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This study empirically tested the two competing 

development theories--modernization and dependency/world-

system. Theoretical and methodological approaches suggested 

by these two paradigms offer opposing interpretations of the 

incorporation of the Third World countries into the world 

capitalist system. Therefore, they provide conflicting and, 

at times, confusing guidelines on the ways available to 

enhance the well-being of the general populations in these 

countries. To shed light on the subject matter, this study 

uses a few specific indicators of economic growth and human 

development by comparing the outcomes based on the two 

conflicting paradigms. The comparative process allows us to 

confirm the one theoretical approach that best explains 

human conditions in Third World settings. 

The study focuses on specific aspects of foreign 



domination--foreign investment, foreign trade, foreign debt, 

and the resulting disarticulated national economies. The 

main arguement, here, conveys the idea that as far as Third 

World countries are tied in an inescapable and unilaterally 

benefitial (to the core countries of course) economic and 

political relations, there will be no hope for any form of 

sustainable economic growth. Human well-being in Third 

World countries might very well depend on their ability to 

develop self-reliant economies with the least possible ties 

to the world capitalist system. 
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CHAPTER 1 

INTRODUCTION 

It has been of great interest to social thinkers, in 

general, and sociologists in particular to study the process 

of social change, progress, and development during the last 

century and a half. For example, Kenneth Boch (1978) traces 

the idea of progress and development to ancient Greek. 

"There is a broad and complex array of ideas about social 

and cultural change that can, on historical grounds, be most 

conveniently designated as the idea of progress." According 

to Boch distinction between progress, development, and 

evolution has been set only on abstract levels rather than 

"in the general course of humanistic inquiry" (Bock, 1978). 

The idea of progress that can be traced back to 

Aristotle* Saint Augustine, Fontenelle, Saint-Pierre, 

Condorcet, Comte, Spencer, and Tylor contains a complex and 

detailed image of change. An idea that "... postulates a 

nature of things, asserts a universalism, and creates a 



system of correspondences that presents us with a rich and 

detailed picture of how things work in human affairs" (Boch, 

1978) . 

Saint-Simon believed that "scientists and 

industrialists will emerge as the new 'natural' elite to 

replace the leaders of medieval society" (Zeitlin, 1990). 

Comte (1976) believed that industrial society (Western 

Europe in his view) would be the only way to guarantee the 

well-being of human kind in the future. Comte's theory of 

positive progress and development was "only a masterful 

summation of lines of thought that extended far back in the 

history" (Boch, 1978). Spencer (1900), much like Comte, 

argued that society is progressing toward an ideal and 

perfect state. And, of course, there were the critics, such 

as Marx who argued "... that the nineteenth-century present 

was only an antepenultimate stage of development, that the 

capitalist world was to know a cataclysmic political 
% 

revolution which would then lead in the fullness of time to 

a final societal form, in this case the classless 

society" (Wallerstein, 1979b). In the early twentieth 



century industrialization became the focus of theoretical as 

well as empirical studies among social scientists. The 

Second World War has been considered as a turning point in 

recent world history. An important outcome of the Second 

World War was the weakening of the European colonialism 

resulting in the subsequent independence of previous 

colonies. American universities, in fact, initiated the 

study of the long-term, large-scale social change in their 

modern form in the late 1940s and the late 1950s (Hopkins 

and Wallerstein, 1982). Sociologists witnessed a wide 

variety of newly emerging social structures, value systems, 

and the influence of the social factors on economic 

development. Economists started studying economic 

development, political scientists took up the study of 

political development, and historians focused their 

attention on the "patterns of development" rather than 

"histories" of the North Atlantic societies (England and the 

United States) (So, 1990). These studies were conducted 

under the general rubric of "modernization," a comparative 

approach to development patterns in the Third World. In the 



beginning, adherents of modernization approach compared less 

developed countries with Great Britain and/or the United 

States rather implicitly but later they took a completely 

explicit stance. Today the realities of political, social, 

and ideological movements all over the world are challenging 

the hypothesis of the early modernization theory that the 

Third World nations, in order to accomplish a rapid economic 

development, should follow the Western development model— 

rapid industrialization and technological progress through 

replacing traditional production relations with rational 

bureaucracies. Most Third World countries are still far 

behind the industrialized Western world in those aspects 

that are considered efficient and rational in industrial 

production. 

