
Chapter-IV 

The Theories of Development: 

Contexts, Basic Premises and Role of the State 

Introductfon 

A theory of development is an organised reflection on how development is to be 

conceived, analysed and implemented. It is a central concern of development practice 

of any agency. Asserting the importance of a theory of development, David C. Korten 

notes ' it is impossible to be true development agency without a theory that directs 

action to the underlying causes of underdevelopment. In the absence of a theory, the 

aspiring development agency almost inevitably becomes instead merely an assistance 

agency engaged in relieving the more visible symptoms of underdevelopment through 

relief and welfare measures. . . . an organization can not have a meaningful 

development strategy without a development theory' (Korten 1990: 113-14). Robert 

Gilpin argues that the term 'development theory' is a misnomer. Actually a number of 

specific theories of development compete with one another; these theories differ in 

their analysis of the precise causes of underdevelopment and appropriate solution to 

development problems. Moreover, development theory as a whole is a collection of 

general ideas rather than a single coherent theory (Gilpin 2001: 307). A similar 

argument has been put forward by Jan Nederveen Pieterse: 

'Development theory' is a limited notion. It would be more adequate to say 'perspective' or 'analysis', 

and thus make the point that theories are important as ways of seeing and analytics. Many 'development 

theories' are not development theories properly speaking; they are derived from other social sciences 

and are being applied to the development terrain. The singular in 'development theory' is distracting, 

considering that development issues generally require a combination of analytical perspectives 

(Pieterse 2001: 150). 

Indeed, a 'development theory' largely belongs to the level of grand theories, 

broad explanatory frameworks. This broader scope indicates its limited character. 
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There are a lot of issues that development theory does Iiot talk about 'Many actual 

development problems are addressed by mid-range or micro theories- questions of 

rural development, industrialization, urbanization, trade policy, etc. Development 

theory as such concerns the larger explanatory frames. In addition, 'development 

theory' usually refers to the leading theories and many rival and subsidiary theories do 

not quite make it to the lime light' (Pieterse 2001 :2). 

Development theorizing is a creative, complex and problematical exercise 

rather than a narrowly technical one and a measure of sensitivity to the iriherent 

difficulties of social theorizing is important for development theorists (Preston 1996: 

3). The familiar sphere of theorizing development is institutionally extensive as there 

are many groups, agencies and organizations involved in theorizing, commentating 

and acting in regard to development. It is intellectually-ideologically extensive as the 

'discourse of development' comprises a stock of ideas that informs the praxis of many 

groups. The theorizing of development has shaped the 'practical actions of the key 

players: (a) the international agencies such as the IMP, World Bank and UN; (b) the 

state regimes in the Third World with their particular linkages and agendas; and (c) 

the state regimes in the First World with their ODA programmes. It might be taken to 

have shaped rather more directly -(that is, honestly) the thinking of charities and NGOs 

(Preston 1996:151). 

The theories of development are the wellsprings of the. strategies of 

development, as development strategies are practical paths to development which are 

pursued by the agencies of development, normally the states. These theories seek to· 

account for the uneven pattern of development world wide and to recommend 

measures to over come under development (Munck and 0' Hearn 1999: xiii). They are 

problem oriented, concerned with disparities between and within countries, social 

consequences resultant of these disparities and political strategies to change them. 

They may not always have come up with the correct solutions on the policy level, but 

on the other hand the problems identified and analyzed have not disappeared either. 

Instead new problems have been added. The challenge for the theories of development 

to day has been to clarify what role national development strategy can have in an 

increasingly transnationalised world (Hettne 1995:11, 14). 
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The contested nature of the theories of development 

·A development theory can be normative, that is, it can generalize about what should 

happen or be the case in an ideal world. Because it is not made by the exercise of logic 

along, but reflects the theorists' moral reaction to a world in crisis that culminates in a 

discussion of the ethics of development (Peet1999: 16). The areas of concern in 

development ethics reflect the gradually widening scope of the concept of 

development over the past thirty or forty years (Gasper 2005:1). Although all theories 

are to some extent contestable because of differences in values rather than problems of 

logic or observation, theories of development are particularly subject to disagreements 

arising out of value differences (Toye 1993: 31 ). A development theory can also be 

positive in the sense of dealing with what has generally- been the case in the past ·or is 

in the present (Potter 2002: 61). Hettne, however, remarks that 'development studies' 

is explicitly normative and that teachers, researchers and practitioners in the field 

'want to change the world, not only analyse it' (Hettne 1995:12). 

Thus, the arena . of development theory is inherently controversial and 

contested. John Martinussen has identified three inter connected issues relating to this 

controversy. 'The first has to do with units of analysis in research. The second 

concerns the question of the scope of validity, and thereby the fundamental view of the 

nature of the development process. The third issue relates to the chosen analytical 

perspective' (Martinussen 1997: 52 emphasis original). Using the issues regarding 

units of analysis, scope of validity and analytical perspective as a framework he has 

shown that some theories emphasize on individual actors, while others on macro

structures. Some are mono economic in nature, others believe in plurality of 

· economics. While some are mono disciplinary, others are multidisciplinary (ibid: 53-

4). 

Theories of development reach deep into culture and metaphilosophy for 

explanatory and persuasive power, while the end products of such deep thinking, 

together with the dedicated practices of millions well meaning people are political tool 

with mass appeal. The theories thus, differ according to the political positions of their 

adherents, their philosophical origin, and their place and time of construction. They 
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differ also according to scientific orientation, that is, whether predominantly 

economic, sociological, anthropological, historical or geographical (Peet 1999: 2-3). 

The arena of development theory offers a good example of what Alvin Y. So 

( 1990: 11) has termed 'theory war'. Jorge Larrain argues that the theory war in the 

arena of development seems to be apparent, while theories of development do not 

emerge at random. They are closely bound with the evolution of capitalism. 

This means that one must study theories of development not only as conceptions of such and such 

author of such and such academic tendency, but also as products of a particular period of development 

of capitalism and its specific characteristics ( Larrain 1989: 3). 

Larrain has identified three main stages in the history of capitalism: (a) the age 

of competitive capitalism ( 1700 - 1860); (b) the age of imperialism ( 1860 - 1945); and 

(c) the age of late capitalism (1945 onward). Although the idea of development 

(progress as it was called then) originated in the age of competitive capitalism and 

evolved through the age of imperialism, its competing theories became more 

prominent in the age of late capitalism with the development of the Third World 

(ibid). 

Pieterse (200 1: 164) has found the development field as a field of hegemonic 

compromise that papers over the differences between the dominant stake holders. 

These can be characterized as different modernities or different capitalisms: Anglo -

American free enterprise capitalism, West European welfare capitalism (Rhineland 

capitalism), East Asian capitalism, NICs, market socialism in China, transitional 

countries, the rentier capitalism of the oil producing countries, etc. The differences 

among them reflect geographical locations, historical itineraries, the timing of 

development, levels of technology, cultural capital, institutional differel}ces and 

resource endowments. 

Indeed, each development theory can be read as a hegemony or challenge to 

hegemony. Explanation is not always the most important function of theory- agenda 

setting, mobilization and coalition building are others. Theory is a meeting place of 

ideology, politics and explanation. Reading development theory is also reading a 

history of hegemony and political and intellectual Euro centrism (Amin 1989, Mehmet 

1995). Notable exceptions are dependency theory, alternative development and human 

development thinking, which largely originate outside the West (Pieterse 200 I: 8). 
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Dimensions of a development theory 

Each development theory has got its various dimensions. Major among these are: (a) 

The context covers the historical context and political circumstances of its genesis. 

Each theoretical perspective unfolds itself in a historical setting. Understanding a 

development theory in context means, understanding it as a reaction to problems, 

perspectives and arguments at the time. (b) Theoretical assumptions include the 

explanatory power of the theory, its explanations about causal relationships. This 

implies the epistemological contribution of the theory. (c) Policy implication involves 

the representative character of the theory in favour of particular political, social, and 

class interest. It implicitly indicates the nature of the strategy and agency of 

deve~opment implementation (Pieterse 2001: 7-8). 

In the post-Second World War period (or to use Larrain's version, in the age of 

late capitalism) a series of theories of development have been advanced. The theories 

presented have different real world occasions and have drawn upon different 

intellectual and cultural traditions in order to make their arguments. However, a 

common theme amongst the diverse theories has been their preoccupation with the 

analysis of complex change in the Third World (Preston 1996: 132). In the 1950s, the 

field of development was dominated by modernization theory. In the late 1960s 

modernization was challenged by the radical dependency theory which assumed 

considerable dominance in the 1970s. In the late 1970s the world system theory rose 

up to offer an alternative perspective from which to examine the issues of 

de~elopment. By the time, important factors in the issues of political economy gave 

birth to the neo-liberal theory of development, the policy implications of which was 

overtly followed since the early 1980s. Apart from these major theories of 

development, the field of development has witnessed during this period some other 

theoretical perspectives dealing with the problems of Third World development. They 

include growth theory 1, institutional and new institutional theories 2, the human 

development perspective 3, the feminist theory 4, post-developmental theorys (strongly 

influenced by post- structural and post-modern theories), mode of production 6, and 

the regulation theory 1. 
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An understanding of the theories of development means, being aware of the 

dimensions of each theory. For the purpose of the present research only the four major 

theoretical perspectives are taken for elaboration by using the dimensions mentioned. 

The Modernization Perspective 

The modernization perspective saw development in an evolutionary view point and 

under development in terms of observable economic, politiCal, social and cultural 

differences between rich and poor nations. Development implied the bridging of these 

gaps by means of an imitative process, in which the less developed countries gradually 

assumed the qualities of the industrialized nations. The task of analyzing the qualities 

to be imitated . was shared between economists, sociologists and political scientists 

· (Hettne 1995 :50). Modernization means different things to different people at 

different times. Therefore, this great tradition is haunted by certain confusio~. The 

concept has been used in at least three senses: as an attribute of history, as a specific 

historical transitional process and as a certain development policy in Third World 

countries (Smith 1973: 61 ). Though modernization as development policy is important 

in the context of development theory, in practical usage the three meanings are 

blurred. 

Modernization policies (implying a rationalization and effectivization of 

economic and social structures) are not only seen as elements of a development 

strategy (which may succeed or fail) but as the working out of universal historical 

forces (the first sense) which bear a strong resemblance to the transition from 

feudalism to capitalism in Western economic history (the second sense) (Hettne 1995: 

50). 

S. N. Eisenstadt observed that modernization theory elaborated differences 

between societies in terms of their position on various indices of modernity or 

development that measured their similarity to the model of modem industrial society. 

The main structural characteristics of modernization were identified by him as: 

the development of a high extent of differentiation: the development of free resources which are not 

committed to any fixed, ascriptive groups; the development of wide non-traditional, "national," or even 

super national group identifications; and the concomitant development, in all major institutional 

spheres, of specialized roles and of special wider regulative or allocative mechanisms and organization, 
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such as market mechanisms in economic life, voting and party activities in politics, and diverse 

bureaucratic organizations and mechanisms in most institutional spheres (1973: 23). 

