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RESE1-\RCH ON
ECONOMIC DEVELOPMENT

A. SCOPE OF THE FIELD

Economic developmE~t has emerged as a separate

field of economics within the past fiftee~ years. Its central

concern is the process by which economies evolve and increase

their productivity. The present interest in economic devel

opment stems in large part from the emergence of a large

number of new nations whose major objective t s to incrl-~a5C

their levels of income as rapidly as possible. 1\10n.::; with

this growi:1g emphasis on development as a primary aim of

national policy has come a great increase in information

which makes possible a \-lide variety of empirical research ..

Economic development has also become a major

concern of nat-ional policy in the more advanced societ.i'2s

of Western Europe and North America. In these countries

the central problem is to maintain the relativ21y high

rates of growth that haVE: been achieved in t"::lt.:-: past and to

reduce the undesirable effects of excessive urbanization

which typically accompany the development ~2 ,) m<~tur('

industrial society. The emergence of new . '! •

~ Ih.~ ;.) r .l',.~ s of

development has also stimulated a recxanllnation ::.)~ tnt:

history of the advanced countries to identify t.hesimi

larities and differences between their earlier development

and the evolution of the underdeveloped countries tocay.
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The communist countries of Eastern Europe provide a

third major group in which the development process shows

significant differences as a result of the social structure

and ecohomic policies being pursued. There has been a great

deal of sltudv of the development of the Russian economy, buti ..

only 1n the past few years has a systematic analysis of

socialist development on a comparative basis begun to emerge.

The problems that havl..' received major attcnticm in the

study of economic development may be grouped under t.hree heads

(1) Sources of growth: the relation of increased output

to increases in foctor inputs (capital, labor, natural resources)

technological advance, and institutional changes.

(2) Structural change: shiits in the composition of

output, international trade and resource allocation that typically

occur in the process of development and the nature of the

causal relations among them.

(3) Effects of rising income levels on the composition

of demand, the location of economic activity; the distribution

of income, the rate of population increase, 2tC.

l\thcory of ucvelopmc:lt mU~jL cncompdsc: <\11 thfuL' of these

interrelated aspects to some extent and thev cannot be treated

in isolation. The brei\kdown 1S nevertheless useful .l.n con-

sidering the research agenda of the field.

Practically all br<:.mches !..>1 ('con~)mlCS ;l':'lVQ S~>nK rel,'vance

to the analysis of income growth and structural

lS impossible to delimit sharply the field of development.

In th(~ s·tudy of poorer countl.- ic s the fic Ie of deve lopment

normally includes consideration of a wider range of topics



•
-3-

such as s<.1vil:Q;-:; bC:l1avi':)r, fi:~cal policy, and iqt('rlliJtiDna]

trade -- than is customary j n t:ht.: study '.)f- cJrowth in aclvanc~:d

countries. The distinctlon is essentially arbitrary in both

cases~ and largely reflects the greater amounto[ empirical

work that :1al:ibeen done on the maturE:: ec~}nomit-'s.

Among other social sciences, the most closely related

fields are probably political development and demography.

These disciplines utilize a number of the economJ.c magnitudes

that arc analysed by e0onomists I and in t'.lrn study someot

the variables that are taken as given in models. of economic

development. Less clos'ely related are the parts of sociology

and anthropology concerned with the process of modernization·.

Their analyses are normally concerned with smaller social

units and their results are not so readily related to the

more aggregated variables typically used in (>conomic analysis.

B. RESEARCH TECHNIQUES AND ACCOMPLISHMENTS

The techniques of economic analysis have evolved from

the study of mature industr ia 1 societies. 1\8 disc\.:ssed

elsewhere, they include (1) deductive reasoning from purely

theoretical models; (2) quantitative analysis in either des-

CLiptiv( UI:' ~'conomctric farm; und(3) hj~,;t:)Lica] dnaJyS.1s.

Research on economic development attempts to apply these

techniques to a broad range of societies at different levels

of development for which alternative basic assumptions may• be more appropriate. In addition to adapting the standard

tools to a variety of SOCi(.llic1s, the

hilS led to more
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and development processes. The c~mparativc approach is

increasingly becoming the charactc>ristic feature of

research on economic development; it has in turn stimulated

new technical developments in eCO!lometric and hjst~)rical

method.

The character of development researci1 and its accom

plishments may be illustrated by four rna jor types ~)f study:

(1) analysis of development models; (2) cO'..lntry studi<.'s~

(3) inter-country comparisons; and (4) development planning.

