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Economic Development and
Development Economics

SYED NAWAB HAIDER NAQVI

To state that development economics is about economic development is now
considered beyond debate. But opinions differ about what constitutes economic
development and its proper index; in particular whether the growth of per capita
income adequately captures its flavour. Thus, instead of being regarded, d la Lewis,
as just a synonym for capital accumulation going above a certain critical level,
development economics is now also required to respond to such challenges as rais-
ing the quality of life that people succeed in achieving by living longer; by being
more literate in addition to being more prosperous; and, environmentally speaking,
by making the development process sustainable. Indeed, our discipline is being
asked to encompass an ever wider set of problems and venture into domains where
it has not entered before: namely, the choices that people make; the economic and
political freedoms they enjoy; the heavy incidence of poverty among the least priv-
ileged in the society, including the rural poor; the unjust social and economic struc-
tures that must be changed; the regulatory framework that needs to be evolved to
enable the market to work-hopefully in the interest of the society. What compli-
cates matters even more is that to be able to address many of these issues, develop-
ment economics must transcend the self-imposed boundaries of strict positivism
and acquire an overarching ethical vision. If mainstream economics is (rightly)
regarded as a difficult science, development economics is even more so.

As always, such a broadening of the scope of the discipline has come about
mostly in response to the happenings in the real world; and, to a much lesser extent,
as a result of the events endogenous to the economic science that we review in this
address. For instance, on the basis of a set of limited observations about the real
world, it has been asserted that a relief in the intensity of poverty among the very
poor and an improvement in the quality of life of the people in general are not
necessarily associated with the gains in the per capita-GNP. Thus, a whole-time
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concern for human development has been recommended by some as the proper
domain of dévelopmem economics; while others, in violation of the Law of
Gravity, prescribe the ‘trickle-up’ of rural development rather than the ‘trickle-
down’ effects of the growth rate of the GDP as the proper course for economic
development. What differentiates these formulations from the standard ones is
that they downgrade the per capita GNP itself as a reliable means to achieve the
agreed ends of economic development—namely, raising the level of economic
well-being of the people.

Another important addition to development economics’ menu is an
explicit concern of maintaining macro-economic stability—i.e., reducing
budgetary and trade deficits, maintaining optimal rates of foreign exchange,
minimising inflation, etc. This has happened in response to the macro-economic
imbalances associated with economic development in some developing coun-
tries (and in the developed countries). Much of this represents a (healthy) anti-
dote to the Keynesian unconcern about monetary policy; but it is often pushed
to the Friedmanite extremes, without paying much regard to the processes of
growth and employment generation, which are the primary concerns of devel-
opment economics.

To comprehend such a wide variety of issues that now compete to secure
a place on the agenda of development economics, the state of the art can be
summarised under three related headings: (i) the factors contributing to the
growth of per capita GDP; (b) the problems of macro-economic stability; and
(c) the issues about securing greater distributive justice for the people. The aim
of my address is to highlight the main points of consensus as well as divergence
in the evolution of development thinking with respect to each of these areas.
While my inventory of such points is inevitably selective, I have tried to be
‘representative’. In the process of reviewing what others have said on the
subject, I will also ‘reveal’ my own preferences about what constitutes the
proper domain of development economics and what direction it should take to
perform its appointed mission—which is to quicken the pace of economic devel-
opment so as to rescue developing countries from the incubus of poverty.

The material that [ shall present under each of the foregoing categories is
woven around a central stylised fact of economic development which is not
always clearly recognised: namely, that the process of economic development is
not unidirectional; in fact, it is organically multi-dimensional in character. It is
ultimately about reducing poverty, but to that end the growth of per capita
income must be maximised, a regime of approximate macro-economic stability
must be maintained, and a modicum of distributive justice must be ensured for
all people. But these three elements of the process are, essentially, so interrelat-
ed with one another that along any viable path of economic development their



Economic Development and Development Economics 359

equilibrium values must be simultaneously determined. Thus, the growth rate of
the GDP and of population, the process of structural transformation brought
about through balanced or unbalanced growth or the big “push”, the raising of
the ratio of capital accumulation and saving to the GDP, the size of the
budgetary and the trade deficits, the fluctuations in the exchange rate and the
rate of inflation, the rate of unemployment, the level of real wages, and the
share of labour in the GDP must all be determined together—and kept focused
on achieving the agreed ends of development. That being the dimension of
economic development, the discipline of development economics has a busy
schedule ahead.

Having entered these caveats, I now turn to describing each element of
the proposed taxonomy of development economics.

THE PRINCIPAL FACTORS PROMOTING GROWTH

(a) The Demographic Factors in
Economic Development

A quest for measures that can hold down the high population growth
rates in order to create an enabling environment for economic progress has been
mainly responsible for a study of the demographic factors in the development
process. The main stylised fact in this context is that a growth in per capita
income has everywhere been accompanied by a significant decline in fertility
rates from six or more births per woman to about two or less [Easterlin (1989)].
More recently, East Asian countries doubled per capita income in about a
decade not just because their GNPs grew very fast, but also because they could
achieve, within a decade or so, an unprecedented reduction in the fertility rates.

A low population growth rate is extremely important to achieve high
growth rates of per capita income; but there is also the sceptical point of view,
noted by Kuznets (1966), that high rates of population growth can both
favourably and adversely affect economic development; and that in the
European case population growth has contributed positively to economic devel-
opment. Then there is the “revisionist interpretation” that a high rate of popula-
tion growth presumably exacerbates the debilitating effect of many deeper
factors on economic development [WDR (1984); National Research Council
(1986)]. To really decide the issue, a formal macro-econometric model must be
used in which the macro working of the economy is linked with decision-
making at the household level, so that the size of the family is determined
simultaneously with the level of economic activity [Birdsall (1988)]. But the
truth is that a high rate of population growth in excess of 2.5 percent-implying
a doubling of population in 25-28 years—is inconsistent with the efforts to raise
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the quality of life; this cannot happen without achieving a (demographic) transi-
tion from near-equality of the death and births rates at high levels to near-equal-
ity of the birth and death rates at low levels [Coale 1989)]. This is particularly
the case in developing countries where arable land and water are scarce, proper-
ty rights are ill-defined, and government policies are biased against labour
[Kelly (1988)].