Richard Peet succinctly summarized the meaning of modernization in different 

spheres: 

More specifically, in the economic spheres modernization meant specialization of economic activities 

and occupational roles, and growth of markets; in terms of socio-spatial organization, modernization 

meant urbanization, mobility, flexibility, and the spread of education; in terms of the political sphere, 

modernization meant the spread of democracy and the weakening of traditional elites; in terms of the 

cultural sphere, modernization meant growing differentiation between the various cultural and value 

systems (e.g. a separation between religion and philosophy), secularization, and the emergence of new 

intelligentsia. These developments were closely related to the expansion of modem communications 

media and the consumption of culture created by centrally placed elites, manifested as changes in 

attitudes, especially the emergence of an outlook that stressed individual self-advancement (1999: 76-

77). 

The context 

The historical context of the construction of the modernization theory is marked by 

some crucial events in the Post-World War II era: 

(a) The first may be said to be the bipolarity and the rise of the USA in the 

Western world as the super power. The changing nature of power relationships within 

the capitalist global system is a familiar issue. In the Post-Second World War period 

the European powers are finally eclipsed. The effective removal of the major colonial 

economic blocks (e. g. of Great Britain, France, Germany, and Netherlands) leaves the 

USA as the unchallenged leader of what comes to be called the Free World, or the 

West. The United States emerged from the war strengthene~, and became a world 

leader with the implementation of the Marshall Plan to re-construct war-tom Western 

Europe. In the 1950s, the United States practically took over the responsibility of 

managing the affairs of the whole world. However, the Post-Second World War 

period also saw the parallel rise of the USSR. The dominance of the USA and the 

USSR within the international system was under- stood in terms of the notion of 

bipolarity. It is also marked by the emergence of cold war between the two super 

powers. 

(b) The second is the policy of containment adopted by the USA. In this period 

there was the spread of a united world communist movement. The USSR extended its 

influence not only to Eastern Europe but also to China and Korea in Asia. The notion 
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of containment expressed the resolution of the USA to halt the spread of communism. 

The concern of the USA was initially focused on Europe in the wake of wartime 

upheaval in particular the occupation of Eastern Europe by the USSR and the 

activities of the left in Western Europe. Subsequently the attention of the USA 

extended to the Third World. 

(c) The third was the disintegration of the European colonial empires in Asia, 

Africa, and Latin America, giving birth to many new nation-states in the Third World. 

These nascent nation states were in search of a model of development to promote their 

economy and to enhance their political independence. In such. a context it was natural 

that American political elites encouraged their social scientists to study the Third 

World nation states~ to promote economic development and political stability in the 

Third World, so as to avoid losing the new states to the soviet communist block. 

(d) The fourth element in the back ground to modernization theory involves 

aid-donor competition. In the history of aid giving it is possible to distinguish between 

two broad phases. At first aid was internally oriented and concerned· with the 

reconstruction of Europe. In the second phase, however, the attention of First World 

policy making was outwardly oriented and concerned with the development of the 

Third World. The key events which marked the change of focus were the Bandung 

conference of 1955 when a group of newly independent Third World states founded 

the influential non-alignment, and a few years later the entry onto the aid giving scene 

ofthe USSR. 

Overall these are the events that prepared political and ideological context for 

the launching of modernization theory with generous support from the US government 

and private foundations. A new generation of political scientists, economists, 

sociologists, psychologists, anthropologists, and demographers published dissertation 

and monographs on the previously little researched Third World states. An inter

disciplinary modernization perspective of development was in the making in the 

1950s (Chirot 1981: 261-262; Preston 1996: 166-169). 

Theoretical inheritance 

There were two major areas of intellectual resources in the process of construction of 

modernization theory. These were the work of economists who confront the problems 
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attendant upon the scale and complexity of the macro-economics of growth and the 

work of the broad spread of social scientists who concerned them selves in one way or 

another with the problem of analyzing industrial society (Preston 1996:169). 

Modernization adopted both an evolutionary theory and a functionalist theory in its 

effort to illuminate the modernization of the Third World countries. Since the 

evolutionary theory helped to explain the transition from traditional to modem society 

in Western Europe in the nineteenth century, many modernization researchers thought 

that it would shed some light on the modernization of the Third World countries 

furthermore, since many prominent members of the modernization school - such as 

Daniel learner, Marion Levy, Neil Smelser, Sumuel Eisenstadt, and Gabriel Almond

were schooled in the functionalist theory, their modernization studies are he(.lvily 

influenced by functionalist theory (So 1990: 18). The modernization perspective 

represents a multidisciplinary effort to examine the prospects for Third World 

development. Each discipline contributes in its own way to identifying key issues 

concerning modernization. 

Theoreflca/Assu~.npuons 

In spite of the multidisciplinary nature, the exponents and researchers in the 

modernization perspective share two sets of assumptions in their study of Third World 

development. The first sets of assumptions are drawn from the evolutionary theory. 

According to this theory, social change is unidirectional, progressive, and gradual, 

irreversibly moving societies from a primitive stage to an advanced stage, and making 

societies more like one another as they proceed along the path of evolution. Building 

upon such a premise the assumptions are: 

a) Modernization is -a phased process. Rostow's theory, for example, 

distinguishes different phases of modernization through which all societies will travel. 

Levy (1967) argues that societies can be compared in terms of the extent to which 

they have moved down the road from tradition to modernity. 

b) Modernization is a homogenizing process. It produces tendencies toward 

convergence among societies. As they modernize societies increasingly resemble one 

another. 
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c) Modernization is a Europeanization (or Americanization) process. The 

nations are viewed as having unmatched economic prosperity and democratic stability 

(Tipps 1976). They have become the models the latecomers in the Third World would 

like to emulate. 

d) Modernization is an irreversible process. Once started, modernization can 

not be stopped. Once Third World countries come in to contact with the west, they 

will not be able to resist the impetus toward modernization. 

e) Modernization is a progressive process. The agonies of modernization are 

many, but in the long run modernization is not only inevitable, but desirable. 

f) Lastly, modernization is a lengthy process. It is an evolutionary change not a 

revolutionary change. Its profound impact will be felt only through time (So 1990: 33-

34). 

The second set of assumptions is drawn from functionalist theory, which 

emphasizes the interdependence of social institution, the. importance of pattern 

variables as the cultural level, and the built-in process of change through homeostatic 

equilibrium. The assumptions are: 

a) Modernization is a systematic process. The attributes of modernity form a 

consistent whole, thus appearing in clusters rather than in isolation. 

b) Modernization is a trans formative process. In order for a society to move 

into modernity, its traditional structures and values must be totally replaced by a set of 

modem values. Modernity and tradition are asymmetrical concepts. 

c) Modernization is an immanent process. Due to its systematic and 

transforinative nature, modernization has built change into the social system. Due to 

this assumption of immanence, the modernization perspective tends to focus upon the 

internal sources of change in the Third World countries (So 1990: 34-35). 

Reframing the modernization 

The academic and political critics of the modernization school have pointed to its 

misleading evolutionary and functionalist assumptions, methodological, and 

ideological biases. Addressing these shortcomings, in the late 1970s there was a 

revival of modernization research: (1) The new modernization perspective avoid 

treating tradition and modernity as a set of mutually exclusive concepts. (2) Instead of 
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drawing typologies and anchoring their discussion at a high level of abstraction, the 

new studies tend to focus upon concrete cases. (3) They do not assume a 

unidirectional path of development toward the western model. (4) Finally, they lay 

more emphasis on external (international) factors than before. However, their research 

focus, level of analysis, key variables, key concepts policy implications remain the 

same (So 1990: 61 ).In this context some important contributions are the works of Siu

Lun Wong (1988), Winston Davis (1987), and Ali Banuazizi (1987). 

Policy Implications 

The constellation of theories under the modernization perspective is not merely 

academic exercise. The theories were originally formulated in response to the 

prevailing context and as such have important policy implications: 

(1) These theories help to provide an implicit justification for the asymmetrical 

power relationship between traditional and modem societies. As the US and Europe 

are modem and advanced and the Third World is traditional and back ward, the latter 

should took to the former for guidance. 

(2) The threat of communism has been identified as a modernization problem. 

If the Third World countries are to modernize, they should be moving along the path 

the West particularly the United States has travelled and thus should move away from 

commumsm. 

(3) Modernization theories help to legitimize the 'meliorative foreign aid 

policy' of the United States (Chirot 1981: 219; Apter 1987: 23). If what is needed is 

more exposure to modem values and more productive investments, then the United 

States can help by sending advisers, by encouraging American business to invest 

abroad, by making loans, and by rendering other kinds of aid to Third World 

countries. Although not all modernization theorists are necessarily apologists for 

American expansionism, as Tipps (1976: 72) remarks, there is 'little in modernization 

literature that would seriously disturb the White House, Pentagon, or State 

Department Policy makers'. 

Role of the State 

The modernization perspective has taken the national territorial state as its units of 

analysis. The state is of critical theoretical significance to the modernization theories, 
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even if this remains largely implicit. It may be conceptualized, whether as 

industrialization or structural differentiation, each component of the modernization 

process is viewed as a source of change operating at the national level. 

The modernization perspective implicitly or explicitly opts for capitalist 

development. It is premised . on the creation and maintenance of the basic structures 

and institutions of the prevailing society. Thus, it has accorded central role to the state 

and public policy. The state has been thought of as an entity that stands out side and 

above society, an autonomous agency that is vested with an independent source of 

rationality and the capability to initiate and pursue progrmmes of development for the 

benefit of the whole society. There is an implicit disjunction between the state and 

policy. The problematic of the state is then narrowed down to that of the efficacy of its 

public institutions and organs to achieve objectives and programmes of modernization 

focusing especially on the respective roles of 'ruling elites', political parties, the 

bureaucracy and the military (Alavi 1982: 289). 

This perspective tcikes development as modernization of 'traditional societies' 

through the establishment of networks and institutions similar to those of advanced 

industrial societies, including strategic norms of work, values of social discipline and 

beliefs about equity and motivations representing the internalization of these norms, 

values and beliefs in a manner ensuring role performance through appropriate 

behaviour. The political dimension of development under this modernization scheme 

involves how to create the nation by means of the state and how to in corporate within 

the state social networks that generate development (Apter 1987: 16-17). 

The Dependency Perspective 

In the early 1970s the dependency perspective emerged as a dominant theoretical 

perspective in the field of development. It originated in the extensive Latin American 

debate on the problems of underdevelopment, and became a significant contribution to 

modem social science. Not only did it contain a devastating criticism of the 

Eurocentric modernization perspective, it also provided an alternative intellectual 

perspective, rooted in the Third World, and it also functioned as a catalyst in the 

subsequent development theory. This new perspective implied a self-reliant approach 
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to development thinking as such, an indigenization of development theory (Hettne 

1995: 87) in the Third World. 

Dependency treated development and underdevelopment simultaneously. 

Generally the dependency perspective holds: 

The most important obstacles to development were not lack of capital or entrepreneurial skills, but 

were to be found in the international division of labour. In short, they were external to the 

underdeveloped economy - not internal. 

The international division of labour was analyzed in terms of relations between regions of which two 

kinds - centre and periphery - assumed particular importance, since a transfer of surplus took place 

from the latter to the former. 

