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ABSTRACT 

Between 1950 and 1986, the annual rate of economic 

growth was 2.54 percent, up from the 1.6 percent estimated 

for the previous 100 years. However, the oil shock of 1974 

and the extended recession beginning in 1979 reversed 

growth rates in many of the middle-income and poor 

countries. Throughout the entire period, the gap between 

the wealthy countries and the rest of the world widened. 

Calculations based on levels and rates of growth indicate 

that only about ten countries will be able to catch up to 

the rich in the next century. 

Explanations of growth, or the lack of growth, during 

the post-war era emphasize either internal or external 

determinants. This study utilizes a variant of world 

systems theory, emphasizing external factors, with alterna

tive hypotheses coming from convergence theory. According 

to world systems theory, transnational corporations (TNCs) 

have eclipsed trade as the primary growth-inhibiting link

age between core and peripheral states. 

The present study extends world systems theory by 

taking into account the long cycles of the world system. A 

trade concentration variable is added to the equation to 

reflect dependency theory's assertion that trade has been 

the primary inhibiting linkage between core and non-core 

states. 

--- -------------------------- ---
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The expansion and contraction of the world economy is 

shown to have a powerful impact on growth. During the 

period of expansion the degree of TNC penetration into a 

country's economy has a strong negative effect on economic 

growth; however, during the downturn TNCs are irrelevant to 

growth. This supports the claims of world system theorists 

in that the opportunity for middle-income countries to 

close the gap with the rich countries arises during a world 

economic contraction. Trdde concentration has its negative 

effect during the downturn yet is not important during the 

upturn. Further examination of the data reveals, contrary 

to world systems expectations, that relative to other 

countries, the middle-income countries fare the best during 

the world economic expansion and the worst during the 

contraction. 



CHAPTER 1 

ECONOMIC GROWTH AND DEVELOPMENT 
IN THE CAPITALIST WORLD SYSTEM 

Introduction 

Rapid economic growth such as that enjoyed over the 

14 

last 37 years is a relatively recent event. The capitalist 

world system was over 300 years old before the countries 

that are presently developed began the economic expansion 

that significantly widened the gap between rich and poor 

countries. From the first half of the last century until 

the middle of the twentieth century, the industrialized 

nlarket economies of Western Europe, the United States, 

Canada, Japan, and Australia maintained an average annual 

economic growth rate of 1.6 percent (Kuznets 1972:19). 

Sustained rapid economic growth, however, did not appear 

worldwide until the post-World War II era, during which 

time the entire world achieved a rate of 2.54 percent. 

Great civilizations of the past certainly accumulated 

vast wealth, but the exact value of their wealth and the 

rate at which it was produced remains open to debate and 

difficult to compare with contemporary data. In fact, 

little is known about the size of most countries' economies 

as recently as the last century. Estimates that are proba-

bly somewhat accurate have been conjured, but these figures 

only provide data for the wealthier countries and the more 
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affluent of their colonies (see Appendix A). Even without 

knowing the exact size or rate of economic growth of past 

centuries, it is probably true that the world economy 

remained more or less stagnant for the last millennia. 1 

A speculative example can demonstrate how the above 

statement can be supported. Both the GNP/pc and the growth 

rate used in the example are low to make it more likely 

that the proposition that growth is a recent phenomenon 

will not be sustained. If in the year 990 a country had a 

GNP/pc of $100 (in present-day value), it would have been 

$400 below the cutoff between low income and lower-middle 

income countries as defined by the World Bank. 2 If this 

country were able to achieve a growth rate of .8 of 1 

percent, half the annual average rate of economic growth 

that will be achieved about eight centuries later by the 

industrial market countries during their century of "unpre-

cedented" growth, it would only increase its GNP/pc by 

about $8 by the year 1000. In present-day terms this 

country would still produce only one third of the mean 1950 

GNP/pc of the poorest countries. 

lThis example follows the logic of the discussion of 
growth in historical perspective offered by David Morawetz 
(1977:12) and Michael Lipton (1977:29-30). Lipton (1977) 
also provides interesting accounts of how various scholars 
have estimated the living standards of ancient 
civilizations. 

2The World Bank division of countries into income 
groups is discussed in detail in Chapter 3. 
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One hundred and sixty years later, about the time 

Oxford University was founded, the level of the gross 

national product per head would have risen to $372. As a 

point of comparison, this would place the country at about 

the level of Lesotho and Sri Lanka in 1986. Not until the 

middle of the thirteenth century will the country have 

moved into the Morld Bank's Middle Income yroup. As the 

Aztecs are building their capital in south central Mexico 

and Florence is establishing itself as the world's art 

center, growth is pushing the country into the Bank's Rich 

group (over $2000). In 1453, the country crosses an output 

level attained in this century by only the oil countries 

($21,500), and within a few decades the GNP/pc is higher 

than any level ever attained. Finally, in 1990, after 1000 

years of .008 percent annual average growth, the country 

arrives at a GNP/pc of $288,757. It should be added that 

the increase from $100 to almost $300,000 cannot be attri

buted to inflation, because the formula used in the example 

assumes a zero percent inflation rate. This illustration 

provides strong evidence that prior to the century of rapid 

growth experienced by the industrial market economies, 

growth, if it occurred at all, was well below the .008 

level. From this perspective, then, the 2.54 rate of 

economic growth over the past 37 years has been phenomenal. 



A second characteristic of growth in the capitalist 

world system has been its uneven nature. As Figure 1 

shows, the gap between the mean GNP/pc of the rich coun

tries and the poor and middle income countries during the 

post-World War II era has more than doubled. With few 

exceptions, every year that passes, the gap widens. 

Furthermore, examination of the correlation coefficient 

(r=.93) of country rankings of GNP/pc in 1950 and 1986 

discloses that very little change in the rankings has 

occurred. 

17 

From the above description, it might be deduced that 

the capitalist world system expands and as it does, wealth 

becomes ever more maldistributed. The rich get richer 

while the poor get poorer. However, as will be shown, 

between 1950 and 1986 every country for which there is data 

attained a positive economic growth rate. Thus, one of the 

criticisms of such assertions about the gap has been that 

the apparent impoverishment of the poor is a chimera. The 

rich have been getting richer, but so have some of the poor 

countries. 

In 1972, at the International Economic Association 

conference held at Bled, Yugoslavia, Simon Kuznets opened 

the proceedings with a discussion of the gap between rich 

and poor countries. The importance of the gap, he argued, 

lies in the fact that it has not been an isolated 

----------- ~-~ ----



Figure 1. The Gap Between Rich, 
Middle-Income, and Poor Countries 
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occurrence and it has shown signs of worsening. If the-gap 

were large, yet the poor group included only a very few 

countries, discussion of the problem would be of limited 

interest. Even if the number of people were great, yet 

they resided in only one country, the problem would be seen 

as idiosyncratic. Since the poor countries are so numer-

ous, their numbers su great, and their poverty so persis-

tent, the condition is not easily ignored. 3 

The focus of the chapters that follow is a descr.iption 

of and an explanation for the seemingly peculiar charac-

teristics of economic growth in the post-World War II 

epoch. Growth has been peculiar in the sense that world 

economic growth, participated in by almost all of the 

countries of the world, has resulted in the widening of the 

gap between rich and poor countries. The data set improves 

on previously available data sets in that it contains 

annual gross national products per capita between 1950 and 

1986 in constant 1974-1976 United states dollars. While 

David Morawetz' 1976 study commissioned by the World Bank 

demonstrates resourcefulness in estimating GNP/pcs for 

1950, the data set displayed in Appendix A presents actual 

3For a full discussion of the characteristics of the 
gap, see Simon Kuznets, "The Gap: Concept, Measurement, 
Trends," The Gap Between Rich and Poor Nations. Gustav 
Ranis ed. London: The Macmillan Press, LTD. 

---------- -- -._. 
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GNP data. 4 Historical data from 1870, 1913, 1938, and 1948 

have been added to the annual series, allowing for an 

appraisal of longer-term growth trends. s 

Explaining Growth 

While cautioning that there are drawbacks involved in 

relying on GNP/pc as a measure of development, it is evi-

dent that economic growth has occurred in most countries 

since World War II. Two contending paradigms have emerged 

to explain this growth and development. The first is the 

world system paradigm, and the second is the convergence 

paradigm. Both of these paradigms are concerned with 

national development and not solely the growth of the 

GNP/pc. While this study focuses on the characteristics of 

growth of the gross national product per capita, the larger 

issues involved in the process of national development--

the provision of basic needs--will not be ignored. 

The world system paradigm posits that the countries of 

the world fall into three groups and that each of these 

4Morawetz was able to estimate gross national products 
in 1950 by calculating a growth rate for gross domestic 
products between 1950 and 1960, then working backwards from 
1960 GNPs he reconstructed the 1950 figures (Morawetz 
1977:80). 

5The sources of the data, as well as a description of 
the computations used to produce national account 
statistics, are given in Appendix A. Problems associated 
with the GNP are discussed in Chapter 3. Unless otherwise 
noted, all data presented are in 1974-1976 United states 
dollars. 
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groups is related to the other in a hierarchical pattern. 

The rich, industrialized, and militarily stronger countries 

constitute the core group. Many of these countries gained 

their core status through the riches they derived from 

colonialism. The poorest, most often agrarian countries 

which have not industrialized belong to the periphery, the 

weakest tier in the hierarchy. Finally, those countries in 

the middle group are considered the semiperiphery. The 

semiperiphery is characterized by an economic base that 

combines core industrialization and peripheral agriculture. 

To the periphery they act as core countries, but in trans

actions with the core they are exploited. 

Each of the three tiers serve a necessary function in 

the world system: the periphery supplies raw materials, the 

core manufactures, and the semiperiphery acts as a buffer. 

When discussing growth patterns in the postwar period, the 

asymmetrical relations between the three groups serve to 

reproduce the tiers of the system and the unequal distribu

tion of world resources. To proponents of the world system 

paradigm, the study of development revolves around how the 

asymmetrical relations between the tiers can be overcome 

such that a country can develop. 

The second paradigm, convergence, offers an alterna

tive explanation for the uneven distribution of world 

resources. This paradigm is the framework upon which 

----------- ---- ----
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economists and moderrtizationists hang their hypotheses. 

The countries of the world are viewed as having arrived at 

different stages or levels of growth in a development 

process which begins with a traditional phase and ending in 

a modern industrial society. The present inequality 

between nations is simply due to the fact that some 

countries began the process earlier and in some cases are 

faster developers than others. 

To the proponents of the convergence paradigm, the 

long-term pattern of development leads to the "convergence" 

of all countries to the rather homogenous stage of modern 

industrial society. The study of development is reduced to 

an understanding of the process that leads to modernity so 

that obstacles along the way can be removed. Economic and 

political linkages between the rich and poor countries are 

viewed as an important fountain of resources from which the 

poor can draw on their path to modernity. Transfers of 

capital, management techniques, and technology "prime the 

pump" on the engine of growth. 

Chapter Two will evaluate the contending paradigms. 

Given the uneven nature of economic growth since World War 

JI and, even more importantly, the widening gap between 

rich and poor countries world systems theory appears to 

provide a more satisfactory explanation for development. 

For this reason, a variant of world systems theory is the 
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primary approach utilized to explain growth in the postwar 

era. The most sophisticated version to date is that 

offered by Volker Bornschier and Christopher Chase-Dunn 

(1985) who argue that the decapitalization of the Third 

World by transnational corporations has inhibited develop

ment. The chapter will highlight the role of transnational 

corporations in the world system and describes how 

different types of TNCs may interfere with Third World 

economic growth. Also of importance are how different 

these relationships may be altered by economic and politi

cal cycles. 

Chapter 3 confronts the criticisms of the GNP/pc as a 

measure of national development and addresses questions 

concerning its validity and reliability. Obviously econo

mic growth can be--and has been--examined without respect 

to distribution, especially by those who assume wealth 

naturally "trickles down", but the persistence of poverty 

amidst unprecedented growth demands attention. While there 

is no attempt to test hypotheses addressing the causes of 

domestic inequality, this chapter will discuss the meaning 

of the past 37 years of economic growth in terms of welfare 

and the provision of basic needs. Chapter 3 also examines 

the measurement of the dependent variable, levels and rates 

of economic growth. The cross national comparability of 

GNP/pes has been questioned and alternative measures 

--------------- ----



suggested, this chapter evaluates these criticisms as well 

as the alternative measures. 
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Chapter 4 provides a description of post-World War II 

trends in economic growth. This chapter updates the 

impressive analysis conducted by David Morawelz in the late 

1970s. Special attention will be given to how well the 

expectations of the contending paradigms match reality. 

To be examined in Chapter 5 are the effects of TNC 

penetration and the number of foreign subsidiaries on 

domestic investment and savings. contrary to Bornschier 

and Chase-Dunn, who argue that the level of TNC penetration 

is what causes the long-term effect of slower growth, the 

number of TNC subsidiaries are also viewed as being detri

mental to growth. The assumption is that as the number of 

subsidiaries grows and expands into new areas there are 

fewer opportunities for the domestic producer to start a 

competitive business. Facing the relative disadvantage of 

competing with foreign producers who are more efficient due 

in part to their more advanced technology, there is a 

tendency for these former domestic producers to invest in 

non-productive resources or in foreign banks, which leads 

to foreign economic dominance. 

If TNCs simply replace funds which would otherwise be 

generated domestically growth would still be expected, but 

as dependency theorists have suggested economic and 

.... _----------------------- ---
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political decisions conce~ning the developing country may 

be decided by the TNCs, not the government of the develop

ing country. However, data indicate that during the 1970s 

the net flow of foreign direct investment has been nega

tive. If TNC penetration suppresses domestic investment 

and the long-term effect of the stock of OFI establishes a 

system where profits are remitted to the developed country, 

then the mechanism behind Bornschier and Chase-Ounn's 

hypothesis about the long-term negative effects of TNC 

involvement in Third World economies has been uncovered. 

The key question becomes whether OFI is a supplement or a 

substitute for foreign investment. 

Chapte~ 6 explores three alternative hypotheses 

attempting to explain growth. The first concerns the 

impact of democracy upon growth. The collective goods 

hypothesis as offered by Mancur Olson (1983), asserts that 

organizations repressed in less democratic and poorer 

countries take hold in richer democratic countries and 

eventually possess enough influence to siphon enough funds 

away from productive investment that growth in rich coun

tries slows allowing for convergence. 

The second hypothesis claims that low levels of human 

capital are in fact the reason poor countries cannot obtain 

and maintain a modern industrial economy. In developing 

countries, the military introduces discipline and a 

---------- --------



regimented lifestyle as well as requiring literacy of its 

recruits thus paving the way for a modern culture. There

fore, the higher the percentage of a population serving in 

the military the higher the rate of economic expansion. 
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The last of the three hypotheses to be appended to the 

model concerns education's effect upon economic growth. 

The idea behind this assertion also implies the need for 

higher levels of human capital. Providing education could 

present a poor country with a more viable option for devel

opment than increasing the ranks of the military since the 

price tag for maintaining a military is substantially 

higher than a public school system. 

Conclusion 

The world has experienced unprecedented growth in the 

latter part of the twentieth century. However, the oil 

shock of 1974 and the extended recession beginning in 1979 

reversed growth rates in some of the middle-income and poor 

countries. This study attempts to explain growth during 

the post-war era utilizing a variant of world systems 

theory. The most sophisticated version to date is that 

offered begins with the premise that one of the failures of 

classical economics is that it did not include the obsta

cles to growth presented by the logic and functioning of 

the capitalist world economy. 
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In the post-war era transnational corporations (TNCs) 

have become the primary linkage between core and peripheral 

states. In previous dependency and world systems research 

trade was considered the principal asymmetrical linkage 

draining the Third World of its resource wealth. Past work 

by Chase-Dunn and Bornschier found positive short-run 

effects of flows of direct foreign investment and long-term 

negative effects of the stock of direct foreign investment. 

Their more recent research strengthened their contention 

about investments and placed more focus on the negative 

effect of the level of TNC penetration on long-term growth. 

This work extends previous studies by taking into 

account the long cycles of the world system. While 

Bornschier and Chase-Dunn offer a review of what has been 

said about the expansion and contraction of the world 

economy, the cycles were not included in their tests. In 

fact, no previous empirical study of world systems theory 

specifies periods of expansion and contraction of the world 

economy. In this work, the period of expansion will be 

defined as beginning in 1950 during the post-war economic 

boom and continuing until the 1974 oil shock. The twelve

year period beginning in 1975 and ending in 1986 marks the 

world economic contraction. Thus, Bornschier and Chase

Dunn's test of the effects of TNC penetration upon growth 

for the period 1967 to 1977 must be corrected so that the 

--------- -- -"-"-



interval does not include years of both economic expansion 

and contraction. 
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The emergence of world systems theory over the last 

two decades is in part due to a failure of economics to 

explain world growth. Questions such as 'why isn't the 

whole world developed after 500 years of capitalism?' have 

not been answered. Recently politicians and economists 

have celebrated the collapse of the Soviet world empire as 

if it were proof that capitalism has solved the world's 

problems. Advice is freely offered to the "vanquished" 

empire about the wonders of the free market as if solutions 

to capitalism's problems had been found. If the supposedly 

free market had solved the capitalist world's problems, 

then why do 60 percent of the planet's population live in 

countries whose gross national product per capita is less 

than $500--a level that has remained stagnant for almost 

four decades. 

Capitalism has proven itself longer-lived than the 

Soviet world empire, but economists are no closer today to 

understanding much less solving the lingering problems of 

crushing poverty and growing inequality than they were a 

little over a decade ago when Business Week summarized the 

field of economics by suggesting that it had become a 

"niggardly old-maidish science increasingly concerned with 

arranging and rearranging old furniture" {Business Week, 



January 16, 1978:120). The chapters that follow attempt to 

explain this growth--as well as the lack thereof--in the 

capitalist world system since World War II. 



CHAPTER 2 

WORLD SYSTEMS THEORY AND ECONOMIC GROWTH 

Introduction 

Information about the gap between rich and poor coun

tries describes the conditions in which people live: the 

wealth of some and the poverty of many. The various pa~ts 

of the puzzle coalesce to form a picture of the state of 

world development. These facts in and of themselves are 

interesting, but the purpose of studying the political 

economy of development goes far beyond being able to piece 

together a description of the larger picture. Theories of 

development attempt to answer how and why the world has 

grown as it has and how it will grow and change in the 

future. This chapter examines two theories attempting to 

explain how and why economic growth and development suc

ceeds or fails. 
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The persistence of the gap has spawned a continuing 

and at times contentious debate over its origin, cause, and 

characteristics. However, empirical research to date has 

focused more often on the gap within a country (the inter

nal gap) rather than on the gap between rich and poor 

nations (the external gap). The importance of understand

ing the causes of growth lies in the fact that such a large 

percentage of the world's population reside in poor 

... - .-- - .. -.. ---
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countries. Also, despite the astonishing level of global 

growth described in the Chapter 4, the majority of the 

people of the world live in countries that will apparently 

never catch up to the currently developed states. 1 

While one dollar's growth does not translate into a 

dollar's worth of improvement in the standard of living, it 

is generally agreed that the quality of life in rich coun-

tries is higher than that of the middle-income countries 

which in turn is higher than that of the poor countries. 

However, it remains to be seen whether the welfare of 

individuals residing in countries at different income 

levels is improved due to growth alone, or, as Simon 

Kuznets suggested, social and political forces that pro-

vided the impetus for redistribution in the presently 

developed countries are not present or as influential in 

the late developing countries (1955). 

with the data which will be presented in Chapter 4, 

longer range and often more valid tests of many of the 

hypotheses purporting to explain growth or the closing of 

the gap between rich and poor countries can be made. 

Quantitative testing, however, cannot proceed in a theore-

tical vacuum. Ad hoc explanations for growth abound, but, 

as Mancur Olson has pointed out, they are often untestable 

lThe time it will take middle-income and poor 
countries to catch up to the rich countries in terms of 
GNP/pc is discussed in Chapter 4. 

- - ------------------



or they fail to provide any explanation as to why the 

hypothesized attribute which purports to explain fast or 

slow growth rates came to characterize one country as 

opposed to another (Olson 1983:9-13). Concepts to be 

operationalized and expectations of relationships between 

variables must be set within a larger and richer theore

tical context. 

World Systems and Convergence Theory 
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In the post-war era two paradigms have emerged offer

ing explanations of the determinants of growth: the world 

systems paradigm and the convergence paradigm. The ensuing 

section outlines these two contending approaches to devel

opment. Both of these approaches provide the context 

within which hypotheses make sense. The independent vari

ables and the expected effect they have on the dependent 

variables--Ievels and rates of growth--are defined as part 

of a larger view of how the world works. 

World systems theory was chosen as the primary 

approach for this study because it makes better intuitive 

sense and seems to more accurately explain observed pheno

mena. In the so-call ed "hard sciences" as well as the 

social sciences, any theory must offer plausible explan

ations for the observed world (Hawking 1988). A paradigm 

must also include an encompassing view of how the world 

-. -- --.-----.--.- -----------
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works while theories and hypotheses test the accuracy of 

elements of the broader vision. 

In the study of development the "observed world" 

consists of the characteristics of development as well as 

the system in which development takes place. For most 

countries, the state of world development is disheartening. 

A vast gap exists between rich and poor countries; despite 

the fact that during the period studied the poor countries 

have at times managed positive growth rates, the data also 

shows that the gap is widening ever more rapidly. Also, 

the evidence presented in Chapter 4 will show that only a 

few countries will be able to catch up to the level of 

growth attained by the core within a century. Given their 

growth rates, most countries will never catch up to the 

core. 2 

As for the system within which the growth is taking 

place, economic relations between states can be charac-

terized as following the "logic" of capitalism. This logic 

dictates that competition rid the system of producers that 

cannot effectively compete, supposedly arriving at the most 

efficient producers. Accumulation of capital is the sine 

quo non of capitalism and one means of accumulation is the 

extraction of profit in the production process through the 

2The growth period chosen can affect the number of 
countries capable of catching up to the core. For further 
discussion of this phenomenon, see Chapter 4. 
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adjustment of the selling price on the market. On some of 

these points proponents of the two paradigm are in agree

ment, but they differ markedly in their anticipation of the 

effects the system has on the development potential of poor 

as well as rich countries. 

World systems theory suggests that the system main

tains its characteristic hierarchical structure through 

asymmetrical linkages (Wallerstein 1979), while convergence 

posits that productivity levels in the rich countries will 

be handicapped by organizations such as unions (Olson 1983) 

eventually allowing the poor countries to converge on the 

level of growth of the rich countries (De Long 1988; 

Abramowitz 1986; Baumol 1986; Romer 1986). One charac

teristic of world systems theory making it more attractive 

than convergence is that it predicts the preservation, if 

not the widening, of the gap between countries. This more 

closely approximates the trend observed in Figure 1 of the 

previous chapter. World system theorists do not expect the 

gap to close in part because they do not suppose as many 

convergence theorists do that international trade benefits 

both trading partners equally, nor that increased invest

ment by the rich countries or the successful implantation 

of new ideas will begin a process of development that will 

become self-sustaining. 

--- .- ---------- ---------
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Without testing the exact cause and effect relation

ships proffered by the two approaches, it appears that 

since the gap between rich countries and the rest of the 

world widens yearly, a theory that predicts at least a 

systems maintenance function in the relations between 

countries is more accurate than one predicting the closing 

of the gap. It is well known that direct foreign 

investment and trade have been important features of the 

post-1950 era, but examination of the broad patterns of 

growth shows that the poor are rapidly losing ground to the 

rich in terms of GNP/pc and upward mobility from the 

middle-income to the rich group is a relatively rare occur

rence. From these facts world systems theory seems to 

offer the more realistic model for explaining world growth. 

As stated above, the two paradigms agree that the 

economic relations between countries are governed by the 

logic of capitalism. However, their differing expectations 

concerning growth at various levels of GNP and the pre

dicted outcome of economic competition between countries 

with vastly unequal resources distinguish the two. 

World systems theorists argue that the types of link

ages that exist between core and non-core countries under

mine the development of non-core countries, while conver

gence theorists predict the opposite. The present world 

system contains a few countries that produce over $10,000 
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per person and many others that produce less than $200 per 

person. That convergence theorists who point to the tre-

mendously competitive nature of the capitalist system--one 

that boasts of the elimination of uncompetitive operations 

in a drive for efficiency--could posit that a country, in 

which the entire economy produces less in value than one 

car manufacturer in a rich country, enters into trade or 

accepts investments as an equal with a company from the 

core, much less the core country in general does not seem 

tenable. This is especially true in light of the fact that 

year after year after year the gap grows ever wider. 

The record also shows that rankings of countries by 

their GNP/pc remains largely unchanged since 1950, and rank 

order correlations for various time periods exceed the .93 

level. Of course, this does not mean that world systems 

theory has been in any sense proven, but due to its more 

plausible explanations of the observed world it has been 

adopted as the primary theoretical explanation. 

World System Theory and the Emergence 
of Transnational Corporations 

The emergence of transnational corporations (TNCs) as 

one of the primary actors in international economic rela-

tions occupies an important place in both paradigms. TNCs 

are large companies that manufacture goods or provide 

services for profit with subunits in several countries 
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(Bornschie~ and Chase-Dunn 1985:xii). The organizational 

structure of TNCs provides one of the primary channels 

through which money moves from one economy to another. For 

this reason a debate about state level economic growth in 

the post-World War II period cannot take place without 

defining the role of transnational corporations in the 

world economy. 

Volker Bornschier and Christopher chase-Dunn have made 

a number of significant contributions to the study of 

development, but perhaps the most consequential has been 

their analysis of the role of TNCs in Third World develop-

ment and the measure they developed to gauge the degree of 

TNC penetration. This measure has been cited and used in 

studies published in the most prominent social science 

journals for more than a decade. 3 Prior to their work, 

many dependency theorists considered trade the principal 

asymmetrical linkage draining the Third World of its 

resource wealth. 4 While considerable attention still 

focuses on trade, some suggest that problems with adjusting 

these figures for transfer pricing has rendered the results 

3For a discussion of the TNC penetration variable, see 
Volker Bornschier and Christopher Chase-Dunn's 
Transnational Corporations and Underdevelopment. New York: 
Praeger, 1985, and T.H. Balmer-Cao, and J. Scheidegger's 
Compendium of Data for World System Analysis. Zurich: 
soziologisches Institut der Universitat, 1979. 

4See for example the work of Raul Prebisch (1949), 
Samir Amin (1976), and Arghiri Emmanuel (1972). 

----------- --. ---



of many of the studies questionable (Jenkins 1987). 

Because trade retains its importance in dependency theory, 

it is important to explain how transfer pricing has under

mined previous studies. 
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Transfer pricing refers to the administrative estab

lishment of prices (as opposed to market pricing) for goods 

and services being exchanged. It becomes particularly 

important when goods and services are transferred within 

one organizational structure--within one TNC. When this 

occurs transfer pricing can be used to evade expenses. One 

such abuse of transfer pricing is the avoidance of taxes. 

For example, if the state where production takes place has 

a high tax structure, the TNC could exaggerate the prices 

of the imported inputs for production and set a relatively 

low final product price thus lowering the value of the 

product and the taxes paid on them when exported. When the 

product is exported the price set for the exported item has 

little bearing on the price of the product when actually 

sold (Jenkins 1987:114-121). 

It is important to determine the extent of the prac

tice of transfer pricing, because if it occurs only rarely 

previous work in the area would not be significantly 

affected. Keeping in mind that abuse of this sort is only 

feasible on a large scale when trade involves the transfer 

of goods within one company,estimating the extent of 

------------ --- --. 
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transfe~ pricing worldwide must begin with the percentage 

of intra-firm trade. Rhys Jenkins (1987:114-121) estimates 

that 50 percent or more of trade conducted by firms based 

in the united states are conducted intra-firm and 80 per-

cent of royalties received in the U.s. are transferred 

within a firm. These percentages climb even higher when 

firms that own 5 percent of each others' stock are con-

sidered. 5 

So the possibility for "creative bookkeeping" is 

present; certainly the motive, increasing profit, is pre-

sent, but it is yet to be seen how prevalent the practice 

is. Vaitsos' (1974a) path-breaking study on transfer 

pricing showed that its effect on a country can be sig-

nificant. For instance, Colombia was estimated to have 

paid an additional $20 million for overvalued imports and 

lost approximately $10 million in taxes; these losses 

represent the annual loss from pharmaceutical companies 

alone (Vaitsos 1974a). The evidence clearly demonstrates 

the importance of getting a grip on the hidden costs of 

trade before proceeding to evaluate the overt effects of 

trade on growth. 

That TNCs are involved in transfer pricing demon-

strates the importance of TNCs to development and growth 

5According to Fortune Magazine, to own 5 percent of a 
companies stock is to have controlling interest. 

----------- . __ . -_ .. 



even if trade is not included in the model. While 

Bornschier and Chase-Dunn (1985) state that the operation 

of TNCs, and not trade, constitute the primary linkage 

inhibiting growth in the semiperiphery and periphery, they 

do not deny that trade is an important part of dependency. 

Neither do they test the proposition by including trade 
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concentration as a variable. If transfer pricing is preva-

lent, the results of tests would underestimate the impact 

of trade, making it more difficult to find support for 

dependency hypotheses. 

Past work by Chase-Dunn (1975) and Bornschier (1980) 

found positive short-run effects of flows of direct foreign 

investment and long-term negative effects of the stock of 

direct foreign investment. Their more recent research 

strengthened their contention about investments and placed 

more focus on the negative effect of the level of TNC 

penetration on long-term growth (Bornschier and chase-Dunn 

1985) . 

The remainder of this chapter describes the world 

systems model, the role of TNCs within the structure of the 

world system, and highlights how TNCs help reproduce the 

tiers of the system. To anticipate this discussion, direct 

foreign investment is argued to replace domestic savings 

and investment weakening the growth potential of semi

peripheral and peripheral countries, making them vulnerable 

--------------- ---
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to long-term economic stagnation. Hypotheses developed to 

explain convergence form the alternative explanations of 

growth against which world systems theory will be measured. 

A review of that literature will form the final section of 

this chapter. 

The structure of the World System 

World systems theorists state that there is no process 

of national development as envisioned by modernizationists. 

The stages of growth experienced by England as described by 

W.W. Rostow (1960) are seen as nothing more than a 

description of England's development, not the path along 

which all countries have or will pass on their way to 

development. 

To Immanuel Wallerstein (1979), the theoretical 

founder of world systems theory, a web of asymmetrical 

relations binds the countries of the world together. The 

system operates according to the logic of capitalism main

taining and reproducing itself over time. The structure of 

the over-arching system is not static, however; times of 

opportunity for growth do present themselves to some coun

tries. For the opportunities to be understood, the context 

within which they are presented must be comprehended. 

There are, according to Wallerstein, two types of 

world systems: world empires and world economies. The 

present system is a world economy with its origins 

------------ -- -- ---
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stretching back to sixteenth-century Europe. A single 

division of labor and multiple polities and cultures are 

the defining characteristics of a world economy. World 

empires consist of an economic network across multiple 

societies ultimately tied together by a powerful state 

apparatus (Chase-Dunn 1989:2). Although world economies 

are not necessarily capitalistic in nature, the present 

world system is a capitalist world economy {Wallerstein 

1980:6).6 

structurally, the present system can be divided into 

three zones--the core, semiperiphery, and the periphery--

bound together by a single world market (Wallerstein 1984, 

1979, 1974). The three zones are hierarchically related, 

each serving a necessary function for the larger system. 

The core is characterized by a high degree of industrial-

ization, wealth, and power, whereas the peripheral economy 

is based largely on agricultural and mining pursuits. Core 

6The discussion of the historical origins of the world 
system have received quite a bit of criticism. For 
historical as well as structural criticisms of 
Wallerstein's theory, see Theda Skocpol, "Wallerstein's 
World Capitalist System: A Theoretical and Historical 
Critique," American Journal of Sociology 82 (1977):1075-
1091. For Wallerstein's explanation as to why the present 
system is a world economy and not a world empire, see 
Immanuel Wallerstein The Modern World-System: Capitalist 
Agriculture and the Origins of the European World-Economy 
in the Sixteenth Century (New York: Academic Press, 1974). 
The most advanced structural theory of world systems theory 
has been offered by Christopher Chase-Dunn in Global 
Formation: Structures of the World-Economy (1989). 

----------- .-. -._ .. 
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workers are relatively highly paid and work with technology 

that requires a moderate to high level of skill. Peri

pheral labor skills need not be as advanced because the 

technology transferred to that zone is usually more labor

intensive. Through trade the periphery supplies the core 

with inexpensive primary products that are processed in the 

core, and those manufactured products that can be consumed 

or absorbed into the periphery are returned to them through 

trade. 

Situated between the core and periphery in this hier

archy is the semiperiphery, combining capital-intensive 

core industrialization and labor-intensive peripheral 

agricultural production. The semiperiphery is both 

exploiter and exploited: exploited by the core, exploiter 

of the periphery. According to Wallerstein, the most 

important function of the semiperiphery is that it provides 

political stability. Without it, the world would be polar

ized into two hostile camps making the system unstable. 

People in the semiperiphery, believing themselves better 

off than those in the periphery, gain a stake in the sys

tem, and in some cases breaking the potential unity of the 

non-core countries by inspiring hope in peripheral coun

tries that they too can achieve semiperipheral status. 

Thus, each zone serves a necessary purpose that if not 

--------------- - ----



fulfilled would probably mean the end of the present sys

tem. 
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Economic growth such that a country crosses from one 

zone to the next highest zone, albeit very difficult, is 

possible. However, Wallerstein cautions, it is impossible 

for all countries to develop at once. He adds, liThe so

called 'Widening Gap' is not an anomaly but a continuing 

basic mechanism of the operation of the world-economy. Of 

course some [author's emphasis] countries can 'develop'. 

But the some that rise are at the expense of others ... " 

(Wallerstein 1980:73). The opportunity for transition 

occurs during specific phases of what Wallerstein calls the 

"long cycles" of the world economy. 

Long Cycles in World Systems Theory 

To world systems theorists, the history of the present 

system is one of ebb and flow, or expansions and contrac

tions. One of the constants of the present world system is 

the constant drive for capital accumulation. This drive 

induces periods of economic expansion that occur when world 

production exceeds world demand and contractions when 

demand exceeds production. Other types of cycles have also 

been identified including business cycles, core hegemony 

cycles, core war cycles, and trade cycles. A number of 

writers have provided frameworks for integrating the 
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various cycles into a common model but particular focus is 

given to long business cycles (Suter 1987; Goldstein 1988). 

Kondratieff cycles come in waves lasting from 75 to 

100 years (Wallerstein 1979:62). While various authors 

have provided different ideas about these cycles, 

Wallerstein argues that political and economic opportun-

ities for transition from one tier to another become pos-

sible due to changes in the relationships between zones 

during periods of economic expansion and contraction of the 

world economy.7 

Economic downturns (contractions) are times of con-

flict among core countries finding themselves in intense 

economic and political competition (Wallerstein 1979:89). 

Fearing the loss of core status, competition and conflict 

between core states intensifies during these downturns. 

Wallerstein goes on to say that during the contraction 

"semiperipheral countries can usually expand political 

control of their home market at the expense of core pro-

ducers, and expand their access to neighboring peripheral 

markets, again at the expense of core producers" (1979:99). 

7For a review of the literature on cycles of the world 
system, see Albert Bergesen, "Modeling Long Waves of Crisis 
in the Worl d-System." Albert Bergesen, ed. Crisis in the 
World System (Beverly Hills, Calif.: Sage Publications, 
1983) 73-92. See also Christopher Chase-Dunn Global 
Formation: Structures of the World-Economy (1989). For a 
review of various theories of cycles, see Joshua S. 
Goldstein, Long Cycles: Prosperity and War in th~ Modern 
Age (New Haven and London: Yale University Press, 1~88). 
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During this world economic downturn, the more highly indus

trialized semiperiphery grows faster than the core, but the 

periphery "simply stagnates" (Wallerstein 1979:89). 

In general, periods of economic expansion and contrac

tion provide opportunities for transition between tiers, 

but the actual growth potential of a peripheral or semi

peripheral country must be estimated from their specific 

links to core countries. Thus far, most of the work iden

tifying asymmetrical linkages between core and peripheral 

economies has been conducted by dependency theorists. The 

following section explains the association between depen

dency theory and world systems theory and describes the 

evolution of the primary links between core and non-core 

states. The "links" include economic, political, military, 

scientific, and cultural relations between countries. 

Dependency and World Systems Theory 

It is not uncommon for dependency theory to be viewed 

as a subset of world systems theory for which the latter 

provides the long-term explanation of the over-arching 

system, its origins, and the logic of unequal or imperial

istic relations, while studies of dependency offer the 

specific details of the actors involved. In fact, many of 

the specific links between the tiers in world systems 

theory were originally conceptualized by Latin American 

dependentistas. While dependency and world systems theory 
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were developed somewhat separately, it is useful to view 

studies of dependency as examinations of the links between 

the core and the other two tiers of the world system. 

Following are three of the basic assumptions of depen-

dency, each of which concurs with world systems theory. 

The areas of disagreement outlined in the subsequent sec-

tion are not logical dictates of dependency; rather, they 

reflect the idiosyncratically held opinions of some depen-

dency authors. Thus repudiating some of these ideas allows 

for the merging of dependency and world systems theory yet 

does no violence to dependency theory itself. 

One of the fundamental areas of agreement among depen-

dency and world system theorists is that development does 

not take place in stages beginning with traditional man and 

society and ending with modern man in an industrialized 

modern society as modernizationists suggest. According to 

Andre Gunder Frank (1970), the underdevelopment experienced 

by the Third World today was never experienced by the 

presently developing countries. To suggest that the Third 

World will go through the same stages as the presently 

developed states is to deny the Third World a history 

(1970:5).0 The industrialized countries were never held as 

0Many dependency theorists are Latin Americans and 
most often refer to that region rather than the Third World 
in general. I do not, however, assume that any specific 
historical incident discussed by dependency scholars is 
necessarily pertinent to all non-Latin American countries. 

---------- "-- ---
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colonies with their wealth being claimed by foreign powers. 

The developed countries were undeveloped but never under

developed. The difference is that the type of development 

that has occurred in the Third World is a distorted, depen

dent development (1970). 

A second point of agreement is that the key to under

standing dependency lies in the convergence of interest 

between core and peripheral elites (Cardoso 1979:xvi; 

Galtung 1971). In general, the political and economic 

alliances between the elite in the metropolis (or core, or 

center) and the elite within a developing country result in 

political and economic decisions in the developing country 

beneficial to both sets of elites but not necessarily 

furthe~ing the development of the poor country. The elites 

seek capital accumulation, and while the relationship 

between groups of elites favor core elite, those in the 

periphery also benefit. It bears repeating that the shared 

interest between the core and peripheral elite is simply a 

convergence of interest; the peripheral elite have little 

control over the relationship. Put even more strongly, 

DeBlij and Muller said of core/periphery relations that the 

peripheral countries are "pawns in a global economic game 

whose rules they cannot touch let alone change. Their 

internal problems are intensified by the aggressive 

involvement of core-area interests ... The widening gap that 
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results between ... coree] and ... peripher[y] clearly is a 

threat to the future of the world" (1988:40). So, while 

the peripheral elites may profit from their relations with 

core elites, they have no control over this relationship. 

A final area of common ground can be found in the 

notion that dependency is a dynamic process. The "deep 

structure" of the world system, as Chase-Dunn (1989) calls 

it, follows the logic of capitalism and capital accumula-

tion, but the particulars of relations between tiers change 

over time to reflect the concrete conditions of historical 

development. Even though they change over time, the out-

come of the relationship between core and non-core coun-

tries is always the reproduction of the system. Various 

authors have given different labels to past forms of depen-

dency, but in general they cover the same historical situa-

tions as described by Theotonio dos Santos: 

1. Colonial dependence, trade export in nature, 
in which commercial and financial capital in 
alliance with the colonist state dominated the 
economic relations of the Europeans and the 
colonies, by means of a trade monopoly comple
mented by a colonial monopoly of land, mines and 
manpower (slave or serf) in the colonized coun
tries. 

2. Financial industrial dependence which consol
idated itself at the end of the nineteenth cen
tury, characterized by the domination of big 
capital in the hegemonic centers, and its expan
sion abroad through investment in the production 
of raw materials and agricultural products for 
consumption in the hegemonic centers. A produc
tive structure grew up in the dependent countries 
devoted to the export of these products 



3. Dependence based on multinational corporations 
which began to invest in industries geared to the 
internal market of underdeveloped countries. 
This form of dependence is basically technolo
gical industrial dependence (dos Santos 
1970:232). 

Dependency and world systems theorists agree that 

dependence based on the penetration of transnational cor-

porations is the newest form of dependence. Cardoso and 

Faletto argue that the type of investment in a developing 
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state depends on the level of development of the particular 

state and the relationship between the public sector (of 

the developing state), the transnational corporation, and 

the modern capitalist sector of the developing state 

(1979:163) . 

Thus, dependency, like world systems theory, is based 

on the notion that the logic of the relationship between 

countries is defined by capitalism, and the richer coun-

tries have a dominant share of power within the system. 

They also agree that there has arisen a convergence of 

interest between the elite in poor countries and the elite 

in rich countries. This becomes important because it 

provides the rationale for peripheral acquiescence to the 

rules of the game. If no one in the periphery benefitted 

then it would be reasonable to expect the system to be held 

together by force alone. Finally, dependency and world 



system theorists argue that the linkages between core and 

non-core countries change yet the results do not. 
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There are two schools of thought among dependency 

theorists that are rejected by world systems theory: those 

termed stagnationists, and those who pose dependency in 

terms of the supposed historical uniqueness of each situa

tion of dependence. Some of the early versions of depen

dency argued that the incorporation of peripheral states 

into world capitalism caused the growth of distorted econo

mies that led to absolute stagnation from which a country 

would never recover (Frank 1969). World systems theorists 

as well as some dependency theorists such as Cardoso and 

Faletto (1979) suggest that the flow of aging technology 

from the core to the semi periphery and periphery has 

allowed the whole system to grow, but the relations between 

the zones of the world system remain asymmetrical thus 

reproducing a similar hierarchical structure (Bornschier 

and Chase-Dunn 1985:6-10). In other words, economic growth 

may occur in the periphery, but the newly ordained rela

tions do not ameliorate the inferior position of non-core 

countries. 

Cardoso and Faletto (1979) criticize predictions of 

absolute stagnation by other dependency writers, but 

Cardoso (1977) and Cardoso and Faletto (1979:xxii-xxv) 

argue that to look for cause-and-effect relationships with 
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respect to dependency and development is senseless. The 

notion that somehow dependency relations are immune to 

"cause and effect" denies the utility of scientific test-

ing of hypotheses and is rejected by world systems theory.9 

This study will utilize formal comparative research methods 

to determine the value of world system theory's predictions 

with respect to growth in the post-war era. 

No doubt many dependentistas sympathetic to Cardoso's 

critique of the scientific method will reject the above 

synthesis of world systems theory and dependency theory, 

but to maintain that situations of dependence are histori-

cally unique reduces dependency to a tautology--countries 

that are dependent are poor, and those that are poor are so 

because they are dependent. Accepting this circuitous 

contention is safe in that denying the applicability of 

testing is rendered immune from an investigation that may 

not find empirical support. 

9For more information of this critique of dependency 
theory, see Transnational Corporations and 
Underdevelopment, Volker Bornschier and Christopher Chase
Dunn, New York: Praeger Special Studies, 1985. For a 
review of research designs used in world systems and 
dependency research, see Christopher Chase-Dunn, Aaron 
Pallas, and Jeffrey Rentor 1982: "old and new research 
designs for studying the world-system," Comparative 
political Studies 15(3):341-356. 

-----------._- --. 
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The Ral e af the TNC in the War 1 d SystelTi 

As mentioned above, TNCs have been identified as the 

latest form of dependency. The work of Bornschier (1980), 

and Bornschier and Chase-Dunn (1985) provided the necessary 

theoretical interpretation of TNCs within the world systems 

framework. They advanced world systems theory with a 

sophisticated examination of the effects of transnational 

corporations upon growth in the semiperiphery and peri

phery. In fact, Bornschier and Chase-Dunn argue that TNCs 

have become the primary asymmetrical linkage between the 

core and the other two tiers. 

Since World War II transnational corporations have 

gone from being primarily involved in extractive industries 

that export raw materials back to core to manufacturing 

industries that produce for the domestic market (Bornschier 

and Chase-Dunn 1985:35-54). Some (Vernon 1977; Thompson 

1978) have argued that these changes alter the way the 

world economy works, and chirot (1977; 1986) has gone so 

far as to suggest that with the era of decolonization the 

periphery no longer exists. Those who argue that the 

system has fundamentally changed do not grasp the dynamics 

of the world system. While the system as a whole moves 

forward and expands, the basic division of labor is main

tained. 

------------- ---
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Manufacturing in the periphery or semi periphery is not 

proof that there is no longer a periphery. The innovation 

of new products and production processes that eventually 

move from the core to the periphery in what is called the 

product cycle should not be construed as a convergence of 

the zones in the world system. The product cycle is driven 

by events that occur in and are controlled by the core. 

Only when the production process matures or is, according 

to the industry, "over-regulated" does the production of 

that product move from the core. Bornschier and Chase-Dunn 

described the process as follows: "the later stage of the 

p~oduct cycle results in a shift in the location of the 

production from the core to peripheral areas triggered by 

import barriers and competition for low wage labor utilized 

in the routinized production. While this process occurs 

for a particular product, new innovations take place in the 

core, so the whole process is one which reproduces the 

corel periphery di visi on of 1 abor" (1985: 18) . 

The maturation of a product in the product cycle 

refers to the routinization of the production process. As 

time passes technological advantage wanes as other corpora

tions develop similar technology, initiating a stage where 

the necessity for cutting the cost of production to main

tain profits becomes one of the motivations for the 

----------- ----- . ---



transfer of the technology from the core to the cheaper 

labor markets in the semiperiphery and periphery. 
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Over time, the workings of the product cycle have 

caused the formation of a new hierarchy; however, the old 

hierarchy is not replaced but coexists with the new hier

archy. This newer hierarchy reproduces the core/periphery 

distinction within the industrial production process 

itself. Those in the core specialize in the innovation and 

production of new products which are made by high-wage and 

highly specialized workers. Thus, the periphery becomes 

the beneficiary of aging industrial technology that has 

matured in the product cycle yet remains in an inferior 

position in relation to the semiperiphery and core 

(Bornschier and Chase-Dunn 1985:18). 

The classical form of dependence was based on the 

level of production. The majority of core companies 

investing in peripheral and semiperipheral countries were 

largely extractive industries. A company would purchase a 

resource, such as mines, in a developing country extract 

the resource using the unskilled labor in the host country 

then export the raw material back to the core for the 

higher paid skilled workers to process. Workers in the 

dependent economy remained unskilled industrial and agri

cultural laborers. 

----------- -- -_. -._--- ---- ----------_ .. _- ---
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Manufacturing transnationals have created a newer 

hierarchy within the production process resulting in what 

Cardoso (1977) called dependent industrialization. The 

newer manufacturing hierarchy has been established primar

ily in semiperipheral countries which have domestic markets 

large enough to absorb the products from the manufacturing 

transnationals. A rather small proportion of these manu

facturing transnationals specialize in the assembly of 

products which are then exported back to core countries. 

Taking advantage of bilateral agreements removing taxation 

from the importation of production inputs, these manu

facturing transnationals exploit labor in non-core coun

tries to cheapen the manufacturing costs, then export the 

finished product. Bornschier (1980), and Bornschier and 

Chase-Dunn (1985:19) argue that the assembly plant consti

tutes only a small fraction of the new type of transna

tional and they produce only a limited range of outputs. 

While the newer hierarchy may produce different class 

structures and different class alliances, the effect of 

penetration of both manufacturing and extractive transna

tionals is to produce an initial growth spurt followed by a 

long-term slowing of growth (Bornschier and Chase-Dunn 

1985:19-20). Adjustments can be made in domestic policies 

that to some extent offset the long-term negative effects 

of transnationals. This is a vital point because it frees 

----------- "-" ----



world system theory of the deterministic label attached by 

many of its critics including Theda Skocpol (1977). 
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Three possible state adjustment policies are reviewed 

below, each fraught with dangerous consequences and must be 

pursued with caution. Regulations on transnational invest

ments are one way countries have attempted to control 

domestic development, but Mandel (1983) demonstrated that 

regulations on foreign investment can also dampen domestic 

growth. A more extreme form of defense against foreign 

control of a domestic ma~ket is the nationalization of 

foreign property. However, these policies could bring 

retribution from the core headquarte~s of the transna

tionals. One such example, according to Bornschier and 

chase-Dunn (1985:32), is the Chilean coup of the early 

1970s which brought about the downfall of the Allende 

regime. A third strategy would be to join the socialist 

bloc, but as Wallerstein points out, internal socialist 

modes of production do not allow the state to avoid the 

logic of the capitalist world economy when they enter into 

trade (Wallerstein 1980:68-69). 

The Decapitalization of the Third World 

The direct effect of TNC penetration upon growth is 

tested in Chapter 5, but it is important to understand how 

TNCs affect growth. The section that follows explains 

specific mechanism by which TNCs can influence growth. Two 
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of the mechanisms are explained below: the decapitalization 

of the peripheral economy, and the stifling of the pros

pects for domestic investors in initiating new industries. 

The first of the direct mechanism involves decapitali

zation. To understand decapitalization requires some 

knowledge of how foreign investments work. 

Foreign investment can be divided into two categories: 

portfolio investment and direct investment. Portfolio 

investment refers to the acquisition of securities chiefly 

in the form of bonds and equities, and is not thought to 

have the same sort of negative effects on growth as direct 

foreign investment (DFI) because it does not involve the 

management or control of the foreign plant by outsiders. 

Direct investment refers to the purchasing of capital 

equipment and the construction or purchasing of facilities 

used in the production process and connotes control of 

management in the firm. Essentially direct foreign invest

ment is the process by which a corporation can become a 

transnational corporation. For transnational corporations, 

DFI is best thought of as the purchase of control of a firm 

in a country other than that in which the firm's head

quarters is located. 

The initiation of an operation in a foreign country by 

transnational corporations occurs through outlays of cur

rency used to buy or build plant facilities, for the 

-----------------""- -"-
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importation of capital equipment, and for the training of 

employees. Once a plant has been established, some of the 

profits from the sale of its products are reinvested in the 

host country's economy and the remaining portion is remit

ted back to the TNC's home state or wherever the TNC per

ceives tax laws to be most favorable (Jenkins 1987:95-

122). The initial burst of investment uSRd to establish 

operations probably incites the short-lived period of 

growth found by Bornschier and Chase-Dunn. Once this 

initial period ends the flow of capital often reverses--the 

amount of money being exported from the host country sur

passes the net inflow. This negative flow of funds is 

termed decapitalization. 

A United Nations study of 43 developing countries 

between 1965 and 1970 showed that capital flowing into 

developing countries totalled only 68 percent of the out

flows during that period (United Nations 1973:54). A 

subsequent report on transnationals also carried out by the 

united Nations, incorporating the period 1970 to 1980, 

indicated that the situation had worsened. The net inflow 

of investment during this period only reached 51 percent of 

the remittances of profit (outflow). In dollar terms, 

between 1970 and 1980 $52.6 billion of direct foreign 



investment flowed into developing countries while $102.2 

billion flowed out (United Nations 1983).10 
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This seemingly strong bit of evidence concerning 

decapitalization is confounded by the fact that trends in 

flows of capital between developed countries does not match 

the above mentioned pattern. When DFI from TNCs in core 

countries is invested in other developed economies, inflows 

of capital outpace outflows. 

It is disturbing that dependency scholars have not 

been aggressive in offering a specific theoretical justi

fication for suggesting that predictions concerning TNC 

penetration of Brazil, a semiperipheral country, should 

differ from TNC penetration of Canada, a core country. 

Even though the nexus of dependency theory is an explana

tion as to why the growth in the Third World differs from 

the presently rich countries, specific explanations of why 

TNC penetration would have one effect in the rich countries 

and another elsewhere are lacking. In some of the depen

dency literature there is almost a sense that a conspiracy 

exists among core producers and governments to maintain the 

periphery in a dependent position. 

A more theoretically sound explanation can be con

structed from evidence provided by Rhys Jenkins (1987) and 

Brooke and Remmers (1973). Jenkins explains that "between 

10See Financing for Development, p. 136 for cites. 

--------------- -~ 



1960 and 1972 repatriated dividend income by U.S. sub

sidiaries in Latin America exceeded net inflows by over 

$9000 million, while in Western Europe the inflows of U.S. 

capital exceeded repatriated dividend income by over $5000 

million (1987:98). Brooke and Remmers (1973) point out 

that financial strategies for investment differ according 

to the level of development of a foreign market. These 

strategies involve not only decisions concerning the level 

of technology to be used, but also reinvestment and remit

tance strategies. 
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Thus, the theoretical lacunae can be resolved by 

distinguishing between strategies employed by transnational 

corporations--a reinvestment orientation versus a 

remittance orientation (Brooke and Remmers 1973:177)--based 

on the concrete conditions of the market and profitability. 

Chudnovsky (1981) has shown that, due to market size and 

structure in Third World countries, TNCs are more likely to 

export profits not needed for reinvestment. Jenkins 

(1987:98) adds that such a strategy does not necessarily 

mean that TNCs want to stifle Third World growth by remit

ting profits, but that their decisions are based on the 

objective conditions of the specific market. 

Interpreting these facts in terms of world system 

theory in no way implies a conscious plan among core produ

cers or governments to keep non-core countries in place. 
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Each tier serves a function in the system; thus the core 

elite, basing their decisions on the competitive "logic" of 

the capitalist world system, will naturally be led to act 

in ways that reproduce the relations between the tiers. 

The world system needs no conspiracy of the rich to main

tain the world hierarchy; system maintenance is built into 

the logic of capitalism. 

The necessary corollary to the hypothesis asserting a 

long-term suppression of growth due to TNC investments is 

that direct foreign investment by TNCs in non-core coun

tries in some way differs from investments in core coun

tries. This is not due to a conspiracy but to the type of 

strategy employed by TNCs when investing in countries at 

different levels of development. This is a calculated 

strategy that assumes that poor countries have different 

consumption capabilities as well as desires than richer 

countries. 

