. Leaving aside a number of countries in an intermediary position,
considerably more than half of the people in the non-Soviet world live in the
countries which in earlier times were called the “backward countries” but
which in the ideological adjustment I just referred to — implying also a tendency
to switch from social statics to dynamics — we are now becoming accustomed
to characterise as the “under-developed countries.” In these countries the
real income per capita is only a fraction of what it is in the highly developed
countries. Their economic development to higher levels of prosperity has
usually proceeded much more slowly; some of these countries are stagnating
or have even moved backwards.

On the whole, the economic inequalities between devzloped and under-
developed countries have therefore been increasing. As the under-developed
part of the world is so much larger, and as the rate of population growth has
there been more rapid, it is indeed probable, as Mr. H.W. Singer has suggested,
that in spite of the spectacular progress in the highly developed countries the
economic well-being of the average human being in the non-Soviet world
is lower today than it was in 1913 and, perhaps, lower than in 1900 (1).

The considerable differences within both groups, in regard to actual eco-
nomic levels as well as current development rates, and also in regard to develop-
ment rates during different years in the near past, do not invalidate the foregoing

(1) H.W. Singer, “Economic Progress in Under-developed Countries” Social Research,
March 1949, pp. 2f. Singer refers to the world as a whole; the statement in the text about the
non-Soviet world represents an inference from Singers’ actual statement which holds true
a fortiori as the average income standard in the Sovict world is rising rather rapidly as
compared with that in the rest of the under-developed- world (though on account of the
high investment rate, which has made this possible, the consumption standard has risen
more slowly).
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broad generalisations which I need for stating clearly the problem I venture
to discuss in these lectures. T am in search of the causal play of forces which
has led to this result.

2. — The Inadequacy of the Theory of International Trade for the Explanation
of the Economic Inequalities.

I find a special reason to raise this problem, since our inherited economic
theory would rather lead us to expect that international inequalities should
not be so large as they are and not be growing. In any case this theory does
not furnish us with an explanation in causal terms of these inequalities and
their tendency to increase.

“The fact that many under-developed countries do not derive the advan-
tages from modern transportation and commerce that theory seems to demand
is one of the most pertinent facts in the present international situation and
cannot be easily dismissed” — T am quoting from a recent paper by a Swedish
economist, Mr. Folke Hilgert (!), known for some outstanding contributions
to our ideas about the “network of international trade™ and related matters
which he made at the time when he served as a member of the Economic
Secretariat of the League of Nations and which now belong to classic texts.

Hilgert points out that huge movements of labour and capital from Europe
have transformed the plains in the temperate belts into “white man’s land”
with high, rapid and sustained economic development and rising levels of
living. “Yet the gradual filling of the ‘empty spaces’ has not reduced the pres-
sure of population in, for instance, Asia’s over-populated regions where

labour is most abundant.”

Let us remember, however, that according to the classical doctrine
movements of labour and capital between countries would not be necessary

for bringing about a cevelopment towards equalisation of factox.' prlccs.and.
in fact, the theory of international

abstract assumption of international
That trade itself initiated a tendency
as implicit already in the

consequently, earnings and incomes:
trade was largely developed on the
immobility of all factors of production.

towards a gradual equalisation of factor prices W ing the 1
M o
expositions by the classical authors, though their method of stating the law

of comparative costs in terms of only a single factor, labour —»‘}vhu:h, however,
& . =Y
could have different “qualities” or degrees of “effectiveness™ — turned the

emphasis in other directions.

» S i T i i ities in World
1) “Uses and Limitations of International Trade in Ovcfcommg Inequalitics in ¥
Distlfib)ution of Population and Resources’, Weorld Population Cenference, Rome, 1954,

E/CONF.13/176, to be published.
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After Eli F. Heckscher’s paper on the equalising influence of trade on
factor prices and Bertil Ohlin’s restatement of the classical theory of interna-
tional trade in terms of a general equilibrium theory of the Lausanne school
type (1), trade appeared more clearly as a substitute, or an alternative, to
factor movements in permitting an adjustment of industrial activity to adapt
itself to the localisation of natural and population resources with the result
that the relative scarcity of labour and capital became less different. Upon
this foundation there has in recent years been a lively discussion between
the econometricians elaborating, under specific, abstract and static, conditions,
the relative effectiveness of this tendency to equalisation of factor prices as
a result of international trade (%).

The inadequacy of such theories for explaining reality cannot be ac-
counted for by pointing to the relative breakdown of the muitilateral trading
system as it functioned prior to the First World War, a change which is related
as both effect and cause to the increase of national trade and payments restric-
tions. For, as Hilgert observes, a similar confrontation of the facts of interna-
tional inequality with the theory of international trade for the period before
1914 reveals the same discord. And I would add that it is not self-evident but,
indeed, very much up to doubt whether today a freer trade would necessarily
lead to less of international inequality or whether in general trade between
developed and (densely populated) under-developed countries has ever had
that effect.

From these assertions I would, however, not rush to the conclusion that
the theory of international trade is “wrong” — under its assumptions in regard
to facts and valuations. But the assumptions may be unrealistic, and parti-
cularly so from the point of view of the problem of how to explain the
international economic inequalities as between developed and under-developed
countries and their persistent tendency to increase. In relation to this problem
the theory would then be irrelevant; it becomes “wrong™ only when pressed
upon a problem where, instead, other and entirely different assumptions
are appropriate. The theory of international trade and, indeed, economic
theory generally were never worked out to fit the reality of economic develop-
ment and under-development. These theories were never focused on the

(1) Eli F. Heckscher, “The Effect of Foreign Trade on the Distribution of Income™
Readings in the Theory of International Trade, selected by a committee of the American
omic Association, Allen & Unwin, London, 1950 (translation from the Swedish original
319),_Beml Ohlin, Inter-regional and International Trade, Cambridge University Press,
mbridge, 1933,
ot (12)tr Tge recent discussion of the problem of factor price equalisation as a result of interna-
b r::al Bi 9?; 8vvaas initiated by Professor Paul A. Samuelson in two articles in the Economic
hd Th’ and 1949_; for fuller reference see Svend Laursen, “Production Functions and
¢ Theory of International Trade™, The American Economic Review, 1955, pp. 540 fT.
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problems connected with very different production techniques, corresponding
to great differences in the relative scarcity of factors of production and general
levels of living, and it would be unfair to expect them to offer a theoretical
postulation of those problems (1).

My scientific conservatism brings me to stress also that I have here been
referring to the theory of international trade as a single, comprehensive
system of thought. This system, however, is the matrix of a large number of
special arguments and theorems which can usually be reshaped and fitted to
other assumptions and thus be made to preserve their usefulness as part
of very different theories. This is, indeed, what we continuously accomplish:
.we are readjusting our theoretical tools to new and different questions. The
new questions are largely posed because of changing political circumstances.
Thus the present interest in economic development and under-development
is a reflection of the dramatic political change that the under-developed
nations are becoming articulate in craving for development and pressing

for greater international equality.

3. — The Unreality of the Assumptions

Having thus built up the front against theoretical iconoclasm, I have
nevertheless to admit that the theory of international trade does not furnish
us with the model or mechanism which contains an explanation of the economic
inequalities and their tendency to increase. It is also clear that this is due to
its unrealistic assumptions. The most crucial leap from reality is represented
by its basic assumption of stable equilibrium. Only under this unrealistic
assumption does trade represent an element in the economic process which
constantly operates to bring about greater economic equality between regions

and countries.

By “stable equilibrium™ I refer to the assumption that the system reacts
to primary changes in such a way that economic rclanon? constantly (;m:' on
the move towards an equilibrium where they would remain unchiangsc £ 1o

new primary changes occurred. The idea T want to expound in these lectures

is that, on the contrary, in the normal case there is no such tendency toward.s
but that the system, if

automatic self-stabilisation in the economic system, o
left to itself, will steadily be on the move away from such a state. If left to take

Winfant i t"" and many other special

1) In fac lopment of the “infant industry argument. )

- '(dt):ratio?l s‘!b ;h;:hgecwl'c oﬁ: al authors, particularly in their discussion of practical problems

of the day, contain in nuce a very much more realistic approach to‘thc problems of (_Ievelopmcnt
2 The same is true of the discussion by

and under-devel t than their general theory. : i .
Ohlin ':,ni{ oﬁf:rf %]}]igc effect of trade on technology and the relative scarcity of different

factors of production and particularly different qualities of labour. See Bertil Ohlin, op. cit.
and La Politique du Commerce Extéricur, Paris, 1955.
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its natural course, the economic process will be cumulative instead of equilibrat-
ing — in the meaning that secondary changes usually have the same direction
as the primary ones and not the oposite one — and it will then most often
tend to create inequalitics and not equality, and to increase existing inequa-
lities; trade is an important element in this cumulative process. Apparcntly,
such a theory has for it the presumption of truth, since this is what is actually
happening.

This idea — in its negative form that the equilibrium assumption and the
theoretical approach, which it represents, is unrealistic — is, of course, anything
but original. It has often been pointed out that the theory of international
trade, more than any other part of economic theory, has stubbornly remained
an equilibrium theory. Professor John H. Williams, in his preoccupation with
the relation between economic policy and theory, has observed as one of the
greatest paradoxes of recent times that, “while since 1914 the world has been
in a state of profound and virtually continuous disturbance, formal international
trade theory has continued to emphasise equilibrating tendencies” (1); indeed
“the main drift in theory, until recently at least, seems to have been toward
further emphasizing equilibrating tendencies — whether through refinements
on the classical analysis, or through the one of more modern value theory,
or by introducing more countries and commodities... The so-called ‘modern’.
or Keynesian approach has carried this emphasis even further through its
analysis of international trade adjustment in terms of income” (2).

In a number of writings Williams has expressed his scepticism against
this trend of theory and attempted “to deal with the world as it is rather than
on the simplified assumptions of traditional theory” (). As his interests have
primarily been focused on the relations between Western Europe and the
United States and in the main confined to those changes in the last 40 years
which to a large extent have the character of disturbances induced by wars
and crises, he has not been tempted to seck a theoretical scheme for the explana-
tion of the phenomena of development and under-development with which
these lectures are concerned. On the whole, the literature is curiously void of
attempts to relate the problems of development and under-development
and the facts of international inequality to the theory of international trade.
Hilgert could almost raise a claim to originality merely on the ground of
having posed this question in the article I have cited.

Professor Jacob Viner, for instance, gave his lectures in Brazil the provoca-
tive title: International Trade and Fconomic Development (%), but did not

(1) Economic Stability in a Changing World, Oxford University Press, 1953, p. 24,
(2) Ibid. p. 29.
(3) Ibid. p. 32.

(4) The Clarendon Press, Oxford, 1953.
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raise this issue. Viner, in fact, segregates the problem of economic develop-
ment of under-developed countries in a last chapter where he makes many
interesting, though rather unconnected, observations and suggestions about
poverty. In this chapter he also touches upon various international relations:
gives reasons why foreign capital will probably not be available on any large
scale, reassures the under-developed countries, perhaps a little too readily,
against any general adverse bias in their terms of trade, and points to their
possibilities, nota bene with good fiscal and monetary management, to coun-
teract the effects of the wide fluctuations in their export prices. But the theory
of international trade appears only very occasionally and then in certain
general pronouncements, which because of the unrealistic equilibrium as-
sumption seem somewhat lost and out of place (1). In the five ecarlier chapters
he renders a delightfully readable account of his, on the whole, orthodox
ideas about a host of problems in the international trade field but has astoni-
shingly little to say about what the reader would expect from the title of the
book: the relation between trade and development — except again in the
form of intelligent but discrete inuendoes scattered throughout the text.

Viner makes one point, however, which has a bearing on the problem:
“Itis incumbent on the economist... to recognise and to proclaim that economic
improvement is not merely a matter of more capital, or more acres, or more
coal in the ground, but also of growth of effectiveness of management and of
manual effort through better education, better health, better motivation, and
better political and social organisation. If he fails to do so, he is liable to find
himself throwing the blame for national poverty wholly on physical cir-
cumstances beyond human remedy, or on factors external to that economy,
to the neglect of the internal human, social, political and moral factors which
may carry a large part of the true responsibility” (?). He links this correct

“or example: * i icultural country rapid growth of population
(1) For example: “In a predominantly agricu O aaicultural products will under

unaccompanied by proportionate growth in demand f : i iali
free-market condi)t(ignspbring spontaneously into action forces u:n_dimg ;?;)nt?ly;g 15;1511;8"::1;:
country, by making agricultural production less remuncrative. (#bid. p lace. in the under-
wrong description of what actually has taken place, and is :al-unghp - ilibrium assump-
developed world. One particular point where the thinking in terms oTthe equ:,m;meous]y inte
tions leads entirely astray is the idea that “frec market . dir bnft%rsgf fact, even when
action forces” tending to equilibrate industry and agncuuure..ASla r;:;lductiv.-itv of labour in
population growth and pressure on the land reduces mf}l'%"l"« P cept for a wage which
agriculture to zero, labour will not be available for mduston xsauonﬂextep lo on:ni: / (or
is — comparatively — high. Costs and prices in industry do not re“r;:gc :;?;rkc?%onditioils"‘
displacement) costs. Viner may answer by stressing that he ;_\ss_umcsd 3. it Sive an o
but the point is that such an assumption is totally unrealistic. Indeed, 1 ljcrln. s a lun_an
swered question what this assumption precisely means under the actual social, psychological
and economic conditions in under-developed countries; if this question is not answered,
and I believe it cannot be answered, this vlv_holc w::jy ofnthmlung remains meaningless and
i inferences as to reality are drawn.

bec°§‘z’f§e;v£f§§;§fyaa"g’§eﬂ with this for, as I point out in the text, he actually does not attempt
any usc of any theory in dealing with the development problems of under-developed countries.

(2) Ibid. p. 16.
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observation to the classical concept, utilised in the theory of international
trade, of “differences in qualities of factors of production”.

It is undoubtedly in this sphere of the “qualities” of the productive
factors and, consequently, the “effectiveness™ or production in various lines
that a main part of the theoretical explanation has to be sought for why coun-
tries have fared so unequally in their development and why international
trade has not been active as an equalising force. But lumping those things
together under a single, abstract and vague concept and mostly dealing with
this lump as a solid, static entity means precisely keeping them outside the
analysis, i.e. abstaining from seeking the theoretical explanation demanded
by establishing the inter-relationships. And occasional references to individual
elements within this lump and to their changes do not constitute a systematic
explanation, linking economic development to economic theory, but represent
rather a reversal to the indiscriminate “all case” method of the German his-
torical school, which Viner least of all should be expected to find to be in his
liking.

Keeping these things outside the theoretical analysis is the second main
unrealistic assumption which makes the theory of international trade irrelevant
for the problems of development and under-development (1). It is closely rela-
ted to the equilibrium assumptions. For it is precisely in the realm of these fac-
tors, which the theory of international trade usually takes as given and static,
where the equilibrium assumption is most unrealistic and where instead
circular cumulative causation is the rule.

That the theory of international trade has been dominated by these two
unrealistic elements is no historical accident but is in my opinion the result
of certain ideological predilections. I believe that our thinking and also our
observations, even when we try to be objective, are dominated, much more
than we are aware of, by certain very general ideas or thought patterns.
These general ideas are to an extent value-loaded; this gives them influence
over our intellectual exertions and tend to protect them from our awareness
and critical attention, if we do not work with explicit value premises. They
are part of a powerful tradition and have moulded all our tools of thinking:
shaped not only answers but, even more primarily, determined what ques-

(1) Already in his important paper from the late twenties, “The Theory of International
Trade Reconsidered”, Williams made the points that “the classical theory assumesas fixed,
for purposes of the reasoning, the very things which... should be the chief objects of study
if what we wish to know is the effects and causes of international trade, so broadly regarded
‘t'hat nothing of importance in the facts shall fail to find its place in the analysis® and that

the relation of International trade to the development of new resources and productive
forcesisa more significant part of the exploration of the present status of nations, of incomes,
prices, well-being, than is the cross-section value analysis of the classical economists, with
Its assumption of given quota of productive factors, already existent and employed",
{Economic Journal, 1929, pp. 195 ).
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tions we ask and how we ask them. They have been particularly powerful
in determining the theory of international trade. The two irrealistic elements
I have been referring to are the media through which these inherited ideological
predilections hold their power over economic theory (1).

4. — Groping for a Theory

The theory of international trade and its inherent ideological predilec-
tions have had, of course — to a degree and more or less by implication —
their influence also on the discussion of economic development. The facts of
international economic inequalities and of their tendency to grow are awkward
from the point of view of this theory and these predilections, and it is easily
discernible that these facts have rather systematically been kept outside the
sphere of intensive attention and in any case almost never been posed as a
main problem in the discussion of economic development and under-develop-
ment. Even today, when these facts are highlighted by the rising international
political tension, a tendency is visible fo steer the discussion into other aspects
of the problems of under-developed countries than those related to interna-

tional inequalities.

Similarly, the continuous trend in the theory of international trade towards
demonstrating, contrary to the facts, that unhampered trade works in the
direction of decreasing inequalities, has its close parallel in the type of dis-
cussion carried on in the developed countries on the commercial policies of
under-developed countries. The advices given to the under-developed coun-
tries — and also the pressures exerted upon their commercial policies by
means of the policies of the developed countries themselves — are determined
without much recognition of these facts and their underlying causal me-
chanism; instead they are commonly rationalised in terms of a theory of
international trade founded upon unrealistic assumptions. And the founda-
tion given to the international organisations in the field of international
trade — the International Monetary Fund, the now defunct International
Trade Organization and its remnant GATT — tend continuously to be
permeated by the same ideological elements at the basis of our theories.

When this is said jt should, however, be emphasised that on the whole
the large and rapidly growing literature on economic development and under-
development has paid little attention to economic theory generally and to the
theory of international trade in particular. In its present stage this literature
has mostly a rather untheoretical twist. Indeed, when it is at its best it secks
validity by keeping near to the ground of concrete facts and practical problems.

(1) In the Appendix, I give a condensed analysis of these major predilections of economic
theory as they are rooted in its philosophical fundament.
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Most of the writings on economic development and under-development
express, however, the need for a theoretical framework to organise our know-
ledge in a systematic fashion; but this yearning is usually qualified by much
scepticism, which sometimes amounts to a total disbelief, that we ever will
have a general theory of economic development.

5. — The Floating Notion of the ¢“Vicious Circle”

At this point I would like to call to our attention that almost all students
of problems connected with development and under-development make a
reference to the “vicious circle”. Professor C.E.A. Winslow, in a book devoted
to the economics of health, to choose a random illustration, points out that
“Jt was clear... that poverty and disease formed a vicious circle. Men and
women were sick because they were poor; they became poorer because they
were sick, and sicker because they were poorer”. () Winslow thus points
to a cumultative process, continuously pressing levels downwards, where one

negative factor is at the same time both cause and effect of other negative
factors.

In the same spirit, Professor Ragnar Nurkse, when in 1952 preceding
me in giving that year’s Commemoration Lectures in Cairo at the invitation

of the National Bank of Egypt, referred to the “vicious circle of poverty”
and explained (3):

“The concept implies, of course, a circular constellation of forces tending
to act and react upon one another in such a way as to keep a poor country
in a state of poverty. Particular instances of such circular constellations are
not difficult to imagine. For example, a poor man may not have enough to
eat; being under-nourished, his health may be weak; being physically weak,
his working capacity may be low, which means that he is poor, which in turn
means that he will not have enough to eat; and so on. A situation of this sort,
applying to a country as a whole, can be summed up in the trite proposition:

9 %

‘a country is poor because it is poor’.

Very apparently a similar circular causation between less poverty, more
food, improved health and higher working capacity will sustain a cumulative
process upwards instead of downwards. In these lectures I will venture an
attempt to give a more definite formulation to this vague idea of cumulative

(1) C.E.A. Winslow, The Cost of Sickness and the Price of Health, MOHDgralgh Series
No. 7, Geneva, 1551, p. 9; cf, also Gunnar Myrdal, “Economic Aspects of Health”, Chron,
World Health Organisation, Geneva, 1952, 6, No. 7-8.

(2) Ragnar Nurkse, Some Aspects of Capital Accumulation in Under-developed Countries,

Cairo, 1952; cf. Ragnar Nurkse, Problems of Capital Formation in Under-developed Countries,
Oxford, 1953, pp. 4 f.
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causation and thus provide, if not a theory of economic development and
under-development, which would be too ambitious an aspiration, at least

an approach toward. and a vision of, such a theory. k

Before I close this first lecture I would want to stress that, when we have
once approached the formulation of such a theory of development and under-
development, it will remain a task to integrate it into our general economic
theory and, in particular, into the theory of international trade. To have lo-
gically unconnected and, in fact, mutually inconsistent theories is hardly a
satisfactory state of things. This would most certainly, on the one hand, imply
considerable adjustment and changes of these general theories; those changes
would then reflect the progress in our perception of the world economy
attributable to the intensified studies of the dynamic, long-range problems
related to economic development and under-development. On the other hand,
the theory of economic development, when it is once posited, will not have
been constructed out of nothing except empirical data: as building stones
there will have been salvaged many familiar arguments and theorems now
harboured in the broad framework of our static theories, adjusted and fitted
into the new structure. In economics, as in social theory generally, old thoughts
are usually never discarded altogether; nor is ever an idea entirely new and

original.



