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IN PRAISE OF DEVELOPMENT ECONOMICS 

A.P. THIRLWALL* 

1) The State and Status of Development Economics 

Over the years, development economics has probably suffered 
more intellectual abuse than any other branch of economics. More 
recently, obituaries have been written, most notably by one of deve-
lopment economics' most distinguished practitioners, Albert Hirsc-
hman (1981). The sophistication of the attack on this fledgling sub-
ject has been at different levels. At the lowest level has been the com-
ment that development economics is a soft option - a subject that 
economists interest themselves in if they cannot grasp the mainst-
ream branches of economics such as monetary economics; internati-
onal economics; public finance or whatever. According to this view, 
what people do is apparently related to some measure of their intel-
lectual ability, not to their interests or how they perceive the relevan-
ce of their subject. At a more serious level is the claim that develop-
ment economics is not a distinct sub-discipline of economics, but a 
hotch-potch subject with no theoretical structure or basis of its own. 
Finally there is the charge that whatever development economics 
may have been, it is now on the decline partly because it is running 
out of new ideas, and partly because the growing divorce between 
the promise of the subject and what it has achieved from a practical 
point of view has paralysed the defence against its critics. 

In this short essay I want to refute these claims and to argue that 
development economics is alive and well. To paraphrase Mark Twain: 
the reports of the death of development economics are grossly exag-
gerated. This is not to say that some development models and their 
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application may not sometimes have led developing countries astray, 
but on balance development economics can justify its existence and 
be proud of its achievements. 

The jibe that development economics is a soft option, attracting 
those who find mainstream economics too demanding, is easily co-
untered by the empirical evidence. If the growth of development eco-
nomics has done nothing else it has enriched the economics professi-
on by the men and women of calibre it has attracted and retained, 
and by the ideas they have generated. In the post-war years, develop-
ment economics has been, and still is, the intellectual and social chal-
lenge equivalent to the challenge of mass unemployment that attrac-
ted so many brilliant minds to economics in the inter-war years. Key-
nes once decribed what drew him to economics. It was, he said, its 
combination of the practical and the mathematical; of its potenti-
ality for good with its intellectual rigour. The nature of the challenge 
of development is very different, of course, from the challenge confron-
ting Keynes and other social scientists in the 1920s and 1930s. In the 
case of unemployment, resulting from a massive failure of effective 
demand, there was an orthodox theory with which to grapple which 
denied such a failure. The task was to formulate a theory to fit the 
facts, as well as to offer policy prescriptions. As it turned out, the so-
lution to the problem was to be costless: expand demand by creating 
credit and bring idle resources into play. The challenge of economic 
and social development is very different. We still lack a truly general 
theory of development, but there is no glaring dichotomy between 
the various existing (complementary) development theories and the 
observed facts. The mainsprings of growth and development are well 
known: increases in the quantity and quality of resources of all kinds. 
Countries are poor because they lack resources or lack the willing-
ness and ability to bring them into use. Above all, the problems posed 
by underdevelopment cannot be solved costlessly. The catalogue of 
economists who have turned their fertile minds to the Third World reads 
like a Who's Who in Economics. It is invidious to single out names, 
but I will do so nonetheless to rebut the arrogance of those who main-
tain that development economics somehow attracts a lesser breed. 
Distinguished economists that immediately come to mind are Jag-
dish Bhagwhati; Hollis Chenery; Albert Hirschman; Harry Johnson; 
Nicholas Kaldor; Michal Kalecki; Simon Kuznets; Harvey Lei-
benstein; Arthur Lewis; Gunnar Myrdal; Ragnor Nurkse; Raul Pre-
bisch; Joan Robinson; Paul Rosenstein-Rodan; Walt Rostow; The-
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odore Schultz; Amartya Sen; Hans Singer, and Jan Tinbergen. My, 
apologies to those who I have left out. 