With the theoretical basis for a difference in invest

ment strategy tied to market size and level of development, 

a second debate arises over the effects of the investments. 

The above discussion and hypotheses are only part of the 

story. Decapitalization explains one way TNCs can have a 

negative effect on economic growth, but the exportation of 

profits by TNCs can affect other areas of the UDC's economy 

that deepen the negative impact on growth. 

-------------- ----
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Domestic investment and savings, according to econo

mists and world systems theory, must rise prior to economic 

growth (Bornschier and Chase-Dunn 1985:81-82). To this 

point, there is no fundamental tenet of world system theory 

that would force a disagreement with economists. However, 

economists view direct foreign investment as a supplement 

to domestic investment, arguing that a dollar is a dollar 

regardless of who invests it, while world system theorists 

perceive DFI to be a replacement for domestic investment. 

Thus the crux of the controversy revolves around whether 

DFI supplements or supplants domestic investment. 

If TNCs simply supplement domestic accumulation of 

capital and induce domestic industrialization, as econo

mists suggest (Jenkins 1987:95-122), domestic investment 

would not be affected. However, there is evidence that 

foreign owned companies dampen domestic investment (Jenkins 

1987:102). In other words, there is reason to believe that 

foreign direct investment does not simply supplement 

investment; it replaces it. One way this can occur is 

through competition for local funds. If the funds, lent by 

banks in the host country, go to TNCs rather than potential 

deomsteic producers, then the foreign companies are not 

simply supplementing domestic investment. The preferential 

treatment large foreign enterprises receive when competing 

with domestic entrepreneurs for local bank funding, is "not 

--- - -------------------



[an] uncommon situation in which credit is in short supply 

and has to be rationed then the preferential access, which 

part of a large international operation is bound to enjoy, 

will push less credit-worthy local firms down the queue" 

(Jenk~ns 1987:102). 

Again, it is the "rationality" of competitive capi

talism and not a conspiracy that determines this outcome. 

Banks attempt to loan limited funds to a project or group 

most likely to be able to repay the loan with interest so 

that the bank realizes a profit. As TNCs strengthen their 

position in the developing country increasingly larger 

domestic firms can be pushed further back in the loan 

queue. In credit decisions, capitalism dictates that the 

more a petitioner appears to be able to repay money the 

more likely it is they will be forthcoming. This becomes 

increasingly true as funds grow more limited. 
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If in their efforts to expand their overseas opera

tions TNCs were to supply their own cash or borrow from 

sources outside of the country domestic entrepreneurs would 

not be squeezed into competition with TNCs for loans from 

domestic banks. 

A 1978 UNESCO report, however, indicates that entry of 

TNCs into foreign markets often takes place through 

acquisition of existing firms (UNESCO: 224-226, Tables 

III.20 and III.22). Ultimately the result is to squeeze 



increasingly stronger local entrepreneurs out of the pic

ture until only the richer of the local businesses can 

compete (Newfarmer and Mueller 1975; Lall 1980). This 

process even affects companies not in direct product com

petition with foreign firms in that funds for loans in 

general become ever tighter. 
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If the owners of domestic industry who are bought out 

by foreign firms reinvest the money they gain from selling 

their plants in other productive pursuits, growth would be 

expected. However, facing the relative disadvantage of 

competing with more technologically advanced and conse

quently more efficient foreign producers and their enormous 

market power, there is a tendency for these former domestic 

producers to invest in non-productive resources or to send 

their funds abroad (Jenkins 1987:103). 

The growing dominance of the industrial sector in 

developing countries by TNCs means that economic and 

political decisions usually thought to be the domain of the 

state are heavily influenced by the desires of the TNCs. 

Although the interests of the TNCs and the developing state 

at times coincide, in that the state views foreign direct 

investment as an avenue to growth, in other situations the 

interests of the state and TNCs are sometimes quite dif

ferent. When their interests are sufficiently different, 

and the state threatens to act contrary to the wishes of 

--- -- --- ---- --------------



transnational corporations, foreign companies have 

threatened to withdraw from the country, attempt to sway 

decisions of state through lobbying efforts, or try to 

influence the u.s. government to pressure the country not 
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to enforce the "offensive" laws. At some point the inter-

ests of the host country and TNC will clash because the 

interests of TNCs involve relatively short-term creation of 

profit, while the state apparatus must be concerned with 

longer-term issues that sometimes include the welfare of 

its citizens (medical care, employment etc), national 

security, autonomy, and development. 

In the preceeding sections, hypotheses concerning the 

effect of TNCs on growth have been explained. Although 

only the indirect effect--of TNC penetration upon growth-

will be tested, it is important to understand the direct 

effect. TNCs directly effect growth through the process of 

decapitalization, TNCs squeezing local producers out of the 

market through competition for domestic loans, and the 

purchase of domestically owned competitors. 

Long Cycles of the World System and Growth 

To this point the basic structure of the world system 

has been described as well as the role of transnational 

corpor.ations in the world system. However, previous works 

failed to specify the effects of TNC penetration during 

periods of expansion and contraction of the world economy. 
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This section extends world systems theory by specifying the 

effects of periods of expansion and contraction of the 

world economy upon growth. While many of the previous 

works analyze the effect of TNC penetration upon growth 

none has included the cycles. 

The cycles of world economic expansion and contraction 

as defined by Wallerstein involved periods of production 

and consumption. As mentioned earlier, economic expansion 

occurs when world production exceeds world demand and 

contractions when demand exceeds production. Cycles that 

have been identified or discussed by world systems theo

rists include Kondratieff cycles (K-wave), trade cycles, 

cycles of hegemony, and war cycles (Chase-Dunn 1989:50-51). 

The first two involve economic expansion and contraction 

while the last two are political. 

The entire post-war period up until 1973 constitute 

the world economic expansion. From 1974 to 1986 the world 

experienced a global economic contraction. Thus, to apply 

Bornschier and Chase-Dunn's test of the effects of TNC 

penetration upon growth, the period 1967 to 1977 will be 

respecified so that the interval does not include years of 

both economic expansion and contraction. 

The cycles of the world system refers to political as 

well as economic phenomena. According to Chase-Dunn, "the 

three different factors theorized to be behind the cycles 

~ ~ ~-- ---~~---'----------- --- -.--
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are: demand for cheap raw material; need for new investment 

opportunities due to the declining rate of profit on 

investments within the core; and the glut of core markets 

resulting in the search for new effective demand in the 

periphery. These three are most likely to occur at dif

ferent points in the Kondratieff cycle" (1989: 280-281). 

The need for cheap raw materials and increased demand 

occurs, according to Chase-Dunn, during expansionary 

periods, while the search for new investment opportunities 

to stave off declining rates of profit come about at the 

peak of an expansion and during contractions of the capi

talist world economy (1989:181). With respect to the 

hypotheses discussed above, the explanation becomes more 

complex. Recall that flows of direct investment had posi

tive short-term effects, while long-term flows and stocks 

of direct foreign investment had negative effects on econo

mic growth. Since the cycles of the world system were not 

taken into account in the earlier work, and the time period 

covered included times of both expansion and contraction, 

it is almost impossible to say if Bornschier and Chase

Dunn's short term negative effect can be attributed to TNC 

penetration alone. 

During times of world economic contraction, penetra

tion of semiperipheral states by TNCs should become more 

rapid as core producers look to cut the rate at which their 

--- ------------------------ ---
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profits are dropping. The agriculturally based economies 

of the periphery probably have not developed the type of 

market capable of absorbing the assortment of manufactures 

produced by core industries. As foreign penetration 

increases during the downturn domestic investment is also 

expected to decrease at a quickened rate. Capital flight 

should intensify during downturns due to investors chasing 

beneficial interest rates for the potential profits they 

can obtain. This is especially true of peripheral coun

tries that do not enjoy the temporary benefits of increased 

core investments. 

Adjustment policies in the core allow the governments 

of rich countries to force other states to pay for world 

inflation by inducing a reduction of currency through 

various banking mechanisms such as control of interest 

rates, requirements concerning the percentage of cash 

reserves per deposits, etc. While downturns can present 

opportunities for the middle-income to improve their posi

tion in the world economy, the rich countries have more 

flexibility in adjustment policies so slow growth for rich 

countries during downturns are usually short-lived. Again, 

economic downturns are expected to exacerbate the problems 

of peripheral economies, but, as Wallerstein suggested, 

semiperipheral countries should experience increased 

investment that should spur their growth. Core countries 

----------- .-... -_ .. 



are expected to experience an initial slowing of their 

growth rate, but their diversity and strong currencies 

allows them to transfer economic problems abroad through 

adjustments making this slump period relatively brief. 

Alternative Explanations: The Convergence Paradigm 
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This section provides an explanation of alternative 

hypotheses against which the above world systems hypotheses 

will be judged. The alternative hypotheses come from the 

modernization as well as the development schools. Over 

time these two schools have more or less merged, and the 

differences between them can be viewed as one of emphasis 

and not fundamental difference. 

Modernizationists emphasize individual and societal 

alterations in culture, attitude, and activity that need to 

take place before development can occur. Developmentalists 

argue that diffusion of management techniques and savings 

rates need to rise before growth can occur. Like modern

izationists, the developmentalists see obstacles to econo

mic growth arising at the individual or societal level. 

Extra-societal factors usually are viewed as an aid to 

growth rather than a hinderance. This section explains the 

similarities in the basic assumptions of both schools and 

argues that both lines of reasoning assume changes that the 

other makes explicit. They are similar in that they both 

predict productivity or per capita product will converge. 

----------_ .. _. -.- .. 
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According to modernizationists, the process of devel-

opment involves the abandonment of traditional customs and 

values that inhibit growth and the acceptance of new 

"modern" values that spur growth. Two complementary 

schools of thought emerged to explain this process: those 

who emphasize economic factors and those who stress cul-

tural attributes. One of the basic beliefs of both groups 

is that development or modernization is "the process of 

rationalization of social behavior and social organization" 

(Moore 1977:34-35). 

The process of becoming a modern industrialized devel-

oped society, according to development economists such as 

W.W. Rostow, is one of economic stages. 11 To Rostow, 

development takes place through five stages: traditional 

society, the pre-takeoff stage, takeoff, self-sustained 

growth, and finally the mass consumption society. 

At first the traditional society, largely agricul-

tural, uses production methods relatively unchanged from 

past generations. There is little impetus for innovation 

or change. Traditional society before the takeoff stage is 

more or less economically stagnant. Prior to gaining the 

llUnless otherwise noted, the discussion of stages of 
development follows W.W. Rostow's explanation of the 
process of development. See W.W. Rostow. The stages of 
Economic Growth (Cambridge: Cambridge University Press, 
1960). 
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runway that leads to development, a society will begin 

preparing for change. During the pre-takeoff phase, the 

realization that economic progress is possible incites 

structural changes in the traditional economy and society. 

Either the elite or some previously disadvantaged group in 

the traditional society which has a desire to build its 

social prestige and power become the champions of economic 

development. Then, Rostow contends, enterprising men with 

modern attitudes take a role in the economy. They are 

willing to mobilise savings and to take risks in pursuit of 

profit, most importantly in commerce (Rostow 1960). Before 

the takeoff stage occurs, there must be significant changes 

made in the political and social structure and, perhaps 

even more importanly, in cultural values (Rostow 1960). 

The enterprising men, as Rostow called them, are vital 

to development because they have acquired the "virus of 

modern values" without which economic and political devel

opment is inhibited. In the shadow of the AIDS epidemic 

metaphors concerning viruses sound ominous, but once these 

value modifications have been made and business investment 

and ideas have been diffused and infused, according to W. 

Arthur Lewis, the amount of voluntary domestic savings 

should move from about 5 percent to 12 to 15 percent of the 

GNP (Lewis 1954:28). Rostow judges that the level of 

savings should rise to approximately 12 percent, then the 

---------- -- ----
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undeveloped country will have achieved the takeoff stage. 

Both estimates are based on population increases of approx

imately 1 to 1.5 percent per annum, a figure neither deemed 

unrealistic. Once these savings and growth levels are 

attained, growth becomes self-sustaining. 

The values in need of change, to economists, are those 

considered "irrational" when judged on economic grounds 

(Moore 1964:292). Note here that the emphasis on such 

economic factors as management techniques, and savings are 

stressed as the primary determinants to growth, but prior 

to these events cultural change must occur. Of prime 

importance here is that while Rostow emphasizes the econo

mic factors that need altering, the economic variables 

cannot be a factor until this mysterious "new man" comes 

along, 

While traditional or "irrational" values block moder

nization, the desire to share in the advances of the indus

trial revolution that place a buffer between man and a 

harsh environment will overcome "backward" thinking and 

bring change. Formal education then becomes the vital 

ingredient in igniting the transition, because it is the 

conveyor of modern "rational" ideas to the developing 

society. 

Like the economists, the culturalists also define 

stages in the process of modernization which include the 
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traditional, transitional, and the modern phases. The 

values and social organization of the traditional society 

are seen to be slowly disintegrating, replaced by more 

modern values and organization until incremental change 

gives way to a leap into modernity. 

While not all modernizationists are in agreement about 

the social organization or values necessary to develop, 

there is a common theme. In his impressive article "The 

Change to Change", Samuel Huntington catalogues the attri-

butes of the ideal traditional and modern types. 12 The 

traditional society can be characterized as having a pre-

dominance of ascriptive, particularistic, diffuse patterns, 

stable local groups with limited mobility, little occupa-

tional differentiation, and a deferential hierarchical 

organization. Traditional man believes that society and 

the environment constitute a continuity that cannot be 

altered by man; therefore, traditional man is passive and 

12The following discussion of the attributes of 
traditional and modern society follows that of Samuel 
Huntington in "The Change to Change: Modernization, 
Development, and Politics," Comparative Politics 3, no. 3 
(April 1971). Huntington draws his characterization of 
traditional and modern ideal types from the works of Frank 
X. Sutton, "Social Theory and Comparative Politics," in 
Harry Eckstein and David Apter, eds., Comparative Politics: 
A Reader (New York: Free Press, 1963); Marion Levy, 
Modernization and the structure of societies (Princeton: 
Princeton University Press, 1966); Cyril Black, The 
Dynamics of Modernization: A Study in Comparative History 
(New York: Harper and Row, 1966); Dankwart A. Rustow, A 
World of Nations: Problems of Political Modernization 
(Washington, D.C.: The Brookings Institution 1967). 
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submissive. Modern society, on the other hand, has a 

predominance of universalistic and achievement norms, a 

high degree of mobility, a highly specialized occupational 

system, an egalitarian, achievement-oriented social system, 

and functionally specific non-ascriptive structures or 

associations. Modern man, unlike traditional man, believes 

that not only is change possible, but it is desireable 

(Huntington 1971:286-287). 

Culturalists argue over whether or not cultural attri

butes are inherent or taught. Banfield (1958) and Aujac 

(1981) believe that cultural traits are inherent and cannot 

be changed by "rational policy". Thus, a culture is either 

amenable to change or not, and where it is not true devel

opment simply will not take place. Those who believe 

cultures to be plastic, such as McClelland (1961), agree 

with developmentalists in that both see change and develop

ment as possible with education. Again the primary dif

ference in these two groups is in the emphasis they place 

on economic rather than cultural variables. 

Another point of similarity between economists and 

modernizationists is their belief that exogenous factors 

usually stimulate growth, while endogenous factors are 

responsible if growth is impeded. According to convergence 

theorists, the impetus to develop can arise endogenously, 

but to Rostow (1960) and McClelland (1961) this seems 

-----------------------.--. ---
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unlikely. The constant and positive stimuli to growth lies 

external to the undeveloped world; what determines if the 

society will subsequently develop then are the particular 

characteristics of the undeveloped country. 

Returning to the inventory of values an undeveloped 

country must have to develop, Henri Aujac offers the fol-

lowing list. Here Aujac removes the abstraction from the 

list of traits summarized by Huntington and suggests ways a 

country desiring development can convince the developed 

world it is ready to accept the diffusion of money, ideas, 

and technology. The list is particularly instructive of 

what some modernizationists see as the primary determinant 

of growth. 

1. The public authorities must be strong and effec
tive enough to maintain order and, if possible, 
the stability of the currency. 

2. The society must be stable enough, politically 
and socially, human rights sufficiently respec
ted, and political circles sufficiently honest, 
respected and respectable, to eliminate the 
possibility that revolutionary parties can esta
blish themselves and foment rebellion 

3. The general attitude toward a Western-type civil
ization--that is to say, the profit motive and 
the consumer society--must be favorable. 

4. Transport and communication networks must be 
cheap and effective. 

5. Manpower must be abundant, active, capable, 
submissive and inexpensive. 

6. The values of the traditional social organization 
should permit or, even better, stimulate dynamic 

...... - ... --. ----------.- - ... 



people to enter business, as a means to financial 
gains and power (Aujac 1981:50-61). 

Once these values are promoted and accepted, the country 

will attract foreign investment. If the injection of 

management techniques, capital, ideas, etc. are to come 

from the outside, as Rostow argued, then these are the 

ethics that Aujac found corporations deemed vital in their 

decision to invest. 13 When an undeveloped society has 

reached this point incremental changes give way to a leap 

from tradition to modernity. 

The ideal types of traditional and modern man have 

been attacked on theoretical grounds by a number of 

scholars (Valenzuela and Valenzuela 1978; Portes 1976; 

Huntington 1968). Basic to their complaint is the fact 

that modern man is a description of an ideal type of 

"modern man", while those characteristics of the tradi-

tional man are a residual category (Portes 1984:86). 
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Theotonio dos Santos rightly concluded that, "The object of 

a theory cannot be to describe the passage from a society 

that is not really known to one that is not going to exist" 

(dos Santos 1970:174). 

A second and related criticism. is that developed as 

well as developing societies have modern as well as tradi-

tional peoples. This fact alone does not invalidate the 

13See "A Peaceful Asia beckons investors," Fortune, 
October 1977. 
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hypothesis of a grand leap to modernity if it were not for 

the fact that modernizationists have yet to suggest how the 

leap might take place. At what percentage of "modern" 

people does a traditional society make its leap. An exam

ple of the need for such an explanation arises with the 

case of the Yanomam6 tribe of Venezuela. The Yanomamo have 

a very simple system of counting consisting of one, two, 

and more than two. Presented with such a case, modern

izationists would rightly point out that it would be dif

ficult to maintain a thriving economy in a society that 

places such little value in numbers. However, the Yanomamo 

live in Venezuela, which is one of a very few countries 

which has been able to achieve the status of rich as 

defined in Chapter 3. Obviously, everyone in society does 

not have to be modern for a country to develop, which 

demonstrates the necessity of specifying some kind of 

threshold percentage. 

The Western Liberal Perspective 

The western liberal perspective does not properly 

belong to the convergence paradigm, but alternative hypoth

eses from this perspective will also be considered below. 

The similarity between the western liberal perspective and 

convergence is the belief that endogenous factors are the 

most important in explaining development. However, unlike 

the convergence approach, exogenous factors are not seen as 

----------_.- -_. 
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a constant which would speed the development of poor coun

tries if only endogenous factors were primed for growth. 

Exogenous factors can in fact have a positive or negative 

influence on growth. Another characteristic distinguishing 

it from convergence is its abandonment of neoclassical 

economic explanations of growth in favor of domestic poli

tical factors as the primary determinants (Muller, 

1984:258). 

Economics has yet to formulate a positive theory of 

government, so to the majority of economists political 

policies are viewed as having a negative effect on growth 

and are usually called interference or intervention. The 

resul t of government "intervention" is market distortion 

and inefficiencies that supposedly stand in the way of 

economic stability and growth (Mitchell 1988). 

The post-World War II optimism that Latin America and 

the Third World would develop and then become democratic 

strongly influenced the intellectual history of the western 

liberal scholars (Valenzuela and Valenzuela, 1978:535-57). 

These beliefs have many of their theoretical roots in the 

writings of Seymour Martin Lipset (1981), Phillip Cutright 

(1963), and Robert Dahl (1971), and have found expression 

in studies conducted by Robert Jackman (1982), Edward N. 

Muller (1984), Robert Kaufman et al. (1975:303-30), and 

--- -- ------------------_. 
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others. The focus of much of their work concerns democracy 

and democratic regimes. 

In more recent years the conviction with which modern

izationists defend the ideal typical scheme of tradition

modernity has weakened, if it is maintained at all, but the 

idea that growth is stimulated exogenously while 

impediments to growth are endogenous remains. Presently, 

modernization theorists seem to think that the traditional 

cultures of most countries have been severely weakened and 

all they need now is to accept for the idea of the ration

ality of an achievement orientation. The following asses

ment of society and schools in developing countries sum

marizes convergence scholars view of the dismantling of 

traditional societies, and the role of schools in the 

education of pertinent knowledge and values. For a con

ference on economic growth at Columbia University, Peter 

Williams wrote, "Against the developing world's background 

of rising unemployment and profound dislocations of the 

traditional social order ... the proposition that education 

in developing countries should be strictly utilitarian in 

function, concentrating on the production of useful techni

cal skills, while the inculcation of values through philo

sophy and culture should be assigned an insignificant place 

in the curriculum [is shortsighted]" (Williams 

1971:122,123). Williams presents the case that the 



traditional order is weakened yet worries that values 

necessary for modern cultrue are not being given enough 

emphasis. 

Hypotheses from the Convergence Paradigm 
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Convergence is the notion that the rate of return on 

investments and the per capita output is a decreasing 

function of the level of per capita capital stock (Romer 

1986; Lane and Ersson 1986; Ramsey 1928; Cass 1965). As 

mentioned above, both the developmentalist and moderniza

tionists argue that development occurs in stages that every 

country must follow. Reaching the final stage means that 

the society is modern and the productivity gap between 

countries will have narrowed. 

DeLong (1988) has more recently interpreted conver

gence theory to mean that the level of productivity in 

poorer countries grows at a faster rate than in richer 

countries which eventually leads to an equaling of per 

capita incomes. Normal science in this paradigm becomes 

proving that the world is experiencing this projected 

convergence and then discovering the mechanism that brings 

it about. 

To some convergence economists, closure of the gap 

between rich and poor countries is dependent upon the 

degree of economic openness: for convergence to take place, 

the poorer countries must maintain an open economy. In 



order for an economy to benefit from trade as described by 

Ricardo, it must be free and unrestricted; otherwise the 

market experiences distortions that result in slower 

growth. Besides the fact that tariffs introduce market 

distortions, the diffusion of modern technology occurs in 

part through trade. That the developing country removes 

these impediments to trade and investment, both indirect 

investment and direct investment, is critical to growth. 

However, it should be kept in mind that convergence 

economists assert that convergence is taking place; there

fore they must ultimately believe that a degree of free 

trade sufficient to bring about convergence is already 

present. 

Mancur Olson argues that convergence is taking place 

due to the emergence of factors in countries that slows 

their growth (1983). This collective goods model begins 

with "special interest groups" such as labor unions, pro

fessional associations, farm organizations, trade associa

tions, lobbies, cartels, and informally or even tacitly 

organized groups. A defining feature of special interest 

organizations is that their stated purpose is to provide a 

good to all members of the group (1983:13). According to 

Olson, such groups are not usually successfully organized 

in poor countries due to the comparative strength of the 

state which often opposes their formation . 

.... _ .. _._ .. _-------------- ._. --

82 



83 

In the case of labor unions, over time it becomes 

apparent to workers that a union organization is the only 

way to wrestle concessions from powerful employers. The 

ascension of these special interest groups, in Olson's 

words, "delay[s] the innovations and reallocations of 

resources needed for rapid growth" (1983:25). One way 

growth is slowed is through legislation lobbied for by the 

special interest groups, such as health benefits and 

various other forms of "social" legislation. The excep

tions to this rule occurs when the special interest group 

encompasses a considerable percentage of the people who 

will be subject to the delayed growth, or when a strong 

leader arises with the ability to dismantle these organiza

tions. 

Since developed countries are particularly susceptible 

to this "plague" of special interest groups, developing 

countries are provided an opportunity to catch up to rich 

countries. If economic growth is Olson's primary value, 

then he is placed in the uncomfortable position of support

ing leaders who do not respect ci~il liberties and destroy 

labor organizations or any other group standing in the way 

of growth. Although Olson says he does not advocate total

itarianism, he does argue that the growth of the defeated 

Axis Powers after World War II are demonstrable proof of 

his assertions (1983:24-33). According to Olson, the 

---------------------- --- --
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repressive regimes during the war period demobilized most 

of the special interest groups often jailing or executing 

active members, weakening the group's organizational 

ability to the point where the post-war economies--unfet-

tered by the interference of such groups as labor unions--

flourished. 

Once again, the basic notion of convergence is that 

elements that are nurtured within rich states eventually 

mature and when they do, productivity is slowed such that 

poorer countries begin to catch up in per capita output. 

As these countries grow richer they too will fall victim to 

the same growth-inhibiting factors. The collective goods 

thesis offered by Olson suggests mechanisms which slow 

growth in older established systems. 14 As long as similar 

forces do not come into play in developing countries, as 

Olson asserts they will not, one of the mechanisms behind 

convergence has been identified. 

Hypothesis la: The richer a country the more 
powerful growth-inhibiting groups are thus slow
ing its growth. 

A modification to this hypothesis comes from the 

western liberal approach. Again, this group argues that 

14There does not seem to be a reason inherent in the 
theory that explains why poorer countries will not be 
effected by special interest groups, but Olson argues that 
older democratic countries are the most likely to be hurt 
(26). While there may be more time for these groups to 
form, it seems that governments in less developed countries 
are vulnerable to groups even if they are less well organized. 

----------- _ .. -----
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political factors are important determinants of growth. 

The major similarity between this group and the convergence 

approach is that endogenous factors are considered more 

important than exogenous in stimulating growth. More often 

than not, those within this perspective are interested in 

how political factors, such as the degree of democracy, 

influence domestic inequality (Muller 1988, 1984; Jackman 

1973; Bollen and Jackman 1989 1985) but an attempt will be 

made to extrapolate this concern to growth. The western 

liberal approach departs company with the earliers conver

gence explanation in that political factors, such as demo

cracy, can have a positive influence on economic growth. 

Projecting from the logic of the western liberal 

perspective, we can arrive at the assertion that a democra

tic regime is more likely to be able to formulate adjust

ment policies in response to external shocks, such as the 

oil crisis in the mid-1970s, that may involve economic 

hardships because a democratic government rules by mandate. 

In other words, citizens of a country are more likely to 

support their government and endure hard times than citi

zens of an authoritatian regime. The expectation is that 

electoral procedures give the citizens the belief that 

elected officials are acting on their behalf allowing 

elected officials more flexibility in responding to crises. 

The other side of this coin is that authoritarian 

~---------- '-' - -,-
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governments may prove more effective than democratic 

regimes because authoritarian governments do not have to 

worry about achieving an electoral consensus (De Schweinitz 

1964). Also, authoritarian regimes are not concerned with 

the possibility of losing "votes" if they decide not to 

"waste" money on consumer goods that the regime deems 

better spent on productive investments. Some scholars 

argue that public debate on issues--a vital part of demo

cracy--creates conflictual divisions that can suppress 

growth, whereas authoritarian regimes suppress conflict and 

impose their will (Huntington and Dominguez 1975; Chirot 

1977). 

Other explanations for economic growth imputing domes

tic political factors consider government spending deci

sions. Military expenditures have been argued to depress 

growth in developed societies due to their negative cor

relation with the investment rate. However, according to 

Benoit, military expenditures in less developed countries 

appear to have the opposite effect (1973). He reasons that 

if expenditures that went to the military were instead 

spent on highly productive investments, the results for 

developed and developing countries should be the same, but 

he argues that developing countries tend not to invest a 

high percentage of their non-military expenditures on 

highly productive investments. Much of this money goes 

----------- ~-. -_.-



into the purchase of consumables and social investment 

(Benoit 1973). 

A second positive effect of the military on growth, 

according to Benoit, is the exposure the soldiers get to 

modern technology. Here the author explains that soldiers 

in the Third World are often peasants and the exposure to 

modern technology and a semi-modern bureaucratic organiza

tion in the army, along with the regimented lifestyle, 

prepares the peasant for the discipline needed to maintain 

an industrial society. 
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other forms of government spending that have been 

hypothesized to spur economic growth have been called 

expenditures on "human capital". While the term reduces 

human beings to an investment decision to be accepted or 

rejected according to profit projections, the point is that 

government programs can prepare a population for growth. 

The most common of these programs is education: by provid

ing a public school system, the government is helping train 

a literate work force, a necessity in a modern economy 

(Weede and Tiefenbach 1983). 

Conclusion 

As new invention after new invention is introduced and 

technology becomes more advanced in communications, trans

portation, production, and all other areas, the world grows 

smaller. In less time than it took conquistadores from 

----------_._ .. --. 
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Europe to send back word of new lands to plunder and new 

souls to subjugate, humans can now travel to the moon and 

back and the world can watch the whole event as it happens. 

Raw materials, production facilities, and/or know-how do 

not always coincide; thus production is such that the 

people in one country cannot consume what is produced 

within their boundaries with the result that all countries 

are increasingly linked together in one world economy. But 

all countries were not created equally. 

Interdependence is the notion that all countries are 

in one way or another bound together. The environmental 

notion of the "space ship Earth" has been an easy notion to 

grasp, because no matter who pollutes the air we all must 

breathe. The notion of economic interdependence is a bit 

harder for some people to understand, but for the most part 

few people would deny that interdependence is not only 

necessary but good. 

World systems theory takes the idea of interdependence 

a step further by asserting that not only are countries are 

linked together, but for some the links join together to 

form the chains. By this it is meant that some countries 

are more powerful and more successful in pursuing their 

perceived self-interests than other countries. In terms of 

economic growth and development this means that the links 



poor countries share with rich countries limit the pros

pects of the poor for growth. 

It was shown that world systems theory asserts that 

the world is divided into three tiers--the core, semi

periphery and periphery--each serving a necessary function 

in the system. Although growth takes place, the gap 

between the tiers will not close because unequal relations 

between the tiers favoring the core serve to maintain the 

hierarchy. 
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One of the primary linkages between the three groups 

are transnational corporations. According to world systems 

theorists, these massive companies stretching across state 

boundaries invest huge sums of money causing a short-lived 

burst of growth while creating mechanisms that lead to 

slower growth in the long-run. 

Convergence theory, on the other hand, posits that the 

investments made by TNCs provide capital for growth and the 

origin of the capital is irrelevant. It is the rich coun

tries that experience slower growth due to the formation of 

special interest groups diverting money to its members that 

could otherwise be invested in productive pursuits. TNCs 

move to the non-core countries to evade some of the pres

sures created by these groups, such as higher wages for 

workers, aiding in the faster growth of these countries. 

----------- --. ---
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CHAPTER 3 

THE MEASUREMENT AND MEANING OF GROWTH 

Introduction 

Measuring growth is not an easy task. While poverty 

and wealth are easily discernable to anyone traveling 

across the frontiers of rich and poor countries, the dis

tinction has not been easy to quantify. Few people argue 

that a gap between rich and poor countries does not exist, 

but the extent and importance of the gap is often disputed. 

Debate over the extent of disparity between rich and poor 

countries arises due to a lack of confidence in the accur

acy of the GNP/pc. Comparing the general conditions in 

Burkina Faso to those in Switzerland, one may be satisfied 

that the GNP/pc accurately reflects the differing standards 

of living; however, some have suggested that this is not 

the case. Many scholars (Ward 1985; Summers et. al.; 

Morris 1979; Kravis et al. 1975; Heston 1973; Kuznets 1972) 

have suggested that conversions of GNPs to a common cur

rency utilizing official exchange rates may overestimate 

the poverty of poor countries. 

To anticipate the flow of the discussion, this chapter 

defends the use of exchange rates rather than purchasing 

power parities (PPP) to convert GNPs to constant U.S. 

dollars. Then three GNP/pc-based categories are defined to 
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group countries: Rich, Middle-Income, and Poor. The 

countries that had socialist systems did not use the same 

accounting methods as the rest capitalist countries, there

fore, they are not included in the sample. This should not 

be taken to mean that they are thought to behave differ

ently. High-income oil exporters form the last group. 

Often the oil states are removed from samples because they 

are rich without being developed. The analysis in Chapter 

5 indicates that the results are not significantly changed 

by retaining the oil states. 

Finally, the present study is primarily concerned with 

economic growth; however, the broader range of activities 

involved in development cannot be ignored. Following the 

placement of countries into groups, measures of the quality 

of life and economic diversification are examined to deter

mine the extent to which these factors accompany economic 

growth. 

Criticisms of GNP/pc: Reliability and Validity 

Criticisms of the GNP/pc as a measure of growth and 

development fall into two broad categories: reliability and 

validity. Questions of reliability concern the accuracy of 

measurement techniques employed for national account stati

stics, while criticisms of the validity assume or argue 

that the economic index does not measure the appropriate 

concepts. These scholars assert that the social sciences 

-------------- .-. --. 
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are just as concerned with the welfare of people as econo-

mic expansion, but the GNP/pc does not provide information 

concerning the quality of life. This section addresses 

criticisms concerning the reliability of the GNP/pc, and 

then the principal alternative, the purchasing power 

parity. The discussion will then turn to concerns over the 

validity of the GNP/pc as a measure of growth and 

development. 

The Reliability of the GNP/pc 

Assertions that exchange rate conversions of the 

GNP/pc are not reliable measures has fueled a number of 

projects determined to produce an alternative conversion 

factor that avoids the presumed measurement error intro-

duced by exchange rate distortions. 1 statistical relia-

bility pertains to the degree to which variance on an 

observed phenomenon is due to random sources (Bohrnstedt 

1983:73-74), and in the case of the GNP/pc such questions 

abound. Two such criticisms are examined below. The first 

IThe discussion of Purchasing Power Parities comes 
largely from The Reemergence of the Purchasing Power Parity 
Doctrine in the 1970s, by Louka T. Katseli-Papaefstratiou; 
Measuring the Condition of the World's Poor: The Physical 
Quality of Life Index by Morris Morris; A System of 
International Comparisons of Gross Product and Purchasing 
Power, by Irving Kravis, zoltan Kenessey, Alan Heston, and 
Robert Summers; and "The Gap: Concept, Measurement, 
Trends," by Simon Kuznets in The Gap Between Rich and Poor 
Nations: Proceedings of a Conference held by the 
International Economic Association at Bled, Yugoslavia, ed. 
Gustav Ranis. 

--- ---------------------



questions the accuracy of data collection from country to 

country, while the second hinges on methods of converting 

the data to a common currency. 

The first complaint involves the compilation of data. 
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Worry arises over the uniformity of the categories that 

constitute the GNP and whether poor countries have the 

computer technology available to compute accurate national 

accounts data. That not all countries have accepted iden

tically defined categories does not present an insurmount

able problem, because the United Nations has been quite 

successful in promoting uniform categories of production. 

The also make adjustments to questionable data in their 

annual publications. Lack of necessary computer equipment 

has proven to be an even greater problem. If this had been 

the only criticism of the GNP/pc, it would be viewed as a 

technical problem with a relatively easy solution. Unfor

tunately the problem is not that simple. 

The second criticism is that when the GNP is converted 

to a standard currency it does not reflect equivalent value 

from country to country. In other words, if converted into 

U.S. coin, a dollar in India would not yield the same 

buying power as a dollar in France. This has been referred 

to as the "traveler's dilemma." The traveler to a foreign 

country finds that the amount of cash it took to buy a 

basket of goods in one country either buys more or only 

-- .-. ---------. -----------
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purchases a fraction of those goods in the next country. 

This dilemma alerted scholars to the possible need to 

replace exchange rates with a conversion factor that would 

better reflect comparable currency purchasing power, com-

monly known as the purchasing power parity index. 

The solution to the problem, according to PPP propo-

nents, is to find what causes official exchange rates to 

stray from equilibrium so that currencies have unequal 

purchasing values. Morris Morris (1979:10) pointed out 

that it is not uncommon for exchange rates to oscillate 

rather wildly from time to time. In Brazil, for example, 

the official exchange rate during the first quarter of 1981 

was 70.8 cruzeiros per U.S. dollar; the mid-year rate 

climbed to 91.8 and by the end of the year the official 

rate stood at 118.1.2 Again, exchange rate shifts such as 

these are not uncommon, but neither are they constant, some 

countries experience violent shifts while others remain 

stable year after year. 

converting Brazil's GNP, as reported in the World 

Tables, utilizing the exchange rate from the first quarter, 

produces a per capita product of $3380 (current U.S. 

dollars). This figure is quite impressive, but by choosing 

the mid-year mean exchange rate the yearly production 

2The example follows the logic of that used by Morris 
(1979:10-11) . 

- --- _._------- -----------_.- .-. 
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figure is reduced to $2308 per head selecting the final 

quarter exchange rate would lower the GNP/pc to $1794. 3 

Obviously the rate does have a significant effect, but the 

extent of the effect is not known. Inflation, one of the 

more common causes of exchange fluctuations, does lo\~er the 

standard of living, but it remains unclear which of the 

three figures most accurately portrays the real value of 

Brazilian currency. 

Even though shifts can be violent, many economists 

believe that the exchange rates and the relative values of 

different countries' currencies tend toward equilibrium 

over time. Thus, for these scholars the purpose of the PPP 

is to smooth the fluctuations and find the equilibrium 

value. The cause of the variation may be due to inflation, 

changes in production techniques, import and export proce-

dures, price shocks originating domestically or inter-

nationally, etc., but the larger economy-wide adjustments 

that bring the values of currencies into balance occur much 

more slowly. The variation in the GNP/pc demonstrated 

above is said to reflect this lag time. Thus, exchange 

rate fluctuations represent malalignments of currency 

prices that will ultimately move back toward a relative 

unity value (Katseli-Papaefstratiou 1979:4). 

3The mid-year mean exchange rate was derived by 
averaging the second and third quarter exchange rates. 



Some scholars, contend that the exchange rate!??? 

difference involves more than a lag time for correction of 

an equilibrium-tending exchange rate. Simon Ku=nets, for 

example, asserts that because many poor countries retain 

sizeable elements of pre-capitalistic production and non-

cash trade that go unreported in national accounts 

statistics, their GNP is understated (197~:8). As coun-

tries become richer, Kuznets explained, these traditional 

sectors gradually give way, lessening the degree of distor-

tion in GNP measurement. Therefore, the new conversion 

factor, the PPP, should cause little change in the GNP of 

rich countries, but the poorer the country the more the PPP 

should increase their GNP over the official exchange rate 

conversion va1ue. 4 

Among PPP proponents the debate focuses on how to 

replace the exchange rate with a factor that equalizes the 

value of products across borders. Research on various PPP 

factors have yielded three basic versions: the traded goods 

4Kuznets also noted that if the currency of a rich 
country is used as the numeraire currency, the PPP 
conversion for richer countries is not affected by the 
conversion and the poorer the country the more the PPP 
conversion inflates the resulting figure. This means the 
PPP converted GNP/pcs make the gap between rich and poor 
countries look smaller. However, when the numeraire 
currency is that of a poor country, the opposite is true. 
Poor countries are not affected by the conversion and the 
richer the country the more the PPP conversion inflates the 
resulting GNP/pc. In other words the gap looks wider 
(1972) . 
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model of the "law of one price"; a "causal" relationship 

between relative price levels and exchange rates; and a 

"reduced form" relationship between relative price levels 

and exchange rates. 5 The traded goods model provides a 

good example of the logic of PPP construction and many of 

the criticisms confronting all three models. 6 

The traded goods model conforms to the logic of the 

"law of one price." This law proposes that traded commo-

dities are equalized in value across borders under certain 

conditions. The first assumption is that all sides possess 

perfect information on the commodity markets. Further, the 

model does not allow for asymmetric changes in the cost of 

transportation or fer trade impediments. with these condi-

tions assumed to be met, the "real" value of a foreign 

currency would be equal to the ratio of the internal price 

SThe attempt to build a PPP measure has been well 
documented. The major works in this field include A System 
of International Comparisons of Gross Product and 
Purchasing Power by Irving B. Kravis, Zoltan Kenessey, Alan 
Heston, and Robert Summers; An International Comparison of 
National Products and the Purchasing Power of Currencies by 
M. Gilbert and Irving Kravis; Comparative National Products 
and Price Levels: A Study of Western Europe and the United 
States by M. Gilbert and Irving Kravis; "A Comparison of 
Some short-cut Methods of Estimating Real Product per 
Capita," Review of Income and Wealth, by Alan Heston; 
International Comparisons of Real Income, by William 
Beckerman. 

6For a complete review of the PPP debate and empirical 
findings, see Louka T. Katseli-Papaefstratiou's The 
Reemergence of the Purchasing Power Parity Doctrine in the 
1970s. 

-------~----------------
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of a commodity to its foreign price (Katseli-Papaefstratiou 

1979:4). This is a statement of the absolute version of 

the traded goods model. The relative version holds that 

the exchange rate changes in accordance with differences in 

inflation. If the price of foreign imports increase due to 

inflation in the exporter's economy, then exchange rates 

slowly adapt so that the relative price or value of imports 

remains more or less the same. 

Three major criticisms of the traded goods model have 

been raised and will be examined below. The first pertains 

to the use of price series rather than the price of speci

fic commodities in tests of PPP. Second, since not all 

items are traded and the PPP is used to produce an economy

wide indicator of growth, critics assert that proponents of 

PPP are forced to argue that non-traded as well as traded 

goods move toward equilibrium prices. Finally, critics 

charge that the denial of trade impediments and differen

tial transportation costs is too removed from the real 

world. 

As was stated above, the traded goods model assumes 

that the PPP conversion factor equals the ratio of the 

price of one good in two countries. If every commodity 

acts as the traded goods model predicts then the PPP con

version factor should equal the ratio of price series in 

two countries. The use of price series instead of 
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individual commodity comparisons becomes necessary because 

the same goods are not used or needed by peoples in every 

country. If they were the PPP could be produced by the 

results of commodity-to-commodity comparisons. To replace 

such a comparison a price index or a comparable category by 

category match of items must be made. 

Past empirical studies of the use of price series to 

calculate PPP values suggests that there is little basis to 

justify a move from one good to a whole price series. 

Kravis and Lipsey (1971, 1977) demonstrate that even among 

traded commodities there is substantial variation from the 

"law of one price," the relationship predicted by the 

traded goods model. One researcher did find some evidence 

that commodities act as predicted but manufactures do not, 

thus rendering an economy-wide estimate based on broad 

price indexes, such as the GNP deflator, useless (Isard 

1977). other problems arise with the use of supposedly 

comparable categories of items to produce a PPP conversion 

factor. Perhaps the most difficult of these is arriving at 

comparable categories of goods. The researcher is reduced 

to discussing issues such as the whether electric fans are 

comparable in hot weather to sweaters in cold weather. If 

so, are they items that can be properly compared in value? 

The second criticism concerns whether traded as well 

as non-traded goods equalize. Testing this proposition has 

-------------- --_. 
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been accomplished by using the GNP deflator so that the 

problems associated with broad indexes arises once again. 

Compounding this problem, if the ratio of indexes is taken 

and the resulting PPP conversion factor is used to convert 

the GNP, the researcher is then assuming that traded as 

well as non-traded items find equilibrium price. However, 

as Officer points out, differential rates of productivity 

and structural differences between advanced and under

developed countries produce price structures that differ 

(1976:22). Katseli-Papaefstratiou adds that whereas prices 

may equalize for a particular subset of goods, indexes 

using multiple item comparisons "should not be 

invoked ... unless one is prepared to argue that prices of 

traded and nontraded goods always move in unison ... The fact 

that productivity or other structural differences across 

countries can cause differences in internal relative prices 

is one of the most serious criticisms of the PPP relation

ship" (1979:7). 

The final criticism of the PPP involves the assump

tions about trade impediments and transportation costs. 

Over 25 years ago, Paul Samuelson disputed PPP assumptions 

about trade and differential transportation costs 

(1964:146-147), and another author, in a more recent study, 

reiterated, "In econometric applications computed results 

turn out to be different from those predicted by PPP 



101 

precisely because of ... the presence of transportation costs 

and trade impediments. Testing the 'law of one price' thus 

becomes a test of the magnitude and importance of trade 

distortions, cross-country asymmetries, and information 

lags" (Katseli-Papaefstratiou 1979:5-6). 

Many people who study economic development believe 

that exchange rate conversions cannot produce comparable 

national accounts statistics. In spite of the criticisms 

reviewed above, some form of PPP conversion factor may 

eventually prove more accurate. However, at the present 

time this desire for more accurate data is misguided if it 

leads to the choice of the presently available PPP conver

sion factors. PPP proponents have not demonstrated that 

the assumptions underlying their conversion factor reflect 

the observable world. As serious as these shortcomings are 

the possible distortions introduced in attempts to generate 

PPP factors is even more distressing. 

Not only have questions been asked of the logic and 

assumptions of the PPP argument, but the actual process of 

constructing the PPP estimates has also attracted criti

cism. The extended series of PPP converted GNPs offered by 

Robert Summers and Alan Heston (1984) is an impressive 

achievement. However, a closer look at how this data set 

was constructed suggests that it does not provide a super

ior measure of economic growth. The conversions do, on the 

----------- ---- ----



102 

one hand, increase the apparent level of development of 

some poor countries as Kuznets suggested should occur. It 

is also true that a sizeable portion of some poor countries 

economies are pre-capitalistic in nature. Nevertheless, 

there is no way of knowing the extent of the non-cash 

economy. If there are questions about the accuracy of that 

part of the economy poor countries do measure, how accurate 

could anyone hope to be adding estimate of the "true" value 

of items in the pre-capitalistic segment of the economy. 

The United Nations commissioned this and a series of 

related projects beginning in 1968, dubbed the 

International Comparison Project (ICP).7 The purpose of 

the ICP study is to produce purchasing power parity conver-

sion factors so that cross-national comparisons of national 

account statistics can be made. As of 1975 only ten 

"benchmark" countries had been studied: Colombia, the 

Federal Republic of Germany, France, Hungary, India, Italy, 

Japan, Kenya, the United Kingdom, and the United states 

70ther institutions making significant contributions 
to this work have been the University of Pennsylvania, the 
Ford Foundation, and the World Bank. For a more complete 
history of this project, see Irving Kravis, Zoltan 
Kenessey, Alan Heston, and Robert Summer A System of 
International Comparisons of Gross Product and Purchasing 
Power. Baltimore and London: The Johns Hopkins University 
Press, 1975. 

----------- --- ----



103 

(Kravis, Kennesey, Heston and Summers 1975:2).9 Of the ten 

countries studied five were rich industrialized countries, 

one was middle-income, two were poor, and one was social-

ist, hardly an adequate cross-section of countries. 

By the time Summers and Heston conducted their 1984 

study, 34 countries had received benchmark treatment. 

Their study provided information on 115 countries. How-

ever, they did not collect the data necessary to compute 

PPP factors for all 115 countries; rather, they used a 

short-cut method to extrapolate data from the benchmark 

countries. The researchers categorized the non-benchmark 

countries by their similarity to the benchmark countries 

then extrapolated the data. Again, a very basic objection 

to extrapolating the findings from the U.N. study countries 

to the rest of the world would be the representativeness of 

the countries investigated, but this is only where the 

difficulty begins. 

Table 1 presents the benchmark countries for the 1968-

1970 period as well as the extended list. To reiterate, 

according to purchasing power proponents PPP-converted 

GNP/pcs of the poorer countries should change more than 

richer countries. However, two Lower-Income countries 

received benchmark treatment in the 1968 study and only 

9Benchmark countries are those receiving extensive 
examination of pricing and value comparison. 

----------- -----_. 
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Table 1. Purchasing Power Parity Benchmark 
Countries in World Bank Groupings" 

Industrial 
Mar.ket 

Economies 

Germany 
France 
Italy 
Japan 
U.K. 
U.S. 

Industrial 
Market 

Economies 
(13 of 25) 

Austria 
Belgium 
Denmark 
France 
Germany 
Ireland 
Italy 
Japan 
Luxembourg"" 
Netherlands 
U.K. 
U.S. 

1968-1970 

Middle 
Income 

Countries 

Colombia 

Middle 
Income 

Countries 
(10 of 57) 

Brazil 
Colombia 
Iran 
Jamaica 
Korea 
Malaysia 
Mexico 
Syria 
Uruguay 
Spain 

1975 

Phi lippines 

Lower 
Income 

Countries 

India 
Kenya 

Lower 
Income 

Countries 
(7 of 34) 

India 
Kenya 
Malawi 
Pakistan 
Sri Lanka 
Thailand 
Zambia 

"Source: World Development Report, 1978. 

Centrally 
Planned 

Economies 

Hungary 

Centrally 
Planned 

Economies 
(4 of 11) 

Hungary 
Poland 
Romania 
Yugoslavia 

""Luxembourg is placed in the World Bank's Less than 1 
Million population category, but its GNP/pc would place 
it in the Industrial Market category. 

_.- .. _ ... -.---- ----------------_ .. _- -.- .... _- ------- ---
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five, more were added by 1975. utilizing the categories 

defined in the World Development Report, 34 countries fall 

into the Lower-Income category, the cutoff point being 

$250. Information on the Lower-Income and the poorer of 

the Middle-Income countries is probably the most critical 

because they are the ones projected to experience the most 

change. So, 27 Lower-Income countries must reasonably fit 

one of the seven benchmark countries and then extrapo

lations are made. 

The above problem looms larger when one considers that 

the PPP factors for the benchmark countries were only 

produced for one year and Summers and Heston's data set 

provides data for 30 years. Not only does the manufactured 

factors for seventy or more out of one hundred countries 

have to be accepted for the year of the PPP investigation, 

but the extrapolations have been expanded to cover a time 

period of thirty years. The projecting of PPP conversion 

factors for 81 countries based on benchmark data from 34 

countries is cause for concern if only one year's data is 

being extrapolated, but this study projects 30 years of 

data from the benchmark year. 

Finally, if actions speak louder than words, the 

actions of the United Nations and the World Bank thunder. 

After spending millions of dollars on the long-term Iep 

project that began in the 1950s, these two institutions 

----------_ .. _. -~ 
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reported exchange rate converted GNPs in their annual 

reports until 1990. At this time the World Bank published 

purchasing power parities for two years in the World Devel

opment Report. 

Those who seek to produce a PPP conversion factor are 

justified if their concern is precision, but given the 

seemingly prohibitive costs and the problems discussed 

above, it would probably be more fruitful to investigate 

questionable exchange rate conversions on a case by case 

basis as is already done by the World Bank. 

In part due to the difficulties outlined above, the 

official exchange rate conversion of the gross national 

product have remained the most common indicator of the 

relative wealth or poverty of a state. As pointed out 

above, this is even true of the institutions paying for the 

study of purchasing power parities. While the problems 

associated with the reliability of cross-country compari

sons based on GNP measures have not been completely solved, 

attempts to arrive at universally acceptable categories of 

items as well as correcting for exchange fluctuations have 

partially succeeded in solving part of the comparability 

problem. 

Validity of GNP/pc as a Measure of Development 

Validity refers to the tie between the concept to be 

measured and the actual measure. In other words, is the 

----------- --- -- ---
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operationalized variable measuring the concept you have in 

mind? The GNP/pc may reliably measure production within a 

society, yet if the concept of interest is personal income 

the GNP/pc would not be a valid measure. Except for a 

rather brief period in the 1950s and early 1960s, the 

majority of academics accept that development means more 

than simple economic growth. The most commonly mentioned 

elements defining development include economic growth, 

economic diversity, and distribution (Morawetz 1977:7-10). 

The GNP/pc does not measure economic diversity or distribu

tion; therefore it is not a valid measure of this broader 

definition of development. However, since there has been 

no consensus as to how to weight these factors, no develop

ment index has gained acceptance. 

Before discussing distribution or economic diversity 

at different levels of growth, countries will first be 

divided into three groups to acertain if distribution and 

diversity accompany levels of growth. The last segment 

analyzes the degree of diversification and its association 

with levels of growth. Also, a significant portion of this 

discussion will be spent explaining the difficulty in 

joining these concepts with the GNP/pc to form a develop

ment index. 

Whether one is testing world systems or convergence 

hypotheses, it is important to know how individual states 

----------- ---- - ----
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as well as groups of states fared. Since the world system 

paradigm was selected as the primary approach in Chapter 2, 

ideally the groups would be the three tiers that make up 

the capitalist world system: the core, semiperiphery, and 

periphery. However, one of the more significant failures 

of the world system paradigm is that world systems theorist 

have not arrived at an acceptable and/or measurable defini

tion of world system status. 

Christopher Chase-Dunn (1983:80-81) produced a rough 

estimate of world system status in order to isolate the 

countries he believed had been upwardly or downwardly 

mobile over the last century, but these "guesstimates" were 

not meant to be used in empirical research. Snyder and 

Kick (1979) employed mUltiple network analysis in defining 

the tiers which resulted in ten blocks of countries which 

they then labeled as core, semiperiphery and periphery. 

However, the blocks are not immediately interpretable in 

terms of world system theory. For example, Mexico, 

Czechoslovakia, and Brazil are identified as being in the 

periphery while BUrma is placed in the semiperiphery 

(1979:1110). While this work is very sophisticated, the 

results must be more convincing and cover more than one 

year. Nemeth and Smith's (1985), and Galtung's (1972) 

works confront the same problem. While both works have 

considerable merit, ultimately their major problem is that 

--- --------------------- --- - ---
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they cover only one year and in many cases the large volume 

of data needed to replicate and expand their categories to 

include the period 1950 to 1986 is not available. 

According to some critics of world systems theory, 

these deficiencies are sufficient to dismiss the paradigm 

altogether. It is true that eventually this issue must be 

overcome and previous hypotheses rechecked, but an examina

tion of groupings regularly used by convergence scholars 

without comment also contain weaknesses and inconsisten

cies. It would appear that the two paradigms are being 

judged with different yardsticks. This is not an uncommon 

situation for a new paradigm that rises to challenge the 

accepted view of the world. 

For the present study the groups will be defined by 

their GNP/pc and will be assumed to approximate the tiers 

of the world system, but when an adequate definition of the 

tiers is offered, the following research will need to be 

verified. As was discussed in the previous chapter, pro

duction wealth per head as measured by the gross national 

product per capita remains the most common measure of 

development and will be utilized in the present study. 