Due to the fact that the periphery was deprived of its surplus, which the centre instead could utilize for 

development purposes, development in the centre somehow implied underdevelopment -in the 

periphery. Thus development and underdevelopment could be described as two aspects of a single 

global process. All regions participating in this process were consequently considered as capitalist, 

although a distinction was made between central and ~eripheral capitalism. 

Since the periphery was doomed to underdevelopment because of its linkage to the centre it was 

considered necessary for a country to dissociate itself from the world market, to break the chains of 

surplus extraction, and to strive for national self reliance. In order to make this possible a more or less 

revolutionary political transformation was necessary. Politics would take command. As soon as the 

external obstacles had been removed, development as a more or less automatic and endogenous process 

was taken for granted (Hettne 1995: 97). 

Richard Peet (1999:107) summarizes the basic message of dependency 

perspective: 

The basic message of the dependency school was that European development was predicated on the 

active under development of the non-European world. For dependency theorists, Europe's development 

was based on external destruction, brutal conquest, colonial control, and stripping of non-western 

societies of their peoples, resources, and surpluses. From historical processes like these came a new 

global geography of European First World center and Non-European Third World periphery. The 

relationship between center and periphery assumed, ... the spatial form of dependence, in which some 

countries (the dominant) achieved self sustaining economic growth, while others (dominated and 

dependent) grew only as a reflection of changes in the dominant countries. 

According to Ankie Hoogvelt, the essence of dependency theory is the 

contention that as a result of penetration by colonial capital a distorted structure of 

economy and society had been created in the colonial countries which would 

reproduce over all economic stagnation and extreme pauperisation of the masses for 

all tithe. A distorted structure of economy implied two things: (a) The subordination 

of the economy to the structure of advanced capitalist countries, and (b) External 
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orientation which meant an extreme dependency on overseas markets both for capital 

and technology sourcing and for production out lets. A distorted structure of society 

meant again two things: (a) A class alliance between foreign capital and comprador 

(mercantile and landed elites); and (b) The evolution of extreme patterns of social in -

equality which in tum restricts and distorts the domestic markets (Hoogvelt 1997: 38-

39). 

Thus, dependency was thought to generate a structure of internal social 

relations which corresponds to and is created by the way a country is inserted into the 

structure of international economic relations. This imposed specialisation of 

production and the continued coincidence of interests between the imperial states and 

ex-colonial elites, even after independence, blocked any attempt at industrialization 

and internal social transformation. It was this that resulted in over all economic 

stagnation and pauperisation (ibid: -39). 

The context 

The historical context of the emergence of the dependency perspective is marked by 

some important events in the Third World particularly Latin America in 1960s. 

(a) The dependency perspective first emerged in Latin America as a response to 

. the bankruptcy of the programme of the United Nations Economic Commission for 

Latin America (ECLA) in the early 1960s. Many populist regimes in Latin America 

tried out the ECLA developmental strategy of protectionism and industrialization 

through import substitution in the 1980s, and many Latin American thinkers had high 

hopes for· a trend toward economic growth, welfare, and democracy. However, the 

brief economic expansion in the 1950s quickly turned into economic stagnation. In the 

early 1960s, Latin America was plauged by unemployment, inflation, currency 

devaluation, declining terms of trade, and other economic problems. Popular protests 

were followed by the collapse of popular regimes and the setting up of repressive 

military and authoritarian regimes. Many Latin American thinkers were disappointed. 

They became disillusioned with both the ECLA programme and the American 

modernization development theory, which proved unable to explain economic 

stagnation, political repression and the widening gap between rich and poor countries. 
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(b) The crisis of classical Marxism in the early 1960s also contributed to the 

emergence of the dependency perspective. From the point of view of classical 

Marxism, the Latin American countries had to go through the stage of 'bourgeois' 

industrial revolution before they could wage a proletarian socialist revolution. 

However, the Chinese Revolution in 1949 and the Cuban Revolution in the late 1950s 

showed that Third World countries could skip the stage of bourgeois revolution. 

Attracted to the Chinese and Cuban models of development, many radical Latin 

American thinkers thought whether their own countries could also move into the stage 

of socialist revolution. 

(c) The crisis of late capitalism itself was another factor that contributed to the 

emergence of dependency perspective. The decline of ECLA' s approach in the 1960s 

coincided with the end of the almost uninterrupted expansion of post war capitalism. 

A new phase opened up world wide, the showing down of economic growth, a falling 

rate of profit and more frequent recessions and trade crises. The economic situation of 

Latin American countries in particular took a tum for the worse: terms of trade 

deteriorated for primary products and the import-substituting industrialization process 

lost its dynamism. Hence the new wave of pessimism which led to trenchant criticisms 

of modernization theories and ECLA's policies. These critiques were at the centre of 

the new dependency theories which emerged in the mid sixties as a radical challenge 

to the optimism of the old established theories. (Larrain 1989:111). 

Theoretical inheritance 

G. Palma (1981: 42-43) has identified three distinct intellectual trends within the 

dependency perspective. First, he distinguishes a tendency which seeks to construct a 

'theory of underdevelopment; whose principal tenets are that underdevelopment is 

directly caused by dependency on central economies and that capitalism itself in the 

periphery is unable to bring about a process of development. Here Palma locates the 

work of A. G. Frank, followed in Chile by dos Santos, Caputo, Pizarro, Marini and 

others. A second tendency, represented by Sunkel and Furtado, seeks to reformulate 

ECLA's analyses and emphasises the obstacles to national development stemming 

from external conditions. But they stop short of any generalization which may either 

put in doubt the developing capabilities of capitalism or seek to outline a general 
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theory of underdevelopment. Finally, there is a tendency which seeks to study 

'concrete situations of dependency' and stresses the internal processes of class 

struggle which necessarily mediate the influence of external factors. This approach 

rejects the formal and abstract attempts to construct a general theory which applies 

like a blanket to all underdeveloped countries and simply pins on external factors all 

the blame for their underdevelopment. This tendency is represented by the works of 

Cardoso and Faletto. 

The theoretical premises of dependency perspective flowed from two 

intellectual sources: 

The first was the development ideas of ECLA, which was created in 1948 to 

examine the potential for economic development in Latin America. ECLA suggested 

that the way forward for Latin America was to reduce imports of manufactured goods 

through a process of inward-oriented development known as import substitution 

industrialization (lSI). lSI involves the substitution of foreign manufactured imports 

with locally produced manufactures. In this process tariffs are essential to protect 

infant industries from competition with the already industrialized countries. The state 

thus plays a significant role in planning and organizing the industrialization process. 

lSI was to be facilitated by foreign capital used to purchase imported capital goods. 

ECLA did not question the assumption that development would take place within 

capitalism. Indeed in seeking (like Rostow) to reject Marxism ECLA incorporated the 

belief that capitalist development is possible in the periphery, but through inward 

oriented policies (Dickson 1997: 37-38). 

The second is neo-Marxism s. The neo-Marxist view prescribed immediate 

revolutionary activity, based on guerilla tactics, instead of the 'two-stage strategy'. 

Both theoretically and practically, t~e neo-Marxists favoured a new line which at the 

time seemed to be better in agreement with the political realities than the classical 

Marxist one. Neo-Marxism was thus the academic expression of that for which the 

guerilla struggle stood at the practical-political level (Blomstrom and Hettne 1984: 35-

36).This tradition of neo-Marxism has provided many key concepts for the 

dependency perspective's criticism of both the ECLA programme and the 

modernization perspective in the mid 1960s. 
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Theoretical Assumptions 

Bjorn Hettne (1995:95-96) has attempted to locate vanous theoretical positions 

within a framework containing several relevant dimensions: 

a) Holism vs. particularism; (b) external vs. internal causal factors; (c) socio-political vs. economic 

analysis; (d) sectoral I regional contradictions vs. class contradictions; (e) underdevelopment vs. 

dependent development; and (f) voluntarism vs. determinism. 

This summing up of positions with the dependency perspective helps to 

construct an ideal- typical dependency position which, whatever relevance it might 

have in reality, does express a certain internal consistency. A typical dependency 

position would stress holism, external factors, socio-political analysis, regional 

contradictions, polarization between development and under development and the role 

of subjective factors in history. The contrary position on the various dimensions 

would fall outside the dependency perspective (Hettne 1995:96). 

Despite the in house heterogonous positions thinkers within the perspective 

tend to share some basic theoretical assumptions. 

1. Dependency is a general process. As a very general process it is applicable 

to all Third World countries irrespective of the national variations and historical 

complexities. Thinkers within this perspective share a common aim to outline the 

general pattern of dependency in the Third World throughout the history of capitalism 

from sixteenth century to the present. Specific experiences of a particular country are 

downplayed to build the 'ideal type' construct of dependency. 

2. Dependency is an external condition. It is imposed from the outside. Thus 

the most important obstacle to national development is to be found outside the domain 

of the national economy. Lack of capital, entrepreneurial skills or democratic 

institutions are less responsible as obstacles to national development. The historical 

heritage of colonialism and the perpetuation of the unequal international division of 

labour are the greatest obstructions to the national development of the Third World 

countries. 

3. Dependency is an economic condition. It is primarily the result of an 

economic process - the flow of economic surplus from Third World countries to 

Western capitalist countries. Thus Third World countries generally suffer from 

declining terms of trade with Western countries. 
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4. Dependency is a component of regional polarization ofthe global economy. 

On the one hand, the flow of surplus from Third World countries leads to their 

underdevelopment; on the other hand, the development of Western countries is 

benefited by this influx of economic surplus. Thus under development in the periphery 

and development in the core are two aspects of a single process of capital 

accumulation, leading to regional polarization in the global economy. 

5. Dependency is incompatible with development. Generally development is 

not possible in the periphery. During periods of isolation minor development can 

occur, as is in case of a world depression or a World War. Genuine development in the 

periphery is highly unlikely with the continual flow of surplus to the core (So 1990: 

104-105). 

New dependency studies 

The dependency perspective has been the subject of a great deal of criticism since the 

1970s. The critics are not satisfied with the methodology and the concept of 

dependency or with the policy implications of the dependency studies. With these 

criticisms in mind and taking into account the changing milieu of Third World 

development, some theorists (e. g. Cardoso 1973, 1977; Cardoso and Faletto 1979; 0' 

Donnell 1978; Evans 1983; Gold 1986) have modified the basic assumptions of 

classical dependency perspective. In stead of treating dependency as a general, 

external, economic process that leads to regional polarization and underdevelopment, 

new dependency theorists now conceptualize it as a historically specific, internal, and 

socio-political process that can lead to dynamic development. Thus they have put 

forward many original concepts, such as: dependent associated development (Cardoso 

1977), the bureaucratic- authoritarian state (0' Donnell 1978); the triple alliance 

among the state, local capital and international capital (Evans 1983) and dynamic 

dependency (Gold 1986). Moreover, the new dependency thinkers have paid more 

attention to historically specific situations of dependency than did classical 

dependency thinkers. The state in Third World is no longer perceived as a dependent 

state for foreigners, but as an active agency that tacitly works together with local and 

international capital. Also they acknowledge the coexistence of two contradictory 

processes- dependency and development (So 1990: 164 -165). 
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Policy implications 

An analysis of the different strands of the dependency perspective highlights some 

important policy implications: 

(1) The dependency perspective asserts that development should mean more 

than just more industry, more input, and rising productivity. Instead, it should be 

defined in terms of improving the living standard of all the people in the periphery. 