Mostly in response to such considerations, population growth is increas-
ingly regarded as endogenously determined by the interplay of the economic
and demographic factors, rather than being sent to the exile of exogeneity as in
the neo-classical tradition. (That formal modelling efforts in this direction have
not yet borne fruit is another matter.) Hence, one should be concerned not only
with the causes of population growth but also with its economic and demo-
graphic consequences. The rate of population growth, once a sufficiently low
mortality rate has been attained, is mainly regulated by the forces operating on
the fertility rates; a process which, in turn, is determined by both the economic
and demographic variables-e.g., income, literacy levels (especially of the moth-
ers), rural-urban and international migration, etc. The demand for children
declines as socio-economic progress gathers momentum because an increase in
the relative price of children outweighs the (weak) positive income effects
[Becker (1960); Behrman and Wolfe (1984)]. On the supply side, the easy
availability of safe contraceptives to the prospective parents is one of the
crucial variables for the success of population-reducing policies [Coale (1984)].

(b) From Non-Human Capital to
Human Capital

The research programme on human capital formation—which explicitly
recognises the significant contribution of human beings to economic develop-
ment-has of late been recognised in development thinking. This concept is
obviously important because as much as the accumulation of units of physical
capital and labour, the secular improvements in the quality of labour-due to
improvements in education, training, longevity of life, health—and the efficiency
of capital-use have accounted for much of the unprecedented growth in per
capita income in modern times [Denison (1967); Kuznets (1966); Kendrick
(1976)].! The general idea behind this research is to regard investment in educa-
tion and/or health as a form of investment embodied in the income-producing

1However, it will be unwise to de-emphasise the importance of (physical) capital accumula-
tion in the process of development. Thus most studies show that factor inputs have accounted for a
much higher proportion of growth in the developing countries than in the developed countries, part-
ly because capital accumulation also acts as a carrier of technological change [Syrquin (1988)].



Economic Develop and Devel nt Economics 361

(4

economic agent [Schultz (1962); Becker (1962)]. The yield on such investment
takes the form of an increase in a person’s skills and earning powers and the
resulting increase in the efficiency of decision-making [Rosen (1989)]. The
peculiarity of such investment is that it is desired both as an end in itself and as
an input into the development process. This idea has been around since Adam
Smith, who recognised an improvement in the workers’ skills as the basic
source of economic progress, but it found currency in the economic literature
during the last 25 years or so. In the development literature, and at the policy-
making level, it has become fashionable only recently.

(¢) The Importance of Being Literate
and Healthy

Most empirical research shows a systematic relationship between educa-
tion and the economic success of the recipients of education [Miller (1960)].
This explains why both the parents and the governments set aside substantial
proportions of their income for educating children [Schultz (1981)]. An
increased investment in education also creates a “literate culture” which facili-
tates a wider, quicker, and an easier dissemination and acceptance of new tech-
niques of production.

Education is also shown to have important productivity-enhancing effects
for the males as well as the females. More importantly, in the area of female
education, the apparent beneficial effects of education go beyond the (induced)
increased productivity of labour. For instance, increasing the investment in
female education also pays dividends in the form of reduced child mortality,
better child health, and many other intergenerational benefits. Summers (1992)
shows that each year of schooling reduces the under-five mortality by upto 10
percent.

The standard interpretation of such phenomenon is that of the human
capital school which considers this correlation (with appropriate controls for
labour market experience) as being consistent with the view that higher earn-
ings reflect higher worker productivity caused by the increments in education.
On the other hand, the screening theory of education treats it merely (or at least
mostly) as a signalling device for the pre-existing abilities that are useful in the
labour market. The (extremist) proponents of the screening view argue that
education has no effect on improving a person’s skills; it rather serves as an
informational device which helps the employer to identify the latent abilities of
persons.” By and large, the available empirical evidence both for the developed

Both these theories have been described well in the literature. For instance, see Arrow
(1973) and Spence (1974) for the screening theory; while Becker (1964) and Mincer (1974) are
among the outstanding proponents of the human-capital view.
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as well as the developing countries seems to suggest that, while there may be
some truth to the credentialist story, investment in education does enhance
productivity substantially. The experience of the great °‘growers’ of the
GDP-the East Asian countries in the preceding two decades and China more
recently—has tended to support this point of view [Scitovsky (1985)].

Better health is clearly productivity-enhancing since it increases the
strength, stamina, vigour, vitality and life-expectancy of people.> Many of the
difficult problems in the economics of health arise from the fact that health is
both an intermediate commodity that affects production and a final good that
affects utility directly. On the other hand, at a practical level, many of the ques-
tions related to the health sector are closely intertwined with the issues of
promoting an equitable income distribution and social justice. However, impor-
tant questions need to be answered regarding the precise definition of health
and health-care, the optimal level of spending on health, its financing, intersec-
toral allocation, and the relative roles of the private and public sectors in
dispensing health-care.

(d) Raising Factor Productivity

Related to the idea of human capital formation is the awareness that an
increase in total factor productivity is at least as conducive to economic growth
as an increase in the inputs of capital and labour; and that if most developing
countries have not grown as fast as they could have, then a relatively low
contribution of total factor productivity is partly responsible for it. In general,
the efficiency with which the inputs are used to obtain a given increase in per
capita output is recognised as at least equally important as the accumulation of
these inputs [Chenery and Srinivasan (1988)]. The need for technological
change is pressing not only in the manufacturing activity but also in the agricul-
tural sector, where it is needed to counteract the Ricardian Law of Diminishing
Returns. Indeed, to sustain high rates of agricultural growth (5 percent and
above), agriculture will need to become science-based and not just resource-
based [Ruttan (1982)].

The European and the American experiences highlight the central impor-
tance of raising factor productivity for economic growth [Kuznets (1966);
Denison (1967)]. But this has not been very clearly appreciated by development
economists and policy-makers in many developing countries, and especially in
South Asia—where the improvements in total factor productivity have been

30On the links between health and nutrition, see Behrman and Deolalikar (1988); and for a
succinct survey see Fuchs (1987). The seminal theoretical work by Arrow (1963) and a major
econometric-based monograph by Feldstein (1967) have been highly influential in this general area.
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minimal. By contrast, the growth experience of the East Asian countries and
China shows that their unprecedented growth rates, to a large extent, are due to
the fact that total factor productivity there has been the highest in the world.
Thus, during 1960-87, total factor productivity increased most (1.09) in the
fastest-growing East Asians, whereas in the least growing Africa it was zero.
As one would expect, in the moderate-growing South Asia, productivity grew at
an intermediate rate—it was 0.6 percent [WDR (1991)].