Again, a review of various attempts at defining income 

groups supposedly based on GNP/pc makes clear that world 

systems theory is not the only approach having difficulty 

grouping countries. 

----------- --- - -_. 
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So as not to be redundant, only the groups defined by 

the 1988 edition of the World Development Report (WDR) will 

be examined, but similar problems arise in The World 

Tables, as well as in the various reports and supplementary 

series published by the International Monetary Fund. Table 

2 presents the names of countries belonging in each of the 

groups and their GNP/pc. Notice that the group names "Low

Income," "Lower-Middle-Income," etc. suggest that the 

defining characteristic of the groups is the GNP/pc. 

For the poorest group, the WDR does appear to be using 

the GNP/pc as the defining criterion for inclusion. How

ever, inconsistencies appear in the makeup of the second 

group, and upon closer examination the GNP/pc cannot 

explain the makeup of the "Middle-Income" group. The 

explanation that appears in the preface to the tables 

suggests that the World Bank utilized other criteria in 

addition to GNP/pc in specifying the groups. They assert 

that their groupings are a useful tool "for distinguishing 

economies at different stages of development" (World Devel

opment Report 1988:217). Development is a broader concept 

than economic growth, usually adding to growth some measure 

of economic diversity and distribution (social equality) 

(Morawetz 1977). 

It appears as if the GNP/pc was utilized to some 

degree in defining the groups discussed above; however, it 

--------- ._. -.-



Table 2. Income Groups as Defined 
in the World Development Report, 1988 

Industrial Market Economies 

GNP/pc· Country GNP/pc Country GNP/pc Country 

17680 switzerland 12160 Finland 8870 U.K. 
17480 U.s. 12080 W.Germany 8550 Italy 
15400 Norway 11920 Australia 7460 New Zealand 
14120 Canada 10720 France 5070 Ireland 
13160 Sweden 10020 Netherlands 4860 Spain 
12840 Japan 9990 Austria 
12600 Denmark 9230 Belgium 

Upper Middle-Income 

7410 Singapore 2590 Algeria 1900 Uruguay 
6910 Hong Kong 2370 S.Korea 1860 Mexico 
6210 Israel 2350 Argentina 1850 S.Africa 
5360 Trinidad & Tobago 2330 Panama 1830 Malaysia 
4980 Oman 2300 Yugoslavia 1810 Brazi I 
3680 Greece 2250 Portugal It It Iran 
3080 Gabon 2070 Poland Iraq 
2920 Venezuela 2020 Hungary Romania 

Lower middle income 

1570 Syria 930 Guatemala 640 Nigeria 
1540 Jordan 910 Cameroon 620 Zimbabwe 
1480 Costa Rica 840 Botswana 600 Bolivia 
1320 Chile 840 Jamaica 590 Morocco 
1230 Colombia 820 El Salvador 560 Philippines 
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1200 Mauritius 810 Thailand 550 Yemen (Arab) 
1160 Ecuador 790 Nicaragua 490 Indonesia 
1140 Tunisia 760 Egypt 470 Yemen, PDR 
1110 Turkey 740 Honduras 460 Liberia 
1090 Peru 730 Cote d'Ivoire Lebanon 
1000 Paraguay 720 Papua N.Guinea 
990 Congo 710 Dominican Rep. 
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Table 2. Cont Low Income Economies 

GNP/pc· Country GNP/pc Country GNP/pc Country 

420 Mauritania 290 C.African Rep.160 Zaire 
420 Senegal 290 Rwanda 160 Bangladesh 
400 Sri Lanka 280 Somalia 160 Malawi 
390 Ghana 270 Benin 150 Nepal 
370 Lesotho 260 Niger 150 Bhutan 
350 Pakistan 250 Tanzania 150 Burkina Faso 
330 Haiti 250 Togo 120 Ethiopia 
320 Sudan 240 Burundi Afghanistan 
310 Sierra Leone 230 Madagascar Chad 
300 Zambia 230 Uganda Guinea 
300 China 210 Mozambique Kampuchea 
300 Kenya 200 Burma Laos PDR 
290 India 180 Mali Viet Nam 

Developing Economies-Oil Exporters 

14680 U.A.E. 
13890 Kuwait 

6950 Saudi Arabia 
.. Libya 

Population of Less Than 1 Million 

15770 
15400 
13410 
13200 

8510 
7190 
5150 
4360 
3450 
2510 
2380 
1810 

Luxembourg 
Brunei 
Iceland 
Qatar 
Bahrain 
The Bahamas 
Barbados 
Cyprus 
Malta 
Suriname 
Antigua 
Fiji 

Albania 
Angola 
Bulgaria 

1700 st Kitts 
1320 st Lucia 
1240 Grenada 
1210 Dominica 
1170 Belize 

960 st Vincent 
740 Tonga 
690 Swaziland 
680 Western Samoa 
530 Solomon Is. 
500 Guyana 
460 Cape Verde 

Nonreporting Nonmember 

Cuba 
Czechoslovakia 
E.Germany 

340 
320 
310 
230 
170 

Sao Tome 
Comoros 
Maldives 
Gambia 
Guinea Bissau 
Djibouti 
Kiribati 
Guinea 
Eq. Guinea 
Seychelles 
Vanuatu 

Mongolia 
N.Korea 
Soviet Union 

* 1984-1985 U.S. Dollars. ** .. missing data. 

---------- -- .-.-
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is not at all clear if the other two concepts have been 

used in any consistent manner. The groups, as defined in 

the annual World Development Report, may be sensitive to 

degrees of economic diversity, but if they are it is not 

made explicit in the report's technical notes. "Low

Income," according to the information that is provided in 

the notes, refers to those countries with a per capita 

product of less than $425 dollars. The second group, 

Middle-Income countries, are those countries achieving a 

GNP/pc higher than $426, but there is no upper income limit 

established for this group. The third group produces even 

more confusion than the other two groups. It is safe to 

assume that the GNP/pc has a defining role in that all of 

the countries are relatively rich, but no income level, 

high or low, is specifically mentioned in the notes (World 

Development Report 1988:217). Confusion arises due to the 

fact that the richest five of the supposedly "Middle

Income" countries--Singapore, Hong Kong, Israel, Trinidad 

and Tobago, and Oman--have higher GNP/pcs than Spain, the 

poorest of the highest income group, and the richest three 

of the Middle-Income countries have larger GNP/pcs than 

both Spain and Ireland. 

Since the Bank asserted that its groups were useful 

for distinguishing countries at different levels of devel

opment, economic diversity and distribution may be the 



114 

criteria that explains the above overlapping of countries. 

Rather than calling this third group "Rich" following the 

logic of the other two groups, the Bank labels it the 

"Industrial Market Economies," leading one to think that 

the unspecified criteria for inclusion in this group would 

be level of industrialization or the degree of "market

ness." Such a measure could be construed as approximating 

the degree of economic diversity; however, no level of 

industrialization or degree of market orientation by which 

to divide the Middle-Income from the Industrial Market 

group is reported. While there may be an explanation for 

this, such a problem with categories is no less problematic 

(although perhaps easier to resolve) than those encountered 

in world systems theory. 

"High-Income Oil Exporting" countries constitute the 

fourth group. The criteria for this clustering of countries 

is clearly sensitive to economic diversity. According to 

the World Development Report, Saudi Arabia, Kuwait, the 

United Arab Emirates, and Libya constitute the oil states. 

One would think that this group would be clear cut, but it 

is not. The technical notes again fail to explain why some 

countries belong to this group while others do not. All of 

the countries are members of the oil and Petroleum Export

ing Countries (OPEC), but not all of the OPEC countries, 

i.e., Nigeria, Indonesia, or Venezuela, are placed in the 

---------- ---- ---



115 

group. Also, there are many countries that export substan

tial amounts of oil that do not belong to OPEC. Trinidad 

and Tobago, one of the "Middle-Income" states richer than 

one of the "Industrial Market" countries, also exports oil 

yet it is not included in the oil exporting group. 

Singapore also exports massive quantities of processed 

petroleum products, yet it also remains off the list. And 

why have Gabon, Indonesia, and Malaysia--all of which 

export oil--escaped the list? 

During some years the GNP/pc of many of the so-called 

"oil states" more than doubles that of the "Industrial 

Market Economy" countries, but the economies of the oil 

states are not diversified such that they can be called 

developed. The complaint is not that a separate category 

has been created, the research question should include 

reasons for sample exclusions, but the World Bank has not 

clearly defined the criteria for the group. 

The last classification of countries is the "Non

reporting Nonmember" states. This category refers primar

ily to socialist countries that do not calculate national 

account statistics in the same manner as capitalist coun

tries, nor do they provide similar categories of 

information from which national accounts can be computed. 

As well, in most cases communist countries do not have 

convertible currency so that if common categories were 

----------_. __ . - .. -
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offered there would be no intrinsic value to their money 

outside of their borders. Recent events in Eastern Europe 

and, to a lesser extent, the Soviet Union indicate that 

this situation will be changing, but it is unlikely that 

the national accounts statistics for these countries will 

be accurately estimated for the 1950 to 1986 period for 

some time to come (see Appendix A). 

The groups to be used in this study mirror those 

produced by the World Bank, except that GNP/pc will be the 

sole criteria for the groups. Instead of an "industrial 

market economy" category the highest income group will be 

referred to as the "Rich." The other two income categories 

will be called the "Middle-Income" and "Poor" countries. 

The following groups are formed according to criteria other 

than GNP/pc: socialist countries, and high income oil 

exporting countries. Specific definitions of the groups 

are provided below so that its composition is demystified. 

The first three categories will be called "Rich," 

"Middle-Income," and "Poor." All three groups are defined 

by the level of their GNP/pc. Any state with a GNP/pc 

greater than $2000 will be placed in the "Rich" group; 

those countries with a GNP/pc greater than $500 but less 

than $2000 will be called the "Middle-Income" countries; 

and finally, any state that has a GNP/pc of less than $500 

will be placed in the "Poor" category. 

----------_._. -- .. 
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Although in the relatively near future the "Eastern 

Bloc" or Warsaw Pact countries should be included, their 

national accounting systems have yet to be revised. No 

doubt aid from the World Bank will require these accounting 

modifications, but as of yet they have not taken place. 

Thus, for the most part, socialist bloc countries will be 

excluded from consideration due to a lack of comparable 

data. 9 Yugoslavia and Hungary, however, do report a lim-

ited amount of data, so on the occasions when the socialist 

category finds its way into the analysis, the reference 

will be limited to these two countries unless otherwise 

noted. 

"High-Income Oil Exporters" constitute the sixth 

group. Only countries in which a substantial percentage of 

the entire economy--not just exports--is tied to oil are 

included in this group. The following example demonstrates 

why they are often separated out. The United Arab Emirates 

(U.A.E.) in 1980 had a GNP/pc of $19,877, but with the 1979 

world recession dragging into the 1980s and declining terms 

of trade for the oil exporting countries, their growth rate 

turned negative. In fact, with a base year of 1980, the 

terms of trade for the U.A.E. improved in 1981, but, 

declined over the next five years to 47.2 percent of the 

9The central Intelligence Agency has produced some 
data for the Eastern Bloc countries, but it is not seen as 
very reliable. 
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1980 figure. In terms of growth, the U.A.E. 's oil export

led growth declined -6.7 percent annually between 1980 and 

1986, until in 1986 their GNP/pc had dropped to $10,456. 

Lack of economic diversity prohibited the United Arab 

Emirates from shifting production to another economic 

sector. 

The separate classification for the oil states does 

not indicate that they will automatically be excluded. In 

Chapter 5, the analysis of the hypotheses is conducted with 

and without the oil-states. However, in Chapter 4, where 

analysis of means would be rendered meaningless due to the 

sheer size of the oil countries' GNP/pc, they are excluded. 

However, trying to generalize the experience of oil states 

to other countries without similarly valuable resources 

would be fruitless; thus their separate category is just

ified. 

In order for a country to be placed in the "High

Income Oil Exporting" category, a substantial percentage of 

their entire economy must be oil-based. The IMF publishes 

data on principal commodity exports for primary-product

exporting countries. In order to be considered a primary

product-exporting nation, 40 percent of a country's exports 

must be primary products (IMF, Supplement on Trade 

1988:vii). Table 3 contains a list of all countries 

exporting crude petroleum or refined petroleum products. 

-------------- --



Table 3. Oil Exports as a Percentage of 
the Gross Domestic Product, 1972-1983* 

Country 

oil Exports 
as a % of GDP 

1972-1983 

High Income oil Exporting Countries 

Qatar 
Bahrain 
Saudi Arabia 
Oman 
united Arab Emirates 
Kuwait 
Trinidad and Tobago 
Libya 

84.4 
78.8 
72.5 
65.6 
64.3 
61. 7 
54.9 
50.4 

First 10 Countries Below the 50% Cutoff 

Iraq 
Gabon 
Algeria 
Iran 
Venezuela 
Nigeria 
Congo 
Ecuador 
Tunisia 
Syria 

48.6 
37.0 
27.6 
26.9 
26.4 
23.3 
22.3 
10.6 
8.9 
7.8 

*Source: Computed from IMF supplement 
#8 (1984) and #15 (1988). 

---------- --- ----
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The data reported by the IMF was converted from oil as a 

percentage of exports to oil as a percentage of gross 

domestic product. The table contains this converted 

figure. Only countries whose oil production constitutes 50 

percent of their entire GDP are placed in the "High-Income 

oil Exporting" category. 

Finally, states must have achieved independence before 

they are considered. Ex-colonial countries are added to 

the sample immediately upon independence. 

Distribution. While the majority of this study is 

concerned with explanations of economic growth, it is 

important to know the extent to which growth has benefitted 

individuals within societies. This section turns to an 

examination of the provision of basic needs at different 

levels of growth. 

If, as Kuznets stated, poverty were being alleviated 

in the absence of economic growth (or the shrinking of the 

GNP/pc gap between rich and poor countries), then the 

debate over economic growth and per capita product gaps 

would be irrelevant. This section addresses the acquisi

tion of basic needs. Also, the income groups defined above 

will be further broken down into the upwardly and down

wardly mobile countries to determine if the countries 

experiencing rapid growth or mobility are structurally 

different from the other countries in their income group. 

----------_ .. _. -.-.. 
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Data on some of the factors measured under this "basic 

needs" heading, such as nutritional levels, availability of 

clean water, housing, medical treatment, physicians and 

nurses per population, unemployment, underemployment, etc., 

are not always at hand. Also, when such data are avail-

able, they are frequently of questionable reliability, and 

when the data do appear reliable, information on the actual 

distribution of the resource cannot always be discerned. 

For instance, the World Development Report, 1988 contains 

household income distribution data by quintiles, yet only 

46 out of over 150 countries report data. Eighteen of the 

47 countries providing data are rich industrialized coun-

tries, while only five of the thirty-nine poorest countries 

report information on income inequality.lo 

Even if the data were available the problem would not 

be solved because as of yet there has been no agreement as 

to how much weight or importance to lend to income ine-

quality. The case of Bangladesh can illustrate the diffi-

culties confronted. The lowest 20 percent (quintile) of 

all households in Bangladesh received 6.6 percent of the 

income, whereas the lowest quintile in the United states 

received 5.3 percent, but the current dollar GNP/pc for 

Bangladesh was only $91 compared to $8913 for the U.s. How 

lOSee Table 26 (pp.272-273), in the World Development 
Report, 1988. 

--- -- -- ----- ----------------------- ---
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should a development measure be affected by these facts?ll 

other measures of distribution face similar data availa-

bility problems or unanswered theoretical questions; 

therefore, agreeing on inclusion of distribution in the 

definition of development does not settle the issue. 

Sometimes the lack of episternal correlations, or an 

absence of association between the concept of interest and 

what is being measured, prohibits valid conclusions. In 

Poverty and Human Development, the daily calorie supply per 

capita, as defined by the World Bank, is the domestic 

production of foodstuffs less exports and changes in stock 

plus imports and is expressed as a percentage of necessary 

daily caloric intake. The information reported details 

whether the foodstuff present in a country for that year 

were sufficient to meet nutritionally sound levels of 

consumption. Nevertheless, it tells nothing of who has 

access to and can afford to purchase the available food. 

In other words, it tells nothing of distribution of food 

resources. Therefore, confusing the nutritional intake of 

people in a country with the daily calorie supply per 

capita produces an invalid measure. 

Some attributes are much more easily interpreted than 

others; for instance, average life expectancy from birth 

liThe Bangladesh inequality data was for 1981-82, 
while the U.S. data covered the year 1980. World 
Development Report, 19BB, Table 26: p. 272. 

-------------_.- --- ----.. _.- - ---
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has increased in the Poor countries, but the increase could 

reflect the diffusion of medicines which lengthen lives 

without improving the quality of life (see Table 4). The 

full picture must be brought into focus by patching 

together data that allow a glimpse of the lives people 

live. 

Life expectancy in Poor countries as a whole has 

increased by 24.6 percent between 1960 and 1986, from 41.5 

to 51.7 years (see Table 4). Nevertheless, the number of 

people living below the absolute poverty level averaged 35 

percent in the urban areas and 57 percent in rural areas 

between 1977 and 1981.12 Thus, over half of the rural 

population in Poor countries has difficulty acquiring 

sustenance, and given their population growth during this 

period, the statistics prove even more sobering. Without 

the quality of life improving, longevity is a mixed bles-

sing. Hidden by the percentages is the fact that the life 

expectancy in four Poor countries declined between 1979 and 

1988. Not one country outside of the Poor category exper-

ienced a decline in average life expectancy.13 Also, over 

12The United Nations Children's Fund (UNICEF) defines 
the absolute poverty level as an income below which a basic 
diet and non-food essentials is not affordable. See The 
State of the World's Children, 1985. Oxfordshire: Oxford 
University Press, 1985:114, 128. 

13The source of the data used to compare average life 
expectancies was The World Development Report, 1981 and The 
World Development Report, 1988. 

----------- --- ---
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Table 4 : Factors Relating to the standard of Living 
by Income Groups and the Mobile Countries 

From From 
Mid Poor to Mid-Inc 

Year Rich -Inc* Poor* Mid-Inc to Poor 

GNP/pc 1965 4394.3 907.3 242.7 502.3 453.9 
1986 6276.9 1062.3 235.6 503.9 

% of Pop. 1977-81a 24.2 34.6 15.0 24.0 
in Poverty 1977-81b 36.7 56.2 40.0 38.5 
Level 

Household Top 10% 24.4 36.1 37.5 
Income by Quin 5 40.0 52.7 52.6 
Percentile Quin 4 23.8 21.1 20.2 
1970-86 Quin 3 17.4 13.6 13.1 

Quin 2 12.3 8.6 8.8 
Low 20% 6.6 4.0 5.3 

Life 1960 70.9 59.2 42.9 53.5 45.7 
Expectancy 1982 74.2 62.3 50.2 53.0 
at Birth 1986 74.8 65.8 52.8 58.0 

Crude Birth 1965 19.3 37.5 46.0 55.0 47.0 
Rate /1000 1986 14.7 30.5 43.1 45.0 

Crude Death 1965 9.9 12.9 20.4 17.0 13.0 
Rate /1000 1986 9.4 8.4 14.6 11. 0 

Deaths of 1960 24.3 64.9 148.2 85.0 129.8 
Infants Under1970 18.6 70.3 125.1 106.0 
1 Per 1000 1977 13.8 47.0 114.5 

% Under 2 1975-79 1.0 9.2 21. 4 13.0 
with Severe Malnutrition 

Low Birth 1979-81 6.5 11. 5 17.5 15.0 15.0 
Weight Babies 1984 5.5 10.1 15.5 13.0 15.0 

Population 1965 854 3721 24,605 8010 1700 
per Doctor 1981 582 3140 17,498 

Population 1965 341 1804 5078 990 1640 
per NUrse 1986 196 903 4041 

% Access to 1960 97.3 59.4 26.9 55.0 42.3 
Electricity 1977 53.8 24.5 

-----------_. ---



Table 4 Cont. 

Year Rich 

% with 1970 
Access to 1975-80 93.7 
Safe Water 

Educational 1960 
Enrollment 1970 

1977 

Literacy 1960 
1977 

56.9 
71. 5 
67.3 

99.0 
96.5 

Government Expenditures 
Education 1970 139.2 
Expenditure 1980 177.7 
Per Person 1986 316.0 

Health 
Expenditure 
Per Person 

Housing 
Soc Sec/ 
Welfare 
Per Person 

1970 
1980 
1986 

1970 
1980 
1986 

103.1 
164.4 
301. 5 

620.8 
713.2 

1217.6 

From From 
Mid Poor to Mid-Inc 

-Inc* Poor* Mid-Inc to Poor 

59.2 
58.0 

26.7 
33.2 
41. 5 

66.4 
69.8 

27.2 
36.5 
36.1 

16.8 
15.9 
18.1 

29.0 
47.5 
51. 5 

22.0 
30.3 

7.8 
12.8 
17.8 

27.8 
32.7 

14.2 
8.0 
8.8 

5.8 
3.1 
3.0 

8.9 
1.8 
3.4 

13.5 
8.0 

30.9 
37.1 

10.8 
11. 0 

13.3 
8.3 

11.0 

49.5 

43.6 

Private Consumption: Spending as % of Household Income 
Food 1980-85 17.6 35.0 45.9 43.0 

Clothing 1980-85 
and Footwear 

Rent/Fuels 1980-85 
and Power 

Medical 
Care 

Consumer 
Durables 

1980-85 

1980-85 

6.1 

16.0 

9.4 

7.6 

8.1 8.5 11.0 

11. 4 11. 4 13.0 

5.8 3.9 

6.1 4.4 

*Upwardly and downwardly mobile are not included in these 
percentages. a Urban areas; b Rural areas; c Only data 
for Trinidad and Tobago is available; d only data for 
Jamaica is available; e only data for Italy is available. 

---------- _ .. ---
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the last two decades, health expenditures per head in the 

Rich and Middle-Income countries have increased steadily, 

but declined in the Poor countries. This is reflected in 

many of the other statistics such as percentage of the 

population with access to safe drinking water, infant 

mortality, population per physician, etc. 

The population per physician statistics in Table 4 

point to the alarming fact that in 1986 Poor countries had 

17,278 people per physician, while in the Rich countries 

the ratio was 509 to 1. However, World Bank data indicate 

that in 1988 74 percent of the population and 80 percent of 

the hospitals in the United states were in urban areas. 

People often believe that the populations of poor countries 

are huddled into large, polluted urban centers, and it is 

true that some Third World cities are among the largest in 

the world. As of 1988 only 29.8 percent of the people in 

poor countries and 53.2 percent of the people in Middle-

Income countries live in urban areas (World Development 

Report 1988:238). Paradoxically hospitals and physicians 

in the Poor countries appear to be located primarily in 

urban areas making the availability of medical care in 

underdeveloped countries much more difficult to obtain than 

even the numbers would lead one to believe. 14 

14In predicting the medical response to nuclear war, 
physicians have estimated that 80 percent of all doctors 
and a similar percentage of hospitals in the United states 
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To some scholars, the amelioration of poverty and 

disease comes about with the diffusion of medical treat-

ments or techniques, management skills, and so forth 

(Kuznets 1984; Kahn 1979). Accomplishment of this dif-

fusion would be expected to take place through growth in 

education which would produce workers able to use new 

technology, management procedures, medicines, etc. If the 

state of a country's educational system is a harbinger of 

diffusion, then the poor countries are in trouble. Expend-

itures on education per capita in the Poor countries 

dropped 24 percent between 1970 and 1986 (from $10.1 per 

capita to $7.7 per capita). 

Although expenditures have declined, even poorly 

funded schools could teach the educational basics that in 

turn advance development. High educational enrollments can 

be an indicator of a future labor force competent to work 

with technology as it advances. Educational enrollments in 

are located in urban areas. For more information, see Eric 
Chivian et al., Last Aid: The Medical Dimensions of Nuclear 
War. San Francisco: W.H. Freeman, 1982:223-232. In The 
Economy of Socialist Cuba: A Two Decade Appraisal, Carmelo 
Mesa-Lago states that in 1958 there was one hospital 
(clinic) with 10 beds in rural Cuba (169). By 1978, Fidel 
Castro had succeeded in extending medical care to the rural 
areas at which time 36 percent of the doctors in Cuba 
practiced in Havana (21 percent of the population). Prior 
to the revolution, in 1958, 60 percent of the physicians 
practiced in Havana, but by 1978 Cuba had the best 
population per physician ratio in all of Latin America (920 
inhabitants per physician in 195B; 675 inhabitants per 
physician in 197B). 
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the Poor countries did improve substantially between 1960 

and 1977. At the outset of this period, the educational 

enrollment in secondary schools was 8 percent of school-

aged children. By 1977 it had risen to 16 percent. The 

adult literacy rate has improved in all three income cate-

gories, but only one third of the adult population in Poor 

countries are literate. 15 At 32.1 percent, it is less than 

half that of the Middle-Income countries and less than a 

third of the Rich countries (99 percent). 

There have been other successes in the Poor countries. 

While the percentage is still low, almost 8 percent more 

people have access to safe drinking water in this group. 

Also, almost 2 percent fewer babies with a low birth weight 

are being born, and the crude birth rate has dropped, 

meaning a decreasing burden will be placed on already 

scarce resources. 

Nevertheless, if the gap is just a mathematical illu-

sion caused by the distortion of exchange rate conversions, 

the standard of living in the three income groups should be 

somewhat similar. Ignoring what is revealed in Table 4, if 

poor countries were comparable to rich in their standard of 

15Literacy rates have come under criticism in recent 
years. There has been concern that many countries, 
including the developed countries, have inflated the 
percentage. Also, the definition of literacy varies such 
that functional literacy was being measured in some 
countries and a tougher definition was utilized in others. 
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living, it would certainly be reasonable to assume that the 

gap between the rich and poor was an illusion probably 

caused by exchange rate distortion. In fact, Table 4 shows 

that countries at different GNP/pc levels are quite dif

ferent. 

Economic Diversity. Growing diversity within an 

economy, the third factor in the definition, has been 

measured through structural changes in the work force, the 

manufacture and consumption of a variety of products, as 

well as the percentage breakdown of imports and exports. 

Economic diversification has long been associated with 

development, but many times the leaders of poor countries 

have found it almost impossible to implement such a plan 

successfully. It is important that a variety of goods are 

produced, so that a country can minimize the negative 

impact fluctuating market prices. An economy dependent 

upon one product, as seen above in the case of petroleum, 

is more vulnerable to the vicissitudinous nature of com

modity prices on the world market than a country that 

produces and trades many products. 

One of the larger problems faced by poor countries is 

how to achieve diversification without facing a shortfall 

of hard currency needed to meet debt obligations. A 

vicious circle can be created when cash that would other

wise be spent on maintaining the place of a dependent 
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countries' primary commodity are redirected in an effort to 

diversify. If the price of that commodity drops 

excessively or the new product is not brought to market 

quickly enough the entire economy can suffer. 16 

Table 5 presents data outlining the structural char-

acteristics of countries at different levels of develop-

ment. Supplied in the table is information on trade, the 

labor force, and the percentage contribution agriculture, 

industry, and services make to the gross domestic product. 

Upwardly and downwardly countries are also compared to the 

other states in their income group to determine if there is 

a structural difference between stable and mobile coun-

tries. 

The data show that in some of the categories the three 

income groups are quite distinct yet other structural 

features are very similar. Perhaps even more interesting, 

the upwardly and downwardly mobile countries in many cases 

appear to be different from other countries in their income 

group. 

The data concerning trade are interesting in that the 

categories outlining the structure of exports show the 

16Carmelo Mesa-Lago provides a good description of the 
problems Fidel Castro faced when he attempted to diversify 
the Cuban economy in the 1960s and 1970s (Mesa-Lago 1981). 
Castro replaced part of the Cuban sugar crop with tobacco; 
blue mold destroyed the tobacco, causing the entire economy 
to shrink. 
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Table 5. structural Characteristics of the Income Groups 

Poor Mid-
Mid- to Mid- Income 

Year Rich Income Poor Income to Poor 

Trade 

Ratio of 1965 0.9 0.9 0.9 1.2 0.6 
Exports to 1975 0.9 0.8 0.7 1.5 1.1 
Imports 1980 0.9 0.9 0.7 1.0 

Exports as a % 1970 17.5 20.8 18.6 17.4 
of GDP 1980 31. 3 23.7 17.3 26.4 

1986 29.8 20.5 17.0 24.4 

% Export of 1965 39.5 80.9 87.4 71.0 98.0 
Primary Goods 1986 31. 5 63.2 77.4 64.0 

% Export of 1965 60.3 19.0 12.6 29.0 2.0 
Manufactures 1986 68.9 36.9 22.6 37.0 

% Import of 1965 15.9 9.2 5.6 3.0 4.0 
Primary Goods 1986 7.0 5.9 4.0 2.0 

% Import of 1965 58.5 67.5 71.1 77.0 64.0 
Manufactures 1986 71. 7 71.8 71.0 79.0 

Labor Force 
% of Workforce 1960 15.8 40.3 76.6 60.1 61. 9 
in Agricul ture 1970 12.3 41.5 73.7 86.0 

1986 9.1 40.4 72.3 73.0 

% of Workforce 1960 41.1 25.8 8.6 14.9 15.7 
in Industry 1970 39.4 23.3 10.3 5.8 

1980 35.1 23.1 9.3 11.0 

% of Workforce 1965 46.5 32.7 14.4 13.0 27.0 
in service Ind. 1980 56.0 36.7 18.2 17.0 

------------- -----
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Table 5 (Cont.). structural Characteristics 
of the Income Groups 

Poor Mid-
Mid- to Mid- Income 

Year Rich Income Poor Income to Poor 

Production by Economic Sector 
Agriculture as 1970 6.2 16.6 36.6 37.0 
a % of GOP 1980 5.2 15.3 35.0 13.0 

Manufacturing 1965 28.4 17.7 10.1 20.0 
16.0 
as a % of GOP 1986 23.1 19.0 11. 4 30.0 

Services as a 1965 51. 3 49.5 39.9 47.0 55.0 
% of GOP 1986 59.0 49.9 41. 4 43.0 

Consumpti on of Energy 
Services as a 1968 168.1 11. 5 3.8 2.5 1.6 
% of GOP 1975 179.9 15.3 4.6 32.6 0.8 

1985 170.3 30.3 27.9 1.3 1.0 
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three income group to be very different. Poor countries 

export the largest percentage of unprocessed goods (87.4 

percent), the Middle-Income group's percentage is slightly 

lower (80.9 percent), and the Rich countries exporting a 

decisively smaller percentage of unprocessed goods (39.5 

percent). As might be expected the percentages are 

reversed when examining the percentage of manufactured 

goods with 60.3, 19.0, and 12.6 percent respectively for 

the Rich, Middle-Income, and Poor countries in 1965. The 

similarity in the structure of imports of manufactures for 

all three groups is striking. All three imported anywhere 

from 15.9 to 5.6 percent of primary goods. Thus, the three 

income groups are much more similar in exports than 

imports. 

Unlike trade, the labor force is uniformly distinct 

from one income level to the next. Not surprisingly the 

Rich employ the lowest percentage of agricultural workers, 

15.8 percent in 1965 declining to 9.1 percent by 1986. 

This figure climbs steadily across the income groups with 

the Middle-Income and Poor countries at 40.3 and 76.6 

respectively in 1960 remaining relatively stable over the 

next 27 years (40.4 and 72.3 percent). In terms of the 

structure of production, both the percentages in manufac

turing and service industries behave as are expected by 

most scholars of economic development. The percent 
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employed in manufacturing is highest in the Rich countries 

and declines to the smallest proportion among the Poor 

countries (Rich 41.1 percent to 35.1 percent from 1960 to 

1980, Middle-Income from 25.8 to 23.1, Poor from 8.6 to 

9.3). 

Breaking the gross domestic product (GDP) into cate

gories of production illustrate that agriculture consti

tutes 6.2 percent of the GDP in the Rich countries in 1970 

declining to 5.2 percent in 1980. This percentage dropped 

from 16.6 percent in the Middle-Income countries, and from 

36.6 percGnt to 35 percent in the Poor countries. Services 

as a percentage of GDP follows a pattern similar to the 

other economic sectors. The primary difference is the 

remarkable stability of the percentages over the 22 year 

time period shown in the table. The Middle-Income coun

tries percentage changes only 0.4 percent during this 

period (49.5 to 49.9). Services as a percentage of GDP 

increased only 1.5 percent during the period from 39.9 to 

41.4 percent. As might be expected the Rich countries 

increase the most from 51.3 percent in 1965 to 59 percent 

in 1986. 

Looking back to the data reported in Table 4 on pri

vate consumption refer to the percentage of family income 

spent on food, rent, health care, and consumer durables, 

._----------_ .. ---
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and transportation and communications. 17 These selected 

items show that food is by far the largest expenditure made 

by individuals in Middle-Income and Poor countries with 

people in Rich countries spending half as much of their 

income on food in terms of percentages. The food category 

differentiates individuals in Rich countries more than any 

other. With the exception of Rent, across all of the other 

categories the income groups follow a similar pattern, the 

Rich spending a slightly higher percentage than the other 

two. In all cases except those mentioned above the Middle-

Income countries trail spend the second highest percentage. 

It is commonly believed that poor countries need to 

diversify their economy, modernize technology in agricul-

ture, and industrialize their urban centers in order to 

simulate the development of the rich industrialized coun-

tries. The above percentages seem to bear this out. The 

percentages show that agriculture in the poor countries 

remains labor intensive. Much of the high percentage of 

primary products exported from the poor countries is food. 

With labor intensive agriculture and the need to bring in 

currency from trade people in poor countries pay a larger 

percentage of their income on food than rich or middle-

income countries. 

17Consumer durables are manufactures with an expected 
life of three or more years. 

------------_ ... -_.-
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Conclusion 

One of the primary focuses of this chapter has been to 

review the motivations for creating a purchasing power 

parity and some of the criticisms of that effort. Funda

mentally the argument for PPP conversion factors is a 

presentation of evidence demonstrating that exchange rate 

conversions of national account statistics may introduce 

distortions, especially in poor countries. Upon review of 

a two-decade-old project commissioned by the United 

Nations, it was decided that while exchange rate conver

sions may be somewhat distorted they were still superior to 

the PPP factors that have been produced thus far. Parti

cularly telling in this discussion is the fact that these 

two international institutions, having spent tens of mil

lions of dollars on PPP factor research and production, 

still choose to publish GNP data converted to a common 

currency using official exchange rates. 

The second task was to define the groups to be exam

ined in the study. As was mentioned above, the ideal 

situation would have been to identify core, semiperipheral, 

and peripheral countries, but as of yet no acceptable 

measure of world system status has been produced. Until 

the publication of the 1989 edition of the World Develop

ment Report, the World Bank also had difficulty defining 

groups. However, in 1989 they simplified their categories 

-----------------



137 

by primarily utilizing the GNP/pc in establishing the 

groups. The groups defined for this study do not share the 

same cutoff points as those defined by the World Bank, but 

they are defined by the GNP/pc. The three groups are the 

Rich ($2000 and over), the Middle-Income ($500 to $1999), 

and the Poor ($499 and less). 

The final section of the chapter examined some of the 

elements of a broader-gauged definition of development 

including measures of economic growth, quality of life, and 

economic diversity. It will be shown in Chapter 4 that all 

three income groups experienced positive growth rates 

between 1950 and 1986, this Chapter demonstrated that 

growth has not narrowed the disparity in the conditions of 

the quality of life in the Rich, Middle-Income, and Poor 

countries. As Durning (1990), Lipton (1977), and Morawetz 

(1977) argued, there is reason to believe that world growth 

has meant little to the poor within the poor countries. 

Recent reports by the U.S. government accounting office 

showing record numbers of people on government food pro

grams also suggests that the poor in rich countries have 

not benefitted from the growth either.1o 

However, it is clear that growth sufficient to cause a 

country to cross into and sustain a position in the next 

10Arizona Daily star Report August 22, 1990 in section 
1. 

----------- . __ ... _---
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higher income level does seem to have an effect on the 

quality of life. So, while there is not a dollar-for

dollar improvement in the standard of living in relation to 

GNP/pc growth, substantial growth does have a positive 

effect. As Morawetz showed in the case of Pakistan and 

others, growth with equality cannot be assumed to inevi

table; or as Kuznets put it, "It is quite possible that 

income inequality has not narrowed in the underdeveloped 

countries within recent decades ... it is ... indicated by the 

failure of the political and social systems of underd~

veloped countries to initiate the governmental or political 

practices that effectively bolster the weak positions of 

the lower-income classes" (Kuznets 1984:34). Thus, it 

appears that growth with equality is not something that 

just occurs, it is an undertaking of a government. 

----------- -- .- -.- _.- -. ---------------- ----
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CHAPTER 4 

GROWTH IN THE POST-WORLD WAR II ERA 

Introduction 

This chapter presents an evaluation of economic growth 

in the capitalist world system since World War II. In 

Chapter 2 the expectations for economic growth of the world 

systems and convergence paradigms were presented. Recall 

that a paradigm should be able to provide a plausible 

explanation of the observable world. Mindful of the gen

eral expectations of modernization and world systems theo

ries, this chapter surveys world growth between 1950 and 

1986. Evaluation of growth will proceed along two lines: 

updating and expanding upon the impressive work of David 

Morawetz (1977), and gauging the relative success of the 

contending perspectives in predicting patterns of growth. 

Again the specific predictions and the hypothesized 

mechanisms are discussed in Chapter 2; therefore, the 

characteristics anticipated by world systems and conver

gence will only receive a very brief explanation. World 

system theorists argue that the gap between the tiers will 

not disappear because each tier serves an important func

tion in the system. This does not mean that the tiers 

remain stagnant with one group never getting any closer to 

any other in terms of GNP/pc. Not only do the tiers 

-------------_ .. __ . ---



fluctuate in relation to each other, but individual coun

tries from time to time move from one tier to the next. 
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For reasons discussed in Chapter 2, the time a country is 

most likely to move from the semiperiphery to the core 

would be during a contraction in the world economy. During 

this time the semiperiphery is expected to close the gap 

between itself and the core, and some semiperipheral coun

tries can move into the core. 

According to the convergence paradigm, economic growth 

rates among the poor countries should be greater than that 

of the richer countries. Consequently, over time the gap 

between rich and poor countries is expected to close. 

There are no tiers in this paradigm, just countries; and 

since the gap is anticipated to narrow, mobility is the 

expected condition. To convergence theorists, countries 

should experience positive economic growth. Countries do 

not move backwards through the hypothesized stages (from 

modern to traditional societies) because once a country has 

attained the necessary ingredients, growth is expected to 

be self-sustaining. 

To facilitate examination of growth and the paradigms, 

this chapter has been divided into a number of sections. 

First three different aspects of growth are discussed, then 

each of these facets of growth will be explored in separate 

segments. The purpose of these various segments is to 

----------_ .. _ ... -.--
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tease out a complete picture of world economic growth with 

careful consideration of the expectations of the two para

digms. 

Three Aspects of Economic Growth 

While the following discussion will focus largely on 

the performance of GNP/pc, this should not be construed as 

minimizing the importance of other factors in the process 

of development. As Morawetz (1977:7) established at the 

outset of Twenty Five Years of Economic Development, analy

sis of GNP/pc and its growth are too narrow a criteria with 

which to judge development. He noted that some of the 

fastest-growing countries, such as Pakistan and Brazil, 

also experienced very high levels of poverty and unemploy

ment. Lipton (1977:30-32) also indicates that poverty and 

hunger have worsened in some of the countries experiencing 

the highest growth rates. This assertion was again corro

borated by a study by the Worldwatch Institute (Durning 

1990:135-153), but as mentioned above, growth, economic 

diversity, and distribution (of income or some other mea

sure of internal inequality) have been the most oft posited 

concepts defining development (Morawetz 1977:7-10). While 

the need for a more comprehensive measure of development 

has been suggested, a reliable indicator has not yet been 

found. So the GNP/pc remains the most commonly used indi

cator of "development," with a cautionary note inserted 



warning that this is not a measure of development in its 

fullest sense. 
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Turning now to an analysis of growth over the last 

four decades, three different aspects will be examined: 

levels, rates, and mobility. The level of growth refers to 

the relative wealth of countries in gross national product 

per capita. In other words, how rich or poor is a country 

as measured by GNP/pc? Rates of growth refers to the 

rapidity with which a country or the world has grown. The 

section on mobility evaluates the upward and downward 

movement of countries in relation to each other and across 

the aggregated groups. Which countries, if any, have 

experienced more success than others? Could isolating 

these countries and probing for the reason for their suc

cess offer lessons to others in their attempt to "develop"? 

The Record: Characteristics of World Growth 

Growth became the centerpiece of economists' develop

ment plans in the 1950s. Following Western Europe's fast 

recovery after World War II attention was turned to growth 

in the Third World. To that end the United Nations 

declared the 1960s the "Development Decade" and set a goal 

of 6 percent annual growth as necessary to raise the pov

erty-stricken to a decent standard of living (Dube 1988:2-

3). Twenty-five years later David Morawetz was 
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commissioned by the World Bank to take stock of what had 

been accomplished in the area of development (Morawetz 

1977). utilizing all available gross national products per 

capita (GNP/pc) between 1950 and 1975 in five-year inter

vals, Morawetz evaluated the world's growth concluding that 

while the whole world had experienced growth, the gap 

between the rich and poor countries in terms of GNP/pc was 

growing wider. 

The following section begins by analyzing economic 

growth at the world level, examining trends in levels, 

rates, and mobility. Three subsections then address the 

expectations of the paradigms and their ability to explain 

what has taken place. 

Over the last 37 years the world has enjoyed unprece

dented economic growth averaging 2.6 percent annually 

between 1950 and 1986. Evidence presented in Chapter 1 

demonstrated that the explosion in growth is a relatively 

recent phenomenon. It bears repeating that growth in the 

modern era among countries considered developed today began 

in the middle of the nineteenth century, and during this 

century of expansion these countries experienced an average 

annual growth rate of 1.6 percent (Kuznets 1972:19). From 

1950 to 1986, however, the entire world, not just the 

fastest growing countries, surpassed the 1.6 percent mark. 

Not one of the sixty-eight countries for which there is 
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data over the entire 1950-1986 period has a negative growth 

rate, and six countries managed to jump as many as ten 

places in their rank order of GNP/pc: South Korea +22, 

Malta +17, Portugal +14, Thailand +14, Hong Kong +12, and 

Yugoslavia +10. (see Table 6).1 

In terms of mobility across income groups, the record 

also has been impressive. Table 7 is divided into three 

groups with the Rich group (over $2000) further subdivided 

into three groups: The Newly Rich, The Old Rich, and the 

Super Rich. The subdivisions of the Rich category allows 

for easier detection of countries entering this group. Any 

country rising above a GNP/pc of $2000 for the first time 

is placed in the Newly Rich category. If that same country 

surpasses $2000 during two consecutive periods, they are 

moved up into the Old Rich category where they stay unless 

their GNP/pc tops $5000. Those countries with a GNP/pc of 

greater than $5000 are placed in the Super Rich group. In 

1870 not one country had a gross national product per 

capita greater than $2000, but by 1950 thirteen countries 

1The growth rates are calculated by the least squares 
method described in the World Development Report, 1988. 
The least squares method finds the growth rate by fitting a 
least squares trend line to the log of the gross national 
product per capita. This takes the equation form of 
Xt=a+bt+et. Where x in this case equals the log of the 
variable GNP/pc for Country A throughout the specified 
period (a year's GNP/pc becomes a case), t is time, and b 
becomes the parameter to be estimated. The growth rate, r, 
is the [antilog (b))-l. For further information, see World 
Development Report, 1988, pp.288-289. 

-------------- ----
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Table 6 : Rankings of Countri-es by GNP/pc for 
1950 and 1986 

Rankings 
of GNP/pc 

% Growth Difference 
1950-1986 1950 1986 (2)-(3) 

Country (1) (2 ) (3) ( 4 ) 

Swi t z erl and 2.02 1 1 0 
United states 2.00 2 4 -2 
Sweden 2.38 3 3 0 
Australia 2.14 4 10 -6 
Iceland 3.75 5 8 -3 
New Zealand 1. 81 6 17 -11 
Denmark 2.68 7 7 0 
Norway 3.42 8 2 6 
Canada 2.64 9 9 0 
United Kingdom 1. 79 10 16 -6 
Netherlands 2.61 11 12 -1 
Belgium 3.04 12 14 -2 
France 3.25 13 11 2 
Finland 3.51 14 5 9 
West Germany 3.49 15 6 9 
Austria 3.78 16 15 1 
Ireland 3.99 17 21 -4 
Ital y 3.70 18 18 0 
Argentina 1.11 19 33 -14 
Uruguay 1. 25 20 30 -10 
Japan 5.80 21 13 8 
South Africa 1. 74 22 29 -7 
Venezuela 1. 70 23 27 -4 
Israel 3.35 24 20 4 
Chile 0.76 25 37 -12 
Algeria 2.35 26 34 -8 
Mauritius 2.02 27 38 -11 
Greece 4.69 28 22 6 
Cyprus 5.20 29 24 5 
Mexico 3.10 30 36 -6 
Hong Kong 6.33 31 19 12 
Panama 3.18 32 32 0 
Barbados 4.11 33 25 8 
Peru 0.86 34 44 -10 
Syria 2.49 35 41 -6 
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Table 6 (Cont.): Rankings of Countries by GNP/pc for 
1950 and 1986 

Rankings 
of GNP/pc 

% Growth Difference 
1950-1986 1950 1986 (2)-(3) 

Country (1) (2 ) (3) (4) 

Yugoslavia 4.38 36 26 10 
Paraguay 2.92 37 40 -3 
Colombia 2.49 38 39 -1 
Jamaica 0.86 39 43 -4 
Malta 6.39 40 23 17 
Brazil 3.97 41 35 6 
Portugal 4.16 42 28 14 
Guatemala 1. 72 43 45 -2 
Morocco 1. 50 44 50 -6 
Nicaragua 0.30 45 49 -4 
Dominican Rep. 2.38 46 48 -2 
El Salvador 0.86 47 51 -4 
Guyana 0.28 48 58 -10 
Ghana 1. 79 49 64 -15 
Turkey 2.70 50 42 8 
Nigeria 1. 55 51 56 -5 
Honduras 0.86 52 54 -2 
S. Korea 5.73 53 31 22 
Cameroon 2.75 54 46 8 
Philippns 2.30 55 53 2 
Zambia 0.16 56 57 -1 
Sudan 0.25 57 65 -8 
Uganda 58 67 -9 
Egypt 3.22 59 52 7 
Rwanda 1.11 60 62 -2 
Thailand 2.70 61 47 14 
Indonesia 3.47 62 55 7 
Kenya 2.12 63 60 3 
Zaire 0.51 64 68 -4 
Sri Lanka 2.24 65 59 6 
Nepal 66 69 -3 
India 1. 60 67 63 4 
Tanzania 1. 41 68 61 7 
Ethiopia 0.55 69 70 -1 
Burma 1. 76 70 66 4 
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had risen above the $2000 level. Over the next thirty-

seven years eleven more countries joined the rich. The 

table also shows that a sizable number of countries have 

moved out of abject poverty. 

To be sure, there have been successes in mobility, but 

while the entire world experienced significant growth, 

upward mobility in the ranking of GNP/pc has been rare. 2 

The correlation of countries in Table 6, ordered by GNP/pc 

in 1950 and 1986, was .93, meaning that the rankings in 

1986 remain much the same as in 1950. A cursory glance at 

the data also reveals that the tremendous disparity between 

the rich and poor nations--the absolute gap--has increased 

steadily. Thus, while countries remain ranked much the 

same, the gap between the richest and poorest has grown 

wider. And while no poor country showed a negative growth 

rate, the mean per capita product of the very poor coun-

tries in 1986 was $235, a loss of one dollar per capita 

from 1938 and down $45 from 1950. The paradoxical, loss in 

per capita product is probably due to the mathematics of 

growth rates: since the least squares method used takes 

into account every year's growth, enough years of positive 

2Mobility has been used by many 
and it has many technical meanings. 
to GNP/pc growth such that a country 
per capita gross national product or 
income category . 

. _--'_._---------

of the social sciences 
Here it simply refers 
changes its ranking of 
moves into a higher 
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growth can overcome a loss even if the loss causes the 

GNP/pc to fall below its original value. 3 

Levels of Growth 

Aft~r reviewing levels of economic growth, the expec-

tations of the two paradigms will be reviewed in light of 

this aspect of growth. Levels of gross national product 

refer to the absolute value of the GNP. Most of the time 

this measure is expressed in per capita terms which is 

necessary to render the data between two countries or 

groups of different population sizes comparable. 4 For 

3Two reasons explain the disparity between growth 
rates and the aggregate income of the poor. First, the 
loss in income of the peripheral or poor countries is 
partially due to the advent of newly decolonized states. 
These countries were added to the proper income group once 
they gained independence, and the data became available. 
The method of calculating growth rates did not allow for 
staggered inclusion of data as did the absolute gap. The 
second reason is due to the mathematics of the growth rate 
equation. The growth rates are calculated from the least 
squares method used by the World Bank which takes into 
account, in this case, annual data points and not just the 
first and last year (the percentage change formula [«(Gl
Go)/Go)/T)]). Thus, while the last year in the specified 
time period may constitute a negative percentage change 
from the first year, enough years of positive growth in the 
interim may be reflected in the least squares growth rate 
as a small yet positive number. For example Zaire's per
centage change from 1950 to 1986 was -.0013, yet Zaire 
experienced enough positive growth between 1950 and 1986 to 
push the least squares growth rate to .0051 for the same 
period. This point will be explored further in the discus
sion of growth. See Note #2 for an explanation of the 
formula for deriving the least squares growth rate. 

4This is not to say that GNPs cannot be compared cross 
nationally without dividing by the population. The lack of 
comparability due to the relative size of states and dif-
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example, in 1986 India's GNP was $120.43 billion while 

Denmark's reached only $41.7 billion. When the productive 

output, which is the GNP measure, is considered in light of 

population, however, the picture changes dramatically. The 

productive output of India, with a population of approx-

imately 708.4 million, must be stretched one hundred 

thirty-nine times further than Denmark's, with only 5.1 

million inhabitants. The GNP per capita for India, there-

fore, is only $170, while that of Denmark is $8175. 

The Absolute Gap. Table 7 above contains the level of 

growth for all countries for which there is data for var-

ious years, but level of growth can also be expressed in 

terms of the groups. The result of such a measure is 

usually called the absolute gap. This gap as traditionally 

defined is the difference between the GNP per capita of the 

Rich countries and that of the Poor countries. Just as in 

the case of individual countries, the absolute gap is 

measured in per capita form. 

In 1965, Kuznets reported that the mean per capita GNP 

of the rich countries was $1900, while that of the poor was 

$120. 5 One of the major trends over the previous 100 to 

differing populations, can also be overcome by comparing 
the percentage growth of GNPs. 

5Kuznets defined the rich countries as those with a . 
GNP/pc greater than $1000 (1965 u.s. dollars). A "narrow" 
definition of the poor countries set the GNP/pc cutoff 
point at $120 or less. For his more broadly defined poor 
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125 years, Kuznets argued, was that the absolute gap had 

widened slowly up until World War II and then accelerated. 

Kuznets stated that, n[a] reasonable conjecture is that, in 

comparison with the quintupling of the per capita product 

of developed countries over the last century, the per 

capita product of the 'poor' LDCs rose two-thirds at 

most ... n (Kuznets 1972:19). 

As demonstrated in Chapter 1 and argued by Lipton 

(1977), while the developed countries experienced a pro-

longed period of extraordinary growth, evidence suggested 

that the economies of the poor countries up until thirty 

years ago had remained more or less stagnant for a remarka-

bly long time. More impressionistic evidence offered by 

Morawetz suggests that in the case of Egypt, paintings on 

the walls of tombs near Luxor indicate that Egyptian 

category Kuznets raised the cutoff point to $300. The 
middle-income group varied according to the Kuznets' choice 
of the narrowly or broadly defined poor group in any 
particular example. Kuwait and Qatar were excluded due to 
the fact that their growth had been dependent upon a single 
commodity and not diversified growth. Puerto Rico was 
excluded because its GNP/pc was so tightly connected to the 
U.S. Japan was included in the rich group even though its 
GNP/pc was below the cutoff point, because it had managed 
tremendous growth with very few natural resources. Thus, 
its growth was achieved through diversified development of 
the economy. For further information on how Kuznets 
defined his income groups, see p.7 (Ranis 1972). 

----------- ~-. ---
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peasants' lives have changed very little for the last five 

thousand years. 6 

The absolute gap, according to Morawetz, between the 

OECD countries and the developing countries in 1950 was 

$2191. 7 By 1975 this gap had more than doubled to $4839. 

The data presented below extends Morawetz study by adding 

more countries and more years. This data show that since 

1975 the gulf between the Rich and Poor has widened even 

further. The absolute gap, calculated from World Bank and 

International Monetary fund data, show that in 1950 the gap 

was $3067 and increased to $4940 in 1975, the last year of 

data Morawetz had available at the time. Despite the fact 

that the composition of my groups differs somewhat from 

those of Morawetz, the group GNP/pes are quite close. s 

6See David Morawetz, Twenty-Five Years of Economic 
Development, 1950-1975. Washington, D.C.: The World Bank, 
1977. p.12, Note #3. 

7The members of the Organization or Economic 
Cooperation and Development (OECD) included Australia, 
Austria, Belgium, Canada, Denmark, Finland, France, West 
Germany, Iceland, Ireland, Italy, Japan, Luxembourg, the 
Netherlands, New Zealand, Norway, Sweden, Switzerland, 
united Kingdom, the United States, and South Africa. 
Greece, Portugal, Spain, and Turkey are also members of the 
OECD but are not included in Morawetz' calculations. 

8 South Africa, as a member of the OECD was included 
in Morawetz' rich category which at least partially 
accounts for the slight difference in the absolute gap 
measure. Other differences can be explained by methods of 
converting foreign currencies into constant U.S. dollars, 
and the fact that membership in the OECD does not vary over 
years like my rich group defined as having a GNP/pc greater 
than $2000. 
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Table 8 shows that by 1986 the gap had increased to 

$6158. Figure 2 illustrates graphically the growing dif

ferences between the income groups between 1950 and 1986: 

the absolute gap is the distance between the lines. The 

growth of the gap between the Rich and the Middle-Income 

and Poor groups slows only twice during the entire thirty

seven year period: once in the early 1960s and again during 

the world "oil crisis" of the mid-1970s. 

