CAUSES AND NATURE OF DEVELOPMENT

Gunnar Hyrdal**

Traditionally there has been a tendemncy in the econo-
mic literature, and generally in public discussion, to equ-
ate development with growth of the produce. The gross na-
tional product, GNP, has been the kingpin of the analysis
of development. Both in regard to the developed and, in
particular, the uerderdeveloped countries, the postwar ana-
lysis has in this way been even more limited and one-sided
in approach than were the writings of many of the classics
and nec-classics from Adam Smith to Alfred Marshall--not to
mention Friedrich List and Karl Marx. Besides to the "eco-
nouic factors" they gave importance to other factors, In-
deed, they werc institutional economists before that term
had been invented.

In turn, growth has regularly in a simple way been ve-
lated to physical investment, and there was a time not long
ago when the attempts of some economists to include alsc
education was looked upon as a discovery. The adherence
even by this rebellious faction to the capital/output ratio

* The views expressed in this brief lecture have  been
devaeloped in greatar depth and then also been more closely
substantiated in several publications by the author and
most recently summarized in Against the Stream.Critical Es-
saya on Economics, Pantheon Books, New York, 1973, parti-
cularly Chapters 5, 6 4nd 10,
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was, however, se eonservatively faithful, that education as
“"ynvestment in man" was simply added to the input of physi-

cal capital in that ratilo.

This implied amn unwarranted simplification of the app-
roach to the problem of the role of education for develop-
ment, that Marshall had warned against. It thus excluded
study of what 1s really important for development,viz. what
is being taught and with what effects on attitudes and ins-
titutfons, and alse eften how education is apportioned as
between the elementary, secondary and tertiary schools and,
in particular, the related query how the educational system
benefits ~— or hurts -~ children and youth in different so-
* cial and economic strata, and upholds, or tends to change ,
the existing stratification. It is a fact that in many un-
derdeveloped countries education often is antl- developmen-
tal.

I will come back below to the problems, how develop-
ment should properly be defined, and how the relation bet-
ween economic growth and the wider category of development
should be understood. But I first want to hint at the
weaknesses of the concept GNP.

II

Although, as we know, the concept GNP is commonly used
by economists, journalists and politiclans without any cri-
tical scrutiny of how it 1s calculated, there 1s a creeping
awareness that it may be inadequate to reality and to the
policy problems rooted in this reality, particularly when
dealing with long-term growth -— and so even In developed
countries with their superlor statistics and, in many res-
pects, theoretically simpler problems.

There are a great number of income elements which are
not accounted for at all or calculated in a grossly arbit-
rary way. Those who actually make the primary statistical
observations, the often crude estimates implied in their
computation and finally the aggregation Into figures for

GNP and its main Ingredfents, are usually aware of this,and
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may make thelr reservations, though seldom very completely.
There are, however, other defects less often seen even by
them.

Thus many income items represent expendlitures for soci-
ety and costs and losses for the private citizens that are
caused by undesirable conditions and developments, for ins-
tance the expenditures, costs and losses arising from the

existence of the huge slums in the United States or from
that country's higher level of criminality.

To the same category of dubifous items in the GNP be-
long those corresponding to the expenditures for all sorts
of "conspicuous public consumption"” serving mo or  little
purpose of consumption or production, like 1in the United
States for paying for the moon flights and for wars and
armaments. The corresponding incomes should not be  permi-
tted to count in its GNP, when comparison is made with coun-
tries that disdain such a use of theilr productive resources
or indulge in it to a much smaller extent. Indeed, they
should not be valid for the liberal minority in the United
States itself who are critical against the policiles result-
ing in these expenditures.

Then we have the environmental problem of which  even
the general public has been made aware In recent years: the
depletion of natural resources and the poisoning of air,wa-
ter, land, vegetation, animals, even our own bodies. The
true facts of the ongoing depletion and pollution are, how-
ever, known only within broad margins of uncertainty, and
about all estimates there are disputes,

We have not, and cannot within the near future, expect
to have, a reliable basis of knowledge to make 1t possible
to calculate figures for what should be subtracted from GNP
in order tec account for depletion of resources and the on-
going pollution. We only know, that these unknown filgures
for what should be subtracted must be very considerable.

