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Capitalism & Globalization

Theories on Development 

As formerly colonized nations began to gain their independence in the years after World War II, economists from Western states began to theorize about the causes of the economic difficulties in the new nations.  Governments and citizens of “Developed Nations” were interested in the reasons for the political strife and lagging economies of “Underdeveloped” or “Third World” nations, as well as in how to improve those circumstances.  Beginning with Walt Rostow’s stages of economic growth, Immanuel Wallerstein’s world systems theory, and Andre Gunder Frank’s dependency theory, economists and social scientists began to develop models to explain underdevelopment along with prescriptions for solving the problems they saw.  Alternative models for development, such as import substitution as recommended by Hans Singer, or increased aid budgets without strings attached that Gunnar Myrdal advocated for, were also important in the study of aid to developing nations.  In more recent times, Jeffrey Sachs’ arguments for increased aid of a different type and Joseph Stiglitz’s urging for greater flexibility and sensitivity by aid agencies have also made important contributions to the debate.  As yet no real solution to the problem of poverty in the Third World has been found, although whether from failures of implementation or failures of ideal is not clear.  

Walt Rostow began working with the U.S. government in the 1950s as a speechwriter for Dwight Eisenhower.  He continued to be influential in American economic policy throughout the 1960s as an advisor to Presidents Kennedy and Johnson.  Rostow’s book The Stages of Economic Growth: A Non-Communist Manifesto (1960) laid out an influential schema for interpreting the economic development of nations.  He argued that countries could be classified as one of five stages of growth: traditional society, preconditions, take-off, maturity, and mass consumption.  Unsurprisingly Rostow places the United States and the Soviet Union in the last category.  These types of societies are linear, with one progressing into the next as the appropriate conditions develop.  Therefore, in order for less developed nations to achieve economic growth, Rostow argued, they must shift from being traditional societies to having the preconditions for an economic take-off.  The take-off will naturally follow once the preconditions have been achieved through market forces.  Traditional societies must shift from being predominantly agriculturally oriented to largely industry and trade focused; from regional to national trade interests; to a decreased birth rate; from wealth concentrated in the hands of landowners to being spread among those interested in investments and development; from group identities to individualism; and finally from a view of the natural world as a given to circumstance which can be manipulated for profit.  Rostow further argues that “the difference between a traditional and a modern society is merely a question of whether its investment-rate is low relative to population increase—let us say under 5% of national income; or whether it has risen up to 10% or over” (Rostow 1961 p.20).  Therefore, a transitioning society needs willing lenders, proper education, and capitalist leaders to initiate the new economy.  In addition, improved productivity in agriculture to allow for more people to work in industry and government investment into social capital, such as infrastructure and education, must combine with the development of a national consciousness to allow a traditional society to create the preconditions for take-off.  As a result of Rostow’s influential theories, the United States government funded aid to developing nations aimed at producing these preconditions, as well as achieving other policy goals.  For example, the establishment of the Alliance for Progress sent aid to Latin America not only to decrease the appeal of communism, but also to improve education, redistribute land and income, and plan their economies. The convergence of improved education, the emergence of a new wealthy class, and a national plan for the economy with the preconditions Rostow suggested for growth were not coincidental.  Certainly some of the goals put forth under Rostow’s stages of growth theory were admirable.  Education, land reform, and managed fertility are all goals worthy of pursuit.  However, Rostow’s view of economic development as composed of inevitable stages is problematic, and by ignoring the differences in circumstances between the U.S. and Europe versus Latin America, Africa, and Asia he oversimplifies the problems involved in creating sustained growth.  His suggestion that Adam Smith’s “The Wealth of Nations, in one of its aspects, is a dynamic analysis and program of policy for an underdeveloped country” (Rostow 1952 p.5), along with his ferocious anticommunism, demonstrate the importance of free market ideology to his program of growth.  