. SECOND LECTURE

THE CUMULATIVE PROCESS OF ECONOMIC
DEVELOPMENT WITHIN A NATIONAL STATE

1. — Stable Equilibrium: a False Analogy

When constructing a theory to explain the changes in a social system,
the stable equilibrium notion is normally a false analogy. Its implied assump-
tions, that every disturbance provokes a countervailing reaction within the
system directed towards restoring equilibrium, and that it all will work itself
out in one and the same time-space, have no correspondence in reality. Society
does not naturally behave as a pendulum, either resting in a stable position
of economic relations or, after having had this position disturbed, in some
circumvent way moving towards its restoration.

The normal course is not only, as has often been conceded, that the oc-
curring short-run deviations will themselves continuously cause to alter the
long-run equilibrium position towards which the system is supposed to be
steering. Quite ordinarily the system in not steering towards such a position
at all but, rather, is continuously en route away from it. My thesis is that in the
normal case a social change does not call forth countervailing changes but,
instead, supporting changes, moving the system in the same direction as the
primary change but much further. A social process thus tends to become cumu-
lative and often moving with accelerating speed.

If such a process is stopped, by new primary changes, as is frequently
the case, the position of balancing forces where it comes to rest is normally
not a stable but an unstable one, implying that any primary change of the
forces will again start a cumulative process away from this position in one
direction or another. Or the position of rest may have been caused by policy
interferences, planned and applied with the intended purpose to stop the
movement. This is, of course, the very opposite to a natural tendency towards
equilibrium, endogenous to the system.

This general characterisation of a process of social change refers to the
normal case; T will be discussing later the exceptions where equilibrating
tendencies are at work.
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2. — A Case Study of the Cumulative Process

I once carried out a comprehensive study of the development problem
of one particular group of people: the Negro population in the United States(!).
it was during this study that I first came to realise fully the total inadequacy
of the equilibrium approach and how the essence of a social problem is that
it concerns a complex of inter-locking, circular and cumulative changes. I was
gradually moved to make this thought the main hypothesis of my study.
When now briefly referring back to this study, my purpose is to facilitate
a more concrete conception of the inner mechanism in a cumulative process

of social change.

The American Negro people are not confined to one single geographic
district where they are alone by themselves. But they are nevertheless cut
off from the rest of the American population and are tied together to a dis-
tinctly separate social group, with a community of worries and a common
destiny. This relative social isolation is effected by the American version of the
institution of colour caste. Behind the colour line the Negro people live to
a degrec a life as separate as if they were on an island with restricted com-
munications to the rest of the world. They have developed an entire class
structure of their own, where the caste disabilities reflect themselves in the
fact of a greater concentration of the population in the lower social strata
and lower average levels of all economic and social indices for comparable
strata. There is a unity in interests and aspirations in this social group just
as much as there is such a unity in any under-developed country or region of

a country.

The relative status of the Negro people in America in the late’ thirties
and early’ forties, when I made my survey, had been rising since the great
national compromise in the 1870’s after the Civil War and Reconstruction,
but not very rapidly, and there had even been some retreats. The prevailing views
on the Negro problem among the social scientists were mostly framed in static
equilibrium terms and demonstrated on the whole rather faithfully the general
trend towards social fatalism inherent in the equilibrium approach. Mistrust
of the efficiency of “interferences’ in the social process as, for example, efforts
towards educating the white people to broader views, campaigns for giving
Negroes legal redress through the courts, and legislation, “movements” and
“reforms” generally characterised the approach and was felt to possess the
mark of hardboiled scientific objectivity in contradistinction to the credulity

(1) An American Dilemma. The Negro Problem and Modern Democracy, by Gunnar
Mvrdal, with the assistance of Richard Sterner and Arnold Rose; Harper’s, New York, 1944
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of the do-gooders (1). The practical conclusion tended to be that the rise in
Negro status would continue to be, as it has been for two generations, a very
slow and uncertain process, largely outside the grasp of intentional policy
measures : ‘state-ways cannot change folk-ways” (2).

In my scrutiny of the complicated inter-relations between social forces
and, in particular, the trends of state and organisational policies at that time
in the United States and their conditions and effects, I reached the conclusion
that the national compromise which had reigned for such a long time was
approaching its end, at least relatively. “Ten years from now this (past) period
in the history of inter-racial relations in America may come to look as a
temporary interregnum. The compromise was not a stable power equi-
librium” (3). More positively my conclusion was that “not since Reconstruc-
tion has there been more reason to anticipate fundamental changes in American
race relations, changes which will involve a development toward the American
ideals” (4). This great, dramatic break in the social development of American
society has actually occurred. A student who has sometimes been wrong in
his forecasts of the future will be excused for pointing to a case when he was
right.

1 want now to sketch in its barest outlines the social theory or methodo-
logical hypothesis used in this particular study (3). In its simplest form the

(1) The important fact is, however, that the social scientists of this period — while
most often eagerly and honestly asserting that their findings and their teaching could not
have any great practical effects on the development of inter-racial relations in America —
were actually all the time efficiently bringing together and organising the rational arguments
for fundamental social changes. Indeed, they were making it increasingly difficult for educated
white people to uphold some of the stcreotyp_ed_ opportuniglic views which were basic to
segregation and discrimination. It is my conviction, for which l‘have given the evidences
in the book referred to above, that the American social scientists’ work during the pre-war
period contributed mightily in producing the driving forces to the dynamic development of
inter-racial relations which later was gathering its momentum somc ten years ago.

i Inissez-faire approach in the great tradition of the late Professor William
Sunn(gr) Ihvlgit';fffﬁfgféz n%porings f“ the natural_ law phlllosophy which, with all the para-
phernalia of modern social science lingo and the lmprcsgli:e amassing of facts, has a parti-
cularly strong hold in America — was o.ftcn connected v;’[l.t atvagufﬂ Ptulosop.hy of cconomic
determination. In this pre-war period, it proscuied L2 1 twp versions with many inter-
mediary positions: a radical Marxist version, where the expectation Fil o Coonmie fevale
tion which would change everything and even eradicate I e ahnd, mitch mors
commonly, a conservative liberalistic version, acc‘.’rd’f’gth?lt ot I'CI:'OIUIIOI‘! o
to be expet,:ted and, consequently — as the assumption 1n the “basic 0? s that o alen
ficant change can be brought about except by tackling ed g vl ’t; Tt
system — the situation would remain pretty well as it was an fact?)r’ lhe)(()r;n:l;us nge:':&,elmﬁ
chance for any type of induced changes to alter much. The one Rl e
the equilibrium approach and its inherent fat;:!lsnc tendc_r‘I:C)cf{ :vclopmel‘li- :
tion of circular interdependence and cumulative dynami

(3) Op. cit. p. 1014,

(4) Op. cit. p. XIX. ical ar

(5) The rest of this section contains a condensali(in of the meihfoﬂj?(:%ﬁiluglgﬁnlrﬂl
in the book cited and particularly Chapter 3, Section 7, The meo(ylo f Cumulatio oo
pp. 75 fi., and Appendix 3, “A Methodological Note on the Principle of Cumulation™, pp.
1035 ff.
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explanatory model can be reduced to two factors: “white prejudice”, causing
discrimination against the Negroes in various respects, and the “low plane
of living” of the Negro population. These two factors are mutually inter-
related: The Negroes’ low plane of living is kept down by discrimination from
the whites while, on the other side, the Negroes’ poverty, ignorance, supersti-
tion, slum dwellings, health deficiencies, dirty appearance, bad odour,
disorderly conduct, unstable family relations and criminality stimulate and
feed the antipathy of the whites for Negroes. White prejudice and low Negro
standards thus mutually “cause™ each other. If things remain about as they
are and have been, this means that the two forces balance each other: white
prejudice and the consequent discrimination against the Negroes is blocking
their efforts to raise their low plane of living which at the same time forms
part of the causation of the prejudice on the side of the Whites.

Such a static “accommodation™ is, however, entirely fortuitous. It is
everything else than a stable equilibrium position. If either of the two factors
changes, this will cause a change in the other factor, too, and start a cumulative
process of mutual interaction where the change in one factor will continuously
be supported by the reaction of the other factor and so on, in a circular way.
The whole system will be moving in the direction of the primary change,
upwards or downwards, but much further. If the original push or pull is
withdrawn after a time, still a permanent change will remain in both factors,
or even the process of interacting changes will continue without a neutralisa-
tion in sight.

Both the two factors are composite entities. If we split the Negroes’
“plane of living” into its components — levels of “Negro employment”,
“wages”, “housing”, “nutrition”, “clothing”, “health”, “education”, “stability
in family relations”, “law observance™, “cleanliness”, “orderliness”, “trust-
worthiness”, “loyalty to society at large”, ctcetera — the hypothesis is that
changes in all these variables cumulate in a similar fashion. A rise in any
single one of the Negro variables will tend to raise all the others and thus,
indirectly as well as directly, result in a cumulative effect to decrease white
prejudice with new effects back on the Negro plane of living as described.
A rise in Negro employment will increase earnings, tend to raise levels of living
generally and improve health, education, manners and law observance, and
yice versa; a better education will enhance the Negroes’ chances of getting
into higher salaried jobs, and vice versa, and so all through the entire gamut
of variables. White prejudice is an equally composite and unstable entity of
beliefs and valuations and is, among other things, dependant upon its result
in discrimination. Experience thus shows that, if by some chance discrimina-
tion in a particular field of social contact is increased or decreased, the psy-
chological force behind it, i.c. prejudice, tends to change so as to support
actual behaviour. This fits into the general pattern of cumulative causation.
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The point is not simply that “many forces are working in the same direc-
tion”. They are, in fact, not; and there might even be periods when counter-
directed forces are balancing each other so that the system remains in rest
until a push or a pull is applied at one point or the other, pushing upwards
or pulling downwards. When the total system then starts moving, it is the
changes in the forces that work in the same direction. And this is so because
the variables are interlocked in such a causal mechanism that a change

of any one causes the others to change in such a direction that these secondary
changes support the primary change, with similar tertiary effects upon the
first affected variable, and so on.

We notice that when there is a “balance”, a neutralisation of changes,
so that the system is at comparative rest, this is not a stable equilibrium at
all — of the type which is tacitly assumed in the notions of “equilibrium”,
“accommodation”, “adjustment”, “maladjustment” and “social lag” — and,
further, that under this hypothesis a system which is moving is not steering
towards any “equilibrium™ or necessarily “accommodating” towards any
sort of new stability. Ordinarily social systems are not in rest but are actually
moving both with their own momentum and also ordinarily under the influence
of a multitude of outside pushes and pulls, primarily affecting several of their
variables and in different directions, thus often turning the systems around
their axes as they are moving.

The causal interrelation between all the factors in the problem of a popula-
tion group like the American Negroes gives sense to the general notion of the
“status” of the group — in essentially the same way as the inter-relation between
prices gives sense to the notion of the “price level” — and an index of this
status could be constructed and would have meaning as measuring in time
or space the general tendency of the system. The main scientific task is, however,
to analyse the causal inter-relations within the system itself as it moves under
the influence of outside pushes and pulls and the momentum of internal on-

going processes.

In a realistic study the system becomes, of course, very much more
complicated than any abstract model. All factors must be broken down by
region, social class, age, sex and so on, and the number of combinations in-
creases by multiples for each classification applied. The scientific ideal is not
only to define and arrange the factors into their elements, but to give for
each of the elements a measure of their actual quantitative strength in in-
fluencing each of the others, as well as a measure of their ability to be influenced
themselves by changes in other elements within the system or by changes
in the outside forces,

These outside forces in the study in question represent the surrounding
total national American community. Some of those outside forces are under-
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going large shori-term changes as, for instance, the business situation and
employment opportunities. Some others are more constant determinants
as, for instance, the complex of inherited ideals which in my study I called
“The American Creed” and the institutional and political frame as it is in-
fluenced and activated by those ideals. The outside forces provide continuously
pushes and pulls for the system, and they influence, at the same time, the
co-efficients of internal causation, i.e. they change the structure of forces
within the system itself.

The time element becomes of paramount importance in these formulae
as the effects will be spread very differently along the time axis. A rise of
employment, for instance, will almost immediately raise some levels of living;
but a change in levels of education or health is slow to be achieved, and its
effects back on the other factors are then in turn delayed, forcing a lag in
the whole process of cumulation.

Ideally the scientific solution of a problem like the Negro problem should
thus be postulated in the form of an inter-connected set of quantitative equa-
tions, describing the movement — and the internal changes — of the system
studied under the various influences which are at work. That this complete,
quantitative and truly scientific formulation is far beyond the horizon does
not need to be pointed out. But in principle it could be made; and T submit
that the working out of such a postulation should be the aim and guide of
our less perfect research endeavours.

If the realism of the hypothesis of circular cumulative causation is ac-
cepted, certain general conclusions can be drawn which it is worth while to
spell out already at this point. To begin with, this conception of a great number
of inter-dependent factors, mutually cumulative in their effects, disposes of
the idea that there is one predominant factor, a “basic factor”. Usually the
“economic factor”” has been given this role in an often non-conscious applica-
tion of Marxian economic determinism.

When studying the Negro problem or any other social pI:ObleI‘:l‘l under
this hypothesis it becomes, indeed, difficult to perceive wha? precisely is meant
by the “economic factor” as distinct from the others and st111. less unc-lerstan_d-
able how it can be “basic” as everything is cause to ever'ythl.ng else 11.1 an in-
terlocking circular manner. For similar reasons, the application of this hyp?-
thesis moves any realistic study of under-development and development in
a country, or a region of a country, far outside the boundaries of traditional
economic theory. This is because by necessity the study becomes concerned
also with all so-called “non-economic factors”: what the classical authors
lumped together in such concepts as “the quality of the factors of production™
and the “efficiency of production” and usually kept outside their analysis.
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That, under the hypothesis of cumulative causation, an upward movement
of the entire system can be effected by any number of measures rather indepen-
dently of where the initial push is applied, is a very important point to keep
in mind. But it certainly does not imply that from a practical and political
point of view — i.e. when reasoning instead in terms of means and goals —
it would be indifferent where and how a development problem is tackled.
The more we know about the way in which the different factors are inter-
related — what effects a primary change of each factor will have on all other
factors, and when — the better will we be able to establish how to reach
maximum total effects of a given policy effort in moving and changing the
social system.

Nevertheless it is unlikely that a rational policy will work by changing
only one factor. If, therefore, this theoretical approach is bound to do away
in the practical sphere with all panaceas, it is, on the other hand, equally bound
to encourage the reformer. The principle of cumulation — insofar as it holds
true — promises final effects of very much greater magnitude than the efforts
and costs of the reforms themselves. The low status of the Negro is, for ins-
tance, tremendously and self perpetuatingly wasteful all around — for example,
the low educational standard causes low productivity, health deficiencies
and low earnings and these again keep down the educational standards,
and so on. The cumulatively magnified final effects of a push upward
when wiscly applied to the relevant factors is in one sense, a demonstra-
tion and also a measure, of the earlier existing “social waste”. In the end,
the cost of raising the status of the Negro will not involve any ‘real net
cost” at all, but instead result in great “social gains” for society. The defini-
tion of these political concepts does not only require explicit value premises
but must be conceived of in the dynamic terms of circular cumulative cay-

sation. ;

This is, indeed, the principle upon which an under-developed country
can hope to “lift itself by the shoe strings” — if it can only manage to accom-
plish what Professor W.W. Rostow calls the “take-off into self-sustained
growth” (1) and afford the sacrifice to wait on the full returns of its policy
efforts.

Before I go further, I should perhaps say that I fecl very much in line with
ordinary common sense when stressing that in the normal case circular cumu-
lative causation and not stable equilibrium is the more adequate hypothesis
for the theoretical analysis of a social problem. John Maynard Keynes has
some basis for his famous dictum that usually “the practical men” unknow-
ingly are “the slaves of some defunct economist”™ when they express general

(1) Manuscript to be published shortly in the Economic Journal.
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opinions. They then often think in the metaphysical teleological terms of the
stable equilibrium notion and the idea of individual interest harmony under
conditions of non-interference on the part of the state. But in their proper
role they act on better assumptions. Every successful businessman has the
principle of cumulative causation as a built-in theory in his approach to prac-
tical problems; otherwise he would not be successful. A politician would be
a failure if he did not calculate with the cumulative effects. The whole philosophy
of the professional philanthropists is imbued by this hypothesis. (})

I am afraid that the social scientists cannot escape the main responsibility
for having preserved — against the wisdom of the generally perceived common
sense among laymen — the inherited stable equilibrium notion as the organising
principle when systematising knowledge about society into theory. They
have thus become more deserving of Keynes’ observation than the “practical
men’> — even if, as I point out in the Appendix, much research work and
lately also some attempts to piecemeal theoretical analysis actually follow
quite a different approach, without it ever being really clarified, however,
how it all hangs together, how it clicks with equilibrium theory and what
more broadly it implics for our practical philosophy about the world.

3. — A Simple Dlustration of the Drift towards Regional Economic Inequality
within a Country :

I have suggested that the principle of interlocking, circular interdependence
within a process of cumulative causation has validity over the entire field of
social problems. Suppose that in a local community an accidental change
occurs which is so relatively big that it is not immediately cancelled out in
the stream of events: that, for example, a factory, where a large part of the
population gets its livelihood, burns down and that it becomes clear that it
would not pay to rebuild it, at least not in that locality. The primary effect is
that this business firm gets out of activity and its workers become unemployed -

(1) Actually, the best formulation in writing I have found for the working of the cumu-
lative process in the field of the Negro problem was given by one of the wisest foundation
heads in America, the late Edwin R. Embree of the Rosenwald Fund:

“There is a vicious circle in caste. At the outset, the despised group is usually inferior
in certain of the accep:edlrsctfnl:i]agd: of the controlling class. Being inferior, members of the
degraded caste are denied the privileges and opportunitics of their fellows and so are pushed
still further down and then are regarded with that much less respect, and therefore are more
vigorously denied advantages, and so around and around the vicious circle. Even when the
movement starts to reverse itself — as it most certainly has in the case of the Negro — there
is a desperately long unwinding, as a slight increase 111 goodwill gives a little greater chance
and this leads to a little higher accomplishment and that to mcrease'q respect and so slowly
upward toward equality of opportunity, of regards, and of status”. (Brown America: the
Story of a New Race, The Wiking Press, New York, 1931, p. 200). The vaguely implied
notion that cumulative causation is retarding the speed of progress is, however, wrong.
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Let us for the sake of simplicity focus our attention on the effects via one
single variable: the local tax rate. The tax rate will go up as the income basis
narrows. This secondary change may become even bigger if, in response
to the lowered demand curves, businesses and workers begin to move out
from the community to seek better markets somewhere else. If they do, this
will usually also change the age distribution in an unfavourable direction,
lowering taxable income per capita and raising the relative demand for public
welfere services.

The higher tax rate, in its turn, will itself act as an extra disincentive to
other businesses and workers considering moving into the community; it
will also strengthen the incentive for already established businesses in the
community and workers to seek to get out, which then in a second round will
cause the tax rate to move upwards still more, having again similar effects.
If in this situation the local authorities, because of the rising tax rate, are moved
to lower their standards in various public services, such as the provision of
schooling for children, homes for the aged, roads, etcetera, the rise of the
tax rate may be retarded but only at the expense of making the community
in another important respect less attractive for businesses and workers.

Should the tax rate before the first change have reached a stationary
level, it is now not moving towards this level as an equilibrium — or any other
stable level — but continuously away from it, and this movement itself is
all the time causing new changes of a nature to result in pushing the tax rate
still higher, and so on and on. This simple model of cumulative causation
released by a primary change is, I believe, more typical of actual social pro-
cesses than the intersection of the demand and supply curves at an equilibrium
price which has become symbolic of much of our reasoning in economic theory,

When nevertheless in well-organised welfare states like the Scandinavian
ones the local tax rate does not continue on that adventurous course but is
prevented from rising too much, and when also the community in that con-
nection is restrained from lowering the standards of public services too much
this has quite another explanation than the play of the market forces, namely thu;
fact that national state legislation has been enacted for the specific purpose
of stf)ppfin.g such a cumulative process by subsidising from the common purse
any .mdmdual community which for reasons outside its own command has
got into financial difficulties, and at the same time prescribing certain mini-
mum :v,tandards for public services. The modern highly integrated national
states in the one-sixth of the non-Soviet world which is well off and rapidly
progressm_g have furnished themselves with a most complex network of systems
of regulansedlpub]jc interferences of all sorts which have the common purpose
of countelzactu'lg the blind law of cumulative social change and hindering it
from causing inequalities between regions, industries and social groups. To
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this question of the countervailing changes induced by organised society I
will come back later.