The initial challenge to modernization and its 

comparative approach was launched by the "dependency" 

theorists. They argued that the well-being of the 

industrialized societies was basically supported by the 

exploitative relations with the Third World countries. Many 

"world-system" theorists point out that as the developing 



nations are being incorporated by developed countries into 

the global economic system, they are locked into 

underdevelopment (Amin, 1974; Baran, 1956; Chase-Dunn, 1975; 

Frank, 1967). The consequences of ties between developed 

and developing nations have generated theoretical debates 

among various development theorists. 

The debate on the effects of the incorporation of Third 

World developing countries into the world capitalist system 

on their economic growth and human development has centered 

on two competing theories that have dominated development 

theories: (a) modernization and (b) dependency/world system. 

Differences in assumptions, interpretations, and 

consequences of the incorporation of the Third World into 

the capitalist system, and in the specification of causal 

relationships among various development variables are 

reflected in the theoretical contest between these two 

traditions. Accordingly, the debate has generated a wide 
* 

array of cross-national empirical studies, as sociologists, 

economists, and other social scientists have mobilized their 

own specialties to explain Third World development processes 



and consequences, as well as directions that such 

development might take in the future. Much like any other 

theoretical paradigm this vast body of empirical findings 

has produced inconclusive or else contested results, making 

further theoretical and empirical testing highly desirable 

and necessary. 

The purpose of this study is to empirically compare 

two competing development theories--modernization and 

dependency/world system—using the most argued propositions 

in their theoretical approach. This study uses factors such 

as "disarticulation", foreign direct investment, foreign 

debt, and export-import ratio to examine the propositions 

made by dependency/world system theories. Capital formation 

and government expenditure on health and education are used 

to test the propositions made by modernization theory 

pertaining to human development. All of these propositions 

are examined in Third World nations' international economic 

dependency in a world capitalist system. This allows us to 

better understand which theoretical heritage best explains 

the human well-being in developing countries. To this end, 



the study utilizes the most recent data on major economic 

and social development indicators in the developing 

countr ies. 

The examination of two concepts is essential in this 

project: (a) international economic dependency and (b) human 

development. The concept of international economic 

dependency in this study refers to the incorporation of a 

Third World country into the world capitalist system. The 

concept of human development refers to the "process of 

enlarging people's choices." The concept of international 

economic dependency is measured by foreign debt, foreign 

direct investment, and disarticulation1 in the developing 

countries. And human development will be measured by the 

Human Development Index (HDI) developed by the United 

Nations to measure social well-being of the people in the 

world. 

'The Juxtaposition of economic sectors with different levels of development and 
productivity (Stokes and Anderson, 1990). 



CHAPTER 2 

REVIEW OF THE LITERATURE 

This chapter draws upon Alvin So's (1990) research in 

several instances. I believe this work is an excellent 

reader in the subject of development on a theoretical level. 

The late 1950s, 1960s, and 1970s are important 

historical times for development theories. The late 1950s 

coincide with the emergence of modernization school, the 

late 1960s with dependency perspective, and the late 1970s 

with the world system development theory. "And in the late 

1980s, it seems that these three schools are moving toward a 

convergence" (So, 1990). 

Modernization and dependency/world-system theories are 

the theoretical models compared herein. As two competing 

theories, ,these approaches posit some opposing views and 

consequences for development. Modernization theory has its 

roots in evolutionary and functionalist theories. 

Dependency/world-system theories can be traced primarily to 



9 

classical Marxism and later to Leninism. Here, the causes 

of their emergence, their historical context, and their 

theoretical heritage are explored in detail. 

Modernization Theory 

Historical Approach 

Modernization, historically, comes from the experience 

of European countries and contends that economic growth, 

measured by rising per capita income, is the main 

characteristic of economic development (Chirot, 1977; Domar, 

1957; Eisenstadt, 1968, 1970; Harrod, 1984; Hunt, 1989; 

Inkeless, 1974; Leibenstein, 1957; Nurkse, 1953; Parsons, 

1966, 1971). Connection to the world capitalist system is 

the best way for Third World countries to achieve a 

sustained economic development. Foreign trade, aid, and 

investment increase capital supply for Third World nations 

that is needed for their development. By creating new 
* 

employment opportunities in these countries they, in turn, 

raise the standard of living of the populations in the 
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Third World through the so-called "trickle-down" 2 effect 

(Ahluwalia, 1976; Eisenstadt, 1968, 1970; Inkeless, 1964; 

Parsons, 1966, 1971; Rostow, 1964; Schelling, 1985). 

The "nonindustrialization" of the Third World nations 

can be justified in view of their comparative advantages 

that might be obtained with agricultural production for 

export (Cardoso, 1977). However, increased 

industrialization, expanding middle classes or "sectors," 

and certain value orientations such as a "civic" political 

culture may lead to socioeconomic conditions of political 

democracy. 