However, Table 8 also reveals that the gap between the 

Middle-Income and Poor actually decreases from $846 to $754 

between 1950 and 1986. A closer look at the data discloses 

that the gap between the Middle-Income and the Poor is much 

more dynamic than either of these groups' gap with the 

Rich; thus the narrowing could be a temporary phenomenon. 

still at the aggregate level, the gap between the rich 

and the other two groups is growing, but is this proof of 

the adage "the rich get richer, while the poor get poorer"? 

Again, it must be remembered that the data under review 

reflects the external gap, so discussions of richness and 

poverty relate to countries, not to individuals within 

countries. However, even if the poor countries get richer, 

evidence indicates that the increased wealth never gets 

translated into an increased standard of living for the 

poor people within the poor country (Durning 1990:140). 

------------_ .. _._._-- - ... - ---- ---
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Table 8. The Absolute Gap, 1938-1986 

Rich to Rich to Middle-Income 
Year Poor Middle-Income to Poor 

1938 2033.35 1136.73 896.62 
1948 2212.88 1274.70 938.18 
1950 3067.17 2221. 56 845.62 
1955 3306.83 2527.20 779.62 
1960 3855.60 3047.06 808.54 
1961 3958.75 3072.34 886.41 
1962 3979.21 3196,50 782.71 
1963 3873.19 3213.37 659.83 
1964 3963.43 3313.16 650.28 
1965 4094.09 3445.63 648.45 
1966 4075.34 3446.59 628.75 
1967 4211.71 3596.36 615.35 
1968 4299.66 3651.80 647.86 
1969 4537.37 3882.35 655.02 
1970 4726.78 4043.92 682.86 
1971 4879.58 4188.41 691.18 
1972 4943.78 4261.09 682.69 
1973 5189.54 4479.02 710.52 
1974 5250.66 4508.23 742.43 
1975 4940.49 4248.75 691.74 
1976 5138.77 4427.26 711.51 
1977 5195.35 4470.43 724.92 
1978 5440.33 4705.57 734.76 
1979 5588.36 4835.09 753.27 
1980 5669.10 4890.50 778.60 
1981 5667.52 4880.34 787.18 
1982 5804.88 4991.56 813.32 
1983 5867.27 5068.49 798.78 
1984 6029.29 5252.68 776.61 
1985 6027.35 5255.62 771. 73 
1986 6158.49 5404.64 753.85 

*The Absolute Gap for the Rich:Poor column is the GNP/pc 
of the Rich - GNP/pc of the Poor, and so on. 
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Given the last forty years, the adage could be 

amended to read "the rich get richer, and the poor stag

nate". Turning to Table 9, it can be seen that the GNP/pc 

of the Poor stood at $280 in 1950, dropping in 1986 to 

$235. The reduction of $45 could be an indication that the 

poor are in fact getting poorer as the adage states, but 

more likely it reflects the addition to the group of a 

large number of impoverished countries, largely African, 

which received their independence in the early 1960s. In 

all, thirty countries attained their independence between 

1960 and 1964, and, for the most part, they were very poor. 

If we move past the years during which the heaviest 

period of decolonization took place, from 1965 to 1986 the 

Poor group grows from $220 to $234, an average increase of 

their GNP/pc of 61 cents per year. As will be seen in more 

detail below, the picture becomes even more grim when one 

considers that the Poor group constitutes almost 60 percent 

of the world's population. According to Kuznets, the poor 

made up 53 percent of the world's population in 1965, so 

both the number and total percentage have worsened since 

1965. 

The Relative Gap. The relative gap measures the 

GNP/pc of the Poor or Middle-Income groups as a percentage 

of that of the developed countries. Figures 3 and 4 show 

the declining percentage of the Middle-Income and Poor in 

----------- .-.---
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Table 9: Gross National Product per capita 
1950-1986 

Rich Middle-Income Poor 
Year (Over $2000) ($500-$1999) (Under $500) 

1950 3346.89 1125.33 279.72 
1955 3587.88 1060.68 281. 05 
1960 4100.19 1053.13 244.59 
1961 4208.05 1135.71 249.29 
1962 4207.48 1010.98 228.27 
1963 4092.81 879.44 219.61 
1964 4183.91 870.75 220.48 
1965 4336.82 891.19 242.73 
1966 4321.34 874.75 246.00 
1967 4444.57 848.21 232.86 
1968 4535.16 883.36 235.51 
1969 4763.10 880.75 225.73 
1970 4957.17 913.25 230.39 
1971 5103.23 914.82 223.65 
1972 5156.65 895.56 212.87 
1973 5402.58 923.56 213.04 
1974 5470.36 962.13 219.70 
1975 5161.37 912.61 220.87 
1976 5360.70 933.43 221.92 
1977 5426.72 956.29 231.37 
1978 5675.25 969.68 234.92 
1979 5823.21 988.11 234.84 
1980 5897.97 1007.48 228.88 
1981 5904.42 1024.08 236.90 
1982 6047.46 1055.90 242.58 
1983 6112.08 1043.58 244.80 
1984 6268.07 1015.38 238.77 
1985 6257.68 1002.06 230.33 
1986 6393.39 988.75 234.90 

----------_. ---
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relation to the Rich. In 1950 the GNP/pc of the Poor was 

eight percent of the GNP/pc of the rich. Over the next 

four decades, the relative gap between the Rich and the 

Poor slipped to 4 percent. The Middle-Income group exper

ienced similar slippage from 34 percent in 1950 to 15 

percent in 1986. So even in relative terms the Rich are 

leaving the other two groups behind. 

World system theorists have long argued that the 

stages of development posited by modernization scholars 

were misleading. Wallerstein (1979) suggested that the 

world system reproduces itself, maintaining a rich group 

that exploits, a poor group which is exploited, and a 

middle group having characteristics of both of the other 

two. Andre Gunder Frank (1969) argued that the process of 

underdevelopment caused an absolute stagnation. Frank 

asserted that the longer a non-core country has been tied 

to the core, the more marginalized the country will become. 

More recently Bornschier and chase-Dunn stated that stagna

tion is a relative term. They described the process as one 

in which "[t]he core/periphery structure is reproduced even 

though the long run level of development in terms of pro

ductivity is an upward trend all across the system, and the 

organizational forms taken by the core/periphery hierarchy 

change over time" (1985:6). Thus, the countries of the 

world are expected to grow over time while the tiers of the 
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system are reproduced. As already mentioned, theorists of 

convergence expect a narrowing of the gap between the 

groups. 

Examining the data concerning levels of development, 

world systems theory appears to more accurately predict the 

events of the last 37 years. In terms of the aggregate 

absolute gap, the gap between the Rich and Poor groups is 

growing ever wider. The chasm between the Rich and Middle-

Income countries also yawns wider. In 1938, $1137 GNP/pc 

separated the Rich from the Middle-Income group, but by 

1986 the gap had grown to $5405. This is completely con

trary to the convergence paradigm. Confusion remains, 

however, as to whether the "flat line" of the Poor consti

tutes stagnation or the reproduction of the tiers. 

In the discussion surrounding Table 8, it was noted 

that the gap between the Rich and the Middle-Income and 

Poor groups slows twice during the post-war years, once in 

the early 1960s and again during the world oil crisis of 

the mid-1970s. While one's imagination would have to be 

stretched pretty far to view this as evidence of converging 

per capita products, the dynamic relationship may find its 

explanation in world systems theory. Bergesen (1983), in 

his review of the literature concerning cycles, identifies 

the oil crisis of the 1970s as marking the beginning of a 

contraction of the world system. As such, world systems 

----------- --- ---



theorists would expect a narrowing of the gap and while 

this narrowing does take place, the widening of the gap 

continued in the following years. 
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The relative gap widened dramatically during the post

war years. Like the absolute gap, the relative gap closed 

slightly during the early 1970s and again in the late 1970s 

and early 1980s. Again, little support was found for the 

convergence paradigm, but the size of the relative gap did 

not settle the dispute between the stagnationists and those 

who argue that the periphery will not experience further 

marginalization. In order to settle this dispute and to 

see if support for the convergence paradigm can be found by 

looking at growth in another light, the analysis next turns 

to rates of economic growth. 

Rates of Growth 

The level of economic growth refers to the absolute value 

of the GNP/pc, while the rate of growth is defined as the 

annual average percentage change in the value of the gross 

national product per capita. The following is an examina

tion of the rates of economic growth during the post-war 

period. The data presented in Table 10 show that the 

growth rate for the Poor from 1950 to 1986 continued to be 

extraordinarily high in light of estimates of their growth 

rates during previous centuries. Growth rates for the 

industrialized countries in Kuznets' rich category for the 



100 years prior to 1965 reached an annual average of 1.6 

percent (Kuznets 1979:18-20). His poor countries, on the 

other hand, experienced nearly a complete lack of growth 

during the same period (Morawetz 1977; Ranis 1972). 

Table 10: GNP per capita Annual Growth Rate 

Group 

World 
Rich 
Middle 
-Income 
Poor 

Annual Growth Annual Growth 
rate, 

1950-1986 
(percent) 

2.58 
2.56 
3.06 

2.34 

rate, 
1965-1986 
(percent) 

1. 56 
2.21 
1. 95 

1.14 

Annual Growth 
rate, 

1980-1986 
(percent) 

-1.13 
0.90 

-1. 37 

-2.22 
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Table 10 also reveals that for the entire period 1950 

to 1986, Middle-Income countries grew at a faster rate than 

either the Poor or the Rich. This confirms Robert 

Jackman's (1982:175-197) finding that the Middle-Income 

countries were growing the fastest, followed by the indus-

trialized countries, while the poor grew the slowest. In 

his study, Jackman used World Bank categories to divide 

countries into two groups: high income countries, and 

middle and low income countries. He then regressed growth 

rates on initial levels of wealth and found support, albeit 

weak, for what he called the "modified Matthew effect." 

In the Bible, the book of "Matthew" contains a refer-

ence to the continued accumulation of wealth by the rich 
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and the further impoverishment of the poor, and from this 

passage Jackman derives his literary referent to the gap 

between rich and poor countries. By "modified Matthew 

effect," Jackman means that not only the rich got richer; 

so too did the middle-income countries. The poorest coun

tries experienced the expected slow growth (below 1 per

cent), the richer of the poor countries (the middle-income 

countries) grew at a rate faster than that of the rich. 

That the middle-income countries grew faster than the 

rich or poor is by now accepted as one of the basic charac

teristics of world growth and development. What makes 

Jackman's work important to this study is that the "modi

fied Matthew effect" can be interpreted as a version of the 

convergence paradigm. Convergence theory becomes altered 

to read, "even though there are so-called 'economic basket 

cases', the productivity of the richer of the poor coun

tries surpasses that of the rich, eventually bringing about 

the convergence of the middle-income and rich countries." 

Eventually even the countries that are, practically 

speaking, economic disasters will be integrated into the 

world economy in such a way as to spur growth. In fact, 

Mancur Olson's collective goods theory of development, 

discussed in Chapter 2, is an example of such a modifica

tion to theories explaining convergence. 
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This "modified Hatthew effect" is the first apparent 

bit of support for the convergence paradigm, but it remains 

to be seen whether support will stand up under scrutiny. 

That in the modern era so few countries have caught up to 

the Rich seem to belie this theory. Also, countries such 

as Argentina, poised at the divide between Middle-Income 

and Rich since the 1870s, but never achieving Rich status, 

present particular problems for convergence theories. If 

there is any convergence going on, why has a country so 

close to the $2000 level never converged? 

Evidence presented below, however, undermines 

Jackman's "modified Hatthew effect". The data show that 

this pattern of growth occurs in only one of the time 

periods examined. Middle-Income countries did not fare 

very well during time periods not examined by Jackman. 

During the period 1965 to 1986, the Rich grew at a rate of 

2.21 percent annually, while Middle-Income countries 

achieved only a 1.95 percent rate of growth. The table 

also indicates that the annual average growth rate of the 

Rich surpassed that of the Middle-Income during the 1980 to 

1986 period as well. The Poor consistently grew at the 

slowest rate in every time period measured. 

There are several possible explanations for these 

contrary findings. In examining long-term economic trends 

one is sometimes faced with choosing between showing the 
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largest possible number of countries versus providing the 

longest possible time period. The choice can have ramifi-

cations beyond an expansion of the numbers of countries or 

years. Recall that earlier one of the possible explana-

tions for a reduction of the Poor's aggregate GNP/pc was 

the addition of approximately 30 newly independent coun-

tries--many of which were African states and most going on 

to join the Poor category. Between 1960 and 1965 eleven 

countries that were not in Jackman's 1960-1978 sample 

gained independence, or were upwardly mobile and were added 

to the Middle-Income category for the 1965 to 1986 period. 9 

Consequently, the growth performance described by Jackman 

could have been exaggerated because slow-growing Middle-

Income countries for which data were not available for the 

earlier period were not included. Another possible expla-

nation could be that the Middle-Income did realize the 

rates of growth discussed by Jackman, but during later 

years their growth slowed substantially. Neither of these 

possibilities, however, offers support for convergence 

theory. 

It is possible that the above analysis of groups of 

states could mask a trend detectable in analysis of indi-

vidual states. The following is an examination of states 

9The countries JOlning the Middle-Income group were 
Argentina, Cote d'Ivoire, Chile, Guatemala, Jamaica, 
Nicaragua, Peru, South Africa, Uruguay, Venezuela, and Zimbabwe . 

... - .. __ ._. ---
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in order to determine if there is a movement toward conver

gence observable at the state level. In light of the 

growth rates presented for the ten fastest and slowest 

growing countries in Table II, it becomes apparent that 

some of the Poor countries have indeed experienced specta

cular growth over the last years. For the period 1965 to 

1986 t six of the ten fastest growing countries were from 

the Poor category. Indeed t the fastest growing country for 

this period t the Republic of Korea grew at an annual aver

age rate of 6.54 percent. 

Upon closer examination, however, the Middle-Income 

and Poor countries do not fare so well. For the entire 

period t 1950 to 1986, the World Bank reports data on only 

45 independent, non-oil exporting countries with a popula

tion of over one million people. For this time period, 

Figures 3 and 4 shows that 64 percent of the Middle-Income 

countries surpass the world average annual growth rate. 

Data were reported for only 11 Middle-Income countries for 

this initial period. For the years 1965 to 1986, data for 

112 countries in all and 22 Middle-Income countries are 

available and the percentage above the world average growth 

rate shrunk to 46 percent. 

Figure 4 shows that the percentage of Poor countries 

did not change significantly from one time period to the 

other (3 percentage points) reaching a peak in the second 



Table 11: Annual Average Growth Rates 
of the Ten Fastest and Slowest Growing Countries 

Ten Fastest Growing Countries 

1950-1986 

Group" Country 

2 Japan 
3 S. Korea 
2 Greece 
3 Portugal 
2 Ireland 
3 Brazil 
2 Austria 
2 Italy 
1 Finland 
2 W.Germany 

Rich 
Middle-Inc 
Poor 

(%) 

5.80 
5.73 
4.69 
4.16 
3.99 
3.97 
3.78 
3.70 
3.51 
3.49 

1 
6 
3 

1965-1986 

Group Country 

3 S.Korea 
3 'Indonesia 
1 Japan 
3 Tunisia 
2 Brazil 
2 Malaysia 
3 Egypt 
3 Paraguay 
3 Cameroon 
1 Norway 

(%) 

6.54 
4.57 
4.35 
4.14 
4.11 
4.11 
3.99 
3.78 
3.53 
3.42 

2 
2 
6 

1980-1986 

Group Country 

2 Portugal 
2 S. Korea 
1 Finland 
2 Congo 
1 Norway 
2 Gabon 
3 Pakistan 
1 Japan 
3 Cameroon 
3 India 

(%) 

10.66 
6.68 
4.11 
3.97 
3.59 
3.30 
3.20 
3.06 
2.75 
2.54 

3 
4 
3 

Ten Slowest Growing Countries 

1950-1986 

Group· Country (%) 

3 Nicaragua 0.30 
3 Ethiopia 
2 Chile 
3 E.Salvador 
3 Peru 
3 Honduras 
2 Venezuela 
3 India 
2 Uruguay 
2 Argentina 

Rich 
Middle-In 
Poor 

0.55 
0.76 

.86 
0.86 
0.86 
1. 70 
1. 60 
1. 25 
1.11 

o 
8 
6 

1965-1986 

Group Country (%) 

3 
2 
3 
3 
3 
3 
2 
3 
3 
2 

Ghana -3.04 
Nicaragua-2.30 
Zambia -2.19 
Madagasca-2.12 
Zaire -1. 78 
Mauri tani -1.17 
Jamaica 
Senegal 
Sudan 
Chile 

-1.10 
-1.01 
-0.92 
-0.92 

o 
3 
7 

*1 = Rich, 2 = Middle-Income, 3 = Poor 

1980-1986 

Group Country (%) 

3 
3 
3 
2 
3 
3 
2 
3 
2 
3 

Thailand -12.92 
Sudan -11. 22 
Ethiopia -9.74 
Nigeria -8.65 
N. Yemen -8.17 
Ghana -7.87 
Chile -7.19 
Madagascar-5.77 
Dominican 
B.Faso 

-5.33 
-4.85 

o 
3 
7 

-------------- ~-. --_. 
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period of 42 percent with data for 43 Poor countries being 

reported in the latter period. During the first period, 

the Rich countries broke even, with six surpassing the 

world average growth rate and six falling below. When data 

on 18 of the Rich countries is reported in the second 

period, however, fully 67 percent--12 of 18--countries, 

surpass the world mean. 

If in fact the Poor and Middle-Income group are to 

ever catch up to the Rich, they must achieve and maintain 

growth rates that surpass those of the Rich countries. If 

the convergence paradigm is correct and the non-Rich coun

tries are catching up to the Rich, one would expect to 

obtain a negative correlation between GNP/pc and the rate 

of growth: the richer a country, the slower its growth 

rate. For the period 1950 to 1986, the correlation between 

growth and GNP/pc for 1950 was positive, not negative as 

convergence theorists expect (see Table 12). For the later 

period 1965 to 1986, the correlation not only remains 

positive but for the Rich, Middle-Income, and Poor coun

tries the positive correlation grows in strength. The 

same is true for the third time period presented in the 

table. 



Table 12. Correlations of GNP/pc 
and Annual Average Growth Rate 

Growth Periods 1950-1986 1965-1986 

All Countries .07 .02 

3 Groups .01 .20 

1980-1986 

.03 

.37 

The above discussion of the absolute gap focused on 

the gulf between groups of countries, but an absolute gap 

score can be calculated for individual countries as well. 

To do this an aggregate GNP/pc for the Rich countries is 

found; then the GNP/pc for each non-core country is sub-
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tracted from the aggregate score of the Rich, resulting in 

an absolute gap score for each country. This gap can be 

used in many ways, but perhaps the most interesting is 

calculating the number of years it will take the Middle-

Income and Poor countries to catch up to the Rich. lO 

Constructing a base period of 1965 to 1986 so as to 

include newly independent African countries, thirteen 

states appear able to close the absolute gap within a 

lOThe projection are made from the following formula: 
Gl=(Go*r)t; 

where Gl is the parameter to be estimated; Go is the GNP/pc 
at the year of origin; r is the rate of growth; t is the 
number of years. Upon recomputing Morawetz projections, I 
found fifteen of the countries were off by one or more 
years. Given the nature of the projections a one year 
discrepancy is not important, but on two occasions the 
error was greater than one hundred and eighty years. 

----_._.- '. _. ----------_._ .... _-
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century.ll These figures assume that countries will main-

tain the same growth rate as they achieved during the base 

period of 1965 to 1986. Starting with their 1986 GNP/pc, 

Table 13 shows the year each country will catch up to the 

projected mean per capita product of the Rich. Even though 

five more countries than Morawetz found should be able to 

catch the Rich, it remains true that for the overwhelming 

majority of countries the gap will never be closed. Even 

South Korea, the fastest growing country for the base 

period, would take nearly 40 years to close the gap with 

the Rich countries. 

Saudi Arabia and Oman, both High-Income Oil Exporting 

countries, would be the first to catch the Rich, and the 

following two, Singapore and Hong Kong, are city-states. 

It is interesting that the development experience of the 

first four countries projected to catch the Rich are of 

questionable value to other underdeveloped countries. 

While independent economists as well as those in the World 

Bank readily extrapolate from the City-States, it is very 

unlikely that they or the World Bank would want to gener-

alize from the experience of two more of the thirteen, 

Yugoslavia and Hungary, since they are socialist countries. 

llA discussion of the significance of using different 
base periods and different lengths of time is discussed in 
Chapter 3 and Appendix B. 

------------~~- -~-~-
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Table 13: Projections for Closing the Absolute Gap 

GNP/pc Growth Rates Number of Years 
Country 1986 1965-1986 to Close the Gap 

Saudi Arabia 5911.67 4.59 4 
Oman 5275.65 5.61 7 
Singapore 4341. 38 7.57 8 
Hong Kong 4099.34 6.49 12 
Malta 2357.78 7.55 20 
Cyprus 2304.03 5.03 28 
South Korea 1446.34 6.54 37 
Botswana 724.20 7.87 42 
Hungary 1506.14 4.14 82 
Suriname 1760.32 3.82 88 
Yugoslavia 1762.27 3.82 88 
Brazi 1 1253.64 4.11 94 
Lesotho 297.08 5.71 95 
Malaysia 1104.45 4.11 101 
Tunisia 743.40 4.14 122 
Mauri tius 1088.80 3.80 123 
Indonesia 383.47 4.57 130 
Paraguay 856.84 3.78 142 
Egypt 424.23 3.99 167 
Barbados 1795.23 2.99 193 
Cameroon 560.41 3.53 206 
Belize 686.85 3.37 217 
Portugal 1598.41 2.97 218 
Swaziland 684.95 3.20 258 
Syria. 788.26 3.13 262 
Colombia 934.05 2.87 353 
Ecuador 705.06 2.87 404 
Panama 1435.72 2.64 474 
Algeria 1301. 76 2.59 591 
Mexico 1223.13 2.56 672 
Sri Lanka 220.48 2.68 932 
Pakistan 264.09 2.61 1090 
Congo 792.47 2.49 2000 
Rwanda 174.44 2.33 22470 

---------- --- ---
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As for individual countries closing the relative gap, 

many could be successful in narrowing this gap but it is 

not clear that they would be any better off if they did. 

Morawetz argued that closing the relative gap would not be 

a very fruitful goal to set or to accomplish. The reason 

for his refusal to champion such a policy is easily demon-

strated. 12 If, for instance, in 1987 the Rich increased 

their GNP/pc by $136 over 1986, and the Poor grew by only 

$5 that same year, the absolute gap would have increased by 

$131, but the relative gap would have actually narrowed, 

albeit very slightly. And while a five-dollar increase in 

GNP/pc may be within reach of many poor countries, attain-

ing such a goal could hardly be thought of as an accom-

plishment. 

Mobili ty 

Mobility is examined in the following section in two 

different ways: the crossing of income groups and within 

rankings. In terms of mobility across income groups, the 

record has been impressive. Table 7 is divided into three 

groups, with the Rich group (over $2000) further subdivided 

into three groups: the Newly Rich, the Old Rich, and the 

Super Rich. The subdivisions of the Rich category allow 

for easier detection of countries entering this group. Any 

12This example follows the flow of Morawetz' 
discussion on the relative gap (Morawetz 1977:28-29). 
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country rising above a GNP/pc of $2000 for the first time 

is placed in the Newly Rich category. If that same country 

maintains its Rich status during two consecutive periods, 

they are then moved up to the "old Rich" subgroup. If the 

country remains in the Rich group two consecutive periods 

and its GNP/pc rises above the $5000 level, they have 

achieved "Super Rich" status. 

Once again referring to Table 7, over the approxi

mately 100 years covered by the table, a number of coun

tries have grown richer and moved up across income groups. 

In 1870, no state belonged to the Rich category, but by 

1913, the countries presently considered "developed" began 

to establish themselves in the Rich category. Since 1950 

only ten countries have entered the Rich category. In 

Table 7, the only countries that can be placed in the Old 

Rich category in 1950 are those countries which are found 

in the Newly Rich category in 1913. Since 37 years elapse 

between the 1913 and 1950 columns, the countries that join 

the Rich category are placed in the "Newly Rich" group even 

though they may have crossed the $2000 level long before. 

other than these states, only ten countries join the Rich 

after 1950: Germany, Austria, Italy, Japan, Spain, Israel, 

Ireland, Gabon, Greece, and Venezuela. 

It was 1955 before Germany and Austria first made 

their entrance into the Rich group, undoubtedly delayed by 

----------- - -_ .. 
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World War II. Germany was decimated in the war, and while 

Austria did not experience Germany's depth of destruction, 

it suffered the same fate as the rest of the Axis powers. 

In fact, all of the "losers" in World War II were delayed 

in their entry into the Rich category. Both Austria and 

Germany joined the Rich in 1955; Italy and Japan in 1965; 

and Spain in 1970. Spain was less an ally of the Axis 

powers than a sympathetic onlooker, and like Austria, Spain 

did not suffer the same degree of devastation as that of 

the primary Axis powers. However, Spain had to recover 

from an unusually bloody and divisive civil war that lasted 

until 1939. Spain was also the only country to retain a 

fascist government until 1975. 

Israel, founded three years after the war ended in 

1948, joined the rich in 1965. Ireland, long a part of 

Britain's empire, also realized Rich status in 1965. Three 

other countries, Gabon, Venezuela, and Greece, entered the 

Rich category in 1975. Greece likely would have reached 

this level before 1975, but like Spain, Greece too found 

itself healing thG wounds of civil struggle. 

Both Venezuela and Gabon are particularly interesting 

cases because they are not usually thought of as 

"developed" countries. They constitute the first two truly 

new entries to the world's elite group. Both countries 

have had a very difficult time maintaining a steady level 

----------" "--"" ---
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of growth and both their troubles and recovery may be 

traceable to their relative dependence on petroleum. 

Neither country relies on oil to the extent that would 

place them in the "High Income Oil Exporting" group, but 

both are relatively close to that level. Approximately 40 

percent of Gabon's entire gross domestic product is oil or 

oil products, while almost 30 percent of Venezuela's econ

omy relies on petroleum. 

It is interesting to note that Austria and Japan 

entered the Super Rich category between 1975 and 1980, just 

after the oil shock, and maintained their Super Rich status 

throughout the extended world recession which began in the 

late 1970s and lasted into the early 1980s. Other coun

tries had a much more difficult time maintaining Rich 

status. In fact, between 1950 and 1986 seven countries 

dropped across income categories: Papua New Guinea, 

Morocco, EI Salvador, Gabon, Venezuela, Nicaragua, and 

Nigeria (see Table 14). As was mentioned above, the only 

two countries that reached Rich status and subsequently 

experienced trouble were Gabon and Venezuela. The world 

recession that began in the late 1970s and extended into 

the early to mid-1980s hurt Venezuela's economy badly 

enough to send it back down into the Middle-Income cate

gory. Gabon continued to hover near the $2000 mark but has 

had trouble maintaining Rich status. By 1980 Gabon 



Table 14: Mobility in Rankings of GNP/pc 
and Across Income Groups 

Difference in Rankings from 1965 to 1986 

The Upwardly Mobile The Downwardly 

South Korea +33 Jamaica 
Thailand +19 Ghana 
Indonesia +18 Zambia 
Cameroon +15 Sudan 
Pakistan +14 Chile 
Congo +14 Guyana 
Sri Lanka +13 Uganda 
Egypt +13 Peru 
Tunisia +12 Argentina 

EI Salvador 
Nigeri a 

Mobile 

-24 
-22 
-22 
-20 
-18 
-18 
-17 
-17 
-15 
-13 
-13 

Upwardly Mobile across Income categories, 1950-1986 

Middle-Income 
to Very Rich 

Israel 
Ireland 
Spain 
Greece 
*Trinidad 

Very Poor 
to Middle-Income 

Mexico 
Portugal 
Peru 
Brazil 
Colombia 
Syria 
Guatemala 
Turkey 
Paraguay 
Dominican Rep 
Ecuador 
Congo 
Tunisia 
S. Korea 
Cameroon 
Thailand 

Downwardly Mobile across Income categories, 1950-1986 

Very Rich 
to Middle-Income 

Gabon 
Venezuela 

Middle-Income 
to Very Poor 

Iraq 
Iran 
Nicaragua 
Nigeria 

178 
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succumbed to the world recession, but unlike many countries 

that suffered negative growth rates in the early 1980s, 

Gabon was able to recover and once again enter the Rich 

group. Venezuela, on the other hand, did not recover its 

Rich standing. 

The second aspect of mobility to be discussed is that 

of rankings of GNP/pc. Using this sort of measurement one 

is able to gauge a country's standing in the world and 

whether it has ascended or descended. One of the rather 

peculiar characteristics of the capitalist world system 

over the last four decades has been the astonishing growth 

of the system as a whole while little change has occurred 

in the ranking of countries by GNP/pc. The difference in 

GNP/pc between the Rich and Poor has more than doubled 

between 1950 and 1986, but the correlation of rankings, as 

described above, was very strong. So while the per capita 

difference between those at the top and the bottom of the 

rankings expanded, individual country rankings remained 

remarkably stable. This provides further evidence of the 

phenomenon described by Morawetz in 1977. The correlation 

of rankings I found for the years 1950 and 1986 (.95) were 

even stronger than that found by Morawetz for the years 

1950 and 1975 (.92). 

The countries that have experienced the most impres

sive upward mobility in the rankings for the period 1965 to 

~ -~~~~-~ -~ ~----------
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1986 appear in Table 14. As the table shows, south Korea 

moved up thirty-three places and eight others exceeded ten 

places in the rankings of GNP/pc between 1965 and 1986. On 

the other hand, eleven countries moved down in the rankings 

by over ten places and of those ten, four countries dropped 

more than twenty spots. 

Conclusion 

This chapter has had two foci. First, economic growth 

during the post-war era was outlined. The second goal was 

to compare this growth with the expectations of the two 

contending paradigms discussed in Chapter 2. In order to 

satisfy these two endeavors, three aspects of growth were 

defined: levels, rates, and mobility. 

In examining levels of growth, the absolute gap was 

introduced. The absolute gap, showing the difference 

between the GNP/pc of the Rich and one of the other income 

groups, offered tangible proof that the gap not only exis

ted but was widening. Convergence theory was dealt a blow 

in that proponents of this paradigm argue that the Rich 

contain or acquire an inhibitor to growth that allows non

Rich countries to grow faster and close the absolute gap. 

The gap did close during one period--the 1970s. 

Convergence predicts the closing gap to be a common feature 

of world growth, while world systems theorists argue that a 

temporary narrowing will occur during world economic 
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contractions. Examination of the absolute gap demonstrates 

beyond question that narrowing is not a common feature of 

this gap. On the other hand, world system theorists sug

gest that the 1970s, with the oil crisis, and the later 

extended world recession mark a downturn in the system. 

Analysis of levels of growth provided what little 

confirmation there was for the convergence paradigm. 

However, it would appear that very little evidence of a 

narrowing of the gap between countries or income groups 

exists. Robert Jackman offered a weakened version of 

convergence, which he called the "modified Matthew effect". 

This so-called effect asserts that there is a pattern of 

growth in which the Middle-Income or the Poor countries 

grow faster than the Rich. Jackman did not present this as 

a theory, such as Olson's collective goods theory, so there 

was no reasoning as to why this would be the case; he 

merely asserted that this pattern had been discovered. 

While one of the sub-periods under review did corroborate 

Jackman's findings, there was in fact no long-term pattern 

involved. Two of the three time periods examined above 

found the Rich to be the fastest growing group. At the 

state as well as the aggregate level, Rich countries are 

widening the gap. Convergence theory was again disap

pointed when it was found that the correlation between 

-----------._. -.-



growth and level of GNP/pc was positive. The richer the 

country, the faster the growth. 
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Examination of the mobility of countries in the system 

confirm the findings suggested by analysis of the absolute 

and relative gaps. Rankings of countries by GNP/pc show 

remarkably little change over 37 years time. This vali

dates Chase-Dunn's notion that the world system grows but 

at the same time reproduces the core/periphery hierarchy. 

Movement across income groups, especially into the Rich 

category, has been reserved for ten countries, five of 

which were on the losing side in World War II. This is not 

strong support for any notion of convergence. 

In sum, the evidence thus far suggests that there is 

good reason to believe that a theory that includes an 

explanation for a systemic inhibitor to growth (e.g. imper

ialism) is best suited to explain world economic develop

ment. still unsettled, then, is whether Chase-Dunn's ideas 

about relative stagnation or Frank's argument conceptual

izing absolute stagnation is the most promising explana

tion. For the most part, this chapter has examined the 

record of growth in light of world systems and convergence 

paradigms without becoming concerned about the causal 

mechanisms. The theoretical literature discussing these 

mechanisms was discussed in Chapter 2; the following 



chapter turns to the empirical literature and testing of 

these mechanisms. 
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CHAPTER 5 

LONG CYCLES, TRANSNATIONAL CORPORATIONS AND GROWTH 

Introduction 

Many studies have evaluated the impact of transna-

tional corporations upon economic growth, but none have 

specified periods of world economic expansion and contrac-

tion. World system theorists propose that economic growth 

is inhibited in countries with high levels of penetration 

by transnational corporations. However, during world 

economic contractions some semiperipheral governments can 

poise their countries to take advantage of opportunities to 

close the gap with core countries. These assertions are 

the focus of the chapter that follows. Previous analysis 

of the effects of stocks and flows of direct foreign 

investment will be reanalyzed taking into account the ebb 

and flow of the world economy. In the following chapter 

hypotheses derived from the work of political scientists as 

well as sociologists will be added to this newly specified 

model. 

The basic hypothesis as enumerated in Chapter 2 reads: 

Hypothesis 1: The more an economy is penetrated 
by core-based TNCs the lower the annual average 
rate of economic growth. 

The proposition is amended to assert that during periods of 

economic expansion, the greater the degree of penetration 

-----------.-- ---



185 

by foreign-owned transnational corporations the slower the 

rate of growth. However, during economic downturns the 

negative impact of these firms must weaken if middle-income 

countries indeed face an opportunity to become upwardly 

mobile. Likewise, other factors proposed by world systems 

theorists to slow non-core growth should behave similarly 

during periods of expansion and contraction. 

Previous Analysis 

The Effects of stocks and Flows of FDI 

As mentioned above, no previous model of world sys

tems hypotheses concerning growth has included periods of 

expansion and contraction, but numerous studies analyzing 

the relationship between foreign investments and economic 

growth have been published. These studies will be reviewed 

below with particular attention lent to the sample and the 

time period under examination. Many of the previous stud

ies offer little specific guidance for such analysis due to 

a lack of pertinent data when published, a regional focus, 

or an overlapping of the period of upturn and downturn. 

The consensus of the works reviewed is that annual 

flows of foreign direct investment into developing coun

tries have a short-term positive effect on growth (see 

Table 15). The influx of money to purchase capital machin

ery, construction of production facilities, etc., stimulate 

economic growth. This particular expectation of world 

-------------"" --
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Table 15. Results of Previous studies 

Author Period Sample Flows stocks 

1) Bornschier 1965-1977 World + -
& chase-Dunn (1985) (103) 

2) Chase-Dunn & 1960-1975 World + -
Rubinson (1977) (76) 

3) Gobalet & 1960,1975 World -
Diamond (1979) (44) 

4) Bornschier 1965-1975 World + -
(1980, 1981) (90) 

5) Marsh (1988) 1965-1984 World -
1970-1978 (55) 

6) Berweger & World + -
Hoby (1978) 

7 ) Singh (1986) 1960-1970 Third World NR 
1970-1980 (73) 

8) Chase-Dunn (1975) 1950-1970 GNP/pc <$406 (+) -
(46) 

9) Jackman (1982) 1960-1978 Third World + NR 
(72) 

10) Delacroix 1960-1975 Third World -
& Ragin (1981) (72) 

11) van Puijenbrock + -
(1984) 

12)Weede & Tiefenbach -
(1981a b) 

13) Dolan & World + -
Tomlin (1979) 

14) stoneman (1975) World + -

15) Rubinson (1976) World -

----------_._. --_ .. 
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Table 15 (Cont). Results of Previous Studies 

Author Period Sample Flows Stocks 

16)Kaufman/Chernotsky 1961-1969 Latin + + 
& Geller (1975) America(17) 

17) Ray & Webster 1960-1970 Latin +/NR +/NR 
(1978) America (17 ) 

18) Stevenson (1972) 1961-1967 Latin -
America (7) 

19) Alschuler (1976) 1967 Latin -
America (18) 

20) Szymanski (1976) Latin + 
America 

21) Evans (1979) Latin -
America 

22) McGowan & Africa + 
Smith (1978) 



system theorists is in agreement with those of mainstream 

economic theory. TNCs investing in developing countries 

expect higher profit margins, and their investments boost 

the level of capital formation which is necessary for 

economic growth. 
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The studies including stocks of foreign direct invest

ment most often conclude that the effect of high accumula

tions of investments on economic growth over time is nega

tive. stocks of FDI refer to 18 years of accumulated 

holdings in a country. Bornschier (1980) found that 

between 90 and 95 percent of these investments come from 

transnational firms, so it is reasonable to consider the 

stock measure as a reflection of transnational penetration. 

It is argued by world systems theorists that over time 

investments by TNCs slow due to either market saturation in 

an economic sector or the fear of political reaction within 

the host country from too much visibility. After a firm is 

established it begins exporting profits, but this does not 

negatively impact the host country until the inflow of 

investments slows. At this time, "the transnational cor

poration is likely to start taking more money out of the 

penetrated country than it has ever brought into the coun

try due to its investments" (Bornschier and Chase-Dunn 

1985:82). 

--------------_ ... -'-_. 
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The primary source of a possible recovery from the 

slowing of TNC investment comes from domestic producers, 

but part of the process of market saturation preceding the 

investment slowdown is the purchasing of local firms by 

foreign TNCs. As discussed in Chapter 2, UNCTC reported 

that the entry of TNCs into foreign markets often takes 

place through acquisition of existing firms (1984:tables 

111.20 and 111.22). Also, Jenkins noted that facing the 

relative disadvantage of competing with more technologi

cally advanced and far wealthier foreign producers, there 

is a tendency for the domestic producers, once bought out, 

to invest in non-productive resources or to send their 

funds abroad (1984; 1987:103). This makes it unlikely that 

the former entrepreneurs in the host country will be able 

or willing to compensate for the decreasing investments 

from TNCs. 

The results of 22 studies examining the impact of 

flows of foreign direct investment and stocks of direct 

investment are listed in Table 15. The second column in 

this table reports the period examined in the study and 

informs that only Gobalet and Diamond (1979) define periods 

coinciding with the expansion or contraction of the world 

economy; their dependent variable, however, is the level of 

GNP/pc, not growth rates. Their dependent variable for the 

upturn is the GNP/pc in 1960 and the downturn is measured 

--------------------- --
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in 1975. There are at least two problems with analyzing 

the level of growth. First, world systems hypotheses 

concerning the upturn and downturn in the world economy are 

primarily interested in varying rates of growth in the 

semiperiphery and core. Second, the snapshot in time 

provided by the level of growth during the two periods 

cannot capture the dynamics occurring within the periods of 

expansion and contraction. 

A second characteristic of the previous studies con

cerns their sample size. Not surprisingly, among the 

studies utilizing an unrestricted, or world, sample, the 

earlier the study the smaller the sample. This reflects 

the growing availability of data over time. The samples 

vary in size from seven (Stevenson 1972) to 103 (Bornschier 

and Chase-Dunn 1985). Of the unrestricted samples, that of 

Gobalet and Diamond (1979) is the smallest, analyzing only 

44 countries. 

As for the findings which concern the annual flow of 

investment into countries presented in these articles, all 

of the studies except two conclude that inflows of foreign 

capital positively influenced economic growth. The first 

of the two studies with contrary findings simply confuses 

stocks of foreign direct investment with annual flows (see 

Marsh 1988:46-47). A closer look at the operationalization 

of the FDr variable reveals that the author is using the 

----------- --_ .. ----
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Balmer-Cao and Scheidegger (1979:12~-31) computation for 

calculating the degree of TNC penetration, not the flow of 

foreign direct investment. 

stevenson (1972) analyzes the impact of FDI for seven 

Latin American countries during the 1960s. While 

Stevenson's findings are contrary to the expectations of 

both world systems theory and convergence theory, the low 

number of cases and the regional nature of his work does 

little to dent the mass of evidence compiled. 

Two of the other studies which find a positive impact 

of capital flows on growth are also limited to Latin 

American nations, and both subsume the time period analyzed 

by Stevenson (Kaufman et al. 1975; Ray and Webster 1978). 

While both have larger samples of Latin American countries 

than Stevenson, Kaufmanos measure of economic growth is not 

controlled by population size, raising questions of compar

ability with the other studies. Also, Kaufman et. al. 

appraise the effects of capital dependence upon economic 

growth, a standard world systems/dependency hypothesis, 

with the degree of capital penetration measured in 1929. 

By most standards such a lag is unjustifiable. Neverthe

less, the overwhelming evidence points to flows of foreign 

direct investment aiding growth. Such findings pertaining 

to the flows of investment not only fit world systems 
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expectations but also confirms the long-held assertions of 

economists as well (Domar 1946). 

As for the total long-term holdings of capital by 

foreigners, only five of the twenty-two studies found 

positive effects of stocks of foreign direct investments. 

Four of these five studies focus on specific world regions: 

three in Latin America (Kaufman et. al. 1975; Ray and 

Webster 1978; Szymanski 1976) and one in Africa (McGowan 

and Smith 1978). All four of the studies are limited to 

analysis of the 1960s. According to Ray and Webster (1978: 

432-433), their analysis could as easily support the con-

clusion that there is no relationship between capital 

penetration and growth, effectively lowering the positive 

findings to four. Besides the other problems with some of 

the studies discussed above, the fact remains that they 

contain restricted samples examining one decade during the 

post-World War II era. 

Two studies containing unrestricted samples conclude 

that TNC penetration is irrelevant to economic growth 

(Jackman 1982; Singh 1986).1 Jackman finds that stocks of 

FDI have a negative but non-significant effect on growth. 

Singh provides two sets of equations that estimate the 

effects of TNC penetration upon growth for the decades of 

1Although the sample does not focus on a specific 
geographical region, rich industrialized nations are not 
included in the sample of 73 countries. 

-----------~.-~.~ ---



the 1960s and 1970s. The first coincides with the period 

of expansion but the second overlaps the upturn and the 

downturn in the international economy. For the most part 

TNC penetration is negative but appears to be significant 

only for middle-income countries for the latter decade in 

his study. 
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There are several problems apparent in Jackman's 

analysis. First, his independent variable precedes his 

dependent variable. The stock of FDI is measured in 1967 

and his growth variable covers 1960 to 1978. Strictly 

speaking, the penetration of a society by TNCs in 1967 

should not have any bearing on the previous seven years 

growth rate. However, since the stock measure is the 

accumulation of 18 years of foreign direct investment, the 

error is probably not too significant. Second, Bornschier 

and Chase-Dunn (1985:86) point out that Jackman's penetra

tion variable is extremely skewed and should be recoded or 

logged to normalize the distribution. Third, Jackman does 

not analyze his entire sample, opting to examine the 

effects of TNC investments in middle-income and poor coun

tries separately. He then fails to control for the initial 

level of growth, arguing that this factor has already been 

accounted for in the definition of the groups (Jackman 

1982: 189, fn. 48). 

-------------- ----
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Convergence 

Hypotheses derived from convergence theory do not 

usually include the effects of transnational corporations 

on growth.2 Robert Jackman's analysis, reviewed above, is 

considered to be part of convergence theory because of his 

expectation that foreign investment spurs growth and his 

assertion that middle-income countries are closing the 

income gap with the rich countries. Even though many of 

the studies presented by convergence theorists do not 

include foreign investments in their models, the expecta

tions of proponents of convergence concerning growth are 

contrary to those of world systems theory, necessarily 

placing them in disagreement over the consequences of high 

levels of TNC penetration (Baumol 1986; Abromowitz 1986; 

Romer 1986). 

Convergence is the notion that countries reaching a 

relatively high level of growth nurture various groups or 

mechanisms that eventually slow their growth. Since the 

economies in poorer countries are less hospitable to such 

growth inhibiting factors, they grow faster than rich 

countries, thus closing the gap. One of the primary dif

ferences between the types of studies examined above and 

analysis of convergence is the time period examined. The 

majority of studies cited above focus on the post-World War 

II period, whereas proponents of convergence are interested 

----------- --- ---
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in a much longer time period. One such study investigates 

growth among sixteen countries between 1870 and 1979 

(Baumol 1986). Another characteristic of convergence, 

closely related to this temporal factor, is that the sample 

sizes are significantly smaller than most of the recent 

tests of world systems theory. 

With his sixteen-country set, Baumol (1986) finds 

evidence of convergence over the last century. Lack of 

data forced Baumol to examine the more recent post-war era 

and he found that "there is more than one convergence club. 

Rather, there are perhaps three .... It is also clear that 

the poorer less developed countries are still largely 

barred from the homogenization processes" (Baumol 

1986:1080). When all countries are included in this 

sample, correlation coefficients and plots show that there 

is no overall pattern of convergence. 

That the poorer countries are not part of "the club" 

is not viewed as contrary evidence in this approach; there

fore, there is no attempt to come to grips with the fact 

that the non-convergence club constitutes approximately 55 

to 60 percent of the world's population. This could be 

reconciled by suggesting that poor countries have not been 

able to provide the degree of mass education required to 

sustain an industrial economy or that some external factor 

is inhibiting growth in poorer countries. DeLong (1988) 



proposes that the findings supporting convergence theory 

are either inconclusive or perhaps even invalid. DeLong 

argues that Baumol's "sample suffers from selection 

bias ... aris[ing] because any nations relatively rich in 

1870 that have not converged fail to make it into the 

[sample]" (1988:1139). DeLong does not conclude that 

convergence is a fallacy, but rather that the evidence is 

not nearly as strong as that found by Baumol. 

A mOle recent study improves on Baumol's sample,2 

expanding it from 16 to 23 countries (Muller and Whiteley 
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1990). Following the critique of DeLong that all countries 

with the potential to converge as well as those which 

already had should be included, Muller and Whiteley found 

that there was evidence for closing levels of productivity 

except in countries characterized by high commodity concen-

tration. This article's importance is clear in that it 

suggests a bridge between convergence and world systems 

theory. World systems theorists argue that the whole world 

has grown, yet the gap between rich and poor countries is 

reproduced over time by various mechanisms (Wallerstein 

1974; Bornschier and Chase-Dunn 1985). Muller and Whiteley 

then identified high commodity concentrations, one of the 

2Baumol's sample comes from the work of Angus Maddison 
who also found strong support for convergence. DeLong's 
criticism is not only directed at Baumol's work but the 
sample itself. 
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primary obstacles to growth identified by world 

systems/dependency theorists, as one of the possible mecha-

nisms for the poorer countries not joining the "convergence 

club." 

Operationalization of the Variables 

Measurement of the pertinent variables for this analy-

sis conforms with previous operationalizations. The depen-

dent variable, economic growth, is measured as the annual 

average growth rate of the GNP/pc using the least squares 

method of computation.! Since the measurement of this 

variable has been discussed at length in Chapter 3, the 

balance of the section presents the operationalization of 

the independent variables. Two identical sets of equations 

are specified, one for the period of expansion and one for 

the period of world economic contraction. The measurement 

of the variables for both periods is indistinguishable 

except for the years. The model is identical to that 

tested by Bornschier and Chase-Dunn with two exceptions: 

separate analysis of the upturn and downturn, and the 

inclusion of a commodity concentration variable. 

The world experienced unprecedented growth in the 

latter part of the twentieth century. Between 1950 and 

3For a discussion of alternative methods of computing 
this change variable, see Robert Jackman "A Note on the 
Measurement of Growth Rates in Cross-National Research. 
American Journal of Sociology, (1980):86 pp.604-10. 
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1986, the average annual rate of economic growth was 2.54 

percent, up from the 1.6 percent pace Simon Kuznets esti

mated for the previous 100 years. Between 1950 and 1973, 

however, world economic growth stood at 3.14 percent. The 

boom spread to the poorest of countries. During these 

years all countries for which there is data achieved a 

positive rate of growth. However, the oil shock of 1974 

and the extended recession beginning in 1979 reversed the 

trend, sending the world growth rate to just below zero. 

Thus, the boom period of 1950-1973 marks the expansion, 

while the contraction begins in 1974 and continues to 1986. 

The primary independent variable, TNC penetration, is 

the stock of foreign direct investment as a percentage of 

the gross national product. This is the same operationali

zation offered by Jackman (1982) and criticized by 

Bornschier and Chase-Dunn due to the skewed distribution of 

stocks (1985:86). Their suggestion that the variable be 

logged has been followed. As mentioned above, since 90 to 

95 percent of stocks are controlled by transnational cor

porations, it is appropriate to refer to this as TNC pene

tration. 

For the upturn, the level of penetration was measured 

for 1967. The penetration level for the downturn was taken 
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in 1977. 4 The variable was logged because this procedure 

treats all cases similarly rather than recoding only the 

outliers. The data for this variable comes from various 

United Nations publications (for further information on the 

construction of this variable and the data sources, see 

Appendix C). Since the first available year of data for 

TNC penetration is 1967, the growth period is amended to 

1965 to 1973 so as not to allow the dependent variable 

precede the independent variable. 

A second variable that could be construed as repre-

senting a world systems/dependency hypothesis is the export 

percentage variable. Here exports are represented as a 

mean percentage of GDP for the years 1965 to 1973. This 

data is available in IMF supplements (IMF Supplement on 

Trade 1988). This measure could be seen as an indicator of 

the possibility of export-led growth. In world systems 

theory an argument could be made that export percentage is 

a measure of access to the world market resulting in acqui-

sition of hard currency, thus mitigating the negative 

impact of capital- exporting TNCs. The newly 

industrialized countries (NICs) of Asia have incited a 

number of studies proposing export-led growth as the proper 

4The penetration variable when measured as Bornschier 
and Chase-Dunn suggested produced similar results in the 
regression analysis. The only difference in this variable 
and that of Bornschier and Chase-Dunn is that I chose to 
log all cases rather than recode outliers. 

----------_ .. _. .---
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model for developing countries, justifying the inclusion of 

such a variable. This, however, does not get at the long

held notion among dependency theorists that commodity 

concentration makes a country vulnerable to the vicis

situdinous nature of world commodity markets. 

Theoretical justification for the inclusion of such a 

measure goes back to the work of Raul Prebisch (1949) who 

documented that the value of traded commodities relative to 

manufactured goods had declined. In the post-1929 Depres

sion years, primary product exporting countries had to 

export 60 percent more primary commodities to buy the same 

manufactured imports they had prior to the depression 

(Prebisch 1949). Other scholars of dependency theory have 

also cited commodity concentration as one of the primary 

obstacles to growth (Frank 1967, 1970; Cardoso and Fa1etto 

1979; Sunke1 1972; Baran 1957; dos Santos 1970). More 

recently world system theorists have posited commodity 

concentration as a defining characteristic of non-core 

areas (Wallerstein 1979; Bergesen 1983; Bergesen and 

Shoenberg 1980; Nemeth and Smith 1985; Snyder and Kick 

1979) . 

Even though Bornschier and Chase-Dunn acknowledge the 

importance placed on the exports of primary products in 

past dependency literature, they fail to include such a 

measure in their model. They justify this omission by 
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arguing that TNC penetration has begun to supplant trade as 

the main form of core-periphery domination (1985:51-52). 

Commodity concentration is added to the present model to 

test this assertion. For the upswing, commodity concentra

tion is measured in 1970 and for the downswing period 1978. 

One of the weaknesses of relying on a measure of commodity 

concentration is that it does not indicate the importance 

of exports to the economy. The Hirschmann index, the most 

commonly used indicator of commodity concentration, mea

sures the degree of concentration of primary products in 

relation to all exports rather than to the economy as a 

whole. 

In order to capture the importance of commodity con

centration to the entire economy, the index is multiplied 

by the ratio of exports to the GOP. A high score on the 

Hirschmann index indicates a high degree of commodity 

concentration, so when multiplied by the export ratio the 

higher the resulting number the more important these (con

centrated) exports are to the economy. For example, in 

1970 Mali's exports constitute 9.5 percent of its GOP which 

is .5 percent higher than those of Niger, but Niger's 

exports are more concentrated than those of Mali (.499 and 

.381 respectively on the Hirschmann export concentration 

index). This export importance variable shows that even 

though Niger exports a smaller percentage of goods per GOP 

-. ----------_._--
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than Mali, Niger (5.121) is more vulnerable to an unstable 

international market than Mali (3.62). The Hirschmann 

commodity concentration index is reported in various issues 

of the Handbook of International Trade and Development 

statistics (1981, 1986, 1988) and the export ratio is 

reported by the International Monetary Fund (Supplement on 

Trade 1988). 

Those emphasizing internal determinants of growth 

argue that annual flows of foreign direct investment and 

domestic investment are the most important factors for 

economic expansion. Flows of foreign direct investment are 

reported by The World Tables (1976, 1980, 1984, 1988) and 

the International Monetary Fund (Balance of Payments 1987) 

and, when necessary, converted into a percentage of the 

GNP. Domestic investment is operationalized as gross 

domestic investment as a percentage of the gross domestic 

product. The source for the data for this measure was The 

World Tables (1976, 1980, 1984, 1988). There is no dis

agreement between world systems theorists and mainstream 

economists over the importance of domestic investment to 

economic growth. However, world systems theorists assert 

that when domestic investment is dependent on capital from 

foreign-owned subsidiaries, declines in foreign investments 

hinder recovery because the domestic entrepreneurs most 
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likely to make up the shortfall have been pushed out of the 

market. 

The model used for testing the hypotheses outlined 

above is a panel design identical to that used by 

Bornschier and Chase-Dunn and can be stated as: 

Y (Economic Growth) = a + blTNC Pen + b2Export 

Conc + b3Export % + b4FDI + bsGDI + b6LNGNP/pc + 

b6(LNGNP/pc)2 + E 

Again, the only changes to this model are the addition of 

the trade concentration variable and the specification of 

separate equations for the period of economic expansion and 

contraction. 