(e) The Centrality of Structural
Transformation

One widely noted feature of economic development is that the sectoral
composition of production and employment changes over time. Thus, the share
of manufacturing in the GDP and in resource-use typically rises, while that of
agriculture declines over time. This tendency is referred to as “structural trans-
formation”, which sees the development process as a set of interconnected
events focusing on structural transformation as a vehicle of economic growth
[Syrquin (1988)].*

Related to the issue of increasing the share of manufacturing in the GDP
is the problem of enhancing its employment-generating capacity. Then, reduc-
ing the population pressure on land is an integral part of the efforts to raise
agricultural productivity and to enhance the size of the marketable surplus of
agricultural products. In Lewis’s scenario of sectoral transformation (1954)-as
also in Fisher’s (1935) and Clark’s (1940)—surplus labour and capital march
unidirectionally from (low-productivity) agriculture to (high-productivity)
manufacturing. This scenario has not materialised in many Asian
countries—which, to some extent, explains why the growth rates in these coun-
tries have been relatively slower than in the East Asian countries where struc-
tural transformation has gone very far.’ For instance, in India and Pakistan
agriculture continues to be home to more than 50 percent of the total labour
force, the rest being divided between the manufacturing and the services
sectors, the latter absorbing relatively more labour than the former.

But achieving structural transformation requires keeping a dynamic
balance between agriculture and industry in the process of economic growth.

*The definition of structural transformation given in the text is a limited one. Other
elements of structural transformation are: higher rates of capital accumulation (Lewis, Rostow), the
changes in the sectoral allocation of employment (Clark), and changes in social institutions and the
system of beliefs (Kuznets).

Thus, for instance, while in Pakistan and India the share of manufacturing in the GDP is
around 20 percent, the corresponding figure for South Korea is a little over 30 percent even though
the process of industrialisation started much earlier in Pakistan and India than in South Korea.
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The central point of such a balanced view of inter-sectoral relations is that
manufacturing is the main contributor to economic development, but due atten-
tion should be paid, at the same time, to modernising agriculture so that it too
grows at the optimal rate. The earlier view of using agriculture as a self-sacri-
ficing provider of inputs to (infant) industries has not helped agriculture; it has
not helped rural poverty either [Ruttan and Hayami (1970)]. Furthermore, the
hypothesis that industrialisation unambiguously raises social welfare has been
modified significantly by the high rates of effective protection, the high capi-
tal/output ratios, and the relatively low employment-generating potential of the
manufacturing sector [Pack (1988); Naqvi and Kemal (1991)]. Thus, it has been
suggested that if scarce capital resources had been “spread” more judiciously
between agriculture and industry, the capital/output ratio would have been
lower [Mellor and Johnston (1984)].

Due recognition should be given to the role of a steady increase in the
supply of food at a relatively low price in alleviating poverty because doing this
focuses attention on raising agricultural productivity in general-which then can
become the basis of an even higher growth of the non-agricultural sector
[Mellor (1986)]. Also, agriculture has been a vehicle for transferring productiv-
ity-raising technology-e.g., the Green Revolution technology—to the developing
countries. And yet, it will be simplistic to think that growth rates of the GDP in
excess of 7 percent or so can be sustained just on the basis of a fast-growing
agriculture. By the same token, it is sheer romanticism to rely entirely on the
strength of the “trickle-up” effects of agricultural growth secured “by mobilis-
ing the rural poor” [Jazairi et al. (1992)]. The hard fact is that there is no other
way to achieving high levels of economic well-being than by accepting indus-
trialism as the high point of economic development [Bell (1990)].

MINIMISING THE PANGS OF
MACRO-ECONOMIC STABILITY

Learning both from neo-classical analysis and development experience,
economic development is now seen as best attained within the framework of
macro-economic stability [WDR (1991)]. In general, the issues connected with
Jfinancing economic growth have come to assume more importance than in the
past. This is all the more true if the growth rate is high-say, 7 percent plus—than
when it is low. The need to keep inflation within acceptable limits is even
greater in the context of a high-growth regime, partly because inflation reduces
exports and growth by increasing the domestic absorption of the traded goods.
To this end, while a high rate of the GDP is attained, the budgetary deficit, the
imbalance in international payments, and the rate of monetary expansion must
be-and among the successful developers have been—contained within accept-
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able limits.

(i) The Equity and Efficiency
of Taxation

Financial resources need to be raised—which entails a redirection of real
resources from the private to public hands—to finance the development and non-
development expenditures of the government in the developing (as also in the
developed) countries. Typically, these expenditures exceed tax revenues (plus
the profits of public undertaking), thereby creating a budgetary deficit which
must be met by tax and non-tax resources. Notwithstanding the attempts by the
governments to raise tax revenue to finance the deficits, such efforts are not
always crowned with success, partly because higher tax revenue typically
induces a higher government expenditure [Please (1971)]. But minimising
budgetary deficits primarily requires mobilising domestic tax resources in a
manner that the dictates of efficiency and equity will be met at the same time;
which, however, is easier said than done because there is an element of a trade-
off between the two-—especially with respect to commodity taxation. Thus,
commodities with low elasticities of substitution will be taxed at a significantly
higher rate than those with a high elasticities of substitution if efficiency is
emphasised, while the reverse will be done if equity considerations claim prior-
ity [Musgrave (1976); Atkinson and Stiglitz (1972)].

Efficiency in taxation requires minimising the “excess burden”-i.e., the
unintended interference with the market mechanism; while the equity objective
is met by ensuring both horizontal equity and vertical equity [Musgrave
(1961)]. Broadly speaking, doing so will require broadening the tax base and
lowering the tax rates. Also, capital gains should be treated as ordinary income,
with appropriate allowances made for averaging and loss offsets; and the same
holds for gifts and bequests. The taxation structure should be kept reasonably
progressive—but not punitive; and such a structure should be combined with a
system of transfer payments to provide “safety nets” to the poor people who
cannot earn enough through the market system [Pechman (1986)]. As for indi-
rect taxation, taxes on domestic production (consumption) should replace the
taxes on foreign trade. Part of the motivation of this type of reform is to
minimise the incidence of the rent-seeking activity, which is alleged to be asso-
ciated with the regulation of foreign trade through import licencing and
quotas—whereby the income of a certain class of the society is raised above a
‘normal’ level without guarantees of any reverse flow of productive activity
[Krueger (1974); Srinivasan (1985) and Bhagwati (1987)).

Most discussions of tax policy concentrate on maximising resource-
generation even when the specific tax instruments are not equitable but easy to
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collect and administer—e.g., the generalised value-added tax is universally
recommended as a panacea for the resource-generation problem, even though in
terms of its incidence it is typically regressive [Ahmed and Stern (1989)].
Another influential line of research, which de-emphasises equity and focuses
almost entirely on efficiency, is that pioneered by the search for an “optimal
taxation” formula [Diamond and Mirrlees (1971)]. The basic assumption of this
research is that all individuals are subject to identical utility functions.® But
making such an assumption trivialises the basic problem of taxation which
seeks to apply (tax) treatment in a world of unequals. Thus, an exclusive
emphasis on efficiency is an aspect of the emerging consensus on fiscal policy
which is better avoided.