1. Theoretical.Analysis of.Economic.Development.

TnE theoretical analysis of economic development

attempts to show the interrelationship of ch<Jnges in differ

ent economic magnitudes over time. For advanced economies,

the main focus of such studies has been to identify properties

of optimal growth paths under various welfare assumptions;

this type of analysis is treated elsEwhere. For the under

developed countries, the main purpose of deductive analysis

has been to discover var ious processes by which a.primitive

economy can start developing and to deterrnine possible causes

of changes in the economic structure.

The nature of these studies will be illustrated by

three types of theory\vhich utilize dif ferent approaches<o

They have in common an attempt to identif'l the effects of

assumptions that are appropriate for underdeveloped economies

but which are significantly different from the assumptions

usually made for advanced countries.
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a. Dual economy theories. One of the most fruitful

types of development model is based on a breakdown of the

economy into a modern of capitalist sector and a backward

or subsistence sector. In the pioneering study of Arthur

Lewis, the process of development is characterized by the

expansion of the capitalist sector, a consequent increase

in savings and investment, and a transfer of labor out of

low productivity rural activities to more productive occupa

tions in the modern sector. This general framework suggests

a number of testable hypotheses about the development

process. such as the conditions on which surplus labor

can. be removed from the subsistence sector, the rising

rate of savings and investment in the capitalist sector

and the behavior of relative prices. These have been explored

in a number of empirical studies for individual countries.

b. Balanced growth theories. The notion of "balanced

gro~th" is based on an assumption that complementarity or

relatively fixed proport{ons is the predominant feature of

the demand for final goods as well as for intermediate goods

used for further processing. On these assumptions, an

increase in total income will require that the output of

each sector of the economy be increased in determinate

proportions, modified only by the possibilities of external trade.

On the further assumption that t.rading possibilities are re-

latively limited, balanced growth theory implies that an

increase in income can only be secured by channeling labor

and capital in predetermined proportions to different economic

sectors. The failure of market mechanisms to p0rtorm this

allocative function adequately provides an explanation of

lack of growth, and the determination of the proper proportions

becomes an essential element in development planning.
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This type of theory contrasts with the neo-classical

model of general equilibrium, which assumes sufficient sub

stitutability among factors and products and sufficient

responsiveness in the economy to allocate resources according

to their relative productivity. The several versions of

balanced growth theory suggest an agenda for empirical

research which has not been pursued very far, so that its

practical value is largely untested.

I

c.! Diseguilibrium theori"es. Both the dual economy and

balanced, growth theories imply that contin':!ed development

will only take place if capital and labor flow in specified

proportions to different sectors of the ecpnomy and that

the market cannot be relied on to carry out this allocation

process efficiently. These ideas are carried further in

theories which assume that "structural disequilibrium" is the

normalcL.l1dition of underdeveloped economies and th~t the

pr ice mechanism must be supplemented by government int. er

vention to bring about continued growth.

This diagnosis is used to l!xplain and pn-'scl·ibe fpr the

chronic disequilibrium in the balance of payments that

characterizes many underdeveloped countrles. A- similar set

of assumptions leads to a focus on the shortage of entre

preneurs and decision making capacity as the key elements

in accc lerat.ing growth rather than an ov('ra 11 shortaCJc of

capital or natural resources. Most planning models are

based on some version of the disequilibri~m system, which

leads to what may be called a "bottleneck theoryll of development

in contrast to the classical focus on total resources and

technological improvement.
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2. Countries Studies.

The great bulk of empirical research on economic

development takes the form of studies of individual.

countries. The more traditional studie s are largely

descriptive: they attempt to put in his"CQrical perspective

the various factors that have affected the course of

economic development. More recently, country studies have

become more analytical and have attempted to provide a

test of one or more of the hypotheses derived in development

theory. A further refinement of this technique is to select

several countries which are similar in some respects (e.g.

cultural heritage, levels of income) so. that diffe~ences

in development performance can be associated with some of

the observed differences in the remaining factors.

country studies have contributed to the scientific

progress of development economics by narrowing the range

of plausible hypotheses and focusing on certain problems

as being characteristic of groups of countries. The des

cription of the development process in terms ot bottltmecks

and structural disequilibrium is supported by most studies

of countries in the course of development, such as those

of Latin America. In this region the failure of market

mechanisms and of government policy to maintainequilibriurn

in the balance of payments and the resulting distortion of

the productive structure emerge as more important impediments

to further growth than any overall shortage or resources.
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A second major characterstic that is highlighted

1n a numter of country studies is the prevalence of

regional inequalities and the tende:1cy of development

to be cOflcentrated in a few favored regions. Thi::>

empirical observation has focussed attention on the

regional aspects of develop"'Tlent policy and the probable

conflict between the social goals of maximizing total

income and increasing regional equalit'y'.