Let us now turn, therefore, to the claim that there is no basis for 
a distinctive development economics; that the subject is bogus lacking 
its own distinct theoretical modus vivendi. Sir Arthur Lewis (1984) has 
recently argued that there is no unbridgeable gap between development 
economics and the economics of developed countries, but differences 
between the two sets of countries are also large particularly in relation to 
the allocation of resources and matters relating to long term growth. 
It is not accidental that social cost benefit analysis has been largely 
developed and refined within the context of developing countries, nor 
that developing countries have been the breeding ground for theories of 
tendencies towards disequilibrium in economic and social systems - the 
familiar cumulative causation and centre-periphery models of growth 
and development. But, as Lewis says, the central task of development 
economics is to provide a general framework for an understanding 
of the pace and rhythm of growth and development. As he puts it 
"the economists' dream would be to have a single theory of growth 
that took an economy from the lowest level past the dividing 
line up to the level of Western Europe and beyond or to 
have at least one good theory for the developing economy . . . . to 
the dividing line". This is what development economics is all about. 

I think that most people would, agree that poor countries do 
differ from the rich in such a way that different concepts, models 
and theories are required to understand their functioning in many 
respects. But even if the need for a separate economics could not be 
established, would this jeopardise the status of the subject? There is 
a strong case, if only in the interests of scientific respectability, for 
thinking of economics as a unified body of theory and doctrine, and 
not a subject of compartments. What leads to eompartmentalisation 
is the wide diversity of subject areas, which then leads to the desc-
riptive labels of monetary economics, labour economics, regional 
economics and so on, but all these subdisciplines employ a large 
measure of theory which is common to economics as a whole. What 
distinguishes the sub-discipline is first and foremost the area of app-
lication and only secondarily the distinctive theory. Whatever criti-
cism is levelled at development economics on this score might equally-
be levelled at other branches of economics. Moreover if the criticism 
is justified, it is certainly not damning. Any contribution that a sub-
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discipline makes by way of theoretical development enriches econo-
mics as a whole, and may well have applications elsewhere. I will 
give later some examples from development economics. 

It is the fact that economics is such a broad church which makes 
conventional definitions of the subject so unsatisfactory, hiding more 
than they reveal. I have always preferred the definition of economics 
(attributable, I think, to George Stigler) that "economics is what 
economists do". By analogy, "development economics is what deve-
lopment economists do". Even casual acquaintance with the deve-
lopment literature indicates that they do a number of things which 
other economists do not do, and in the process they both invent new 
models, and adapt and modify existing theory in the light of circums-
tances. What unites them in the final analysis is their desire to unders-
tand, through the application of economics and related knowledge, 
the economic transformation of societies from a sta.te where the pe-
ople are hewers of wood and drawers of water to a state where they 
ultimately die of excessive consumption. Or as Lewis (1984) has put 
it more directly "development economics deals with the structure 
and behaviour of economies where output per head is less than US$ 
2000." Development economics has carved out a distinctive niche for 
itself, and by this criterion it is no less a separate and respectable sub-
discipline than any other branch of economics. 

The alleged decline (and imminent death) of development eco-
nomics is attributed to a number of factors, given different empha-
sis by different writers. I will mention Hirschman's preoccupations, 
who seems to be the practitioner who has rung the alarm bells most 
vigorously. Hirschman argues that development economics was ori-
ginally born out of a rejection of monoeconomics (the universality 
of neoclassical economics) on the one hand and of neo-Marxism on 
the other which asserted that economic relations between developed 
countries and less developed countries could only lead to the deve-
lopment of underdevelopment. The two themes at the forefront of 
the rejection of monoeconomics were "rural underemployment" and 
"late industrialisation" - the latter demanding activist state interven-
tion. In terms of policy, the major strategic themes pursued have 
been: emphasis on industrialisation; rapid capital accumulation; 
mobilisation of underemployed manpower, and planning. Hirsch-
man's first explanation of the demise of development economics is 
the resurgence of the neoclassical orthodoxy and the rejection of the 
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view that there is a separate economics applicable to poor countries 
as distinct from the developed. The defence of monoeconomics has 
been buttressed by the observed success of some ostensibly free mar-
ket developing countries, such as South Korea, Hong Kong, Taiwan 
and Singapore, and the "failure" of planning in others. Early deve-
lopment economics not only asserted the need for a separate econo-
mics, but also believed that the integration of developing economies 
into the world economy would bring material benefits to both rich 
and poor alike. Hirschman's second explanation for the demise of 
development economics is that the subject has not only come under 
attack from the neoclassical school, but also from neo-Marxists who 
reject the claim of mutual benefit. Thus, development economics 
is being squeezed, vice-like, from both ends of the politico-economic 
spectrum. There is no need for me to attempt a rehabilitation of de-
velopment economics on traditional lines since Amartya Sen (1983) 
has already done so, at least as far as conventional policy prescrip-
tions are concerned. He shows from the international evidence that 
with reference to growth, the emphasis on capital accumulation and 
industrialisation is not misplaced. On planning, the evidence of "suc-
cess" is mixed, and that attempts to undermine the surplus labour 
theme have not been successful. Growth performance is closely cor-
related with the utilisation of surplus labour. Apart from empirical 
defence of the traditional preoccupations of development economics 
however, a healthy subject ought also to be able to withstand attacks 
from critics by persuasive a priori argument. I am not convinced that 
the defence has collapsed. Those defending the rejection of monoeco-
nomics have not retreated into their shells in the way described by 
Hirschman, and the number of those who disagree that there is mu-
tual benefit from country interaction is still relatively small. It is not 
conceivable that the majority of developing countries would be ab-
solutely better off isolated and autarchic, although this is not to say 
that some 'delinking' may bot be desirable and that the distribution 
of the gains from integration and interdependence could not be more 
equitably distributed. 