Three crucial historical events in the post-World War 

II era are believed to have contributed to the development 

of modernization theory: (1) the rise of the United States 

as a superpower in the 1950s, (2) the spread of a united 

world communist movement, and (3) the disintegration of the 

European colonial empire in Asia, Africa, and Latin America, 
* 

giving birth to many new nation-states in the Third World 

(So, 1990). This historical context promted the process of 

2The "trickle- down" effect was suggested by many modernization theorists to mean that 
benefits are accrued to the poor from rapid economic development in terms of increasing per 
capita income. 
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the newly independent nations' search for a model of social 

and economic development. American political elites 

encouraged their social scientists to study the Third World 

nation-states, to promote economic development and political 

stability in the Third World. This was all being done to 

avoid losing the new states to the Soviet communist bloc 

(Chirot, 1981). 

Preston (1986) argues that "the background to the 

construction of modernization theory can be said to have 

three elements: 1) bipolarity; 2) containment; and 3) aid-

donor competition." These elements are the product of the 

dramatically changed post-World War II political scene in 

the world. Besides the aforementioned important changes in 

the world, naturally, the way countries conducted their 

affairs internally and externally changed in significant 

ways. Raymond Aron (1973) believes that the nature of the 

"interstate system" changed the Machiavellian diplomatic 

free market because a bipolar situation in which the United 

States and the Soviet Union confront and accommodate each 

others' interests developed in this era. The fear of the 
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spread of communism in the post-World War II era in a 

bipolar world overshadowed foreign policy makers in the 

United States. Anti-communist legislation and overall U.S. 

activities aimed at the 'containment' of communism. "The 

domestic political background to the inauguration of 

xcontainment' came with the announcement of the Truman 

Doctrine (Preston 1986). 

The first publications in modernization theory under 

such circumstances were heavily influenced with the idea 

that it was the business of the United States to reconstruct 

the world in its own image. The American image equated: (a) 

the interests of the U.S.; (b) functioning of liberal market 

economics; (c) resistance to communism; and (d) the future 

prosperity of the world (Preston 1986). These publications 

identified the doctrine as 'free world.' Truman's March 

1947 congressional address officially marked the beginning 

of the era of 'containment.' 

The third element in modernization background 'aid-

donor competition' began with the onset of a new era in the 

USSR's foreign policy in helping other countries in their 
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economic growth and political stability, especially, after 

Stalin's death and the beginning of Khrushchev's reign. 

Relaxation in The Soviet Union's foreign policy coincided 

with the rise of the %non-aligned' nations and anti-

colonialism ideology in the Bandung Conference of 1955 

(Preston 1986). These events promulgated an era of aid-

giving competition between the United States and the Soviet 

Union. 

Theoretical Heritage 

Modernization studies used evolutionary themes to 

explain the dynamic of their approach (Portes, 1980). The 

approach was used to explain the transition from traditional 

to modern society in the same unilinear path that Western 

European countries had followed (So, 1990). Alvin So argues 

that modernization theory is a "multidisciplinary effort to 

examine the prospects for Third World development. Despite 

its multidisciplinary nature, proponents of the classical 

evolutionary modernization school share two common sets of 

assumptions and methodologies in the area of Third World 
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development. Certain concepts from the European 

evolutionary theory are among the first set of assumptions. 

So lists them as follows: 

(1) "Modernization is a phased process." Rostov/ (1964) 

distinguishes five stages of evolutionary development in all 

societies. These stages include, "traditional stage", 

"precondition for takeoff growth", "takeoff stage", "the 

drive to maturity" and "high mass-consumption society". 

Rostow believes that these are the stages that Third World 

countries must inevitably go through, the same exact path 

that all industrialized countries have negotiated in the 

past. 

(2) "Modernization is a homogenizing process." As 

societies enter the modernization process they gradually 

resemble one another. The highly industrialized societies 

of the West are good examples. 

(3) "Modernization is a Europeanization (or Americanization) 

process." Since the European countries and the United 

States are the most technologically advanced and 

economically prosperous, modernization theorists use these 
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countries for their Third World development models 

regardless of their cultural, social, and economical 

differences. 

(4) "Modernization is an irreversible process." Once a 

country enters the first stage there is no way back. 

(5) "Modernization is a progressive process." Despite its 

harsh and painful path, in the long run modernization is not 

only inevitable but also desirable. 

(6) "Finally, modernization is a lengthy process." 

Modernization theorists do not advocate revolution. They 

believe that the path to modernization is an evolutionary 

process that materializes through reforms. 