3. Intercountry comparisons.

The attempt to develop a separate set of assumptions

as a basis for development theory and to go beyond the

arbitrary classification of countries as "developed" or

"underdeveloped" has led to widespread quantitative

analysis of intercountry data. Interest in this approach

is heightened by the difficulties and limitations to !\1ore

traditional types of econometric analysis when applied to

underdeveloped countries. The available time series are

typically short and unreliable for earlier years, and

there has been relatively little success in estimating

economJ.c relations from t.ime series analysis. There is,

however, a rapidly growing body of data on the principal

economic magnitudes for recent years in fifty or more

countries.

The main objective of intc'rcountr-u analysis has

been to determine similarities and differences in the

economic structures of countries at similar income levels.

The work of Simon Kuznets in particula~- ha::.~ revealed

broad similarities in patterns of savinqs and investment,
. .. . ~ . . .-
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consumption, production, labor use and other structural

characteristics. One important result of this type of

analysls has been to dispel the notion of a discontinuity

betweC:::'n advanced and underdeveloped COui1tries, since

virtually all elements .show a continuous variation with

rising income. A second important result has been to

provide a basis for comparing the historical changes in

the more advanced coun tr ies to theprcsen t:.-Cl.)y pa t t.L~ Lns

o£ intercountry variation. The rise of the shar~ of

industry wi th rising income levels is. quite similar in

both cases, as is the fall in the share of agriculture.

Of equal interest are the differences among countxics

that are statistically associated with their- size, natured

resources and other characteristics. These findings

provide an empirical perspective for further "vork ory

development theory and policy.

4. Development Planning and Polj£y.

Tpe current interest in economic devel.oprnent is
j

largely due to its concern with governmenL policy. A

hi.gh proportion of research on development is aimed u.t

providing a better basis for decisions on resource

alloc<.1tion and other aspects of long term economic policy.

One of the most signif.ic21nt. developments has been

d(:~;; igned La de Lcrmine the ChOlt'VS d'l.:.l il able to pc..' 1 ic\·

makers. In concept, these planning Ynodels draw on the
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of resource allocation to policy decisions elsewhercln

the economy.

'1Wo types of research illustrate the tL-e!v::is ::.n this

field. i One is the development of mul,ti-s0ct_or, ·_-'(~C'l'.'r:t}·-

\.;ide models of the input-output type, which. ha,'(' :C'-;~".'

become the analytical core of the de~.T€lop:nent pl:.lns or

nF'iny countries in the pcocess of indust.C.1.21!zatL.-:'ln. ri~he

cln-renl usc of the:--;c nli)dcl~; i,~ to dctcnni!li..' ~ !" ,',:t: I -;j c-;;l'Y

.':Jlnor:g difft:~rent a~,pcct.s ',)f z\ Ll.\..>vel.,)[:ct.:'nL 'p:'uqr,.~'n, l

(-l~~~~e 1:~t~i!1gextended t~() Cil2tt;:~rmir1e the effec~i:s ;:)t CtJ_CCr-:l':1t;1

assu:npt.ions and to aid i~i t.}te search for r::Ol.~e ,:::f~~ect.i',

p2.ans.

A second type of study 1 S CanCETy~:d Wl th t-(:30~ll-cC

allocation 1,n a single sector, such as ,'lCV icull:lu'e or wa t (if'

resonrces.

cost Qr other criteria for re:-3oucce allocot ''::;11 '.4... lt:-an

sectors. The need to broaden the an.:t1 0 .L~; Lv (;:,cc-m;':'<1:::;s

indirect effects and sectoral interdepend,,'~e :is re.rlected

in more recent studies, which try to br.'

part.icli u.n.dlysis and over.:lll pl':lnnlny :r\h.~~·

A notable by-product of ,,"osearch on plann inq 1'10cl215

has been the refinement of the concept of Oppol.'tunity cost

model.

shadow pr ic ins has now bccc:nE' , stancL-:.::d :nt)l. (,:: d2"!'c: l_ODm.(~

planners.
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c. FUTURE RESEARCH

Dcv(.~lopment research ~s gradually shiftin9 from

the formula, :01~ Jf generdl theories based :::m ca.sual

empiricism to the testing of" hypothese;=- fro:n hl :"t8ri\...~a.i

and statistical data • A continuation af this t':'~·":ld

toward greater scientific rigor is highly desirable. To

achieve it will require organization of c~ntinuing

research groups which can invest in data collectior. and

push the analysis of problems beyond the typical one-man

effor t.