Some associate the decline of development economics with the 
observation that, compared with the early days, the number of new 
ideas has declined. Apart from the fact that this is inevitable in any 
subject after its initial birth and growth spurt, it is also true of other 
fields of economics. Economic theory, and particularly macro-eco-
nomic theory, has never been in such disarray with its general rejec-
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tion of Keynesian economics and a reluctance to admit the existence 
of involuntary unemployment and that the existence of money makes 
a fundamental difference to the functioning of real economies. 

Also, as part of the obituary, there is said to be a disillusion with 
development economics; that it has not produced the results expec-
ted of it. As Hirschman (1981) puts it, these countries were "expec-
ted to perform like wind-up toys and 'lumber through' the various 
stages of development single-mindedly" "these countries were 
perceived to have only interests and no passions". If the expectations 
have not materialised, whatever they may have been, this may have 
something to do with the practitioners, but probably has more to do 
with the expectations being unrealistic - another case of academic 
wishful thinking driving out economic common sense. This may have 
something to do with the modern generation of development economists 
losing their historical sense and perspective. It is easily forgotten that 
while the rich-poor country divide may be a relatively recent pheno-
menon, it has taken two hundred years for the present developed 
countries to transgress from Rostow's traditional stage to economic 
maturity and high mass consumption. Lewis (1984) has bemoaned 
the loss of historical perspective which he attributes to the poor tra-
ining of economists: "if our subject is lowering its sights, this may be 
because the demise of economic history in economics departments 
has brought us a generation of economists with no historical back-
ground. This is in marked contrast with the development economists 
of the 1950s, practically all of whom had had some historical training, 
and guided by Gerschenkron and Rostow, looked to history for 
enlightenment on the processes of development". In thinking about 
the ingredients of the wise development economist, I am reminded 
of Keynes's description of the master economist in his essay on Alf-
red Marshall (Keynes, 1933): 

"The study of economics does not seem to require any speciali-
sed gifts of an unusually high order. Is it not, intellectually regarded, 
a very easy subject compared with the higher branches of philosophy 
and pure science? ... An easy subject at which few excel! The para-
dox finds its explanation, perhaps, in that the master economist 
must possess a rare combination of gifts. He must be mathematician, 
historian, statesman, philosopher - in some degree. He must unders-
tand symbols and speak in words. He must contemplate the particu-
cular in terms of the general, and touch abstract and concrete in the 
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same flight of thought. He must study the present in the light of the 
past for the purposes of the future. No part of man's nature or his 
institutions must lie entirely outside his guard. He must be purpose-
ful and disinterested in a simultaneous mood; as aloof and incorrup-
tible as an artist, yet sometimes as near the earth as a politician". 

To be useful, the development economist should have at least 
some of these ingredients and instincts in good measure, particularly 
a strong historical sense combined with technical ability. 