In my example the primary change was an adverse one. The cumulative
process, however, works also when the change goes in an upward direction.
The decision to locate an industry in a particular community, for instance,
gives a spur to its general development. Work opportunities and incomes
are provided for labourers who might have been unemployed before or
employed in a less remunerative way. Local businesses can flourish as the
demand for their products and services is increasing. Labour, capital and
enterprise from outside are attracted to exploit the rising opportunities. One
new business or the enlargement of an old one widens the market for others,
as does generally the increase of incomes and demands. Rising profits increase
savings but cause at the same time investments to go up still more which again
pushes up the demands and the level of profits. And the expansion process
creates continuously external economies favourable for sustaining its con-
tinuation.

The local tax rate — the factor I picked out for illustration of the causal
interrelations in a downward cumulative process — can be lowered and the
amount and quality of public services enhanced; both changes will make the
community more attractive to businesses and workers also for this reason,
with the result that the local finances will again be boosted with similar results
on the tax rate and public finances, and so on. These fiscal effects of localised
expansion may become hampered because of interferences by the state in the
form of burdens for inter-regional tax equalisation built into the taxation
system. As I am still considering only the play of the forces as unhampered
by state interferences, I leave this last matter for the moment.

4. — The Play of the Market Forces Tends towards Inequality :

A cumulative process of the same general character, going downwards
or upwards as the case may be, will also be generated by a change if'n the
terms of trade of a community or a region, if the change is large and pemste-nt
enough or, indeed, by any other change having as its effect a substam-lal
decrease or increase in the interrelated economic quantities: demand-, e;}rmng
power and incomes, savings, investments and production. The main idea I
want to convey is that the play of the forces in the market does not -nornially !E.nd
towards causing regional equality but, on the contrary, ‘inequahty. Nc-)thu}g
succeeds like success”, and T add: nothing fails like failure. The version in
the Bible of this ancient folk wisdom is even more expressive: “Unto everyone
which hath shall be given and from him that has not, even that he hath shall
be taken away from him”.
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If things were left to the market forces without any policy inferences,
industrial production, commerce, banking, insurance, shipping and, indeed,
almost every economic activity which in a developing economy tend to give
a bigger than average return and, in addition, science, art, literature, education
and higher culture generally, would cluster to certain localities and regions,
leaving the rest of the country more or less in the backwater. Occasionally
these favoured localities and regions offer particularly good natural conditions
for the economic activities concentrated there; somewhat more often they did
so once they started to gain competitive advantage. Naturally the economic
geography sets the stage. Commercial centres are, of course, usually located
in places where there are reasonably good natural conditions for the construc-
tion of a port, and centres for heavy industry are most often located not too

far away from coal and iron resources.

But within broad limits the attractive power today of a centre for com-
mercial and industrial expansion has a main origin in the historical accident
that something was once started there and not in a number of other places
where it could equally well or better have been started, and that the start met
with success. Thereafter the ever increasing internal and external economies —
in the widest sense of the word including also, for instance, a working popula-
tion trained in various directions, lively communications, the feeling of growth
and elbow room and the spirit of new enterprise, etcetera — fortified and sus-
tained their continuous growth at the expense of other localities and regions
where instead relative stagnation or regression became the fastened pattern.

It is easy to see how the expansion in one locality has “back-setting
effects” in other localities. More specifically the movements of labour, capital,
goods and services do not by themselves counteract the natural tendency to
regional inequality. By themselves, migration, capital movements and trade
are rather the media through which the cumulative process evolves, upwards
in the lucky regions and downwards in the unlucky ones. Generally, if they
have positive results for the former, their effects on the latter are negative (V).

The localities and regions where economic activity is expanding will
attract net-immigration from other parts of the country. As migration is
always selective, at least in regard to the migrants’ age, this movement by
itself tends to favour the rapidly growing communities and disfavour the
others, In the historical epoch — which is only just now coming to its end in
the very richest and most advanced countries — when birth control is still
on the spread downwards in the economic and social strata (%), the poorer

(1) This statement will be qualified in the next section.
/(2) When this process is completed, the average fertility might well be rather high or
:;c t_llfflw even rising; but it is positively, and not negatively, correlated to economic and
1a] status,
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regions will also have a relatively higher fertility which adds its influence to
that of the net emigration in making the age distribution in these regions dis-
favourable, at the same time as in the long run it may cause a less favourable
relation between total working population and resources. The poverty in rural
regions of Europe during the long period of net-emigration to the industrial
centres — and to America — has part of its explanation in the unfavourable
age distribution, in part caused by migration.

Capital movements tend to have a similar effect of resulting in increased
inequality. In the centres of expansion increased demands will spur investments,
which in the ordinary way will increase incomes and demands and cause a
second round of investments, and so on. Savings will increase as a result
of the higher incomes but will tend to lag behind investments in the sense
that supply of capital steadily meets a brisk demand for capital. In the other
regions the lack of new expansionary momentum has the implication that
the demand for capital for investment remains relatively weak, so even com-
pared to the supply of savings which will be low as incomes are low and not
rising but tending to fall. Studies in many countries have shown how the banking
system, if not regulated to act differently, easily becomes an instrument for
siphoning off the savings from the poorer regions to the richer and more
progressive ones where returns on capital are high and secure.

Trade operates with the same fundamental bias in favour of the richer
and progressive regions and disfavour of other regions. The freeing and widen-
ing of the markets will often confer such competitive advantages to the industries
in the already established centres of expansion, which usually work under
conditions of increasing return, that even earlier existent handicraft and
industrial activities in the other regions are thwarted. The hampering of in-
dustrial growth in the poorer Southern provinces of Italy, caused by the
erasing of internal tariff walls after Italy’s political unification, is a case in
point which has been thoroughly studied: industry in the Northern provinces
had such a lead and was so much stronger that it dominated the. natioqa!
market, which was the result of political unification, and suppressed industrial
efforts in the South (V).

d by the liquidation of the political and

(1) The process was conditioned and spul‘rewh“e those in Northern Italy, which at

administrative power centres in Southern Italy, : P .
that time even more than now were tools in the hands of the industrial interests there, gained

hegemony over the whole country. The unification of Italy wasin reality vchry mL;ch ? cgnqu:ft
and an annexation of Southern Italy by the stronger No.rthcrn It;ily. The role of the state
in the cumulative process will be discussed in a latter section of this Jecture.

Another example on a still larger scale is the long economic stagnation after the _Cm}
War up till the Se(.gm(l World Waf of the southern states of the United States. As will be
touched upon in the Third Lecture, this systematic bias of trade as betwqen regions form‘:
also part of the mechanism of the economic relations between a metropolitan country an

its colonies,
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As industrialisation is the dynamic force in this development. it is almost
tautological to state that the poorer regions remain mainly agricultural. As
1 pointed out, the perfection of the national markets will even tend to frustrate
earlier beginnings of industrial diversification in agricultural regions. In the
backward regions of Southern Europe about three quarters of the population
gets its livelihood from agriculture. In these regions, not only what they may
preserve of manufacturing industry and other non-agricultural pursuits, but
also agriculture itself shows a much lower level of productivity than in the
richer regions (1).

The cumulative process towards regional inequality works through many
causal chains usually not accounted for in our short-term analysis of the play
of the forces in the markets. If left to themselves, those regions, which have
not been touched by the expansionary momentum, would not, for example,
be able to afford to keep up a good road system, and all their other public
utilities would be inferior, creating other regional competitive disadvantages.
Railways would be drawn so as to meet effective demand for transport, which
would imply without giving much consideration to the needs of those regions.

Under the same assumption the poorer regions, unaided, could hardiy
afford much medical care and hospitalisation and their populations would
show more of health deficiencies and a lower productive efficiency. Their
schools would be grossly inferior — in Southern Europe the populations of
the poorer regions are actually still largely illiterate. The people living there
would on the average be ridden by more primitive variants of religion, sanc-
tioning traditional mores by taboos and functional magic, and they would
be more superstitious and less rational generally. Their entirc systems of
valuations would take such imprint of poverty and backwardness that they
would become even less susceptible to the experimental and ambitious

aspirations of a developing society.

All these frustrating effects of poverty are interlocked in circular and
cumulative causation, one with the others and all with the biases I referred to in
the working of migration, capital movements and trade. The contrary effects
of rising economic levels in the centres of expansion are in a similar fashion

(1) Part of the stronger competitive position of industry in Northern Italy at the time
of Ttaly’s political unification, referred to above, was based on the fact that Northern
Ttaly also had a more developed agriculture.

Professor Jacob Viner makes the plausible point that “... the real problem in poor
countries is not agriculture as such, or the absence of manufactures as such, but poverty
and backwardness, poor agriculture and poor manufacture’. Op. cit. p. 52.) This is supposed
to be a criticism of Prof. Raul Prebisch and others who have urged industrialisation as the
necessary mainstay in a program of economic development. As his argument is narrowly
static, Viner however, misses entirely the point that industrialisation is motivated to rectify
a disbalanced economy and to give the dynamic momentum.
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also interconnected in circular and cumulative causation, continuously sus-
taining further expansion. For easy reference I will refer to all the former
effects as the Backsetting Effects of economic expansion in other regions. I
include under this label the effects via migrations, capital movements and
trade and also all other more or less “non-economic™ effects ex-emplified above,
and the term refers to their total magnitude as cumulated and magnified by
circular causation.

It should in this connection be pointed out that according to historical
experience the cheap and often docile labour of underdeveloped regions usually
does not attract industry. The few cxamples where the labour supply has
been effective in bringing industry to backward regions — as the movement
of textile industry from New England to the Upper South in the United
States — are rather in the nature of exceptions from a general rule. There
are so many forces working in the opposite direction, among them the external
economies in the established centres of economic expansion. Ordinarily it
is labour which has to move to the localities of rising demand and there at the
place of employment try to make the difficult efforts of adjustment to the

different ways and values of an expanding society.

5. — The Spread Effects

Against the Backsetting Effects there are also the “Spread” effects of ex-
pansionary momentum from the centres of economic expansion to other regions.
Ttis natural that around a main centre of expansion a whole surrounding region
is more or less taken into the stride as it becomes spurred ahead by increasing out-
lets of agricultural products and stimulated to technical advance and ratlc_)lzlal
business conduct all around. There is also another line of “spread” to localities
farther away, where favourable conditions exist for producing raw materials
for the growing industries. These and all other localities, whefe new starts
are being made and happen to succeed, become in their turn, 1f. the expan-
sionary momentum is strong enough to overcome the Backsetting Effects,

new centres of self-sustained economic expansion.

In reality, relatively expanding, stagnating and regrcss?ing locahtles.are
represented by a fairly continuous series on different levels, W:lth all gr?duatxo.ns
between the extremes. Insofar as in the aggregate all the dispersed industrial
advances amount to something considerable, cconomic sta:ndards in Fhe
whole country are given a lift. But ordinarily, even i}l a rapidly develo;.)mg
country, large regions will be lagging behind, stagnating or even regressing :
and there would be more regions in the latter two categories if the play of

the market forces were alone left to decide the outcome.
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Even in the case of countries like the United States or Sweden, where
in the last century business enterprise could exploit a particularly favourable
situation in regard to natural resources and where also other unusually ad-
vantageous conditions for economic growth were present, not least in the
general cultural situation, the development was not that entire countries
were drawn into a more or less equal and simultaneous expansion process.
A closer view discloses great disparities. In the United States, for example
almost the whole South was until recently largely a stagnant region; likewise
the emergence some generations ago of the new great opportunities in agri-
culture on the Western frontier left large rural areas in New England in

decay from which some of them have not yet emerged.

A country where, on the contrary, few starts are being made and/or
where the starts do not happen to meet with such success that they result in
a substantial and sustained increase in demand, incomes, investments and
production, becomes an under-developed country. Even in such a country
there are, however, usually localities and regions which are advancing indus-
trially. Many Latin American countries illustrate how in countries which
on the average are under-developed, there can be districts, usually around the
ports, which are very rapidly expanding.

The Spread Effects of momentum from a centre of industrial
expansion to other localities and regions, operating through increased
demands for their products and in many other ways, weave themselves into
the social process by circular and cumulative causation in the same fashion
as the Backsetting Effects in regard to which they represent countervailing
changes. In the marginal case the two kinds of effects will balance each other
and a region will be “stagnating”. This balance is, however, not a stable equi-
librium, for any change in the forces will start a cumulative movement upwards
or downwards.

It is quite feasible that all the regions in & country may be inside this margin
of balancing forces if the initial starts are many and strong and successful
enough and the Spread Effects work relatively effectively. The inequality
problem is then reduced to the different rates of progress as between regions
in the country. On the other hand part of the curse of a low average level of
development in an under-developed country is that the Spread Effects there are
weak. This is one of the reasons why internal regional inequalities tend to be
the greater the poorer the country is on the average; I will later point to
another equally important reason, namely the different character of state
policies in developed and under-developed countries.

This fact that rhe Spread Effects tend to be weaker, the poorer the country
i9, has immense importance in our problem. The Spread Effects are a func-
tion of the relative Jevel of development. A high average level of development



G. MYRDAL.-DEVELOPMENT AND UNDER-DEVELOPMENT 33

in a country is followed by improved transportations and communications,
higher levels of education and a more dynamic communion of ideas and
values, which all tend to strengthen the forces for the spread of economic
expansion. Considering the development process for a country as a whole
the Spread Effects, as they become operative, form themselves an important,
phase of the cumulation of the changes: their weakness in under-developed
countries is one of the main facts holding those countries in siagnation or
regression while, on the contrary, the effective spread of expansionary mo-
mentum is a main explanation why sustained and rapid progress becomes
an almost automatic process when a country has once reached a high level of
development.

6. — Countervailing Changes

On this point of my reasoning I would like to recall that my main hy-
pothesis is the existence of a circular and cumulative causation, implying
that in the normal case secondary changes, called forth by a primary change,
tend to move the system in the same direction; this is what makes a social
process cumulative. Expansion, when it has once got a start in a locality,
will feed itself, while this very movement upwards in one locality will engender
Backsetting Effects in other regions which would force them into a spiral of
regression, if there were no Spread Effects from the former localities strong
enough to counter-balance the Backsetting Effects.

The Spread Effects to the otherwise regressing regions represent thus
in those regions a countervailing change to the Backsetting Effects operating
in a downward direction. Under no conditions do the Spread Effects establish
the assumptions for an equilibrium analysis, though. Economic stagnation,
if it occurs, is nothing else than a fortuitous and temporary balancing of tl'1e
two types of effects. On a higher level of general economic development in
a country the relative strength of the Spread Effects becomes itself a spur
to development, while on a low level the weakness of the Spread Effects implies
that they do not counteract the Backsetting Effects’ influence to cause a cu-

mulative regression.

There are a great number of other complications and qualifications
that in a more claborated analysis would have to be fitted into the model
which I am attempting to visualite. Thus we cannot exclude, though we sce
very little evidence of it around us, that there might be factors inherent in
the situation of a centre of economic expansion which tend to retire or even
revert the cumulative process when it has reached a certain level of develop-
ment, for instance due to an increase of not only public expenditure but also
private costs when industry has become too concentrated — “external dis-
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economies”, if the term be allowed — and, more generally, the social and
individual costs of congestion. To the same category would also belong the
depressing effects of decreasing demand in a “maturing economy”, if new
outlets are not created by capital export, state expenditure, including all
sorts of social investments but also war and armament costs, or otherwise.

Or it may be that wages and the remunerations of other factors of produc-
tion can be driven up to such a high relative level that for this reason other
Tegions get a real chance to compete successfully. A prolonged period of
economic expansion may also have saddled a prosperous region with a very
large equipment of old real capital which may introduce a temptation not to
discard obsolete capital so rapidly as would be advantageous in a period of
swift technological development. The quasi-monopoly in many fields, which
is often connected with a position of having been in the lead for a long time,
may also have damaged the spirit of enterprise and risk-taking (1).

In the downward direction, the cumulative process might likewise engender
endogenous countervailing forces and become arrested. Thus the cruel Mal-
thusian population checks, raising the death rate when population increase
had pressed down consumption under the subsistency level, represented in the
classical population theory such countervailing changes operating when there
was a downward movement of the level of living of the workers. These checks
would set a limit under which regression could not proceed and thus establish
a low level stagnation equilibrium. Assuming permanency in the forces operat-
ing in the direction of economic regression, this equilibrium would indeed for
once be a stable one. The recent explosive development of medical science
making the prevention of death even at exceedingly low living levels a rather
easy and inexpensive matter, would tend to force the population checks to
retreat and thus move the stagnation equilibrium to a much more depressed
level of human misery in countries where economic development does not
keep pace with increased population pressure. There might be other endogenous
countervailing changes in a downward process having a similar effect of slowing
arresting or even turning the direction of the movement.

Naturally, in the short run, in all countries and all regions at all times

the equilibrating interplay of countervailing changes as between demand,
onomic theory has devoted such a dispropor-

be operating more or less according to
s, however, only the ripples on
the foxtrot dancing steps of all

down,

supply and price — to which ec
tionate amount of attention — will
that theory, This interplay usually represent
the surface or, to mix the metaphores boldly,
the participants in a market during the broad march of events.

(1) An analysis of these and other factors apt to retard an expansionary movement,

as they operated in Europe in the period between the two World Wars, is contained in Pro-

fessor Ingvar Svennillson’s Growth and Stagnation in the European Economy, Geneva, 1954,
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In general, changes of anticipations consequent to more primary changes
rather tend to push and support a cumulative process; this agrees with the
main hypothesis. Thus, already an expectation on the part of the white popula-
tion that the Negro plane of living will be rising, normally tends to decrease
white prejudice. In certain regions of the South in America and, in particular,
among the poor whites who are in the closest competitive position to the
Negroes, such an expectation may, however, at least for a time, instead cause
rising resentment and increased prejudice which then introduces a counter-
directing secondary reaction but, of course, no equilibrium.

When rising prices cause people to expect further price rises, this will
normally move them to buy more and sell less which, in full accordance with
the main hypothesis, supports the primary tendency of the prices to rise. In-
deed, it is mainly the anticipations which give to the Wicksellian cumulative
process its acceleration in later stages (Wicksell's policy goal of a constant
price level was not to be expected as an outcome of the play of the forces in
the market but as a result of intentional monetary policy). But, of course, it
is possible that people are so conditioned by theory or earlier experience that
they will expect that after a rise in prices there will follow a fall; this then,
of course, has the contrary effect.

If people really believed in an equilibrium theory, this would_ — in a
way similar to their knowledge of psycho-analysis — influence thelr- 'mcntal
reactions and their behaviour, normally in the direction of countervailing the
cumulative process. If people were more statically minded, and therefore
expected corrections to come automatically, they would thus show greater
reluctance to move out of the community where the factory had burned down,
and they would be less eager to invest in enlargement of their plants in Phc
other community where instcad I had assumed a primary change supurring
the development process upwards. In both instances this would slow dow-n
the cumulative process, particularly in the beginning; in the extreme case it
could stop it altogether. |

A realistic study of any social process will have to reckon with a gr;:at
variety of differently interrelated secondary changes, and I do not dcng that
sometimes the changes are interlinked so as to counteract each other_. ever-
theless, I believe that when main trends over somewlzlat !onger. periods are
under consideration, social changes tend to be cumulating in their m?t effects.
The development problems refer by definition to these lf)nger pcnodshand
to what happens when the primary changes by cumulatlol.l come to have
magnified effects and give rise to a sustained movement which th_cp (eaches
outside the framework of any static adjustment towards an equilibrium.

Tt has to be remembered, however, that the long term changes are nothing
else than the cumulated changes in the shorter run. Naturally, the short term
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changes in the general business conditions of a country asa whole have to be
fitted into the scheme. A boom implies a generalised spur to expansion over
the whole economic field. It will perhaps usually have its strongest effects
in the established industrial centres but may be helping along a number of
new starts in other localities or making lingering old starts a success. A boom
will probably always increase the relative strength of the Spread Effects. A
depression should have the opposite results. I believe that more intensive
research on changes in the general business conditions, directed more speci-
fically on their consequences for economic development and, in particular,
on the aspects of this problem relating to economic geography, would be
rewarding. When changes in general business conditions by tradition are dealt
with as the “business cycle problem”, long after these changes seem to have
lost every appearance of being cyclical, this implies a recognition that, under
the given institutional set-up, there are in the economic system sclf-generating
changes of the countervailing type.

7. — The Role of the State

The Secretariat of the United Nations’ Economic Commission for Europe
has since many years devoted increasing attention to the empirical study
of the problem of regional development and under-development in various
European countries; the results are being published in the annual Economic
Surveys of Europe. This year a more comprehensive analysis of these problems
was contained in a separate chapter of the Survey (') : From this study I
want only to retain two main conclusions which become apparent as soon as

the relevant data are organised according to regions.

The first one is that in Western Europe regional income disparities are
much wider in the poorer countries than in the richer ones. If we use such
a simple measure of regional inequality as the propor'tion of the total popula-
tion of a country living in regions where average incomes arc below two-
thirds of the national average, we find from the tabulations for this study that
this proportion amounted to only a few percent in Britain or Switzerland, to
some ten percent in countries like Norway and France, and to about one-

third in Ttaly, Turkey and Spain (%).