World systems theorists predict negative bl and b2 

parameter estimates for the upswing period. However, 

during the world economic contraction, both TNC penetration 

and export concentration should be irrelevant at least for 

the middle-income countries if some are to become upwardly 

mobile. Convergence theorists predict that the estimates 

will be consistent and positive for TNC penetration and 

that export concentration will be either irrelevant or, in 

the case of Muller and Whiteley (1990), negative. It 

should be remembered that the Muller and Whiteley study 

represents a possible bridge between world systems and 

convergence theory, so their prediction here differs from 

mainstream economists who prescribe diversification of 
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exports but object to the idea of declining terms of trade. 

Both world systems and convergence scholars agree that the 

estimates for b4 and bs should be positive. 

Discussion 

Tables 16 and 17 contain the parameter estimates for 

the equations described above. The tables offer informa

tion on three samples of countries. The world sample 

contains all countries for which there is data. Rather 

than excluding some countries because they may have undue 

influence on the results, all states were included and 

analysis of statistics developed to identify influential 

cases was carried out. Results are presented before and 

after the removal of any country, and the influential cases 

are identified at the bottom of the table. During the 

upturn period Gabon was the only influential case, and its 

removal did not change the sign or significance of any of 

the findings. The sample size is slightly smaller for the 

downturn period, but no cases were found to be influential. 

The first column in Table 16, labeled PEN67L, 

instructs that during the period of global economic accel

eration, transnational corporations had a powerful negative 

influence on economic growth. That more highly penetrated 

countries suffered slower growth rates than others during 

world economic expansion supports world systems theory's 

notion that economic upswings are not conducive to upward 



Table 16. Regressions of I!conotic Crowtb Durin~ the Upswing: 1965-1973 

S!IIPLE PBR67L RXPIIIP70 HXP6573 IIGDI6573 I!PDI6S7J LCMP65 LSCHP65 CORSTART A&J RI 

1.1) 11=108 Vorld -1.113 -0.023 0.011 0.088 0.099 7.127 -0.541 -21.021 .36 
(-3.m)tt (-0.800) (0.438) (3.737)tt (3.617)tt (3.665)tt (-3.708)tt 

1.1')1=107 lIorld -1.012 -o.m 0.015 0.103 0.103 6.951 -0.527 -21.m ." {-3.m)tt (-1.005) (o.m) (4.m)tt (4.247)tt (4.060)tt (-4.10S)tt 

1.2) 11=104 Vorld -o.m -0.040 0.007 0.089 0.101 6.326 -0.480 -18.615 .34 
Less Oil (-2.867)tt (-1.044) (0.270) (3.m)tt (3.691)tt (2.988)tt { -2.967)tt 

1.2' )1:103 !!orld -0.834 -0.033 0.008 0.104 0.105 5.m -0.451 -ll.m .45 
Leu Oil (-2.m)tt (-1.O00) (0.335) {4.m)tt (4.m)tt (3.m)tt (-3.191)tt 

1.3) R=85 lion-Core -0.911 -O.OH 0.010 0.086 0.108 0.531 -1.670 .28 
(-2.214)tt (-0.131) (0.215) (2.814)tt (3.m)tt (1.509) 

1.)1)1:84 lIoa-Core -o.m -0.035 0.019 0.106 o.m 0.742 -3.m .45 
(-2.m)tt (-0.891) (0.617) (4.186)tt (4.317)tt (2.461)tt 

Yariable Baaes: 
pum: stock of foreign direct inmtllents (% of COP), 1967 RPDI6513: lID ratio of foreign dODestic inmt to COP, 196H3 
nPIIIP10: export concentration t ezports as a % of COP, 1910 LCm5: in CRP, 1965 
RlP6513: liD ratio of nports to COP, 196H3 LSCRP65: square of In CRP, 1965 
IIGDI6513: In ratio of gross domestic imstlent to GOP. 1965-13 

• Influential mes (Cabon) rellOJed. 
t ratio in parentheses. 
tt p~.Ol 

t p~.05 

"" 0 
t11 



mobility. This is especially true for the middle-income 

countries because, as Figure 5 shows, their economies are 

the most highly penetrated by transnational corporations. 
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Turning to the world contraction, Table 17 shows that 

the impact of TNCs dissipates. Although the estimates 

remain negative, TNC penetration is irrelevant to growth 

during this period. Since world systems theorists propose 

that during the downturn opportunities for mobility are 

presented to some of the middle-income countries, the first 

column of Table 17 provides further support for these 

scholars. Disregarding other possible factors, the peri

phery also should be able to gain on the rich countries 

during periods of economic downturn. 

Flows of direct investment (FDI) from abroad was found 

to contribute to growth during the upswing but was irrele

vant during the downswing. The expectation that FDI pro

vides a positive impact upon growth was therefore sustained 

only during the world expansion. This was also matched by 

a decline of FDI as a percentage of the GNP for rich, 

middle-income, and poor countries. The middle-income 

countries did garner a higher percentage of FDI during the 

downswing, but even so the decline in all three income 

groups was such that FDI was an irrelevant factor in growth 

in the downswing. 

---------------------
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Table 17. Regressions of !conoaic Crowtb Ourin~ Tbe OOllDsliog: 1976-1986 

Sample PEW71L UPIAP78 !XP7685 IIC0I7685 "'017685 

2.1) 1=97 lIorld -0.310 -0.168 0.065 0.213 
(-1.029) ( -5.308)tt (3.069)tt {5.585)tt 

2.2) 1=93 lIorld -0.345 -0.167 0.065 0.214 
Less oil ( -1.062) {-3.179)tt {2.797)tt {5.407)tt 

2.6) g=69 ROD-Core -o.m -0.178 0.060 0.222 
(-0.586) { -2.257)tt (1.264) {U43)tt 

fariable llauea: 
PEJ11L: stock of foreign direct inmtllents (% of CRP), 1971 
mums: erport concentratioD t nports IS a % of COP, 1978 
E1P1685: Bean ratio of nports to COP, 1965-73 
IICDI7685: IIUD ratio of BrOil dOBestic inmtDent to CDP, 1965-73 
IIPD17685: Dean ratio of foreign domestic inmtlent to CDP, 1965-73 
LCIIP76: In ClIP, 1965 
LSClP76: square of In CftP, 1965 

• Influential ease (Jamaica) relOyed. 
'Influential ease (Jalaica, Gllyana, lIauritius) relO,ed. 
'Influential eases (Togo, and Rauritania) reloyed. 
t ratio in parentheses. 

tt p~.OI 
t p~.05 

0.030 
(O.266) 

0.030 
(0.254) 

0.019 
(O.HO) 

LCIIP76 

-3.m 
{ -1.829)t 

-3.988 
{-1.768)t 

-0.396 
( -0.893) 

LSCftP76 CORSTAIIT Adj Rt 

0.284 8.540 .39 
(1.aM)t 

0.290 8.894 .36 
(1. 761)t 

-2.187 .25 
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Trade, export concentration (EXPIMP) and export-led 

growth (EXP), are found to be irrelevant during the growth 

period and significant during the world recession. Export 

concentration turns negative and export-led growth stra

tegies become a positive contributing factor to growth, 

indicating that those attempting export-led growth are 

somewhat successful unless their exports are concentrated 

in primary products. A reasonable explanation for the 

export concentration findings is that during the upswing 

when the volume of world trade was high, a concentration in 

commodities did not hurt growth, but as the world recession 

hit and trade volume and commodity prices lowered, concen

tration in primary products became extremely harmful to 

growth. The emerging importance of trade during the down

turn in concert with the decline of the saliency of TNCs 

certainly signals that trade should be examined further 

rather than assuming tha~ TNCs have supplanted trade as the 

primary obstacle to growth in developing countries. 

Gross domestic investment (GDI) contributed to growth, 

as was expected by both convergence and world systems 

theorists. Although GDI as a percentage of the GDP, like 

FDI, declined during the latter period, it still retained 

its significance as a cause of growth. The problem in the 

middle-income and poor countries, both experiencing nega

tive growth rates during the downturn, was that there was 

-------------- -- .. ---
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less money flowing into investments. Bornschier (1980) 

demonstrated that TNC penetration provides much of the 

monies going into investments in developing countries, 

supplanting domestic entrepreneurs by buying their existing 

plants, thus hindering recovery from a decline in invest

ments by TNCs. 

The possibility of convergence of middle-income and 

poor countries with the rich can be determined by examining 

the two columns in Tables 16 and 17 entitled LGNP and 

LSGNP65. These headings refer to the GNP/pc and the square 

of that measure, both logged. The inclusion of the GNP/pc 

controls for the initial level of development while the 

squared term reflects the expectation that growth does not 

occur in a linear fashion. Jackman (1982) has shown that 

middle-income countries have a higher growth rate than 

either the poor or rich countries suggesting that a plot of 

GNP/pc with growth rates would look like an inverted-U. In 

the lower left corner of the plot where growth rates and 

GNP/pc are both low there should be a clustering of poor 

countries; near the apex of the inverted-U lie the middle

income countries; and on the right, declining side of the 

inverted-U the rich countries are found. If middle-income 

countries indeed maintain a higher growth rate than rich 

countries, it raises the possibility of convergence. 

-----------~~-~ ---
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Looking at the regression coefficients for the first 

two samples during the upturn, there is some support of 

convergence theory, but this support is qualified. 

Convergence is supported during the period of expansion 

except when a country has a high degree of TNC penetration 

(LGNP b=4.06, LSGNP b=-4.11). During the downturn, how

ever, there is no support for convergence (LGNP b=-1.83, 

LSGNP b=1.86). The signs of the estimates for GNP/pc and 

the squared term are reversed during the downturn indica

ting that middle-income countries in the sample have lower 

growth rates than rich or poor countries during the down

turn. This suggests that convergence, like growth, is not 

a constant. 

It could be argued that this is precisely the argument 

put forth by world systems theory. During some periods the 

gap narrows and during others it widens, so that in the 

long run the tiers of the system are maintained. However, 

the hypothesis offered by world systems theorists proiects 

that during world economic contractions the gap narrows 

only to be reproduced when core countries reassert them

selves during the expansion period. Tables 16 and 17 show 

that middle-income countries grew faster than the rich or 

poor during the world expansion and slower than the others 

during the contraction. 



212 

However, Emmanuel Wallerstein (1979) asserts that not 

all countries can develop at once; only those states that 

actively pursue policies that take advantage of the tempo

rary opening for semiperipheral development will move 

upward. This suggests that individual middle-income 

countries particularly suited can act in ways that stimu

late upward mobility, rather than the middle-income as a 

whole closing the gap. As discussed in Chapter 4, the 

countries that moved into the core during the period of 

expansion were primarily the losers in World War II. The 

only time countries traditionally associated with the 

middle-income group moved up into the rich group was during 

the contraction when Trinidad & Tobago, Venezuela, and 

Gabon became upwardly mobile. So the middle-income group 

may have done better during the expansion, but upward 

mobility of individual middle-income countries only took 

place during the contraction just as predicted by world 

systems theory. 

Robert Jackman (1982) did not include GNP/pc in his 

testing of the effects of stocks of foreign direct invest

ment on growth; rather, he divided his sample of non-rich 

countries into wealthier and poorer Third World nations. 

He proposed that by defining the groups by GNP/pc the level 

of development had already been taken into account. The 

results discussed above do not suggest that this was a 
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necessarily bad decision. Examination of some of the other 

variables included, however, raises some questions. The 

levels of foreign direct investment and stocks of foreign 

capital are standard measures, but Jackman also includes a 

variable measuring change in the stock of capital held by 

foreigners. The stock measure is the accumulation of 18 

years of FDI (FDI1+FDI2 ... +FDI1S), so the change in stock 

from year Tl to T2 can be found by subtracting FDIl from 

the stock value and adding the current year's foreign 

direct investment. Therefore, a measure of the change in 

stock is the current year's FDI less the depreciated FDI 

from 18 years earlier and reinvested income, meaning that, 

for the most part, FDI is being measured twice. 

One important point is made by this exercise, and that 

is that it should be demonstrated that the levels of 

foreign-held capital that are expected to have a negative 

effect are not temporary. If in 1967 the stock measure is 

high but in the interim foreign companies have sold their 

holdings to domestic entrepreneurs, then the negative 

effect may be ameliorated by a rise in domestic control of 

companies and retention of the profits in the host country. 

Figure 6 illustrates that TNC penetration has not been a 

temporary condition but has continued to rise between 1967 

and 1986. Also, looking back at Figure 5, during the 

economic downturn the penetration of middle-income 
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countries increases in relation to the rich and poor coun

tries, as was predicted by world systems theorists. 

Nevertheless, the predicted relative opportunity for mid

dle-income countries to close the gap is not apparent in 

that, in relation to the other groups, they suffer the most 

during the downturn. 

As mentioned above, when evaluating the possibility of 

convergence between 1870 and 1979 Baumol (1986) found 

support for the convergence of rich and wealthy middle

income countries, but during the post-World War II era, he 

saw little evidence for convergence. The above evidence 

shows that if the post-war period is divided into eras of 

expansion and contraction, there are some signs of conver

gence during the upturn (1965-1973) but none during the 

downturn (1975-1986). Table 18 shows that for the entire 

1950 to 1986 period there is no evidence for convergence. 

For the world sample, the regression coefficients for LGNP 

(0.049) and LSGNP (-0.009) are weakly significant, but 

Kuwait is an influential case and when it is removed the 

support for convergence disappears. Without the four oil 

states--Kuwait, Saudi Arabia, Trinidad and Tobago, and 

Libya--there is no evidence at all that the productivity 

gap is narrowing. 

In order to determine the robustness of these 

findings, one further attempt is made to find convergence. 



Table 18. Regressions of Economic Growth: 
1950-1986 
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SAMPLE LGNP50 LSGNP50 CONSTANT ADJ R2 

1.1 ) N=103 World 0.049 -0.009 -0.042 .01 
(1.785)* (-1.760)* (-1.123) 

1.1a )N=102 World 0.012 -0.001 0.004 .00 
(0.363) (-0.001) (0.084) 

1. 2) N=99 World -0.005 0.002 0.025 .00 
Less Oil (-0.164) (0.287) (0.609) 

1. 2b )N=97 World 0.038 -0.006 -0.035 .03 
Less Oil (1.137) (-0.943) (-0.798) 

8 Influential cases (Kuwait) removed. 
blnfluential cases (Pakistan, Lesotho) removed. 
t ratio in parentheses. 
** p::.01 

* p.=:.05 

Figure 7 delineates the yearly percentage change in GNP/pc 

for the rich, middle-income, and poor countries. Since 

convergence theorists argue that only middle-income coun-

tries have a real opportunity to catch-up to the rich 

countries, of primary interest are the yearly percentage 

change rates of the rich and middle-income countries. If 

the middle-income states surpass the rich consistently, 

then there is a chance of convergence occurring. 

The only long-term trend apparent for the whole period 

of 1965 to 1984 is that the poor countries consistently 

show the slowest growth. Only in 1953 and 1954 did the 

poor countries achieve higher percentage change rates. 

-------------- ---
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Like the evidence presented above, the figure does not 

suggest that during the 1951 to 1985 period convergence is 

occurring. However, during the upturn the middle-income 

countries achieve higher percentage change rate~ than the 

rich on several occasions. From 1965 to 1968 the middle

income countries consistently out-perform the rich coun

tries, after which the two groups have similar change rates 

twice and the rich grow faster twice. While this is not 

strong support, there is some indication that the produc

tivity rates closed for a brief period. The downturn is 

less hospitable to growth for the middle-income group. 

In only three of ten years do the middle-income coun

tries manage percentage change rates greater than those of 

the rich countries. Again these findings confirm Baumol's 

assertion that during the whole of the post-war period, 

there is little evidence of convergence. This is modified 

by the apparent ability of the middle-income countries to 

close the productivity gap during the world economic expan

sion (1965-1973). 

With the yearly percentage change data and the abso

lute gap scores discussed in Chapter 4, analysis of bivar

iate correlations shows how the gap varies with growth. 

The gap is measured such that when the gap grows wider the 

gap measure is a larger negative number. The correlation 

of change and growth for the entire 1950 to 1986 period 

----------_ .. _--_. _._ .. 
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(r=.431) instructs that the faster the growth rate for 

middle-income countries the narrower the gap between rich 

and middle-income countries. However, when dividing the 

era into the expansion and contraction the results change 

dramatically. During the period of expansion, the correla

tion turned negative (-.363) meaning that in spite of the 

relatively high growth rates by middle-income countries, 

the gap grew wider. The relationship during the downturn 

is positive informing that the middle-income countries were 

more able to close the gap during the downturn. This 

evidence is contrary to that noted in Tables 16 and 17. 

Conclusion 

The analysis above extends previous analysis of world 

systems theory by specifying the effects of the post-World 

War II economic expansion (1965-1973) and contraction 

(1976-1986). World systems theorists have hypothesized 

that middle-income countries can become upwardly mobile 

during periods of world economic contraction, however no 

previous study focusing on economic growth have included 

these upturns and downturns in the world economy. 

Growth in the post-World War II period has outpaced 

any known period. The hypotheses analyzed in this chapter 

attempted to answer questions concerning the ability or 

inability of middle-income and poor countries to maintain 

growth such that they could close the gap with the rich 

------------------- ----
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cduntries. The primary hypothesis tested concerned the 

effect of transnational corporations upon growth. World 

systems theorists propose that during periods of economic 

expansion, the higher the degree of penetration by TNCs the 

slower the growth rate. Also, because during world econo

mic downturns the middle-income countries have an oppor

tunity to become upwardly mobile the hypothesized negative 

effect was predicted to be irrelevant. 

The evidence presented above supported world systems 

theory in that TNC penetration was seen to have a powerful 

negative impact during the upturn and none during the 

downturn. Nevertheless, analysis of the regression coeffi

cients reflecting the GNP/pc and the squared term showed 

the middle-income countries to perform better during the 

upturn than downturn in relation to the other two income 

groups. This, of course, is contrary to world systems 

predictions. 

Further analysis of convergence theory produced mixed 

results as well. Confirming Baumol's finding concerning 

the entire post-World War II period, there was no support 

found for convergence. However, when dividing the era into 

the upturn and downturn some support for convergence during 

the upturn was found. The downturn reversed the trend 

toward convergence. Correlational evidence concerning the 

performance of middle-income countries illustrated that the 
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middle-income countries were able to close the gap during 

the downturn but not the upturn. This supports world 

systems proposals that the middle-income countries do 

better during world contractions, but runs contrary to the 

regression findings presented in Tables 16 and 17. 

In Chapter 3 Kuznets's argument that world growth was 

stagnant for the millennium prior to the 1850s was dis

cussed. The results of this chapter suggest that growth 

has probably proceeded in fits and starts with interim 

periods of stagnation. Like growth, the extent of the gap 

between rich and poor countries has not undergone a process 

of constant yet gradual narrowing. Rather non-rich coun

tries are able to close the gap during some periods but not 

others. The above evidence suggests that world systems 

theory and convergence should not be seen as contrary 

notions but merged together. Muller and Whiteley's results 

supports this idea. 

Convergence should be seen as a process that will take 

place in the absence of obstacles presented by the world 

economy which include the penetration of developing econo

mies by transnational corporations. The effects of TNCs, 

though, cannot be seen as having a constant effect, but 

rather one that is exacerbated or mitigated by the condi

tion of the global economy. This notion will be explored 

in more detail in the concluding chapter. 
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One last issue needs elaboration and that involves the 

apparent vulnerability of the middle-income countries 

during the downturn. The results presented in this chapter 

suggest that in relation to the other two income groups 

they are most affected during the downturn. This probably 

occurs because of the peculiar makeup of a middle-income 

countries' economy. In moving from an agrarian society to 

a more industrialized countries, a larger percentage of 

people move to urban areas, giving up the rural lifestyle 

of past generations. As the middle-income country becomes 

more reliant on the exports of manufactures it also becomes 

more vulnerable to fluctuations in prices it receives for 

these goods. Hard times mean high unemployment rates as 

various industries attempt to avoid debt and bankruptcy. 

However, urban dwellers are by now far removed from a 

farming lifestyle, removing one possible action in the face 

of unemployment. In addition, the growing wealth of 

middle-income nations is still not sufficient or the 

leaders do not desire to create social legislation to 

provide at least a temporary cushion for the unemployed. 

These combinations of conditions make middle-income coun

tries less able to adjust to world economic downturns. 

------ ---------------------



CHAPTER 6 

ALTERNATIVE EXPLANATIONS: THE IMPORTANCE OF 
DEMOCRACY, MILITARY PARTICIPATION, AND EDUCATION 

IN ECONOMIC GROWTH 

Introduction 
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In the previous chapter, convergence theory was posed 

as the primary alternative explanation of economic growth. 

This chapter examines three further hypotheses, appending 

them to the model developed in Chapter 5. These alterna-

tives attempt to explain growth by the level of democracy, 

military service, and educational attainment. The mecha-

nisms through which these factors affect growth are dis-

cussed below; the variables are then operationalized and 

the results of the regressions presented. 

Three Alternative Hypotheses 

Democracy and Growth 

As earlier stated, convergence theory proposes that 

developed countries nurture elements that lower their 

productivity such that the richer of the poor countries 

begin to narrow the gap between themselves and the devel-

oped countries. From this general assumption, hypotheses 

arise that attempt to identify the mechanism that causes 

the productivity of countries to converge. The first 

hypothesis is one such hypothesis attempting to identify 

------------_ .. _. -_.-



the motor of convergence. It submits that democratic 

countries foster the development of groups that hinder 

growth. In its basic form the hypothesis reads: 

Hypothesis AI: The higher the level of democracy, 
the slower the growth. 

This hypothesis is derived from what Mancur Olson 
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(1983) calls the collective goods model. In the collective 

goods theory Olson asserts that the element that is nur-

tured in the developed countries that inhibit growth are 

special interest groups. These groups include labor 

unions, professional associations, farm organizations, 

trade associations, lobbies, cartels, and informally or 

even tacitly organized groups. Special interest organiza-

tions have the stated purpose of providing goods to all 

members of their group (1983:13). In the case of labor 

unions, for example, the goods would be higher wages, 

better working conditions, and more benefits. These organ-

izations gain power in democracies because, at least in 

theory, democracies afford citizens civil and political 

rights to organize such groups, and the higher degree of 

democracy and the longer a country sustains this system the 

more likely the group can develop into a potent political 

force. Convergence thus occurs when these self-interested 

elements divert funds from productive investments to sup-

posedly unproductive benefits for their members, slowing 

-- -----. _._--------------------------



productivity such that poorer countries begin to catch up 

in per capita output (1983:25). 
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Olson contends that special interest organizations are 

not powerful in poor countries due to the comparative 

strength of the state which either opposes their formation 

or controls their activities. As poor countries grow rich, 

the increasing provision of civil rights allows for the 

strengthening of special interest organizations. As the 

organizations more successfully pursue their interests, 

these countries too will eventually fall victim to this 

growth-inhibiting factor. 

There are two ways this process can be mitigated in 

rich developed countries. First, if it so happens that the 

special interest group encompasses a considerable per

centage of the people who will be particularly hard hit by 

delayed growth the benefits may be outweighed by the costs 

of slow growth. Should this happen the special interest 

organization might lose membership and power or retract the 

request for benefits. The second way the slowing of growth 

can be avoided is if a strong leader arises who has the 

rhetorical ability and political savvy to undermine these 

organizations. Proponents of the collective goods model 

come dangerously close at this point of proposing lowering 

the degree of democracy in the name of growth. 
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Two of the assumptions of the collective goods model 

are that only rich countries sustain the degree of liber

ties necessary to nurture special interest groups and that 

special interest groups cannot gain sufficient influence in 

developing countries to slow growth. While it is true that 

most of the rich countries are democratic, there are also 

many developing countries that have maintained democratic 

governments. India and Costa Rica, for example, are demo

cracies allowing for the organization of special interests. 

It is not apparent in the collective goods model why 

special interest groups in India, a poor country, and Costa 

Rica, a middle-income country, would not have the same 

dampening effect as in rich countries. 

Samuel Huntington (1968) has long asserted that gov

ernments in developing countries can be destabilized by 

demands by citizens and groups that exceed the state's 

capacity to respond. Huntington argues that government 

institutions need to mature in order to be able to respond 

to social mobilization. Certainly, Huntington could be 

wrong, but olson does not take on the task of explaining 

why he believes governments in developing countries are 

seemingly immune from the pressures of organizations. Such 

an explanation is vital since the theory is supposed to 

resolve why poorer countries grow faster than richer ones. 
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A number of studies provide empirical evidence for the 

incompatibility of democracy and rapid growth (Marsh 1979; 

Huntington and Dominguez 1975; Adelman and Morris 1967). 

Weede more precisely tested the notion that the longer a 

country sustains a stable democratic regime the slower the 

growth. He confirmed that the more consecutive years of 

stable democracy the slower the growth (1984, 1986a, 

1986b). However, in their test of the convergence hypothe

sis over the long-run, Muller and Whiteley stated that "the 

pessimistic conclusion that stable democracy is incom

patible with sustained economic growth generates an obvious 

paradox: If a country's rate of economic growth is 

inversely related to the length of time that it has been 

governed under democratic institutions, then how has the 

democratic West become so rich?" (1990:3). Using a variety 

of methods in scrutinizing this question, Muller and 

Whiteley found that democracies performed quite well in 

terms of economic growth (1990:29-31). 

Military Service and Growth 

The second alternative hypothesis concerns the effects 

of military service upon growth. This hypothesis is not an 

explicit attempt to explain the mechanism behind conver

gence but rather pinpoints the poor economic performance of 

impoverished countries in relation to the rich and middle

income countries. The authors proposing this hypothesis 



see low levels of what they call "human capital" as being 

the primary obstacle to economic expansion. The basic 

hypothesis reads: 

Hypothesis A2: The higher the percentage of the 
population in military service, the faster the 
growth. 
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Human capital in this context refers to the prepared-

ness of individuals in a society to adopt a modern indus-

trial society. Some of the prerequisites for modern 

society are literacy, willingness to comply with instruc-

tions, and regimentation. A modern work force is expected 

to be able to read and follow directions without constant 

supervision. Workers must also acquiesce to the hierar-

chical structure of business and follow the instructions of 

their bosses. Regimentation refers to the temporal struc-

ture of work, being prepared to arrive at work promptly 

every day. It is difficult to maintain an industrial 

economy when businesses must constantly retrain new 

employees due to a lax attitude toward work. 

According to Weede, at least part of the reason growth 

is slow in poor countries is their low level of human 

capital. However, the exposure to rules and technology in 

the military can prepare people with traditional values, 

whether or not they reside in a traditional community, for 

work in a modern industrial society (1983:26). Here the 

author explains that the relatively modern technology 



utilized by the military and the semi-modern bureaucratic 

organization, along with the regimented lifestyle, will 

imbue in the peasant the basic skills needed in an indus

trial society. 
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Empirical confirmation of the above proposition was 

established by Weede (1983). He found that military parti

cipation paved the way for growth due to the lifestyle 

soldiers become accustomed to in the military. On the 

other hand, Marsh (1988:62) demonstrated that for the 

period 1970 to 1978 neither military expenditures nor 

military participation had an impact on growth when both 

factors were included in his regression equations. How

ever, when either factor alone was included there was a 

positive and significant effect. 

Many researchers finding a negative association 

between military participation and growth assert that this 

impact is due to high levels of unproductive defense expen

ditures (cf., Degrasse, McGuiness, and Ragen 1983: 73; 

Kennedy 1983:198). This concept is related to some extent, 

of course, to the fact that the larger the military the 

more funds required to maintain it. The mechanism by which 

military expenditures inhibit growth is the diversion of 

monies away from productive investments. In a more recent 

examination of growth in the United states, Mintz and Huang 
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(1990:1291-1292) demonstrated that the effect of military 

expenditures was indirect and delayed (and negative). 

Education and Growth 

The third hypothesis is also concerned with the stock 

of human capital in developing countries. The poor 

performance of lesser developed countries in the area of 

education is said to undermine their opportunity for 

development. Governmental programs, such as the provision 

of a basic education, can prepare a population for growth. 

The basic hypothesis reads: 

Hypothesis A3: The higher the percentage of the 
population enrolled in schools, the faster the 
growth. 

While the previous assertion that military service 

aids growth is somewhat controversial, the tie between 

educational attainment and growth is not. Few would argue 

that education is unnecessary in the maintenance of an 

industrial economy. Just as Benoit made the claim that 

military service promotes discipline, the same could be 

said of a rigorous educational system. Not only does a 

student learn mathematics, reading, and writing, but since 

schools are regimented they also provide some degree of 

discipline, albeit somewhat less than military training. 

Thus, by providing a public school system, the government 

is helping to produce a disciplined, literate work force 

(Weede 1983). 
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Empirical verification of the third hypothesis was 

found in a number of studies (Marsh 1988; Weede 1983; 

Meyer, Hannan, Rubinson, and Thomas 1979). However, Marsh 

noted that for the period 1970 to 1978, educational enroll

ment was irrelevant to growth, its positive impact becoming 

apparent only for the longer period 1965 to 1984 (1988:60-

63) . 

The Variables Defined 

The variables derived from the hypotheses above will 

be operationalized and added to the model outlined in 

Chapter 5. Again, two equations, corresponding to the 

upturn and downturn in the world economy, are specified. 

The upturn covers the years 1965 to 1973 and the downturn 

1976 to 1986. 

A number of measures of the level of democracy are 

used in order to cover the period under investigation. The 

first measure was that of Kenneth Bollen (1980) for the 

year 1965. Bollen's political democracy index (PDI) 

includes scores ranging from 0-100 (low to high). This 

measure was used included to see if the level of democracy 

at the outset of the growth period confirmed Weede's notion 

that democracy is incompatible with growth or Muller's 

opposite conclusion. The mean level of democracy for the 

entire period--for both the upturn and downturn--was also 

run in identical equations to determine if changes in the 
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level of democracy occurred thus affecting the subsequent 

growth. This remains a level of democracy score yet is 

sensitive to the entire period rather than just the initial 

year. 

In an article primarily concerned with the internal 

gap Muller argued that "it is precisely the longitudinal 

variation in democracy ... that is most likely to be asso

ciated inversely, as cause or effect, with income ine

quality" (1988:50). If the variation is the important 

factor in the relationship between democracy and income 

inequality, it could also be argued that the dynamic 

changes that take place when a country moves toward 

democratic or authoritarian rule could also influence 

economic growth. Movement toward authoritarianism in terms 

of the arguments outlined above could indicate that a 

government is grasping the reigns of the economy and popu

lation in order to steer them to growth, or that instabil

ity and popular discontent with losing some degree of 

freedom means the economy is losing ground. 

For this reason change-in-democracy scores were calcu

lated using the least squares growth rate formula discussed 

in Appendix B. This measure of annual change produces a 

measure sensitive to relatively slight movements either 

toward or away from democracy. Least squares formulas 

require a minimum of three time points to solve the 

------------------
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equation. In order to obtain these three points two separ-

ate yet similar measures of democracy were utilized. The 

Bollen POI index for 1965 was added to the 1969 and 1972 

Gastil (1986) index of civil and political rights. The two 

measures of civil and political liberties with scales 

ranging from 1-7 (high to low) were added together, 

inverted so the scale would run low to high, then converted 

to a 100-point scale to match the POI index. At this point 

the growth rate was calculated and used as a dynamic mea-

sure of the change in democracy.l 

The measure of military participation was taken from 

various issues of the United states Arms Control and Ois-

armament Agency's World Military Expenditures and Arm 

Transfers. The data are reported as military manpower per 

1000 population and were converted to personnel per 100 so 

that they could be read as percentages. For the period of 

economic expansion, the initial level of military parti-

cipation for each country for the years 1965 and 1975 were 

added to the model. 

Unlike the level of democracy measure, the mean mili-

tary participation rate was not included. The hypothesis 

concerning military participation states that the expected 

lSince the Gastil measure extends from 1972 to 1988, 
it is the only source for the downturn (1976-85). The 
Gastil democracy index was treated in the same fashion as 
for the upturn as described in the text. 
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effect of the military, if it occurs, does so due to the 

changes in individuals during their military service. 

However, the soldiers will not enter the industrial work 

force until they have been discharged from the service. 

Thus, unlike the level of democracy, a change in which 

could have an immediate effect, the economic impact of 

military participation must wait until those participating 

exit the military. 

Secondary school enrollment is the final indicator 

appended to the model. For the initial year, individuals 

enrolled in secondary schools as a percentage of school

aged people measures the educational commitment of the 

government as well as the potential for an educated work 

force. Like the military participation rate, education of 

citizens only impacts growth once children have entered the 

work force. Granted, many children in developing countries 

participate in some form of work prior to finishing school, 

but it is not likely that they will be involved in the type 

of industrial work necessary for broad-scale development of 

a country. Also, since an emergency of the kind that 

induces a government to engorge the ranks of the military 

is not foreseeable in the case of schooling, a growth rate 

for education is not added to the model. The data for 

secondary school enrollment comes from various issues of 

The World Development Report. 



The basic model used for testing these alternative 

hypotheses is: 

Y (Economic Growth) = a + blTNC Pen + b2Export 

Conc + b3Export % + b4FDl + bsGDl + b6Level of 

Dem + b7Mii Part. + boGDlEd. Enroll. + 9LNGNP/pc 

+ blO(LNGNP!pc)2 + E 

The only changes to this model are the addition of the 

alternative hypotheses. 
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According to Olson's version of the collective goods 

model, the b6 parameter estimate should be negative. This 

is particularly true of the rich industrialized countries. 

On the other hand, Muller and Whiteley predict that demo

cracy will have a positive impact except in the case of 

countries with high commodity concentrations in exports. 

Military participation, the b7 parameter estimate, is 

predicted to have a positive effect in developing coun

tries, according to both Benoit and Weede. 

Discussion 

The results of the regression equations described 

above for the era of world economic expansion and contrac

tion appear in four tables below. The first column of the 

tables shows the number of countries included in the 

regression equation. There were no countries excluded for 

any reason other than a lack of data. The second column 

displays the sample. The world sample contains all 
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countries for which data is available. The second sample 

removes the four oil states, and the third is all non-rich 

countries. The oil states are not included in the non-core 

sample. The remaining columns present the coefficients and 

t-ratios (indicating significance). When individual coun

tries had undue influence on the results, as indicated by 

the Cook's D and studentized residuals, they were removed 

and the equation was solved again. If one or more influen

tial cases were removed the results of the initial equation 

with all cases and the final equation are shown with the 

influential case identified in a note at the bottom. 

As shown in Tables 19 and 20, during the upturn in the 

world economy, when variables representing the three alter

native hypotheses are included in the equation, the three 

world systems/dependency variables remained unchanged. 

Similar to the results presented in Chapter 5, TNC penetra

tion inhibited growth while export concentration and 

exports as a percentage of the GNP/pc were irrelevant. 

Gross domestic investment and flows of foreign direct 

investment both prove to stimulate growth. This too 

mirrors the previous results for the upturn period. 

The impact of the level of democracy on growth was the 

first alternative hypothesis. High levels of democracy 

were said to inhibit growth due to the rise of interest 

groups diverting money that could otherwise be directed 



Table H. Regressions of lconollic Growth Including Variables Representinz the Alternati,e Bypotheses 
During the Upswing: 1965-1973 

SA!I1'L! PERm BlPIRP10 £XP6513 IICDI6513 RPOl6513 D!II6S 1!IL61 SCHOOL6S LCm5 LSCIP6S CORSTAIIT !DJ it 

1.1) B=91 World -1.046 0.019 -0.004 0.066 0.098 0.005 0.686 0.028 4.124 -0.390 -13.649 .31 
(-2.133)tt (0.549) (-0.131) (2.395)tt (3.148)tt (0.406) (1.693)t (1.856)t (2.044)tt (-2.265)tt 

1.1,)1=" World -o.m -0.023 -0.003 0.098 0.114 -0.001 0.621 0.034 3.211 -0.291 -10.135 .52 
(-2.190)tt (-0.852) (-0.129) (4.472)tt (4.72D)tt (-o.m) (t.m)tt (2J05)tt (1.807)t (-2.157)tt 

1.2) M=94 World -0.882 -0.006 -0.014 0.016 0.104 0.010 0.119 0.034 4.623 -0.402 -13.420 .31 
Less Oil (-2.m)tt (-0.130) (-0.461) (2.199)tt (3.m)tt (0.904) (1.830)t (2.m)tt (2.036)tt (-2.365)tt 

1.2.)11=92 lorld -0.619 -0.029 -0.004 0.097 o.m 0.003 0.604 0.035 1.450 -0.30' -10.612 .52 
I.m Oil (-2.016)tt (-0.831) ( -0.160) (4.401)tt (4.717)tt (0.010) (I.m)t (2.908)tt (I.m)t (-2.209)tt 

1.3) g=15 Ron-Core -o.m -0.010 -0.019 0.069 0.111 0.001 0.894 0.040 -0.387 I.m .30 
(-1.657)t (-0.175) (-0.428) (1.892)t (3.655)tt (0.539) (1.812)t (2.292) tt ( -0.800) 

1.3.)1=73 loa-l:ore -0.760 -0.028 0.006 0.093 0.122 -0.0002 o.m 0.037 -o.m -0.433 .50 
(-I.'02)t (-0.640) (0.176) (3.m)tt (U50)tt (-0.022) (1.491) (2.m)tt (-0.290) 

Yariable lalles: 
PBR61L: stock of foreign direct inmtllents (% of CDP), 1967 MPDI6573: lean ratio of foreign dODestic invest.ent to GOP, 1965-73 
UPIIIP10: export concentration t exports as a % of COP, 1910 LCIP65: In CRP, 1965 
RXP6573: am ratio of exports to GOP, 1965-73 LSGRP65: square of In GRP, 1965 
1ICDI6573: leaD ratio of gross dOlestic imstaent to COP, 1965-13 

'Influential ems (GaboD) reDOTed. 
t ratio in parentheses. 
tt p!.OI 
t p!.05 

J\) 
tv 
'-l 



Table 20. Ite~ressions of Kcono.ic Crowth Including Delocratic Cro1lth 
During tbe Upswing: 196H913 

SAMPLE m67L UPIRP70 UP6573 IICDI6S73 111016573 DlR65 CDEIl6573 1HL61 SCHOOL65 LCHP65 LSCIIP65 COKSTAII'l ADJ II 

1.1) 11=91 iorld -1.025 0.021 -0.002 0.068 0.091 0.008 0.026 0.741 0.026 4.663 -0.394 -13.m .32 
(-2.688)tt (0.631) ( -0.080) (2.m)tt (J.II6)tt (0.688) (1.319) (1.826)t (J .746)t (2.026)tt (-2.297)tt 

1.1.)8=96 Vorld -0.887 0.006 0.004 0.088 0.109 -0.003 0.011 0.561 0.025 4.m -0.378 -13.951 .43 
(-2.m)tt (0.185) (0.145) (3.621)tt (3.981)tt (-o.m) (1.02') (1.574) (1.893)t (2.308)tt (-2.520)tt 

1.2) R=94 World -0.866 -0.004 -0.012 0.077 0.103 0.012 0.020 0.751 0.032 4.633 -0.409 -13.293 .31 
Lm Oil (-2.297)tt (-0.100) (-0.392) (2.833)tt (3,397)tt (J .107) (1.025 ) (1.918)t (2.m)tt (2.041)tt (-2.403)tt 

1.~ )1='1 Vorld -0.591 -0.035 0.003 0.110 0.115 0.001 2.882 0.668 0.033 3.m -0.352 -12.512 .58 
Lm Oil (-2.m)tt (-1.086) (0.146) (5.204)tt (4.043)tt (0.101) (1.850)t (2.206)tt (2.m)tt (2.261)tt (-2.683)tt 

1.3) 11=75 Hon-Core -0.822 0.009 -0.015 0.069 0.109 0.009 0.018 0.932 0.038 -0.446 1.943 .29 
(-1.624)t (0.169) (-0.351) (1.904)t (3.m)tt (0.706) (0.815) (J .815)t (2.189)tt (-0.911) 

1.3.)1=74 loo-COre -o.m -0.002 -0.001 0.097 0.123 0.001 0.010 0.523 0.033 0.062 -o.m .45 
(-2.243)tt (-o.m) (-0.039) (3.126)tt (4.146)tt (0.110) (0.815) • (1.229) (2.204)tt (0.146) 

hriable 8aaes: 
PBR67L: stock of foreign direct inmtllents (% of Cop), 1967 LDBI!6572: change in the Iml of democracy index--Kro.th rate between 1965-72 
EXPIIIP10: elPort concentration t elPorts as a % of COP, 1970 RIL67: Dilitary personel as a percentage of total population, 1967 
BXP6573: DeaD ratio of exports to COP, 1965-73 SCROOL65: children in school as a percentage of school aged population, 1965 
HCDI6573: \lean ratio of gross dOlestic imstaent to COP, 1965-73 LCnp65 : In GNP, 1965 
HPDI6573: Dean ratio of forei&n dCllestic inmtBent to COP, 1965-73 LSCRP65: sqnare of In GRP, 1965 
DEm: Gastil indel of ci,il and political rights, 1965 

• Influential cases (Gaboo) re&lmd. • Influential cases (Gaboo, Iran, Burundi) reBOled. 
t ratio in pareotheses. 
tt p~.OI t p~.05 t-.) 

(,J 
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into productive investments. In the world sample, the 

initial results indicate that the level of democracy is 

irrelevant to economic growth. Gabon proved to be an 

influential case yet when removed the level of democracy 

remained unimportant. The same was true of the other two 

samples. 
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Based upon the assertions by Muller and Whiteley 

(1990) cited above, growth in the level of democracy was 

added to the equation. The results in Table 20 shew that 

controlling for the initial level of democracy, the process 

of becoming more democratic spurred growth in the second 

world sample (less the oil states). While the impact was 

marginal (b=2.882, t=1.85), it was positive. This is 

contrary to the expectations of the collective goods hypo

thesis that asserts that increasing civil liberties 

unleashes self-interested groups bent on gaining benefits 

that undermine economic growth. On the other hand, there 

is weak support for Muller and Whiteley's contention con

cerning the process of democratization and growth. The 

second alternative hypothesis concerns the impact military 

participation in preparing a traditional society for the 

daily routine necessary for industrialization. The idea is 

that labor in the modern work place must be obedient, 

trustworthy, and prompt, all of which is part of the mili

tary experience. The results for this notion are mixed. 



240 

Table 20 shows that during the upturn, military parti

cipation had a strong positive influence on growth in the 

world sample, a marginally positive effect when the four 

oil states are removed, and was irrelevant in the non-rich 

countries. This is a bit curious. In rich countries, the 

level of human capital is already high. Most middle-income 

countries have relatively efficient educational systems and 

the level of human capital has been sufficient to raise the 

GNP/pc significantly. Thus, it would appear that this 

particular hypothesis makes the most sense for the non-core 

sample. However, Tables 19 and 20 show that for this 

sample the extent of military participation was irrelevant 

to economic growth. 

The human capital that needs improving is usually 

found in the so-called economic "basket cases" that appear 

to have no growth prospects. The prescription usually 

includes education, or, in this case, military participa

tion to bolster low levels of human capital and once this 

is accomplished, growth is expected. So when a sample 

includes poor and middle-income countries it would seem 

likely that a pattern would emerge where middle-income 

countries, having higher levels of human capital would grow 

faster but this is not the case. The results in Table 19 

and 20 indicate that military participation is irrelevant 



to economic growth in both middle-income and poor 

countries. 
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When growth in the level of democracy is held con

stant, as shown in Table 20, military participation becomes 

irrelevant in the world sample. However, when the four oil 

states are removed, military manpower as a percentage of 

population is positive and significant. Where values 

taught by the military would appear to have the most bene

fit, however--among the non-rich sample--military parti

cipation is inconsequential. The third hypothesis offers 

another avenue to raise the level of human capital. As I 

argued above, an educational system requires some degree of 

regimentation as does the military. It too requires disci

pline and obedience yet the capital outlay does not 

approach that necessary for the military. Tables 19 and 20 

show that educational enrollment does have a lagged posi

tive impact on growth. The time lag represents the period 

in which a student is in school. The positive impact of 

schooling does not have its effect until the student 

successfully completes school and joins the work force. 

Secondary school enrollment shows itself to be a more 

robust variable than either level of democracy or military 

participation. Education has a strong positive influence 

on economic growth for all three samples in both Tables 19 

and 20. For developing countries wishing to spread these 
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necessary values, money would be spent more profitably on 

an educational system than the armed forces. Time and 

again the military expenditures necessary to maintain a 

large army have been shown to depress growth. Military 

machinery is expensive, not capital productive, and must be 

replaced as it becomes obsolete. In addition, for most 

developing countries the domestic economy does not even 

derive the benefit of income from the production or sale of 

military hardware to the government because the hardware is 

not manufactured domestically. 

For the world economic downturn, the variables from 

the initial equation discussed in Chapter 5 exhibit little 

change. Tables 21 and 22 contain the results for this 

latter period. TNC penetration, like before, is irrelevant 

to economic growth during the global contraction. This 

supports world systems theory's idea that global downturns 

present an opportunity for the mobility of semiperipheral 

(middle-income) countries. 

The other two dependency variables also remain 

unchanged from previous findings. Concentrations of commo

dities in exports hurt the growth performance of all three 

samples. The impact was marginal, however, for the non

core sample (b=-O.155, t=-1.728). Like the weakness of the 

military participation variable above, it makes little 

sense that commodity concentrations would have a marginal 



Table 21. Regressions of HcoooDic Gro.th Including Variables Represeotin~ A1ternati,e Hypotheses 
Doring the Downswing: 1974-1986 

SARPL! PERm EXPlnP18 !XP1685 AGD[1685 mU685 

1.1) 6=88 World -o.m -0.145 0.051 0.195 0.032 
(-1.369) (-4.058)tt (2.411 Itt ( 4,521)tt (0.218) 

1.2) 8=84 World -0.456 -0.153 0.058 0.192 0.041 
Lm Oi I (-1.321) (-2.830)tt (2.315)tt (U19)tt (0.397) 

1.3) 6=61 lion-Core -0.388 -0.155 0.058 0.200 0.011 
(-0.851 ) ( -1.128)t (0.985) (3.m)tt (0.080) 

fariable Raliles: 
PH1111L: stock of foreign direct inmtDents (% of GOP), 1911 
IIPI!lP18: elport cODeCntratioo t tlports as a % of GOP, 1918 
!XP1685: Dean ratio of nports to GOP, 1916-85 
IICDI168S: IUD ratio of gross dODestic imstueot to COP, 1916-85 
IIPDI168S: lean ratio of foreign dOllestic inmtDent to GDP, 1916-85 
DEII15: Castil iudel of ci,il and political rigbts, 1915 
RIL17: lIilitary personel as a percentage of total population, 1911 
SCR00L15: children in school as a percentage of scbool a~ed population, 1915 
LG1P16: In CRP, 1976 
LSCNP16: square of In CRP, 1916 

t ratio in parentheses. 
tt p~.OI 
t p~.05 

D!A16 II[L1685 SCBOOL15 LGRP16 LSCIP16 

0.003 -0.114 0.021 -5.133 0.339 
(0.301) ( -0.431) (1.526) (-2.18I)tt (2.0H)tt 

0.001 -0. lIS 0.036 -5.609 0.365 
(0.012) (-0.280) (I.m)t (-2.262)tt (2.061)tt 

0.005 -0.194 0.040 -1.288 
(0.313) ( -0.260) (1.122)t (-1.985)tt 

CORSTAIIT ADJ i 1 

13.101 .31 

14.135 .35 

1.605 .23 

tv 
,::.. 
w 



Table 22. Regressions of Econollic Grollth Including DeDocratic Growth 
During the Downswing: 1974-1986 

SAMPLE PERm IXPIIIP78 !Xm8S RGDI768S mI7685 DlMIS GD1II768S 111m SCHooL7S LGHP76 LSGRP76 CORSTAHT ADJ Rt 

1.1) 1=88 lorId -0.429 -0.144 0.057 0.197 0.031 0.004 0.277 -0.170 0.027 -5.160 o.m 13.139 .3' 
(-1.329) (-3.946)tt (2.43O)tt (4.338)tt (o.m) (0.323) (0.110) (-0.419) (1.491) (-2.166)tt (2.032)tt 

1.2) &=84 Vorld -0.453 -0.153 0.058 0.192 0.041 0.001 0.137 -0.1\3 0.036 -5.622 0.365 14.154 .34 
Less Oil (-1.292) (-2.783)tt (2.m)tt (t096)tt (0.389) (0.081) (0.053) (-0.274) (1.857)t (-2.240)tt (2.044)tl 

1.2.)1=13 lorld -0.540 -0.143 0.038 0.181 0.433 0.003 -0.027 -0.112 0.039 -5.450 0.354 14.m .34 
Leu Oil (-1.521) (-2.m)tt (1.316) (3.800)tt (1.364) (0.254) (-0.010) (-0.271) (2.010)tt (-2.m)tt (I.m)tt 

1.3) R=61 Ron-Core -0.374 -0.153 0.057 0.203 0.009 0.006 0.492 -0.t83 0.040 -1.304 t.m .22 
(-0.199) ( -1.678)t (o.m) (3.34I)tt (0.065) (0.404) (0.164) (-0.242) (1.680)t (-1.969)tt 

1.3. )B=60 IOD-COre -0.507 -0.151 0.047 0.194 0.384 0.006 0.285 -0.213 0.043 -1.283 l.m .22 
( -1.0m (-I.UB)t (o.m) (3.143)tt (0.916) (0.396) (0.094) (-0.281) (I.m)t (-I.m)tt 

fariable laBes: 
PHH77L: stock of forei~n direct invest.ents (% of GDP), 1977 D8M75: Gacti! inder of civil and political rights, 1975 
BlPIIIP78: export conceBtration t exports as a % of GDP, 1978 Im77: military pmonel as a percenta~e of total population, .,71 
BIP7685: lean ratio of exports to COP, 1976-85 SCHOOL75: children in school as a percentage of school aged population, 1975 
RCDI768S: MID ratio of gross doaestic imstllent to GOP, \916-85 LGftP16: In GRP, 1916 
IIPD17685: leall ratio of foreign doaestic inmtlent to COP, 1976-85 LSCRP76: square of In GNP, 1976 

Ilnflmtial cms (Jalaiea) remoYed. 
t ratio ia parentheses. 
tt p~.OI 

t p~.05 

t-.) 

~ 
~ 
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impact upon growth for middle-income and poor countries. 

It could be that there are so many problems besetting 

developing countries that such a concentration presents 

just one more obstacle in a long list of reasons for rela

tively low growth rates. 

contrary to the expectations of those dependency 

authors who see trade as opening a country to the exploita

tion of the core, exports as a percentage of GNP promote 

economic growth in the two world samples and are not impor

tant to the non-core countries. At least part of the 

dilemma discussed in the paragraph above is explained by 

the fact that export percentage is irrelevant to growth for 

the non-core sample. Strictly speaking, if exports as a 

percentage of GNP do not encourage growth, it is not hard 

to see why a concentration of something unimportant is in 

itself not important. This, however, does not explain why 

this is the case. It could be that reliance on one or a 

few agricultural products for export, characteristic of 

many of developing countries, does not encourage forward 

and backward linkages in the economy that would spur 

growth. 

During the downturn gross domestic investment con

tinues to promote growth, but the flows of investments from 

foreign countries so important to growth in the upturn are 

no longer relevant. This too replicates the findings of 
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the previous chapter. The addition of the three hypotheses 

did not alter any of the results for the basic model. 

Table 21 shows that during the downturn, level of 

democracy had no bearing on economic growth. Thus, no 

matter whether the world economy is in a period of growth 

or retreat, democracy does not have a negative impact on 

economic growth as hypothesized by the collective goods 

proponents. This fact remains unchanged when the growth 

variable is appended in Table 22. If special interest 

groups do present an obstacle to growth, it is so subtle it 

is not captured in this macro-level test. At any rate, no 

evidence is uprooted establishing that growth in richer 

countries is going to be slowed to the point where the rest 

of the world will experience higher rates of productivity 

and close the gap with the rich countries. 

Democratic growth during the upturn partially con

firmed Muller and Whiteley's contention that longitudinal 

change in the level of democracy had a positive effect on 

economic growth. However, during the downturn, no such 

evidence is forthcoming. The estimates for democratic 

change variable for the second world sample turn negative 

meaning the higher the level of democracy the slower the 

growth, but the coefficients are not significant. While 

this interesting, non-significant parameter estimates 
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cannot be trusted because they are susceptible to a change 

of signs rendering any assessment suspect. 

Military participation had no significant impact on 

growth during the downturn. The evidence presented in 

Tables 21 and 22 show that the coefficients are all nega

tive but never approach significance. It would seem that 

the inculcation of discipline provided by the military 

helps only when the world economy is strong; during the 

downturn, however, military participation is irrelevant. 

Perhaps the costs involved in maintaining a large military 

outweigh the benefits during the downturn. 

Education maintains its positive impact during the 

downturn, yet as the results in Tables 21 show, the posi

tive influence materializes in fewer samples and is weaker. 

In fact, when the oil states are included in the world 

sample, secondary school enrollment has no effect on 

growth. For the second world and non-core samples, educa

tion has a marginally positive impact on economic expan

sion. Similar estimates obtain in Table 22. 

The impact of all of these variables upon growth 

shifted dramatically from the upturn to the downturn. To 

some extent this was anticipated by world systems theo

rists, but changes in significance and sign from one period 

to the next points to the possibility that the apparent 

relationship between the variables is spurious. In other 
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words, the association of two variables is simply a coinci

dence. 

In order to demonstrate that a relationship is spur

ious, it must be shown that other variables actually 

explain change in each of the original variables. However, 

a sound theoretical argument must accompany any statistical 

demonstration so that it is apparent that the alternative 

variables are not themselves spuriously correlated with the 

original variables. 

During the upturn, transnational corporations had a 

statistically significant negative impact on growth, yet 

during the downturn the effect was negative but no longer 

significant. Is this a spurious relationship? Whether the 

expectation is that they will aid or harm growth, the 

conceptual debate over the effect of transnational corpora

tions is sound. Between 1970 and 1980 approximately $53 

billion dollars of direct foreign investment flowed to 

developing countries while $102.2 billion ebbed out. 