Equity in taxation is not any more irrelevant than tax efficiency for
developing countries—if only because pursuing efficiency considerations alone,
without regard to equity, would yield an unacceptable ideal formula of impos-
ing a universal head tax! At any rate, at the implementation level, a perception
that the rich do not pay taxes as much as they should undermines the credibility
of the entire tax system. Thus, not only should the tax/GDP ratio rise over time,
but also a greater part of the tax effort should take the form of direct taxation
with the required degree of progressivity. Notwithstanding the claims that in
some countries the incidence of indirect taxation may also have been (mildly)
progressive [Chelliah and Lal (1978)], the fact remains that however careful
may be the selection of the objects of taxation, indirect taxation is regressive
with respect to its incidence [Goode (1984)].”

(ii) Regulating Monetary Expansion

The pioneers of development economics showed a relative unconcern to
monetary policy, mostly under the influence of Keynesian economics. By
contrast, Friedman’s advocacy of the demand and supply of money as the
paramount determinants of aggregate expenditure did not find an audible echo
in the development literature.® Since then, development theory and policy has
shown a greater awareness of the monetary matters. Mostly under the influence
of the IMF, there is now a greater understanding of the need to restrain money
supply (M1, M2, M3 or whatever) to keep the rate of inflation under control.

*When such an assumption holds, uniform taxation of the taxed commodities should be
preferred to selective taxation because the former is non-distortionary and, thus, optimal [Sandomo
(1976)).

7Which, however, does not mean that direct taxation per se always adds to progressivity;
thus, a poll tax is neither progressive nor equitable.

t is, thus, typical that there is not a single study on the monetary problems of the develop-
ing countries in the two-volume Handbook of Development Economics (eds) Chenery and
Srinivasan).
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This, because inflation is generally seen as unhelpful for economic growth due
to its unpredictability as well as its variability-both of which adversely affect
investment, and are the more damaging at a higher than at a lower level of
inflation. It is, thus, important that inflation be kept within a 2-3 percent range.
Going any lower may not be helpful, however, because with a zero rate of
inflation the real rates of interest cannot be made negative, which may be
necessary to fight recession [Economist (1992)].

Friedman (1960) emphasised that a constant growth of the money stock,
divorced from the budget, would be essential for stabilising the economy—
referred to as the cult of “monetarism” [Brunner (1968)]. Econometric exercises
show that money supply does have a significant (direct and indirect) impact on
inflation. However, a somewhat one-sided emphasis, in the monetarist vein, on
the restriction of money supply ignores the even greater influence of the real
variables-e.g., the rate of output expansion, especially that in the commodity-
producing sectors, the prices of food imports, etc.—on the price level [Naqvi and
Khan (1989)]. Indeed, there is the danger that an excessive restriction of money
supply may injure growth and employment. The European experience does
confirm that hard monetarism has adversely affected the growth potential of the
European economies, and is to some extent responsible for high rates of unem-
ployment [UN (1992)].

Yet another task of monetary policy in developing countries is to influ-
ence the pattern of investment [Eshag (1990)). This is arranged through
specialised banking and credit facilities advanced to areas of high social priori-
ty—e.g., promoting long-term investment as opposed to short-term investment
preferred by the commercial banks; the agricultural development loans which
commercial banks do not generally favour because of the poor quality of the
collateral; and the essentially risky nature of agricultural production which
makes the recovery of loans difficult.

(iii) Export Optimism, Foreign Capital
inflows, and Exchange Rate Policy

The elasticity (and export) pessimism of the early 1950s—which partly led
to the balanced-growth doctrine, including an overemphasis on import substitu-
tion with respect to heavy industry—has been replaced of late by a greater opti-
mism of the positive role that foreign trade plays in accelerating domestic
economic growth mainly by enhancing the domestic production possibilities. '
This happens partly because foreign trade allows each country to concentrate on
areas of its comparative advantage; and partly because it induces welfare-rais-
ing commodity substitutions, in favour of the lower-priced and higher-quality
imported goods [Lipsey (1968)].
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While the example of the East Asian countries is cited, the pendulum in
this respect may have swung too far in the opposite direction. Thus, as regards
its effects on domestic economic growth, export expansion is held to be unam-
biguously superior to import substitution—partly because the former signals the
discipline of the market, while the latter symbolises an etatistic bias in domestic
policies [Krueger (1978)). But this position is as extreme as the earlier one
which downgraded the role of international trade. The causative link between
exports and growth might have worked either way; the high rate of economic
growth could have been the cause as well as the effect of greater export expan-
sion [Bhagwati (1988)]. Then there are the success stories, €.g., Japan, where
the GNP growth has not been predominantly export-led but, instead, has been
driven by the growth of domestic demand—which suggests that the choice of the
trade strategy is not independent of the state of the world economy [Eatwell
(1991)].

As always, the truth lies somewhere between the extreme positions. Too
much emphasis on the exports can also be bad for the economy. Both on the
theoretical and the empirical grounds, the optimal policy is to seek a balance
between import substitution and export expansion rather than favouring the one
at the expense of the other. The success of an all-out (even aggressive) export
strategy, for instance, is not guaranteed when the world economy, threatened by
Western protectionism, is slowing down. But there is an element of truth in the
proposition that, in a regime of distorted domestic prices, world prices may
signal efficient (first-best) input and output configurations via the links between
the world prices and the relative scarcities of tradeable goods as well as
between the tradeable and the non-tradeable goods [Diamond and Mirrlees
19711.?

Foreign Capital Inflows: Earlier scepticism about the negative effects of
foreign capital on domestic savings (investment) has been replaced by a rela-
tively more balanced view. The concern now is about the small size of the offi-
cial development assistance (ODA), and about its becoming negative. There is a
fear that if these trends persist, the development prospects of the developing
countries will be affected adversely. Thus, notwithstanding an awareness of its
adverse fall-out in certain cases, direct foreign investment (DFI) is now treated
with greater respect; its size has grown consistently over the last 20 years

*Other important results in this context are that free trade is superior to restricted trade, and
trade restriction in the form of tariffs is generally superior to the restrictions enforced by quotas.
But when the source of the distortion is domestic, a subsidy on domestic production or on factor-
use, as the case may be, is superior to tariffs [Johnson (1964); Naqvi (1969)]. But to the extent that
import tariffs are necessary—i.c., when the source of distortion is ‘foreign’-lower, and fewer, tariffs
are better than higher and complicated ones.
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[WDR (1991)].'° The attitude is partly supported by an understanding that equi-
ty capital participation, in many ways, is superior to debt capital [Klein (1991)].
Also, the experience of the East Asian countries has shown that, by and large,
DFI tends to play a catalytic role in the process of economic development by
introducing higher management and marketing standards as well as better
production techniques.