Thus, developmental programmes should not cater to elites and urban dwellers, but 

should attempt to satisfy the human needs of rural peasants, the unemployed, and -the 

needy. Any developmental programme that benefits only a small sector at the expense 

of the suffering majority is no good at all. 

(2) Politically the views of the dependency perspective are exactly the opposite 

to those of the modernization perspective. As modernization theory proposes that the 

Third World should receive more contacts (more aid, more technology, and more 

modem values) from western countries, the dependency perspective argues that it is 

harmful for peripheral (Third World) countries to have more contact with core 

countries. In fact, the dependency school asserts that the periphery has too much 

harmful core contact already. Since the era of colonialism, the political economy of 

the periphery has been totally restructured to suit the needs of the core, thereby 

leading to the development of underdevelopment. 

(3) The dependency perspective suggests that peripheral countries should sever 

their ties with core countries. Instead of relying upon foreign aid and foreign 

technology, peripheral counties should adopt a self reliance model-relying upon their 

own resources and planning their own path of development so as to achieve 

independence and autonomous national development. Self reliance does not mean 

complete isolation from other nation states. It means only that peripheral countries 

should not be dominated by core countries. They should trade with other peripheral 

countries on equal and mutually beneficial terms (So 1990: 105-106). 

( 4) According to the dependency perspective the old elites in the peripheral 

countries most likely would not accept a complete break from the core countries and 

their multinationals in view of their class interest. Therefore, many dependency 
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thinkers propose that socialist revolution may be necessary for a country to get rid of 

the old ruling elites. As Chilcote and Edelstein (1974: 21) observe: 

Development requires the profound alteration of economic, social, and political relationships in the 

overthrow of the market and the mobilization of domestic populations in a nationally oriented effort. 

Thus, development requires the elimination of foreign penetration, which supports the status quo and 

creation of a socialist context for development. 

Under such a situation only a new group will assume political power whose 

mission is to satisfy the human needs of the peasantry and the workers. They will 

carry out policies of total restructuring, as is revealed by the experience of the Chinese 

and Cuban revolutions (So 1990: 106). 

Role of the State in Development 

The proponents of the dependency perspective stressed: (a) the importance of 

considering both the historical experience of peripheral countries and the phases of 

their involvement within wider encompassing systems; (b) the necessity of identifying 

the specific economic, political, and cultural linkages of centres and peripheries; and 

(c) the requirement for active state involvement in the pursuit of development. 

The theorists of dependency drew conclusion in respect of the appropriate 

spread of policy for local national governments committed to the pursuit of national 

development goals. The theorists of dependency looked to foster an independent 

pattern of development. The strategic differences with modernization theory came to 

revolve around the role of the state, which was to become the key vehicle of the new 

political-cultural project of autonomous development. This was to be the overriding 

objective in the attempt to remove the damaging handicaps of dependency (Preston 

1996: 194-195) 

Some theorists (e. g. Cardoso 1973, 1977; Cardoso and Faletto 1979; 0' 

Donnell 1978; Evans 1979; 1983; Gold 1986) have modified the basic assumptions of 

classical dependency perspective. In stead of treating dependency as a general, 

external, economic process that leads to regional polarization and underdevelopment, 

new dependency theorists now conceptualize it as a historically specific, internal, and 

socio-political process that can lead to dynamic development. Thus they have put 

forward many original concepts, such as: dependent associated development (Cardoso 

1977), the bureaucratic- authoritarian state (0' Donnell 1978); the triple alliance 
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among the state, local capital and international capital (Evans 1983) and dynamic 

dependency (Gold 1986). Moreover, the new dependency thinkers have paid more 

attention to historically specific situations of dependency than did classical 

dependency thinkers. The state in Third World is no longer perceived as a dependent 

state for foreigners, but as an active agency that tacitly works together with local and 

international capital. Also they acknowledge the coexistence of two contradictory 

processes- dependency and development (So 1990: 164 -165).The argument of this 

second wave of dependency theory was that Third World societies were not merely 

products determined by the structures of unequal exchange within the world economy, 

but that their present and future possibilities in part were of their own making.· 

Specifically, under certain circumstances, Third World societies were able to achieve 

sufficient autonomy with the world system to be able to harness the dynamics of 

·global capitalism . for their own development purposes. While the economic and 

political relations of dependence remained a fact of life, and thus set the parameters of 

external limits· to what any Third World society could achieve, some form of .genuine 

development w~s still a possibility.· Central to this possibility was the action of the 

national state (Henderson and Applebaum 1992:2). 

The World System Perspective 

. The world system perspective had a spectacular breakthrough in ·the mid 1970s. In 

strict sense there is no such thing as world system theory. It is a general approach or 

rather a theoretical project an attempt to reconsider an historical social science freed 

from a number of biases which have Gripp led both history and the social sciences as 

they have been unknown for decades: biases such as· evolutionism, reductionism, 

eurocentricism, state centrism, compartmentalism. 

The world system perspective asserts that a capitalist world economy has been 

in existence since the sixteenth century. From thep. onwards this system incorporated a 

growing number of previously more or less isolated and self sufficient societies into a 

complex system of functional relations. The process of expansion had two 

dimensions: geographical broadening and socio-economic deepening. The result of 

this expansion was that a small number of core states transformed a huge external 
) 

arena into a periphery. Between these core states and the periphery the world-system 

220 



theorists identify semi-peripheries which play a key role in the functioning of the 

system (Hettne 1995:139). 

The core-periphery polarization implied a world division of labour in which the 

core countries took the role as industrial producers whereas the peripheral areas were 

given the role as agricultural producers. The crucial criterion for semi-peripheral, as 

compared to peripheral, status is thus an increase in the importance of industrial 

production. Further more, the rising semi-peripheries are strong and ambitious states, 

more or less aggressively competing for core status (Hettne 1995:139). 

The world system is a social system, which, according to Wallerstein, ts 

characterized by the fact that its dynamics are internal: 

What characterizes a social system ... is the fact that life within it is largely self contained and that the 

dynamics of its development are largely internal (Wallerstein 1974: 347). 

There are two historically given versions of the world system: a world empire 

and a world economy. The main difference between a· world empire and a world 

economy lies in the fact that the world economy functions without a system of 

supreme political control, which proves it to be a more viable and persistent structure 

than the world empires. As a substitute for imperial control one can see the hegemonic 

power exercised by a succession of dominant core states. A number of world empires 

have been created and destroyed, while the world economy, which has expanded 

steadily since the sixteenth century covers most of the world. It is the one and only 

world system, therefore, also referred to as 'historical capitalism'. The rise and fall of 

hegemonic powers form part of the cyclical movements of the world system, 

movements which basically are influenced by economic long waves. Thus the world 

system has periods of expansion, contraction, crisis and structural change paving the 

way to renewed expansion. Its uniqueness raises . completely new theoretical and 

methodological issues in social science. It changes the prospects for social change, 

and thus also the strategic problem in the realm of political praxis (Hettne 1995: 139-

140). 

The proposition that the dynamics of the system are internal implies an 

internalization of the external-factor. Thus, the problem of the external versus the 

internal, which caused the dependency theorists a great deal of trouble, has, 
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ostensibly, been solved. Like the dependency perspective, the world system analysis 

describes the world system as capitalist but avoids the distinctions between 

development and underdevelopment, or central and peripheral capitalism. Thus, there 

is only one kind of capitalism, namely that of the world system, although its various 

branches may manifest themselves differently. This perspective thus circumvents 

another of the pitfalls of the dependency school, the idea of two different sorts of 

capitalisms. (ibid: 140). 

In the world system perspective the process of under development started with 

the incorporation of a particular external area into the world system, that is, the 

peripheralization. As the world system expanded, first Eastern Europe, then Latin 

America, Asia and Africa, in that order, were peripheralized. This is a process of the 

world economy with its rules and its mechanisms. 

The capitalist process of expansion, which started during the sixteenth century, 

will be completed with incorporation of external areas in course of time. Thus, in the 

present stage of the world system, it is not easy to break the chains of dependency and 

initiate a process of self-reliant development on the national level. In fact the 

experiences of most Third World countries give credit to the thesis that they are part 

of the 'system' whether they like it or not, and that there are indeed 'limited 

possibilities of transformation within the capitalist world economy' (Wallerstein 1979: 

66). According to the world system theorists, development is therefore basically a 

matter of changing the structural position form a peripheral to a semi-peripheral one, a 

possibility that is open to comparatively few countries. A genuine change would 

therefore necessitate a transformation of the world system into a socialist world 

government (Hettne 1995:142). 

The context 

The world system perspective is the product of important elements of its historical 

context: 

(a) The failure of the modernization perspective's programmes in Latin 

America in 1960s led to the emergence of the dependency perspective. But it could 

not 'destroy' the modernization perspective. Also the modernization perspective was 

unable to exclude the competing views as illegitimate. The coexistence of contrasting 
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perspectives in the field of development made the 1970s a time of intellectual fertility. 

By the mid 1970s, the ideological battle between the modernization perspective and 

the dependency perspective began to. subside. A group of radical researchers led by 

Immanuel Wallerstein found that there were many new activities in the capitalist 

world economy that could not be explained within the confines of the dependency 

perspective: (1) East Asia continued to experience a remarkable rate of economic 

growth, it became harder and harder to portray this East Asian economic miracle as 

'manu~acturing imperialism' , 'dependent development' or 'dynamic dependence' -

because these East Asian industrial states had begun to challenge the economic 

superiority of the United States (2) There was a crisis among the socialist states. Many 

radical researchers began to rethink whether de-linking from the capitalist world 

economy is an appropriate model for Third World countries to apply. (3) There was a 

crisis in US capitalism. The Vietnam War, the Watergate crisis, the oil embargo in 

1975 and the combination of stagnation and inflation in the late 1970s, as well as the 

rising sentiment of protectionism, the unprecedented government deficit, and the 

widening of the trade gap in the 1980s - all signaled the demise of American 

hegemony in the capitalist world economy. 

(b) In the 1970s there was crisis of the theories of development as general 

frameworks of understanding the development problems of the Third World. 

Consequently a number of attempts were made to think of development in piecemeal 

ways. The basic needs, the women in development, another development, alternative 

development, participatory development etc were presented as solutions to analyze 

issues relating to development. In order to rethink development in terms of a general 

theoretical framework some thinkers moved forward to develop the world system 

perspective. On the one hand, the critical issues of the world economy, on the other 

hand a challenging sense of abandoning general theories of development paved the 

way for the emergence of the world system perspective. According to Chirot and Hall 

(1982: 93), this new world system perspective has 'seized the imagination of a new 

generation of sociologists' and exerted a profound impact on the discipline of 

sociology. 
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Theoretical inheritance 

The basic concepts, the theoretical arguments and assumption of the world system 

perspective are based on its intellectual heritage. The first theoretical heritage is 

literature on dependency perspective. During the initial stage of formulating the world 

system perspective, many concepts from the dependency perspective have been 

incorporated, for example, unequal exchange, core-periphery exploitation, and the 

world-market. Many basic tenets of the dependency perspective have also been 

adopted, such as the argument that the 'feudal' forms of production characteristic of 

much of American history are not 'persistent from the past' but rather products of 

Latin America's historical relations with the core' (Kaye 1979: 409). In fact, 

Immanuel Wallerstein, the main exponent of the world system perspective, has 

included the concepts of Frank, Dos Santos, and Amin as part of his world system 

perspective, on the grounds that these concepts have in common a critique of both the 

modernization school and the Marxist developmentalist perspective. However, when 

Wallerstein had fully developed his world system perspective, it seemed that he 

moved beyond the domain of the dependency perspective. Unlike the dependency 

school, which has specialised in the study of the periphery the world system 

perspective has a much broader research focus. It examines not only the periphery, but 

also the semi-periphery and the core countries. (So 1990: 230). This shift may be 

explained by the strong influence ofFernand Braudel and the French Annales School 

on Wallerstein's conception of the world system. 