Against this baskground the carelessness in the common
use of figures for GNP must be seriously censured. Parti-~
cularly in regard to international comparisons, which in
scholarly writings as in public discussion are regularly
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made on the crude basis of the exchange rates, the recent
turmoil in the monetary field should have demonstrated ano~
ther side of the arbitrariness of GNP as a measure of pro-
duction.

II1

Economists sometime try to rescue the traditional con-
cept of GNP by maintaining it only measures the production
of goods and services but that there are many other things
that are of importance for the "quality of life".

Against thils, 1t must be pointed out, first, that as I
have stressed, GNP cannot be relied upon to measure produc-
tion very accurately. Moreover, the "quality of life", 1is
not a very clear concept useful for sclentific analysis.

In any case it cannot be very helpful to give a clear-
er meaning to the GNP, All those items which are excluded
in the calculatlion of GNP as also those that are dealt with
in an arbitrary way, like those which are properly accoun-
ted for, are, of course, all of importance for the “quality
of life" whatever we would mean by that expression. This
latter term does not provide a line of distinction around
the conventional concept of GNP,

A more learned expression for a similar thought 1s to
rely on the "welfare theory”, inherited from the first gene-
ration of the neoclassics, to which establishment econo-
mists have conservatively adhered. Measuring welfare,it 1is
said, should not impute value to all goods and services ac-~
cording simply to their market prices. But the question of
the importance of the people's welfare cannot possibly de-
pend upon whether or not an item is properly accounted for,
or not, in the calculation of GNP.

This observation 1s logically conclusive. But besides
this the modern welfare theory is equally metaphysical as
the old inherited one. In spite of the escapist termino-
logy, which also mostly is inherited, the truth is, that if
this theory means anything at all, 1t means it only in
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terms of the forlorn moral philosophy of utilitarianism gag

founded upon an equally antiquated hedonistic associational
psychology.

Iy

A third attempt to rescue the concept of GNP 1s to
stress a distinction between growth of production, on the
one hand, and development, on the other. GNP, it is said ,
is merely measuring the increase in productlon, while deve-
lopment must be conceived of as a wider category.

It is true that development must be conceived of as be-
ing something different, and wider, than simply growth of
production, assuming that the latter concept could be pro-
perly defined as an increase of GNP, which I deny for rea-
sons already given. But let us for the moment forget about
GNP and ask what we should mean by development. I am fin-
ally coming to face the problem stated in the title of my
lecture today.

I mean that development must be understood as the move-
ment upwards of the whole social system, Including besides
the growth of production aleong various lines,the conditions
of production, distribution of the produce, consumption of
different types in different social and economic strata and
other living conditions, institutions and attltudes, parti-
cularly the political, social and economic stratification ,
and finally policles as they are applied, indeed everything
which is significant for the individuals' lives and for so-
cial relations generally between individuals and groups.

The various conditions can for scilentific analysis be
ordered in main categories, as I have trled to do. Between
the various categories of conditions there are causal rela-
tions. This implies that a change of one set of conditions
causes changes of the others, these secondary changes again
causing changes all argund, and so on., The social system
therefore moves, or remains static, by what I have called a
process of circular causation,
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Most of these causal links, but not all, imply a move-
ment in the same direction of the several conditions or fac-
tors. The circular causation tends therefore to be comula-
tive.

Even in developed countries with their superior statis-
ties and other informatilon the coefficients of the causal
interrelationships are mostly unknown and are in any case
not known in precise quantitative terms. This,however,cannot
be given as a reason, why we should not conceive of develop-
ment as a movement upwards of the whole social system. But
we shall always be far away from a full knowledge of whether
a country is developing and how fast. As always in scienti-
fic inquiry we have to operate with reasonable hypothes, app-
roximations and generalizations.