Also, earlier obsession with exchange controls and fixed foreign
exchange rates has been replaced by a relaxation, even abolition, of many types
of exchange restrictions, coupled with a system of adjustable exchange rates. In
general, a regime of fixed exchange rates is considered to be inconsistent with
domestic economic expansion. A regime of unified exchange rates, which is
neutral with respect to the export and import activities, is considered superior to
a system of multiple exchange rates which has an uncertain impact on the
domestic and foreign trade sectors [Naqvi (1971); Bhagwati (1968)]. Also,
exchange rates are now seen as endogenously determined by the interplay of
the forces of supply and demand in the foreign-exchange market, and also as a
means to regulate trade imbalances by redirecting domestic resources to the
production of traded goods.

AIMING AT DISTRIBUTIVE JUSTICE

(i) Growth and Inequality between
Income Classes

With few exceptions, the pioneers of development economics saw
economic development as a ‘bloody’ process; it enhanced inequality, at least in
a certain range [Kuznets (1955)]." Indeed, the literature is full of empirical
support for Kuznet’s U-conjecture [Ahluwalia (1976)]-even though many stud-
ies [e.g., Papanek and Kyn (1986)] suggest that the relationship could be
either U-shaped (as inevitable) or J-shaped (as policy-induced). On the other
hand, some recent studies show that economic development does not necessari-
ly promote greater inequality in the distribution of income and wealth—which,
of course, does not mean that it cannot. Thus, supporting the optimistic
scenario, a recent World Bank study of thirty-two countries concludes that
“there is no evidence to suggest that higher saving is positively related to
income inequality or that income inequality leads to higher growth. If anything,

'“The IMF has also been emphasising the same point while recommending corrective, if
controversial, “structural adjustment programmes”. Even though some of these recommendations
are Friedmanite in nature and somewhat extreme, emphasising (excessive) exchange rate deprecia-
tion and restriction of money supply, yet their broad thrust is essentially in the right direction.

11Among the “pioneers”, Tinbergen (1977) has stressed that economic growth should be
firmly linked to the process of income distribution.
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it seems that inequality is associated with slower growth” [WDR (1991)]. One
can think of a mechanism whereby a more equitable distribution of income
accelerates the rate of growth of the GDP. For instance, a reduced level of rural
poverty, by increasing the real and nominal incomes of the poor people and
their productivity, may have the effect of widening the size of the wage-goods
market, especially that for food, which then accelerates the growth of the value-
added in this sector and the manufacturing sector—thus raising the GDP [Mellor
(1986); Jazairi et al. (1992)]. \

But one can think of mechanisms whereby growth is de-equalising. Thus,
there is the possibility of “immiserising growth” in the face of (policy-induced)
price distortions. As in Bacha-Taylor formulation (1976), it is possible to
conjure up an “unequalising spiral of growth” in which “a rise in skilled
employment, in relative demand for luxury goods, and in investment in the
luxury sector feed on one another, accentuating inequalities all along” [Bardhan
(1988)]. To the extent that a highly skewed distribution of income and wealth in
an economic system plagued with social and economic rigidities makes such
scenarios possible, remedial steps should be taken to arrange a more equitable
distribution of income and wealth, a greater, production of wage goods, and a
redistribution of landed property through though land reforms, etc. But this is
not an argument for slowing down the growth rate.

(ii) Growth and Inequality in the
Functional Distribution of Income

The earlier literature predicted that the development process would
normally worsen the functional distribution of income for labour [Galenson
and Leibenstein (1955); Kaldor (1955)]. Lewis (1954) pointed out bluntly that
“the central fact of economic development is that the distribution of income is
altered in favour of the saving class”. If the saving function was indeed of the
classical type, as most of these economists assumed, and if there was no possi-
bility of altering the factor-input mix by appropriate technological change, then
such pessimistic scenario will follow as a logical necessity. But experience
does not unambiguously support such a proposition. Indeed, as first highlighted
by the European example, an increase in the demand for labour in the key
productive sectors of the economy— presumably, first in the immediate neigh-
bourhood of the growth poles-raises employment and the level of real wages.
As the growth process intensifies, labour shortages are also created in sectors
that are relatively more distant from the growth poles [Leontief (1983)]. This
process can be facilitated by building a network of roads and communications,
which by minimising labour-market segmentation (in a physical sense) should



Economic Development and Development Economics 37

help equalise wages and employment opportunities—thus reducing regional
inequalities.'> The more recent development experience of the East Asian coun-
tries testifies to the strength of this redistributive mechanism. This hypothesis
contrasts sharply with the earlier perception of economic growth as just another
name for capitalist accumulation, implying a rising share of profit income.

It is interesting to recall that the star-performers among the developing
countries—e.g., Japan, China, South Korea, Singapore, Malaysia, etc.—have been
demonstrably less unequal than the lacklustre performers. Even among the
moderately growing countries, those growing faster are more equal than the
slower ones! And, with few exceptions, the absolute level of poverty tends to
be lower among the fast-growers than among the slow-growers. Furthermore,
among the more egalitarian countries, inequality and absolute poverty are less
among the fast-growers than they are among the slow-growers.

(iii) Meeting the Ends of Distributive
Justice

But having said that, it will be idle to assert that the trickle-down effect
of high rates of growth will be sufficient by itself to significantly lower the
level of income inequality. For instance, for the real wage to rise, labour supply
must not increase enough to compensate for the increase in labour demand; and
also that as wages rise labour should not, on the margin, be substituted for capi-
tal. Thus, for the functional distribution of income to improve, at least two
conditions must be satisfied: (i) The employment-creating potential of the
commodity-producing sectors, especially of the manufacturing sector, should be
enhanced through labour-intensive technological change, wherever it is possi-
ble—except in those activities where efficient production requires a greater
degree of capital-intensity (e.g., steel-making industry). (ii) Labour-force partic-
ipation rate should be reduced through a higher level of school enrolment, and
by reducing the rate of population growth, even as a high rate of economic
growth increases the labour-force participation rate-say, by reversing the out-
migration of labour as domestic wages rise towards the reservation wage
[Naqvi, Khan and Ahmed (1992a)].