The second theoretical heritage of the world system perspective is the theory 

of history of the Annales School. The school has been named after the journal, 

'Annales: Economies, Societies Civilizations' founded in 1929 by French historians 

Lucian Febvre and March Bloch. This school aimed at remaking the discipline of 

history. Dissatisfied with conventional history because it was isolated and unrealistic, 

the Annales historian used a comparative method involving long sweeps of line to 

examine differences and similarities between societies. The main themes of the school· 

were; social history, especially of the material conditions of the masses; structural 

factors, or relative constants; the long term as a common language of social sciences 

and a concern with the relations among economy, society and civilization. Feranand 
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Braudel, the most famous of the school's second generation scholars was particularly 

interested in structural limitations on material and economic life, the great slopes of 

historical change over centuries, regional histories, and the sudden breakup of ancient 

ways in nineteenth century. This view was found suited to the study of the long term 

history of the peoples of the Third World and sudden changes thrust upon them 

through contact with the First World (Peet 1999: 111-112). 

Units of analysis 

In traditional social scientific inquiry human beings are organized in entities we may 

call societies, which constitute the fundamental social frameworks within which 

human life is lived; (Wallerstein 1987: 315). In the nineteenth century, the concept of 

'society' was opposite to that of 'state'. The key intellectual issue was how to 

reconcile society and state. Wallerstein states that as time has passed, people have 

become accustomed to thinking that sovereign states are the basic entities within 

which social life is conducted. In traditional social science inquiry, therefore, it has 

often been assumed that 'we live in states'. There is a society underlying each state. 

Sates have histories therefore traditions. Above all since change is normal, it is states 

that normally change or develop. They have the boundaries inside of which factors are 

'internal' and outside of which they are 'external'. They are 'logically' independent 

entities such that, for statistic purposes, they can be 'compared' (Waller stein 

1987 :316). He, however, argues that the basic unit of analysis should be the historical 

system rather than the state/ society. For, Wallerstein this is more than a mere 

semantic substitution because the term historical system rids one of the central 

connotation that 'society' has acquired its link to 'state', and therefore of the 

presupposition about the where and when. Furthermore, historical system as a term 

underlies the unity of historical social science. The entity is systemic and historical 

simultaneously (So 1990: 177). 

According to Wallerstein, in human history there have been three known forms 

of historical systems: mini-systems, world-empires, and world-economies. In the pre 

agricultural era, there was a multiplicity of mini-systems that were small in space ·and 

brief in time. The mini systems were highly homogeneous in terms of cultural and 
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governing structures, and they split up when they become too large. The basic logic 

was one of reciprocity in exchange (ibid). 

In the period between 8000 B. C. and 1500 AD the world-empires were the 

dominant form of historical system. The world empires were vast political structures, 

encompassing a wide range of cultural patterns. The basic logic was the extraction of 

tribute from otherwise locally self-administered direct producers that was passed 

upward to the centre and redistributed to a network of officials (ibid). 

Around 1500, the capitalist world economies were born. These world 

economies were vast, uneven chains of integrated production structures dissected by 

multiple political structures. The basic logic was that the accumulated surplus was 

distribut~d unequally in favour of those able to achieve monopolies in the market 

networks. By their inner logic, the capitalist world economies then expanded to cover 

the entire globe, absorbing in the process all existing mini-systems and world empires. 

Hence by the late nineteenth century, for the first time ever, there existed only one 

historical system on the globe. 

The issue of development 

In order to explain the issues of development Wallerstein proposes a removal system 

consisting of core, semi-periphery, and periphery. The semi peripheral sector is 

necessary in the present capitalist system for two reasons: First a polarized world 

system with a small, distinct, high-status facing a low-status sector can lead rapidly to 

acute disintegration. 'The major political means by which such crises are averted is 

the creation of 'middle' sectors, which tend to think of themselves primarily as better 

off than the lower sector rather than as worse off than the upper sector' (Wallerstein 

1979b: 69-70). Second, in response to the decline in comparative costs of production 

in the core courtiers, the individual capitalists must be able to transfer capital from a 

declining leading sector to a rising sector in order to survive the effects of cyclical 

shifts in the loci of the leading sectors. 

The possibility of development in a Third World country depends upon the 

country's ability to move from periphery to semi-periphery and from semi-periphery 

to core status. According to Wallerstein, success in moving from periphery to semi-
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periphery depends on whether the country can adopt one of the following strategies of 

development: The first is by seizing the chance 

at moments of world-market contraction, where typically the price level of primary export from 

peripheral countries goes down more rapidly than the price level of technologically advanced industrial 

exports from core countries, the governments of peripheral states once faced with balance of payments 

problems, a rise in unemployment, and a reduction of state income. One solution is "import

substitution" which tends to palliate these difficulties. It is a matter of "seizing the chance" because it 

involves aggressive state action that takes advantage of the weakened political position of core 

countries and the weakened economic position of domestic opponents of such policies (Wallerstein 

1979b: 76). 

The second strategy is semi peripheral development by invitation Wallerstein 

(1979b: 80) observes: 

Direct investment across frontiers grew up in part because of the flowering of infant industry 

protectionism ·and in part because of some political limitations to growth of enterprises in core countries 

(such as anti-trust legislation). The multinational corporations quickly realized that operating in 

collaboration with state bureaucracies posed no real problems. For these national governments are for 

the most part weak both in terms of what they have to offer and in their ability to affect the overall 

financial position of the outside investor. 

The third Strategy is semi peripheral development through self reliance. 

Waller stein (1979b: 81) cites the Tanzanian experience as an example showing that 

'a clearly enunciated and carefully pursued strategy of development including economic independence 

as a goal can be consistent with an accelerating rate of economic as well as social and political 

development.' 

According to Wallerstein, the key to a semi-peripheral breakthrough is that a 

country must have a market available that is large enough to justifY an advanced 

technology and for which it must produce at a lower cost than the existing producers. 

A semi peripheral country can enlarge a market for its national products in one of the 

following ways: 

(1) It can expand its political boundaries by unification with its neighbour as or 

by conquest, thus. enlarging the size of its domestic market. 

(2) It can increase the costs of imported goods through tariffs, prohibitions, and 

quotas, thus capturing a larger share of its domestic market. 

(3) It can lower the costs of production by providing subsidies for national 

products, thus in directly raising the price of imported goods relative to the subsidized 
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items. The cost of production can also be lowered by reducing wage levels, but this 

policy would increase external sales at the risk of lowering internal sales. 

( 4) It can increase the internal level of purchasing power by raising wage 

levels, but this policy may increase internal sales at the risk of lowering external sales. 

(5) It can, through the state or other social institutions, manipula~e the tastes of 

internal consumers through ideology or propaganda. 

Obviously there are many ways to achieve a perfect combination of the above 

policies. Thus from a world system perspective, Wallerstein contributes by 

formulating a new concept of semi-peripheral states and by identifying socialist states 

as mere semi-peripheral countries (or state-owned capitalist enterprise) trying to make 

it to the core in the capitalist world economy. This new perspective is based on a re

interpretation of the history of the capitalist world-economy over the past four 

centuries (So 1990: 187). 

New studies on world system 

Since the mid-1970s critics have charged the world systems perspective with 

presenting a reified concept of world system, with neglecting historically specific 

development at the national level, and with highlighting stratification analysis at the 

expense of class analysis. Drawing upon some new studies, (So 1986; So and Cho 

1988) So (1990: 230) shows there have been some modifications in the world system 

perspective that have shed new light on national development in Hong Kong, the 

changing class structure in socialist china, and the de-industrialization and re

industrialization of the United States. The national level studies are inclined to 

highlight the intricate interactions between global dynamics and national forces such 

as classes, ethnic tensions, and state policies. 

Policy Implications 

From the point of view of policy the objective of the world system perspective has 

been to achieve a truly 'egalitarian democratic world. The basic implications are: 

1) Wallerstein argues that there is the need to substitute a new world level class 

movement for the prevailing national level popular movements. He asserts that 

national development may well be a pernicious policy objective. This is for two reasons. For most 

states, it is unrealizable whatever the method adopted. And for those few states which may still realize 

it, that is transmute radically the location of world-scale production and thereby their location on the 
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interstate ordinal scale, their benefits will perforce be at the expense of some other zone 

(Wallerstein1988: 2022). 

This has been especially true since 1945, when the geography of the whole 

world economy could no longer expand. As such development in the world economy 

was like a zero-sum game - when a new nation state comes in. an old nation-state 

must go out. Wallerstein observes. 

If in the next 30 years China or India or Brazil were in a true sense to "Catch up", a significant segment 

of the World's population elsewhere in this world - system would have to decline as a locus of capital 

accumulation. This will be true whether China or India or Brazil "Catches up" via deliking or via 

export-orientation or by any other method (Wallerstein 1988:2022). 

(2) In stead of endorsing the national movement that have prevailed in the 

movement literature since the nineteenth century, Wallerstein advocates a new world 

level strategy that requires implementation by a world level movement. In particular, 

Wallerstein calls for a world wide attack on the flow of surplus at the point of 

production. 

Suppose that anti-systemic movements concentrated their energies every where - in the OECD 

countries, in the Third World countries, and yes, in the socialist countries as well, on efforts defined as 

retaining most of the surplus created. One obvious way would be to seek to increase the price of labor 

or the price of sale by the direct producers (Waller stein 1988: 2022). 

According to Wallerstein, this strategy of surplus retention by the producers 

could be more effective in the late twentieth century than before, because the world 

economy has reached its geographic limit and is in the process of exhausting its 

reserve labor force. Thus this exhaustion will undermine the capitalist world 

economy's ability to maldistribute surplus and to continue its accumulation process. 

(3) Waller stein stresses that his world level strategy of promoting surplus 

retention by the producers is different from the former strategy of national class 

struggle. He argues that class struggle movements 'cannot afford their close links to 

the state, even to the regimes they have struggled to bring to power (Wallerstein 1988: 

2023). In stead, class struggle movements must be waged at the world level in order to 

be effective in forcing the pace of the transformation of the capitalist world economy. 

Role of the state in development 

In world-system theory, globalism itself is made the single over arching dynamic. The . 

argument of globalism is taken to the point where nation states are not units of 
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development; only the world system develops. (Pieterse 2001: 29).Even if the unit of 

analysis is the world system, this perspective does not minimize the importance of 

state: 

of course, rejection of the state as the indicated socio-geographical contaii?-er for social analysis in no 

way means that the state is no longer to be viewed as a key institution in the modem world, one that 

has profound influences on economic, cultural, and social processes. The study of all these processes 

clearly requires an understanding of the mechanisms of the state. What they do not require is the 

assumption that the state is the natural, or even the most important, boundary of social action. (Waller

stein et al 1997:85). 