1. Probiemsfor study.

Almost every problem in economics needs to be re

examined in the variety of conditions that exist in the

underdeveloped countries. Priority in this research

agenda should be given to those areas in which the poorer

countries appear to differ most significa!itly from t.he

advanced countries and which can contribut'~m8st to an

overall understanding of the process of dcv...:}(}pment. The

following are examples of such priority areas ..

a. Production relations and the transfer of technology

Since the first requirement of development policy is tora~se

total output, a better understanding of production relations

in both the traditional sectors of agriculture and the

newer industrial sectors is needed. Work t:..> date suggests

that the transfer of technology from Illore adva!:.ced count:r.-jes

requires a variety of changes outside of ~10 9£oductive

unit in order to be ~£fecl:.ive. Research ir'. thi3 field will
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therefore have to look more In''jadly at. the social and '1.'<.:orwm14'

;environment than has so far been possible in most cases.

b. Acguisition of skills. Progress in under

standing the sources of increasing productivity has come

largely from a bctt.cr ident.iricat.ion of the human input.:;

into the production process. There is an urgent n(:ed to

measure the use of skilled labor in various sectors more

accurately and to evaluate alternative methods of supplying

these skills. No underdeveloped country has made more

than a beginning in t:-:.is type of anallysis.

c. Resource mobilitv. The disequilibrium theories

discussed above point to the difficulty of moving resources

to areas of greater need and high productivity as being a

significant difference between underdeveloped and advanced

countries. On present evidence, it is not clear whether

this relative immobility results primarily from lack of

knowledge, aversion to the risk of newacLivit-ies .. or mlS""

guided policies which prevent future needs from being

reflected in market incentives. Studies of labor markets,

entrepreneurial behavior, and the structure of prices

would all contribute to the explanation of this phenom~non.

d. Trade and development. Imports arc more

critical to developing countries than to mature ones because they

supply a variety of commodities that are otherwise unavailable

or "ould only be produced d~ llllWh hiqhl'r l'E}~:t. }inpol"l"d mac'hinl ry
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is also a major carrier of technological change. Some of

the greatest failures of development planning have occurred

in the estimation of import requirements and export possi

bilities. Since relatively little is known about the 10ng

tc'rm comparative advantage of underdcvclopE.!d cou'ntries,

efficiency considerations tend to be ignored in trade policy.

e. Taxation and savings. The optimal savings

levels derived from formal models are almost invariably

considerably above the rates actually achieved in developing

countries. Further study of the social and institutional

aspects of mobiliZing savinqs should lead to a more rcalisl.ic

specification of savings relations in formal theory as well

as to better policy measures.

2. Data and Methods.

The results of r,-~scarch over the- past f1 Cb~en year:::: an

these and other important problems must be considered rather

disappointing in relation to the interest and activity in

the field. The rclativ2ly low productivity of ulUch current

research ~;tcms in ltlrq<' purt from its limiLl·d :ical., dnd

lack of continuity. Perhaps three quarters of the t'esearch

on economic development (like that in other branches of

economics) consists of unrelated efforts of single indi

viduals working for six months or a year on ol.ff<.'renttopics.

The primary motivation is the publication af journal articles

rather than a cumulative attack on the central problems of

the field.



-14-

Serious work on most of the problems outlined above

requires a considerable investment" in basic data for

individual countries and groups of countries. In addition

to the type of statistics normally gathered by governments,

there is need for information on firms and households that

can only be collected by survey methods. As indicated

elsewhere (Morgan paper), there are considerable

economies of scale inherent in survey research that make

it much more attractive to a continuing research organization

than to an individual investigator. Only small bcqinninqs

have been made in a few countries (such as India) in developing

such information.

Within the next few years it shoul0 be possible

to have twenty-year series for a number of economic magnitudes

on a comparable basis in a large number of cou~tries. This

sort of data base would permit the testing of hypotheses as

to similarities and differences' in the development process,

using a combination of time-series and cross-section analyses.

These results would provide a much better foundation for

development theories .than now cxis':s. 'rhis approach can

also be extended to include political and sociological

variables that would permit some links to be made with the

study of political and social development.

Models for planning and policy purposes will be

. improved by the results of the empirical studies' suggested

above. The focus of policy analysis on the variables that are

central to decision making provides a further basis for

Establishing priorities for empirical work.
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3. Organization and Financing.