The second conclusion is that while the regional inequalities have been
diminishing in the richer countries of Western Europe, the tendency has
been the opposite in the poorer countries.

(1) “Problems of Regional Development and Industrial Location in Europe”, Economic
Survey of Europe in 1954, Geneva, 1955, pp. 136 fT.
. (2) Not only the inequalities within each country but also the differences in relative
inequality between countries would have appeared much greater, if the administrative divi-
sion in regions used for the tabulation had been more adequate to the problem studied.,
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One part of explanation to these two broad correlations follows directly
as an inference from the characterisation of the social process of circular
cumulative causation which I have attempted to give in the foregoing. The
Spread Effects tending to communicate the economic growth momentum
from the localised centres of expansion to other localities and regions is de-
pendent upon such factors as transportation, communications, education,
rationalisation and equalisation of beliefs and valuations, etcetera, which
are themselves a function of the general level of economic development
attained. It is from this point of view natural that the poorer countries should
show greater economic inequalities as between regions, and it is also natural
that regional inequalities should decrease as a country emerges from poverty
and stagnation.

When a country develops and becomes richer and then the Spread
Effects become stronger, the resulting greater equality as between regions
will itself spur economic development and so become an important factor
in the cumulative process. It implies a fuller utilisation of the potentialities
of the human resources in a nation. On the contrary, the fact that the Spread
Effects are weaker in an under-developed country, which generally is caused
by its poverty, and the consequent fact of gross inequalities, with often the
larger part of the population living on a subsistence level in stagnant or
regressing regions, represent themselves a major impediment for economic
progress. This is one of the interlocking relations by which in circular cumula-
tive causation “poverty becomes its own cause”.

Of equal importance for the explanation of the two broad correlations
is another fact, namely that without exception all the richer countries since
2 couple of generations have been approaching the “welfare state”. In those
countries, the market forces which would have resulted in a tendency to
regional inequalities have become increasingly regulated and counteracted
by state policies directed towards greater regional equality. In the poorer
countries, on the other hand, market forces have been given a relatively freer
play, when their effects to create regional inequalities have not ac_tuai-ly l?ecn
supported and magnified by built-in feudal and other inegalitarian institutions
and power structures aiding the rich in exploiting the poor.

The causal relation is again circular, insofar as the poorer countries have
remained poor partly because in recent generations the efforts to national
integration poiicies have been weak, while on the contrary, the richer countries
have succeeded in maintaining their economic progress by more forcefully car-
rying out such policies. Again, as in relation to a different strength of the Spread
Effects, it is a question of the degree of the ulilisation of the human resources
of a country.
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The egalitarian policies of the welfare state are not inexpensive: to the

advantages meted out to the poorer regions in a country correspond sacrifices.
for the richer regions, at least temporarily. This is another example of circular
causation in the cumulative process: egalitarian policies meet greater dif-
ficulties in a poorer country which would need them so much more as the
weakness of the Spread Effects has there created greater inequalities to over-
come. Again “poverty becomes its own cause”. At the other end, economic
progress and rising levels of income mean more elbow room for everybody
and therefore give more force to the ideals of rational generosity. When
people are becoming better off and have greater security, they will feel freer
to give up privileges and let down barriers keeping others out and will be more
prepared to carry the costs of common burdens; and this process, in its turn,,
builds ever stronger the fundament for continuous economic progress.

Broadly speaking, the egalitarian policies of the welfare state will be
aimed at strengthening the Spread Effects of communicating the expansionary
momentum to the less progressive regions of a country and counteracting the
Backsetting Effects. In the system of cumulative causation the two types
of influences — the market forces and the policies — are circularly interlocked
even in another way. Weaker Backsetting Effects and stronger Spread Effects —
and, consequently, less of regional inequalities — give a firmer political
power basis for the egalitarian policies. As, in their turn, those policies result
in greater equality, democracy strengthens its hold as it is evolving. On the
contrary, with the strength of the Backsetting Effects and the weakness of the
Spread Effects in a poor country follow greater economic inequalities: this
is inimical to the growth of effective democracy which could form the power
basis for the egalitarian policies such a country would be in particular need
of precisely because of the relative weakness of the Spread Effects and the

strength of the Backsetting Effects.

Generally speaking, on a low level of economic development with relatively
weak Spread Ffiects of expansionary momentum, the competitive forces in
the markets will by cumulative causation constantly be tending towards
resulting in regional inequalities; the inequalities themselves will be holding
back economic development and at the same time weakcn' the power basis
for egalitarian policies. A higher level of development -Wlli strengthel? the
Spread Effects and weaken the Backsetting Effects which will decrease regional
inequalities; this will sustain economic development and at the same time
create more favourable conditions for policies directed to decrease still further
regional inequalities, As the national state becomes ever more effectively &
welfare state — motivated in a way which approaches a more perfect democracy
and having at its disposal national resources big enough to carry out large scale
egalitarian policies with less sacrifices on the part of the regions and groups.
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that are relatively better off — the stronger will be both the urge and the
capacity to counteract the blind market forces which tend to result in regional
incqualities: and this, again, will spur economic development in the country,
and so on and on, in circular causation.

These statements move on a level of high generality, as a “theory” is
permitted to do. Broadly, they grasp the social facts as they organise themselves
into a pattern when viewed under a bird’s eye perspective. The special charac-
teristics and circumstances of every country, every region and, indeed, every
acting individual — differences in natural resources and their dispersal in a
country, international relations, historical traditions in regard to production
activity, national and group cohesion, religions and ideologies, and economic,
social and political initiative and leadership, etcetera — will result in wide
variations to the theme. They can, however, all be fitted into this general
vision of circular cumulative causation as they cannot be integrated in our
inherited theories insofar as they are dominated by the equilibrium approach.

8. — The “Oppressor State” and the “Welfare State”

The term “state” stands here for all organized interferences with the
market forces. The defence for this vaguely inclusive terminology is the fact that
n modern time the state has actually become the main manifestation of this
organized society and has enforced itself as the controlling framework for
practically all the interferences by other institutions and power groupings
within the state,

The traditional role of the “state™ in this inclusive sense was mostly to
serve as medium for giving additional force to the cumulative process tending
towards inequality. It was the economically advancing and wealthier regions
and social groups which were more active and effective in organising their
efforts, and they had usually the resources at the same time to stop organisational
efforts by the others. And so the “state” — which stands here for organised
society — became mostly their tool in favouring their interests.

Feudalism was a huge collusion between the rich and mighty to lay
a hold on the land and seize power to tax the peasants. The cities enforced
their “privileges” upon the surrounding rural regions: the .n:.lerchants and in-
dustrialists in the cities protected themselves against competition from outside.
In the cities the richer classes protected themselves effectively against the
poorer: labour regulations not only in the mercantilist state but much earlier
were weighted against the workers, and their general purpose was to keep down
wages and to sustain labour supply. The heavy anti-state and anti-organisation
bias of the classical economist was thus in their time much more of a truly
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““liberal” position as it was directed against a state which could still generally
be characterised as the “oppressor state™.

But it should not be overlooked that even in the poorest and least progres-
sive countries policy actions were continuously taken by the state to counteract
the tendencies towards inequality. The under-privileged groups pressed for
greater equality. From all ages history records uprisings of the poor against
the rich, the exploited country-side against the city, the peasants against the
landlord. When successful, thesc revolts by the under-privileged received the
sanction of the state.

In Sweden “land reforms” were centuries ago pressed through time and
time again, often more radical than those at present carried out or planned
in under-developed countries. The proud words in the Swedish Constitution
which in free translation may be given in the following form: “The right of
the Swedish people from the most ancient time to be taxed only with its
free consent is exercised by Parliament”, refer to this important and rather
singular historical fact that in Sweden the buds of feudalism were at all times
continuously nipped in the bud by the revolts of the farmers who thus retained
fairly uninfringed property rights to the land and thereby also their freedom
as citizens.

The national state, when it came into being, almost always partly relied
upon popular appeal even centuries ago, and it almost always exerted a
certain amount of countervailing power against the tendency to regional
inequality. Every state took early some responsibility for common services
and for building roads and raising the level of technology in the backward
regions — though ordinarily in a poor country an inproportionate part of
the meagre public funds devoted to such purposes served the richer regions
in particular.

In the planning of railways considerations of short-term profitab it
as I mentioned, worked to the advantage of the richer regions. But from the
beginning in most countries another purpose was also operative, namely to
open up under-developed regions; freight rates were gradually fashioned
with partial regard also to this second purpose. The same applies to the building
of electrical power stations and distributional networks — even if it happened
quite late in fairly advanced countries that power tariffs were biased to the

advantage of the richer regions.

As the banking system developed, some precautions were usually rather
early taken in the laws regulating this activity to preserve some control over
capital resources in the interest of the less industrialised regions; later on
specialised financial institutions were established and subsidised to service
their particular credit needs.
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In the last decades of the nineteenth century agriculture tended to become
an occupation which remunerated the tillers on a much less generous scale
than other workers, and protection for the prices of agricultural products
was built into the system of economic policies. Measures to aid the starting
of new industries in stagnant regions and to protect existing ones were common
in almost all countries from a still earlier stage. In some countries the beginnings
of legislation to protect tenants against absentee landowners, farmers against
the big corporations, formed to exploit the water power and the forests, and
other similar policy measures were also taken long ago.

These policies were weak, particularly in the now pooret and relatively
stagnating countries, and usually much more than counterweighted by other
policies framed to favour the richer regions. But they were always present
in some measurc. In fact, cfforts to support economic development in under-
developed regions are as old as the national states.

A main vehicle for these strivings towards regional equalisation measures
were the national parliaments. As they developed and gradually afforded a
platform for grievances, this policy trend gathered momentum. The poor are
the many and even the relatively poor are the great majority, wherever the
line was drawn for those who were given a say. In order to gain power political
parties had to sponsor reforms in the interest of greater regional equality:
this became the more necessary as later the electorate was gradually enlarged
towards manhood suffrage. Popular movements and interest organisations
played their important role. The more advanced states perfected more and
more systems of laws and regulations favouring the poorer regions and the
poorer classes generally.

A considerable part of the equalising measures took the form of transferring
ever more functions to be provided for out of the public purse and of transfer-
ring the financial responsibility, partially or entirely, to ever larger units:
from the local community to the province and from both to the state. This
happened gradually to road building and road upkeep, to the provision of
clinics and hospitals, to the responsibility for sanitation, health protection,
education, etcetera. At the same time minimum standards for public services
provided by the municipalities were enforced, and tax equalisation schemes
were embodied in the general tax system, usually earlier than the introduction
of progressive taxation. The institutions to provide professional training, better
market outlets, credit, etcetera, to the poorer regions proliferated and were

made stronger.

Already a little more than half a century ago began in the advanced coun-
tries the development towards social security reforms and, a couple of decades
later, towards progressive taxation, two mighty policy trends which have for-
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cefully contributed to equalisation even as between regions. Individuals from
the privileged classes, like Hjalmar Branting in Sweden and Franklin Roosevelt
in the United States and many before them, went over to the other side and
contributed leadership to the poor.

I believe it would be a rewarding task to make an intensive comparative
historical analysis of this development from the “oppressor state™ to the “wel-
fare state™ under the main viewpoints of its interrelation with economic pro-
gress and its character of a cumulative social process. There would be many
individual differences as between the several countries, particularly in regard
to timing, but I believe a main conclusion would nevertheless be fundamental
similarities in the broad pattern of historical sequence and the causal cumulative
mechanism of social, economic and political factors steering and determining
this sequence.

In a few countries we have by now reached a situation where no large
social groups and, consequently, no regions are permitted to be really poor
and, which is even more important, where the opportunities for the newly
born are almost equal. As I pointed out, this implies among other things that
the productive powers of the entire population are brought nearer to their
real potential. The reforms as they have evolved have at every point of time
continuously contributed to raising the “quality of the factors of productions™;
they have by raising the level of national productivity widened the financial
limitations of social reform policy, thereby also making possible still further
reforms, and so on.

A main explanation of why these few countries can be characterised as
highly integrated is to be found in these complex networks of systems of
state interferences, preventing any region, industry or social group from lagging
far behind in their development. The interferences get their support from the
sentiment of national solidarity in countries where the ideals of liberty and
equality have been operative social forces; the gradual realisation of these
ideals has in its turn strengthened them and thereby the solidarity basis for na-
tional policy. Economic progress itself has increased the strength of the Spread
Effects of expansionary momentum, decreased inequalities and thus solidified
democracy; it has also created the easier conditions for mutual generosity
which made the enactment of the equalising state policies gradually more
possible; in its turn the greater equality of circumstances in these countries
has sustained economic progress.

Policies for national integration, including regional equaiisation, represent
themselves a phase only of the cumulative social process of economic develop-
ment, though this process is of a higher order as it includes also, in addition to
the evolvement of the market forces, people’s political attitudes, the political
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interferences and in fact the entire political process. In these countries social
and economic reforms now develop further by their own momentum as almost
incidental to economic progress — which has partly been, and continues to
be, one of their results —: and the need for “reformers™ has decreased to an
extent that the internal life of those nations has lost much of its earlier dra-
matic interest. The distributional conflicts become minimised and their
continuous gradual solution secured by the expected general rise in production.
To spur on this rise in production becomes in an ever more egalitarian society
the main policy goal and it is commonly shared by all regions and groups.

When these few countries demonstrate an approach to harmony of in-
dividual interests — as, indeed they very definitely do — this is, however,
not the old one of natural law, utilitarianism and the economic equilibrium
theory, brought about by natural forces in the market. It is to a large extent
a “created” harmony, created through policy interferences by organised society
into the operation of the market forces which, if left to themselves, would have
led to discharmony, and it is narrowly restricted to the nation.

One closing word on the operation of the price system. In the highly
integrated national states, the conditions under which the price system operates
have, in this cumulative social process, been radically influenced and arranged
by the legislation and administration of the state, by interest orga.nisa.tior_ls of
all sorts which, in those countries, tend to become quasi-public institutions,
and by individual private businesses which, contrary to the assumptions of the
theory of price formation under free competition, are powerful enough to
influence demand or supply and, consequently, prices. Prices are manipulated:
they are not the outcome of the forces in the market; they are in a sense “po!i_rical
prices”, depending on the regulating activity of the state, quasi-public a_nd private
organisations and private businesses. The state interferences in the price system
are, in a sense, the covering and closing ones as, under the direction of th‘e
political process in a democracy, they are partly framed to regulate, countervail
or support, the non-state interferences in order to make the total outcom.e
correspond to the valuations and objectives which emerge from the democratic
political process.

Nevertheless, within this institutional framework the price system func-
tions, and apparently to considerable satisfaction. Short-tcrm. changes lﬁ
demand and supply work themselves out in about t'he way de.scnbed to suc
full length in the inherited equilibrium theory of price forn}atlon. It cz.in e'ven
be stated that it is precisely in these countries where the pncc. system is given
a real chance to function, and function well. In the lcsst well 1ntegr:clted coun-
tries, on the other hand — with a less efficiently working mechanism of 'the
spread of expansionary momentum and where, furthermore, the state gives
to the natural forces more free play and has, in fact, because of the poverty,



44 L'EGYPTE CONTEMPORAINE

so much narrower limits for policy interferences in all respects — even short-
term changes are continuously apt to start a development towards some sort

of public disaster.

9. — The Need of a Theory

This is very obviously a complex of problems which should entice the
builder of mathematical models and where the art of the econometrician would
also be maximally useful. There is need for abstract models accounting for the
complex circular causal interrelations between changes in the various forces
during a cumulative social process and doing it in such a way that statistical
data could be inserted. I am aware that Professor Ragnar Frisch and others
have been experimenting with very much simplified models of this type and
tried to work out the methodology for more perfect approaches. Indeed, some
of the illustrative models, presented in the present lively discussion of the
development problem of under-developed countries constitute also smalj
pieces and bricks of a mathematical theory of cumulative causation. What
we are all groping for is a general theory of development and under-develop-

ment.

Giving such a theory of circular cumulative causation a mathematical
form encounters the difficulty of the compulsion to restrict the variables
to a bare minimum. For realism and relevance the model therefore by necessity
depends on a major a priori: an insight into what the essential facts and
causal relations really are. To take this @ priori from one’s owp hunches s
almost certain to be a choice of one of the innumerable roads tg irrelevance.

The fact is that the theoretician’s individual hunches do pog even haye
the quality of being random, which would at least preserve 5 slight possibility
that occasionally a theoretician would by pure chance strike upon what is
essential and thus be in a position to draw inferences which are relevant, Fo;.
he is mostly, nolens volens, under the impact of the inherited theory which
in its most generalised forms, regularly is static, metaphysical and teleological
and serves as the container for the predilections which [ comment upo‘; in
the Appendix. By their specialisation the econometricians as g group are even
less likely to have their critical ability sharpened by study in the philosophy
and sociology of knowledge and are thus less able to avoid becoming only
“the slaves of some defunct economist”, again to cite Keynes’ characterisa-
tion of the theoretical thinkin g of “the practical men”’ which, as T pointed out
has a much broader scope of validity. The devotion of so much of their efforts;
even in the last decades to “welfare economics” — though it was conclusively
proven long ago that this entire approach is unrealistic and, in fact, even without
logical sense — is a demonstration of this point.
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There is no other rational way to reach that insight into what is really
essential, which is indispensable for the choice of variables for a theoretical
model, than the cumbersome and laborious one of comprehensive and intensive
empirical social science research. Only on this basis can we hope to construct
the “model of the models™ which could function as the guide to realism and
relevance for our abstract theories. This basic empirical research would need
to encompass social facts and relations in all fields. Our traditional division
of knowledge into separate and delineated social science disciplines has, of
course, no correspondence in reality, and concrete social problems are never
simply economical, sociological, psychological, or political. A model of
development and under-development which works only with “economic™
variables, for instance, is already for this reason doomed to be unrealistic
and thus irrelevant.

And this comprehensive social science research, prior to the construction
of the abstract model and needed for its realism and relevance, should be
unfettered as far as possible from the powerful predilections I have referred
to; the general method to accomplish this is to work with explicit value premises
tested both as to relevance and significance. This comprehensive research
needs, however, as it proceeds, to formulate hypotheses in order to direct the
observations and ask pertinent questions. Empirical knowledge cannot be
assembled and systematised without organising principles, i.e. an insight
into what are the essential facts and relations. It needs, in fact, for its own
pursuit a nucleus of the theory which I said could only be constructed on itself

s a basis,

This is the logical crux of all science: it assumes in all its endeavours an
a priori but its ambitions must constantly be to find an empirical basis for
this a priori. A worth-while theory of development and under—devcloprpent,
if it ever could be formulated, would have to take its direction frt.)m JdC.ﬂ.S
distilled from the broadest empirical knowledge of social chang,C_ Ll i
manifoldedness, acquired under the greatest freedom from tradition-bound
predilections. Only thereby can the heroic simplifications be safely founc!ed
which the econometrician neceds for using his powerful tools in a way which
makes his contribution realistic in explaining social reality and relevant to.the
guidance of social policy. But the empirical knowledge itse.If' cannot bfe _acqulred
without principles of sclection and organisation, ie. without a vision o
theory.

We are thus constantly attempting what in its perfection is impossible
and we are never reaching more than makeshifts; these, however, can be
better or worse. In our present situation the task is not, as is sometimes as-
sumed, the relatively easy one of filling our “empty boxes ' with a content
of empirical knowledge about reality. For our theoretical boxes are empty
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primarily because they are not built in such a way that they can hold reality .
We need new theories which, however abstract, are more realistic in the sense
that they are in a higher degree adequate to the facts.

Meanwhile, I believe it to be a disciplining force in our dispersed efforts
in the field of development and under-development that a clear concept of

the ideal is constantly kept in mind and given a directing role in all our research.
To begin with, we need to free ourselves from the impediments of biased and
inadequate predilections and unreal and irrelevant theoretical approaches
which in our academic tradition we are carrying with us as a heavy ballast.



IT'HIRD LECTURE

THE INTERNATIONAL PROBLEM

I.-— The Poverty of the Under-developed Countries

In this Third Lecture, where I proceed to deal with the problem of inter-
national inequalities, I will as in the earlier two be interested only in the
broadest structure of essential facts and causal relations — not at this stage
in particular cases as, for example, the spots on the map of the under-developed
world where there are oil resources to be exploited and which now attract
capital and enterprise in large scale economic enclave buildings. The vision
of a theory of development and under-development I am reaching for, should
outline those facts and relations which are general, common and essential,
but it should have, at the same time, the capacity to encompass in the suc-
cessive stages of concretion, which is the aim of scientific research, the special
characteristics and circumstances of individual under-developed countries.
This is what I mean by the realism of a theory. My postulate is continuously
that the inherited equilibrium theory does not furnish such a realistic framework
for research, mainly because it does not contain the hypothesis of circular

cumulative causation but actually excludes it.