 Immanuel Wallerstein’s world-system theory and Andre Gunder Frank’s related dependency theory developed in part as a response to Rostow’s Stages of Economic Growth.  Wallerstein and Frank argued that underdeveloped nations did and could not enter the take-off phase as predicted by Rostow because of conditions created by First World countries.  Modern circumstances differed from those which had existed at the time that the United States and Europe had began industrializing and developed modern economies such that what had been effective in aiding their growth would not necessarily work for nations which were currently struggling economically.  Wallerstein argued that instead of each nation existing almost in isolation, with only internal conditions affecting the economy, a world system existed made up of core, peripheral, and semi-peripheral states.  The development of core states is dependant on the existence of semiperipheral and peripheral states because “the system functions by virtue of having unequal core and peripheral regions” (Wallerstein 1979 p.61).  States might move between statuses, but the system as a whole is stable.  Further, Wallerstein argued, core states are able to distort the functioning of the world market in order to favor their interests over those promoted by weaker peripheral states.  In addition, “since a capitalist world-economy essentially rewards accumulated capital, including human capital, at a higher rate that ‘raw’ labor power, the geographical maldistubution or these occupational skills involves a strong trend toward self-maintenance.  The forces of the marketplace reinforce them rather than undermine them. . . . the ongoing process of a world-economy tends to expand the economic and social gaps among its varying areas in the very process of its development” (Wallerstein 1975 p.350).  As for how a peripheral state might improve its place within the world system, Wallerstein is not very specific.  He does note that which states are core is cyclical, but he also states that “the gain [of traditionalists] in one region is the counterpart of the loss in another.  This is not quite a zero-sum game, but . . . . [t]he social system is built on having a multiplicity of value systems within it, reflecting the specific functions groups and areas play in the world division of labor” (Wallerstein 1975 p.356).  Thus, he is not very hopeful that peripheral states would even be able to move to the core since to do so they would have to displace a current core state.  Finally, Wallerstein mentions the idea of a socialist world government as an alternative to the current capitalist world economy or previous world-empires, because only by integrating the political and economic decision-making could the world system both “maintain a high level of productivity and change the system of distribution” of rewards (Wallerstein 1975 p.348).  

Andre Gunder Frank’s dependency theory is similar to Wallerstein’s world systems.  Gunder Frank argued that contrary to Rostow’s assumptions, the circumstances of underdeveloped nations do not resemble the past experiences of now-developed nations.  Indeed, “the now-developed countries were never underdeveloped, though they may have been undeveloped,” so the strategies that were effective for them will not work for undeveloped nations under current conditions (Gunder Frank in Rhodes p. 5).  As in Wallerstein’s world systems theory, Gunder Frank posits a system of relationships between metropolises and satellites, with metropolises that “serve as an instrument to suck capital or economic surplus out of its own satellites and to channel part of this surplus to the world metropolis of which all are satellites” (Rhodes p. 7).  This hierarchical structure is self-reinforcing and allows the ruling classes to enrich themselves.  In fact, Gunder Frank argues, “underdevelopment was and still is generated by the very same historical process which also generated economic development: the development of capitalism itself” (Rhodes p. 9).  Instead of underdevelopment stemming from insufficient integration into the world economy, he suggests, the most underdeveloped nations are those which were most closely tied to the metropolis or colonizers in the past.  In addition, times of economic depression in the metropolises are the times of greatest economic development in the satellites.  The only way a satellite nation might move towards becoming a metropolis or an intermediate power is through major crisis in the world economy.  Economic development, then, is also near zero-sum for Gunder Frank.  He also argues that capitalist forces manipulate the world economy to their profit.  Capitalists everywhere, he suggests, argue that their country must take steps to avoid inflation, which arguments “are used everywhere to defend the imposition of austerity policies and to demand political restrain in ‘responsible’ union wage demands, which are to be kept below the rate of inflation” (Gunder Frank p. 317).  In the Third World, Gunder Frank asserts, such policies have been imposed by force and result in the superexploitation of the workforce.  The International Monetary Fund (IMF) and World Bank and private banks have also used the extensive loans they make to underdeveloped nations to enforce “super-austerity.”  Repressive governments have emerged in the Third World in response to the demands of the new economy on workers in satellite nations.  Gunder Frank notes that “to provide these low wages and indeed to reduce wages from one country to another competitively, as each tries to offer more favorable conditions to international capital, requires political repression, the destruction of labor unions. . . the systematic imprisonment, torture, or assassination of labor and other political leaders and in general the imposition of emergency rule, martial law, and of military government” (Gunder Frank p. 323).  Even socialism does not form an alternative to this exploitative capitalism, since the socialist economy is integrated with the capitalist one in his view.  