Agreement over the effects of these flows has not been 

reached, but there has been no serious assertion that it 

had no effect at all on economic growth. 

Theoretically, the impact of TNCs during the upturn 

and downturn was expected by world systems theory, but it 

would have been more difficult to explain if all of the 

variables had not behaved similarly. In fact, the only 
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variable not to change in significance or sign from one 

period to the next was gross domestic investment. It is 

unlikely that all of the variables utilized, representing 

various points of view concerning the cause of growth, were 

all spuriously associated with growth. 

One last factor explored was the possibility that the 

true relationship between TNCs and growth has been 

reversed. In other words, instead of TNCs dampening or 

spurring economic growth, increased growth caused a surge 

of (or decline in) investments. Upon investigation, there 

was no evidence of a systematic effect of growth on invest-

ments. Economic growth between 1965 and 1973 was irrele-

vant to the level of TNC penetration in 1973 (b=-0.045, t=-

0.459). The same equation for the period 1976 to 1986 

produced no evidence of growth affecting investments (b=-

0.029, t=-0.658).2 

Conclusion 

The analysis above appends three alternative hypothe-

ses to the model constructed in the previous chapter. The 

three new hypotheses concern the effect of the level of 

democracy, military participation, and secondary school 

2Jamaica and Gabon were influential cases during the 
upturn, but the results remained unchanged when they were 
removed (b=-0.002, t=-0.051). Four influential cases were 
removed during the downturn--Jamaica, Singapore, Guyana, 
and Uganda. Again there was no change in the outcome (b=-
0.03, t=-0.743). 
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enrollment on economic growth. Again separate equations 

were solved for the upturn and downturn in the world econ

omy. 

The results of the regression equations show that the 

estimates presented in the previous chapter were unchanged 

by the addition of the three alternative hypotheses. World 

systems theory's assertion that TNC penetration has an 

inhibitive effect on growth again found confirmation. The 

negative impact of TNCs dissolved during the downturn, 

presenting an opportunity for upward mobility. During the 

period of economic expansion, the flow of direct foreign 

investment had a positive short-term effect on growth, an 

effect which disappeared during the world contraction. 

The first of the alternative hypotheses asserted that 

the civil liberties enjoyed in a democratic system of 

governance encourage special interest groups to demand 

increased benefits for themselves, diverting funds away 

from productive investments and thus slowing growth. This 

hypothesis is an attempt to explain how convergence of 

productivity comes about. While some support for conver

gence theory was presented in Chapter 5, the evidence 

presented above suggests that special interest groups in 

democracies are not the mechanism by which convergence 

takes place. Neither the level of democracy nor the growth 

of democracy had a negative impact on growth for any of the 
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samples during the upturn or downturn. Rather, weak 

support was found for the notion that democratization over 

time actually spurs growth. 

The second hypothesis alleges that the larger the 

percentage of a population serving in the military, the 

faster the growth. This idea was especially attractive as 

an explanation for the economic performance of poor coun

tries. Here the military acts as the conveyor of values 

vital to the emergence of an industrialized economy. 

Modern industrial societies require work forces that can be 

counted on to work daily, take orders, and possess a basic 

level of education. 

Military participation had a positive impact during 

the upturn but this impact dissipated during the downturn. 

As discussed above, the positive influence of the military 

may have disappeared due to the expense of maintaining a 

relatively large army. While this expense could be borne 

when the world economy was strong, this was not the case 

during the downturn. 

For most developing countries, arming a large army 

requires the importation of military hardware. It could be 

that during the economic downturn, when the price of pri

mary products usually declines in relation to manufactures 

and the total volume of world trade falls, the price of 

purchasing foreign military hardware surpassed the benefits 
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of fielding a large army. Expenditures on the armed forces 

are usually viewed by economists as a burden on the 

economy, but in developed countries at least some of the 

funds go to the domestic military-industrial complex. 

These industries provide jobs and the money circulates back 

through the economy. In most developing countries, the 

purchase of military goods means money going abroad, not 

washing back through the system. It should then come as no 

surprise that many of the developing countries that have a 

sizeable arms manufacturing sector, such as South Korea, 

Brazil, and Israel, have also experienced significant 

economic growth over the long run. 

Of the three alternative hypotheses, education proved 

to have the most consistent positive impact on growth. 

During the upturn as well as the downturn, education had a 

positive impact. Like the purported effect of military 

participation, education promises to increase the quality 

of human capital in developing countries. While both 

probably have this effect to some degree, the expenditure 

necessary to maintain a military large enough to have an 

impact on societal preparation for industrialization is too 

large. Educational systems, though not cheap, do not rival 

the military for necessary expenditures. 

The four tables above also show that the pattern of 

growth for the rich, middle-income, and poor countries 
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remained the same as that demonstrated in the previous 

chapter. When comparing these results with those of the 

base equations reported in Chapter 5, the addition of the 

three hypotheses increased the percentage of variance 

explained in each of the three samples. However, this does 

not hold true when the growth of democracy variable is 

added. 

Since there was no convincing evidence that the rela

tionship between the variables is spurious, and the causal 

direction was found to be appropriate, the shift in sig

nificance and sign from the upturn to the downturn in all 

but one of the variables indicates the importance of the 

ebb and flow of the world economy. That the percentage of 

the variance explained increased when domestic factors-

political, military, and education--were appended to the 

basic model points to the necessity of including both 

external and internal factors when attempting to explain 

rates of economic growth. 
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CHAPTER 7 

CONCLUSION 

Introduction 

Several conclusions have been drawn in the previous 

chapters. First, stocks of foreign direct investment slow 

growth during periods of world economic expansion but are 

irrelevant during global downturns. Second, annual flows 

of foreign direct investment positively impact growth 

during upturns but are not helpful during downturns. 

Third, export concentration is not harmful to growth during 

economic upturns but is quite damaging during downturns. 

Fourth, gross domestic investment had a positive effect 

during the upturn and downturn. Fifth, the alternative 

hypotheses had mixed effects on growth. In every case the 

impact was modified by the expansion and contraction of the 

world economy. Fifth, the ebb and flow of global economic 

system were shown to have a profound effect on the growth 

characteristics of individual states and income groups. 

And finally, for the post-World War II era as a whole, 

there was little support for convergence of productivity. 

However, during the upswing the annual average growth rate 

for middle-income countries exceeded that of the rich, but 

the only group able to maintain a positive rate of growth 

during the period of world recession was the rich. 
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The chapter that follows elaborates on each of these 

conclusions, then provides suggestions for research needed 

to answer questions raised by the conclusions drawn above 

but only tangentially related to the present research 

question. The following section establishes general char

acteristics of growth and mobility in the post-World War II 

era. 

Growth in the Post-War Era 

Growth during the post-war era was assessed by the 

levels and rates of change in the gross national product 

per capita. Most international political economists agree 

that exchange rate conversions are flawed to some degree 

due to distortions introduced by exchange rates. Although 

more controversial, many believe that at least part of this 

distortion is related to barter in developing countries 

that goes unrecorded in standard national accounting stati

stics. These barter relations are often referred to as the 

pre-capitalist economy. Nevertheless, the conclusion drawn 

in Chapter 3 is that, errors notwithstanding, the GNP/pc is 

still more accurate than purchasing power parities. 

The primary support for this conclusion involves three 

problems associated with PPPs. The first problem arises 

from the unjustifiable extrapolation of data. The present 

United Nations project commissioned to research and produce 

purchasing power parities published data on 13 countries in 
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1968. This number was eventually increased to 32 countries 

in 1975. From these two time points, the researchers 

categorized similar countries and extrapolated data for 

over 100 countries for over 30 years. The PPP replaces the 

exchange rate to convert to a numeraire currency with the 

idea being that no matter what country was chosen the value 

of the PPP conversion would be identical in ratio if not 

number. 

Kuznets pointed out that if the numeraire currency 

were that of a rich country, the conversions would make the 

gap appear to be narrower than exchange rate conversions; 

however, if the numeraire currency were that of a poor 

country the gap appeared to grow wider than the exchange 

rate conversions. Exchange rates may include some distor

tions but if the goal is accuracy, it is hard to imagine 

this being a more accurate method. A second reason for 

rejecting purchasing power parities is the assumption that 

traded goods tend toward price equalization. Since not all 

items in an economy are traded, to accept PPPs this assump

tion of equalization has to extend to non-traded items. If 

this is the case then there is no reason not to use 

exchange rate conversions because all prices are equili

bri urn-tending. 

Levels and Rates of Growth. Problems aside, levels 

and rates of growth based on the GNP/pc were used to assess 
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the accuracy of the general expectation for growth of world 

systems and convergence theory in Chapter 4. Between 1850 

and 1950, the world grew at an annual average rate of 1.6 

percent. Over the next 37 years (1950 to 1986) the annual 

rate of expansion increased to 2.42 percent. However, the 

post-World War II era contained both an upturn in growth 

and a period of world economic contraction. Beginning in 

1950 and continuing on until 1973, there emerged an era of 

economic growth almost doubling that of the previous cen

tury. This 23-year upturn slowed with the oil shock of 

1974 and was reversed altogether by the extended global 

recession beginning in 1979. Between 1950 and 1973 the 

world growth rate achieved an annual average rate of expan

sion of 3.14 percent. The downturn, 1974 to 1986, wit

nessed a reversal of this rate to -.29 percent. 

Even though world growth over the past 37 years is 

unprecedented, the rates of growth at different levels of 

GNP/pc have varied. During the upturn the middle-income 

countries had a higher growth rate than the rich countries; 

however, the downturn period pushed the oil, middle-income, 

and poor countries to annual declines in GNP/pc while the 

rich countries maintained a 1.46 rate of expansion. 

One of the most indisputable characteristics of the 

world economy continues to be the widening of the gap 

between rich and poor countries. The absolute gap, in 
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constant u.s. dollars, between the rich and poor countries 

stood at $2033 in 1938 rising to $6158 by 1986. The mid

dle-income countries also witnessed the opening of the gulf 

between themselves and the rich countries. In 1938 the 

absolute gap with the rich countries was $1137, expanding 

to $5405 by 1986. 

The evidence presented thus far might lead one to 

believe that upward mobility is impossible, but this is not 

the case. During the world economic expansion (1950-1973) 

seven countries became rich. However, five of the seven 

countries--West Germany, Austria, Italy, Japan, and Spain-

were Axis powers, allies of the Axis group or occupied and 

recovering from the devastation of World War II. The other 

two are unusual in that Israel was created in 1948 and 

Ireland has a special relationship with the united Kingdom. 

During the downturn, three countries not traditionally 

associated with the rich countries gained rich status-

Gabon, Venezuela, and Trinidad & Tobago. All three of 

these countries possess petroleum reserves, but only 

Trinidad & Tobago has oil exports equalling 50 percent of 

their entire GNP. Trinidad & Tobago was able to retain its 

status as a rich country throughout the entire downturn, 

while Venezuela drops just below the cutoff for rich coun

tries. Gabon moves back and forth from one category to the 

other, finally returning to rich status in 1986. 

- ---- ------ ----
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In addition, evidence provided in Chapter 4 shows that 

13 countries could conceivably catch up to the rich in the 

next century. This closing of the gap, however, is depen

dent upon the retention of the growth rates attained 

between 1950 and 1986 by both these countries and the rich 

countries. The likelihood of this actually occurring is 

not hopeful in light of the negative growth rates exhibited 

by the middle-income and poor countries during the 1976 to 

1986 period. 

In general, the data concerning the gap between rich 

and poor countries supports world systems expectations of 

growth. The gap between the income groups does not close 

over the entire period while the population of the three 

tiers as a percentage of world population remains similar. 

However, the "modified Matthew effect", the expectation 

that middle-income countries grow faster than rich coun

tries, is found to be present but temporally bound. During 

the economic upturn the middle-income countries grew faster 

while during the downturn the rich grew faster. This 

suggests the possibility that convergence is occurring but 

that it is not a constant process. 

The World Systems and Convergence Paradigms 

The two most prominent paradigms--world systems and 

convergence theory--developed to explain growth were 

reviewed in Chapter 2. World systems theory posits that 
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the three tiers, represented by the rich, middle-income, 

and poor groupings, are all vital to the functioning of the 

system. The core or rich countries are the most powerful 

countries, producing most of the world's manufactured goods 

as well as conducting most of the technological and 

scientific research. They maintain their position through 

the exercise of power, production, trade, and innovation. 

The periphery or poor countries offer little in the way of 

manufactured goods, instead maintaining a labor-intensive, 

agriculturally-based economy. The government's use of 

power is primarily directed toward maintaining domestic law 

and order. Their function in the world economy is to 

provide inexpensive raw materials, agricultural items, and 

a cheap labor force for capital intensive production in 

foreign-owned companies investing in their economy. The 

semiperiphery is a mix of the core and peripheral produc

tion and labor types. The system is reproduced over time 

through various unequal relations between the tiers that 

are exacerbated or mitigated by the ebb and flow of the 

global economy. 

Convergence theory, on the other hand, asserts that 

over time the gap between the rich and the richer poor 

countries will close. The poorer countries, or the "non

convergence club," do not possess as of yet the human 

capital nor resources to close the gap so they are often 
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ignored by this approach. To be fair, most of the tests of 

convergence cover such an extended period that the only 

data available are for the rich and middle-income coun

tries. Unlike world systems theory, convergence theorists 

propose that external factors are usually a stimulus to 

economic expansion while growth inhibitors usually derive 

from domestic factors. 

The post-war explosion of foreign direct investment 

into developing countries has become primary to both para

digms. World systems theorists view these investments as 

another asymmetrical linkage binding core and non-core 

countries. Ultimately, the linkage is argued to bleed 

developing countries of capital resources thus slowing 

their growth. Two types of investments were considered: 

stocks and flows. 

stocks of foreign direct investment are 18 years 

accumulation of FDI plus reinvested profits. The measure 

of stocks of FDI is an indicator of the degree to which a 

domestic economy is controlled by foreigners. Since over 

90 percent of the investments and holdings are owned by 

transnational corporations, this measure is also referred 

to as TNC penetration. 

World systems theorists argue that stocks of foreign 

direct investment have a long-term negative effect on 

economic growth. They contend that once facilities are 
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established, profits are exported, decapitalizing the host 

economy. Also, domestic competition in developing coun

tries is usually either bought out or cannot compete with 

the advanced technology utilized by TNCs, pushing local 

entrepreneurs out-of-business. Convergence theorists argue 

that capital investments spur growth and the source is 

irrelevant. They assert that foreign capital supplements 

domestic monies in investments rather than replacing it, 

thus pumping up the percentage of domestic investment. 

Again this is consistent with each paradigms' view con

cerning external versus internal factors and growth. 

Chapter 5 analyzes the effects of stocks of invest

ments made by transnational corporations on growth and 

replicates the empirical analysis conducted by Bornschier 

and Chase-Dunn. Unlike earlier works, two periods are 

utilized, reflecting the expansion and contraction of the 

world economy. The period of expansion encompasses the 

post-World War II economic boom extending from 1950 to 

1973, and the world contraction covers the years 1975 to 

1986. 

During the period of expansion the degree of TNC 

penetration into a country's economy has a strong negative 

effect on economic growth; however, during the downturn 

stocks of foreign direct investment are irrelevant to 

growth. The parameter estimates remain negative during the 
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downturn but they are not statistically significant. The 

negative impact during the upturn and irrelevance of pene

tration during the downturn supports the claims of world 

system theorists in that the opportunity for middle-income 

countries to close the gap with the rich countries arises 

during a world economic contraction. Thus, the long-term 

negative effect found by most of the scholars reviewed in 

the previous chapter holds only for periods of economic 

expansion. 

Flows of foreign direct investment are the annual 

flows of monies used to purchase capital goods and facili

ties and connotes the right of managerial control. Both 

world systems theorists and convergence theorists state 

that these funds should bolster growth: the influx of 

money raises gross domestic investment as a percentage of 

GNP/pc, which in turn generates growth. Most of the 

studies reviewed in Chapter 5 found annual flows of FDI to 

have a positive impact on growth. 

During the upswing flows of investments did induce 

growth; however, as the downswing progressed FDI was irrel

evant to growth. As world systems theory suggests, FDI 

slows during the downswing but relative to the rich and 

poor countries, the middle-income countries maintain a 

higher percentage of FDI (as a percent of GNP). As the 

percentage of FDI declined during the world recession, the 
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positive influence present in the earlier period vanished. 

Again the signs for the parameter estimates remained posi

tive but were statistically insignificant. For the upturn, 

the positive and significant effect of FDI confirms the 

findings of the vast majority of previous studies, but the 

finding that FDI is irrelevant during downturn periods 

differs. This is not surprising, however, since these 

works all cover the period of expansion but not the con

traction. 

Trade concentration was added to the equation to 

reflect dependency theory's assertion that trade has been 

the primary inhibiting linkage between core and non-core 

states. Bornschier and Chase-Dunn contend that TNC pene

tration of developing countries has replaced trade rela

tions as the primary dependency linkage, but they do not 

test this hypothesis by including trade concentration in 

their analysis. 

As discussed in Chapter 5, a country that has a con

centration of exports in an unprocessed good has long been 

thought by dependency scholars as well as many mainstream 

economists to cause slower or at least erratic growth. 

Reliance on one or two commodities for foreign capital 

renders a country vulnerable to the vicissitudinous nature 

of world commodity markets. During years when prices for 

commodities are relatively high payments toward debts can 
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economy, but during downturns debts build, sometimes 

forcing renegotiation of the terms of outstanding loans. 
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During the upswing, commodity concentration was irrel

evant but during the downturn it had a negative effect on 

growth. Since the volume of world trade is high during 

periods of economic expansion, countries with high com

modity concentrations were not hurt during the upturn. 

However, when the world recession hit in 1979 the volume of 

global trade decreases and concentration in commodities has 

a negative effect on growth. Thus, if middle-income coun

tries have an opportunity to become upwardly mobile during 

contractions in the world economy, as suggested by world 

systems theory, then the opportunity will only be extended 

to those middle-income countries with diversified exports. 

The second trade variable measured trade as a per

centage of the GNP/pc (EXP), and unlike the above indica

tor, it does not distinguish between manufactures, com

modities, or services. This variable is viewed as an 

indicator of export-led growth. World systems theory 

proposes that export-led growth is not a viable avenue for 

upward mobility during the upswing, but can aid middle

income countries during the downturn. Convergence theory 

asserts that exports provide the domestic economy with hard 

currency with which to pay foreign debts and opens the way 
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for importation of consumer goods without the creation of a 

trade deficit. 

Exports as a percentage of GNP/pc did not aid in 

growth dUring the upturn, but induced growth during the 

downturn. Again this supports world systems theory's 

contention about the opportunity for middle-income coun

tries to improve their lot relative to the rich and poor 

countries during the contraction. In conjunction with the 

export concentration variable above, it appears that during 

economic downturns exports become an important positive 

factor if trade is diversified, and a negative factor if it 

is not. 

The Alternative Hypotheses 

Democracy and Growth. 

The first of the alternative hypotheses tested the 

collective goods theory that asserts that democracy encour

ages the strengthening of special interest groups that 

demand increased benefits for members thus diverting nloney 

from productive investments and slowing growth. This 

hypothesis explains one possible mechanism by which conver

gence of productivity comes about. The evidence presented 

in Chapter 6 demonstrated that the level of democracy never 

produced the expected negative impact on growth. On the 

other hand, the degree of democracy had no consistent 

positive effect either. 
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Growth of democracy proved to have a positive influ

ence on growth in the second world sample (less the four 

oil states) during the downturn. Thus, an increase in the 

level of democracy for the period 1976 to 1986 aided 

growth. One possible explanation is that the citizens in 

countries becoming more democratic allow the government 

more leeway in responding to world economic difficulties 

because they believe the government is serving their inter

ests. 

While some support for convergence theory was pre

sented in Chapter 5 and 6, the data presented above 

suggests that the purported growth debilitating effect of 

special interest groups in democracies is not the mechanism 

by which convergence takes place. Neither the level of 

democracy nor the growth of democracy had a negative impact 

on growth for any of the samples during the upturn or 

downturn. 

Military Participation and Growth 

The second hypothesis alleges that the larger the per

centage of a population serving in the military, the faster 

the growth. The military, according to proponents of this 

hypothesis, imparts values vital to the emergence of an 

industrialized economy. Such societies require work forces 

that can be counted on to work daily, take orders, and 

possess a basic level of education. 
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Military participation aided economic expansion during 

the upturn but not the downturn. Since most developing 

countries do not produce military hardware, outfitting an 

army requires the importation of munitions. During an 

economic downturn, when the price of primary products 

usually declines in relation to manufactures and the total 

volume of world trade falls, the price of purchasing 

foreign military hardware probably surpasses the benefits 

in terms of factors necessary for economic growth. It is 

noteworthy that a number of developing countries 

experiencing relatively high rates of growth--South Korea, 

Brazil, and Israel--produce military hardware. 

Education and Growth 

The third alternative hypothesis, education, proved to 

have the most consistent positive impact on growth. Educa

tional enrollments spurred growth during the upturn as well 

as the downturn. The values transmitted through informa

tion as well as the structured environment of schools are 

similar to those supposedly inculcated through the armed 

force. 

Cycles and Growth 

The post-war economic boom lasting from 1950 to 1973 

marked the period of the world economic expansion. The 

contraction began with the oil shock of 1974 then worsened 

in 1979 as the world entered an extended recession. 
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Expansion of the global economy is seen by world systems 

theory as being unicentric, with one primary superpower 

usually having gained its status from the outcome of a 

major war marking the end of the previous downturn. As 

more core powers challenge the dominance of the superpower, 

the rich are pushed into a more multicentric core. During 

periods of economic contraction, the intensity of the 

competition among core states increases. The cost of goods 

and services increase during the downturn, forcing core

based transnational corporations to look for cheaper labor 

so that competition in a shrinking marketplace can be met. 

At this time some core companies begin looking to middle

income countries for experienced yet less expensive labor, 

placing the middle-income country in an advantageous if 

temporary bargaining position. These are at least some of 

the factors at work during the downswing that lend some 

middle-income countries an opportunity for upward mobility. 

The ebb and flow of the global economy in world 

systems theory mark eras where the relations between coun

tries differ. These relations are altered due to the fact 

that the context within which states act differ. It would 

be redundant to repeat how the effects of a particular 

variable changed from the upturn to the downturn; suffice 

it to say that in all of the variables analyzed above, 

including those representing the three alternative 



270 

hypotheses, the expansion and contraction of the world 

economy altered the effect the variable had upon growth. 

The only exception to this rule was gross domestic invest

ment. Neither world systems theory nor convergence theory 

suggested that GDI would be altered by the world economic 

situation. While not all of the conclusions drawn above 

support the predictions of world systems theory, it is 

clear that both international and domestic factors are 

important to growth. 

Convergence of Productivity 

As noted above, convergence theory posits that the 

productivity rates of the rich and middle-income countries 

should close over time. Evidence for this is sought in the 

growth rates of the countries in the two groups with the 

~~!ectation that the middle-income countries' rates of 

growth will be significantly higher than the those of the 

rich if the gap is to close. Various hypotheses have been 

put forth explaining how this should occur. The majority 

of hypotheses suggest the emergence of growth-inhibiting 

factors in rich countries rather than unique growth-induc

ing factors in middle-income countries. For example, 

Mancur Olson (j.983) proposes that the strengthening of 

special interest organizations in rich countries diverts 

what would otherwise be productive investments into "perks" 

for organization members. 
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The results of previous studies searching for evidence 

of convergence have been mixed. Baumol (1986) found strong 

support for convergence for the period 1879 to 1979, but 

DeLong (1988) was more cautious. When Baumol focused on 

the post-war period, however, he found little evidence that 

the gap was closing. Analysis of growth rates presented in 

the previous chapter confirm Baumol's contention that 

convergence has not been evident for the period 1950-1986 

era. 

However, when the post-war period is apportioned into 

expansion and contraction phases, convergence reappears. 

The estimates indicate that during the upturn, as countries 

grow richer they also grow faster then a threshold is 

achieved and the richest countries have slightly lower 

growth rates than poor countries. This plot signature has 

been called the "modified Matthew effect" and suggests 

convergence is taking place. On the other hand, during the 

downturn instead of an inverted-U pattern of growth across 

countries, a "U" appears. In other words, in relation to 

the other two groups, middle-income countries have slower 

growth indicating that the gap between rich and middle

income countries is once again widening. 

At first blush it appears that world systems theory is 

correct in asserting that the gap is in flux yet a perma

nent feature due to the necessity of each tier, but the 
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prediction concerning when the gap would narrow and when it 

would widen are reversed. If the global economic contrac

tion provides an opportunity for upward mobility for semi

peripheral states then it is at precisely this time that 

the gap should close but it does not. It remains inter

esting that the gap is reproduced even if the specific 

hypothesis concerning the timing is incorrect. 

However, Emmanuel Wallerstein (1979) states that not 

all countries can develop at once; only those states that 

actively pursue policies that take advantage of the tem

porary opening for semiperipheral development will move 

upward. As discussed above, the countries that moved into 

the core during the period of expansion were primarily the 

losers in World War II. The only time countries tradition

ally associated with the middle-income group moved up into 

the rich group was during the contraction when Trinidad & 

Tobago, Venezuela, and Gabon became upwardly mobile. So 

the middle-income group may have done better during the 

expansion, but individual middle-income countries became 

upwardly mobility during the contraction as predicted by 

world systems theory. 

Kuznets (1972) argued that over the long run economic 

growth has experienced epochs of growth with interim per

iods of stagnation. The data appear to show that not only 

does convergence occur but divergence as well. Put in 
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other terms the gap is reproduced over time. This does not 

mean that the middle-income countries of today are forever 

frozen in place, only occasionally veering closer and then 

further away from the core. However, it does seem to 

indicate that for the majority of countries, the gap 

between rich and poor will virtually never close. 

Convergence of World Systems Theory and Convergence 

To this point world systems theory and convergence 

theory have been viewed as contending approaches for 

explaining economic growth. As such the differences 

between the two approaches have been emphasized. The 

following section will explore the similarities between the 

two and suggests the possibility of weaving them into one 

fabric. This would be useful because the strength of 

convergence theory lies in explaining domestic factors 

important to growth, while world systems theory focuses on 

external factors that can inhibit growth. By merging 

convergence theory with world systems theory, both internal 

and external factors come into focus. 

The most obvious similarity between world systems 

theory and convergence is the focus on the semiperiphery 

(middle-income countries). Both propose that the closing 

of the gap will be accomplished by the richer of the poor 

countries. World systems theory asserts that there is a 

possibility for the upward mobility of some semiperipheral 
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states and that this opportunity is enhanced during down

turns in the world economy. state policy in middle-income 

countries must be made within the context of--or the condi

tions present in--the world economy in order to take advan

tage of enhanced possibilities for growth relative to the 

rich countries. As discussed above, convergence theorists 

such as Mancur Olson (1983) suggest that special interest 

groups are nourished in the liberal environment of the 

older democracies and eventually these groups lobby for 

legislation beneficial to their membership but detrimental 

to further economic growth. World systems theory proposes 

state guidance to enhance possibilities for growth, while 

convergence theory blames private--and perhaps greedy-

organizations for stunting the growth of richer countries. 

The primary difference between world systems theory 

and convergence is that convergence theorists view the 

closing of the gap as a long-term continuous process while 

world systems theorists argue that the gap will widen at 

times and close at others, resulting in little overall 

change. Convergence theory asserts that domestic factors 

inhibit growth in rich countries allowing middle-income 

countries to catch-up. Implicit in world systems theory is 

the notion that the logic of capitalism favors the rich and 

powerful. The core countries at times actively pursue 

imperialistic policies, but in this competitive scheme, 



even when they do not non-core countries must do battle 

against the nature of the system in order to attempt to 

close the gap. 
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While the differences between the two approaches are 

present they are not insurmountable, nor does the logic of 

the two negate such an attempt. Primarily, convergence 

argues that the gap will close due to factors in the rich 

countries such as unions fighting for better wages or 

benefits (special interest organizations), or market satur

ation, etc. World systems theory suggests that the gap is 

not likely to be closed because of asymmetrical linkages 

such as competition between countries with extraordinarily 

unequal resource bases. 

There is no logical inconsistency in suggesting that 

both are present. Rich countries may be forced to develop 

policies that encourage growth and provide higher standards 

of living for workers. Middle-income countries obviously 

have to compete with richer, more technologically advanced 

countries, but this does not ensure that some cannot over

come the odds. Although it was not their intent, the study 

by Muller and Whiteley (1990) offers an example the merging 

of the two approaches. They found that between 1870 and 

1979, there was a relatively strong case to be made for 

convergence except in countries where trade dependence was 

present. 
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Ultimately the merging of world systems theory and 

convergence means that domestic political factors and 

policy are vital to growth. However, the likelihood of a 

policy causing growth such that the country effectively 

closes the gap are slight. This should not be surprising 

since the capitalist system is based on competition for 

resources and in production, neither of which exhibit any 

form of equal distribution among the competitors. Ignoring 

overt colonialism or policies that could be construed as an 

attempt by the rich countries to maintain their position in 

the world, the important resources are horribly maldistri

buted, making convergence especially difficult and neces

sitating shrewd leadership in the non-rich countries. 

Further Research 

The analysis above points to the necessity for further 

research in the area of regulating transnational corpora

tions. The data show that the flow of investments into 

developing countries spurs growth, but the inability of 

many of these countries over the long run to keep those 

funds in their country leads to a reversal of the earlier 

trend. A domestic policy intent on bringing about growth 

must not only consider drawing investment from TNCs but 

must also construct a policy that will encourage the TNC to 

reinvest more of their profits. In addition, the drastic 

change brought about by the global contraction requires 



that this research be concerndd with the policy's effec

tiveness during periods of growth and recession in the 

world economy. 
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Previous case studies do not offer much hope for 

middle-income countries in trying to maintain a larger 

share of profits in the domestic economy. Jamaica's 

attempt to raise taxes in the bauxite industry in the early 

1970s failed when the primary TNCs moved its operations to 

Australia. Bornschier and Chase-Dunn (1985:148-149) have 

also suggested that developing countries have not been 

successful in regulating TNCs such that TNC investments 

were maintained and the country's growth continued. 

Another related problem appears to be that TNCs often 

buy existing facilities that produce similar goods so they 

do not have to construct new plants as well as to reduce 

the competition. While there has not been much research 

done in the area, it appears that the ex-entrepreneurs from 

the host state invest their money in non-productive 

resources or deposit it in foreign banks (Jenkins 1987). 

More needs to be done to determine if there has been 

success in attracting these domestic entrepreneurs to 

reinvest in productive activities in their own economy. 

Japan and South Korea, two of the Asian NICs, have 

been championed as having conquered the regulation problem 

by having very few regulations at all. However, both 
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received massive aid from the united states and the assis-

tance of the U.s. military in rebuilding their infrastruc-

ture and reestablishing their governments. Decades ago 

their special relationship with the U.s. allowed them to 

place stiff restrictions on imports. Both governments used 

the opportunity to identify and aid segments of their 

economy protected from competition from foreign producers. 

The Japanese have fought the Reagan and Bush administra-

tions to maintain import protection but most developing 

nations do not have the clout of the Japanese and must 

submit to the GATT agreement now binding most developing 

nations. 

These two cases do suggest the need for further 

research, but, interestingly, not as the ideal "free-

market" economy as they are touted but as successful cases 

of import substitution protection. The primary question 

raised is why did Latin American attempts at import sub-

stitution eventually fail and Asian attempt succeed? Geoff 

Lamb suggests that 

the NIC phenomenon strengthens the basic premises 
of dependency which stress the relative impor
tance for developing countries of extensive state 
intervention in the economy; of protection 
against external competition provided it is 
adjusted gradually and selectively in accordance 
with changing relative levels of efficiency; of 
the need to be concerned about the long-term 
consequences of direct foreign investment; and of 
the need to consider explicitly and actively 
polices which will accelerate the domestic acqui
sition of technological capabilities and the 



national generation of external economies. 
(1981: 90-91) 

Ultimately it will be difficult for governments to 

regulate the activities of transnational corporations 
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because governments are bound to a state and transnational 

corporations are global actors. As long as TNCs can relo-

cate their headquarters and operations to avoid higher 

taxes and regulation, they will be exceedingly difficult to 

control. In the United states, various industries opera-

ting near the Great Lakes polluted the lakes, always 

threatening to move to another state whenever the state 

government considered legislation to control pollution. 

Eventually the regulations and cleanup were ordered by the 

federal government. Moving from ohio to Michigan no longer 

made a difference because the regulations emanated from the 

federal government. 

The analogy for TNCs is clear. If there is to be any 

effective taxation or regulations concerning transnational 

corporations, they will have to be made by a world regula-

ting body so that moving from Jamaica to Australia no 

longer makes any sense. Also, a world government that 

plans for the development of the poorest countries through 

carefully planned policies such as President Franklin 

Roosevelt's plan to develop the poorer regions of the 

United states is probably the only way the poorest coun-

tries will ever join "the convergence club." 
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APPENDIX A 

CONVERSION AND LISTING OF THE GNP/PC 

This appendix offers a description of how the GNP data 

was converted to constant United States dollars. Included 

is a discussion of the sources utilized and the formula for 

converting the data. A list of the annual GNP/pcs in 1974-

76 constant U.S. dollars follows. 

The data for the gross national product were taken 

from several sources. The primary source was the World 

Bank's World Tables of Economic and Social Indicators. 

This source lists GNPs by country for the years 1950, 1955, 

then annually from 1960 through 1986. In order to obtain 

data not included in The World Tables, due to it being 

missing or the absence of national accounts statistics for 

the years 1951 to 1954 and 1956 to 1959, other sources were 

added. 

Some of the missing data for the years 1962 to 1983, 

was filled in with information from the International 

Monetary Fund's Supplement on Output Statistics (1984:18-

21), as well as various years of the IMF's International 

Financial Statistics. Publications by the Organization for 

Economic Cooperation and Development was paticularly help

ful in finding data for poor countries in the 1950s. Two 

of these sources were the National Accounts and Development 
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Planning in Low-Income Countries, and Statistics of 

National Accounts 1950-1961. 

The data for 1938 and 1948 came primarily from an 

early study of national accounts commissioned by the United 

Nations--National Income Statistics 1938-1947. A secondary 

source used for this period was an epic length treatment of 

population, production and comnlerce by W.S. and E.S. 

Woytinsky (1953, 1955), World Population and Production: 

Trends and Outlook, and World Commerce and Production: 

Trends and Outlook. 

Most of this data was presented in current domestic 

currencies, so exchange rates and an indicator of inflation 

were needed to produce the figures in constant U.S. 

dollars. The exchange rates were derived from the same 

sources as the GNP. Again the World Tables of Economic and 

Social Indicators constituted the primary source and the 

others were used to fill in where there was missing data. 

Supplementa to the International Financial statistics on 

exchange rates and price indexes provided the bulk of data 

not available in World Bank sources. Where there was no 

deflator offered the index was produced according to the 

formula provided by the World Bank.l 

lThe deflator is arrived at by the division of the 
current price GNP by the constant GNP. The constant price 
GNP was not used because the constant prices for the 
countries varied. 



The formula used to convert the GNP figures is des-

cribed in the annual World Bank Atlas. The conversion 

utilizes a three year running average weighting technique 

to smooth fluctuations in exchange rates and currency 

values. The formula for this conversion is: 

WAD7476= 

WAER7476 = 

Constant 
1974-76 

GNP74+GNP75+GNP76 (Current Prices) 

GNP74+GNP75+GNP76 (Constant Prices) 

(GNP74+GNP75+GNP76) / (GNP74+GNP75+GNP76) 
(Current Prices) (Constant Prices) 

(Exch74+Exch75+Exch76) 

(Nat'l Currency) = (WAD7476) * (Constant Price Series) 

U.S. $ 
Constant (1974-76) = 

where: 
WAD = weighted 
WAER = weighted 
Exch = exchange 

Constant 1974-76 
(Nat'l Currency) 

(WAER7476ull ) 

average deflator 
average exchange rate 
rate 
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WAER7476uIl = weighted average exchange rate of the U.S. for 
the chosen constant period 

Mid-year estimates of population are provided in the 

World Tables of Economic and Social Indicators as well as 

various IMF and United Nations sources including Interna-

tional Financial statistics and the Population Bulletin of 

the United Nations. 
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The data for 1830, 1840, 1850, 1860, 1870, 1880, 1890, 

1900, 1910, 1913 were taken from Maddison (1987, 1983), 

Baumol (1986), Bairoch (1981), chirot (1986, 1977). The 

GNP/pes for 1938 and 1948 were taken from Woytinsky and 

Woytinsky (1953) and a United Nations (1948) study on 

national account statistics. The data for the earlier 

period were already in constant U.S. dollars, so the only 

conversion necessary was to change the data from their base 

year to a 1974-76 base. All of the available data is in 

1974-76 constant U.S. dollars and listed in the tables 

below. 
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1830 1840 1850 1860 1870 1880 1890 

Austria 250 266 283 288 305 315 361 
Belgium 295 345 411 490 571 589 630 
Bul garia 210 220 210 250 
Denmark 208 225 256 294 340 396 502 
Finland 188 205 227 241 313 327 368 
France 264 302 333 365 437 464 515 
Germany, W. 245 267 308 354 426 443 537 
Greece 200 215 230 250 260 290 
Italy 265 270 277 301 312 311 311 
Netherlands 347 382 427 452 506 542 586 
Norway 280 305 350 401 421 464 523 
Portugal 250 255 260 275 270 270 270 
Romania 190 200 210 230 246 
Russia 170 170 175 178 250 224 182 
Spain 263 288 313 346 329 323 321 
Sweden 194 198 211 225 246 303 356 
Switzerland 276 315 391 480 549 676 705 
U.K. 346 394 458 558 628 680 785 
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1900 1910 1913 1938 1948 

Argentina 771 787 
Australia 2301 2031 
Austria 414 469 498 641 914 
Belgium 721 854 894 1087 1616 
Bolivia 185 138 
Brazi 1 209 282 
Bulgaria 260 270 263 
Canada 1477 2236 
Chile 758 452 
China 71 
Colombia 298 331 
Cuba 395 745 
Czechoslovakia 769 862 
Denmark 633 739 862 1278 1952 
Dominican Rep 166 188 
Ecuador 346 99 
Egypt 263 280 
Finland 425 451 520 701 1423 
France 604 680 689 1091 1044 
Germany, West 639 705 743 1391 
Greece 300 325 322 321 236 
Honduras 140 
Hungary 677 405 
India 140 188 
Ireland 1036 1213 
Israel 421 
Italy 335 366 441 554 596 
Jamaica 355 504 
Japan 357 359 
Mexico 239 266 
Nether! ands 614 705 754 1302 1213 
New Zealand 2353 2309 
Norway 577 673 749 1431 1375 
Peru 256 204 
Philippines 168 103 
Poland 398 471 
Portugal 287 290 292 
Puerta Rica 477 682 
Romania 275 307 336 
Russia 248 287 326 
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1900 1910 1913 1938 1948 

South Africa 772 868 
Spain 351 370 367 719 455 
Sri Lanka 186 198 
Sweden 454 593 680 1864 2029 
Switzerland 785 895 964 1828 2372 
Turkey 247 358 
United Kingdom 881 904 965 1931 1950 
United states 2154 3811 
Venezuela 522 803 
Yugoslavia 711 
Zambia 111 136 
Zimbabwe 263 
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1950 1951 1952 1953 

Afghanistan 101.34 103.24 103.86 104.25 
Algeria 650.73 675.14 698.99 720.93 
Angola 572.65 692.24 712.93 734.25 
Argentina 1074.47 1086.92 1097.90 1111.14 
Australia 3671.70 3706.46 3753.72 3808.35 
Austria 1548.73 1642.53 1740.76 1844.86 
Bangladesh 47.99 54.10 55.69 57.34 
Barbados 458.49 476.45 497.56 519.70 
Belgium 2726.22 2773.59 2818.94 2865.13 
Benin 129.74 139.02 140.58 142.99 
Bolivia 190.04 223.52 229.47 235.67 
Botswana 110.02 124.73 127.60 131.46 
Brazi 1 413.22 441.12 457.71 474.99 
Burkina Faso 77.42 82.35 83.44 84.57 
Burma 51.85 52.20 54.56 57.03 
Burundi 99.17 104.37 105.70 106.66 
C African Rep 1041. 84 1098.01 1091.65 1106.10 
Cameroon 230.13 269.40 273.71 278.10 
Canada 3226.69 3302.58 3349.98 3415.04 
Chad 146.80 137.70 135.64 133.66 
Chile 836.38 857.70 875.43 888.31 
Colombia 419.63 441.21 451.86 462.98 
Congo 411.94 437.77 442.33 447.03 
Costa Rica 226.15 319.65 338.10 358.01 
Cote D' Ivoi re 208.65 298.80 317.59 339.06 
Cyprus 501. 82 516.65 534.15 551. 24 
Denmark 3375.86 3460.63 3546.87 3627.11 
Dominican Rep 341.78 352.64 363.30 374.74 
Egypt 161.15 163.79 166.40 169.14 
El Salvador 334.83 353.19 357.28 363.55 
Ethiopia 53.28 50.39 51.62 52.77 
Finland 2118.83 2207.27 2288.86 2379.57 
France 2363.36 2451.33 2544.17 2641. 27 
Gabon 709.60 1145.58 1194.64 1289.15 
Gambia 99.31 120.28 125.10 130.14 
Germany, West 1938.71 2084.67 2252.19 2422.37 
Ghana 320.07 281.66 285.10 287.76 
Greece 560.11 586.95 616.45 646.68 
Guatemala 403.32 427.44 431.61 434.72 
Guinea 144.90 154.72 156.69 158.69 
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Gross National Product per capita 
. (Base 1974-76) 

COUNTRY 1950 1951 1952 1953 

Guyana 322.88 323.86 323.59 324.30 
Haiti 189.37 180.59 179.39 178.23 
Honduras 302.71 298.84 301. 47 306.38 
Hong Kong 489.04 509.62 531.06 553.41 
Hungary 320.83 390.66 403.64 417.04 
Iceland 3667.38 3723.07 3754.79 3788.34 
India 92.39 96.36 98.45 100.52 
Indonesia 134.60 139.06 141. 78 144.52 
Iran 272.91 330.27 351. 80 373.73 
Iraq 344.02 365.21 391.14 417.70 
Ireland 1398.83 1428.37 1459.03 1485.32 
Israel 860.59 794.09 835.84 909.28 
Italy 1209.01 1278.54 1344.25 1413.66 
Jamaica 415.72 446.14 474.45 504.66 
Japan 995.46 1032.47 1081. 04 1133.32 
Kenya 128.95 138.82 140.13 141.58 
Korea, South 238.87 249.66 260.47 271.11 
Kuwait 23805.84 21333.59 21022.58 20788.05 
Lesotho 46.69 57.16 60.21 63.42 
Liberia 473.04 379.72 365.93 352.24 
Libya 655.30 753.10 773.80 787.71 
Luxembourg 2585.23 3296.40 3396.70 3500.21 
Madagascar 312.73 290.50 286.98 283.59 
Malawi 66.01 70.66 71. 79 72.93 
Malaysia 235.13 302.31 316.28 329.63 
Mali 63.95 69.61 71.10 72.64 
Malta 413.52 425.97 434.64 449.16 
Mauritania 80.77 109.61 117.27 123.99 
Mauritius 617.87 592.98 579.93 565.34 
Mexico 491. 36 525.83 539.64 553.52 
Morocco 359.58 360.52 358.74 357.19 
Mozambique 240.88 258.93 262.26 265.63 
Nepal 93.92 97.74 98.51 99.55 
Netherl ands 2789.35 2954.87 3060.03 3169.36 
New Zealand 3557.72 3582.42 3557.75 3553.68 
Nicaragua 355.95 384.85 394.31 404.37 
Niger 118.56 143.17 148.68 154.40 
Nigeria 313.25 377.87 385.26 392.31 
Norway 3290.01 3370.53 3458.59 3549.25 
Pakistan 38.30 43.88 45.46 47.09 

-- .. --- --------------_. .._- ------- ----
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1950 1951 1952 1953 

Panama 472.81 499.87 512.78 520.26 
Papua N. Guinea 158.65 205.98 216.97 227.23 
Paraguay 424.29 418.35 421.41 421.85 
Peru 445.77 434.43 449.89 465.50 
Philippines 204.60 211. 45 218.12 225.00 
Portugal 403.95 418.71 434.79 452.03 
Rwanda 146.57 158.43 156.54 156.93 
Saudi Arabia 354.04 676.21 755.17 841. 57 
Senegal 269.51 298.63 303.98 309.54 
Singapore 954.99 904.37 894.83 887.89 
Somalia 241. 42 231.13 229.91 227.56 
South Africa 954.12 1070.24 1074.48 1077.78 
Spain 838.15 1047.03 1081.47 1117.11 
Sri Lanka 99.82 101.12 102.65 103.88 
Sudan 177.05 185.59 191.87 197.41 
Sweden 3870.03 3972.00 4078.58 4194.06 
Swi tzerland 4859.08 5019.87 5182.39 5340.03 
Syria 439.29 443.17 446.72 450.57 
Taiwan 226.57 235.58 244.94 254.67 
Tanzania 87.85 90.02 93.52 97.08 
Thailand 146.15 157.51 161.58 165.74 
Togo 86.89 101.20 104.82 107.75 
Trinidad y Tobag 644.85 1049.36 1128.80 1212.99 
Tunisia 226.03 265.76 273.29 281.13 
Turkey 315.30 326.66 337.73 349.14 
Uganda 168.11 179.86 180.98 182.23 
United Kingdom 3211.81 3290.15 3356.04 3424.64 
United states 4448.88 4515.59 4582.82 4653.56 
Uruguay 1048.54 1073.86 1080.83 1083.30 
Venezuela 907.82 979.47 1018.57 1059.11 
Yugoslavia 428.15 445.56 459.26 483.93 
Zaire 116.10 146.66 147.56 146.82 
Zambia 203.01 222.32 235.05 247.76 
Zimbabwe 418.25 450.06 455.33 460.66 

.. __ ._-----
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1954 1955 1956 1957 

Afghanistan 104.58 106.54 112.36 113.98 
Algeria 757.45 712.64 740.24 765.75 
Angola 756.20 779.56 810.28 842.21 
Argentina 1123.54 1111.66 1149.36 1161.77 
Australia 3896.06 3937.97 3992.57 4058.75 
Austria 1952.36 2112.26 2237.61 2364.62 
Bangladesh 59.03 66.71 62.52 64.43 
Barbados 540.52 581.55 599.52 640.46 
Belgium 2915.46 2903.83 2951. 01 2993.05 
Benin 144.71 155.15 148.42 150.40 
Bolivia 241.37 268.10 243.47 240.52 
Botswana 134.85 153.94 140.19 143.03 
Brazil 492.83 472.61 509.84 529.04 
Burkina Faso 85.95 94.62 89.13 90.71 
Burma 59.64 66.78 67.20 70.09 
Burundi 108.08 113.79 110.23 111.38 
C African Rep 1120.84 1181.45 1180.52 1196.63 
Cameroon 282.55 250.22 301. 78 306.61 
canada 3472.39 3671.13 3751. 54 3795.41 
Chad 132.26 124.13 128.65 126.94 
Chile 901.93 876.11 883.15 895.74 
Colombia 474.21 472.24 489.32 496.33 
Congo 451.23 479.67 456.26 460.95 
Costa Rica 375.63 523.53 415.49 437.93 
Cote D'Ivoire 358.15 518.76 387.47 402.64 
Cyprus 567.90 605.62 626.52 643.47 
Denmark 3709.48 3583.46 3672.74 3773.64 
Dominican Rep 386.98 418.97 432.97 445.28 
Egypt 171.10 166.74 169.46 172.17 
El Salvador 368.37 365.69 381.90 387.88 
Ethiopia 53.91 61. 81 59.63 60.72 
Finland 2468.18 2670.32 2773.82 2884.98 
France 2734.57 2778.92 2877.44 2975.82 
Gabon 1391.67 1064.93 1565.49 1594.92 
Gambia 135.38 164.75 146.06 151.48 
Germany, West 2608.22 2892.78 3106.63 3335.95 
Ghana 290.72 288.25 273.50 276.60 
Greece 680.19 695.84 732.57 770.72 
Guatemala 435.47 390.30 408.93 412.15 
Guinea 160.71 171.69 165.51 167.36 
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1954 1955 1956 1957 

Guyana 325.24 336.76 336.86 336.57 
Haiti 175.53 175.27 172.95 171.99 
Honduras 309.66 320.32 324.96 334.93 
Hong Kong 576.69 597.77 626.96 657.57 
Hungary 430.89 526.38 453.56 470.19 
Iceland 3823.69 4448.91 4494.31 4514.23 
India 102.56 102.07 106.67 108.63 
Indonesia 149.11 165.21 173.22 176.26 
Iran 396.28 577.66 449.15 478.22 
Iraq 447.19 573.09 607.37 649.54 
Ireland 1517.23 1587.57 1627.88 1668.72 
Israel 989.77 1239.96 1320.49 1388.74 
Italy 1485.16 1458.69 1547.30 1660.81 
Jamaica 536.89 576.16 634.58 671.09 
Japan 1186.89 1136.80 1185.19 1248.79 
Kenya 142.95 141.96 147.14 148.55 
Korea, South 276.41 315.46 313.65 320.29 
Kuwait 20619.77 18485.30 20451.27 20255.26 
Lesotho 66.81 82.42 75.43 76.52 
Liberia 339.13 273.37 314.26 302.18 
Libya 802.15 923.09 804.19 806.66 
Luxembourg 3607.03 4611.74 3831. 05 3961.30 
Madagascar 279.11 259.41 267.40 261.49 
Malawi 74.10 75.41 76.14 76.66 
Malaysia 344.37 445.30 376.72 392.84 
Mali 74.24 80.92 77.19 78.75 
Malta 459.80 461. 81 477.24 485.44 
Mauritania 132.71 182.73 150.37 149.30 
Mauritius 547.50 571.19 550.63 536.78 
Mexico 567.10 559.29 304.42 607.43 
Morocco 354.41 376.16 373.87 371. 07 
Mozambique 269.05 274.95 278.74 282.58 
Nepal 100.62 100.59 103.54 104.70 
Nether! ands 3286.12 3397.72 3397.06 3517.12 
New Zealand 3551.74 3303.90 3314.36 3317.25 
Nicaragua 414.67 494.76 531.95 545.57 
Niger 160.34 194.46 169.41 176.99 
Nigeria 399.14 370.03 450.53 458.48 
Norway 3642.57 3783.35 3880.13 3983.17 
Pakistan 48.78 56.10 52.33 54.21 
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1954 1955 1956 1957 

Panama 534.43 498.12 521.79 537.01 
Papua N. Guinea 238.05 311. 26 261.50 274.19 
Paraguay 425.34 422.21 422.62 424.11 
Peru 481.26 516.17 515.61 530.27 
Philippines 232.10 255.59 263.84 272.22 
Portugal 469.40 477 . 48 495.85 515.54 
Rwanda 154.22 133.10 143.25 140.57 
Saudi Arabia 938.20 2132.89 1164.60 1296.82 
Senegal 315.30 349.71 328.60 335.00 
Singapore 883.25 837.50 879.93 868.74 
Somalia 225.33 215.07 221.21 219.31 
south Africa 1081.78 940.71 1034.60 1038.20 
Spain 1154.01 1191. 84 1228.95 1267.35 
sri Lanka 105.08 107.02 108.68 110.15 
Sudan 202.83 227.32 231.64 237.41 
Sweden 4312.94 4439.66 4554.53 4677.73 
Swi tzerland 5537.17 5787.50 5966.48 6140.18 
Syria 453.54 459.12 461.30 464.17 
Taiwan 264.79 294.18 307.43 321.29 
Tanzania 100.82 122.89 126.11 130.85 
Thailand 170.08 174.10 184.66 189.49 
Togo Ill. 67 130.48 119.16 123.60 
Trinidad y Tobag 1294.76 1377.43 1456.94 1542.40 
Tunisia 289.30 340.98 309.00 319.04 
Turkey 360.89 404.27 419.51 431.62 
Uganda 183.60 176.22 190.33 191. 80 
United Kingdom 3491.24 3546.60 3614.18 3682.48 
United states 4720.28 5008.79 5080.13 5150.73 
Uruguay 1090.77 1179.00 1188.58 1197.42 
Venezuela 1103.11 1175.19 1229.83 1284.64 
Yugoslavia 504.04 489.93 512.75 536.12 
Zaire 149.45 148.16 187.80 188.33 
Zambia 262.35 278.33 297.76 313.79 
Zimbabwe 466.05 501.72 471. 23 471. 92 
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1958 1959 1960 1961 

Afghanistan 115.81 117.77 146.12 144.05 
Algeria 793.32 821. 48 931. 22 841. 00 
Angola 875.41 909.90 856.77 931. 60 
Argentina 1175.82 1190.28 1166.14 1331. 76 
Australia 4132.17 4200.29 4293.68 4164.77 
Austria 2498.85 2640.73 2723.94 3031.65 
Bangladesh 66.40 68.43 70.02 73.78 
Barbados 672.19 705.55 742.09 768.58 
Belgium 3039.22 3089.64 3205.09 3345.94 
Benin 152.47 154.63 161. 47 162.22 
Bolivia 237.07 232.55 252.14 252.73 
Botswana 146.00 149.09 150.25 156.49 
Brazil 548.93 569.63 590.89 644.25 
Burkina Faso 92.11 93.33 100.82 102.66 
Burma 73.14 76.31 79.27 77.86 
Burundi 112.98 113.82 117.10 99.42 
C African Rep 1192.32 1198.80 195.45 197.10 
Cameroon 313.55 313.67 251.03 251.93 
Canada 3871. 07 3959.87 3911. 84 3945.90 
Chad 124.86 122.87 118.89 118.14 
Chile 909.09 924.42 998.81 1034.16 
Colombia 503.59 511.11 489.79 496.83 
Congo 466.42 471.41 382.25 486.14 
Costa Rica 462.18 488.36 514.10 490.45 
Cote D'Ivoire 418.64 434.12 423.12 443.12 
Cyprus 658.74 678.24 679.77 743.69 
Denmark 3877.39 3966.56 4315.67 4251.21 
Dominican Rep 458.55 472.80 460.51 433,10 
Egypt 174.95 177.79 189.25 180.12 
El Salvador 394.23 399.28 388.85 378.64 
Ethiopia 62.17 63.66 63.36 64.70 
Finland 3000.86 3128.77 3117.33 3340.08 
France 3077.21 3184.54 3361. 89 3506.27 
Gabon 1646.32 1724.46 1573.14 1765.52 
Gambia 157.13 163.02 154.16 173.19 
Germany, West 3583.39 3853.22 4026.40 4166.95 
Ghana 279.54 282.75 308.80 307.97 
Greece 810.91 851.20 920.68 1015.18 
Guatemala 413.44 416.31 435.78 440.46 
Guinea 169.23 171.12 173.33 179.43 
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1958 1959 1960 1961 