Against the background of the analysis of regional relations, carried
out in the Second Lecture on the basis of this hypothesis, the backwardness
and poverty in the under-developed world should not cause surprise. Contrary
to what the equilibrium theory of international trade would seem to suggest,
the play of the market forces does not work towards equality in the remunera-
tions to factors of production and, consequently, in incomes. If left to take its
own course, economic development is a process of circular and cumulative
causation which tends to award its favours to those who are already
well endowed and even to thwart the efforts of those who happen to live in
regions that are lagging behind. The Backsetting Effects of economic
expansion in other regions dominate the more powerfully, the poorer

a country is.
Within the national boundaries of the richer countries an integration

process has taken place: on a higher level of economic development expan-
sionary momentum tends to spread more effectively to other localities and
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regions than those where starts happen to have been made and‘succcssfully
sustained; and inequality has there also been mitigated through interferences
in the play of the market forces by organised society. In a few I.nghl.y advanced
countries — comprising only about one-sixth of the population in the non-
Soviet world — this national integration process is now being carried for-
ward towards a very high level of equality of opportunity to all, wherever,
and in whatever circumstances they happen to be born. These countries are
approaching a national harmony of interest which, because of the ‘r’ole played
by state policies, has to be characterized as a “created harmony”; and this
has increasingly sustained also their further economic development.

Cutside this small group of highly developed and progressive countries,
all other countries are in various degrees poorer and mostly also less progres-
sive economically. In a rather close correlation to their poverty they are ridden
by internal economic inequalities, which also tend to weaken the effectiveness
cof their democratic systems of government in the cases where they are not
under one form or another of oligarchic or forthright dictatorial rule.

The relations between relative lack of national economic integration and
relative economic backwardness run, according to my hypothesis of circular
cumulative causation, both ways. With a low level of economic development
follow low levels of social mobility, communications, popular education and
national sharing in beliefs and valuations, which imply greater impediments
to the Spread Effects of expansionary momentum; at the same time the
poorer states have for much the same reasons and because of the very fact
of existing internal inequalities often been less democratic and, in any case,
they have, because they are poorer, been up against narrower financial and, at
bottom, psychological limitations on policies seeking to equalise opportunities.
Inequality of opportunities has, on the other hand, contributed to preserving
a low “quality” of their factors of production and a low “effectiveness” in

their production efforts, to use the classical terms, and this has hampered
their economic development.

On the international as on the national level trade does not by itself
necessarily work for equality. A widening of markets strengthens often on the
first hand the progressive countries whose manufacturing industries have the
lead and are already fortified in surroundings of external economies, while
the under-developed countries are in continuous danger of seeing even what
they have of industry and, in particular, their small scale industry and

handicrafts outcompeted by cheap imports from the industrial countries,
if they do not protect them.

It is easy to observe how in most under-developed countries the trading
contacts with the outside world have actually impoverished them culturally.
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Skills in many crafts inherited from centuries back have been lost, A city like
Baghdad, with whose name such glorious associations are connected, today
does not harbour any of the old crafts, except some silver smithies, and they
have adapted patterns from abroad requiring less craftsmanship; similarly
it is only with the greatest difficulties that one can buy a book of Arabic
literature, while cheap magazines in English or Arabic are in abundance.

If international trade did not stimulate manufacturing industry in the
under-developed countries but instead robbed them of what they had of
old-established crafts, it did promote the production of primary products,
and such production, employing mostly unskilled labour, came to constitute
the basis for the bulk of their exports. In these lines, however, they often
meet inelastic demands in the export market, often also a demand trend
which is not rising very rapidly, and excessive price fluctuations. When, fur-
thermore, population is rapidly rising while the larger par of it lives at, or near,
the subsistence level — which means that there is no scarcity of common la-
bour — any technological improvement in their export production tends to
confer the advantages from the cheapening of production to the importing
countries. Because of inelastic demands the result will often not even be a
very great enlargement of the markets and of production and employment.
In any case the wages and the export returns per unit of product will tend
to remain low as the supply of unskilled labour is almost unlimited.

The advice and assistance — which the poor countries receive from
the rich is even nowadays often directed towards increasing their production
of primary goods for export. The advice is certainly given in good faith, and
it may even be rational from the short term point of view of each under-
developed country seen in isolation. Under a broader perspective zu.ld from
a long term point of view, what would be rational is above all to increase
productivity, incomes and living standards in the larger agricultura'l suP51stcnce
sectors, so as to raise the supply price of labour, and in manufacturing u:t'dustry.
This would engender economic development and raise incomes per captia. But
trade by itself does not lead to such a development; it ratper tends to have
Backsetting Effects and to strengthen the forces maintaining stagl?auc'm or
regression. Economic development has to be brought about by policy inter-
ferences which, however, are not under our purview at this stage of the argument
when we are analysing only the effects of the play of the market forces.

Neither can the capital movements be relied upon to ‘countera.\ct interna-
tional inequalities between the countries which are here in question. Under
the circumstances described, capital will, on the whole, shun the under-develop-
ed countries, particularly as the advanced countries themselves are rapidly
developing further and can offer their owners of capital both good profits

and security,
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There has, in fact, never been much of a capital movement to the countries

which today we call under-developed, even in earlier times — except tiny
streams to the economic enclaves, mainly devoted to export production of
primary products which, however, usually were so profitable to their owners
that they rapidly became self-supporting so far as investment capital was
concerned and, in addition, the considerably larger but still relatively small
investments in railways and other public utilities which had their security
in the political controls held by colonial governments. The bulk of European
overseas capital exports went to the settlements in the free spaces in the tem-
perate zones which were becoming populated by emigration from Europe.
After the collapse of the international capital market in the early’ thirties,
which has not been remedied, and later the breakdown of the colonial system,
which had given security to the foreign investor, it would be almost against
nature if capital in large quantities were voluntarily to seek its way to under-
developed countries in order to play a role in their economic development.

True, capital in these countries is scarce. But the need for it does not repre-
sent an effective demand in the capital market. Rather, if there were no ex-
Chal.nge controls and if, at the same time, there were no elements in their
national development policies securing high profits for capital — i.e. if the
forces in the capital market were given unhampered play — capitalists in under-
developed countries would be exporting their capital. Even with such controls
and policies in existence, there is actually a steady capital flight going on from
under-developed countries, which in a realistic analysis should be counted
against what there is of capital inflow to these countries.

Labour migration, finally, can safely be counted out as factor of im-
portance for international economic adjustment as between under-developed
and developed countries. The population pressure in most under-developed
countries implies, of course, that they do not need immigration and the con-
sequent low wages that immigrants are not tempted to come. Emigration
from these countries would instead be the natural thing. For various reasons
emigration could, however, not be much of a real aid to economic development,
even if it were possible.

And the whole world is since the First World War gradually settling down
to a situation where immigrants are not welcomed almost anywhere from
wherever they come; people have pretty well to stay in the country where
they are born, except for touristing by those who can afford it. And so far as
‘t‘he larger part of the under-developed world is concerned, where people are
“coloured” according to the definition in the advanced countries, emigration
1‘:‘ usually stopped altogether by the colour bar as defined by the legisla-
tion, or in the administration, of the countries which are white-dominated
and at the same time better off economically.
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If left unregulated, international trade and capital movements would
thus often be the media through which the economic progress in the advanced
-countries would have Backsetting Effects in the under-developed world, and
their mode of operation would be very much the same as it is in the circular
cumulation of causes in the development process within a single country as
analysed in the Second Lecture. Internationally, these effects will, however,
dominate the outcome much more, as the countervailing Spread Effects of
€Xpansionary momentum are so very much weaker. Differences in legislation,
administration and mores generally, in language, in basic valuations and
beliefs, in levels of living, production capacities and facilities, etcetera make
the national boundaries effective barriers to the spread to a degree which no
<demarcation lines within one country approach.

Even more important as impediments to the Spread Effects of expansionary
momentum from abroad than the boundaries and everything they stand for
is, however, the very fact of great poverty and weak Spread Effects within the
under-developed countries themselves. Where, for instance, international
trade and shipping actually does transform the immediate surroundings of a
port to a centre of economic expansion, which happens almost everywhere
in the world, the expansionary momentum usually does not spread out to
other regions of the country, which tend to remain backward if the forces
in the markets are left free to take their course. Basically, the weak Spread
Effects as between countries are thus for the larger part only a reflection of the
weak Spread Effects within the under-developed countries themselves.

Under these circumstances the forces in the markets will in a cumulative
way tend to cause ever greater international inequalities between countries
a8 to their level of economic development and average national income per
capita.

2. — The Economic Impact of Colonialism

Many of the under-developed countries were until recently under the
political domination of a metropolitan power, some are still. Almost all of
the under-developed countries, that were not colonies, were, and many are
still, economically dominated from abroad with effects in the economic field

which are closely similar to those under colonialism.

In judging the economic results of colonialism, T think it would contribute
to avoiding an irrational heightening of the resentments of these nations,
if the main thesis of these lectures were constantly borne in mind, namely
that because of circular cumulative causation a tendency towards inequality
is inherent in the unhampered play of the market forces, particularly when the
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general level of development is low. Nationally, this tendency will be coun-
tervailed by the Spread Effects of expansionary momentum when once a
country has reached a high average level of economic development and by
national integration policies; internationally, for reasons just given, the
Spread Effects are much weaker and the cumulative process will be more
unhampered in unfolding itself in the direction of inequality, if the forces in
the markets are given their free play. Keeping the commercial advantages
of this tendency of the play of the market forces and also of the political and
economic power position inherent in colonialism does not presume any
sinister design on the part of the ruling country or its businessmen and poli-
ticians.

This should not be implied to mean that what the metropolitan countries
and their businessmen undertook in order to advance their own economic
interests, always and necessarily was to the disadvantage of the dependent
countries. In a very real sense the economic activities of the colonisers repre-
sented a measure of spread of economic expansion which without the peculiar
power relations of colonialism would not have taken place. Thailand, which
the jealousies between the colonial powers left in political independence,
did not become more developed than Burma.

The colonial governments also built roads, ports and railways and in-
vested in other forms of overall capital — or provided the conditions of political
security and economic profitability without which they would not have been
built by private business concerns. Even when, as usually was the case, these
enterprises were motivated primarily by the colonial governments’ own in-
terests and those of their settlers and business groups, they represented im-
portant advances towards creating the conditions for general economic de-
velopment.

The colonial government established law and order, a regular civil service,
ook measures for elementary sanitation and, in some cases, for popular and
higher education on a limited scale. These generally beneficial activities of
colonial governments and their business people took a larger scope in the
cases where the political domination was a more complete institutional ar-
rangement and endured for a considerable time, as in India or Indonesia,
while they were of smaller consequence in the cases where the domination
was less complete and durable as in Egypt or in the Middle East.

More generally, colonialism implied contacts with the ideas and ideals
of the world of the advanced countries and conferred higher education and
training to administrative and professional responsibility to some whose
number differed greatly as between the several colonial empires. When the
former colonies now steer out on their own course as independent states they
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have this as their basis for their policies, including their economic develop-
ment policies. But during the time of dependency, these positive accomplish-
ments showed a persistent tendency not to result in much of economic
development — even if, in most cases, the colonies had more of development
than they probably would have had if they had been left alone. To explain
this we have to reach down to the cumulative mechanism of the play of the

forces.

A metropolitan country had, of course, an interest in using the dependent
country as a market for the products of its own manufacturing industry. If
it took special measures to hamper the growth of indigenous industry —
which often happened — this was a natural commercial policy of a country
which had political domination over another country. Usually such measures,
however, were not necessary, as its home industry had an incomparable lcad
and in surroundings of well-developed external economies could produce
the products so cheaply that it easily could undersell any competitor in the
dependent country —- if only that country was prevented from protecting him
which is the essential element of political colonialism. Likewise the metropolitan
country had a clear and obvious interest in procuring primary goods from
its dependent territory and even to invest in producing them in plenty and
at low costs, thereby exploiting in its own interest the local natural resources

and the indigenous cheap labour.

A metropolitan country had also a self-evident interest in monopolising
so far as possible the dependent country for its own business interests, both
as an export and an import market. In pursuing this interest it had at its dis-
posal the trade and payment regulations as an important outflow of its political
domination. But in a natural and normal way it got the protection of its mono-
polistic interests fortified even more by the whole structure of legislation 'and
administration and the entrenched institutional system of business connections
which was gradually built up. This “enforced bi-lateralism”, as I .havc c:fl!ed
this phenomenon in another connection, characterised all coloma‘l.cmplrcs,
though in different degrees. It was a natural result of political -
economic dependency, and it now tends to retain its hold even after political

liberation.

In the metropolitan countries this bilateral tendency was often 1deal1s‘ed
as “close cultural and economic ties” to a mother country. And, as I said,
there were very substantial advantages to the dependent country connected
with it. But at the end of the process it must, of course, normally mean a con-
siderable economic disadvantage to the dependent country, as it tends to worsen
its terms of trade by restricting artificially the scope of the markets where it
buys and sells. It gives an interesting sidelight on the power situation in the
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world to note, in passing, that when this enforced bilateralism was occasionally
challenged, it was not from the interest point of view of the dependent countries,
but from that of other industrially developed countries which demanded.
open access to their markets as sources of raw materials and as outlets for
their exports of manufactured goods.

The capital, enterprise and skilled labour a metropolitan country sent
to a dependent country tended for natural reasons to form enclaves cut out
and isolated from the surrounding economy but tied to the economy of the
home country. Racial and cultural differences and the very much lower level
of wages and modes of living made even within the enclaves themselves
strict segregation a natural consequence. Segregation hampered the transfer
of culture to the indigenous population, including technical skills and the spirit
of enterprise. It is one of the main reasons why these economic starts of co-
lonialism remained enclaves and why the spread of expansionary momentum
was extremely weak or altogether absent.

When employment opportunities were expanded in the mines and on the
plantations, the new demand for labour was rapidly filled by population in-
crease, which was also spurred by the unquestionably beneficial policies,
r‘eferred to above, to preserve internal order and peace and improve sanita-
tion, etcetera. As the colonisers had an interest in plentiful labour supply
and low wages for their enclaves, rapid population increase and the lack of
real development in the much larger subsistence economy outside the enclaves
did not to them appear as an unfavourable trend of events.

A main interest of a metropolitan country was quite naturally order and
social stability. By an almost automatic logic it therefore regularly came to-
ally itself with the privileged classes in the dependent country; sometimes.
such classes were created for this purpose. These favoured groups were, by
and large, primarily interested in preserving the social and economic status
quo under which they were privileged, and they would normally not press.
either for a national integration policy, aimed at greater equality within the
country, or for progressive economic development in the main subsistence
sector of the economy.

From one point of view, the most important effect of colonialism was.
related to the negative fact that the dependent nation was deprived of effective
nationhood and had no government of its own which could feel the urge to
take protective and fomenting measures in order to promote the balanced
growth of the national economy. Lack of political independence meant the
absence of a unifying and integrating purpose for the collectivity — except,
at a later stage, the negative purpose to expell the foreign rulers. The country
and the people were laid bare and defenceless to the play of the market forces.
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as redirected only by the interests of the foreign metropolitan power. This
by itself thwarted individual initiatives, at the same time as it prevented the
formation of a public policy motivated by the common interests of the pzople.

For all these reasons, colonialism meant primarily only a strengthening
of all the forces in the markets which anyhow were working towards internal
and international inequality. Tt built itself into, and gave an extra impetus and
a peculiar character to, the circular cumulative process. It had — and in some
countries still has, not least in the dependent countries themselves — its
close parallels in certain institutional power structures within individual
countries: the caste system, the racial and religious chasms, the dependence
of the rural regions upon the richer city and, in the feudal or semi-feudal
order, the dependency of the peasants upon the landlord, the merchant, the
moneylender or the tax collector.

In the era of awakened nationalism in the under-developed world the
colonial system is now doomed and its liquidation is one of the most important
political avalanches taking place before our eyes. The remnants of the system
are bound to disintegrate within a period of time which is very short in the
annals of history.

The new nationalism is always, in a sense and to a degree, “democratic™
and, in any case, the old alliances with privileged groups interested in status
quo do not any longer assure social peace. In the dependencies which still
linger, the military and other expenses for maintaining the regime and the
costs and losses caused by the popular revolts, and also the financial burden
for social reforms and for investments in economic development which are
now thrown in, take the profitability out of the colonial system and make
it instead increasingly a liability to the metropolitan countries.

There are special vested interests in these countries, sometimes ab!c to
infect whole political factions in their parliaments. The settlers an‘d business
corporations, who have profits, investments and a whole way of _llfe to lose,
will of course resist giving up their privileges. The ideas about this system as
a vehicle for a national “civilising mission” in history, .wluc‘h under_ the epf)ch
of colonialism had emerged and become systematised vffuh dlﬂ‘eren‘t ldBOI'OglCB.l
structure and phraseology in the different metropolitan countries, will for
a considerable time be earnestly upheld by writers, statesmen alnd th.e somEen
citizens. Fundamentally, these ideas are, however, lfu.'gely ratlonahsatu?ns of
economic interests, and when gradually the profitability of the system is lost
and it stands out as an increasingly expensive political luxury, the colonial
system is doomed and the national ideologies will be readjusted accordingly.
The intellectual leaders in the great humanistic tradition in these countries
will instead increasingly be concerned with the eminently practical problem
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of how with wisdom and foresight the liquidation of the colonial system could
be handled so as to cause a minimum of incidental human sufferings and in
any case to avoid tragedies on a large scale.

When a poor and backward nation thus becomes politically independent,
it will find, if it did not know it before, that political independence most
certainly does not mean that it is automatically on the road to economic
development. It is still up against the circular cumulative social processes
holding it down in stagnation or regression: the natural play of the forces
in the markets working all the time in the direction of internal and interna-
tional inequalities as long as the general level of development in a country is
low.

It has to start where the colonial regime leaves off and, as I said, the
overall investments and the civilisational accomplishments of that regime
become its principal assets. It inherits a large subsistence economy with
enclaves producing primary goods — to afford importing the capital goods
it urgently needs for economic development it will have to press on with the
production and exports along the same line. The “enforced bi-lateralism”
is firmly entrenched in the whole business set-up and can only gradually be
transferred into a more profitable system of many-sided business relations
with the entire world supply and demand markets. As it cannot offer the
security of political colonialism it will initially have greater difficulties and
not smaller to attract foreign enterpreneurs and funds from the international
capital market. The one great asset its liberation from colonial domination
has bestowed on it is its liberty to regulate its life according to the interest of
its own people. And this new asset, its freedom to interfere with the play of
the forces in the markets, will not be remunerative, except when put to use
in an intelligent and firm manner.

Meanwhile, the very struggle for independence has in many cases released
spiritual forces for national identification, this necessary first condition for
a nation’s ability to conceive a national development plan. India is, of course,
an outstanding example of this birth of a nation through the fight for in depen-
dence. Libya, on the other hand, which got its freedom by a decision of the
United Nations as incidental to the defeat of fascist Italy in the Second World
War, or several countries in the Middle East, which owe their existence as
Separate states mainly to the balancing jealousies of the West-European
colonial powers, when cutting up the Ottoman empire after the First World
War, and have between them got artificial boundaries set by the interplay
of the same foreign influences, now demonstrate the weaknesses concomitant
with their having won their nationhood too cheaply and in a manner too
haphazard from the point of view of their inner human forces,
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3. — The Absence of a World State

In the developed countries regional inequalities have been mitigated
and in a few of the most advanced ones almost wiped out of existence by the
spread of expansionary momentum and by the interferences by the national
state. The world as a whole shows an appearance which is more similar
to the internal situation in one of the least developed countries where the
spread of expansionary momentum is weak and where the state has been
less able to counteract the Backsetting Effects of the play of the market forces,
directed towards inequality. The international situation is only very much
worse and even more hopeless, as we have only the faintest beginnings of
something like an international authority which for the world as a whole
could perform the task of the national state in an individual country. If from
one point of view the explanation for the existing and ever increasing interna-
tional inequalities is the cumulative tendency in the unhampered play of the
market forces in a situation where the effectiveness of the spread is weak,
from another point of view the explanation is instead the absence of a world
state which could make interferences in the interest of equality.

On a deeper level, the explanation for this is that there does not exist for
mankind as a whole that psychological basis upon which such a policy could
be founded: a basis of mutual human solidarity — like the solidarity felt
within a nation, a state of mind which there, built upon a certain homogeneity
of culture in all regions and social classes and most often, though not always,
strengthened by a common language and religion and the concept of racial
oneness, has evolved from a long history of common destiny and in the ad-
vanced countries developed continuously to ever higher levels by the very
experience of sharing in the responsibility and costs for the national integra-
tion policy itself.