The second set of assumptions shared by modernization 

theorists are drawn from the functionalist theory, which 

emphasizes the interrelatedness and interdependence of 

social institutions (So 1990). The structural-functional 

approach concentrates on universal functions of various 
* 

social and political systems and their specific forms in 

different societies. These assumptions include: 

(1) "Modernization is a systematic process. Modernity 
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involves changes in virtually all aspects of social 

behavior, including industrialization, urbanization, 

mobilization, differentiation, secularization, 

participation, and centralization." 

(2) "Modernization is a transformative process." Since 

modernization is an evolutionary process from traditional to 

modern, it is inevitable to replace the traditional values 

with more modern ones. 

(3) "Modernization is an immanent process." Much like its 

irreversibility, its immanence builds change into the social 

system. Change in one aspect of the social system will 

inevitably provoke comparative change in other parts. 

Another theoretical component of modernization approach 

is embedded in functionalist theory, especially in the works 

of Talcot Parsons (So, 1990). The following assumptions are 

based on the concept of biological organism and its 

traceable characteristics on human society. 

1. Equating the different parts of biological organism 

with different social institutions that are interrelated and 

interdependent. 
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2. Each social institution has a function that 

contributes, in an important way, to the well-being and 

stability of the whole society; much like the different 

parts of an organism. Parsons formulates the concept of 

"functional imperatives." He recognizes four crucial 

functions that every society performs in order to survive. 

These are, adaptation to the environment—performed by the 

economy, goal attainment—performed by the government, 

integration—performed by legal institutions and religion, 

and latency—performed by the family and education. 

3. Parsons formulated the concept of "homeostatic 

equilibrium"--changes in any social institution will effect 

other social institutions in order to guarantee the 

equilibrium, much like a biological organism which is always 

in a uniform state. 

4. "Pattern variables" is another concept developed by 

Parsons to distinguish between traditional and modern 

societies. There are five sets of pattern variables. 

a. Affective versus affective-neutral relationships. 

In traditional societies social relationships tend to be 
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more affectively oriented--personal, emotional, and face-to-

face. The social relationships in modern societies take the 

form of affective-neutral state--impersonal, detached, and 

indirect. 

b. Particularistic versus universalistic relationships. 

People in traditional societies tend to associate with the 

members of the same social group. In modern societies people 

interact with strangers more often than their own social 

group. 

c. Collective orientation versus self-orientation. 

Being loyal to the collectivity is a social norm as well as 

a cultural value in a traditional society. Whereas, in a 

modern society, self-orientation is stressed which energizes 

the individual, leading to technological innovation and 

economic production. 

d. Ascription versus achievement. In traditional 

societies a person is identified by his or her ascribed 

status. Whereas, in a modern society an individual is 

evaluated on what he or she has achieved during his/her 

lifetime. 
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e. Functionally Diffused versus Functionally Specific 

Relationships. Roles are diffused in traditional societies. 

Whereas, in modern societies roles are functionally 

specific. 

Marion Levy's (1967) relatively modernized societies is 

an approach in which he answers such questions as: How is 

modernization defined? Why does modernization occur? How 

do relatively modernized societies differ from relatively 

unmodernized societies? And what are the prospects for the 

modernization of Third World countries (So, 1990)? Much 

like Parsons' "pattern variables" Levy compares traditional 

(relatively nonmodernized) societies with relatively 

modernized ones. He further argues that "those who have 

previously achieved in these respects are likely to offer or 

insist on assistance" (Levy, 1967). 

Smelser's (1964) "structural differentiation" is also a 

comparative study of the traditional and modern societies in 
* 

which the main idea is how these two societal types are 

different structurally. This structural differentiation 

takes place when a given society moves from a traditional to 
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a modern society. These differences are more like the ones 

argued by Parsons and Levy. 

On the economic approach to modernization, Rostow's 

(1964) stages of economic growth is a classic work. As 

mentioned before Rostow believed that there are five stages 

that Third World countries must take in order to transfer to 

modern societies. 

In a more politically oriented approach Coleman's 

(1968) "differentiation-equality-capacity" model deals with 

the political modernization. Coleman "refers to the process 

of (1) differentiation of political structure and (2) 

secularization of political culture (with the ethos of 

equality), which (3) enhances the capacity of a society's 

political system (So, 1990). 