Already for this reason we shall not hope that we will
ever be able to produce an index of development from year to
year. But for this conclusion there are more fundamental
reasons.

When 1n my study thirty years ago of the Negro problem
in the United States I first made use of this systemanalysis
expressed in terms of the circular causation with cumulative
effects, I still believed that it would be theoretlically po-
ggsible to work cut an Index of the "status" of the Negro pop-
ulation in that dountry, if our knowledge would be more com-
plete and precise, although I saw the difficulties to find a
rational method to welgh znd then aggregate all the factors
that would have to be taken into account.

Now I know that even theoretically and assuming com-
plete knowledge, it 1s not possible to construct a simply ra-
tional system of weights that would be needed 1In order to
represent the development of the Negro status by merely one
figure, i.e. by an index.
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The question remains, however, whether GNP cannot be
defended as measuring the level and the change of one impor-
tant category of conditions in the social system, viz.,pro-
duction. Even although we give up the pretemnsion that GNP
represents what we must mean by development, it could never-
theless be of scientific importance for the study of the
wider problem of development to be able to ascertain that
important special factor, which is presumed to be possible
to determine more precisely in quantitative form.

The first reason why the GNP cannot be accepted in this
more modest role is, of course, that the concept gives a
false representation of production and its growth., I refer
here to the catalogue I have already hinted at of the defi-
ciences in the statistics on GNP,

The second and more basic reason derives from the very
concept of development as the movement of the whole social
system. Even production if it could be defined more co-
rrectly, which {s not done in the conventional discussion
is part of, and dependent upon, what happens in the wider
social system.

The real situation is that we are facing a tremendous-
ly complicated problem of development in the meaning of the
movement of the whole social system determined by the ca-
sual interrelations between all conditions. It is difficult
to find any meaning in pressing the statistics to provide
one single figure for even that one set of these conditions,
viz.,, production. This would imply falling for the common
temptation in economic analysis to what I have called 'up-
warranted precision"., Such a precision becomes, of course,
particularly deceptive because of the statistical deficien-
cies I have already pointed to.

The very idea that it should be posgsible, even if only
for one set of factors in development, viz., production, toc

characterize the situation in a country and its change by an
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index is logically invalid. In every comparison, whether in
time or between different countries, we must account for a
whole series of components. Only in the very short run  and
for very similar countries can an index say something and
aven then only very roughly.

For particular items under the level of GNP we can some-
times calculate figures with more meaning. If the items have
been defined properly, we have all reasons to use in our ana-
lysis of the larger problem of development what we can know
about production in different fields, consumption of diffe-
rent commodities and services in different regions, and in
different social and economic strata, investments of diffe-
rent types, prices, wages, exports and imports, etc. It is
the aggregation into a total figure for production we have
to watch against, and not merely the presumption that such
an aggregate figure represents development.

VI

So far, I have not touched specifically on the question
of the distribution of the produce. The conventional con—
cept of GNP takes no account of distribution.

Particularly since John Stuart Mill a sharp distinction
has 1n establishment economics been made between two spheres,
production (including exchange) and distribution. For the
purposes this distinction has been used, it 1s illogical.
Production and distributlon are determined within the same

macrosystem and they are interrelated.

The idea we still meet in economic discussion, that it
is important to inecrease production in order to have more to
distribute, does not take into consideration that distribu-
ticn can have an influence on the changes in the level and
the size of production.

This distinction between production and distribution
has moreover traditionally been used by economists as a

means to avoid in their analysis the problems of  distribu-
ticn and to concentrate on those of production,usually with
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only a general reservation for distribution.

In regard to distribution the general view has conti-
nually been, that redistributional reforms carry their
costs in a somewhat retarded growth of production. This ass-
umption has through the ages been founded merely on specu-
lative arguments. Even today we do not have much of empi-
rical studies done, even of such simple “economic" problems
as the effects of distributional changes on laber input,la-
bor efficiency, savings and investments of various sorts.