Andre Gunder Frank and Immanuel Wallerstien’s critiques of the Rostowian version of development are hugely significant in the field.  The difference in circumstances between the first industrializing nations and current underdeveloped ones is a key contribution.  In addition, their ideas about the ways that developed nations use trade policy to maintain their more advanced position in the economic hierarchy exposes the ulterior motives of many “aid” programs.  Finally, the inherently unequal nature of capitalist development is revealed in their analyses.  However, Gunder Frank and Wallerstein leave residents of underdeveloped nations almost without hope for any improvement in their situation.  Neither offers a real program for greater equality between nations and Gunder Frank is difficult to read.  It is perhaps understandable that other scholars have tried to use the tools of Wallerstein and Gunder Frank’s analysis to form more hopeful pictures of possible development for the Third World.  

Another critique of the post-war economic system was Gunnar Myrdal’s.  In The Challenge of World Poverty: A World Anti-Poverty Program in Outline (1970), Myrdal criticizes current views of development.  Contemporary planners ignored non-economic factors in making their plans for underdeveloped nations, and failed to place in his view enough responsibility on the underdeveloped nations themselves.  Myrdal argues that several factors often disregarded by economists limit the economic growth of underdeveloped nations.  First, inequality within societies.  Inequality inhibits development, contrary to the arguments made by many who assume that equality must be sacrificed to get growth.  Myrdal argues that the poor masses must organize and press for change from within underdeveloped societies.  Next, agriculture policy.  Agriculture in underdeveloped nations is very inefficient both in terms of yields and in terms of labor utilization.  Myrdal argues that malnutrition and lack of vital nutrients sap the strength of the poor in underdeveloped nations.  Their energy and desire to put all of their efforts towards working in agriculture are thereby limited.  In addition, land ownership and unequal social structures in underdeveloped nations also limit incentives for greater productivity and efficiency.  Myrdal proposes land reform to give the common people a stake in agricultural development as well as the introduction of more efficient growth and cultivation techniques.  He argues that this combination will increase productivity and also put more people to more efficient work.  Because of the rapidly growing population in underdeveloped nations, population planning measures must be implemented, and agricultural efficiency must be increased in order to feed the increasing number of mouths.  In addition, adult literacy programs and universal schooling must be implemented in order to decrease inequality and prepare the population for development.  Finally, underdeveloped nations must take steps to decrease corruption and consolidate the power and effectiveness of the state.  A more credible state will be more successful at implementing its policies.  Developed nations have a role to play too, Myrdal suggests.  Corporations must not get involved in bribery and corruption in developing nations because doing so legitimates and encourages the bad governance.  Because “contrary to theory, international trade—and capital movements—will generally tend to breed inequality, and will do so the more strongly when substantial inequalities are already established,” simply opening up an economy to free market forces will not cause it to develop (Myrdal p.279, emphasis in original).  Instead of opening to the free market, and funding the resulting “trade gap” with loans, developed nations should reduce the trend of decreasing aid and grants.  Myrdal argues that “the commercial policies of the developed countries are almost systematically rigged against the efforts of underdeveloped countries to rise out of underdevelopment,” and as a moral duty “they should find the means of actually promoting imports from underdeveloped countries” (Myrdal 294, 295).  In addition, politicians in developed nations need to make moral appeals to the people of their nations to support aid for underdeveloped nations and to stop manipulating figures to make aid figures appear larger than they actually are.  Aid should be a similar budget percentage to social security or welfare in the national budgets of developed nations.  Myrdal finally contrasts the Marshall Plan aid to Europe with later aid given to underdeveloped nations.  He argues that aid to Europe was motivated by sympathy and generosity, whereas later aid to underdeveloped nations was motivated largely by Cold War concerns.  Instead of having the interests of the underdeveloped nations at heart, American aid policy reflected American political interests.  Myrdal singles out for special criticism the trend towards loans instead of grants to developing nations, and especially the conditional aid which is tied to buying imports from the granting country.  He argues that underdeveloped nations rightly see such political motivations as exploitative, and that these policies decrease the effectiveness of the aid.  