Furthermore, promoting distributive justice will also require state inter-
vention where the market normally works perversely. In this category come
such vital cases as an inequitable distribution of property rights in land, the
women’s low status in the economic and social sphere, the abominable (and

A comparative study by Etiennc (1992) shows that regional inequality—as measured by the
level of the real wage and the rate of interest on consumption loans—is greater in the case of those
areas (in India and Pakistan) which are poorly-connected by roads than those which are well-
connected.
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widespread) practices of child-labour and bonded-labour, the cases of acute
poverty among the disabled, the old, and the sick, and, of course, the population
problem. Thus, as economic growth gets going, the rural poor may get only a
fraction of what they should get, the numbers engaged in child-labour and
bonded-labour may multiply, the women’s exploitation may become graver, the
fertility levels may not fall significantly, and the incidence of poverty may not
decline where the market mechanism does not operate. In all such cases,
legislative action will have to be undertaken to regulate the private property
rights in land, universalise the health-cover and literacy, abolish child-labour
and bonded-labour, strengthen the position of women in the society; and so on
[Naqvi (1992)]. Also, alleviating poverty may require repairing the deficiencies
of the labour and capital markets and the provision of education and skill-all
this supplemented by “coniplementary income maintenance provisions”
{Atkinson (1991)].

UNSHACKLING DEVELOPMENT ECONOMICS
AND ECONOMIC DEVELOPMENT

The preceding review of the dimensions of the process of economic
development highlights the need for a ‘clear-headed’ development economics,
freed from the deadweight of inconsistent ideas. I have spoken about some of
these issues before, but they are important enough to merit recapitulation.

(i) From “Capital Fundamentalism” to
“Human Development” to “Trickle-Up”

In the first two decades of the birth of development economics, economic
development was simply interpreted as raising the rate of capital formation.
Thus, according to Lewis (1954), “the central problem in the theory of econom-
ic development is to understand the process by which a community which was
previously saving and investing 4 or 5 percent of its national income or less,
converts itself into an economy where voluntary saving is running at-about 12
to 15 percent of national income or more.” The Rostowian take-off (1960) was
similarly characterised as doubling the rate of capital formation and transforma-
tion of the productive structure of a representative developing country.
Similarly, the big-push {Rosenstein-Rodan (1943)], the minimum-critical-effort
[Leibenstein (1957)], the balanced-growth [Nurkse (1953)], and the unbal-
anced-growth [Hirschman (1958)] hypotheses—all focused on raising the levels
of saving and investment as the only means to escape the “vicious circles” of
poverty through the mediation of the “trickle-down” effect of economic growth.
The question of distributive justice was, by and large, regarded as of secondary
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importahce. In the climate of thought in which the pioneers wrote, “capital
fundamentalism” was the predominant sentiment [Gillis et al. (1983)].

But, of late, economic development has been interpreted broadly-rather
than just being narrowly concerned with maximising the growth rate of per
capita income. It is being argued that economic development should instead be
focused on bringing about an improvement in the quality of life-at least as
measured by such indices of human happiness as the level of education and
health, environmental improvements, and the degree of political freedom and
civil liberties that people enjoy. Based on a somewhat limited evidence from
five countries— i.e., China, Sri Lanka, Brazil, Mexico, and South Africa—it has
been asserted that development policy should be concerned with the “ends”
rather than the “means” of development. Whence it follows that the per capita
income should be discarded altogether as an indicator of individual welfare and
replaced by some more adequate measure of welfare. “The crucial issue, there-
fore, is not the time-dimensional focus of growth, but the salience and the reach
of GNP and the related variables on which usual measures of growth concen-
trate” [Sen (1988)]. Following this line of thought, the UNDP has introduced
the concept of “human development” to encompass “the production and distri-
bution of commodities and the expansion and use of human capabilities.” [HDR
(1990)]; and to measure it, a Human Development Index (HDI) and a Human
Freedom Index (HFI) have been proposed. These indices, it is claimed, capture
adequately the success actually achieved by human societies on a wider
front—not just on the economic front. This is because “people do not isolate the
different aspects of their lives. Instead, they have an overall sense of well-
being” {HDR (1990)].

Another train of thought advocated by IFAD seeks to focus on those
means of development which guarantee that the ends of economic development
will also be achieved—where the proper end of economic development has been
identified as alleviating the.living conditions of rural poor, who constitute about
36 percent of the rural population and number close to one billion persons.
Thus; development economics, to be relevant, should metamorphose into a
“new development paradigm” centred on (rural) poverty alleviation—so that the
“rural poor are seen as partners in the growth process rather than passive bene-
ficiaries of growth™ [Jazairi et al. (1992)]. In the proposed paradigm, the hard-
core development process is essentially *participatory” in nature, so that
economic growth in general is sustained by the “trickle-up” effects of rural
development—and the rural poor are not merely recipients of the niggardly trick-
le-down effects of economic growth.

Such recommendations are extremely valuable in that they focus the poli-
cy-maker’s attention on the “ends” of development, especially literacy, longevi-
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ty of life, human freedom, and rural poverty; they also give development policy
a sense of purpose and direction. In an ultimate sense, such approaches bring
the ethical imperatives explicitly into the economic calculus-because taking a
full measure of such ends requires a clear recognition of ethical values.
However, on the basis of such arguments, it is a questionable proposition to go
so far as to substitute the means for the ends of development, i.e., replacing per
capita income as an index of economic development by an alternative indicator
of economic or social well-being; or even worse, de-emphasising the impor-
tance of attaining high rates of growth of per capita income—say, to reduce the
incidence of poverty in the developing countries. Thus, to show that a higher
level of income may not always predicate a better quality of life is not necessar-
ily an argument for a slower rate of growth of the per capita GNP. Furthermore,
if, as in the IFAD and the UNDP approaches, the ends of economic develop-
ment also become the means to achieve it, then these are no more than mere
definitions of what constitutes development. They do not constitute a logically
valid strategy.