2) The Innovative Contributions of Development Economics 

I turn now to what I consider to be the major innovative contri-
butions that development economics has made both to economics at 
large and to an understanding of the development process and cons-
traints on it. I shall then dicuss one or two of these contributions in 
more detail. New models, concepts and ideas invented by develop-
ment economists include: the concept of the low level equilibrium 
trap; the theory of the big push; models of dualism; the theory of 
circular and cumulative causation; the concept of dependency; the 
concept of growth poles; models of population and growth; models 
of rural-urban migration; refinements to social cost-benefit analysis; 
the notion of immiserising growth; models of structural inflation; 
the concept of dual gap analysis; and so one could go on. None of 
these innovations has been borrowed from other branches of econo-
mics, but other branches of economics have borrowed liberally from 
the expanding tool kit forged by development economists. Internati-
onal economics is no longer taught within the straightjacket of equi-
librium economics. Labour economics has taken on board the con-
cepts of dualism and dual labour markets, while structural inflation 
and dual gap analysis are part of the language of macroeconomics. 

For an understanding of the functioning of developing countries, 
and the macro-constraints on their growth, I believe that the concept 
of dual-gap analysis has been one of the most valuable insights, pio-
neered originally by Hollis Chenery and his associates and extended 
by Ronald McKinnon and Henry Bruton among others. It recognises 
foreign exchange as a resource, and the lack of substitutability between 
domestic and foreign resources purchasable with foreign exchange, 
which then leads naturally to a questioning of the benefits of free 
trade if simultaneous internal and external equilibrium cannot be 
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guaranteed. In other words, it has profound implications for the way 
the gains from trade are evaluated; whether from the classical stand 
point of real resource augmentation or according to the augmenta-
tion of foreign exchange. It is impossible to understand countries' 
growth and development experience without reference to their tra-
ding sector, as Alfred Marshall taught us long ago, but more expli-
citly without reference to their ability to export relative to the pro-
pensity to import determined by the tastes of consumers and the im-
port requirements of domestic output. My own view is that a comp-
lete rewriting of trade theory is long overdue recognising explicity 
in the light of dual gap analysis that the gains from specialisation may 
be more than offset by the under utilisation of resources imposed by 
a foreign exchange constraint. 

Partly inspired by dual gap analysis, I have tried to develop and 
apply in a series of papers (e.g. Thirl wall, 1979, 1982a, 1982b) what I 
call a country's balance of payments equilibrium growth rate both 
with and without capital flows. In the model without capital flows, 
growth is assumed to be demand constrained by foreign exchange 
earnings on current account to which the supply of resources will 
adapt, at least in the long run. Outside the oil surplus countries of the 
Middle East, there can be few, if any, countries, that could not uti-
lise more resources productively given the greater availability of 
foreign exchange. Idle men, idle machines and current account defi-
cits are all too common features of developing countries. In the model 
with capital flows, growth is also foreign exchange constrained, but 
depends on the willingness and ability of the country to finance an 
ever-growing balance of payments deficit on current account. The 
distinctive contribution of dual gap analysis to development theory 
has been to emphasise that the role of foreign borrowing in the de-
velopment process is not only to supplement domestic saving but also 
to supplement foreign exchange if that is the dominant constraint on 
growth. In addition, the concept has wider applicability. For it only 
requires one country in the world economy not to be foreign exchan-
ge constrained (i.e. supply constrained) for all other countries to be 
so, which has profund implications for the conduct of international 
monetery relations if world growth is to be maximised. At the present 
time, it is the deficit countries that are forced to adjust, imparting 
deflationary bias in the world economic system. This was certainly 
not Keynes' vision in his plans for an International Clearing Union 
which would have penalised countries running persistent surpluses. 
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The second important innovative way of thinking that I would 
like to mention is MyrdaFs thesis of the principle of circular and cu-
mulative causation as a challenge to static equilibrium theory. When 
economic and social differences emerge between nations, or regions 
within nations, there are indeed powerful forces brought into play 
which tend to perpetuate or even exaggerate those differences which 
equilibrium theory denies, based as it is on the assumptions of uni-
versal constant returns to scale and. diminishing returns to individual 
factors. We need to understand better the endogenous processes by 
which cumulative divergences take place, and how such tendencies 
might be arrested, but experience teaches a great deal already. We 
can see how skilled and educated laboui flows from poor and disad-
vantaged countries to richer pastures. I know particularly well the 
predicament of the Sudan, which regularly loses skilled and educated 
manpower to Saudi Arabia and the Gulf States such that more than 
one million Sudanese now work outside the Sudan compared to a 
total workforce of six million. We can see how the terms of trade 
have tended to deteriorate for primary commodities and for the de-
veloping countries whose export trade is largely based on primary 
commodities (see Spraos, 1980; Thirl wall and Bergevin, 1983). Nor 
is it difficult to envisage the difficulties faced by poor countries 
with a limited domestic market in establishing industries with favou-
rable demand characteristics in world trade. The force and pervasive-
ness of increasing returns and induced productivity growth are very 
powerful in industrial activities. Factor movements and trade both 
work to the relative disadvantage of those nations or regions that 
start weak. How to incorporate these tendencies into economic the-
ory, and to arrest these inherent obstacles in practice, is one of the 
greatest challenges facing development economics and policy makers 
in developing countries. 