During and immediately after the Second World War very courageous
attempts were made to build up inter-governmental organis:}txons in many
fields for the explicit purpose of initiating policies for il.ltematlonal economic
integration. This activity, as a matter of fact, was. an important part of the
psychological warfare of those years, aimed at wmt}mg the masses.f‘or tl}e
war aims and sustaining their willingness and capacity to be:ar sacrifices in
the common struggle. The results are diminutive, mcasur&?d in tc.rms of the
hopes once held out to the peoples. But the efforts are still Fontmueq, And
they will be continued, because integration anfi equality are ideals Wl:ElCh no
country and, indeed, no responsible human being can ever aﬁbfd to g}ve up.
International organisations, therefore, when once they have come into existence,
and however non-consequential they become, will never be liquidated in peace
time. They are in that sense among the most stable of human institutions
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Many of these organisations are as yet, in the main, only propaganda
fora and, in addition, media for diplomatic contacts between governments
and for consultations. Some produce studies of importance to the respective
learned professions and to the individual governments. Some also succeed
in getting hold of certain technical tasks of actual cooperation in minor matters
between the governments. The International Bank for Reconstruction and
Development actually lends some money, and some of this capital stream is
directed towards the under-developed countries — very small sums, to be sure,
at times probably less than the capital some of these countries lose through
capital flights or by the gradual home-taking of investments after their political
liberation. Most of the international organisations are active in technical
assistance, again on a small scale. There are possibilities that an international
institution will be founded for distributing capital aid, though in very small,
almost only symbolic, portions.

Meanwhile the under-developed countries are utilising the international
organisations for raising demands for international action to improve their
terms of trade and counteract the disastrous fluctuations in their export returns,
but it is improbable that practical agreements on an important scale can
be reached in this field. The idea of an international control of industrial
cartels is also being quietly buried.

If the practical results are as yet meagre or altogether absent, neveriheless
it is of greatest importance that international fora have been created, and will
remain functioning, where the under-privileged countries can raise their
demands for equality and express their dissatisfaction with the operation
of the market forces. Even if the present trend is not upwards, it is not ex-
cluded that the trend may turn and that in the course of time these beginnings
of a world government, which are present in our existing international organisa-
tions, can be gradually strengthened so that they can come to function in ways
which are more and more similar to those of the individual national states
within their own boundaries. We should not forget that so late as in the years
prior to the Second World War hardly no responsible scholar or statesman
would have dreamt of the feasibility of that likeness to international taxation
on a small scale which nevertheless United Nations technical assistance
program actually represents.

The judgment holds, however, that for any new foreseeable future the
corrective policies initiated by intra-governmental organisations will amount
to very little — to make a comparison which comes naturally: in the aggregate
to very much less than the effects of such changes, upwards and downwards,
of thz under-developed countries’ terms of trade which according to experience
can be expected to occur from year to year.
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In this situation the under-developed countries are thrown back on their
own resources. Their situation is not entirely hopeless. Even in the absence
of a world state which could interfere in the play of the market forces in the
interest of greater equality, they are now becoming masters over their own
cconomy and can even regulate international trade insofar as their own
exports and imports are concerned. They can by introducing intentional
policy interferences manage to alter considerably the direction of the market
processes under the impact of which they have hitherto remained backward.
The cumulative nature of these processes, which has kept them down in utter
poverty, holds out, on the other hand, the promise of high returns from their
policy efforts if they manage to plan them intelligently and carry them out
effectively — which is, however, a very big if-

The political independence they have won for themselves, or are now
winning, is their most precious asset: the national state. It gives them freedom
to organise their own life according to their own interests. In the absence of
a world state, their policies have to be nationalistic in the sense that they must
with a single-minded intensity be directed to raising their own economic
standards towards reaching greater equality with the rest of the “"orld.-l’t is
not up to them, who are the poor, to take intemationalist-ic consxderauo_ns,
except those that are in their own interest. The richer countries are not makj.ng
much of real sacrifices either, though in their case it would be in line with
their professed ideals of liberty and equality.

Economic nationalism does not need to be preached to the newly liberaFed
under-developed countries. I feel rather a special responsibility \jvhen.speakmg
to my present audience, to add the reminder that, while nationalism, as I
suggested, has an important function to fill in welding together the masses
and inspiring them to a common purpose and a unified policy and while thlxj
becomes the more important in the virtual absence of a _func‘uonmi WOJSC
state, an economic policy does not become rational to a'n:'mon smllplymeze:her
it appeals to national feelings and still less only because it is damagxlxllg i
nations. This is the more important to stress as. for natural reasons ts.::i \?e :] v
lism in the under-privileged countries contains not only the fr;e]nt . aiﬁst
towards growth and welfare at home but also much of resen t ti o
those richer countries which have until so recently been the systematic op

pressors of their national aspirations.

There is a simple rule to apply in drawing the .lme for 5:“3 and S‘;““z
nationalism: an under-developed country is wel'l advised to take any and a
measures which, on the ground of good reasonm.g, Cf"f be proved to ef?f}’la"fe
its own economic welfare. Tt should carefully avo.ld policy measures which are
not nationally beneficial in their total and ultimate effects. Aﬂd_CUtha'“)'
it has reasons not to abstain from learning from all the world. It is a policy



66 L EGYPTE CONTEMPORAINE

of self-defeatism, which least of all a poor country can afford, to build up
- barriers against the richer world’s civilisation and values.

I am giving this advice to rational nationalism with a clear conscience,
as it is my firm conviction that real success in the under-developed countries’
nationalistic economic policies would bring us nearer, and not further away
from, the stage when an integrated world policy, based on international solida-
rity, could with more effectiveness be attempted. It is poverty itself which keeps
levels of culture in the under-developed countries low; and, whether we like
it or not, solidarity is a state of mind which is nurtured not by condescending
compassion or pity with those who are very different from oneself but is the

feelings which develop between equals and near-equals.

It is not the downtrodden Negro in America who overcomes white pre-
judices and inspires a natural acceptance of his equal human rights but the
educated, prosperous and secure Negro; he is more effectively the fighting
Negro. It is when the workers in our advanced countries have won the status,
where they are guaranteed their right to strike, that they can enter into col-
lective bargaining on equal terms — and strikes can then actually become
very rare occurrences. Land reforms were seldom handed down by public-
spirited landlords on their own benevolent initiative but were pressed upon
society by the dissatisfaction of land-hungry peasants. If we could imagine
that today in our advanced countries farmers were deprived of their votes,
we would not have the present agricultural price policies; these policies hayaz
been won as the result of the political power the farmers could exert, and
without such a power the countryside in most of these countries would for
long periods have been more poverty-stricken and backward ).

Similarly, in the relation between nations it is fundamentally a question
of some greater power balance. All my observations of the functioning of
our weak international organisations have converged to the conclusion that
the main cause of their weakness in the present historical stage is international
inequality and, more specifically, the exceedingly weak bargaining power of the
under-developed countries which formally constitute their majorities but are
pushed around under the pressures exerted by the tiny minority of rich countries.

(1) Some of these political advantages won by the underprivileged groups in the ad-
vanced countries are at the expense of still more underprivileged peoples in under-developad
Countries; this is an example of the fact that, in the absence of a world state, the nations as
Et?g::ed e:n_tltleS, Including their less pyivilegcq groups, become _interested participants
amji e 1D9t1nqes which from a broader point of view work towards international inequality
e é) 32 atuoln. The peoples in Cuba and Java could be a tittle better off if we in Europe
b S r': ess labour in growing sugar beets; by protecting our farmers’ butter we are
the Egy tia0 a chance to the producers of the raw muterlal:s for manufactiring margarine;
growerspB I:St Ei:r:ulnot be very happy about the United States’ way of supporting their cotton
o ut this dqcs not countersay the point made in the text, where [ am simply illustrat-
Ing how on the national scene solidarity must be based on some equality of political power.
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From this point of view — of attaining a world situation where there
would be a stronger basis of solidarity for international concerted actions
in the interest of equality and integration — every development towards
solidarity betwecen the under-developed countries is also a step forward,
insofar as this means that they become stronger. Under-developed countries
tend to have their cultural and economic relations and, in fact, most of their
communications with one or several industrial countries, while their mutual
ties are weak. This is, indeed, a natural outcome of prolonged economic and
cultural backwardness, foreign economic domination and, in particular,
political colonialism. It has its approximate parallel in the paucity of close
inter-relations within a subjugated class of many static societies, concomitant
with the devclopment of fixed client-patron relations to individual families
or members of amilies of the dominating class. As in such a society, so in
the world at large, the unprivileged group has to seek its liberation partly by
cultivating its own interrclations. By joining hands and pooling what they
have of bargaining power, the under-developed countries can together gain
for themselves considerations which they would not have got individually.

As yet, there is almost no practical economic cooperation between the
under-developed countries, and the basis for fostering it is weak as the initial
situation is almost complete absence of economic relations and often of
cffective transport facilities. But on the more general political plane there
is under way a movement towards solidarity among the under-developed
countries which is bound to become in time one of the great vehicles of history.
They have in common the memory of foreign domination and exploitation, the
intense realisation of poverty and international inequality, and the ambition
of rising to fuller participation in the enjoyment of the world’s opportunities.

Their collective support of all liberation movements in the still depender.lt
countries is already a political reality of considerable significance. In their
internal policies they are beginning to learn from each others’ experiences a-md
not taking all their patterns from the developed countries. In ti_me pras:tfcal
cconomic cooperation within this group will also develop. .As fnternatio.nal
solidarity grows between the great majority of mankind which is struggh‘ng
along in the under-developed countries, the minority in the deve.lol?ed cou-ntnffs
will be under the inner urge to join by careful steps the majority, which is
becoming powerful, in common policies for common goals.

This is how, under favourable circumstances, I could see world solidarity
coming to us and the gradual emergence of a likeness or an approach to the
world state. The benevolence on the side of the richer countries will in this
respect be a secondary factor, for the simple reason that, excep t under the
urge of some compulsion, our advanced nations are not prep ared to give
vp privileges and make real sacrifices for the poorer countries
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No society has ever substantially reformed itself by a movement from
above: by a simple voluntary decision of an upper class, springing from its
social conscience, to become equal with the lower classes and give them
free entrance to the class monopolies. Ideals and the social conscience do
play their very considerable role, which should not be forgotten, but they
are weak as self-propelled forces, originating reforms on a large scale: they
need the pull of demands being raised and pressed for. When power has been
assembled by those who have grievances, and the storm is gathering, then is
the time when ideals and the social conscience can become effective.

4. — The National Plan

It is now commonly agreed that an under-developed country should have
a national economic development policy. Indeed, it should have an overall,
integrated national plan, as is also urged by everybody. All under-developed
eountries are now, under the encouraging and congratulating applauses of
the advanced countries, attempting to furnish themselves with such a plan —
except a few that have not yet been reached by “the great awakening”.

It is assumed by all that it is the national state which must be responsible
for the overall plan and, indeed, for its initiation and pursuance. From one
point of view, the plan is a program for the strategy of a national government
in applying a system of state interferences in the play of the forces in the mar-
kets, thereby conditioning them and giving a push upwards to the social
process which had settled down in a vicious circle of inequality and economic
regression, stagnation or a too slow development.

Because of the various deficiencies in a backward country it is also ac-
cepted by everybody that the government will have to take over many func-
tions under its own regime which in most advanced countries in the West
are left to private business. In much of the contemporary literature on eco-
nomic development and under-development — and particularly in that larger
part of it which is now streaming from the advanced countries — (1o matter is
sometimes a little confused by an altogether unfounded counter-position of
central state planning and “frec enterprise” and by assuming that planning
creates rigidities.

1t should be clear, however, that if an under-developed country really
succeeds in starting and sustaining by its interferences an upward cumulative
process, this will give more and not less space for what of private enterprise
such a country possesses or is able to foster. And the central planning will
constantly have to aim at breaking the rigidities, which are the mark of under-



G. MYRDAL.-DEVELOPMENT AND UNDER-DEVELOPMENT 63

development, and to seck to establish greater flexibility in the entire social
fabric(1). But quite apart from how the line is drawn in this respect, which is
usually not a question of great principles but of practical considerations, the
national government is expected to assume by means of the plan, and the co-
ordinated system of state interferences making up the operational part of the
plan, responsibility for the direction of the entire economic development of the
country.

The emergence of this common urge to economic development as a major
political issue in all under-developed countries and the definition of develop-
ment as a rise in the levels of living of the common people, the uncontested
understanding that economic development is a task for the governments and
that the governments have to prepare and enforce a general economic plan,
containing a system of intentionally applied controls and impulses to get
development started and to keep it going, is an entirely new thing in history —
indeed a complete conversion of the Schumpeterian model of what once hap-
pened in the now developed countries.

What we witness is how this much more than half of mankind living
in poverty and distress is not only accepting for itself the pursuance on a grand
scale of a policy line which we are accustomed to call “socialistic”, but that
positive and urgent advice to do so is given to them by all scholars and statesmen
in the advanced countries and by their governments when participating in
solemn resolutions of all the inter-governmental organisations. Apparently
nobody in the advanced countries sees any other way out of the difficulties,
which are mounting in the under-developed countries, than the socialistic
one, however differently one’s attitudes may be towards the economic problems

at home.

A main clement of every national development plan is a decision to
increase the total amount of investment, aimed at raising the productive
powers of the country, and to procure the capital formation necessary f(?l‘
this purpose. The plan must determine this overall amount and must, in
addition, determine the proportions of the capital which should be allocated
in different directions: to increase the overall facilities in trans.port and power
production; to construct new plants and acquire the machinery for ht_aa.vy
industries and for light industries of various types; to raise the productivity
level in agriculture by long-term investments in irrigation schemes and short-
term investments in tools, machinery and fertilizers; to improve the levels
of health, education and training of the working people, and so on. To be
practical and effective, the plan must be worked out not only as a general

(1) Cf. United Nations, Economic Commission for Latin America, Analyses and
Projections of Economic Development I. An Introduction to the Technique of Programming,

New York, 1955, pp. 3 ff.
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frame but must have this frame filled and concretized by careful segmentat
planning. And it must contain definite direction on all points and, in addition,
spell out instructions for the specific inducements and controls by which the
realisation of those directives becomes effected.

The plan should take the lesson from the industrially advanced countries
that national integration towards greater social mobility and regional eco-
nomic equality is a condition for rapid and sustained economic growth in
the country as a whole. A main purpose of the state policies blueprinted in
the plan, therefore, must be to increase the strength of the Spread Effects of
the development impulses as between the regions and between occupations,
In this respect most under-developed countries are up against stale institutiong
of social and economic inequality which often cannot be broken easily;
frequently the state is itself initially in the hands of social groups which haye
an interest in preserving the traditional social chasms.

A poor under-developed country cannot, however, in the early stages of
its economic development really afford much of the type of redistributionaj
measures which in the advanced countries are known under the label “socjal
security”. They should consider carefully the fact that the now highly developed
countries in the early stages in their economic development had very little of
it and that this type of equalizing policies came to play an important role
only when their general level of income per capita had ir sen high above what
the under-developed countries can hope for in any ncar future. They might
also recall that the one century delayed industrial revolutions which is now
taking place in the Soviet-Union under very different political and institutional
conditions, in this one respect closely follows the pattern of earlier capitalistic
development that the levels of real income and consumption of the working
masses are kept exceedingly low to allow for sustained rapid capital formation.
There is no other road to e;onomic development than a forceful rise of the
part of the national income which is with-held from consumption and devoted
to investments, and this implies a policy of utmost austerity — go independently
of whether the increased savings are engendered through high levels of profits
10 be ploughed back in industrial expansion or through increased taxation.

This frugality, which must be applied to the level of living of the masses
of the people for the simple reason that they are the many, becomes a much
more difficult policy in the under-developed countries today because of their
much greater poverty and also because of the new ideology — which had
10 real counterpart in the developed countries in their early stages of develop-
ment but has now been spread with their generous support — that the purpose
of economic development is to raise levels of living for the masses of the people.
It becomes even more difficult as democratic forms of government are being
adopted, giving the vote to the masses.
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In the advanced countries political sufirage was by various devices res-
tricted to the upper income strata until late in the development process. That
type of “restricted democracy” has in our days lost its appeal. The under-
developed countries have to go all the way to full democracy. The alternative
is to remain legalized oligarchies — or, if the outer forms of democracy are
adopted to dilute those forms. But as in these countries the inherited social
stratification has taken its shape under the impact of economic stagnation, this
will in most cases imply preserving social chasms inimical to the strengthening
of the Spread Effects which is necessary to sustaining economic development.

These countries need thus real democracy already in order to break down
the existing impediments to economic development. But undoubtedly demo-
cracy, at the same time, makes it more difficult for their governments to hold
down the level of consumption in the degree necessary for rapid development.
The tendency towards dynamic dictatorships of a fascist or communist type,
visible in all main parts of the under-developed world, should be viewed under

the perspective of this basic political dilemma.

Independent of whether it is democratic, oligarchic or dictatorial, the
state, which is supposed to do the planning and put it into effect is in under-
developed countries often a weak state, served by a comparatively ineffective
and sometimes corrupt administration. It is usually particularly weak on the
provincial and local level. Central economic planning is always a difficult
thing and, when it has been tried, it has not been too much of a success in the
advanced countries. Now, what amounts to a sort of superplanning has to
be staged by under-developed countries with weak political and administrative
apparatuses and a largely illiterate and apathetic citizenry.

There are all reasons to expect numerous mistakes and in many cases
total failure. But the alternative to making the heroic attempt is continued
acquiescence in economic and cultural stagnation or regression which is politically
impossible in the world of today; and this is, of course, the explanation why
grand scale national planning is at present the goal in under-developed coun-
tries all over the globe and why this policy line is unanimously endorsed by

governments and experts in the advanced countries.

Only one more general observation: the population reproduction rate
and its different components become of crucial importance for the perspective
into the future, represented by the national economic plan. The explosive
development of medical science implies that the lowering of mortality rates,
which in the now advanced countries was a slow process stretching over
generations, can be expected to happen in a very much shorter span of time
in the under-developed countries, and that it will proceed rather independently
of whether levels of living have been raised. In many individual parts of the
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under-developed world the death rate is already today lower than it was in
the advanced countries in the childhood of now living generations; there is
no reason why their situation should not become the normal one in under-
developed countries within a decade or two.

If fertility is not decreasing simultaneously — and the natural effect of
the health reforms is the opposite one — the rate of natural population in-
crease will tend to rise. The under-developed countries have today about
one third larger population than at the time when the Second World War
broke out; they may be expected to double their population within the next
thirty or forty years. In all under-developed countries, even in those with a
fairly favourable relation between population and natural resources, rapid
increase of the population, by its demand for investments already in order to
keep up the basic living conditions at their present levels, will tend to hamper
and slow down economic development; this implies that a given rate of

development will require greater sacrifices.

The national plan should therefore include a population policy, aimed
at controlling fertility. As a matter of fact, a vigorous and successfull birth
control campaign will be needed already to hinder the rate of natural popula-
tion increase to rise.

§. — The Criteria for Planning

I have wanted to make these condensed remarks on the problem of na-
tional planning for economic development of under-developed countries in
order to depict what I am not going to dwell upon further in this lecture, but
to have, nevertheless, a general background for the discussion of ope single
point on which I would like to reflect a little more thoroughly. The point
is this: The national plans cannot be made in terms of costs and profits for the
individual enterprises; they can, in fact, not be made in termg of the prices in
the markets.

Most of the investments to be planned are not profitable from the market
point of view. This is true not only in regard to the big overall investments
whose main purpose is to create the external economies for industries which
mostly as yet are not in existence but only planned, sometimes for a distant
future on the other side of even a five-year or a ten-year plan, It is equally
true of the investments in most of the manufacturing industries, In fact, the
reason why they have not been made earlier, and why they would not be made
now without the incencive to be rendered by the state in some form or another
as specified in the plan, is simply that they cannot be expected to produce
the product for sale at a competitive price.
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More generally, the explanation why there are unemployed and under-
employed workers in an under-developed country is that in the market there
is no effective demand for this labour. Indeed, the explanation why a region
or a country has a stagnating economy is that it cannot compete successfully.
And, from this point of view, the whole meaning of the national plan is to give
such shelter from the market forces to investment, enterprise and production
that they become undertaken in spite of the fact that they are not remunerative
according to private business calculations.

It is here that the national state comes in as representing the common and
long-term interests of the community at large. It senses the fictitiousness of
the private business calculaiions in terms of costs and profits. From the point
of view of the common long-term interests every new investment and every
new enterprise has another sort of yield than the expected money returns.
This is so if we can assume that the aggregate of new investment and new
enterprises, as provided for in the plan, can succeed to set off a cumulative
process of economic growth. And, contrariwise, it is these other yields which
will then represent the tendency to circular unidirectional interactions
within the entire system which makes this process cumulative and thus

sustains it.

These extra-profit yields consist of the external economies which almost
every new enterprise bestows upon other enterprises, now or in a future which
might be distant, the value of expanding markets, the value of increasing the
number of trained workers and, insofar as gradually levels of living can be
raised, the productive value of higher levels of consumption in general and,
in particular, higher standards of health, education and culture. It is inherent
in the circular cumulative causation within the entire economic and social
fabric during an expansion process that the final results as measured in the
rise of production and the national income should be many times big.ger
than the initial costs implied in getting the system under way and keeping
it moving.