According to the world system theory, it is possible for a peripheral country to 

move to the semi-peripheral status. Similarly, a semi-peripheral country can move to 

the core status. This possibility is contingent upon historical moments of 

opportunities. In Wallerstein's (1979) view at this moment the economy concerned 

extracts surplus from the periphery while at the same time yields surplus to the core. 

Thus the dependent development thesis of the new dependency thinkers was 

reinforced by ·word system perspective. Wallerstein's (1978) analysis emphasized the 

role of the national state in carving out a space for indigenous political and economic 

actors to play a role in both the global economy, and in the international state system 

(Henderson and Applebaum 1992:3). 

The neo-Iiberal perspective 

Neo-liberalism as a theoretical perspective for development is basically a reaction to 

the welfare state,· particularly the power structure constituted by nation based labor 

unions and state bureaucracies, accused of having destroyed the market system. This 

is how the neo-liberals explain the accumulation and legitimation crises of welfare 

capitalism of the 1970s. The way out was conceived to be the dismantling of the 

welfare state and move towards a global market (Hettne 1995:113). The best summary 

ofneo-liberalism is that of Milton Friedman. 

To the free man, the country is the collection of individuals which compose it .... The scope of 

government must be limited. . . . to preserve law and order, to enforce private contracts, to foster 

competitive markets. (Friedman 1962:2). 

Neo-liberalism is obviously a development doctrine. The resurgence of neo-

liberalism in development theory has been described, in no way unfairly, as a 

'counter- revolution' (Toye 1993) 'This reimposition of liberal principles - or 'neo 
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liberal revolution' -was accompanied by a restructuring of the relationship between 

capital and the state, and between the state and society, with the aim of restoring the 

unfettered operation of market forces.' (Cammack 2002: 158). 

Profound disillusionment in the North with the record of state involvement in 

economic and social life led to a simplistic and rather naive belief in 'the magic of the 

market' as the most efficient economic regulator, state involvement in the economy 

was held to be inefficient, bureaucratic and unnecessary drain on public coffers. 

Hence, by selling of loss- making and inefficient public enterprises and parastatal 

corporations, and restricting the role of the state to regulation and economic 

facilitation, taxes could be cut substantially. It is primarily an economic creed that 

seeks to deregulate markets as much as possible to promote 'free' trade. It harks back 

to the ideas of Adam Smith and David Ricardo, in other words, to the very historical 

roots of neo-classical economics - hence neo- (new) liberalism. This ideology rapidly 

became the economic orthodoxy in the North and was exported to the global south via 

aid policies and the measures formulated to address the debt crisis (Simon 2002:87). 

The neo-liberals offer a stark restatement of economic liberalism with its 

central role for the free market. An overarching claim is made that free markets 

maximize human welfare and in tum this unpacks a series of interlinked claims: 

(a) economically, the claim is that as free markets act efficiently to distribute knowledge and resources 

around the economic system, the material welfare will be maximized; (b) socially, the claim is that as 

action and responsibility for action reside with the person of the individual, then liberal individualistic 

social systems will ensure that moral worth is maximised; (c) politically, the claim is that as liberalism 

offers a balanced solution to problems of deploying, distributing and controlling power, then liberal · 

policies ensure that political freedom is maximised; and (d) epistemologically, the claim is that as the 

whole package is grounded is genuine positive scientific knowledge then in such systems the effective 

deployment of positive knowledge is maximised (Preston 1996: 253). 

The essence of this package of claims revolves round the functioning of the 

free market. 

The free market comprises atomistic individuals who know their autonomously arising needs and wants 

and who make contracts with other individuals through the mechanism of the market place to satisfy 

those needs and works. The market is neutral mechanism for transmitting information about needs and 

wants, and goods which might satisfy them, around the system. A minimum state machine provides a 

basic legal and security system to underpin the individual contractual pursuit of private goals (Preston 

1996: 253). 
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Joseph Stiglitz (2003: 229) unpacked the basic character of neo-liberalism. 

According to him 'market fundamentalism' - 'the view that markets by themselves 

would solve the economy's (and society's) problems' lies· at the core of neo

liberalism. By neo-liberal policies the US has 'pushed market fundamentalism on the 

rest of the world, both directly and through the IMF'. He points out: 

These market fundamentalist ideas were reflected in the basic strategy for development (and for 

managing crises and the transition from communism to the market) advocated, beginning in the 1980s, 

by IMF, the World Bank, and the U.S. Treasury, a strategy variously referred to as "neo-liberalism" or, 

because the major players planning it were all in Washington, the "Washington Consensus". It 

involved minimizing the role of government, through privatizing state-owned enterprises and 

eliminating government regulations and interventions in the economy. Government had a responsibility 

for macro stability, but that meant getting the inflation rate down, not getting the unemployment rate 

down (Stiglitz 2003: 229-230). 

Finally, it may be noted that neo-liberalism is one strand in the new right 

movement. But it can and should be analytically separated from it, since neo-liberals 

do not have to be domestically authoritarian or externally nationalist (Hettne 1995: 

113). Colin Leys (1996: 19) has summed up the triumphant position ofneo-liberalism 

in the field of development: 

what made possible the triumph of neo-liberalism in mainstream development thinking was material, 

not ideal: the radical transformation in both the structure and the management of the world economy 

that had begun in the 1960s; and which finally seemed to offer the possibility of creating for the first 

time in history a truly unified global capitalist economy - and one regulated, if at all, only by 

institutions reflecting the interests of transnational capital. Neo-liberalism articulated the goals and 

belief of the dominant forces that stood to benefit from this process, and pushed it forward. Social

democratic parties and labour movements tried to resist it, but the 'new right' succeeded in neutralizing 

this resistance and initiating its own market oriented project in one industrial country after another. The 

'development community' which was either part of the state apparatuses of these countries or depended 

critically on them for funding, was bound to come into line. 

The Context 

Neo-liberalism emerged as a result of a number of factors: . 

(a) In the late 1960s a new economics- the neo-liberal economics--- opposed 

to Keynesianism, structuralism, and development economics alike, began to receive 

greater attention and adherence, particularly in Britain and United States. This Neo

liberal economics came from three linked sources: (1) the monetarist economics of 

Milton Friedman, the Chicago school in the united states, and the Institute of 
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Economic Affairs in Britain, which argued that macro economic problems like 

inflation and indebtedness derived from excessive government spending driving up 

the quantity of money circulating in a society; (2) the neo-classical liberalism of 

economists like Friedrich von Hayek (1956), who argued that even dalliance with 

'socialist ideas' would lead to disaster and that classical Smithian and Ricardian 

economic principles should be relied on in stead; and (3) conservative political and 

economic ideas glorifying laissez-faire and rugged individualism, long propagated by 

authors like Ayn Rand (1957) and disseminated widely by the American Heritage 

Foundation and similar right wing organization. These ideas began to be taken 

seriously again in the context ofthe economic crisis of 1970s (Peet 1999: 48-49). 

(b )The dramatic oil price increases of 1973 and 1979 triggered a slowdown and 

then severe recession in the North and the world economy as a whole, and precipitated 

the so-called 'debt crisis' in the South in 1981-82. In late 1981, Brazil and Mexico

soon followed by Poland - announced that they could no longer service their official 

debts, triggering panic among Northern creditor governments and the transnational 

banks that had advanced the enormous commercial loans to the debtor countries. They 

feared that if rapid counter- measures were not taken and strict penalties imposed, 

there could be a domino effect among debt ridden countries that would drive 

individual banks into bankruptcy and undermine the entire international financial 

system. The International Monetary Fund (IMF) assumed the lead role in addressing 

the debt crisis. Its analysis hinged on neo-liberal principles, put forward in favour of 

Northern self interest and a determination to protect the international financial system. 

The new policies adopted were known as Structural Adjustment Programmes (SAPs) 

(Simon 2002: 86-87). 

(c) By the late 1970s and early 1980s there emerged a counter revolution in 

development theory as part of a more general neo-liberal or even conservative reaction 

(Peet1999: 47). This counter revolution was opposed to keynesianism, structuralism 

and radical theories like dependency in the name of renewed faith in classical, 

Smithain economics (Dorn et al 1998). The story of this counter revolution has been 

ably told by John Toye (1993). This counter revolution in the theory and praxis of 

development must be understood against the back ground of the general anti-
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Keynesian neo.:.liberal wave in the West and the rise of the market ideology in the 

East. Thus, the counter revolution formed part of a changing political climate affecting 

both domestic economics and politics in the industrialized countries and Euro-South 

relations. 

At a deeper level the counter-revolution reacted against and rejected the 

western guilt-complex which lay behind the 'third wordlist posture so characteristic of 

both reformist and radical underdevelopment theory. The poor countries are poor 

mainly because of mismanagement' (Hettne 1995:4 7). 

The counter revolutionaries rejected the 'limitations of the special case' and 

argued for the unity of theory as well as policy, that is, the unity of the orthodox 

approach. Their arguments do not rest on any analysis of the broader social and 

political situation in the Third World countries by a criticism of departures from the 

right economic path. Their aim was to restore confidence in the market mechanism 

and the free trade policy. They certainly do not lack arguments, drawing on all 

mistakes, distortions, white elephants and examples of corruption which have been too 

visible in development practice in three decades. 

(d) Another contributing factor was the deterioration of the Pax Americana. Its 

roots lie in the restructuring of a global economy that began in the mid 1960s and 

reached fruition towards the end of 1980s. The political movements and parties of the 

new right, promoted by corporate leaders who funded the think-tanks and participated 

in the crafting of their strategies, provided the ideological framework for the 

restructuring of the global economy (Marchak 1991: xii). The restructuring had 

several dimensions. 

Cristobal Kay (1994:10) has briefly presented the major factors contributing to 

the emergence of neo-liberalism as a development perspective with strong policy 

implications: 

First, the crisis of Welfare State and Keynesianism in the developed countries which spawned 

Thatcherism' in the UK and 'Reganomics' in the USA epitomizing this neo liberal discourse. Second, 

the failure of self reliant development strategies and Third World socialism (of sorts) - witness the 

cases of Tanzania, Mozambique, Kampuchea, Chile, Nicaragua, and so on. Third, the success of the 

newly industrialising countries (NICs) in South East Asia. Fourth, the debt crisis and the new 

vulnerability of many Third World countries which drives them to accept or submit to structural 
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adjustment programmes (SAPs). This reveals the new power of the World Bank and of the IMF which 

are key exponents of the neo-liberal message. Fifth, and last but not least, the collapse of 'real existing 

socialism' in Eastern Europe and their embrace (for how long?) of the neo liberal message. 

Theoretical inheritance 

Neo-liberalism provides a radically different,perspective on development. In returning 

to neo-classical economics, it eliminates the foundation of development economics: 

the notion that Third World economies represent a 'special case'. According to the 

neo-liberal view, there is no special case. What matters is to 'get prices right' and let 

market forces do their work. Development in the sense of government intervention is 

anathema for it means market distortion. The central objective, economic growth, is to 

be achieved through structural reform, deregulation, liberalization, privatization- all 

of which are to rollback government and reduce market distorting interventions, and 

in effect 'development'. In other words, one of the conventional core meanings of 

development is retained, that is, economic growth, while the 'how to' and agency of 

development switches from state to market (Pieterse 2001 :6). 