Guyana 335.30 336.83 324.94 394.78 
Haiti 171.06 169.70 176.34 168.37 
Honduras 341.31 346.06 332.14 319.33 
Hong Kong 689.67 723.35 735.70 802.07 
Hungary 487.43 505.30 524.18 545.32 
Iceland 4563.90 4588.76 3980.70 3948.09 
India 110.54 112.41 112.63 114.73 
Indonesia 179.25 182.17 161. 82 167.46 
Iran 509.30 542.03 581.62 599.47 
Iraq 692.99 739.99 666.57 738.93 
Ireland 1716.67 1747.60 1753.24 1813.05 
Israel 1501.85 1625.65 1519.59 1626.39 
Italy 1709.26 1795.30 1978.56 1991.22 
Jamaica 709.97 751.37 762.61 758.27 
Japan 1315.48 1384.79 1614.87 1836.06 
Kenya 150.10 151. 60 150.07 135.09 
Korea, South 327.05 333.81 318.02 326.67 
Kuwait 19949.40 19407.04 20795.77 18575.20 
Lesotho 77.02 80.72 84.82 85.05 
Liberia 291.01 280.08 285.14 286.34 
Libya 803.60 807.98 1805.46 1914.54 
Luxembourg 4082.81 4208.21 4337.65 4445.89 
Madagascar 256.41 252.56 243.23 242.83 
Malawi 77.24 77.88 81.20 85.01 
Malaysia 408.94 426.11 441.16 466.51 
Mali 80.37 82.05 84.61 80.46 
Malta 496.98 508.84 544.66 535.95 
Mauritania 168.73 180.78 187.73 231.19 
Mauritius 524.47 520.87 458.15 538.57 
Mexico 621. 30 634.87 632.34 645.62 
Morocco 368.23 363.75 338.19 321.13 
Mozambique 286.48 290.43 291. 29 293.96 
Nepal 105.78 106.88 104.14 102.59 
Netherlands 3628.91 3748.42 3882.75 3969.23 
New Zealand 3321.82 3327.99 3621.68 3510.15 
Nicaragua 559.56 573.55 481.62 496.46 
Niger 183.72 190.85 210.39 210.77 
Nigeria 466.46 474.14 367.57 360.04 
Norway 4089.25 4198.46 4250.06 4141.19 
Pakistan 56.15 58.16 121.79 125.58 

----- ---- - -_. ---------_ .. _. --



295 

Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1958 1959 1960 1961 

Panama 547.39 558.46 584.90 631.03 
Papua N. Guinea 287.58 300.10 311.35 318.18 
Paraguay 425.85 427.84 433.10 443.02 
Peru 544.53 558.42 589.49 557.58 
Philippines 280.78 289.75 279.84 284.99 
Portugal 535.41 554.78 587.84 609.35 
Rwanda 137.50 134.64 125.72 117.23 
Saudi Arabia 1441.48 1603.05 1238.15 1553.20 
Senegal 341.64 347.35 314.12 325.86 
Singapore 871. 71 870.52 879.57 928.00 
Somalia 217.50 214.79 193.17 182.43 
South Africa 1042.45 1046.00 1019.17 990.86 
Spain 1307.04 1348.07 1369.00 1494.43 
sri Lanka 111. 71 113.36 114.31 113.54 
Sudan 243.30 249.76 247.23 241. 17 
Sweden 4804.48 4948.15 5096.81 5338.26 
Switzerland 6332.63 6544.71 6632.24 7034.87 
Syria 466.30 468.81 467.36 492.74 
Taiwan 335.77 350.90 334.54 
Tanzania 135.41 139.93 126.21 127.47 
Thailand 194.46 199.48 193.63 197.91 
Togo 127.31 131.20 131.14 135.85 
Trinidad y Toba 1630.07 1720.10 2055.15 2123.24 
Tunisia 330.29 344.52 362.48 358.46 
Turkey 446.42 460.51 439.22 436.41 
Uganda 183.28 178.60 175.71 165.38 
united Kingdom 3752.85 3818.76 3906.44 4138.68 
United states 5229.36 5309.15 5157.01 5235.57 
Uruguay 1206.51 1210.98 1127.90 1109.35 
Venezuela 1339.75 1399.25 1373.16 1377.25 
Yugoslavia 561.22 586.58 657.11 683.62 
Zaire 188.41 186.06 121.15 107.05 
Zambia 332.07 351.65 366.76 365.71 
Zimbabwe 471. 69 470.64 502.02 507.48 

-----------_.- ----
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1962 1963 1964 1965 

Afghanistan 143.84 143.40 142.92 144.13 
Algeria 650.11 805.84 809.03 793.38 
Angola 892.19 926.12 1019.85 1051.70 
Argentina 1293.35 1244.95 1352.54 1344.17 
Australia 4434.15 4667.40 4900.79 4904.33 
Austria 3093.11 3204.59 3373.70 3264.24 
Bangladesh 75.82 73.53 79.64 77.83 
Barbados 863.14 817.15 855.60 940.37 
Belgium 3503.46 3625.01 3838.81 3936.55 
Benin 152.87 156.28 164.43 167.51 
Bolivia 292.64 305.85 311.70 328.11 
Botswana 162.50 168.84 176.30 15S.71 
Brazi 1 646.25 636.31 637.88 634.55 
Burkina Faso 106.24 103.33 103.66 103.82 
Burma 76.64 85.00 78.53 84.37 
Burundi 106.72 109.39 114.09 116.53 
C African Rep 190.83 186.99 185.87 194.26 
Cameroon 257.24 263.75 269.40 270.30 
Canada 4136.96 4283.91 4475.36 4684.91 
Chad 122.29 118.40 113.55 112.11 
Chile 1290.14 1338.73 1338.36 1314.29 
Colombia 516.05 503.81 531.92 520.89 
Congo 499.34 468.15 456.85 397.66 
Costa Rica 587.00 595.57 595.18 628.00 
Cote D'Ivoire 445.63 505.03 568.83 535.80 
Cyprus 752.02 782.78 719.19 881.93 
Denmark 4458.33 4448.05 4823.57 5359.34 
Dominican Rep 492.06 511.01 530.97 453.85 
Ecuador 450.06 
Egypt 187.80 198.54 209.02 223.66 
El Salvador 448.15 454.05 481.81 491.48 
Ethiopia 66.12 67.35 69.65 73.06 
Finland 3457.52 3512.78 3721.50 3812.03 
France 3679.94 3813.19 4019.70 4172.42 
Gabon 1821.53 1841. 49 1877.22 1917.72 
Gambia 165.17 161.58 166.23 177 .12 
Germany, West 4293.83 4371. 90 4608.42 4799.90 
Ghana 313.32 316.52 318.47 314.54 
Greece 1027.09 1127.97 1217.19 1320.96 
Guatemala 470.16 500.03 506.51 512.95 
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1962 1963 1964 1965 

Guinea 188.10 198.79 178.01 186.21 
Guyana 343.33 307.18 333.70 384.20 
Haiti 169.14 169.90 164.35 163.83 
Honduras 340.91 339.54 346.74 360.98 
Hong Kong 857.51 925.60 964.55 1117.24 
Hungary 567.31 597.84 623.96 628.11 
Iceland 4192.56 4517.11 4800.20 4982.47 
India 115.32 119.64 125.90 118.17 
Indonesia 166.69 159.73 162.07 160.69 
Iran 625.53 649.17 707.23 762.51 
Iraq 760.80 703.18 799.43 887.33 
Ireland 1868.03 1941. 33 2008.60 2091. 46 
Israel 1914.61 2056.46 2134.56 2247.86 
Italy 2099.68 2200.61 2248.15 2463.82 
Jamaica 751.22 762.68 808.58 858.32 
Japan 1946.55 2128.55 2383.21 2474.24 
Kenya 143.62 151.07 153.92 152.98 
Korea, South 313.83 333.12 355.09 365.50 
Kuwait 16591.75 16054.90 15510.78 13399.36 
Lesotho 96.13 104.33 111.80 111.52 
Liberia 276.46 270.15 235.92 261.25 
Libya 2440.80 3165.99 3990.46 5038.84 
Luxembourg 4468.01 4505.96 4782.81 4898.96 
Madagascar 243.04 236.35 240.28 234.71 
Malawi 83.84 80.45 77.94 87.28 
Malaysia 486.32 506.28 514.87 536.42 
Mali 79.88 82.93 84.44 89.18 
Malta 518.26 517.37 533.84 576.77 
Mauritania 225.29 208.10 257.92 255.01 
Mauritius 531.97 589.38 536.35 537.98 
Mexico 679.28 708.91 766.83 792.02 
Morocco 351. 74 361. 79 357.91 352.62 
Mozambique 307.72 290.52 296.61 296.80 
Nepal 102.84 102.65 108.52 106.59 
Netherl ands 4062.39 4151.61 4447.90 4557.67 
New Zealand 3513.31 3663.41 3796.25 3992.88 
Nicaragua 586.15 626.84 675.50 733.80 
Niger 223.67 233.67 225.20 233.02 
Nigeria 363.51 382.62 390.54 403.89 
Norway 4297.15 4486.41 4691. 50 5117.55 

------------- ---
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1962 1963 1964 1965 

Pakistan 127.22 132.58 138.71 148.61 
Panama 666.60 704.07 719.11 756.06 
Papua N. Guinea 351.39 357.96 380.51 410.59 
Paraguay 481. 73 473.56 477.46 491.31 
Peru 645.80 652.13 679.97 693.19 
Philippines 291.68 302.59 303.56 316.26 
Portugal 644.82 678.84 720.36 775.97 
Rwanda 127.22 111.82 95.41 99.53 
Saudi Arabia 2199.08 2784.98 3090.93 3321.08 
Senegal 329.53 333.82 332.97 337.43 
Sierra Leone 185.75 195.16 
Singapore 907.52 974.24 917.68 962.19 
Somalia 190.89 191.99 176.54 158.15 
South Africa 1027.82 1097.25 1144.57 1234.36 
Spain 1619.53 1746.96 1833.76 1951. 51 
Sri Lanka 112.97 112.91 117.25 117.76 
Sudan 251.98 240.28 232.44 244.39 
Sweden 5492.77 5742.08 6092.92 6262.01 
Swi tzerl and 7238.16 7476.64 7699.81 7819.15 
Syria 542.04 525.00 539.20 520.16 
Taiwan 441.18 
Tanzania 135.60 140.31 144.29 138.68 
Thailand 203.47 214.56 221.16 232.45 
Togo 138.84 145.24 160.86 172.87 
Trinidad y Toba g 2224.99 2244.22 2318.37 2351.70 
Tunisia 351.88 380.72 387.68 389.96 
Turkey 452.35 483.87 491.16 494.55 
Uganda 165.27 179.69 185.86 188.17 
United Kingdom 4146.30 4285.49 4463.22 4399.08 
United States 5412.56 5552.43 5766.31 6040.08 
Uruguay 1268.42 1246.65 1266.32 1183.10 
Venezuela 1445.17 1491. 22 1562.63 1592.55 
Yugoslavia 714.09 778.90 846.48 848.47 
Zaire 135.00 138.07 140.49 140.14 
Zambia 344.70 347.92 371. 07 453.00 
Zimbabwe 491.54 497.64 471.78 502.33 

----------- -- -------------------- -- ---
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1966 1967 1968 1969 

Afghanistan 142.41 142.17 143.17 142.16 
Algeria 753.68 814.91 904.14 975.25 
Angola 1127.11 1165.13 1132.92 1153.72 
Argentina 1434.08 1450.21 1492.30 1602.24 
Australia 5106.12 5220.33 5619.05 5798.95 
Austria 3622.47 3711. 33 3852.18 4079.28 
Bangladesh 79.07 75.74 81.10 80.47 
Barbados 982.76 1072.55 1165.73 1254.44 
Belgium 4042.30 4180.24 4341.69 4610.76 
Benin 170.84 168.58 169.04 168.05 
Bolivia 343.50 351.30 360.72 360.33 
Botswana 166.90 177.12 184.30 207.86 
Brazi 1 647.04 660.13 718.83 771.82 
Burkina Faso 102.97 109.66 110.84 110.68 
Burma 78.87 73.04 80.21 81. 04 
Burundi 114.62 121.82 117.25 115.25 
C African Rep 191. 45 195.41 200.10 210.40 
Cameroon 271.20 288.70 307.50 334.57 
Canada 4933.05 5012.72 5212.47 5398.67 
Chad 108.08 108.50 105.94 110.96 
Chile 1424.71 1438.22 1463.37 1487.81 
Colombia 533.01 538.65 555.62 572.96 
Congo 476.34 469.87 483.54 494.42 
Costa Rica 656.09 670.66 705.53 723.99 
Cote D I Ivoi re 555.91 544.02 610.39 614.87 
Cyprus 901. 57 1027.65 1081.26 1183.56 
Denmark 5098.37 5283.72 5475.71 5820.75 
Dominican Rep 497.82 499.59 486.70 523.61 
Ecuador 448.33 465.00 466.60 461. 74 
Egypt 219.74 216.59 216.99 225.95 
El Salvador 511.83 523.21 524.25 529.07 
Ethiopia 74.57 76.09 75.01 75.60 
Finland 3973.39 4050.36 4123.93 4556.31 
France 4347.87 4518.38 4673.20 4956.25 
Gabon 1979.50 2049.45 2036.43 1161.12 
Gambia 202.89 202.11 199.19 212.70 
Germany, West 4883.77 4847.97 5137.77 5482.27 
Ghana 296.17 297.95 289.34 299.57 
Greece 1394.65 1455.71 1550.41 1694.90 
Guatemala 521. 30 526.23 554.85 562.44 

---------- .-. -_. 
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Gross National Product per capita 
(Base 1974-76) 

COUN'J:'RY 1966 1967 1968 1969 

Guinea 183.93 182.46 182.13 180.39 
Guyana 382.89 397.06 374.39 402.61 
Haiti 160.96 154.22 155.21 157.14 
Honduras 368.99 375.49 388.52 384.51 
Hong Kong 1167.10 1236.63 1288.17 1439.84 
Hungary 672.69 720.65 753.35 802.08 
Iceland 5356.27 5177.79 4810.69 4898.19 
India 114.86 121.63 122.96 127.17 
Indonesia 160.73 160.69 180.22 191.78 
Iran 835.08 919.85 988.55 1059.36 
Iraq 896.38 812.98 916.31 922.19 
Ireland 2060.60 2154.12 2321.06 2433.69 
Israel 2180.74 2134.43 2440.28 2698.55 
Italy 2420.76 2572.33 2720.52 2859.61 
Jamaica 830.49 829.70 874.55 912.70 
Japan 2725.28 3033.32 3419.65 3791. 90 
Kenya 159.01 158.68 170.76 177.62 
Korea, South 402.48 419.40 455.93 506.83 
Kuwait 15402.96 15095.30 14910.88 14658.10 
Lesotho 124.57 121. 45 122.71 126.75 
Liberia 260.96 274.18 283.47 301.99 
Libya 5733.40 6028.94 7529.09 8376.70 
Luxembourg 4906.29 4909.02 5090.40 5469.52 
Madagascar 233.76 241.59 254.22 258.78 
Malawi 96.08 99.17 94.65 99.69 
Malaysia 566.07 579.74 609.48 613.96 
Mali 86.46 87.10 87.99 84.93 
Malta 637.37 679.30 751.19 779.75 
Mauritania 295.08 298.31 303.69 306.86 
Mauritius 511. 51 521. 50 477.76 493.72 
Mexico 817.88 841.11 879.45 906.72 
Morocco 330.02 346.31 370.01 383.44 
Mozambique 299.86 313.63 341.60 374.13 
Nepal 110.64 106.84 105.72 108.40 
Netherlands 4662.85 4864.93 5105.64 5365.82 
New Zealand 4036.48 3940.90 3968.67 4122.21 
Nicaragua 733.75 763.83 744.86 772.26 
Niger 224.63 216.49 212.59 200.24 
Nigeria 368.82 312.99 299.78 371. 48 
Norway 5074.58 5547.38 5628.60 5848.51 
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1966 1967 1968 1969 

Pakistan 153.79 156.66 163.24 167.58 
Panama 784.59 821.11 853.11 901. 49 
Papua N. Guinea 425.60 432.56 440.67 464.94 
Paraguay 484.61 508.94 511. 75 516.60 
Peru 713.76 718.10 695.04 697.09 
Philippines 313.53 319.26 326.78 334.39 
Portugal 820.97 908.82 1002.08 1058.59 
Rwanda 104.87 109.50 113.53 123.02 
Saudi Arabia 3642.33 3989.88 3921.38 4078.03 
Senegal 338.07 326.54 340.23 310.40 
Sierra Leone 201.58 194.54 186.74 205.74 
Singapore 1039.97 1134.50 1271.18 1418.86 
Somalia 170.66 175.87 173.67 165.87 
South Africa 1224.38 1289.40 1306.15 1365.45 
Spain 2079.18 2142.93 2238.79 2382.82 
Sri Lanka 120.31 124.10 128.66 133.84 
Sudan 234.32 222.88 231.37 239.97 
Sweden 6329.92 6488.33 6682.41 6966.87 
Switzerland 7925.04 8059.00 8278.03 8637.56 
Syria 474.04 489.89 503.42 584.75 
Taiwan 464.16 500.40 532.20 564.14 
Tanzania 158.03 162.45 167.49 166.69 
Thailand 252.64 264.22 277.99 291.38 
Togo 185.48 190.81 194.20 211.21 
Trinidad y Toba g 2464.11 2498.15 2524.78 2556.14 
Tunisia 396.11 384.38 412.34 420.29 
Turkey 540.05 548.97 570.84 586.82 
Uganda 193.05 198.03 200.32 21.5.57 
United Kingdom 4611.41 4711.51 4862.41 4928.33 
United states 6312.56 6417.12 6611. 53 6729.90 
Uruguay 1354.64 1248.24 1271. 68 1339.95 
Venezuela 1590.48 1602.55 1661.24 1675.65 
Yugoslavia 887.04 904.56 950.88 1053.53 
Zaire 145.23 141.47 144.59 154.31 
Zambia 428.45 444.02 444.00 450.97 
Zimbabwe 478.31 502.56 488.20 539.62 

---------_._. ---
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1970 1971 1972 1973 

Afghanistan 141.73 131. 75 125.99 137.24 
Algeria 1000.54 931.07 1137.20 1124.34 
Angola 1136.33 1193.99 1184.31 1236.87 
Argentina 1664.20 1700.66 1705.96 1741.79 
Australia 5996.46 6085.50 6220.87 6410.77 
Austria 4120.82 4334.46 4581.23 4810.11 
Bangladesh 81.95 76.24 62.97 63.92 
Barbados 1382.28 1426.75 1519.74 1554.22 
Belgium 4903.99 5089.01 5367.68 5682.10 
Benin 166.04 167.40 164.84 163.84 
Bolivia 351. 90 356.53 366.90 383.25 
Botswana 232.94 251.06 296.39 351.63 
Brazil 813.46 892.46 967.16 1074.57 
Burkina Faso 110.38 109.77 109.51 109.34 
Burma 82.92 84.44 84.32 82.83 
Burundi 148.74 151.78 139.10 144.62 
C African Rep 210.06 208.21 205.29 206.11 
Cameroon 311.82 315.63 313.98 324.55 
Canada 5468.11 5754.20 6029.29 6406.24 
Chad 111.65 106.97 107.23 95.50 
Chile 1499.56 1639.52 1589.37 1468.11 
Colombia 597.09 629.44 652.83 704.33 
Congo 450.28 478.69 508.05 521.20 
Costa Rica 758.46 790.87 820.31 864.29 
Cote D'Ivoire 630.64 632.86 632.22 643.19 
Cyprus 1203.51 1347.16 1434.94 1961.37 
Denmark 6193.79 6321.08 6616.29 6828.52 
Dominican Rep 571.30 607.06 646.35 704.39 
Ecuador 476.24 489.40 536.27 637.69 
Egypt 232.32 233.93 237.51 235.04 
EI Salvador 529.24 538.70 552.29 562.43 
Ethiopia 78.82 80.32 82.37 82.82 
Finland 4767.70 4846.18 5173.90 5480.39 
France 5193.16 5443.79 5708.94 5959.81 
Gabon 1242.34 1342.40 1487.86 1529.70 
Gambia 187.38 202.31 208.83 218.20 
Germany, West 5817.42 5955.11 6134.24 6405.44 
Ghana 323.64 331.41 317.27 317.65 
Greece 1824.08 1959.46 2112.73 2249.81 
Guatemala 579.15 591. 98 616.53 641.33 
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1970 1971 1972 1973 

Guinea 183.12 181. 77 181.47 180.13 
Guyana 416.41 460.14 388.53 429.31 
Haiti 154.73 165.11 164.75 164.50 
Honduras 397.57 406.05 406.31 407.13 
Hong Kong 1485.63 1527.19 1640.24 1869.31 
Hungary 836.76 886.51 938.24 998.59 
Iceland 5288.29 5912.92 6184.12 6583.41 
India 132.44 132.32 128.69 130.87 
Indonesia 204.54 212.66 224.28 242.40 
Iran 1154.76 1222.94 1377.26 1562.57 
Iraq 909.62 909.91 968.51 1073.79 
Ireland 2551.03 2599.05 2730.69 2829.98 
Israel 2793.01 3001. 91 3276.02 3282.60 
Italy 3228.85 3260.56 3338.11 3536.62 
Jamaica 1000.48 1001.70 1129.69 1111.81 
Japan 3996.49 4130.31 4438.22 4761.91 
Jordan 595.54 578.04 617.51 608.70 
Kenya 168.75 200.65 227.37 227.66 
Korea, South 533.02 572.81 595.16 671.67 
Kuwait 13050.64 11736.52 10952.99 10131.59 
Lesotho 147.20 138.23 158.80 197.23 
Liberia 344.74 353.87 361.83 337.73 
Libya 8500.33 7698.30 6341.50 6221.79 
Luxembourg 5837.85 6167.67 6633.60 7540.57 
Madagascar 263.59 268.16 261. 59 250.95 
Malawi 96.22 110.14 113.58 114.37 
Malaysia 629.92 651.06 696.95 751.23 
Mali 91.65 89.74 92.11 86.55 
Malta 873.27 902.50 970.70 1041.59 
Mauritania 280.84 284.60 298.43 271. 91 
Mauri tius 487.20 500.77 533.87 596.25 
Mexico 991.26 999.11 1049.24 1099.76 
Morocco 403.55 418.26 418.73 428.03 
Mozambique 385.82 402.11 405.18 417.64 
Nepal 110.54 107.32 107.75 104.49 
Netherlands 5623.66 5799.71 5951. 40 6248.80 
New Zealand 4336.03 4447.54 4568.03 4771.14 
Nicaragua 757.89 771.04 761.97 754.44 
Niger 198.02 204.59 188.84 150.20 
Nigeria 460.38 515.93 514.89 558.42 

---------- --- -----
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Gros::; National Product per capita 
(Base 1974-76) 

COUNTRY 1970 1971 1972 1973 

Norway 5927.45 6153.69 6409.12 6624.41 
Pakistan 183.10 177.29 173.01 180.23 
Panama 945.26 1012.68 1037.33 1068.58 
Papua N. Guinea 501.66 517.75 535.57 558.88 
Paraguay 532.95 544.71 558.50 585.07 
Peru '124.39 745.43 737.13 744.99 
Philippines 345.24 348.89 356.33 380.31 
Portugal 1131.51 1227.37 1318.84 1348.85 
Rwanda 132.70 130.52 126.28 125.94 
Saudi Arabia 4302.48 4897.13 5503.21 5490.30 
Senegal 328.46 322.94 341.87 308.47 
Sierra Leone 224.01 226.25 215.90 218.57 
Singapore 1577.67 1728.07 1927.77 2077.10 
Somalia 167.11 168.04 179.75 171. 47 
South Africa 1455.37 1414.18 1414.51 1441.45 
Spain 2494.79 2594.45 2778.88 2997.78 
Sri Lanka 137.41 136.26 139.75 140.90 
Sudan 222.65 230.74 218.86 194.20 
Sweden 7351.26 7367.51 7510.79 7801.09 
Switzerland 9104.71 9415.75 9663.67 9932.10 
Syria 531.09 559.02 639.47 583.15 
Taiwan 610.76 668.54 733.57 804.93 
Tanzania 167.33 171. 53 177.84 181.70 
Thailand 311. 00 315.40 320.29 340.74 
Togo 206.01 207.56 218.03 221.05 
Trinidad y Toba g 2727.68 2826.28 2701.68 2968.32 
Tunisia 453.59 501.31 575.62 566.97 
Turkey 605.03 650.16 681.54 700.07 
Uganda 212.79 213.88 209.35 203.30 
United Kingdom 4870.50 4983.72 5082.14 5477.04 
United States 6633.58 6758.06 7052.43 7391. 83 
Uruguay 1419.78 1424.57 1389.45 1402.22 
Venezuela 1826.50 1799.87 1845.09 1882.42 
Yemen, N (Arab) 155.96 183.80 198.88 224.68 
Yugoslavia 1079.25 1163.95 1196.56 1220.48 
Zaire 148.85 154.85 151.53 159.42 
Zambia 452.50 424.71 440.87 427.33 
Zimbabwe 570.94 585.01 619.68 619.02 

---------- --- ----
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1974 1975 1976 1977 

Afghanistan 145.78 149.06 153.96 155.69 
Algeria 1127.09 1122.42 1175.65 1216.90 
Angola 1148.73 648.00 606.57 566.40 
Argentina 1824.56 1782.22 1740.83 1821.94 
Australia 6399.97 6462.59 6567.65 6544.27 
Austria 5012.96 4929.95 5192.69 5410.28 
Bangladesh 68.76 68.61 76.01 74.48 
Barbados 1490.29 1522.45 1616.15 1662.87 
Belgium 5935.86 5790.39 6119.38 6174.93 
Benin 156.72 167.45 171.90 174.68 
Bolivia 395.49 407.11 423.80 423.25 
Botswana 521. 53 390.41 456.83 481. 47 
Brazi I 1147.20 1178.71 1269.55 1310.93 
Burkina Faso 113.99 113.25 120.71 119.23 
Burma 85.00 86.78 89.44 92.79 
Burundi 140.69 140.19 148.04 160.77 
C African Rep 214.90 211.82 215.79 218.08 
Cameroon 350.39 338.97 346.48 353.76 
Canada 6546.57 6539.75 6838.72 6877.76 
Chad 98.22 104.04 105.19 105.02 
Chile 1432.47 1212.41 1239.49 1340.79 
Colombia 715.13 734.96 737.97 776.93 
Congo 555.18 581.18 554.65 491.92 
Costa Rica 894.36 884.44 902.97 957.18 
Cote D'Ivoire 615.34 635.17 680.13 678.40 
Cyprus 1650.40 1326.83 1578.85 1847.65 
Denmark 6734.48 6640.51 7072.23 7169.60 
Dominican Rep 727.30 740.56 767.51 784.90 
Ecuador 648.10 672.56 720.84 743.77 
Egypt 236.79 253.50 295.28 325.48 
EI Salvador 582.26 596.86 607.02 622.68 
Ethiopia 82.13 80.49 81. 79 82.75 
Finland 5620.56 5612.67 5584.44 5590.51 
France 6111.06 6067.74 6358.09 6515.00 
Gabon 2239.27 2409.83 3197.27 2542.35 
Gambia 261.46 237.87 252.84 259.28 
Germany, West 6420.75 6329.72 6668.88 6902.51 
Ghana 329.04 278.77 260.24 259.24 
Greece 2186.87 2271.41 2362.99 2447.25 
Guatemala 663.81 652.82 643.73 722.31 
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1974 1975 1976 1977 

Guinea 187.34 187.64 199.45 186.07 
Guyana 460.53 509.75 501. 69 481. 45 
Haiti 172.23 166.14 177.29 174.69 
Honduras 402.28 379.22 390.84 408.54 
Hong Kong 1863.25 1863.91 2155.51 2381.38 
Hungary 1053.58 1112.48 1154.44 1232.06 
Iceland 6744.39 6543.56 6669.15 7055.53 
India 128.77 138.50 138.11 146.05 
Indonesia 250.77 258.03 272.40 287.71 
Iran 1647.80 1648.46 1776.86 1738.67 
Iraq 1061. 71 1278.03 1371. 31 1437.10 
Ireland 2904.47 2906.83 2917.10 3071.70 
Israel 3389.19 3372.08 3394.11 3318.81 
Italy 3635.81 3527.02 3653.05 3778.59 
Jamaica 1091.35 1061.54 946.66 911.02 
Japan 4640.81 4700.03 4891.81 5100.10 
Jordan 599.50 682.02 905.73 966.28 
Kenya 231. 45 220.24 221.26 226.82 
Korea, South 712.48 749.65 849.53 921. 89 
Kuwait 9653.35 12172.35 13011. 04 12781.76 
Lesotho 214.00 234.72 262.36 285.02 
Liberia 351.87 315.63 349.36 354.62 
Libya 4927 . 94 5303.20 6324.18 6659.36 
Luxembourg 7813.98 7727.60 7961. 44 8307.56 
Madagascar 252.92 249.99 236.41 235.30 
Malawi 120.72 120.93 119.26 126.10 
Malaysia 788.97 786.74 850.56 893.21 
Mali 82.50 94.02 100.12 110.06 
Malta 1155.73 1382.59 1583.20 1746.08 
Mauritania 306.57 263.08 298.07 267.53 
Mauritius 635.03 634.74 693.50 743.81 
Mexico 1127.22 1152.65 1162.63 1170.77 
Morocco 445.22 471.48 503.20 512.99 
Mozambique 376.72 308.20 277.51 264.43 
Nepal 108.26 106.97 108.90 109.46 
Netherlands 6408.83 6232.79 6529.43 6643.12 
New Zealand 4997.17 4942.22 4910.18 4651.33 
Nicaragua 832.67 833.38 834.97 809.17 
Niger 159.79 150.34 159.08 159.46 
Nigeria 619.84 594.79 640.91 665.18 
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1974 1975 1976 1977 

Norway 6901.03 7158.97 7500.37 7719.70 
Pakistan 184.38 185.14 189.10 191. 34 
Panama 1069.75 1082.49 1062.69 1049.69 
Papua N. Guinea 561. 87 545.67 516.08 509.32 
Paraguay 621.73 651. 30 670.77 736.17 
Peru 782.86 796.08 787.26 766.44 
Philippines 393.65 414.89 419.14 445.27 
Portugal 1345.87 1255.22 1302.00 1375.84 
Romania 1080.21 1192.04 1269.00 
Rwanda 126.45 145.04 141.97 137.65 
Saudi Arabia 6738.31 6985.09 8121. 09 9020.37 
Senegal 312.39 326.76 346.85 343.11 
Sierra Leone 221.37 222.34 208.14 206.89 
Singapore 2163.24 2303.11 2400.34 2537.43 
Somalia 136.21 171.15 165.49 174.23 
South Af ri ca 1517.48 1587.16 1486.96 1519.48 
Spain 3151.57 3108.46 3162.06 3226.98 
Sri Lanka 142.18 145.98 153.29 154.22 
Sudan 208.48 228.03 261. 36 297.58 
Sweden 8109.00 8254.84 8311.24 8088.14 
Switzerland 10069.11 9238.18 9130.18 9536.88 
Syria 712.84 846.67 e ;7 . 97 828.43 
Taiwan 793.90 797.18 871.11 924.92 
Tanzania 180.83 176.60 188.09 188.79 
Thailand 352.12 364.36 386.24 '403.65 
Togo 228.22 221. 37 218.29 219.80 
Trinidad y Toba g 2476.88 2833.44 3195.42 3364.16 
Tunisia 615.56 655.16 686.95 700.79 
Turkey 733.42 771.33 814.46 829.88 
Uganda 200.18 186.15 185.38 177.95 
United Kingdom 5406.08 5331. 71 5506.73 5589.48 
United states 7288.88 7148.46 7432.60 7753.74 
Uruguay 1432.43 1508.43 1566.42 1581.30 
Venezuela 1965.92 2063.20 2160.07 2224.15 
Yemen, N (Arab) 228.57 240.39 259.42 263.19 
Yemen, S (PDR) 173.97 212.93 258.46 
Yugoslavia 1384.67 1381.51 1438.89 1547.62 
Zaire 161.00 145.72 139.06 134.91 
Zambia 454.99 429.61 425.38 405.47 
Zimbabwe 657.21 667.95 597.20 571.58 
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1978 1979 1980 1981 

Afghanistan 158.00 152.08 150.70 
Algeria 1310.88 1312.80 1325.26 1343.35 
Angola 616.37 615.03 591.27 565.20 
Argentina 1726.46 1818.88 1802.97 1634.95 
Australia 6752.69 6742.94 6934.41 6995.63 
Austria 5470.00 5763.70 5905.35 5900.44 
Bangladesh 79.43 81.12 82.39 85.58 
Barbados 1766.95 1871. 40 1945.66 1901. 28 
Belgium 6373.29 6491. 06 6596.61 6478.38 
Benin 180.65 181.60 183.49 180.74 
Bolivia 423.42 417.56 403.36 386.50 
Botswana 488.83 524.00 587.17 618.18 
Brazi 1 1336.00 1394.57 1474.35 1392.45 
Burkina Faso 125.81 129.85 122.15 130.29 
Burma 96.84 99.23 104.78 109.27 
Burundi 164.16 167.02 162.89 168.61 
C African Rep 219.59 202.85 193.91 188.04 
Cameroon 367.96 417.14 451.86 501.97 
Canada 7073.41 7206.28 7127.92 7311. 60 
Chad 104.96 70.93 66.68 59.40 
Chile 1367.25 1520.18 1604.51 1648.10 
China 161.86 
Colombia 810.05 836.15 866.85 865.11 
Congo 466.52 512.32 570.20 654.61 
Co~ta Rica 979.98 993.54 973.71 870.55 
Cote D' Ivoi re 716.12 700.95 717.07 706.35 
Cyprus 1937.49 2086.92 2198.37 2229.98 
Denmark 7218.46 7391.78 7308.84 7314.64 
Dominican Rep 779.25 787.26 809.74 810.75 
Ecuador 767.02 767.66 767.27 764.98 
Egypt 349.60 348.34 373.74 381.91 
El Salvador 640.87 636.54 543.70 483.71 
Ethiopia 80.89 84.58 87.11 86.21 
Finland 5642.27 6043.72 6418.65 6474.20 
France 6760.90 6981.46 7029.24 7007.23 
Gabon 1668.47 1618.47 1923.80 1863.23 
Gambia 229.39 264.97 239.73 220.33 
Germany, West 7147.16 7493.15 7578.57 7594.63 
Ghana 272.99 251.99 248.52 237.57 
Greece 2556.79 2627.37 2651.83 2622.49 

----------~.-~~~~ --
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1978 1979 1980 1981 

Guatemala 739.45 750.09 751.09 733.94 
Guinea 191.11 186.69 183.13 177 . 55 
Guyana 471.01 461. 21 462.72 452.10 
Haiti 178.77 188.71 197.25 187.96 
Honduras 419.13 426.90 434.69 424.45 
Hong Kong 2475.02 2712.11 2924.13 3189.42 
Hungary 1277.83 1303.93 1307.98 1314.85 
Iceland 7258.66 7363.29 7564.75 7631.36 
India 152.41 142.26 149.57 154.36 
Indonesia 300.84 308.28 329.33 350.60 
Iraq 1599.18 2189.67 
Ireland 3217.58 3264.21 3276.19 3184.16 
Israel 3377.12 3376.10 3286.94 3128.69 
Italy 3804.53 3986.67 4183.43 4172.23 
Jamaica 890.47 861.01 799.40 819.90 
Japan 5317.88 5552.29 5731.19 5867.79 
Jordan 1065.11 1094.26 1144.01 1237.64 
Kenya 243.65 248.54 241.62 240.13 
Korea, South 1012.84 1060.22 978.73 1022.74 
Kuwait 14115.77 14910.58 14453.58 14352.54 
Lesotho 298.32 282.96 288.05 305.28 
Liberia 350.56 357.86 334.35 319.33 
Libya 6680.90 7026.67 6668.96 5531.89 
Luxembourg 8605.93 9l50.09 9133.02 8943.63 
Madagascar 222.95 237.90 233.14 204.91 
Malawi 133.97 132.86 130.28 127.09 
Malaysia 923.95 985.25 1038.60 1101.16 
Mali 100.42 108.07 109.31 106.66 
Malta 1872.47 2002.88 2100.23 2188.32 
Mauritania 261. 46 268.88 261.07 276.53 
Mauritius 774.29 798.96 701.21 724.87 
Mexico 1231.32 1301.22 1362.27 1416.34 
Morocco 506.26 512.70 511. 61 484.74 
Mozambique 252.13 241.79 234.10 231.83 
Nepal 108.92 108.56 100.23 100.84 
Netherlands 6765.14 6865.24 6857.91 6728.46 
New Zealand 4613.57 4620.38 4570.71 4700.34 
Nicaragua 713.50 506.26 564.38 586.98 
Niger 180.49 190.25 187.28 188.40 
Nigeria 616.66 635.71 623.00 571.59 

-------------- ----
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Gross Nati onal Product per capita 
(Base 1974-76) 

COUNTRY 1978 1979 1980 1981 

Norway 7974.08 8306.43 8636.68 8671. 89 
Pakistan 203.09 206.16 218.33 225.17 
Panama 1117.26 1136.03 1244.79 1254.25 
Papua N. Guinea 530.30 528.27 509.52 504.91 
Paraguay 791.10 875.02 942.97 996.68 
Peru 740.52 743.64 760.47 773.15 
Philippines 454.07 472.33 487.49 491.31 
Poland 1037.05 
Portugal 1384.46 1432.81 1485.05 1478.21 
Romania 1358.15 1435.24 1472.35 1501.98 
Rwanda 141.73 147.22 151.27 156.47 
Saudi Arabia 9116.23 9506.19 9925.03 10279.04 
Senegal 317.77 326.30 293.57 273.34 
Sierra Leone 200.84 205.46 207.15 203.73 
Singapore 2753.84 2948.29 3085.08 3369.44 
Somalia 184.88 183.98 182.40 180.74 
South Africa 1446.97 1471.67 1634.68 1664.96 
Spain 3255.94 3243.76 3252.46 3216.88 
Sri Lanka 165.16 172.08 181.06 186.23 
Sudan 302.69 275.46 264.78 268.23 
Sweden 8161. 08 8488.11 8603.97 8535.20 
Switzerland 9365.74 9615.41 10202.93 10368.82 
Syria 869.38 875.05 933.45 970.48 
Tanzania 187.78 188.24 185.25 176.91 
Thailand 430.34 441.34 455.17 471. 58 
Togo 244.54 227.91 216.53 214.59 
Trinidad y Toba g 3676.97 3630.09 3521. 52 3588.19 
Tunisia 732.53 766.71 795.97 834.08 
Turkey 835.66 809.58 790.38 803.61 
Uganda 171.23 146.21 137.64 141.78 
United Kingdom 5771. 67 5895.83 5800.97 5681.27 
United states 8018.36 8187.37 8092.01 8198.96 
Uruguay 1657.49 1759.74 1842.89 1800.99 
Venezuela 2216.11 2160.41 2085.07 2059.64 
Yemen, N (Arab) 277.81 288.67 296.21 293.33 
Yemen, S (PDR) 267.53 289.88 291. 74 292.82 
Yugoslavia 1667.45 1709.64 1726.90 1726.27 
Zaire 126.69 123.89 120.67 116.87 
Zambia 391.85 353.05 352.77 351.90 
Zimbabwe 505.92 489.08 562.73 577.34 



COUNTRY 

Algeria 
Angola 
Argentina 
Australia 
Austria 
Bangladesh 
Barbados 
Belgium 
Benin 
Bolivia 
Botswana 
Brazi 1 
Burkina Faso 
Burma 
Burundi 
C African Rep 
Cameroon 
Canada 
Chad 
Chile 
China 
Colombia 
Congo 
Costa Rica 
Cote D'Ivoire 
Cyprus 
Denmark 
Dominican Rep 
Ecuador 
Egypt 
El Salvador 
Ethiopia 
Finland 
France 
Gabon 
Gambia 
Germany, West 
Ghana 
Greece 
Guatemala 

Gross National Product per capita 
(Base 1974-76) 

1982 

1335.42 
565.84 

1517.63 
6855.28 
5960.53 

84.94 
1791.29 
6469.53 
183.93 
341.81 
546.05 

1392.45 
127.09 
113.55 
168.60 
183.93 
517.31 

6859.75 
47.26 

1334.52 
175.07 
856.18 
710.82 
753.03 
689.10 

2301.06 
7545.02 

797.67 
734.26 
407.46 
444.12 
86.86 

6528.93 
7093.49 
1911. 70 

217.78 
7487.54 

210.75 
2581.62 

686.04 

1983 

1243.12 

1511.54 
6777.95 
6100.31 

79.39 
1706.58 
6464.12 
182.19 
331.64 
575.96 

1423.38 
119.11 
101. 57 
121.61 
156.68 
490.19 

7018.28 

1289.81 
191.22 
845.90 
695.15 
775.88 
717.65 

2337.15 
7737.05 

796.37 
692.85 
398.08 
436.75 
95.62 

6671. 38 
6705.32 
1848.29 

201. 93 
7653.51 

203.22 
2545.40 

640.00 

1984 

1258.33 

1530.38 
7169.38 
6224.24 

80.97 
1770.59 
6593.40 
180.02 
322.25 
668.12 

1444.48 
114.45 
104.27 
121. 74 
166.29 
512.59 

7171.80 

1079.32 
216.67 
854.78 
727.99 
879.40 
661.17 

2473.58 
7970.86 

790.66 
691 .13 
421. 87 
444.33 
55.66 

6828.06 
6749.09 
1968.69 

182.00 
7943.15 
159.33 

2576.96 
619.06 

1985 

1294.96 

1439.99 
7385.11 
6411.64 

81. 71 
1763.77 
6680.80 
187.74 
304.28 
666.22 

1164.59 
108.90 
107.03 
122.91 
166.65 
534.42 

7391. 00 

1105.84 
240.46 
855.67 
681.31 
864.63 
673.44 

2261.55 
8190.49 

761.24 
713.35 
418.32 
451. 58 
51. 05 

7518.61 
6795.57 
2059.53 
160.00 

8123.76 
162.45 

2625.33 
593.64 

311 

1986 

1301. 76 

1358.39 
7357.11 
6470.94 

90.54 
1795.23 
6731. 33 
157.25 
326.41 
724.20 

1253.64 
89.56 

124.77 
143.14 
243.96 
560.41 

7565.71 

1120.36 
212.57 
934.05 
792.47 
891. 45 
706.71 

2304.03 
8174.64 

507.78 
705.06 
424.23 
443.77 
55.07 

8344.42 
7066.67 
2414.59 
164.69 

8317.18 
163.70 

2635.63 
577.00 
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1982 1983 1984 1985 1986 

Guinea 179.46 
Guyana 401.65 354.26 284.04 274.97 261.01 
Haiti 183.50 182.53 180.82 178.07 176.32 
Honduras 400.82 395.26 392.52 390.68 389.96 
Hong Kong 3211. 26 3338.96 3620.74 3560.87 4099.34 
Hungary 1339.76 1380.99 1408.25 1396.96 1506.14 
Iceland 7404.52 7058.95 7327.51 7641.57 7989.04 
India 153.53 162.18 164.83 173.99 170.38 
Indonesia 351.90 353.68 364.39 361.85 383.47 
Ireland 3104.48 2978.29 3006.87 3015.67 3013.24 
Israel 3100.52 3105.78 3122.44 3142.93 3186.42 
Italy 4157.62 4123.26 4251.31 4337.03 4729.03 
Jamaica 813.52 828.87 766.17 716.26 669.95 
Japan 6002.04 6154.71 6426.70 6684.21 6813.01 
Jordan 1271.68 1233.10 1196.48 1115.29 1127.52 
Kenya 238.22 239.38 230.55 229.21 201.27 
Korea, South 1058.56 1165.10 1244.32 1297.94 1446.34 
Kuwait 11952.99 11101.59 10804.30 9333.66 8572.31 
Lesotho 318.05 277.84 289.40 305.59 297.08 
Liberia 304.64 267.07 252.57 243.37 289.89 
Libya 5157.10 5864.68 5468.16 5164.16 5296.63 
Luxembourg 8767.40 9797.69 10117.34 10458.37 10565.37 
Madagascar 196.07 158.87 154.44 153.15 176.06 
Malawi 128.37 129.63 132.02 133.62 128.09 
Malaysia 1105.89 1125.64 1178.64 1121. 85 1104.45 
Mali 106.65 122.51 118.33 113.58 106.21 
Malta 2218.35 2153.08 2179.23 2128.57 2357.78 
Mauritania 281.01 235.51 219.59 219.24 224.08 
Mauri tius 747.86 937.99 956.54 1024.75 1088.80 
Mexico 1368.12 1253.90 1273.00 1310.58 1223.13 
Morocco 491.12 497.71 497.59 462.54 488.46 
Mozambique 226.72 
Nepal 101.99 101. 62 
Netherlands 6600.45 6691.92 6801. 72 6914.62 6957.95 
New Zealand 4625.11 4525.37 4725.00 4784.37 4907.97 
Nicaragua 544.45 569.62 510.59 469.06 492.80 
Niger 184.57 211.62 174.44 178.68 204.83 
Nigeria 526.25 467.00 426.11 399.49 365.00 
Norway 8591.13 8975.65 9495.14 10087.78 10486.44 
Pakistan 229.72 243.79 245.87 254.07 264.09 
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Gross National Product per capita 
(Base 1974-76) 

COUNTRY 1982 1983 1984 1985 1986 

Panama 1275.26 1292.05 1227.41 1271. 51 1435.72 
Papua N. Guinea 492.78 481.39 498.06 465.68 435.40 
Paraguay 947.95 886.10 877.82 883.02 856.84 
Peru 755.91 642.58 661. 31 653.59 593.20 
Philippines 492.85 486.21 440.74 412.01 415.61 
Poland 990.33 1044.21 1097.41 1131.07 1466.76 
Portugal 1497.31 1546.33 1482.67 1533.67 1598.41 
Romania 1541.51 1603.00 1712.20 
Rwanda 157.75 172.50 157.30 163.58 174.44 
Saudi Arabia 9699.83 8155.17 7309.14 6680.69 5911.67 
Senegal 293.14 286.47 263.64 266.24 280.05 
Sierra Leone 199.26 215.49 211.88 207.45 247.63 
Singapore 3555.94 3986.56 4384.85 4306.49 4341.38 
Somalia 177.54 168.35 
South Africa 1606.84 1539.01 1576.45 1502.50 1514.38 
Spain 3210.50 3275.58 3322.38 3490.21 3713.48 
Sri Lanka 193.26 196.86 197.69 167.66 220.48 
Sudan 277.17 188.59 169.60 146.12 153.80 
Sweden 8522.15 8705.65 9029.61 9215.49 8942.54 
Switzerland 10153.91 10233.96 10548.95 10956.68 11121.10 
Syria 991.57 815.91 760.23 738.03 788.26 
Tanzania 171. 80 165.95 164.93 124.09 190.66 
Thailand 481.16 501.90 516.86 522.10 530.29 
Togo 207.56 174.96 173.28 174.43 177.04 
Trinidad y Toba 3871.12 3998.98 3381.98 3126.56 2952.23 
Tunisia 822.58 846.59 756.13 772.53 743.40 
Turkey 803.61 813.74 727.08 746.54 784.69 
Uganda 144.97 118.71 
United Kingdom 5743.39 5834.98 5923.09 6211.81 6233.73 
United states 7979.94 8188.21 8635.35 8777.53 8912.58 
Uruguay 1596.63 1441.09 1387.88 1379.26 1510.00 
Venezuela 1945.97 1766.67 1706.60 1643.25 1698.79 
Yemen, N (Arab) 299.27 87.41 82.67 240.47 234.51 
Yemen, S (PDR) 293.97 285.12 
Yugoslavia 1708.39 1685.62 1698.66 1703.63 1762.27 
Zaire 112.40 111.79 100.71 110.80 110.66 
Zambia 351. 90 318.97 300.56 291. 55 278.58 
Zimbabwe 564.57 559.39 401. 87 427.95 503.88 

---------- ---- ---
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APPENDIX B 

GROWTH RATES 

The growth rates utilized in this study were calcu-

. lated by the least squares method described in the World 

Development Report, 1988. Two alternative methods of 

producing growth rates are compared with the actual perfor

mance of rich, middle-income, and poor groups as defined in 

Chapter 3. This comparison is accomplished by projecting 

the annual GNP/pc of each country using the three growth 

formulas, aggregating them into the three income groups 

then comparing the mean GNP/pc of each group with the 

actual mean GNP/pc. Also, the three estimates of GNP/pc 

are compared with the actual GNP/pc four countries at 

different levels of growth in 1950: the United states 

($4448.88), Algeria ($650.73), Mexico $491.36, and Egypt 

($161.15). 

The three formulas for growth include two least 

squares formulas and a percentage change equation. Least 

square growth rates are found by fitting a least squares 

trend line to the log of the gross national product per 

capita. This takes the equation form of Xt=a+bt+et. Where 

x equals the log of the GNP/pc for Country A throughout the 

specified period (a year's GNP/pc becomes a case), t repre

sents time, and b is the parameter to be estimated. The 

growth rate, r, is the [antilog (b)]-l. For further 
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discussion of this method and other methods of arriving at 

growth rates or rates of change, see Robert W. Jackman's, 

"A Note on the Measurement of Growth Rates in Cross

National Research" (1980). 

The difference between the two least squares formulas 

concern the logging of the GNP/pc. The first utilizes the 

log base 10, while the second formula uses the natural log 

of the GNP/pc. The base of the log base 10 is 10 and the 

base of the natural log is 2.718281829. Finding the anti

log involves solving an equation where the b coefficient 

from the regression equation shown above becomes the expo

nent and the base is defined according to the type of log 

utilized. Both of the log formulas produce the same 

results meaning that it makes no difference whether the log 

base 10 or the natural log is employed. 

The primary difficulty associated with this approach 

is that it is data intensive. Annual GNP/pes for the 

entire period under examination are required for every 

country. Since the two log formulas above result in the 

same growth rates and estimated GNP/pes a shortcut method 

was also tested. A regression equation only requires three 

data points to be solved, so the growth rate for the short

cut reported below (1950-86) employ the log (base 10) of 

the GNP/pc for 1950, 1965, and 1986. 
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The last formula measures the percentage change 

between the first year and last year of the period defined. 

This is even less data intensive than the shortcut method 

in that it only requires the first and last year of data 

for the chosen time period. The formula for the 37 year 

time period (1950-86) is: 

«tl-tO )/to )/37 

where tl is the GNP/pc for the last year of the time period 

and to is the first year. The weakness of this method is 

that it does not take into account the ups and downs of the 

interim years which could result in overestimating the 

level of development. 

The GNP/pc for 1950 and the growth rate from the 

formulas described above were used to estimate the annual 

GNP/pc for each country for the years 1950 to 1986. Then a 

mean GNP/pc for the Rich, Middle-Income, and Poor was 

calculated from each group of estimates and compared. The 

results of the computations for the Rich countries are 

displayed in Figure 8. 

The dark line in Figure 8 is the actual GNP/pc for the 

Rich countries and the others show the estimated GNP/pc of 

the percentage change, log (base 10), and the shortcut to 

the logged formulas. Again, there was no difference 

between employing the natural log or the log base 10. The 

dashed line represents the GNP/pes estimated by the 

----------_ .. __ . _._-



Figure 8. Core GNP/po and Estimates 
Based on 3 Growth FormulaS 
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percentage change formula. It confirms the criticism that 

the percentage change formula is a poor estimator of 

growth. However, if the time period is relatively brief, 

such as ten years, then the distortion is relatively small. 

Thus, if data is limited such that only two years are 

available and the time period under examination is brief, 

then the percentage change formula will not distort the 

projections too much. The longer the time period, though, 

the more distortion introduced by this approach. 

The other two lines in the figure can hardly be dis

tinguished from the actual GNP/pc. This suggests that both 

of the logged formulas are far superior to the percentage 

change formula. Since the shortcut technique only requires 

three years of data, one more than the percentage change 

method, it should be adopted more readily than the per

centage change method. 

Figures 9 and 10 illustrate the results of the growth 

formulas for the Middle-Income countries and Poor countries 

respectively. These figures provide further confirmation 

that the percentage change formula should be the least 

preferred method. The only difference between the last two 

figures and the first is that for the Middle-Income and 

Poor countries, the log base 10 (or natural log) formula 

utilizing annual GNP/pcs is slightly better than the 



Figure 9, Mlddle-lnoome GNP/po and 
Estimates Based on 3 Growth Formulas 
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shortcut version. still the percentage change formula 

overestimates the actual level of growth. 

321 

It would take far too much space to present the esti

mates for each country across 37 years, so four countries 

were chosen at differing levels of growth: the United 

states, Algeria, Mexico, and Egypt. The United states, 

with a GNP/pc of $4448.88 in 1950, represents the Rich; 

Algeria from the Middle-Income group had a GNP/pc of 

$650.73 in 1950; from the Poor group Mexico with a GNP/pc 

of $491.36 was chosen; finally, from among the poorer of 

the Poor group Egypt with a 1950 GNP/pc of $161.15 was 

chosen. These countries only provide an example of the 

estimates and are not to be construed as a representative 

sample. 