Myrdal’s arguments about the problematic nature of conditional loans and aid are sound.  When an underdeveloped nation must spend the aid purchasing exports from the donor country, the helpfulness of the aid is indeed limited.  In addition, his arguments about the need for increased equality and land reform in underdeveloped nations are farsighted.  He is also correct about the need to reduce corruption and strengthen the state in underdeveloped nations.  However, parts of Myrdal’s program are less convincing.  For example, his argument that “only by appealing to peoples’ moral feelings will it be possible to create the popular basis for increasing aid to underdeveloped countries as substantially as is needed” because “the people are the reactionaries” who oppose rolling back policies that hurt underdeveloped nations (Myrdal p. 368, 297).  Myrdal seems to credit the poor in developed nations with too much political power and the wealthy, whose interests are served by discriminatory trade and aid policies, with too little.  In addition, appeals to morality seem to have a startling lack of effect in American political economy.  Overall, while parts of Myrdal’s program seem likely to be effective in encouraging development, his calls for developed nations to give up some of their advantages seem unlikely to come to fruition, to say the least.  

Hans Singer theorizes about other methods of promoting economic growth in underdeveloped nations.  In his early works, he promotes import substitution as a means of inducing development.  Import substitution involves using trade barriers to discourage imports and encourage domestic production.  Singer argues in his early work that underdeveloped nations must shift from producing raw materials and other primary goods to producing manufactured goods in order to improve their terms of trade.  He suggests that “if we apply the principle of opportunity costs to the development of nations, the import of capital into underdeveloped countries for the purpose of making them into providers of food and raw materials for the industrialized countries may have been not only rather ineffective in giving hem the normal benefits of investment and trade but positively harmful” because even though the foreign-dominated sectors are more efficient than domestic agriculture, the industry that might have developed in the absence of foreign investments could have been even more productive (Singer 1975 p. 46).  Therefore, the difficulties encountered by underdeveloped nations stemmed from the types of good they produced, rather than their general economic disadvantages.  Reexamining the issue later in life, Singer concludes that rather than coming from differences in the types of commodities being produced, differences in economic growth come from differences in types of country.  Investing countries will gain from any relationship, “whether the trade or investment of transfer of technology involves primary commodities or manufactured goods” (Singer 1975 p. 59).  Underdeveloped countries are even disadvantaged by the very technology coming from developed nations.  The technology is made to serve their needs and its continual development and improvement creates an ever increasing deficit of information in underdeveloped nations.  Only “aid or technical assistance directed towards equalizing access to information by supplying relevant information to the developing countries, or strengthening their information-gathering capacity” (Singer 1975 p.63) will help to close the gap.  In contrast to his previous advocacy, Singer argues that import substitution does not solve the problem of deteriorating terms of trade, but instead merely shifts the location of factories while ensuring continued technological dependence.  Indeed, “if the technological gap is not overcome the developing countries will remain dependant on the rich economies, and no form of assistance, trade concession, aid, grants, technical assistance or fortuitous price rises will prove to be of lasting value” (Singer 1982 p. 40).  