Much of the basic research in ec~nomic eevelopment

can only be done effectively in the countries concerned.

"There are currently perhaps a dozen significant non-governmental

economic research organizations ir; the undcrdcvC'lop0d

countries (notably India, Pakistan, Chile, Brazil, Argentina,

Israel, Uganda, and the Philippines) in which a beginning

has been made at~ata collection and systematic rcsearch~

Almost all of these groups receive American foundation

support. There is also a considerable body of governmental

research, particularly in planning groups, but only a small

portion of it is ilvailablc t~) outside scholars.

Foreign scholars wishing to study underdeveloped

countries can work much more effectively ill association with

a research group in the country. Increasing the number of

such <jroups and improving their qULllity ;1nd commitmlnt to

empirical work is one of the most important requirements for

better research on economic development.

A second organizational requirement is to strengthen

research groups in the United States and to support the

collcction or hasic data that l"d:i hI' mild." "J(~n.'r,1l1y availahl\.'.

The Yale Growth Center is the leading example of investment

in systematic data collection, but its exp~rience is not

yet long enough to judge the results of this experiment. It

is clear, however, that data collection and analysis should

go together and that several data centers with different types

of specialization will be needed. The pr8blem of ready access

to such data collections on an economical basis also needs to

be worked out.
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There are considerable economies of scale

inherent in most aspects ~f the basic research program

autlin<?,d above. The need t8 collect basic d.:ita, to

maintain ties with overseas research groups and to develop

comparative studies all argue for more organized research.

This trend should not lead to the regime~tation of indi

vidual scholars, but rather to the further development

of centers. for the comparative study of related problems.

The organizational models for such activities

will probably have to be found in the natural sciences.

There are few examples in economics of a balanced combination

of laboratory facilities (data base, computation center,

etc.) and broadly based individual research. The aim

should not be to replace the individual res6archer but

to make it possible for: him L) work mcn:~ effecl i'lL·ly.

I have not made any detailed estimates of the

cost of such a program. Taking rough orders of magnitude,

the total volume of non-governmental research on economic

development in the United States might rise t'rom an

t:xistinJ level of $3-4 million p,-'r year t~) $8-10 rnillibn

over a ten year period. The critical part of this program

would be to stimulate and support the collection of data

on a centralized basis for general use. A significant

part of the funds would be required to finance data

collection and research in the underdeveloped countries.
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D. SIGNIPlCANCE OF THE RESULTS

It is a conunonpl~c(; tlut th(.~ prDtJrcss o(

the poorer: countries is OLe of the maJor problems of

our time. Both technical possibilities and political

will make the prospects for finding solutions much

more promising than at any time in the past. To a large

and increasing extent, the ideas on which c~c~Jnomic policy

is based in the developing countries derive from research

1n the advanced countries, particularly the United St_ates.

The potential benefits of increased knowledge of economic

development are probably as great as in any branch of

social science.

Scientific research on economic developIYEnt

has been extremely dependent on American resources and

initiative. Not only has specializati~.m in this field

proceeded more rapidly in this country,. but various types

of empirical studies have also originated here. It 1.S

a common observation among Latin American Qc~)namists that

they can only get a regional perspective of their own

countries by corning to the U. S. for study. \'V'ith the

exception of Africa, the U.S. is also the first choice

for economic training of students in most .n thl.... under

developed countries.

The effects of this research effort are increasingly

visible in the policies of the developing countries. Since

the majority of senior economic officials in the under

developed countries have received their training in

\Vl.~stcrn insti tu ti ons I the trar:. s:ni ss ior: ar:d aC'2'2pt:ance of
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new ideas and planning methods has been quite rapid.

It is to be expected that these trends will continue,

and that the U.S.-based research activities in this

f~eld will continue to have a high payoff.

The policies of the advanced countries

attempting to assist the poorer nations have also

been significantly influenced by the growth of knowledge

about .economic development over the past two decades.

Although political factors have proved at least as

great an obstacle to technical improvements in aid

administration as in development policy, the basic

principles on which both multilateral and bilateral

aid programs are run have shown marked improvement in

tll~ past ten years.

Apart from its immediate applications to

policy making, increased knOWledge of the em nomic development

of different societies should he' of substa::"tial hencfit

to QCDIIOnUC sCiCnCL? as a wholC'. Its (,'[rt~ct. \"nuld bc tu

broaden the empirical base af econom~c an<:11ysis and to

make 'it less culture bound. In the longer term, much

of the work on non-Western countries should he.absorbed

into the other functional spec ialtiesaf e'conornics and

each would acquire a greater comparative perspective.