VII

Already 1in my early youth I and some other economists,
who then were in their youth, propounded in my home country,
Sweden, the contrary theory, that well planned egalitarian
reforms could be preventive,prophylactic and productive by
saving the individuals and society from future costs and/or
increasing productive capabilities of the people.

This way of thinking has since then been the theory of
the welfare state which has advanced with an actually acce-
lerating speed under a Labor government, that now -—-through
all the vagaries of elections every second, now third,year,
and the exigencies during the Second World War ~-- has re-

mained in power for forty vyears.

During this period the conservatives and the  conven-
tional economists maintained at the initiation of every im-
portant welfare reform, that it was inimical to economic ad-
vance, often warning that it would ruin the country. Only
in recent years have they shown more reticence, since their
earlier warnings have so obviously not come true.

In fact, the rapid building up of the welfare state in
Sweden has happened while production, however you measure
it, has been rising spectacularly. Whiie at the beginning
of this century Sweden was still a rather poor country, it
is now richest in the world.
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There are other fortunate conditions and developments
in Sweden behind this rise in production.

Nevertheless, thils extraordinary economlc development
seems to give an ex post confirmation of our theory that
greater equality 1is conducive to economic progress. When
in the very last years the Swedish economy has tended to
stagnate, there is now no competent observer who puts the
blame on the blg social reforms that have been carried out.
The explanation is obviously that by faults in  general
economic policies we have not prevented that even Sweden
has now entered an era of “stagflation".

I should add, that as an economic sclentist I am not
entirely satisfied with that historical evidence. I would
like to see carried out intenslve studies of the effects
of the various egalitarian reforms in terms of cost/bene-
fit analysis.

I have permitted myself these brief remarks on  what
has happened 1n the richest country, because I think it
has an important lesson to teach, not least to the under-
developed countries.

VIII

When after the Second World War and the breakdowm of
the colonial power system, which followed in its wake, the
economists in great numbers turned thelr interest to the
development problems of underdeveloped countries,an almost
self-evident asgumption to most of them was,that these ve-
ry poor countries certainly could not afford egalitarian
reforms. They had to direct their development efforts sin-
gle-mindedly on increasing production first. That this
bent of their minds followed a way of thinking that was
traditional in our craft, I have already pointed out.

On the contrary, I beleive this assumption is wrong.
When, as I have been permitted to point to, speedy and ac-
celerating welfare reforms have been productive in the ri-
chest country, this must be even more true in the poverty
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stricken countries. Thliere masses of people suffer from un-
dernourishment, malnourishment and other serious deficien-
cies in thelr levels of living, particularly the 1lack of
sufficient health and educational facilities, extremely bad
housing conditions and sanitation,

The living conditions of these masses hold dowm their
productivity, This implies that by improving them producti-
vity could be raised. I most sincerely believe that in un-
derdeveloped countries large-~scale egalitarian reforms cons-
titute the most profitable investment such a country can un-
dertake.

When the conventional economists in their work on the
development problems of underdeveloped countries turned
their eyes away from the equality issue, part of the explan-
ation was also that they, particularly in the beginning,used

the approaches and models they had perfected for the ana-
lysis of the developed countries, There incomes even in the
lower income brackets were already so relatively high - and

supported also by social insurance, that they could use mo-
dels of growth that did not explicitly imply consumption.But
when they used these models in countries where incomes and
levels of living are extremely low for large masses of peo-
ple, this went seriously wrong.

IX

In order to prove my major thesis that raising the 1i-
ving levels of the poor masses 1is productive, I would now
need to account in detall for conditions as they are and as
they could be changed in underdeveloped countries. This I
cannot do in this brief lecture.