Singer’s initial arguments about the value of import substitution seem more valuable than his ideas about technology as the major barrier to growth in underdeveloped economies.  While it is true that lack of technological capacity and prohibitions on transfer of intellectual property inhibit the development of underdeveloped nations, it seems foolish to point to that one factor as determinant.  Singer is correct when he suggests that allowing foreign corporations to own and run the factories which would be necessary for import substitution dissipates many of their benefits.  However, restricting ownership to domestic companies or even using state-ownership should help mitigate that problem.  It is ridiculous for underdeveloped nations to have a great many un- and under-employed citizens and still pay high prices for imported goods that could be made at home.  Multinational corporations do not invest or locate their factories with the well-being of underdeveloped nations in mind; the government of those nations must safeguard the national interest.  


Jeffrey Sachs is a well known economist who has been involved in the reconstruction of damaged economies in several nations.  In The End of Poverty: Economic Possibilities for Our Time, Sachs presents his ideas for how to bring Third World nations out of poverty.  He seems to follow a more Rostowian view of development, such that each nation develops through similar steps, which he argues are powered by the spread of technology.  Third World nations, he suggests, are having economic difficulties because after coming out of colonialism, they did not integrate sufficiently with the world economy.  The non-aligned movement, he argues, shut off the economies of member-states from new technology and from competition, as well as fostered corruption.  In addition, the very poorest are trapped by their very poverty because of an inability to invest in future economic growth.  Governments which do not provide a conducive environment for foreign investment, cultural barriers such as ideals which ignore the potential contributions of women, small markets, excessive population growth, and trade barriers also inhibit development, according to Sachs.  As a result, “clinical economics” should be used to determine unique economic treatments to help each underdeveloped nation grow.  Sachs argues that the structural adjustment recommendations which were enforced by the World Bank and IMF were misguided because they ignored factors such as health and climate difficulties.  “Conservative governments,” Sachs asserts, “used international advising to push programs that found no support at home” at the same time as aid budgets declined significantly (Sachs 82).  In order to eliminate poverty by 2025, as he insists is possible, Sachs believes that donors must significantly increase aid to support several types of capital investment.  By capital he means several broad categories encompassing health and nutrition, machinery and business facilities, infrastructure, good agricultural practices and healthy environments, well-functioning and trustworthy government services, and science and technology.  These types of capital investment must, he asserts, come in a package since focusing money on only one of them will not be effective at increasing growth.  In addition, donors must regularize the distribution of aid so that it is predictable and consistent.  Rich countries must remove trade barriers, Sachs argues, but aid in large amounts will still be necessary to reduce poverty in underdeveloped nations.  International cooperation through organizations like the Millennium Challenge, if donor nations actually follow through on their commitments and significantly increase aid, will solve the problem of poverty in the Third World, according to Sachs.  

Sachs’ arguments are not all wrong, but they are simplistic.  Aid to fund the initiatives he suggests, particularly technology transfers, education, and health, would indeed be helpful to underdeveloped nations.  However, given the continuously decreasing aid budget over the last 30 years in the United States and elsewhere, the likelihood of achieving the vastly increased aid budgets he suggests seems small.  In addition, some of the more successful formerly underdeveloped nations were able to prosper precisely because of the policies, such as protectionism and non-alignment, which Sachs criticizes.  It is not lack of interaction with developed or socialist economies that fosters corruption in underdeveloped nations after all.  Sachs also fails to consider the ideas that Wallerstein and others promote: that the policies of developed nations towards underdeveloped nations serve to benefit the developed nations, in spite of whatever rhetoric they use to justify the policies.  In addition, Sachs’ writing style is almost dumbed down and his presentations of ideas are oversimplified.  