Criticism of the Modernization Theory 

Criticisms of the modernization school can be 
* 

categorized into two groups of social scientists--the 

mainstream (Bendix, 1967; Eeisenstadt, 1974; Gusfield, 1967; 

Huntington, 1976; Lauer, 1971; Nisbet, 1969; Tipps, 1976) 
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and Marxist critics (Amin, 1974; Baran, 1957; Bodenheimer, 

1970; Cardoso, 1973; Chirot, 1976; Dos Santos, 1971; Frank, 

1967; Portes, 1980).' The former group presented their 

studies by a rigorous criticism of the earlier evolutionary 

and functionalist assumptions of their own school of 

thought. The latter critics attacked the assumption of 

modernization as a unidirectional process regardless of the 

indigenous cultures. They argued that because most 

modernization researchers are American or European, they 

assumed that their countries represented the future of the 

Third World nations (So, 1990). Moreover, the critics 

argued that the comparative development theories' use of 

such concepts as "traditional," "primitive," and "advanced," 

and "modern" is ideologically motivated and founded on 

ethnocentrism. Mainstream social scientists, also, believed 

that modernization theorists overlooked alternative 

development paths for Third World countries (So, 1990). 
* 

Being overly optimistic about the development in the Third 

World countries, modernization theorists tend to ignore the 

possibility of "nondevelopment." 
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Another functionalist assumption that has been the 

target of criticism is the idea that tradition and modernity 

are two incompatible phenomena. They argue that Third World 

countries are not homogeneous wholes as the modernization 

theorists tend to believe based on their definition of a 

traditional society. Those countries are not peaceful and 

stable as modernization theorists may presuppose. They also 

argue that the traditional values and modern values are not 

mutually exclusive and that traditional values are not 

always obstacles to modernization, "for example, in the 

modernization of Japan, the value of 'loyalty to the 

Emperor1 was easily transformed to 'loyalty to the firm' 

which helped to enhance workers' productivity and to cut 

down the turnover rate" (So, 1990). Finally, the critics 

argue that modernity can never fully replace tradition. 

Tradition will persist even though the conditions that gave 

rise to them have disappeared. 

On the methodological aspect of modernization theory 

the mainstream critics argue that it is not known which 

country at what historical context is being compared. The 
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theory rests on such levels of abstraction that it is 

impossible to recognize the specific cases (countries). In 

other words, their assumptions are at such a high level of 

generalization that they are beyond time and space 

limitations (So, 1990). 

The second group of critiques include more politically 

oriented criticisms from Neo-Marxists such as Bodenheimer, 

1970b; Cardoso and Faletto, 1979; Chilcote and Edelstein, 

1974; Portes, 1976; Pratt, 1973; Rhodes, 1968. So (1990) 

argues that this group of critics focused their criticisms 

on two political issues: (1) ideology and (2) foreign 

domination. 

On the ideological issue, Neo-Marxist critics believe 

that modernization theory is a cold war ideology "that is 

used to justify the intervention of the United States in 

Third World affairs" (So, 1990). 

Bodenheimer (1970b) believes that modernization 
% 

theorists assumed (1) that there was such a thing as 

objective and ideology-free social science, (2) that 

knowledge is cumulative, (3) that there are universal laws 
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of social sciences, and (4) that we can export these 

beliefs to Third World countries. The consequence of these 

epistemological errors is the theoretical error of believing 

in incremental, universal, and continuous development. 

On the issue of foreign domination, modernization 

theorists have been criticized for having ignored this 

important issue. Concentrating heavily on the internal 

variables of traditional societies they have been oblivious 

to the external influences (So, 1990). 

The New Modernization Studies 

The new modified modernization school emerged in the 

late 1970s in response to harsh criticisms of the classical 

modernization theories. They began a reflective approach to 

those criticisms by answering them. "The analyses in these 

studies are conducted at the national level, and they aim to 

explain that development occurs mainly through internal 
* 

factors, such as cultural values and social institutions" 

(So, 1990). 

The following characteristics of the new modernization 
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studies which are in contradistinction to the classical 

approach, are identified by So (1990): 

1. Tradition and modernity are not mutually exclusive. 

Tradition can have a beneficial role in modernization 

process. 

2. Concrete cases need to be focused on. History plays 

a significant role in identifying a specific path of 

development for a specific case (country). The new 

modernization theorists avoid any overgeneralization of 

their assumptions. 

3. There are alternative development paths based on the 

historical context of the country under study. Third 

World societies do not have to necessarily follow the 

Western model. 

4. External (international) factors are emphasized more 

than before. 

As we can see, the assumptions and proposals are 
* 

directly aimed at answering, especially, the Neo-Marxist 

criticisms. Although they consider the external 

(international) factors, they do not see them as 
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intervention and legitimation of the Western model of 

development. 