In the national plan these real economic effects have to be accounted for
and they must be calculated in real terms. It is, indeed, necessary to com-plemcnt
the profits calculations with calculations also of those other yields both in order
to motivate the state interferences generally, and, more particularly, in order
to give a rational basis for the decisions of the national plan on the crucial
questions of how the specific targets are sei and how the interferences shall
be proportioned and balanced in a scheme of rationally motivated priorities:
how high the capital formation and investment level shall be raised, in what
industrial fields the investments shall be steered and how much shall be invested
in health, education and various training schemes, etcetera, and by what
means the results shall be achieved.
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None of these quesiions can be answered and, indeed, the plan cannot
be constructed in simple market terms. A whole cumulative expansion precess
has to be blue-printed in real terms of the concrete investment projects, their
effects on the volume of production in various lines and on consumption,
on employment of workers and natural resources, the induced changes in
health, education and productiveness of labour, etcetera, in various sectors
and in different years, with main attention focused on the circular causal inter-
actions between all the factors in the system. The plan must be determined also
in regard to the concrete state interferences in the markets to be applied in
order to assure that the process really comes off and develops as planned.

As I have already mentioned, a national economic plan is by logical neces-
sity what is called “socialistic” in contra-distinction to a free market economy,
From the beginning of the ‘twenties there was a lively discussion in our learned
journals about the possibility of any rationality in a planned economy. Iy
was siarted off by Professor Ludvig von Mises who declared that a socialist
economy must fail because the absence of a free market and of a cost and profit
system untampered with by the state would preclude the application of any
economic criteria to determine in an objective way what should be done and
what not. This thought that economic planning is necessarily arbitrary and
that the market itself renders objective criteria for policy — which containg
in a nutshell all the inherited, irrational predilections holding back economic
theory which I referred to in the First Lecture and comment upon in the
Appendix — can, of course, be traced much further back; among others,
Gustav Cassel presented his version of the doctrine more than fifty years ago.

The thpught is, however, entirely fictitious, and the whole discussion
without sense, since the problem is stated in terms of value metaphysics and
not in terms of the practical needs and the concrete human valuations as they
are operating in the actual setting of the real and observable causal inter-
relations between the changes of the factors in a particular socia] system.
The ironical fact is that this very type of economic planning, the possibility
of which was so recently denied on logical grounds, is now proceeding in
almost all under-developed countries — often with the competent guidance of
economists, many of whom in another compartment of their thinking harbour
whole learned structures of fictitious arguments in the old tradition to which
Mises only gave a particularly unreserved and, therefore, crude expression.

The price system as a part of a very irrational whole, namely the economy
of a backward and stagnating country, can hardly have any great claim on
rationality to begin with. It could the less form the rationality basis for those
“economic” and “objective” criteria as, furthermore, its continuous modifica-
tion is part of the state interferences which form the operative part of the
national plan.
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As T referred to in the Second Lecture, we have in our industrial and
highly integrated countrics by a long and gradual process of public and private
organisation of the markets succeeded fairly well, on the whole, to make
the price system our servant and not our master — though curiously enough
it is usually not fully recognised in popular debate which in many of the most
thoroughly organised economies, like those of Switzerland or the United States,
is carried on as if prices were actually set by the laws of supply and demand
under free competition. The under-developed countries are now launching
on the attempt to accomplish this difficult task of taking the command over the
price system and conditioning it to operate as an effective means of carrying
out their national plans, and they are pressed by the circumstances to do it
in a much more sudden and complete way and on the bases of very much
weaker governments and administrations.

When stressing the fact that a national economic plan cannot be rationally
constructed by the application of the criteria of the price system and private
business profitability but that the plan must consist of the blue-printing in
real terms of a process of circular and cumulative causation, I am not preaching
a gospel of licence but quite the contrary. To reach deeper than a registration
of the market phenomena and to ascertain and analyse the intricate causal
interrelations in a planned cumulative development process in an analytical
task of supreme difficulty, but, if I am right, there is no other way to rational
economic planning. And this approach, if effectively carried out, will in the
practical sphere spell out reasons for an economic policy of suppressing the
temptations to raise levels of living very soon and very much. A poor under
developed country that under the difficult circumstances I hinted at has the
ambition to “lift itself by the boot-straps™ and start out on a sustained economic
development process must, indeed, count inputs and outputs in the mo_st
careful manner and generally apply a policy of frugality. My point here is
that to have any hope of success it has to make the calculations in real terms
and not the fictitious terms of prices, costs and profits.

Indeed, a major purpose of the national plan is to effect the strictest
economy with the available resources. When, as a matter of fact, many under-
developed countries demonstrate shocking waste of very scarce‘ resources
in “show-piece” public works and in subsidizing expensive starts of investment
and production along blind alleys, this is the result of thei.r failure to apply
rigid planning, and the only cure is to improve their planning. This assumes
getting down to a realistic analysis of the concrete causal relations involved.

Another general purpose of the plan is to overcome the rigidities which
characterise an under-developed economy. Rational economic planning is
therefore the opposite to being adverse to the market economy as such. Ist
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endeavour must constantly be to enlarge markets and to utilise for the aims
of the plan the price formation that takes place in the markets which are thus
created or expanded. This is, however, not at all the same thing as taking the
eriteria for the planning itself from these market phenomena which are ijts
own creation or results of its modifications. The strategy of economic plan-
wing in under-developed countries must very largely consist in forseeing by
rational analysis where the bottle-necks due to particularly tough rigidities
are likely to arise and then to direct the policy measures accordingly.

A third general purpose of national economic planning is to carry out
the liberation of the minds of the people and the governments from many
popular preconceptions, often originating from their envious comparisons with
the highly developed countries, which otherwise are certain to dominate the
economic policies in under-developed countries: the only way to do it is by
knowledge of the true causal relationships as revealed by a rational planning
in real terms. The result of economic development should regularly be that
manufacturing industry becomes a growing part of national production, and
this is generally understood. But this correct conception of the end result of
economic development does not necessarily imply that rationally the economic
policy measures should, in every stage, be concentrated on starting a number
of industries and certainly not necessarily those industries which characterize
the developed countries’ economy. 1t might be, and it is actually often the
case, that the more intractable basic rigidities in their economic systems are
in agriculture and that therefore the self-sustained process upwards of circular
cumulative causation requires a concentration of the larger part of the initial
policy efforts in that field.

From my account of the development problem of the American Negro
people — which served as an attempt to give a more concrete conception of
the character of the circular and cumulative causation of a development pro-
cess — I drew the general conclusion that an upward movement can be ef-
fected by any number of measures, rather independently of where the initial
push is applied. But I also stressed that from the point of view of economy
of efforts, i.e. in order to initiate a maximum advance of the entire system ag
a result of a given amount of sacrifices, it matters very much how a develop-
ment problem is tackled. The task of national economic planning in under-
developed countries consists of reaching, on the basis of a careful study of
the circular cumulative causation which runs forth and back between all the
factors in their socjal systems, a strategy for state interferences which secures
a maximum general economic advance possible to realize with so much of
sacrifices as the people can safely be expected to accept.
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6. — International Trade under National Economic Planning

These principles have, of course, their full application to international
trade as well. The development plan of an under-developed country will re-
gularly ‘mply the necessity of buying capital equipment from abroad in large
quantities. If, as is usually the case, this increase in imports is not covered by
a sufficient amount of capital aid and foreign credits or none at all, the under-
developed country will have to do its utmost to increase its exports. When
the limit of desirable and possible export expansion is reached — set by in-
ternal production facilities and the often inelastic demands abroad — it will
have to restrict its imports of consumption goods and, in particular, luxury
goods to sustain the ecssential imports.

These induced changes in the composition of its foreign trade will have
to be matched by production increases in agriculture and manufacturing
industries to stop inflation and also by price and consumption regulations at
home in order to hinder the demand for luxury imports to transfer itself into
incentives for an undesirable direction of investments and production at home.
The capital formation for raising the level of investments has at the same
time to be engendered by higher savings procured by various policy measures,
All these induced changes in the quantities of comsumption, production,
exports and imports are essential elements in the national plan.

, As investments and production are going up and as then factors of pro-
duction have to be stimulated to move into new combinations, a certain
degree of internal inflationary pressure is under all conditions to be expected
in a country which is embarking upon economic development. In order not
to lose control over the development process, incomes and consumption de-
mands have to be controlled carefully, but some of the increased demands will
turn towards imported goods. As anyhow the raised imports of capital goods
are bound to put a pressure on the exchange resources, an under-dev‘eloped
country bent upon economic development will be compelled to apply import
restrictions already for reasons of protecting its exchange balance.

These import restrictions, which thus under al! conditions _become
necessary even without any designs for protectionism fit, however, into the
national plan which, as I have already pointed out, assumes that‘ a number
of investments and production entreprises shall be undertakffn which are rfot
competitive in the markets and therefore need shelter. In their t'urn they will,
as they mature info the stage when they can deliver more goods in the market,
gradually relieve the exchange situation. Some of this increased supply will
consist in more export goods. In the actual situation of a deeply lopsided
economy which most under-developed countries inherit from stagnation and



72 L'EGYPTE CONTEMPORAINE

economic colonialism, the larger part of the production increase will be more
and new goods for the home market, substituting for imports and gradually
allowing an increase of consumption in a more self-sufficient economy.

I am here reproducing in very much simplified form the essential elements
of any national plan as observed from the view-point of foreign trade and
exchange. The advice under-developed countries are now gratuitously given
to abstain from interfering with foreign trade and from tampering with ex-
change is in most cases tantamount to an advice of not bothering with economic
development. The advice they would really need is, instead, how to carry into
effect their trade and payments regulations, and how to pursue that necessary
modicum of control over internal inflationary pressure which is a precondi-
tion for a rational and efficient management of the trade and payments re-
gulations. This latter advice they need very badly indeed, for monetary, trade
and payments policies represent one of the fields where a less efficient adminis-
tration can make a real mess of national planning for economic development,
as many sad examples are apt to demonstrate.

Returning to the trade regulations and their employment for protective
purposes, it is obvious that they cannot be rationally framed according to the
“objective” economic criteria of the price system, i.e. not by means of a simple,
static application of the theory of comparative costs. Many manufacturing
industries are thwarted in their growth or prevented from ever coming into
existence because of the small size of the domestric market; this market is

_ frequently over flooded with foreign imports from sources to which this
demand is often only very marginal. By providing protection against outside
competition, the local industries can be given their chance. Another general
reason for protection is the fact that, as I have already pointed out, almost
every new industrial enterprise is apt to create a number of extra-profit yields
for the economy as a whole in the form of external economies of all sorts, an
increase of the number of trained workers, etcetera. These effects are for various
reasons relatively much more important in an under-developed country than
in a developed one.

An under-developed country is, furthermore, characterised by the fact
that a large portion of its working force is unemployed or eking out a bare
sub-existence through various forms of “disguised unemployment”. This fact
ﬂ_lat in a country labour is not productively employed is from one point of
VIEW a way of stating that country’s under-developed status; from another
boint of view it represents its opportunity. If part of this “free” labour can
be_cnme gainfully employed, it is a net advantage for the country even if, for
this purpose, a shelter against competition needs to be erected. In an under-
developed country the span between wages in manufacturing industry and in
agriculture is, furthermore, for many reasons, apt to be particularly large.
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This will hamper industry if it is not given protection to a corresponding
degree.

Interferences in international trade, motivated by considerations of
this type, are only part of the general efforts, as defined in the national plan,
to recondition the price system in such a way that a sustained cumulative
process towards economic development is engendered. The practical or ace
tion part of a national plan consists of nothing else than a system of inter-
ferences in the price system; the interferences have all to be judged in terms
of the factual analysis in real terms which the plan also contains of the actual
situation and the envisaged cumulative process upwards which is the practical
goal. The plan and its targets, in other words, have to render the basis for deciding
the criteria; the decisions themselves are political decisions reached in terms of
national welfare, as this is determined by the political process.

As applied to the field of international trade, this is again everything
else than an invitation to licence. It implies only a change of the normative
standard of political judgment from the logically untenable and, indeed,
entirely fictitious doctrine of free trade or some of its cuphemisms, to the true
interests and real causal relationships as they exist in an under-developed
country and become revealed by the incisive study of the relevant facts which
the national plan should represent. No under-developed country can afford
not to calculate most carefully with the international prices of its possible

exports and imports.

The prices abroad are independent variables in the problem: they are given
realities which an under-developed country can usually not influence and
modify as it can its domestic price structure. There are, as I pointed out,
rational reasons why it will choose to produce at home things which it could
import cheaper or export things at a loss to be covered by subsidy. But those
reasons must take full account of the international prices as indc?endently
determined facts; the risk of not doing it with utmost care is a sl?wmg _down
of the development process. The fact that protectionism is rational in an
under-developed country should, of course, not be used to conceal thc- othfzr
fact that the interferences in international facts, as today actually practiced in
most of those countries is often grossly irrational.

As a matter of fact, that old chapter in the theory of international- trade,
which from Ricardo’s time we give the title “Comparative Costs”, is well
worth preserving in the theory of economic development a.nd under-develop-
ment which we are in need of. The extra-profit yields, which I have referred
to, can be introduced into the scheme, as well as the facts which make infla-
tionary pressure and exchange difficulties normal consequences of a policy
of economic development. If these amendments were made in a systematic
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way, unbiased by our predilections, what would emerge would be a dynamic
theory of comparative costs. Contrary to the old static theory, it could not
pretend to explain actual reality but would form a part of the theory for rational
economic planning.

These countries are for many reasons in a different position from that
of the highly developed countries and, as I have explained in more detail
in another connection, there are good reasons for a “double standard morality™
so far as international trade is concerned. Much of the activity in the Interna-
tional Monetary Fund and in GATT and much of bilateral negotiations
about trade policy outside these organisations has been based on the principle
do ut des. This may be appropriate in the mutual relations between highly
developed countries, but it implies a false assumption of equality so far as
under-developed countries are concerned.

An inflationary pressure and a pressure on their foreign exchange resources
are a normal consequence of their economic development policy, and a tight
regulation of their foreign trade becomes already for this reason a necessity,
if they are not to give up this policy. In addition, they have in the very fact
that their economies as a result of under-development are lopsided and
lacking competitive strength special reasons, which are not present for developed
countries, to use these regulations for protection. And as they must be bent
upon to utilize every chance to keep their import at a maximum level, their
trade regulations will not decrease world trade, as those of a developed country
actually do, if it manages — as it should be able to do — to keep out of ex-
change difficulties.

The under-developed countries can on rational grounds ask the developed
countries to liberalize their trade unilateraly. They need to be staunch free-
traders, and even preserve for themselves the right to give export subsidies
so far as the advanced countries’ imports from them are concerned, bul,
restrictionists in regard to their own imports. And they have valid arguments
against anyone who would call this attitude logically inconsistent.

7. — The Under-developed Countries’ Need for New Scientific Approaches

1 started out in the First Lecture to compare certain facts with theory:
on the one hand, the facts of gross economic inequalities, and ever increasing
inequalities, as between industrially developed and under-developed countries
and, on the other hand, the theory of international trade which suggests a
tendency towards equalisation of the prices of the factors of product?on as
a result not only of factor movements but of trade. 1 related the deficiency
of this theory to its assumption of stable equilibrium and its closely related
abstraction from most of the things important for economic development
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and under-development. The equilibrium notion and the general ap-
proach of economic theory in line with this notion follow certain irrational
basic predilections which are further commented upon in the Appendix.

In the Second Lecture I stated my general hypothesis that, contrary to
the equilibrium approach, normally a social process is cumulative because
most often a primary change calls forth reactions in the system which are
not equilibrating and counteracting that change but supporting it; if a sociai
system 1s at rest, this is not a stable equilibrium but a fortuitous balance which
will be broken and transferred into a cumulative process in one direction or
another by any new primary change. This implies that the free play of the
market forces is not working towards equality but will tend to result in inequali-
ties between regions, and I illustrated this inference by discussing in some
detail the development process as it affects different regions in one indivi-
dual country.

I noted as exceptions to my main hypothesis the occurrence of counter-
acting changes, especially in the short run. Even in the longer run the Spread
Effects of the expansionary momentum in other localiies and regions is apt
to counteract the Backsetting Effects and thus to break the tendency to
regional inequalities, though it will never create the assumptions for equilibrium
analysis. The effectiveness of the Spread Effects is a function of the general
level of development in a country. Another countervailing force is .the inter-
ferences by the state and the social organisations. In the richer countries,
where the Spread Effects have become maximally strong and the interferences
by organised society highly developed under an increasingly effective democratic
control, we are approaching a “created harmony” with equal opportunities

for all.

In the Third Lecture I developed the thought that the situation in the world
as a whole is more like that in an under-developed country: whc?re
the weakness of the Spread Effects is a basic explanation of greafer inequality
where generally the state, partly for this reason, is less democrz';tu_:, a.nd where
the state therefore, and because of the more severe financial limitations, h?.s
not reached far in applying interferences in the play of the market forces in

order to decrease inequalities.

The international situation is only very much worse. The colonial sy Stef’-".-
like similar institutional power structures inside the under-developed countl:zes
themselves, has in many ways given additional strength to t_he forccs working
for international inequalities. Our weak international orgam.satlops' .represent
hardly a beginning of a world state, and the concerted a.ctlons initiated and
agreed upon in these organisations are, when measured in terms of the real
problems to solve, as yet not very much more than faint gestures. Interna-
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tional inequality is under these circumstances continuously increasing as
a tesult of the play of the forces in the market.

The under-developed countries are thus thrown back upon their own
resources. They have one asset, the national state, and the possibility it implies
of regulating their own economy. To speak in Hegelian terms: the road o
international integration must go over national integration; nationalistic policies
by the poor countries and an increase of their bargaining power, won througj,
these policies and through increased cooperation between them as a group,
is a necessary stage towards a more effective world-wide international cooperation.

In the latter part of the Third Lecture I reversed, therefore, my approach.
Tnstead of asking about the outcome of the natural play of the forces in the
markets, I posited the practical and political problem of how an under-
developed country could, by intentional state interferences, initiate and sustain
national economic development. The hypothesis of cumulative causation
which tends to be the doctrine of despair for the poor countries as long as
they leave things to take their natural course, holds out glittering prizes for
a policy of intentional interferences. Applied to a goal-directed national
endeavour it promises results much bigger than the efforts — if the efforts
succeed to start a cumulative process upwards. This is the theory of how to

lift oneself by one’s boot-straps.

The under-developed countries in their drive for economic development
are in almost all respects up to very much greater difficulties than the now
developed countries ever faced. The economic level where they start is in most
cases very much lower; the relation between population and resources usually
much more unfavourable and the population trends more dynamic and dan-
gerous; they do not have at their disposal an international capital market as
the now developed countries had in their time, nor the emigration outlets;
they have not inherited the traditions of rationality and the rule of law which
were so important in the earlier history of the now developed countries. And
they are late-comers: they have not the opportunity, as the now developed
countries had, to advance as industrial islands in a surrounding world of
backward nations which they could exploit as markets for manufactured goods
and as sources of raw materials and for this purpose even keep in colonial
bondage. The one advantage they have is our accumulated scientific and

technical knowledge.

But to utilise this knowledge they need — and this will be my Jast point -—
fresh research in all fields. Neither our techniques of politics, administration
and social reforms, nor our techniques in production and distribution can
“_’ith advantage be simply taken over, As they have developed to suit the condi-
trons of the advanced countries, which are very different, they are not adequate
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to the needs in under-developed countries. Ideally the under-developed countries
should utilise all the available knowledge but work out their own specific techniques
to fit their values and their actuil conditions. And to do this effectively, they
would need to carry on research on all levels, also fundamental research.

They have also for free use our economic theories. But again they should
not accept them uncritically but remould them to fit their problems and their
interests. They should be aware of the fact that very much of these theories
are partly rationalisations of the dominant interests in the advanced and
rapidly progressing industrial countries. A very large portion of the literature
on the development of under-developed countries produced in the advanced
countries, for instance, has not had as its value premises our old Western
ideals of liberty, equality of opportunities and common human brotherhood
— ideals which are now victoriously conquering the world and which the under-
developed countries have in common with us — but much narrower national
political interests as they are viewed in those advanced countries. This situa-
tion has been much worsencd under the impact of the cold war when often
these national intercsts even became narrowed down to strategic interests
in that world conflict.

More gencrally speaking, it would be pathetic if the young sc?cial-
scientists in the under-developed countries got caught in the predilections
of the thinking in the advanced countries, which are hampering the scholars
there in their efforts to be rational but would be almost deadening to the
intellectual strivings of those in the under-developed countries. I would instead
wish them to have the courage to throw away large structures of meaningless,
irrelevant and sometimes blatantly inadequate doctrines and theOl’etiCI‘i]
approaches and to start out on fresh thinking right from their needs and their
problems. This would then take them far beyond the realm of both out-moded
Western liberal economics and Marxism.

Instead of chewing on our old doctrines and doctrinal coptrovers;es .1}.163'-
should make their pick of what is really practical and useful in our tr.admo‘n,
and then proceed to making their own theoretical constructs to svit their
problems — as I pointed out in the First Lecture, they would then find many
old and familiar arguments and theorems useful when adjusiied to fit into
a new frame. All the under-developed countries are now s.tartlyg out on an
economic policy line which, as I pointed out, has no close historical Rrecedcnt
in any advanced country. In the same way as the course o.f CEinamic svents.
and policies in those advanced countries in all times gave rise to new realign-
ments of social and economic theories better fitted to, and closely conditioned
by, the historical circumstances there and then, it would be entirely appropriate:
if the fact of very different events and policies in the under-developed coun-
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tries today were accepted as a challenge to produce new and different theore-
tical frames for social and economic research.