Within the developing countries, a major policy objective is (or 
ought to be) the reduction of high levels of unemployment and under-
utilised labour. In this respect the models of rural-urban migration 
initiated by Todaro (1969, 1971), have offered important insights into 
the evaluation and direction of policy. The beauty of the Todaro 
model is that it permits the calculation of critical migration elasticiti-
es with respect to the expected urban-rural wage differential below 
which employment creation programmes in urban areas will reduce 
unemployment, and above which unemployment will increase beca-
use the increase in labour supply exceeds the increase in employment. 



102 A. P. THIRL WALL 

I would like to take this opportunity, however, to make two small 
points of clarification, mainly for pedagogic purposes. First, the pro-
bability of getting a job in the urban sector is not statistical probabi-
lity since by the way probability is measured the parameter is not 
bounded between zero and unity. Perhaps the "chance" of getting a 
job would be a better word to use. Secondly, the critical elasticity that 
Todaro originally derived is the elasticity of urban labour supply re-
sulting from migration (SM / W) not the elasticity of migration itself 
(dM / M), yet most empirical studies estimate the latter. It is easy 
enough to transform the one into the other, but given realistic para-
meter values the critical elasticity of labour supply above which unem-
ployment will rise is some twenty times smaller than the elasticity of 
migration itself. Many textbook treatments of the basic Todaro model 
do not make this important distinction which causes confusion. The 
important policy implication of the model is that a major part of de-
velopment strategy needs to concentrate on improving conditions in 
the rural sector of developing economies. This also ties in with the re-
cent basic needs approach to development; Sen's (1981) stress on en-
titlements and capabilities, and the rehabilitation of the importance 
of the agricultural sector in economic development. 

3) Lessons to be Learnt 

Despite the considerable achievements to its credit, development 
economics cannot escape some of the blame for policy failures, parti-
cularly for the neglect of agriculture by many developing countries 
in the 1950s and 1960s. Economists bear an unusually heavy respon-
sibility in the world of practical affairs. As Keynes reminded us, alt-
hough practical men think they are immune from intellectual influ-
ences, they are invariably the slaves of some defunct economist. In 
the case of agricultural neglect, I believe the development thinking 
and policy have become too much the slaves of Arthur Lewis's (1954) 
paper 'Economic Development with Unlimited Supplies of Labour.' 
Sir Arthur cannot himself be blamed for any misinterpretation of his 
model, or the uses to which it was put, but two central ideas from the 
paper unfortunately gelled. The first was that low food prices are 
beneficial for industrial growth; the second was that the industrial 
real wage is fixed at the level of urban subsistence, with no margin 
of variability depending on the techniques of production used. Le-
wis's model is a classical model in which growth depends on reinvest-
ment of the capitalist surplus. Growth is limited by investible resour-