Wong's 1988 study of "Entrepreneurial Familism" of the 

Chinese traditional family, Davis's 1987 study of the 

relationship between religion and development in Japan, 

Banuazizi's 1987 study of Islamic revolution in Iran, and 

Huntington's 1984 study of the preconditions necessary for 

democratization of the Third World countries are among the 

most valuable contributions to the new modernization school. 

The Dependency/World System Theories 

The dependency/world-system focuses on the argument 

that Third World countries are "peripheralized" when they 

become integrated into the world capitalist division of 

labor (Amin, 1974; Baran, 1956; Frank, 1967). They argue 

that this happens because the incorporation process involves 

the exploitation of Third World nations by the "core" of the 

system. This peripheral position is, then, sustained by 

various forms of dependence such as exploitative patterns of 

foreign trade between Third World countries and developed 
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ones: "unequal exchange" (Timberlake & Williams, 1984; 

Wallerstein, 1974). According to Blomstrom and Hettne 

(1984), the dependency school represents "the voices from 

the periphery" that challenge the intellectual hegemony of 

the American modernization school. Advocates of this 

approach posit that except for a very small fraction of the 

population in the peripheries i.e., the elites, the 

consequences are disastrous. Multinational corporations and 

a small number of elites in Third World countries share 

benefits from development and impose changes in the economic 

structure that are directed to their mutual interests in 

rewarding specialized export markets and profits. These 

changes happen at the cost of the exclusion of balanced 

growth and social welfare programs oriented toward 

increasing the standard of living of all socioeconomic 

groups. Hence, underdevelopment in the "periphery," rather 

than its development, is the direct result of capitalist 

development in the "core" (Baran, 1956; Frank, 1969; 

Galtung, 1971; Myrdal, 1956). Advocates of 

dependency/world-system using human development approach 
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suggest that the elimination of poverty and the "trickle-

down" effect, that are supposed to be the direct 

consequences of modernization, are not necessarily achieved. 

The Dependency School 

In the late 1960s the dominant theoretical and 

methodological approaches to Third World development— 

modernization, functionalist, structuralist—came under 

challenge from dependencia writers from Latin America and 

elsewhere. Dependency ideas, a blend of Marxism and 

nationalism, entered the mainstream and eventually 

transformed a number of scholarly fields: Latin American 

studies, African studies, and development studies, much of 

comparative sociology, among others (So, 1990). 

As an antithesis to modernization theories, which were 

basically the representations of development from the point 

of view of the United States, theories of dependency echoed 
% 

"the voices from the periphery" (Blomstrom and Hettne, 

1984). They challenged the intellectual hegemony of the 

American modernization school. 
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The inefficiency and impracticality of the program of 

the United Nation's Economic Commission for Latin America 

(ECLA) in the early 1960s is supposed to be the jumping 

board for dependency theories (Bodenheimer, 1970a; Dos 

Santos, 1973) . 

The sixties witnessed a deep crisis in the field of 

development studies in the United States. They were being 

attacked from every corner and were in shambles. Vietnam 

war, antigovernment protests, and Kennedy's assassination 

during this time period fueled the crisis even more. 

Besides the general crisis that plagued the 

modernization theories and the aforementioned social, 

political, and economic conditions in the United States and 

Latin America dependency school was a response to the 

orthodox Marxism in Latin America in the early 1960s (So, 

1990). The orthodox communists argued that in order to be 

able to have a socialist revolution Latin America did not 

have to go through an industrial revolution led by the 

bourgeoisie. The revolution in China and Cuba showed that 

it is possible to skip the bourgeois revolution (So, 1990). 
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Latin Americans were concerned with political 

authoritarianism, economic inequalities, poverty, 

appropriate forms of economic growth, and external 

constraints on national autonomy. It was under these 

conditions in Latin America that a series of writings and 

ideas became famous and came to be known as the dependency 

school. 

The main argument in this school revolves around the 

formulation of the theory of imperialism by Lenin. The 

advocates of this perspective argue that the relationship 

between the two parts is located in a single mode of 

production which is based on the subordination of the 

peripheries and the domination of the core countries. 

Cardoso (1977) argues that the ideas of some European 

Marxists have played an important role in the development of 

the dependency ideas. The ideas of Jean Paul Sartre, Louis 

Althusser, Georg Lukacs, Antonio Gramsci as well as the 
* 

ideas of some North Americans such as Paul Baran and Paul 

Sweezy have been influential. 