But let me touch on another superficiality of traditio-
nal establishment economists, besides their tendency to deal
with egalitarian reforms as generally inimical to a rise in
production. When they do take up the problem of distribu-
tion at all, they tend to think in terms of money incomes.
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In fact, the redistribution of money incomes can, par-
ticularly in very poor countries, not amount to much.First,
the rich are usually rather few. Second, higher taxation
of the rich is very difficult to give effect to imn under-
developed countries, where tax avoidance and tax evasion
usually are colossal. Third, and most important, what the
poor masses really need is not a little money,bit more fun-
damental changes of the conditions in which they are living
and working.

In agriculture there 1s need for a changed relation
between man and land, that creates the possibility and af-
fords the incentives for man to work more and work more ef-
fectively in order to raise the yields, and to put all re-
sources he can lay hils hands con, in the first hand his own
labor, into improving the land. Land and tenancy reforms--
which can take different forms -—- need to be supplemented
by auxiliary reforms to provide credits, agricultural exten-
sion services, ete. But without more fundamental institu-
tional reforms in order radically to change the relation
between man and the land he works on, these strivings for
"community development" have proven ineffective.

Such a package of reforms must serve both the purpose
of creating greater equality and raising productivity. And
the two purposas are indissolubly joined together. It is
not a matter of simply redistributing the produce, least of
all in terms of money income.

In the same way a really effective educational reform,
important both for creating greater equality and higher pro-
ductive capability of the people,must aim at much more than
putting more children and youth in schools. The whole edu-
cational system must be changed, the manner of teaching and
the content of what is taught, and its impact on the inega-
litarian social and economic stratification. It is a fact,
that in many underdeveloped countries, the adherence to the
inherited educational system, letting only the channels wi-
den under pressures which mostly come from the relatively
privileged classes, still is mainly anti-developmental.
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The population explosion has a tendency to increase in-
equality in an underdeveloped country, at the same time as
it hampers economic growth. I have come to the conclusion
that a really successful policy to spread birth control
among the masses assumes a whole package of reforms which
can give people the feeling that they are living in a dyna-
mic soclety that increasingly opens up to them more of op~
portunities to improve their situation.

Underdeveloped countries are "soft states" with grave
deficiencies in legislation and the implementation of the
laws. In such a society laxity and licentiousness spread to
all social and economic strata., But it is those who have
economic, social and political power who can really exploit
the lack of social discipline for their own enrichment.

The fight against the soft state and, in particular,ag-
ainst corruption, which seems to be on the increase almost
everywhere, 1s therefore strongly in the interest of greater
equality. That these types of deficiencies in the social or-
der are hampering economic progress is at the same time un-
deniable, .

Conventional economists accustomed to think 1in terms of
money incomes have until recently not given much interest to
these types of social reforms which I have exemplified. They
have then also pleased the elite strata, that in most under-
developed countries, rather independent of their constitu-
tions, hold the power and who generally are not so interes-
ted in radical reforms of a society where they are privi-
leged,

In the very last years there has been a movement, that
has reflected itself in resolutions in various organizations
within the United Nations system and in studies and reports
by experts called togefher by them, demanding a 'unified" or
"integrated" approach to the development problems of under-
developed countries. They are directed against the tendency
of conventional economists to reason in terms of only the
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"economic factors'". They demand a broader approach, taking
into acecount also the social reality of institutions and the
attitudes formed within these institutions and themselves
supporting them.

It 1s coming to be realized that the models imported
from the analysis of developed countries lead to mistakes,as
these institutions and attitudes represent much more power-
ful inhibitions and obstacles to development than in  deve-
loged countries. What is demanded is in fact an institutio-
nal approach in the study of underdeveloped countries. There
is seill much confusion, but, as 1 said, a movement is on
the way that in time will overcome much of the criticism ag-
ainst conventional economics I have raised and also briefly
referred to in thils paper.

At this movement towards a new approach is gathering mo-
mentum, interest is becoming focused on the close  relation
between greater equality and higher productivity, and two~-
ards the more radical institutional reforms where these two
purposes are indissolubly joined together and which I have
today briefly exemplified.