The data for these four countries are presented in 

Tables 23 through 26. The first column of each table 

provides the actual GNP/pc, then the estimates for the log 

base 10 formula, the shortcut formula, and the percentage 

change formula. The row above the 1950 estimates provide 

the growth rate (percentage change) found for the pertinent 

country for the period 1950-86. 

In every case the regression formulas provide better 

estimates than the percentage change formula. For all four 

countries the log base 10 and shortcut estimates hovers 

much closer to the actual GNP/pc than the percentage change 

--------------- ---
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Table 23. Comparison of 3 Growth Formulas 
with the actual Growth Performance 

of the United states 

Estimates of GNP/pc Based on: 

Log Log Base % Change 
Year GNP/pc Base 10 10 (Short) 

Growth Rate .020 .019 .027 

1950 4448.88 4448.88 4448.88 4448.88 
1951 4515.59 4538.53 4535.35 4569.52 
1952 4582.82 4629.99 4623.51 4693.43 
1953 4653.56 4723.29 4713.37 4820.70 
1954 4720.28 4818.47 4804.99 4951. 43 
1955 5008.79 4915.57 4898.38 5085.70 
1956 5080.13 5014.62 4993.59 5223.61 
1957 5150.73 5115.67 5090.65 5365.25 
1958 5229.36 5218.76 5189.60 5510.74 
1959 5309.15 5323.93 5290.47 5660.18 
1960 5157.01 5431.21 5393.30 5813.67 
1961 5235.57 5540.66 5498.13 5971.32 
1962 5412.56 5652.31 5605.00 6133.24 
1963 5552.43 5766.21 5713.95 6299.56 
1964 5766.31 5882.41 5825.01 6470.38 
1965 6040.08 6000.95 5938.23 6645.84 
1966 6312.56 6121.87 6053.65 6826.06 
1967 6417.12 6245.24 6171.32 7011.16 
1968 6611. 53 6371.09 6291.27 7201.28 
1969 6729.90 6499.47 6413.55 7396.56 
1970 6633.58 6630.45 6538.22 7597.13 
1971 6758.06 6764.06 6665.30 7803.15 
1972 7052.43 6900.36 6794.85 8014.74 
1973 7391.83 7039.42 6926.93 8232.08 
1974 7288.88 7181. 27 7061.57 8455.31 
1975 7148.46 7325.98 7198.82 8684.59 
1976 7432.60 7473.61 7338.75 8920.09 
1977 7753.74 7624.21 7481. 39 9161. 98 
1978 8018.36 7777.85 7626.81 9410.43 
1979 8187.37 7934.59 7775.05 9665.61 
1980 8092.01 8094.48 7926.17 9927.72 
1981 8198.96 8257.59 8080.24 10196.93 
1982 7979.94 8424.00 8237.29 10473.44 
198.3 8188.21 8593.75 8397.40 10757.45 
1984 8635.35 8766.93 8560.62 11049.16 
1985 8777.53 8943.59 8727.02 11348.78 
1986 8912.58 9123.82 8896.64 11656.52 

... - -.--.-- .. _--
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Table 24. Comparison of 3 Growth Formulas 
with the actual Growth Performance 

of Algeria 

Estimates of GNP/pc Based on: 

Log Log Base % Change 
Year GNP/pc Base 10 10 (Short) 

Growth Rate .022 .020 .027 

1950 650.73 650.73 650.73 650.73 
1951 675.14 664.80 663.57 668.32 
1952 698.99 679.17 676.66 686.39 
1953 720.93 693.86 690.01 704.95 
1954 757.45 708.86 703.62 724.02 
1955 712.64 724.19 717.51 743.59 
1956 740.24 739.85 731.66 763.70 
1957 765.75 755.84 746.10 784.35 
1958 793.32 772.19 760.82 805.56 
1959 821.48 788.88 775.83 827.34 
1960 931.22 805.94 791.14 849.71 
1961 841.00 823.36 806.75 872.69 
1962 650.11 841.17 822.66 896.28 
1963 805.84 859.36 838.89 920.52 
1964 809.03 877.94 855.45 945.41 
1965 793.38 896.92 872.32 970.97 
1966 753.68 916.31 889.53 997.23 
1967 814.91 936.13 907.09 1024.19 
1968 904.14 956.37 924.98 1051.89 
1969 975.25 977.04 943.23 1080.33 
1970 1000.54 998.17 961. 84 1109.54 
1971 931.07 1019.75 980.82 1139.54 
1972 1137.20 1041.80 1000.17 1170.36 
1973 1124.34 1064.33 1019.90 1202.00 
1974 1127.09 1087.34 1040.03 1234.50 
1975 1122.42 1110.85 1060.55 1267.89 
1976 1175.65 1134.87 1081. 47 1302.17 
1977 1216.90 1159.41 1102.81 1337.38 
1978 1310.88 1184.48 1124.57 1373.54 
1979 1312.80 1210.09 1146.76 1410.68 
1980 1325.26 1236.25 1169.38 1448.83 
1981 1343.35 1262.98 1192.45 1488.00 
1982 1335.42 1290.29 1215.98 1528.24 
1983 1243.12 1318.19 1239.97 1569.56 
1984 1258.33 1346.69 1264.44 1612.00 
1985 1294.96 1375.81 1289.38 1655.59 
1986 1301.76 1405.56 1314.82 1700.35 

-- -- ... --------------.-- -~ 
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Table 25. Comparison of 3 Growth Formulas 
with the actual Growth Performance 

of Mexico 

Estimates of GNP/pc Based on: 

Log Log Base % Change 
Year GNP/pc Base 10 10 (Short) 

Growth Rate .033 .025 .040 

1950 491. 36 491.36 491.36 491.36 
1951 525.83 507.66 503.82 511.14 
1952 539.64 524.49 516.59 531. 71 
1953 553.52 541. 89 529.68 553.11 
1954 567.10 559.86 543.11 575.38 
1955 559.29 578.43 556.88 598.54 
1956 304.42 597.62 571.00 622.63 
1957 607.43 617.44 585.47 647.69 
1958 621.30 637.92 600.32 673.76 
1959 634.87 659.08 615.54 700.88 
1960 632.34 680.94 631.14 729.09 
1961 645.62 703.52 647.14 758.43 
1962 679.28 726.86 663.55 788.96 
1963 708.91 750.97 680.37 820.72 
1964 766.83 775.87 697.62 853.75 
1965 792.02 801.61 715.30 888.12 
1966 817.88 828.20 733.44 923.87 
1967 841.11 855.67 752.03 961. 05 
1968 879.45 884.05 771.09 999.74 
1969 906.72 913.37 790.64 1039.98 
1970 991. 26 943.66 810.69 1081. 84 
1971 999.11 974.96 831.24 1125.38 
1972 1049.24 1007.30 852.31 1170.68 
1973 1099.76 1040.71 873.92 1217.80 
1974 1127.22 1075.23 896.07 1266.82 
1975 1152.65 1110.89 918.79 1317.81 
1976 1162.63 1147.73 942.08 1370.85 
1977 1170.77 1185.80 965.97 1426.03 
1978 1231.32 1225.13 990.45 1483.43 
1979 1301.22 1265.77 1015.56 1543.13 
1980 1362.27 1307.75 1041.31 1605.25 
1981 1416.34 1351.13 1067.71 1669.86 
1982 1368.12 1395.94 1094.78 1737.07 
1983 1253.90 1442.24 1122.53 1806.99 
1984 1273.00 1490.08 1150.99 1879.72 
1985 1310.58 1539.50 1180.17 1955.39 
1986 1223.13 1590.56 1210.09 2034.09 

----------.. _. --
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Table 26. Comparison of 3 Growth Formulas 
with the actual Growth Performance 

of Egypt 

Estimates of GNP/pc Based on: 

Log Log Base % Change 
Year GNP/pc Base 10 10 (Short) 

Growth Rate .029 .027 .044 

1950 161.15 161.15 161.15 161.15 
1951 163.79 165.91 165.58 168.26 
1952 166.40 170.80 170.14 175.69 
1953 169.14 175.84 174.81 183.44 
1954 171.10 181. 02 179.62 191. 53 
1955 166.74 186.36 184.55 199.98 
1956 169.46 191.86 189.63 208.81 
1957 172.17 197.52 194.84 218.02 
1958 174.95 203.34 200.20 227.64 
1959 177.79 209.34 205.70 237.68 
1960 189.25 215.51 211.35 248.17 
1961 180.12 221.87 217.16 259.12 
1962 187.80 228.41 223.13 270.55 
1963 198.54 235.15 229.27 282.49 
1964 209.02 242.08 235.57 294.95 
1965 223.66 249.22 242.05 307.97 
1966 219.74 256.58 248.70 321.55 
1967 216.59 264.14 255.54 335.74 
1968 216.99 271. 93 262.56 350.55 
1969 225.95 279.95 269.78 366.02 
1970 232.32 288.21 277.19 382.17 
1971 233.93 296.71 284.81 399.03 
1972 237.51 305.46 292.64 416.64 
1973 235.04 314.47 300.69 435.02 
1974 236.79 323.74 308.95 454.21 
1975 253.50 333.29 317.44 474.25 
1976 295.28 343.12 326.17 495.18 
1977 325.48 353.24 335.14 517.02 
1978 349.60 363.66 344.35 539.84 
1979 348.34 374.39 353.82 563.65 
1980 373.74 385.43 363.54 588.52 
1981 381.91 396.79 373.53 614.49 
1982 407.46 408.50 383.80 641.60 
1983 398.08 420.54 394.35 669.91 
1984 421.87 432.95 405.19 699.47 
1985 418.32 445.72 416.33 730.33 
1986 424.23 458.86 427.78 762.55 

~------------.-.---
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formula. In fact, for these four countries the shortcut 

method is superior to the formula utilizing annual GNP/pes. 

Nevertheless, the shortcut method should only be used when 

annual data is lacking because the choice of the mid-period 

year can substantially change the results if the mid-term 

year is unusual in any way. For example, if the period 

under examination were 1970 to 1980 and the middle year 

chosen was 1975, the results would be skewed by unusual 

declines in GNP/pc due to the oil situation. Adding as 

many years' data as possible, evenly scattered throughout 

the pertinent period, would be adviseab1e. 

Below are listed the growth rates by country for each 

of these formulas for the 1950 to 1986 period. Then the 

following growth rates for various periods only give the 

results of the (least square growth rates formula) log base 

10 method. 

---------- ----
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Growth Rate Period 

Log Base 10 shortcut % Change 
COUNTRY 1950-86 1950-86 1950-86 

Algeria 0.022 0.020 0.027 
Argentina 0.014 0.006 0.007 
Australia 0.022 0.019 0.027 
Austria 0.041 0.040 0.086 
Bangladesh 0.010 0.017 0.024 
Barbados 0.044 0.038 0.079 
Belgium 0.031 0.025 0.040 
Benin 0.007 0.005 0.006 
Bolivia 0.017 0.014 0.019 
Botswana 0.057 0.055 0.151 
Brazi I 0.039 0.031 0.055 
Burkina Faso 0.010 0.003 0.004 
Burma 0.019 0.024 0.038 
Burundi 0.012 0.010 0.012 
C African Rep 0.055 -0.036 -0.021 
Cameroon 0.020 0.026 0.039 
Canada 0.027 0.024 0.036 
Chile 0.014 0.007 0.009 
Colombia 0.022 0.023 0.033 
Congo 0.013 0.019 0.025 
Costa Rica 0.032 0.037 0.080 
Cote D'Ivoire 0.025 0.033 0.065 
Cyprus 0.051 0.043 0.097 
Denmark 0.028 0.025 0.038 
Dominican Rep 0.024 0.011 0.013 
Egypt 0.029 0.027 0.044 
EI Salvador 0.012 0.007 0.009 
Ethiopia 0.010 0.000 0.001 
Finland 0.036 0.039 0.079 
France 0.035 0.031 0.054 
Gabon 0.016 0.033 0.065 
Gambia 0.016 0.013 0.018 
Germany, West 0.039 0.040 0.089 
Ghana 0.011 -0.019 -0.013 
Greece 0.051 0.043 0.100 
Guatemala 0.018 0.010 0.012 
Guyana 0.006 -0.007 -0.005 
Haiti 0.001 -0.002 -0.002 
Honduras 0.009 0.007 0.008 
Hong Kong 0.063 0.061 0.200 
Hungary 0.043 0.044 0.100 

-------------- ---
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Growth Rate Period 

Log Base 10 Shortcut % Change 
COUNTRY 1950-86 1950-86 1950-86 

Iceland 0.023 0.022 0.032 
India 0.016 0.017 0.023 
Indonesia 0.030 0.030 0.050 
Ireland 0.026 0.021 0.031 
Israel 0.041 0.036 0.073 
Italy 0.039 0.038 0.079 
Jamaica 0.015 0.012 0.017 
Japan 0.062 0.055 0.158 
Kenya 0.019 0.012 0.015 
Korea, South 0.052 0.052 0.137 
Kuwait 0.022 -0.028 -0.017 
Lesotho 0.056 0.052 0.145 
Liberia 0.003 -0.012 -0.010 
Libya 0.074 0.056 0.191 
Luxembourg 0.036 0.040 0.083 
Madagascar 0.012 -0.016 -0.012 
Malawi 0.021 0.019 0.025 
Malaysia 0.041 0.043 0.100 
Mali 0.014 0.014 0.018 
Malta 0.058 0.051 0.127 
Mauritania 0.023 0.026 0.048 
Mauritius 0.015 0.017 0.021 
Mexico 0.033 0.025 0.040 
Morocco 0.012 0.009 0.010 
Netherlands 0.028 0.025 0.040 
New Zealand 0.012 0.009 0.010 
Nicaragua 0.010 0.007 0.010 
Niger 0.003 0.014 0.020 
Nigeria 0.011 0.004 0.004 
Norway 0.033 0.033 0.059 
Pakistan 0.054 0.053 0.159 
Panama 0.033 0.031 0.055 
Papua N. Guinea 0.028 0.027 0.047 
Paraguay 0.026 0.020 0.028 
Peru 0.013 0.007 0.009 
Philippines 0.024 0.019 0.028 
Portugal 0.044 0.039 0.080 
Rwanda 0.004 0.006 0.005 
Saudi Arabia 0.082 0.078 0.424 
Senegal 0.003 0.000 0.001 

----------. __ .. -_.-
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Growth Rate Period 

Log Base 10 Short.cut % Change 
COUNTRY 1950-86 1950-86 1950-86 

Singapore 0.053 0.045 0.096 
Somalia -0.009 -0.008 
South Africa 0.016 0.013 0.016 
Spain 0.041 0.041 0.093 
Sri Lanka 0.020 0.023 0.033 
Sudan 0.000 -0.005 -0.004 
Sweden 0.026 0.023 0.035 
Swi tzerl and 0.022 0.023 0.035 
Syria 0.023 0.017 0.021 
Tanzania 0.018 0.021 0.032 
Thailand 0.038 0.037 0.071 
Togo 0.022 0.019 0.028 
Trinidad & Tobago 0.037 0.041 0.097 
Tunisia 0.037 0.033 0.062 
Turkey 0.028 0.025 0.040 
Uganda -0.010 -0.008 
United Kingdom 0.019 0.018 0.025 
United states 0.020 0.019 0.027 
Uruguay 0.012 0.010 0.012 
Venezuela 0.020 0.017 0.024 
Yugoslavia 0.046 0.040 0.084 
Zaire 0.008 -0.002 -0.001 
Zambia 0.009 0.007 0.010 
Zimbabwe 0.005 0.005 0.006 
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Growth Rate Period 

COUNTRY 1950-73 1965-73 1976-86 1950-60 

Afghanistan -0.012 -0.022 
Algeria 0.022 0.051 0.005 0.036 
Angola 0.014 -0.028 
Argentina 0.024 0.034 -0.028 0.008 
Australia 0.027 0.035 0.011 0.016 
Austria 0.048 0.045 0.021 0.058 
Bangladesh -0.024 0.012 
Barbados 0.057 0.070 0.005 0.049 
Belgium 0.034 0.048 0.008 0.016 
Benin -0.004 -0.001 
Bolivia 0.014 -0.036 
Botswana 0.102 0.043 
Brazi 1 0.038 0.070 -0.003 0.036 
Burkina Faso 0.007 -0.020 
Burma 0.016 0.008 0.027 0.043 
Burundi 0.036 -0.025 
C African Rep 0.010 -0.017 
Cameroon 0.017 0.023 0.051 0.009 
Canada 0.031 0.037 0.007 0.019 
Chad -0.011 
Chile 0.032 0.018 -0.022 0.018 
Colombia 0.020 0.037 0.016 0.016 
Congo 0.021 0.049 
Costa Rica 0.040 -0.014 
Cote D'Ivoire 0.024 -0.001 
Cyprus 0.055 0.091 0.034 0.031 
Denmark 0.033 0.038 0.015 0.025 
Dominican Rep 0.026 0.053 -0.019 0.030 
Ecuador 0.035 -0.008 
Egypt 0.019 0.011 0.035 0.016 
El Salvador 0.025 0.014 -0.044 0.015 
Ethiopia 0.019 0.016 -0.043 0.017 
Finland 0.040 0.047 0.037 0.039 
France 0.042 0.046 0.006 0.036 
Gabon -0.050 -0.013 
Gambia 0.014 -0.048 
Germany, West 0.048 0.040 0.019 0.076 
Ghana 0.001 0.010 -0.057 -0.004 
Greece 0.065 0.071 0.007 0.051 
Guatemala 0.023 0.028 -0.020 0.008 
Guinea -0.003 -0.038 
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Growth Rate Period 

COUNTRY 1950-73 1965-73 1976-86 1950-60 

Guyana 0.014 0.015 -0.068 0.001 
Haiti 0.004 -0.001 
Honduras 0.015 0.016 -0.006 0.009 
Hong Kong 0.062 0.063 0.061 0.042 
Hungary 0.058 0.021 
Iceland 0.023 0.032 0.010 0.008 
India 0.015 0.017 0.021 0.020 
Indonesia 0.021 0.057 0.033 0.019 
Iran 0.089 
Iraq 0.042 0.020 0.068 
Ireland 0.032 0.043 -0.003 0.023 
Israel 0.059 0.061 -0.009 0.059 
Italy 0.048 0.052 0.021 0.050 
Jamaica 0.039 0.042 -0.029 0.063 
Japan 0.078 0.084 0.033 0.050 
Jordan 0.022 
Kenya 0.023 0.053 -0.006 0.015 
Korea, South 0.044 0.076 0.046 0.029 
Kuwait -0.045 -0.044 
Lesotho 0.059 0.008 
Liberia 0.046 -0.037 
Libya 0.030 -0.040 
Luxembourg 0.055 0.027 
Madagascar 0.014 -0.047 
Malawi 0.031 0.004 
Malaysia 0.038 0.030 
Mali 0.003 0.010 
Malta 0.043 0.075 0.032 0.028 
Mauritania 0.002 -0.026 
Mauritius -0.005 0.008 0.042 -0.029 
Mexico 0.037 0.043 0.007 0.026 
Morocco 0.008 0.033 -0.006 -0.006 
Mozambique 0.049 -0.079 
Nepal 0.005 -0.002 -0.008 0.010 
Netherl ands 0.035 0.042 0.004 0.034 
New Zealand 0.015 0.024 0.001 0.002 
Nicaragua 0.035 0.004 -0.050 0.031 
Niger -0.040 0.017 
Nigeria 0.018 0.064 -0.060 0.016 
Norway 0.032 0.034 0.032 0.026 
Pakistan 0.025 0.035 



332 

Growth Rate Period 

COUNTRY 1950-73 1965-73 1976-86 1950-60 

Panama 0.040 0.047 0.026 0.022 
Papua N. Guinea 0.041 -0.014 
Paraguay 0.015 0.022 0.021 0.002 
Peru 0.023 0.008 -0.024 0.028 
Philippines 0.024 0.023 -0.003 0.032 
Portugal 0.059 0.075 0.017 0.038 
Rwanda -0.005 0.034 0.022 -0.015 
Saudi Arabia 0.065 -0.034 
Senegal -0.006 -0.026 
Sierra Leone 0.019 0.010 
Singapore 0.105 0.068 
Somalia 0.006 -0.009 
South Af ri ca 0.024 0.023 0.003 0.007 
Spain 0.053 0.011 
Sri Lanka 0.016 0.024 0.028 0.014 
Sudan 0.002 -0.018 -0.070 0.034 
Sweden 0.032 0.029 0.011 0.028 
Switzerland 0.031 0.033 0.019 0.032 
Syria 0.013 0.028 -0.013 0.006 
Taiwan 0.078 0.040 
Tanzania 0.029 0.026 -0.021 0.037 
Thailand 0.039 0.046 0.032 0.029 
Togo 0.029 -0.032 
Trinidad & Tobago 0.026 -0.006 
Tunisia 0.056 0.010 
Turkey 0.034 0.042 -0.009 0.034 
Uganda 0.013 0.013 -0.045 0.004 
United Kingdom 0.022 0.022 0.010 0.020 
United states 0.023 0.021 0.015 0.015 
Uruguay 0.013 0.019 -0.016 0.007 
Venezuela 0.030 0.024 -0.033 0.042 
Yemen, N (Arab) -0.061 
Yemen, S (PDR) 0.022 
Yugoslavia 0.050 0.051 0.013 0.044 
Zaire 0.012 0.014 -0.026 0.004 
Zambia 0.032 -0.004 -0.040 0.061 
Zimbabwe 0.035 -0.022 

.. . .... _----_._-------
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Growth Rate Period 

COUNTRY 1960-69 1970-79 1980-86 

Afghanistan -0.002 0.020 
Algeria 0.011 0.033 -0.007 
Angola 0.037 -0.095 
Argentina 0.029 0.007 -0.003 
Australia 0.036 0.013 0.012 
Austria 0.041 0.035 0.017 
Bangladesh 0.013 0.009 0.005 
Barbados 0.058 0.030 -0.014 
Belgium 0.039 0.031 0.005 
Benin 0.009 0.011 -0.014 
Bolivia 0.043 0.023 -0.041 
Botswana 0.027 0.094 0.036 
Brazi 1 0.020 0.061 -0.028 
Burkina Faso 0.009 0.019 -0.049 
Burma 0.000 0.020 0.014 
Burundi 0.011 0.015 -0.047 
C African Rep 0.006 0.003 0.013 
Cameroon 0.029 0.027 0.028 
Canada 0.039 0.029 0.009 
Chad -0.014 -0.024 
Chile 0.042 -0.016 -0.072 
Colombia 0.016 0.036 0.007 
Congo 0.012 0.006 0.040 
Costa Rica 0.041 0.030 -0.004 
Cote D'Ivoire 0.042 0.014 -0.006 
Cyprus 0.061 0.049 0.009 
Denmark 0.036 0.018 0.022 
Dominican Rep 0.011 0.036 -0.053 
Ecuador 0.059 -0.016 
Egypt 0.024 0.055 0.022 
El Salvador 0.038 0.023 -0.026 
Ethiopia 0.023 0.004 -0.097 
Finland 0.038 0.022 0.041 
lo'rance 0.043 0.031 -0.003 
Gabon -0.005 0.055 0.033 
Gambia 0.035 0.033 -0.067 
Germany, West 0.032 0.026 0.017 
Ghana -0.007 -0.032 -0.079 
Greece 0.068 0.037 -0.001 
Guatemala 0.028 0.029 -0.046 

- - --._._-- ---------
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Growth Rate Period 

COUNTRY 1960-69 1970-79 1980-86 

Guinea 0.001 0.006 
Guyana 0.019 0.017 -0.103 
Haiti -0.013 0.017 -0.016 
Honduras 0.021 0.004 -0.018 
Hong Kong 0.076 0.070 0.050 
Hungary 0.052 0.021 
Iceland 0.030 0.031 0.006 
India 0.010 0.015 0.025 
Indonesia 0.011 0.048 0.020 
Iran 0.073 
Iraq 0.034 0.093 
Ireland 0.035 0.027 -0.014 
Israel 0.055 0.016 -0.003 
Italy 0.043 0.022 0.017 
Jamaica 0.021 -0.023 -0.030 
Japan 0.095 0.034 0.031 
Jordan 0.084 -0.011 
Kenya 0.023 0.029 -0.024 
Korea, South 0.053 0.083 0.067 
Kuwait 0.026 -0.086 
Lesotho 0.049 0.096 0.000 
Liberia 0.002 0.001 -0.041 
Libya 0.199 -0.014 
Luxembourg 0.023 0.047 0.033 
Madagascar 0.005 -0.018 -0.058 
Malawi 0.025 0.030 0.003 
Malaysia 0.038 0.050 0.010 
Mali 0.008 0.023 0.005 
Malta 0.047 0.108 0.010 
Mauritania 0.055 -0.009 -0.041 
Mauritius -0.004 0.060 0.084 
Mexico 0.043 0.029 -0.019 
Morocco 0.011 0.031 -0.008 
Mozambique 0.021 -0.065 
Nepal 0.006 0.001 
Netherlands 0.037 0.022 0.005 
New Zealand 0.018 0.006 0.010 
Nicaragua 0.056 -0.021 -0.032 
Niger -0.004 -0.012 0.004 
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Growth Rate Period 

COUNTRY 1960-69 1970-79 1980-86 

Nigeria -0.012 0.036 -0.087 
Norway 0.042 0.038 0.036 
Pakistan 0.039 0.016 0.032 
Panama 0.046 0.015 0.015 
Papua N. Guinea 0.047 0.001 -0.024 
Paraguay 0.018 0.055 -0.024 
Peru 0.024 0.003 -0.042 
Philippines 0.019 0.038 -0.033 
Portugal 0.070 0.018 0.107 
Rwanda -0.008 0.015 0.019 
Saudi Arabia 0.096 -0.092 
Senegal 0.001 0.001 -0.018 
Sierra Leone -0.012 0.023 
Singapore 0.049 0.067 0.064 
Somalia -0.016 0.009 
South Africa 0.038 0.005 -0.016 
Spain 0.061 0.030 0.021 
Sri Lanka 0.018 0.025 0,'015 
Sudan -0.007 0.039 -0.112 
Sweden 0.034 0.016 0.012 
Switzerland 0.026 0.000 0.015 
Syria 0.008 0.064 -0.046 
Taiwan 
Tanzania 0.035 0.013 -0.023 
Thai! and 0.049 0.043 -0.129 
Togo 0.057 0.012 -0.042 
Trinidad y Tobago 0.025 0.036 -0.033 
Tunisia 0.056 -0.016 
Turkey 0.036 0.036 -0.010 
Uganda 0.026 -0.036 
United Kingdom 0.025 0.020 0.015 
United states 0.033 0.022 0.018 
Uruguay 0.016 0.025 -0.044 
Venezuela 0.024 0.027 -0.042 
Yemen, N (Arab) 0.065 -0.082 
Yemen, S (PDR) 
Yugoslavia 0.051 0.052 0.001 
Zaire 0.029 -0.025 -0.017 
Zambia 0.033 -0.020 -0.043 
Zimbabwe 0.003 -0.017 -0.044 

------------- ----



336 

APPENDIX C 

MEASUREMENT OF TNC PENETRATION 

The penetration of transnational corporations into an 

economy has been measured in several different ways. 

Bornschier and Chase-Dunn (1985) follow a measurement 

procedure described in the Compendium of Data for World 

System Analysis (Balmer-Cao and Scheidegger 1979:128-131). 

The formula is: 

total stock of foreign direct investment 

total energy consumption * population 

The total stock of foreign direct investment is the total 

of investments by D.A.C. countries in foreign economies. 

Unlike the flows of FDI, stocks refer to 18 years of accum

ulated holdings by non-citizens. The stock of FDI is 

largely controlled by transnational corporations (95 per

cent), so the result of the formula is considered an indi

cator of TNC penetration. Energy consumption is measured 

in tons of coal equivalents and is used as a measure of the 

total size of the economy. Population is a proxy for the 

size of the labor force. 

The measure used in this study replicates that of 

Jackman (1982) because it is more readily interpretable. 

This measure is simply the stock of foreign direct invest

ment as a percentage of the GNP. Bornschier and Chase-Dunn 

--------------_. --
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argue that this measure is extremely skewed and requires 

either recoding or logging (1985:86). The penetration 

variable used in this study was logged and correlates with 

the above TNC penetration variable at better than .94. 

The stocks of FDI were taken from several sources, but 

the primary source was the united Nations study, Transna

tional Corporations in World Development: Third Survey 

(1983). New York: United Nations Publications. other 

sources used to fill in missing data and add earlier and 

more recent years included: Multinational Corporations in 

World Development (1973); Transnational Corporations in 

World Development: A Reexamination (1978); Transnational 

Corporations in World Development: Trends and Prospects 

(1988); Transnational Corporations and International Eco

nomic Relations: Recent Developments and Selected Issues 

(1989: U.N. Series A No. 11); Trends and Issues in Foreign 

Direct Investments and Related Flows: A Technical Paper 

(1985); Salient Features and Trends in Foreign Direct 

Investment (1983). 

------------- ---
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TNC Pentration (Logged) 

COUNTRY 1967 1968 1969 1970 1971 

Afghanistan .55 .55 .57 .58 .64 
Algeria 2.06 .95 
Angola 1. 41 1. 46 1.51 1. 54 1. 60 
Argentina 1. 90 1.87 1.80 1. 76 1.86 
Australia 1. 99 2.07 2.17 2.28 2.26 
Austria .80 .88 .94 1.15 1. 37 
Barbados 3.70 3.71 3.73 3.72 3.81 
Belgium 1. 28 .96 1. 73 
Benin 1. 68 1. 71 1. 75 1. 79 1. 76 
Bolivia 2.44 2.44 2.49 2.11 1. 69 
Botswana 1. 34 1. 95 
Brazi 1 2.01 1. 91 1. 88 1. 92 1. 47 
Burkina Faso 1. 40 1. 39 1. 39 1. 39 1. 43 
Burma .43 .39 .38 .37 .35 
Burundi 1. 53 1. 60 1. 65 1. 49 1. 47 
C African Rep 2.47 2.49 2.49 2.54 2.52 
Cameroon 2.21 2.21 2.18 2.30 2.30 
Canada 2.99 2.94 2.89 2.88 3.15 
Chad 1. 76 1. 80 1. 78 1. 79 1. 80 
Chile 2.15 2.20 2.17 1. 95 1. 83 
Colombia 2.07 2.08 2.10 2.07 2.02 
Congo 2.90 2.86 2.84 2.92 2.88 
Costa Rica 2.63 2.58 2.72 2.80 2.57 
Cote D'Ivoire 2.23 2.17 2.20 2.26 2.29 
Cyprus 2.29 2.47 2.62 2.90 1. 49 
Denmark 1. 33 1. 52 1. 61 1. 64 1. 74 
Dominican Rep 2.25 2.40 2.62 2.77 2.49 
Ecuador 1. 45 2.39 
Egypt .. 63 .76 
El Salvador 1. 78 1. 87 1. 93 1. 94 1. 82 
Ethiopia 1.33 1. 37 1. 23 1.14 1. 41 
Finland .43 .53 .56 .57 .64 
France .96 1.30 1. 29 1. 32 1. 35 
Gabon 3.16 3.82 
Gambia 1. 23 1. 28 1. 27 1. 40 1. 44 
Germany, West .81 .89 .93 .98 1. 26 
Ghana 2.47 2.48 2.38 2.55 2.55 
Greece 1. 23 1. 39 1.39 1.43 1. 46 
Guatemala 1. 85 1. 99 2.12 2.20 1. 90 
Guinea 2.68 3.03 
Guyana 4.29 3.73 
Haiti 1. 91 .i..84 1. 65 1. 61 2.08 
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TNC Pentration (Logged) 

COUNTRY 1967 1968 1969 1970 1971 

Honduras 2.97 2.97 3.02 3.01 2.95 
Hong Kong 1. 97 2.36 
India 1.13 1.17 
Indonesia .89 .83 .86 1.06 1. 52 
Iran 1. 38 1. 35 1. 32 1.19 1. 27 
Iraq 1. 31 1.17 1.06 1.02 1.13 
Ireland 2.46 2.18 2.05 2.08 2.11 
Israel 1. 05 1.00 1. 08 1. 23 .83 
Italy 1. 07 1.14 1. 22 1. 26 1. 50 
Jamaica 3.83 3.98 
Japan .15 .16 .16 .17 .18 
Jordan 1.07 1. 04 
Kenya 2.45 2.39 2.36 2.41 2.26 
Korea, South .48 .85 
Kuwait 2.10 2.08 
Lesotho .60 .85 
Liberia 4.51 4.47 4.39 4.25 4.18 
Libya 1. 87 2.28 
Madagascar 1. 76 1. 74 1. 75 1. 76 1. 76 
Malawi 2.12 2.22 2.23 2.32 2.13 
Malaysia 2.54 2.53 2.56 2.58 2.58 
Mali .96 .95 .96 .94 .88 
Malta 4.34 4.29 4.37 4.30 2.79 
Mauritania 3.50 3.80 
Mexico 1. 72 1. 74 1. 82 1. 79 1. 73 
Morocco 1. 54 1. 55 
Mozambique 1. 67 1. 53 
Nepal .30 .31 .31 .31 .34 
Netherl ands 1.03 1. 23 1. 42 1. 59 2.38 
New Zealand 1. 55 1. 51 1. 51 1. 45 1. 22 
Nicaragua 1. 77 2.01 2.08 2.21 1. 92 
Niger 1. 35 1. 37 1. 42 1. 43 1. 38 
Nigeria 1. 91 2.10 2.03 1. 98 1. 77 
Norway .72 1. 21 1. 25 1. 34 1. 43 
Pakistan 1. 61 1. 60 1. 60 1. 55 1. 74 
Panama 4.32 4.28 4.21 4.17 4.70 
Papua N. Guinea 2.88 3.38 
Paraguay 1. 44 1. 50 1. 60 1. 67 1. 47 
Peru 2.29 2.28 2.16 1. 94 2.19 
Philippines 2.03 1. 96 1. 85 1. 81 1. 97 
Portugal 1. 83 
Rwanda 1. 61 1. 60 1. 55 1. 51 1. 48 

-------------_.- --
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TNC Pentration (Logged) 

COUNTRY 1967 1968 1969 1970 1971 

Saudi Arabia 1. 65 1. 39 
Senegal 2.53 2.53 2.66 2.64 2.69 
Sierra Leone 2.70 2.74 2.64 2.56 2.50 
Singapore 2.21 2.39 
Somalia 1. 26 1. 09 
South Africa 2.34 
Spain 1.04 1.19 1. 23 1. 28 1. 33 
Sri Lanka 2.39 2.33 2.28 2.27 2.15 
Sudan .82 .79 .76 .78 .72 
Sweden .58 .70 .84 .89 .93 
Switzerland .71 .93 
Syria .81 .68 
Taiwan 1.16 
Tanzania 1. 43 1. 39 1. 38 1. 34 1. 34 
Thailand 1. 22 1. 39 1. 47 1. 51 1. 50 
Togo 2.58 2.77 
Trinidad y Tobago 3.35 3.31 3.31 3.33 3.56 
Tunisia 2.11 2.09 2.12 2.09 2.04 
Turkey .88 .85 .85 .93 .82 
Uganda 1. 31 1. 36 
united Kingdom 1. 20 1. 22 1. 26 1. 32 1. 47 
united States .58 .60 .63 .69 .69 
Uruguay 1. 01 1. 03 1.03 1. 03 1. 09 
Venezuela 3.16 3.12 3.10 2.98 2.97 
Zaire 2.87 2.87 2.83 2.88 2.85 
Zambia 3.23 2.84 
Zimbabwe 2.39 2.43 2.36 2.38 2.38 
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TNC Pentration (Logged) 

COUNTRY 1972 1973 1974 1975 1976 

Afghanistan .68 .68 .69 .67 .64 
Algeria .92 1.05 1.14 1.08 1.11 
Angola 1. 65 1. 67 1. 66 1. 20 1. 27 
Argentina 1. 87 1. 90 1. 93 1. 68 1. 78 
Australia 2.36 2.06 2.46 2.43 2.40 
Austria 1. 39 1.16 1. 26 1. 83 1. 79 
Bangladesh .80 .78 .85 .91 .84 
Barbados 3.74 3.92 4.03 3.79 3.72 
Belgium 1. 97 2.27 
Benin 1. 86 2.00 2.15 1. 93 1. 89 
Bolivia 1. 70 1. 75 1. 84 1. 79 1. 82 
Botswana 2.91 2.84 2.55 2.80 2.71 
Brazi 1 1. 51 1. 64 1. 79 1. 91 2.01 
Burkina Faso 1. 41 1. 48 1. 43 1. 42 1. 36 
Burma .35 .37 .33 1.14 1. 08 
Burundi 1. 57 1. 58 1. 59 1. 65 1. 59 
C African Rep 2.61 2.67 2.70 2.69 2.66 
Cameroon 2.35 2.42 2.40 2.55 2.65 
Canada 3.16 3.18 3.27 3.25 3.30 
Chad 1. 78 1. 94 2.01 1. 94 1. 91 
Chile 1. 79 1. 49 1. 77 1. 44 1. 43 
Colombia 1. 98 1. 93 2.03 2.07 2.07 
Congo 2.80 2.84 3.05 3.04 3.06 
Costa Rica 2.59 2.68 2.82 2.73 2.69 
Cote D'Ivoire 2.35 2.37 2.42 2.38 2.40 
Cyprus 1. 49 1. 87 2.25 2.48 2.29 
Denmark 1. 79 1. 60 2.03 2.13 2.09 
Dominican Rep 2.51 2.53 2.68 2.40 2.34 
Ecuador 2.42 2.35 2.95 2.44 2.40 
Egypt .81 .81 .77 .56 1. 02 
El Salvador 1. 80 1. 84 1.86 1. 88 1. 84 
Ethiopia 1. 43 1. 51 1.50 1. 67 1. 65 
Finland .70 .65 .71 .66 .74 
France 1. 37 1.16 1.31 1. 45 1. 47 
Gabon 3.77 3.86 3.29 3.76 3.59 
Gambia 1. 79 2.02 2.14 2.51 2.48 
Germany, West 1. 23 1. 36 1. 51 1. 55 1. 44 
Ghana 2.60 2.69 2.70 2.47 2.44 
Greece 1. 47 1. 45 1. 56 1. 49 1. 46 
Guatemala 1. 86 1. 94 1. 91 2.00 1. 98 
Guinea 3.15 3.15 3.14 3.16 3.08 
Guyana 3.88 3.80 3.91 3.86 3.91 
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TNC Pentration (Logged) 

COUNTRY 1972 1973 1974 1975 1976 

Haiti 2.16 2.18 2.30 2.32 2.25 
Honduras 2.92 2.96 3.08 3.03 3.00 
Hong Kong 2.39 2.48 2.69 2.82 2.78 
India 1.18 1. 20 1. 28 1. 35 1. 37 
Indonesia 1. 69 1.89 2.02 2.44 2.78 
Iran 1. 22 1. 21 .32 1.16 .60 
Iraq 1. 07 .98 1.02 .62 .49 
Ireland 2.10 2.36 2.24 2.38 2.46 
Israel 1. 01 1.11 1. 83 1. 92 2.04 
Italy 1. 60 1. 52 1. 35 1. 42 1. 33 
Jamaica 3.94 4.02 4.11 3.82 3.81 
Japan .19 .21 .23 .25 .27 
Jordan .98 .96 1. 07 1. 06 1. 09 
Kenya 2.26 2.39 2.46 3.12 2.86 
Korea, South 1. 03 1. 35 1. 49 1. 52 1.17 
Kuwait 2.18 2.29 2.05 1. 85 .54 
Lesotho .76 .64 .79 .73 .81 
Liberia 4.26 4.49 4.51 5.09 5.01 
Libya 2.52 2.38 2.02 1. 77 1. 40 
Madagascar 1. 81 2.16 2.25 2.35 2.37 
Malawi 2.41 2.60 2.70 2.67 2.81 
Malaysia 2.61 2.64 2.72 3.21 3.15 
Mali .93 1.03 .88 1. 03 .95 
Malta 2.84 2.86 3.10 2.98 3.00 
Mauritania 3.76 3.95 3.92 2.80 1. 99 
Mauritius 1. 59 1. 55 
Mexico 1. 73 1. 79 1. 91 2.07 2.01 
Morocco 1. 56 1. 63 1. 72 1. 55 1. 47 
Mozambique 1. 53 1. 55 1. 38 1. 52 1. 55 
Nepal .33 .33 .55 .55 .53 
Netherlands 2.34 2.28 2.41 2.58 2.56 
New Zealand 1. 34 1. 55 1. 46 1. 63 1. 82 
Nicaragua 1. 90 1. 98 1. 99 1. 77 1. 76 
Niger 1. 68 1.81 1. 33 1. 78 2.33 
Nigeria 1. 93 1. 95 1. 94 2.02 1.11 
Norway 1. 53 1. 41 1. 88 1. 95 2.07 
Pakistan 1. 67 1. 64 1. 67 1. 90 1. 87 
Panama 4.65 4.73 4.77 4.85 4.90 
Papua N. Guinea 3.51 3.67 3.79 3.88 3.99 
Paraguay 1. 46 1. 55 1. 67 1. 63 1. 67 
Peru 2.24 2.31 2.49 2.74 2.74 
Philippines 1. 97 1. 94 2.04 2.08 2.17 
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TNC Pentration (Logged) 

COUNTRY 1972 1973 1974 1975 1976 

Portugal 1. 93 1. 23 
Rwanda 1. 48 1. 59 1. 74 1. 60 1. 59 
Saudi Arabia 1.39 1. 39 .62 .83 .15 
Senegal 2.68 2.82 2.86 2.97 3.01 
Sierra Leone 2.59 2.61 2.69 2.49 2.59 
Singapore 2.55 2.66 2.82 3.53 3.23 
Somalia 1. 24 1. 34 1. 62 1. 80 1. 85 
South Africa 2.47 
Spain 1. 35 1. 36 1. 40 1.18 1. 20 
Sri Lanka 2.11 2.15 2.19 1. 40 1. 35 
Sudan .74 .82 .80 .92 .87 
Sweden .96 .91 .92 .94 .91 
switzerland 1. 46 1. 34 
Syria .60 .62 .68 .63 .63 
Taiwan 1. 51 
Tanzania 1. 29 1.40 1. 47 1. 80 1. 80 
Thailand 1. 60 1. 59 1. 58 1. 45 1.14 
Togo 2.74 2.77 3.06 2.93 2.95 
Trinidad y Tobago 3.68 3.62 3.91 3.69 3.56 
Tunisia 2.02 2.25 2.33 2.39 1. 98 
Turkey .85 .95 1.13 .96 .91 
Uganda .87 .63 .21 .29 .29 
United Kingdom 1. 51 1. 61 1. 80 1. 90 1. 90 
United States .70 .84 .96 1. 03 1. 06 
Uruguay 1.11 1.18 1. 24 1. 93 1. 92 
Venezuela 2.92 2.84 2.61 2.79 2.42 
Yemen, N (Arab) .10 .08 
Zaire 2.94 2.90 2.98 3.19 3.47 
Zambia 2.78 2.78 1. 72 2.36 2.70 
Zimbabwe 2.30 2.31 2.28 2.15 2.31 

-------------- ----
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TNC Pentration (Logged) 

COUNTRY 1977 1978 1979 1980 1981 

Afghanistan .63 .61 .63 .76 .75 
Algeria 1.01 .98 
Angola 1. 26 1. 23 
Argentina 1. 93 2.10 2.05 2.12 1.81 
Australia 2.38 2.45 2.57 2.59 2.76 
Austria 1. 79 1. 83 1. 83 2.15 1. 82 
Bangladesh .83 .79 .16 
Barbados 3.69 3.74 3.58 3.51 3.52 
Belgium 2.14 2.24 2.36 2.40 
Benin 1. 93 1. 91 1. 90 1. 93 1. 93 
Bolivia 1. 94 1. 98 1. 95 2.09 3.08 
Botswana 2.72 2.70 
Brazi 1 2.16 2.30 2.38 2.38 2.50 
Burkina Faso 1. 36 1. 31 
Burma 1.12 1.11 
Burundi 1. 61 1. 61 
C African Rep 2.69 2.74 
Cameroon 2.62 2.60 
Canada 3.28 3.28 3.34 3.46 3.47 
Chad 1. 90 1. 92 
Chile 2.26 2.38 2.34 2.39 2.48 
Colombia 2.13 2.11 1. 68 1. 75 1. 83 
Congo 3.17 3.22 
Costa Rica 2.68 2.71 2.72 2.72 2.85 
Cote D'Ivoire 2.40 2.37 2.52 2.52 2.51 
Cyprus 2.14 2.14 2.49 2.75 2.90 
Denmark 2.09 2.08 2.04 2.05 2.04 
Dominican Rep 2.35 2.38 2.36 2.39 2.43 
Ecuador 2.43 2.49 2.81 
Egypt 1.00 1.05 1. 82 
El Salvador 1. 86 1. 87 2.06 2.15 2.21 
Ethiopia 1. 62 1. 63 
Finland .80 .82 .80 .91 .91 
France 1. 54 1. 64 1. 69 1. 89 1. 94 
Gabon 3.86 4.31 
Gambia 2.38 2.52 
Germany, West 1. 99 2.15 2.24 2.25 2.09 
Ghana 2.40 2.34 2.29 2.32 2.22 
Greece 1. 46 1. 41 1. 37 1. 73 1.92 
Guatemala 1. 89 1. 91 2.54 2.65 2.75 
Guinea 3.11 3.06 
Guyana 4.04 4.15 4.06 4.08 4.06 
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TNC Pentration (Logged) 

COUNTRY 1977 1978 1979 1980 1981 

Haiti 2.31 2.33 2.49 2.43 2.52 
Honduras 2.97 2.98 2.97 2.94 2.91 
Hong Kong 2.84 2.93 3.18 
India 1. 29 1. 26 
Indonesia 2.78 2.81 3.06 3.07 3.07 
Iran .96 
Iraq .57 .57 .20 
Ireland 2.45 2.65 2.78 2.85 2.89 
Israel 2.16 2.20 2.03 1. 77 1.16 
Italy 1. 34 1. 33 1. 25 1. 63 
Jamaica 3.87 3.88 3.85 4.34 4.73 
Japan .29 .30 .35 .37 .40 
Jordan 1. 25 1.16 
Kenya 2.78 2.74 
Korea, South 1. 20 1. 21 1. 26 1. 37 1. 40 
Kuwait .74 .72 
Lesotho .75 .72 
Liberia 5.16 5.31 
Libya 1. 39 1. 52 2.08 1. 40 1. 48 
Madagascar 2.35 2.43 
Malawi 2.73 2.65 2.80 2.83 2.82 
Malaysia 3.20 3.20 
Mali .90 .91 
Malta 2.93 3.00 3.69 3.60 3.61 
Mauritania 2.03 2.06 
Mauritius 1. 48 1. 47 1. 54 1. 65 1. 61 
Mexico 2.05 2.13 2.10 2.44 2.67 
Morocco 1. 50 1. 54 
Mozambique 1. 55 1. 54 
Nepal .52 .51 
Netherlands 2.66 2.80 2.98 3.10 3.00 
New Zealand 2.00 1. 99 2.00 2.15 2.27 
Nicaragua 1. 74 1. 83 2.70 2.46 2.38 
Niger 2.39 2.49 
Nigeria 1.10 1.19 1. 28 2.10 2.21 
Norway 2.30 2.38 2.43 2.39 2.49 
Pakistan 1. 84 1. 80 1. 74 1. 68 1. 68 
Panama 5.04 5.08 4.67 4.82 5.08 
Papua N. Guinea 4.04 4.05 
Paraguay 1. 78 1. 74 2.11 2.11 2.09 
Peru 2.85 2.92 2.04 2.10 2.26 
Philippines 2.22 2.26 2.23 2.16 2.19 

------------_.- _._. 
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TNC Pentration (Logged) 

COUNTRY 1977 1978 1979 1980 1981 

Portugal 1.34 1. 34 1. 46 1. 59 
Rwanda 1. 56 1. 54 
Saudi Arabia .26 .29 
Senegal 3.02 3.04 
Sierra Leone 2.57 2.60 2.42 1. 92 1. 52 
Singapore 3.28 3.31 4.61 
Somalia 2.73 2.67 
South Africa 2.32 2.20 2.14 2.11 
Spain 1. 28 1. 42 1. 60 1. 75 1. 88 
Sri Lanka 1. 39 1. 38 1. 67 1. 81 1. 95 
Sudan .73 .75 
Sweden .95 .96 .93 .93 .96 
switzerland 1. 72 
Syria .72 .68 
Tanzania 1. 80 1. 85 
Thailand 1.18 1. 20 1. 20 1. 66 1. 74 
Togo 2.95 2.90 
Trinidad y Tobago 3.54 3.47 3.46 3.58 3.59 
Tunisia 1. 99 1. 99 
Turkey .89 .81 .86 .84 .84 
Uganda .28 .40 
United Kingdom 1. 96 2.03 2.35 2.53 2.46 
United states 1.11 1. 22 1. 38 1. 71 1. 91 
Uruguay 2.00 2.07 2.46 
Venezuela 2.48 2.54 1. 83 L87 1. 94 
Yemen, S (PDR) 3.14 3.63 3.73 
Zaire 3.47 3.63 
Zambia 2.78 2.81 
Zimbabwe 2.38 2.52 

---------- --- ----
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TNC Pentration (Logged) 

COUNTRY 1982 1983 1984 1985 1986 

Afghanistan .74 
Argentina 1. 88 1. 98 2.01 2.08 2.42 
Australia 2.82 2.83 2.83 2.78 2.73 
Austria 1. 85 1. 87 1. 87 1. 86 1. 83 
Bangladesh .20 .22 .23 .19 .16 
Barbados 3.55 3.58 3.45 3.40 3.31 
Belgium 2.56 2.62 2.60 2.61 2.51 
Benin 1. 86 1. 82 1. 77 1. 71 1. 60 
Bali via 3.17 3.17 3.18 3.20 3.25 
Brazi I 2.56 2.57 2.56 2.85 2.76 
Burkina Faso 1. 39 1. 54 
C African Rep 2.83 2.46 
Canada 3.53 3.55 3.56 3.57 3.51 
Chad 4.60 4.81 
Chile 2.79 3.90 4.04 4.06 4.01 
Colombia 1. 90 1. 97 2.12 2.32 2.40 
Congo 3.63 3.61 3.67 3.51 
Costa Rica 3.00 2.98 2.85 2.92 2.92 
Cote D'Ivoire 2.51 2.42 2.47 2.42 2.40 
Cyprus 2.97 3.03 3.02 3.14 3.14 
Denmark 1. 99 1. 93 1. 89 1. 82 1. 85 
Dominican Rep 2.40 2.40 2.42 2.40 2.74 
Ecuador 2.83 2.86 2.84 2.78 3.00 
Egypt 2.14 2.45 2.66 
El Salvador 2.18 2.20 2.14 2.06 2.03 
Finland .88 .86 .86 .75 .95 
France 1. 94 2.01 2.03 1. 60 1. 49 
Gabon 3.61 3.48 
Germany, West 2.04 2.05 1. 96 1. 98 1. 82 
Ghana 2.04 1. 38 .73 
Greece 2.06 2.17 2.26 2.32 2.37 
Guatemala 2.83 2.87 2.87 2.89 2.88 
Guyana 4.16 4.24 4.38 4.32 4.23 
Haiti 2.52 2.53 2.53 2.54 2.53 
Honduras 2.92 2.91 2.88 2.86 2.84 
Hong Kong 3.26 3.28 3.27 3.29 3.18 
Iceland 2.67 2.64 2.51 
Indonesia 3.19 3.30 3.32 3.30 3.28 
Ireland 2.93 2.97 2.98 2.99 2.99 
Israel 1. 01 .97 1. 05 1.17 1.11 
Italy 1. 66 2.00 1. 82 
Jamaica 4.90 5.12 5.37 5.53 5.53 
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TNC Pentration (Logged) 

COUNTRY 1982 1983 1984 1985 1986 

Japan .46 .52 .54 .58 .61 
Kenya 2.64 2.71 
Korea, South 1. 42 1. 39 1. 42 1. 49 1. 43 
Libya 1.22 .89 .82 .71 .87 
Malawi 2.76 2.69 2.55 2.36 2.18 
Malaysia 2.91 2.98 3.10 3.14 
Mali 1. 45 1. 55 
Malta 3.59 3.62 3.59 3.59 3.49 
Mauritania 2.76 2.74 
Mauritius 1. 60 1. 41 1. 43 1. 47 1. 50 
Mexico 2.72 2.77 2.74 2.68 2.76 
Morocco 2.08 
Netherlands 2.98 2.99 2.97 
New Zealand 2.36 2.45 2.45 2.47 2.46 
Nicaragua 2.35 2.22 2.16 2.03 1. 73 
Niger 2.93 2.72 
Nigeria 2.31 2.42 2.48 2.51 2.53 
Norway 2.55 2.53 2.44 2.35 2.28 
Pakistan 1. 66 1. 57 1. 54 1. 53 1. 50 
Panama 5.03 5.00 5.05 4.99 4.84 
Paraguay 2.16 2.18 2.36 2.31 2.35 
Peru 2.31 2.52 2.51 2.53 2.60 
Philippines 2.18 2.20 2.28 2.32 2.32 
Portugal 1. 64 .99 1. 21 1. 38 1. 48 
Rwanda 2.37 2.37 2.37 
Senegal 2.52 2.40 
Sierra Leone 3.23 2.95 2.89 2.80 2.49 
Singapore 4.35 4.37 
South Afri ca 2.16 2.14 2.12 2.03 1. 91 
Spain 1. 98 2.04 1. 85 1. 90 1. 97 
Sri Lanka 2.08 2.16 3.17 3.33 3.08 
Sweden .94 .82 .75 .73 .45 
Thailand 1. 76 1. 82 1. 89 2.13 2.12 
Togo 3.42 3.51 3.45 3.47 3.47 
Trinidad y Tobago 3.60 3.53 3.69 3.74 3.75 
Turkey .83 .78 .87 .87 .88 
Uganda .56 .54 
United Kingdom 2.67 2.69 2.79 2.66 2.55 
United states 2.04 2.10 2.20 2.28 2.37 
Venezuela 2.08 2.23 1. 80 2.01 2.19 
Zaire 3.57 3.53 
Zimbabwe 3.82 3.79 
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