If this hope could come true, an incidental effect of the awakening of
this large majority of mankind, which has up till now mainly subsisteqd in
economic and cultural backwardness, would be new scientific discoveries
and the widening of our spiritual horizon — in the end the enrichment of our

on culture. It is under the inspiration of this brave hope that in thega
lectures I have permitted myself to deal in somewhat provocative terms with
a number of the inherited theoretical approaches as they have been fashioned
in the privileged countries during their period of economic advance and

anchallenged intellectual hegemony over the world.

But let me end by the reminder that to make the pick of what is really
useful and practical in our traditional theoretical approaches, and to effectuate
the throwing away of the ballast but to accomplish at the same time the new
alignments of all old arguments and theorems to fit into a different approach
to economic and social problems, is by no means an easy accomplishment,
It is not the task for dilletants and ignoramuses — they are usually the first
to succumb to traditional predilections or some of their popular perversions
often without even knowing their intellectual bondage. They are the least,
original. No critic has ever been effective without knowing thoroughly what
he was criticizing. The steeply climbing path I am staking out for the young
social scientists in the under-developed countries requests, in fact, the most
severe efforts to true learning and the fullest mastery of the entire theoretical
heritage. It is much easier to be a conformer than a competent rebel, Again
T was not preaching a gospel of licence but of harder intellectual discipline.



APPENDIX
TO THE

FIRST LECTURE

IDEOLOGICAL ELEMENTS IN ECONOMIC THEORY

In the First Lecture I referred to certain value-loaded, very general ideas
or thought structures which — if we are not employing purposively and
effectively the method of working with explicit value premises — are having
a dominant influence on our way of posing problems and answering them.
The following condensed note is aimed at a general characterisation of these
predilections with the main interest focused on their logical inter-relations
and their relation to the historically given philosophical fundament of eco-
nomic thinking.

The main point is that in an usually uncontrolled way they determine
the mental climate in which we work. This mental climate of certain dominant
general ideas is by no means only the reflection of material interests. Generous
impulses are just as real as egoistic ones, and western civilization is, for instance,
imbued with the ideals of liberty and equality; the operative importance of
these ideals as social forces in the dynamic mechanism of development, mostly
confined, however, to the national states, is hinted at towards the end of this
Appendix and commented upon in the Sccond and Third Lectures.

But in the present connection we should not overlook the fact that all
our economic speculation, including the theory of international trade, was
originally framed in the setting of the interests and ideals of the then most
prosperous country, Great Britain, and there even consciously conceived
of as a theory for the welfare of the British nation (1). Thereafter, and until
very recently, it was almost exclusively developed further by theorists who
were the nationals of those few countries which were rapidly progressing
economically under conditions of expanding mutual trade and large movements
of capital and labour. In these countries, all higher culture, including the rise
of economic science, was concentrated at the centres of economic expansion.

It is difficult to believe that these facts have not been of importance in the
selection of viewpoints and thesetting reby also in the horizon for economic

9(1& Cf. Lionel Robbins, The Theory of Economic Policy, MacMillan, London, 1952,
PP .
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theory: it should not be surprising then that the problems particular to the
under-developed countries and regions tended to fade out in a pale, distant
haze — until in recent years they were forcefully pressed upon us by the poli-
tical and spiritual revolt of the peoples living there. It is a commonplace
in the sociology of knowledge that social and economic theories rarely escape
from becoming to some extent a rationalisation of the interests and the aspira-
tions of the milieu where they grow: if not so much by commission, the more
by omission.

1. — Major Predilections

One such dominant idea is the general notion of /farmony of interests
which certainly is a comforting thought for those who have drawn a Tucky
number in life’s lottery. The idea was a clearly perceived conviction in the
philosophy of natural law which served as the basis for the first construction
of a general economic theory two hundred years ago. In utilitarianism, which
soon took over the function of forming the philosophical basis for economic
theory, this assumption of an existing harmony of interests became a more
involved matter and was often hidden away in tacit assumptions and sometimes
explicitly renounced as, for instance, by Bentham. And many of the theore-
tical approaches of the classical economists in England were based on a
recognition of conflicting interests, as for example, Ricardo’s theory of dis-
tribution.

But, in the end, the harmony notion as a major predilection of economic
theory pressed itself into the practical and political conclusions even in the
economic thinking which was based on utilitarianism. It was inherent and
logically necessary in the very attempt of the utilitarians to explain both actuat
behaviour and a moral behaviour in terms of the hedonistic mechanism of the
sensations of pleasure and pain.

At bottom this was also an identification between “what is” and “what
ought to be”” and, as in the philosophy of natural law, such an identification
assumes a harmony of interests in society; the differences in real life between
an actually perceived utility and the morally correct one had to be explained
as “a miscalculation of chances’”. Without the assumption of interest harmony,
the empiricist philosophy of utilitarianism would lose its claim on objectivity (1).

The further fact that the utilitarians could not in practice carry out the
social calculus of pleasure and pain — which was their proclaimed method of

(1) Guanar Myrdal, The Political Element in the Development of Economic Theery,
Routledge and Kegan Paul, London, 1953, pp. 44, 48 er passim.
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empirically determining those policies which gave as a result the maximum
“general social welfare — by necessity brought this assumption of interest
harmony up from the level of epistemology to the level of practical discussion
in connection with various topical political issues (!). However, on this level,
the assumption was, then as now, often hidden as an implicit link in the
chain of argument,

In both these closely related philosophies, out of which all our modern
economic and social theory has branched off, it was recognised that many
social institutions — mainly results of “interferences”” — prevented the natural
barmony of interests from becoming realised. The entire discussion between
the more radical and the more conservative writers for two centuries, when
it is brought to the pivotal point, turns around the question of what, and
how much of, prior institutional change would be necessary to bring society
to the natural state of interest harmony (2); even Marx is no exception to this
generalisation.

It was, however, mainly the conservatives who came to determine the
development of economic theory. From a purely logical point of view this
is entirely fortuitous. The fate of their theories profited from the accident that
they happened to be conservative; for this implied that they were interested
in a natural state of harmony which, to them, was fairly like the world they
saw. Their teleological analysis became therefore relatively more relevant
for its explanation (%). This is what I have called the “realism of conservatism™;
it operates as long as theory is steered by a metaphysical and teleological
concept of reality.

We might today feel ourselves far away from the confident faith of the
old philosophers in an intrinsic harmony of interests in the world as we see
it or as it would be after certain purifying reforms. But if we scrutinise carefully
the way we are apt to formulate and motive our most general policy opinions
in regard to their expected effects, or if we analyse similarly leading artif:les
in the press, the party programs and the speeches during an election campaign,
or a debate in the General Assembly of the United Nations, and similarly
if we search our own economic theories and ask for the explanation of v\fhy
they approach problems in the way they do, and if we then succeed in Ifeepmg
the distance necessary to discern the broadest pattern of our reasoning, we
will be surprised to find what a powerful hold over our thought-ways this
old idea of interest harmony has maintained.

(1) Ibid. pp. 43 et passim.
(2) Ibid. pp. 71 fI., 106 ff. et passim.
(3) Ibid. p. 31.
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A second general predilection, closely related to the interest harmony
doctrine, is the anti-state and, indeed, the “anti-organisation” bias. In both
the philosophy of natural law and of utilitarianism, atomistic individualism
was a conscious assumption, stressed in protest against earlier and contem-
porary philosophies which tended to give to the state and other collective
bodies an organic nature and, indeed, a kind of personality with independent,
if limited, interests, rights and duties. The hedonistic psychology was thus
implied already in the philosophy of natural right; in the empiricist utilitarian
philosophy it was elaborated and laid as the basis for the whole endeavour
of calculating the “general welfare” as a sum of individual interests. The
political bias springs from the fact that this calculation was made upon the
further assumption — or adjusted to fit the assumption — of interest harmony
in society. The prolific modern “welfare economics” moves inescapably under
the same spell, attempting by individualistic psychology to reach a metaphysical
goal, determined in advance by the predilections and, more particularly, the
harmony doctrine, which is logically inherent as otherwise the objectivity
of the welfare notion would be lost.

To the physiocrats as the early exponents of the philosophy of natural
law this bias was programmatic: to them the explanation why the “natural
order” of the harmony of individual interests did not materialise in full per-
fection, was mainly the “interferences” of the state and other collective bodies.
In their time the state and its institutional substructure of organised interests
was also not of the type our modern “welfare state” is approaching but might
rather very generally be characterized, instead, as an “oppressor state”;
see in the Second Lecture.

Bentham, different from the physiocrats, started out with strong con-
demnations of the aprioristic metaphysics implied in the assumption of
natural laws and conceived of his own philosophical exertions as the working
out, on the basis of the empirically ascertained sensations, of general rules
for public morals and legislation, i.e. precisely interferences by the state.
But, by intrinsic logic, the result of this — as of any other attempt at founding
moral and political views solely upon an observation of facts — was, for
reasons already suggested, a rclapse into the doctrine of a natural harmony
of individual interests which, in its turn, carries an inextricable anti-state
and anti-organisation bias. This is more clearly the situation if the analysis
is focused on an ideal society not very different from the actual one, which
on the whole was Bentham’s approach and very definitely the approach of
those authors, all of them Bentham’s followers, who, thanks to the “realism
of conservatism”, came to determine the main trend in the development of
€conomic theory.

To Marx, however, the society he saw was very far from ideal. He criticised
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the harmony doctrine and attempted indeed to view the whole history as a
sequence of class struggles, differently staged because of the changing modes
of production; he dealt with the state as the instrument of oppression by the
ruling classes. But he ended up by the sweet anarchistic vision of the “state
of liberty” attained when, after the final revolution of the proletariat, the
state would have “withered away”. And the significant thing is that he never
worked out a system of organised economic policies to be carried out after
the revolution: the word and the notion of “economic planning”, now
recognised as the true shibboleths of socialism, cannot be found in his writings.

No one in the entire tradition of economic speculation within the bounds
of our Western civilisation as this speculation developed since the Enlighten-
ment, not even the wildest critics of our social order and our social theories,
seems to have escaped altogether this common predilection of individualistic
atomism in theory and anti-state and anti-organisation bias in practical
conclusions. Our modern thinking has on the whole been developed by theorists
who, with all their facilities, usually did not have the revolutionary intellec-
tual will and powers of a Bentham or a Marx to take distance from old theories
they had inherited and to dare original constructs of their own. We should
therefore not be surprised to find that recent economic thinking has also tended
to remain within the bounds of these vague predilections.

As our research resources have increased we have been able to intensify
tremendously our empirical knowledge of the social and political institutionﬁ;
but our general economic theories even, and not least, in their econometric
diffusion into less accessible corners from Walras, Jevons and Edgeworth
on, have largely remained faithful to the predilections. This is of particular
importance, since general theories have always had a closer relation to policy
prescriptions than empirical studies. The empirical studies of the institutions
have meanwhile, in this climate of basic intellectual predilections, mostly
either shown a tendency to adjust themselves to theory or remained strangely
pointless.

The free trade doctrine, which I mention here as the third of fhe main
predilections of economic theory, is usually Pfeseme‘fl g °°“.°1“51°n f“?m
theoretical analysis; in reality it is, however, the matrix into which the entire
analysis has been moulded. It is a more specified corollary of the o
tion of harmony of individual interests and expresses that assumption’s
inherent anti-state and anti-organisation bias. All these general ideas are
interlocking; they are indeed only differently adapted modalities of the same
dominant structuralisation of thought which I am here trying to characterise.

The practical triumph of the free trade doctrine is the fact that even the
severest critics of economic liberalism usually find it difficult to free themselves
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from its fascination (!). Thus the motivation for an interference in trade is
ordinarily presented in the form of reasons why, under special circumstances,
an exception should be accepted. The free trade doctrine, in fact, has set
the terms of reference not only for the theory of international trade but, more
specifically, for all discussion of state interferences in the economic life and,
in particular, in international commerce. The burden of proof was always
supposed to lay on the interventionist.

In point of logic, this is, indeed, somewhat astonishing. As a theory, the
free trade doctrine is not tenable (2). Apart from this — and accepting for
the sake of the argument that the doctrine is true in some sense — the practical
postulate as presented by the theorists, when emerging from their analysis,
is always equipped with a large number of abstract assumptions and reserva-
tions (3). The question then arises what a general practical postulate for
concrete action really means when it is delimited by abstract assumptions and

reservations.

One of the assumptions is particularly awkward: free competition. Such
a situation has never existed and the actual trends are away from it. Generally
it is not even possible to decide whether a particular policy measure in a par-
ticular country would bring us nearer to, or take us further away from, the
purely fictitious state of free competition. Why, then, in pure logic, should
the free trade doctrine be given the benefit of doubt; why should it be the
one idea to be allowed to set the stage; why should interferences be judged
by the criterion whether they are justified as exceptions ? Why should not
the rule be simply that, as always, we should be careful to have our facts
straight and our reasoning correct in terms of means and ends ? These were
questions I raised twenty-five years ago, and further study and expericnce
have only confirmed me in my relativistic thoughts,

The notion of equilibrium is the closing link in this system of basic pre-
dilections, It is, indeed, a necessary theoretical device when giving expressian
and logical “proof” to the others. It has therefore a teleological purpose and
importance above the simple and technical one of being a chosen theoretical
tool for the analysis of social reality.

The notion of equilibrium also runs through our whole economic and
social speculation for two hundred years and has until this day determined
the main concepts of all the social sciences, not only economics. From what
I have said it becomes understandable why there has always been an inherent

—_—

(1) Ibid. pp. 104 .
(2) Ibid, pp. 129 ff.
(3) For what follows, see ibid. pp. 134 fi
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urge to give a positive value connotation to the state of equilibrium — as two
hundred years ago to the “natural order” which from this point of view is
only a special case — and to give a negative one to disequilibrium or “disor-
ganisation”, “maladjustment”, “social lag™ and “crisis”, to mention only
a few of the near-synonyms adapted in various directions.

Reality was assumed normally not to be in equilibrium; but equilibrium
aevertheless had a “virtual reality™ as the status towards which actual reality,
despite all disturbances, forever tended to approach — and which could also
be utilised as a norm in forming value judgments concerning actual reality.
This was the way of thinking of the physiocrats and the classical authors
and the idea reached its most comprehensively elaborated refinement in the
neo-classical general equilibrium theory.

Knut Wicksell once pointed out, however, that there are many alterna-
tively possible equilibrium notions which could be useful in theoretical analysis.
That used in economic equilibrium analysis of the ordinary type is but one:
the stable equilibrium which may be iilustrated by the hanging pendulum
and which, if attained and not further disturbed, would imply that things
remained unmoving.

One of the other equilibrium notions can be illustrated by a cylinder
rolling on a plane surface: it may come to rest anywhere; or in entire absence
of friction it would continue to roll in the same direction with unchanged
speed, and that would then be its equilibrium. A third equilibrium notion is
the “labile status” of balancing forces in which a pencil would remain, if
one succeeded in placing it upright, on its end; the application of a push
would, however, cause an accelerated movement away from the original
state of equilibrium.

Many of the theoretical advances in economics in the last two genera-
tions have, as a matter of fact, been made by departing from the inherited
stable equilibrium notion. Large portions of Keynesian and post-Keynesian
analysis — though not the general theoretical frame — have this character.
Wicksell's analysis of the cumulative and accelerating process away from
monetary equilibrium when the market rate of interest was made to differ
from the “natural” rate, is another example and an earlier one.

Still earlier, Marshall’s theory of external economies and, indeed, much
preceding analysis of increasing return, reaches outside the field controlled
by the stable equilibrium notion. The earliest classical authors themselves had,
besides their short-term equilibrium theory, a theory of long-term economic
development — in fact they had more of it than the neo-classical authors —
and part of it went outside the frame of equilibrium analysis. The present
tively discussion of economic development of under-developed countries,
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including the building of dynamic models as those around the analysis of capital
output ratio, moves also outside the theoretical frame of the stable equilibrium
approach.

The point in the First Lecture is, however, that the stable equilibrium
notion has retained much of its hold over our reasoning, often more than
we are always conscious of, and that, in particular, the huge and dominating
structure of the theory of international trade has stubbornly remained an
equilibrium theory. This is the principal reason why it cannot contain a valid
theory of economic development and under-development and of interna-
tional and regional economic inequality. And the stable equilibrium notion
contains, and is animated by, the other main predilections mentioned above:
the idea of interest harmony, the anti-state and “anti-organisation™ bias,
and the free trade doctrine.

2. — Basic Premises

All these predilections work themselves out in political conclusions which
tend to be conservative in regard to the distribution of wealth and income.
From the point of view of the sociology of science this should not surprise
us. As I pointed out in the introduction to this Appendix, economic theory
and social theory in general developed in the rich and progressive nations of
the world and there under the dominating impact of the rich and progressive
social classes and regions.

From the point of view of logic, which is my main concern in this Ap-
pendix, this conservative twist of the main trend of development of economic
and social theory is explained by the arbitrary but effective principle of his-
torical selection which I referred to as founded upon the “realism of conserva-
tism”. As long as social science has not freed itself from a metaphysical concept
of its problem and a teleological intent and not generally accepted the method
of working with explicit value premises, the conservative writers, focusing
their analysis upon an ideal society more like the one we see, will actually
deliver a superidr explanation in causal terms of social reality.

The paradox is, however, that modern economic and social theories con-
tain at their very fundament ultra-radical policy premises (1), directly emanating
from the basic philosophies.

From the natural law philosophy came the doctrine of labour’s moral
superiority as title to property: labour was the only “creator of wealth”. In

(1) For what follows, see ibid pp. 105 and other places cf. Gunnar Myrdal, “The
Relation between Social Theory and Social Policy”, The British Journal of Sociology,
Sept. 1953, pp. 211 ff. '
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its modern form this idea stems from Locke; it materialized in the classical

theory of real value which assumed labour as the only real “factor of produc-
ilon™ (1).

From the same philosophy came the idea that “all men are born equal”.
The hedonistic psychology was, as T mentioned, already implicit in eighteenth
century natural law philosphy; in utilitarianism it was elaborated to provide
the empirical basis for the calculation of pleasures and pains, the arithmetical
sum of which, the “general welfare™, was to be maximized. This psychology
contained early the idea of diminishing “marginal utility”” of an income unit
as the total income increased. The political assumption that in the calculation
of the “general welfare™ everybody should be counted as equal to everybody
else was never disputed. The conclusion was also early drawn, and only further
elaborated by Bentham and James Mill, that equalisation of wealth and in-
comes was in the interest of society.

These various streams of the ultra-radical equality postulate, “proven”
in so many different ways, culminated during the Enlightenment and the idea
fastened itself at the very rockbottom of Western economic and social specula-
tion. It formed thereafter the common implicit value premise for political
conservatives and radicals, liberals and socialists.

These streams have their sources much further back in mankind’s l‘listc.)ry.
All great religions and philosophies have, on a general plane, been egalitarian.
It is a still largely unsolved sociological problem, why and how it happened
that this shining idealistic vision of the dignity of the individual humf:ln
being and of his basic right to equality of opportunity originated and main-
tained its power through untold centuries of blatant inequality and
oppression.

The main line of the development of economic theory becgrr{e, however,
for reasons given, demarcated by the writers who were most willing to com-
promise in their policy conclusion with the radical tenets: Ind.eed, the
inherited economic theory, as it now stands, is made. up by their loglc:-al com-
promises. From John Stuart Mill on, a main device for ef_fectu'fttul:gd'fhe
compromises has been making a distinction betwee.n productlo]n, 1nc1:1 mdg
exchange, and distribution: in the sphere of production na.ttural a}ws 1-'e1g.[1e
and interferences could only hamper the growtt_l of production, W_hlle dl_St-rlbU-
tion was the sphere of liberty where the equality postulate had its legitimate

space of validity.

For more than hundred years economists have since then utilized Mill's
device and felt relieved of the equality postulate by reasoning only about

(1) Ibid pp. 64 .
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production and exchange and by iterating a general reservation in regard to
distribution. This is the way in which the economists have escaped their basic
radical policy premises and have preserved the inherited structure of economic
theory with its vague implicit notion of harmony of interests. This is how
they have “proved” the free trade doctrine and how they have [protected the
laissez-faire value load in the stable equilibrium concept. The distinction
between a production sphere and a distribution sphere is, however, logically
untenable (1) and this fact is, from one point of view, a main explanation why
our theories are defective.

This uneasy logical compromise — and inherent logical conflict —
between the equality postulate at the bottom of our thinking and the /zisses-
Jaire twist of our practical political inferences is, of course, not only the fafe
of economic theory but is the basic bewilderment of our Western civilization,
It is now on the verge of developing into a paralyzing hysteria under the opne
slaught of the rising revolt of the under-privileged majority of mankind
which is finally being reached, and becoming effectively moved by, our
rationalistic equality postulate at the bottom of all our thought structures,

(1) 16id. pp. 129 &,