The recent development experience shows that, with few odd exceptions
the countries which have consistently grown at a fast rate (the GDP growing in
excess of 7 percent or so) are also the ones whose record in terms of macro-
economic stability and the ‘quality of life’ is significantly better than that of
those where growth rates have been moderate (the growth of the GDP between
3 to 5 percent); and the record of both these groups is better than that of the
slow-growing countries (the GDP growth between 1 and 2 percent). This is so
even if the relative performance of this (randomly drawn) sample of countries is
rated by reference to the decisiveness of structural transformation, the low aver-
age rate of inflation, a (milder) average depreciation of the domestic currency, a
lower rate of unemployment, a higher life-expectancy at birth, and the adult
literacy rate. The experience of these countries also shows that, with few excep-
tions, such a policy is more likely to alleviate poverty than a slow-growth poli-
cy [Naqvi (1993)]. The same conclusion holds for the relationship between the
per capita GNP and the percentage of people below the poverty line. Simple
computations using the data given in the IFAD report conclusively show that, in
general, there holds a significant negative relationship between the growth rate
of per capita GNP and the level of rural poverty-and the size of the correlation
coefficient is bigger in countries where agriculture contributes more to the GDP
than where its share is smaller. Incidentally, this finding contradicts the follow-
ing contrary claim made in the IFAD report: “There is no association between
the annual rate of growth of GNP per capita and changes either in the income
share of the lowest 20 percent or in the percentage of poor people among the
rural population.” [Jazairi et al. (1992)]. Any new development paradigm based
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on such an observation is ipso facto invalidated.

(ii) The Mixed Blessings of
Market-friendliness

It has been argued that state intervention need not always be motivated
by considerations of social welfare but as a means to maximise the welfare of
the vested interests and pressure groups. Furthermore, state intervention is also
seen as a “costly” activity in the sense of involving deadweight losses for the
society in the form of unproductive rent-seeking activities [Becker (1983);
Krueger (1974)]. If this is true, the earlier etatisme displayed by the policy-
makers and development economists, according to this line of thinking, should
be replaced by a “market-friendly” attitude [WDR (1991)].

The basic argument is that if only the government abstains from interfer-
ing in the factor and product markets, the first-order rules of competitive effi-
ciency will ‘again’ come into play—‘again’, because these rules are assumed to
rule the roost in the state of bliss, which is made inaccessible by sinful govern-
ment intervention. But buying a one-way ticket to this textbook primordial state
(of nature)-distinguished by the equality of the marginal rates of substitution in
consumption with the marginal rates of (domestic and foreign) transformation
in production-may not be a rewarding experience because ‘market success’ is
guaranteed only if there are “enough” markets; if both the consumers and the
producers behave competitively; and if equilibrium exists. A non-satisfaction of
any of these conditions amounts to a withdrawal of the guarantee of market
success [Debreu (1959)]. Fragile, indeed, is the basis of market success. Thus,
“a pure market system with its high degree of decentralisation runs the risk of
bringing inequitable results and being inefficient because markets can never be
complete, because externalities exits, and because the public wants tend to be
neglected.” [Malinvaud (1989)]. It also follows that if (buyers’ or producers’)
monopolies exist, or if relevant markets do not exist, then market failure is
unambiguous. Whether this failure can be effectively repaired by direct govern-
ment intervention remains a contentious issue. But it should be clear that leav-
ing it to a private monopoly also offers no guarantee of market success.

After about two decades of a somewhat counterproductive advocacy of
magic (of the free markets), the goals of economic policy are now considered to
be better achieved by using both the government and the market to maximise
social welfare. According to some, the government should concentrate on creat-
ing the appropriate physical infrastructure and implementing an effective legal
and regulatory framework within which the markets can operate efficiently. The
rest, especially the organisation of production and the distribution of goods and
services, should be left to the market~even though in this respect also it would
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be unwise to pre-empt the public sector altogether.

On this issue, the best course of action perhaps would be to combine
ideological agnosticism with empirical realism. While one must certainly not
entertain starry-eyed sentimentalism—of the state’s always acting as a
conscience of the society—it is hard to believe that it never (or seldom) acts in
the public interest. Similarly, to discredit the government on the efficiency
grounds is not necessarily an unqualified vote in favour of market capitalism.
The classical arguments based on the phenomenon of external economies, the
moral hazard problem, and asymmetric information do point to a positive and
large role of the state. And, as noted above, the same holds when ethical
considerations—namely, supporting the least privileged in the society in all
states. of the economy—are decisive.

(iii) Taking “Sustainability” Too Far

The concept of sustainable development has become important in the
context of efforts to raise the quality of life on Planet Earth. It is also seen as
tied to the question of inter-generational equity and long-term economic
growth. The relevance of the environmental variables to the economic and
demographic variables arises from the inevitable influence of economic growth
on the pattern of physical resource-use, which, in turn, also leads to weakening
Nature’s recycling capabilities. For instance, a high rate of population growth
typically leads farmers to impinge heavily on both the extensive and the inten-
sive margins of cultivation, which results in deforestation and a depletion of
soil fertility. Similarly, in a regime of wide income and wealth differentials,
such a process also has a crowding-out effect-the rich monopolising a rise in
income (by privatising common property resources and forcing the poor only to
marginally productive lands).

Environmental degradation provides a classic example of
externalities—one where the market solution may not be feasible to keep the
pollution at a reasonable level. The reason is that there may not exist prices for
certain scarce environmental resources. To some extent, the introduction of
surrogate prices in the form of unit taxes or “effluent fees” may internalise such
external diseconomies to enable the market to function efficiently in providing
the needed signals on the use of the scarce environmental resources—e.g., clean
air and water [Cropper and Oates (1992)]. This may be feasible if, @ la Coase
(1960), a negotiated solution can be reached between the polluters and those
adversely affected by pollution—in which the former bribe the latter into accept-
ing a higher level of pollution than would otherwise be desired. But, as is well
known, the success of such negotiations and their enforcement is guaranteed
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only if their cost is zero or near-zero; but this is hardly ever the case.

Problems arise when a greater investment in environmental improvement
reduces economic growth. Thus, an increase in “dirty” GNP may contribute to
environmental degradation; contrariwise, a ‘“clean” GDP may decelerate
growth. [Klein (1983).] Just as a disregard of environmental degradation is
dangerous and counter-productive, so is uncompromising “eco-radicalism”;
being essentially non-quantitative, it does not make any elaborate cost-benefit
calculation and minimises the importance of economic growth for human
progress. The focus of public policy in the developing countries should primar-
ily be on those cases where improving the environment does not hurt growth.
This particularly holds for efficient anti-poverty packages, which reduce pover-
ty by cleansing the environment at the same time: by ensuring the property
rights of the cultivators through efficient land reforms; and by taxing the exer-
cise of property rights where they directly degrade the environment-e.g., the
cutting of forests on a large scale. Here also, with the enactment of proper
legislation, the market may be enabled to function efficiently [WDR (1992)].

(iv) Development Economics with
an Ethical Vision

Since its inception, development economics continues to be the rock of
“positivity”, leaving little room for “warm-hearted” value judgements about the
“goodness” of a social order-even though enough lip-service has been paid to
the notion of social justice. Hence, like neo-classical economics—indeed, also
like the Marxian economics, development economics remains ambivalent when
making a specific choice involving a value judgement."” An important implica-
tion of this irrevocable marriage to positivity, however, is that issues like the
distribution of income may not be considered relevant for development
economics—because the “equality of result implies a distribution process that is
the antithesis of the market” [Coleman (1989)]."