Besides these mostly Marxist thinkers, many non-Marxist 
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sources have influenced the dependency school. The Economic 

Commission for Latin America (ECLA) is a good example. Many 

of the theories advanced by ECLA were both criticized and 

rejected, however, some of them were accepted and embraced. 

Initially, the dependency writings critiqued the 

liberal theories of economic, social, and political 

development. Criticism of the classical, neoclassical-

classical, and orthodox development theories marks the 

beginning of the dependency movement. These criticisms 

include the critique of the ideas of such authors who 

"justified the nonindustrialization of the (Latin American) 

region in view of the comparative advantages that might be 

obtained with agricultural production for export" (Cardoso, 

1977). The dependency theorists believed that such 

justificatory statements are used to conceal the 

exploitative nature of the international capitalist economic 

relations. 
* 

Dependency authors stressed the international context 

of development, underdevelopment, and distorted development. 

They rejected the European and U.S. model to be followed by 
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the Third World countries. They considered the model to be 

inappropriate for development in these countries. David 

Collier (1979) argues that "increases in modernization are 

associated with increasing political authoritarianism 

Military coups in Brazil in 1964, Argentina in 1966, and 

Chile and Uruguay in 1973 were decisive events." The ideas 

of the United States' policymakers and to a lesser extent, 

the United Nations' Development Decade were influenced by 

the modernization theories and classical economic ideas 

which were criticized by dependency theorists. 

The uneven relationship between the core and periphery, 

especially the terms of trade between them which in most 

cases took the form of a systematic exploitation was the 

main objective of Prebisch's criticism against ECLA. He 

argued that the core countries exploited the peripheries 

which caused the development in the core countries and 

underdevelopment in the peripheries. 

ECLA argued that foreign direct investment, foreign 

aid, and foreign loans would definitely bring economic 

prosperity and growth. Dependency theorists believed that 
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foreign investment, aid, and loans would bring nothing other 

than more and more dependency to the peripheries which would 

deepen the economic and social inequalities which, in turn, 

would foster authoritarian politics in these countries 

(Cardoso and Paletto, 1979; Kahl, 1976; Palma, 1978). These 

authors argue that ECLA attacks the symptoms not the disease 

itself. 

Dependency ideas came into existence not only because 

of the abovementioned criticism of modernization theory but 

also because of the criticism of the * vulgar' Marxism and 

Imperialism. Dependency theorists argued that the ideas of 

the 'vulgar' Marxism and Imperialism are outdated, 

incomplete, and/or erroneous (Bodenheimer, 1971; Cardoso, 

1977; Dos Santos, 1971; Kahl, 1976). They disagreed with 

the idea that imperialism and external economic conditions 

are the determining factors in every ideological and social 

process. They also argued that these theorists neglected 

the internal factors causing dependency and the way the 

political and social aspects interact with economic aspects 

in dependency relationships (Cardoso, 1977; Kahl, 1976). 
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Cardoso (1977), also, criticizes the simplistic Marxist 

ideas about imperialism and its presumed effects on the 

prevention of industrialization of the peripheries. Critics 

of this simplistic idea posit that imperialism does not 

function in that capacity anymore. Today, the multinational 

corporations do not, merely, focus on the primary products, 

they consider the industrialization of the peripheries to be 

of great importance. In fact, national bourgeoisie, local 

government, and foreign capital function in a ^triple 

alliance.' These critics argue that the "new dependency" 

has taken the form of "dependent development" in Third World 

countries (Cardoso, 1977; Cardoso and Faletto, 1979; Evans, 

1979; Kahl, 1976). 

Although dependency school started endogenously in 

Latin America, it received a warm welcome in the United 

States because it coincided with the politically charged 

atmosphere of the sixties (Chirot, 1981). 

Studies by Neo-Marxists which helped dependency school 

to formulate its theoretical foundation include Frank's "The 

Development of Underdevelopment" (1967, 1969), Dos Santos' 
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"The Structure of Dependence" (1971), and Amin's "Transition 

to Peripheral Capitalism" (1976). Frank offers an external 

explanation of the Third World underdevelopment and economic 

backwardness, in response to the internal explanation 

offered by the modernization school. Frank argues that, at 

least, one very important factor separates Third World 

countries from the industrialized ones. This factor is a 

historical one. The fact that most Third World countries 

were previous colonies, sometimes for a century, the nature 

of colonial relationships has changed the dominated 

countries structurally, therefore they have a dramatically 

different path for development (Frank, 1967). Frank has 

formulated a "metropolis-satellite" model to explain 

underdevelopment which has its foundation in the colonial 

relationships between the conqueror who implanted new cities 

to facilitate the transfer of surplus from the conquered or 

the Third World. These cities, later, became the satellites 
% 

of the Western metropolis (So, 1990). 