Milton Friedman (1962), one of the key figures in the theoretical heritage of 

neo-liberalism, argues that Laissez-faire capitalism is a necessary condition of 

political freedom. In a competitive capitalist society individuals freely enter into 

exchanges in the market place and in society. The role of the state is minimal: 

economic power is dispersed in a competitive capitalist economy and political power 

must also be dispersed. The separation of economic power from political power lets 

the former act as a check on the concentration tendencies in the latter: the proper role 

of the latter, the state, is in setting the rules of the social game and arbitrating disputes. 

This position is taken to rule out not only the historical objective of socialism but also 

the social democratic welfare states of the Post-Second World War First World 

(Preston 1996: 254-255). 

The theoretical position of neo-liberalism has clearly been argued by Deepak 

Lal (1980; 1983) and Bela Balassa (1981), the two important exponents of 'counter 

revolution' in development theory. Lal argued that the demise of development 

economics would promote the economic health of economies (and economics) of 

Third World countries. Development economics, according to Lal, had perverted 

standard economic principles, such as efficiency of price mechanisms or true trade, 
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in the belief that Third world countries were special cases rather than examples of 

universal rational behaviour. He argued that the fundamentals of growth in the 

developed countries applied equally to the Third World countries (the position of 

mono economics). In a necessarily imperfect world, imperfect market mechanisms 

would do better in practice than imperfect planning mechanisms. On the grounds of 

individual liberty, Lal argued against income redistribution from rich to poor people. 

On standard, classical economic grounds, Lal was against all economic controls or 

government interventions and for 'liberalizing' financial and trade controls in a return 

to nearly free trade regimes (Peet 1999: 49). 

Lal's ideas were complemented by the work of Bela Balassa on commercial 

policy in Third World countries. For Balassa, free trade did not mean the total absence 

of government intervention, nor complete acceptance of the pattern of production 

dictated by free operating world market forces. There were, for Balassa, permissible 

government interventions, such as protection of infant industries, and indeed choice of 

policy was key to understanding developmental success (Peet. 1999: 50). Neo-liberal 

development theorists argued that the success of NICs confirmed their view that sound 

development policies could be based on conventional neo-classical economic 

principles: 'growth and development in the NICs are viewed as natural, inherent 

properties of open capitalist economies in which market forces are allowed to operate 

with little state-interference' (Brohman 1996a: 107). 

Theoretical assumptions 

The theoretical assumptions of neo-liberalism revolve around the model of the pure 

market economic system. Preston has summarized the core elements of this model of a 

satisfaction maximizing automatic S<JCial mechanism as follows: 

(a) in respect of goods and services there is a fundamental underlying naturally given situation of 

scarcity; (b) there is legally guaranteed private ownership of the means of production; (c) there is 

pervasive perfect competition amongst suppliers who operate in a complex division of labour and who 

are aiming to meet the demands of consumers, all ordered via the market; and (d) there is a defmite 

politics attached to this model - thus the free market is taken to underpin human freedom in general. 

This model represents the essential character of all human economic activity in society (Preston 1996: 

256). 

The general pro market position of neo-liberalism has in formed the policy of 

international financial institutions in the 1980s. The argument has been unpacked in 
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terms of a series of principles which guide policy advice for Third World countries: 

(a) any regulation of the market is to be avoided, save for crises and the removal of 

malfunctions or inhibitions to full functioning; (b) any intervention in the market is to 

be avoided, save to remove causes of price distortions, so subsidies should be 

abolished, tax rates adjusted to . encourage enterprises, tariff barriers removed along 

with other non-tariff barriers or disguised restrictions; (c) any government role in the 

economy should be avoided, as private enterprise can casually do the job better, and 

when governments do become involved it should be both market conforming, short

term and involve a minimum of regulations; (d) any collective intervention in the 

market should be avoided, so labour unions must be curbed; and (e) international trade 

should be free trade with goods and currency freely traded (Clements 1980: 16). 

George De Martino (2000) observes that neo-liberal development ideology 

deserves attention as a cultural formation. It presents claims about a few universal . 

core features of human societies: Specially that they consist of rational individuals, 

with given and very largely selfish desires, which always exceed what is available and 

motivate a never-ending thrust for more production. It includes an equally unnuanced 

normative basis. First, an extreme version of the doctrine of consumer sovereignty: 

that there is no other normative criterion than what consumers want. The never ending 

thrust is justified. Second, neo liberalism operationalises this criterion in the form of 

market values. Third, intercultural relativism: if one country allows industrial work 

without health protection for workers and without environmental safe-guards, that is 

'its' own lifestyle choice, and provides no grounds for others to impose barriers to 

trade. Gasper (2005: 194) calls this a form of fundamentalism. 

Faith in a set of simplistic fixed assumptions, and reasoning from these supposed essential truths to a 

system of definite and empathetic prescriptions, down- grading all else, can be called fundamentalism. 

In this context it may be said that neo-liberals do hold some popular ideas -

that states are inherently predatory, bureaucrats inevitably rent-seekers, and politicians 

always venal pursuers of power-in-order-to-secure profits - then the notion that 

'citizens' could so much better look after themselves through association in civil 

society. Thus, the enthusiasm for 'constraining social capital' and 'building civil 
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society' is consistent with ne0-liberal agenda of reducing the role of the state and 

making possible large cuts in public expenditure (Harriss 2001: 122). 

According to Nava.rio Vincent (2006: 17), neo-liberalism holds a theory that 

posits the following: (1) The state (or what is wrongly referred to in popular parlance 

as 'the government') needs to reduce its interventionism in economic and social 

activities; (2) labour and financial markets should be deregulated in order to liberate 

the enormous creative energy of the markets; and (3) commerce and investment 

should be stimulated by eliminating borders and barriers to allow for full mobility of 

labour, capital and goods, and services. The adherents of neo-liberal tenets argue that 

the world wide implementation of these three tenets has led to the development of 

new' process: a globalization of economic activity that has generated a period of 

enormous economic growth world wide, associated with a new era of social progress. 

It is told that for the first time in history a world wide economy has been noticed, in 

which ·states are losing powers, and are being replaced by a world wide market 

centered in multinational corporations, which are the main units of economic activity 

in the world today. 

Jeffrey Sachs (1991) summarized the neo~liberal approach to development in a 

simple way - "liberal" in the classical sense of lack of state control and reliance on 

markets and the price mechanism, "liberal" in the contemporary sense of concern for 

victims, but "neo" in the sense that suffering was accepted as an inevitable 

consequence of reform and efficiency. 

Rethinking neo-Iiberalism 

A search beyond the initial set of neo-liberal inspired reforms was started in 1990s. 

The financial crises that routinely disrupted the economies of the Third World 

countries and, to a lesser extent those of the industrialized countries, called into 

question the neo-liberal system founded on globalized market principle. 'This system 

is incompatible with both sustainable and equitable development, as it is with genuine 

democracy' (Bartoli 2000: vii). 

Henri Bartoli argues for a dispassionate reassessment of the dominant thinking 

on economics and the type of governance imposed through the G-7, the Bretton 

Woods institutions and the World Trade Organization. This economic and financial 
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system exacerbates inequalities, poverty and unemployment, imposed a debt burden 

on poor countries and negates development and democratization efforts. (ibid: viii). 

Since 1994, the World Bank has been invoking the 'permanent' but 'different' 

role the state must play. In 1997 it confronted those, who going to extremes called for 

a 'minimum state'. Through out the world, it claimed, it was necessary to embark on 

new thinking on the state and to spell out its functions: maintenance of economic 

stability, guarantee of basic social services and infrastructure, protection of 

environment and vulnerable social groups. The role of the state needs to be adapted to 

its capacity for action and its limits recognized, as must be the fact that it cannot 

aspire to monopolies, especially in the provision of collective equipment and social 

services. The need was also felt to revitalize the institutions and fight corruption 

(Bartoli 2000:12). One lesson learnt was that the market driven, private sector 

development agenda was more complex than initially anticipated. 

While initial reform proposed the rolling back ofthe state to the most basic functions of law and order, 

the contemporary view stresses the importance of the state both as a nurturer and a regulator of private 

sector and markets. A well functioning private sector requires a well functioning state; just as the state 

needs a well functioning private sector (Lindahl2005:41). 

An important driver of the change process that took place in side the World 

Bank in the 1990s was Joseph Stiglitz, the Bank's chief economist at that time, who 

over time became a strong critic of the Bank's and IMF's structural adjustment agenda 

(Stiglitz 2002).Another agent of change in the development thinking has been the 

'discovery' by economists, such as Douglass North, institution~ in the sense of formal 

and informal rules of the game-and their role as determinants of the growth of 

western wealth (North and Thomas 1973; North 1990).This learning is reflected in 

concepts such as good governance, institutions and transparency which have entered 

the development vocabulary. 

Policy implications 

According to Jeffrey Sachs (1991) these are three main policy implications in the neo

liberal development approach: (1) economic liberalization, the broad rubric for legal 

and administrative changes needed to create institutions of private property and 

market competition; (2) macro economic stabilization, including measures to limit 

budget deficits, reduce growth of money supply and create a convertible currency with 
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stable prices; and (3) privatization, transferring ownership of state property to the 

private sector. 

The policy implications of the neo-liberal development perspective can best be 

understood through the policy recommendations of what John Williamson (1990) has 

called 'Washington consensus'. Since early 1980s this was the standard form ofpolicy 

recommendations based on neo-liberal ideas. The 'Washington Consensus' dismissed 

the conclusions reached in the development literature and relied instead on classical 

economic theories to reach the following policy recommendations: 

1. Fiscal discipline: Government budget deficit should be no more than 2% of 

GDP. 

2. Public expenditure priorities: expenditures should· be redirected from 

politically sensitive areas toward neglected areas like primary health care, education, 

and infrastructure. 

3. Tax reform: incentives should be sharpened and equity improved. 

4. Financial liberalization: interest rates should be market determined as far as 

possible. 

5. Exchange rates: rates should be sufficiently competitive to induce rapid 

growth in non-traditional exports; 

6. Trade liberalization: quantitative restrictions on imports should be replaced 

with tariffs in the range of 10% over a period of3-10 years. 

7. Foreign direct investment: barriers to the entry of foreign firms competing 

on equal terms with domestic companies should be abolished. 

costs. 

8. Privatization: state enterprises should be returned to private ownership. 

9. Deregulation: government should abolish regulations restricting competition. 

10. Property right: the legal system should secure property without excessive 

As Williamson (1990: 18) put it: 'The economic policies that Washington urges 

on the rest of the world may be summarized as prudent macro economic policies, 

outward orientation, and free market capitalism'. The consensus was subsequently 

widely interpreted by critics as the essence of neo-liberal development policy package 

(Williamson 1997). The list reflected a conviction that a consensus had grown up, that 
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the key to rapid economic development lies not only in a country's natural resources, 

nor even its physical or human capital, but also in the economic policies that it 

pursues. More specifically, it was 'an attempt to distill which of the policy initiatives 

that had emanated from Washington during the years of conservative ideology had 

inclusion in the intellectual mainstream, rather than being cast aside once Ronald 

Reagan was no longer on the political scene' (Williamson 1999, quoted in Makinson 

2000: 439). The aim of its policy reach thus became 'one-world consensus' (Makinson 

2000). 