Joseph Stiglitz worked as an economic advisor for U.S. President Clinton and then as Senior Vice President and Chief Economist for the World Bank.  As such, his criticisms and prescriptions for development policy come from within the established aid community.  Stiglitz, however, has been surprisingly critical of the policies of fellow aid organization, the IMF, and of the “Washington Consensus” which guided policy at the IMF and World Bank for the 20 years preceding his arrival there.  The Washington Consensus was a set of policies imposed by the IMF and World Bank on countries in need of loans because of economic crises.  In the Third World, the debt problems of the 1980s and beyond meant that most nations were repeatedly subject to the conditions imposed by IMF economists.  The policies prescribed by the aid agencies, also called structural adjustment, included privatization of state-owned enterprises, trade liberalization, and fiscal austerity.  Stiglitz argues that these policies were pursued based on ideological considerations, rather than because they were the most effective ways to promote growth in developing economies.  Washington Consensus policies, he suggests, ignored the importance of education and technology in promoting growth.  In addition, by mandating immediate trade liberalization, without regard to the promotion of export-oriented industry or the unfair trade policies of more developed nations, and immediate privatization of state-owned industry, without waiting for reasonable regulations to be put in place, and immediate cuts in subsidies without regard for where replacement food would come from, IMF policies may have created more problems than they solved.  “The IMF has done a good job of persuading many that its ideologically driven policies were necessary if countries are to succeed in the long run,” Stiglitz asserts, but much of the economic pain IMF economists viewed as signs of progress is avoidable (Stiglitz p. 36).  The IMF, he suggests, dictates policy to the nations it lends to without consideration for local conditions or consultation with local officials.  The imperial attitude of IMF officials combines with unnecessarily painful policy dictates to undermine their effectiveness by breeding resentment in local populations.  Further, Stiglitz argues, the conditionality of the loans from the IMF and World Bank “turn the loan into a policy tool” and “even reduced the likelihood of repayment” (Stiglitz p. 44).  Instead of dictating policy, aid organizations should simply reward nations in crisis who have good policies already and also ensure that domestic leaders have ownership over the economic plans which will help them recover from crisis situations.  Increased transparency and accountability for the IMF and World Bank would also improve outcomes and ensure a more equitable representation of interests.  Changes in economic policy should be more gradual and less ideological: some protection of developing industry, for example, is desirable.  Overall, Stiglitz criticizes the policies of the World Bank and IMF for being too harsh, requiring too much austerity, while not entirely disagreeing with their overall prescriptions for long-term growth.  

Stiglitz’s arguments about flaws in the Washington Consensus are clear and cogent.  As an insider in the aid agencies, he provides valid criticism from within the system.  He does not, however, envision an entirely new approach, and does not seem to take into full account the manipulation of aid programs by interests in already developed nations.  His suggestions would almost certainly improve the experience of the countries receiving “help” from the IMF and World Bank, however, and perhaps have a greater real-world chance of being taken up than many of the suggestions from other economists.  

Some of the economists discussed had their ideas put into practice, while others have only been influential in the realm of ideology.  Each has his flaws and strong points, but none have yet solved the problem of global poverty.  The arguments that seem most convincing and most likely to improve the situation of the poor advocate for increasing health and education funding, as well as ideas like land reform to lessen the power of the corrupt elites in underdeveloped nations.  In addition, remembering that aid and trade policies of developed nations serve their interests and not those of underdeveloped countries is a key part of evaluating proposed policies.  A healthy skepticism of the suggestions of the IMF and World Bank is definitely warranted.  Whether the relative economic health of world nations can ever be more truly equal is unclear.  While Gunder Frank and Wallerstein’s pessimism may be too extreme, given the economic growth of India, China, and some other Asian nations, the continued struggle of Sub-Saharan Africa  seems to support their position, at least for some regions.  At the very least, however, it must be possible to alleviate some of the suffering experienced by the poorest of the poor, if only those in developed nations try hard enough.  
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