METU STUDIES' IN DEVELOPMENT 103 

ces not demand. Anything which eats into the capitalist surplus di-
minishes growth. The whole discussion in Lewis centres around ch-
ecks to the expansion of the capitalist surplus and particularly on how 
a deterioration in the industrial terms of trade will reduce the rate 
of capital accumulation and labour absorption. A rise in food prices 
means more industrial goods must be exchanged for a given quan-
tity of food with less 'surplus' for reinvestment. Even a rise in agricul-
tural productivity which raises real income in the rural sector will 
impair industrial growth by forcing up real wages in industry. A com-
bination of classical thinking, and. the idea perpetrated by sociolo-
gists that peasants have limited horizons and backward bending 
supply curves of effort, bear a major responsibility for the neglect 
of agriculture and a disequilibrium terms of trade between agricul-
ture and. industry, which has damaged both sectors. The basic weak-
ness of this early Lewis model is that there is not trade between sec-
tors, and no recognition of the complementarity between sectors. 
Johnson and Mellor (1961) recognised this worrying feature of the 
Lewis model many years ago when they perceptively remarked "one 
of the simplifying assumptions of the (Lewis) two sector model is 
that expansion of the capitalist sector is limited only by a shortage 
of capital Given this assumption, an increase in rural cash income is 
not a stimulus to industrialisation but an obstacle to expansion of 
the capitalist sector". They continue "there is clearly a conflict bet-
ween emphasis on agriculture's essential contribution to the capital 
requirement for overall development and emphasis on increased farm 
purchasing power as a stimulus to industrialisation. Nor is there any 
easy reconciliation of the conflict". 

It would be wrong, of course, to give the impression that eco-
nomists have not appreciated the need for an integrated model of 
agriculture and industry with emphasis on the complementary link-
ages between the two sectors (e.g. see Nurkse, 1962), although it wo-
uld be equally true to say that the importance is still not widely app-
reciated. In the 25th anniversary issue of the Manchester School of 
Economic and Social Studies (1979), celebrating the publication of 
Lewis's original paper, none of the papers there comes to grips with 
the fundamental deficiency of the classical (or for that matter the 
neoclassical) approach to development, namely the neglect of comp-
lementary demand. My own attempt to construct such a model is 
still in draft (see Thirlwall, 1984), but I can state its essence. The 
simple message is that what is important is the attainment of an equ-
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ilibrium terms of trade which balances supply and demand in both 
sectors of the economy so that industrial growth is neither supply 
constrained by a shortage of capital or demand constrained by a 
shortage of purchasing power. Agriculture must grow in line with 
industry to ensure this equilibrium. 

The second unfortunate hangover from the Lewis model was the 
idea of a 'fixed' real wage in industry. This assumption was used in 
the early choice of technique models of Dobb (1955) and Sen (1960) 
showing a clash between maximising employment on the one hand 
and saving on the other, and that if societies desire a higher level of out-
put in the future they must sacrifice employment and use capital in-
tensive techniques. In the early years of capital intensive industri-
alisation programmes in many developing countries, this was the 
explicit justification used by policy makers, combined with the belief 
that capital intensive techniques also have lower capital-output ratios so 
that the use of labour intensive techniques would also involve a sacrifice 
of current output for a given level of investment. But the apparent conf-
lict between employment and saving rests on the assumption that the 
wage is fixed irrespective of the capital-labour ratio, so that the wage 
bill is assumed to rise linearly with the level of employment. If wor-
kers are willing to accept lower wages with more labour intensive tech-
niques, however, the conflict disappears. The question of willingness, 
and the margin between the actual wage and the acceptable wage, 
is an interesting empirical question analogous to the question that 
needs to be asked in developed countries to determine the level of 
involuntary unemployment: "would you work at the same money 
wage, or at a lower real wage if necessary, given the opportunity'? 
The fascinating work on techniques of production, by Howard Pack 
and others (see Pack, 1982) shows that there is a range of profitable 
substitution possibilities. What we do not know is the extent to which 
workers would accept a different wages structure on more labour 
intensive techniques to preserve the aggregate level of savings from 
profits for investment and a higher level of future output. The impor-
tant point is that the industrial real wage should not be treated as 
inviolate in the discussion of the choice of techniques. 

Another unfortunate feature of early development economics 
was that it was never very specific about the ends of economic deve-
lopment; or rather the ends were specified in broad aggregate terms 
with the implicit underlying assumption that a rise in the aggregate 