Indeed the policy implications of neo liberalism have been pervasive. The neo- liberal 

development policy came: 

to consist in withdrawing government intervention in favour of the rationalization of an 

economy through disciplining by the market and be self- interested individuals efficiently choosing 

between alternatives in the allocation of resources. In the external sector, neo-liberalism entailed the 

devaluation of currencies, convertible monetary systems, and the removal of restrictions on trade and 

capital movements. In the internal sector, markets were to be deregulated (including de-unionizing) 

while price subsidies on food were to be reduced and then eliminated. Government spending was 

reduced, and private consumption restricted (by higher prices) so that in come flowed into private 

investment, stimulating growth (Peet1999:52-53: Brohman 1996). 

In respect of the Third World, neo-liberalism has governed the major 

institutions of capitalist development efforts since the early 1980s. The IMF and the 

World Bank have pressed for economic liberalization and proposals involved: 

(a) the elimination of market imperfection, thus the removal of controls on 

private sector, the privatization of state assets, the liberalization of foreign investment 

regulations and so on; 

(b) the elimination of market inhibitory social institutions and practices, thus 

curbing trade unions and professions, abolishing various subsidies, liberalizing 

employment regulation and so on; 

(c) the elimination of surplus government intervention, thus the imposition of 

restrictions on government spending, the reduction in government regulative activity, 

the reduction of government planning activity, the abolition of tariff regimes and so 

on; and 

(d). it might be noted that such programmes of liberalization have usually 

required parallel programmes of political repression (Preston 1996: 259-260). 
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The neo liberals have argued 

... that the 'Third World' only exists as a figment of the guilty imagination of First World scholars and 

politicians. They argue that the idea should be set aside in a return to analysis conducted in the light of 

market principles (Preston 1996: 260). 

Role of the State 

For the free marketeer neo-liberals the relationship of state to economy is one of 

subordination and rule protection. The self regulating maximizing market may be 

minimally assisted by the state to better realize its potential: a framework of law to 

protect that self generating and regulating market (Preston 1996: 267). State 

involvement in the economy is held to be- inefficient, bureaucratic and unnecessary 

drain on public coffers. Hence by selling off loss-marketing and inefficient public 

enterprises and parastatal corporations, and restricting the role of the state to 

regulation and economic facilitation, taxes could be cut substantially (Simon 2002: 

87). The neo-liberal onslaught and its relentless anti-statism, was directed at advanced 

capitalist countries, less developed countries and socialist countries alike. All of these, 

it was postulated, were infected by the virus of state intervention. As Terence J. Byres 

observes: 

It made a determined onslaught on the interventionist state: which was portrayed consistently as a 

predatory state; and one that inevitably, through its intervention, imposed crippling inefficiencies of 

resource use (allocative efficiency), and spawned pervasive rent-seeking. It presented a virulent 

critique of planning, which was represented as simply the institutionalised means whereby the state 

pursued its predation, extended and reproduced its Il1assive inefficiencies, and gave rise to growing and 

deeply~entrenched rent-seeking. It advocated, as essential to economic health and economic 

development, the unfettered operation of the market. Its detailed policy prescriptions were summed up 

in its watch word, liberalisation (Byres 1998:1). 

Bjorn Beckman argues that economic nationalism is the principal ideological 

rival of neo-liberalism. In an effort to delegitimise economic nationalism, neo-liberals 

seek to delegitimise state, the main locus of nationalist aspirations and resistance to 

neo-liberal project. In order to undercut the claims by the state its alien nature is 

emphasized. Its retrogressiveness is explained in terms of its separation from the civil 

(Beckman 1998:46). Thus, neo-liberals seek to transform the balance of power 

between state and civil society. They believe that the economic institutions of civil 

society are more effective in creating order and distributing resources than is the state. 
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Human potential is best realized not through power being centralized in the state but, 

by the promotion of a free economy, where power is dispersed through out civil 

society (Faulks 1999:71). 

Conclusions 

It is enormously important to arrive at a scientifically based theory of development, 

since on it depends, in no small measure, the socio-economic advancement of Third 

World countries and the material and · cultural well being of present and future 

generations ( Alechina 1982: 9-10). According to Preston a common contribution of 

the theories of development in the post Second World War period has been their 

responsiveness to· the process of complex change which can be compared with classic 

social science theories of the nineteenth century (Preston 1996:132). Preston observes: 

In the post-Second World War period a series of approaches to development have been advanced. The 

theories presented have had different real world occasions and have drawn upon different intellectual 

and cultural traditions in order to make their arguments. However, a common theme among the diverse 

theories offered has been their preoccupation with the analysis of complex change. This common 

preoccupation has called forth a second common factor in the routinely multi disciplinary, prospective 

and engaged nature of the work. In the post-Second World War period development theorists have been 

concerned with the ways in which dynamic global structures have placed demands on local agents in 
. . 

the process of drawing these territories into the global industrial-capitalist system. In this way 

development theory has recalled the work of the nineteenth century classical social theorists (Preston 

1996:132). 

During the last five decades, the field of development has been dominated by 

four-major theoretical perspectives: the modernization, the dependency, the world 

system and neo-liberalism. They rose up under different historical contexts and were 

influenced by different theoretical traditions. The studies based on them have been 

based on different theoretical assumptions. These theoretical perspectives offered 

different solutions to the problems attached to the Third World development. In this 

context, it is important to note that the theories of development did not surface in 

order as they are often presented. Rather some of theni co-existed and competed for 

legitimacy. However, it may be noted that 4evelopment being a form of social 

imagination, 'its theories are as much persuasive ideologies as they are models of 

understanding' (Peet 1999: 65). 
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In twenty-first century there seems to be pluralism in the development 

literature. Some scholars have observed that the field of development is moving in the 

direction of synthesis. For example, Evans and Stephans (1988: 759) have dubbed this 

synthesis the "new comparative political economy'. Portes (1980: 224) notes that there 

is a possible convergence . betWeen the 'culturalist' moderation perspective and the 

'structuralist' dependency and world-system .perspectives. And Hermassi (1978: 255) 

suggests that 'disciplined eclecticism' is a better guide than over reliance on 

paradigmatic thinking by 'liberal, managerial, new Marxist' approaches to 

development. However, it may be noted that the development theories are 'persuasive 

ideologies' as well. In the real world of development 'eclecticism' in development 

takes different form. With reference to the role of the state in development Marshall 

Wolfe (1996:3-4) observes that the explorer of development may find himself or 

herself in an uneasily eclectic position for many reasons. The state in its real 

manifestations in the world is obviously far from being the rational, benevolent, 

autonomous entity that international deliberations and development practitioners seem 

to assume. 'Development', under whatever interpretation, is not necessarily a central 

preoccupation of the forces controlling states or contending for power. At the same 

time in a good many n~tional societies, the state is asserting a degree of autonomy and 

an apparent capacity to determine the direction of social and economic change that 

could not have been predicted the prev~ous balance social forces or the country's place 

in the international order. This tendency· becomes more pronounced as the 

international order itself falls into crisis after crisis and the previous ties of dominance 

and dependence are strained and broken. 

244 



Notes 

1. The growth theory puts emphasis only on economic growth of a country measured in terms ofGDP, that is, 

the total amount of goods and services produced per head of the population. Total amount of goods and services 

produced per head of the population added with per capita income from abroad is called GNP. The economic 

growth of countries refers to the increase in output of goods and services that a country produces over an 

accounting period, normally one year (Thirlwall 2002:41-42). 

2. According to institutionalism, economics should be understood to be social economics. Economies are 

simultaneously social systems and have their own distinct socio-cultural patterns and histories. This institutional 

takes them to be complex social phenomena which have to be analysed in appropriate terms-using the 

materials of sociology, politics, anthropology, history and so on (Preston 1996:200). New institutional school of 

development studies economic phenomena within a wider societal context. It reaches beyond the economic 

production processes and beyond the market mechanisms. It brings in no just other economic institutions, but 

also social and political institUtions (Martinussen 200 I :50-51). 

3. The human development has been briefly described in chapter II under the section meaning of development. 

4. The feminist positions with respect to development have been many and varied. They have been briefly 

sketched in chapter II under the section meaning of development. 

5. The post-development position is also known as 'beyond development' and 'anti-development'. This position 

has been briefly described in chapter II under the section contested terrain of development. 

6. Theory of mode of production argues that the Third World is no longer seen as being an underdeveloped 

social form but as comprising very many modes of production. Each of these modes of production represents a 

particular historically generated pattern· of life; an arrangement of social relations around a particular sort of 

production. So to analyse any particular part of the world one is faced with two problems: (a) to specify the 

character of local modes of production, indicating how they reproduce themselves and how they interact with 

one another; and (b) to detail the way in which these local modes of production interact with the incoming mode 

of capitalist mode of production. This complex set of circumstances will have its own dynamic and this will 

condition the chances of development (Preston 1996:226-229). 

7. Based on the Gramscian ideas on hegemony, the neo-structural French regulation school thought that the 

overall social framework of capitalism contained several historical and geographical variants. This school 

divided the history of capitalism into regimes based essentially on the prevailing labour process: manufacture, 

dominant in the capitalist countries between 1780 and 1870; machinofacture, dominant between 1870 and 1940; 

scientific management (Taylorism) and Fordism, beginning at the tum of the century and dominant from 1940 

to the late 1970s; and flexible accumulation, or post-Fordism, beginning with the economic crises ofthe 1970s 

and was expanding rapidly in the late twentieth century. The regulation school theorized society in terms of 
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development models, their parts, and their transformation: regimes of accumulation described the main 

production consumption relationships. Modes of regulation described cultural habits and institutional rules (Peet 

1999:116). 

s. Following Aiden Foster Carter (1973) Alvin Y So highlighted some differences between classical Marxism 

and new Marxism. 

(1) While orthodox Marxists see imperialism in a "centre's" perspective as a stage of monopoly capitalism in 

Western Europe, neo-Marxists see imperialism from the peripheral point of view, focusing on the indictments of 

. imperialism on Third World development. 

(2) Orthodox Marxists tend to advocate a strategy of two stage revolution. A bourgeois revolution has to take 

place before a socialist revolution occurs. Since most Third World countries are backward, orthodox Marxists 

have hopes for the progressing bourgeoisie to carry out the present stage of bourgeois revolution. Neo-Marxists, 

on the other hand believe that present situation in the Third World is ripe for socialist revolution. They want 

revolution now. They perceive the bourgeoisie as the creation and tool of imperialism, incapable offulfilling its 

role as the liberator of the forces of production. 

(3) If socialist revolution occurs, orthodox Marxists would like it to be promoted by the industrial proletariat in 

the cities while neo-Marxists are attracted to the path of socialist revolution taken by China and Cuba. Neo 

Marxists have high hopes for the revolutionary potential of the peasantry in the country side, and guerilla 

warfare by the people's army is their favorite strategy of revolution (So 1990: 95). 
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