This is also the message coming from Nozickian non-consequentialism,
which advocates the priority of specific processes over results. According to
this view, any attempt to “pattern” the existing distribution of income and
wealth may also be regarded as an infringement of individual rights [Nozick
(1974)]. Thus, the goodness of a society is evaluated by reference to the (legal)

BAn outstanding exception is Tinbergen who has consistently emphasised the importance
of moral values in the economic calculus. See, for instance, Tinbergen (1982), where he explicitly
states: “Socialist policy, if it wants to shape a future human race living in happiness, needs a more
profound basis-either religious or humanist.”

1‘Inslead, the neo-classical position is wedded to ‘liberty’, which requires a degree of equal-
ity before the law and the equality of opportunity.
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correctness of the procedures rather than by judging the consequences of the
exercise of their (‘moral’) rights by individuals. Such moral rights of the indi-
viduals include private property rights, exchanging such rights freely, and
donating them or bequeathing them to posterity. Thus, for instance, the feudal
structures that dominate the economic landscape in most developing countries
may be justified because in this view of moral rights these have “arrived” today
through correct legal procedures. Also, insofar as extreme poverty and hunger,
even famines, have been shown to result from the exercise of legally sanctioned
rights rather than by natural calamities [Sen (1981)], any attempt to remedy
such obvious social injustices will be held, according to this “liberal” view, to
be an infringement of individual freedom. By virtue of its commitment to the
priority of liberty thus, development policy will not be doing enough to provide
food and other primary goods needed by the least privileged in the society.

Needless to point out, it will be suicidal for development policy to de-
emphasise distributional issues on the basis of such a “liberal” philosophy-part-
ly because public policy will then be deprived of any scientific criterion by
which to judge the “correctness” of one growth path that exacerbates distribu-
tional inequities as compared with another growth path that lowers the level of
distributive injustice. More relevant to our discipline is the (amended) Rawlsian
approach—especially the Difference Principle—which focuses on the advantage
of the least privileged in the society, while stipulating that the numbers of the
least privileged in the society are also reduced at the same time. Such an advan-
tage is measured in terms of “primary goods”, things that every rational human
being wants— “rights, liberties and opportunities, income and wealth, and social
bases of self-respect.” [Rawls (1971).] An attractive feature of the Rawlsian
principle for the developing countries is that it is consistent with the prevalent
notions of justice~especially those concerned with a morally enjoined assign-
ment of fundamental rights and duties and a right division of advantages from
social cooperation.

CONCLUDING OBSERVATIONS

Economic development has been correctly identified as the “foundational
motivation of the subject of economics in general” [Sen (1983)]; but develop-
ment economics clearly has a comparative advantage in giving this motivation a
concrete shape—indeed, it has an absolute advantage in this respect because neo-
classical economics has all but forgotten about development problems. To put it
more emphatically, development economics has no identity apart from being
concerned explicitly and actively with the business of economic development.
There is thus no warrant for declaring it dead, like Hirschman (1981), as a
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discipline in its own right; nor is there a case for it to be absorbed back into
neo-classical economics and survive, at best, as its “applied branch” [Bell
(1990)] in the developing countries. Indeed, for its health, it is best to accept the
paradigmatic character of development economics.

Opinions differ about what the concerns of development economics
should be—e.g., an ample provisioning of the basic needs of the poor, a higher
investment in education and health to facilitate human development, and a
greater emphasis on mobilising the rural poor to tackle rural poverty. But there
is no gainsaying that economic development cannot take place without per capi-
ta income rising in the first place; without a regime of macro-economic stabili-
ty; and without generating adequate employment so that the factor rewards
increase and the functional distribution of income moves in favour of labour.

However, this multi-dimensional character of economic development
may not always materialise without an appropriate policy regime, especially
where markets do not exist, or when asymmetric information, ‘fraud’, moral
hazard, and non-self-correcting externalities do not let markets work efficiently.
In these cases, the state must intervene to meet the agreed ‘ends’ of economic
development—i.e., rectifying an inequitable distribution of property rights in
land, the discrimination against women, and social evils like child-labour and
bonded-labour, etc.

In other words, it is in the nature of the process of development that it
cannot be left entirely to the invisible hand—which is not to say that it can be
entirely entrusted to the visible hand of the state. The fact is that both these
models—unbridled capitalism and overbearing etatisme-have been proven by
history to be unnatural. Contrary to popular impressions, the demise of commu-
nism in our own time was preceded by the interring of unrestrained capitalism
in the 1930s. We have learnt the hard way that a democratic “mixed economy”
in which private initiative is allowed to flower within a framework of checks
and balances instituted by the government—which must also produce an ample
supply of public goods, without which the private goods owned by the individ-
uals cannot be fully enjoyed by them—is close enough to being a Law of Nature.

Looked at in this way, an uncritical acceptance of the “liberal revolution™
of the 1970s, extolling the virtues of world capitalism, is inconsistent with
development economics. By the same token, the neo-classical vision of univer-
sal market-clearing, leaving no room for involuntary unemployment, is definite-
ly irrelevant to developmént policy. A high level of unemployment, condoned
by hard monetarism, cannot be accepted either—for the reason that it may be
helping capitalist accumulation or macro-economic stability. And equally
inconsistent with development economics are market outcomes which deprive
development policy of a proper attitude towards the least privileged members of
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the society—especially those who cannot participate in market processes due to
illness, old age, etc.

These considerations focus our minds on the need for development
economics to go beyond strict positivism and unabashed liberalism to acquire
an adequate ethical vision of the consequentialist type. Narrowly perceived,
such a vision is required “as a resource-saving way of keeping the free riders in
check in the provision of public goods of all kinds” [Srinivasan (1988)]-and, if
I may add, in the provision of private goods also, which it makes freely avail-
able to all members of the society. But an ethical vision need not be narrowly
restricted to scare away the free-riders; it should instead provide a system of
values which makes the individuals act voluntarily in the interest of the soci-
ety-and to be concerned about the poverty and misery that afflicts the majority
of mankind.

Development economics is nothing if it is divested of a social
conscience. By its very nature, our discipline must address the sordidness of a
socio-economic environment that stultifies creative initiative. It must also
prescribe remedial action to change such an environment so that “full comple-
ments of riches”, conditionally promised by our father Adam Smith, can be
garnered from economic development and an equitable distribution of these
riches can be arranged to maximise the social and economic well-being of the
people.
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