Dos Santos (1971) approaches the problem o£ dependency 

in stating that the relationship between two or more 
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countries becomes dependent if the dominant country becomes 

self-starting and expanding while the dependent ones take a 

reflective form of the dominant one. In fact, the 

development of the dominant country takes place at the 

expense of the dependent ones. 

Dos Santos recognizes three historical forms of 

dependence: (1) colonial dependence, (2) financial-

industrial dependence, and (3) technological-industrial 

dependence. They took place before the late 1900s and World 

War II (So, 1990). 

Frank (1967) observes that the satellites experience 

their greatest economic development when their ties to the 

metropolis are weakest. Dos Santos (1971) points out that 

the amount of capital leaving dependent countries is 

actually much greater than the amount entering those 

countries. The result is that "foreign financing"--in the 

form of foreign capital and foreign a i d — b e c o m e s necessary 
* 

to cover the existing deficit and to finance further 

development. 

Amin's (1976) theory of "disarticulation" has been a 
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significant contribution to the formulation of dependency 

theories. In his " An essay on the social formations of 

peripheral capitalism" he asserts: 1) transition to 

peripheral capitalism is fundamentally different from 

transition to central capitalism. The colonial relationship 

destroyed the home-base economy of the colonial country 

without replacement of domestic industrial production. 

2) Peripheral capitalism is distorted toward export 

activities which results in the lower level of wages in the 

periphery compared to the center. 3) "Disarticulation" 

results in the hypertrophy of unproductive activities which 

hampers capital accumulation in peripheral countries. 4) 

There are structural differences between the underdeveloped 

countries and the industrialized nations at their earlier 

stage. And, 5) peripheral capitalist countries are 

characterized as dominated by agrarian capital, comperador 

or commercial capital, and central capital as the dominant 

form of capital limits the development of peripheral 

national capitalism. 

In sum, dependency is a general process, an external 
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condition, an economic condition, a component of regional 

polarization, and incompatible with development (Blomstrom 

and Hettne 1984 ) . 

Criticism of the Classical Dependency Theories 

Critics of the classical dependency theories launch 

their criticisms from several different angles. These 

include the criticisms made by Almond, 1987; Brenner, 1977; 

Chilcot, 1982; Fagen, 1983; Fitzgerald, 1981; Hermassi, 

1978; Howe and Sica, 1980; Koo, 1984; Laclau, 1977; O'Brien, 

1975; Petras, 1978; Portes, 1976; Seers, 1981; Smith, 1982; 

Trimberger, 1979; Weaver and Berger, 1984; Worsley, 1982 on 

methodology, the concept of dependency, and policy 

implications. These critics argued that dependency 

theorists propagate Marxist revolutionary ideas. Dependency 

studies are more like preparation for picketing than 

scholarly works. 
% 

Another methodological criticism is aimed at dependency 

theories being highly abstract, consequently difficult to 

falsify. Dependency theorists have been accused of treating 
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all the Third World countries as monolith without 

considering individual historical biography of a specific 

country, consequently they have not left enough room for 

each individual case variant. 

The conceptual criticisms are aimed at the 

overemphasizing of the external factors in the 

underdevelopment of Third World nations. Therefore, they 

have generally ignored specific internal conditions. 

Critics argue that the advocates of classical dependency 

need to bring social class, the state, and political 

struggle back into their studies of the Third World nations, 

in order to answer the question of why and how the surplus 

generated in these countries are being transferred to the 

center. 

On the issue of policy implications based on conceptual 

and methodological analyses made by the proponents of the 

classic dependency school the only way for a Third World 

country to break the chain of underdevelopment is through 

socialist revolution, critics argue. However, the critics 

propose that dependency and development can coexist, and 
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dependency may not necessarily lead to underdevelopment. 

They cite the experience of South Korea, Taiwan, Singapore, 

Hong Kong, and Malaysia. 

The New Dependency School 

The new dependency school owes its beginning to 

Cardoso. Cardoso studies the specific historical 

characteristics of a given dependent Third World nation 

without any generalization of the type that classical 

dependency scholars have been accused of conducting 

(Cardoso, 1973). The new dependency studies were conducted 

in response to the criticisms aimed at the classical 

dependency approach. According to So (1990), these studies 

try to answer such questions as: 

How can the researcher bring out the historical 

uniqueness of a given dependency situation? How is a 

particular dependency situation different from 

previous ones? What is the historical origin of a 

particular dependency situation, and when and how 

will the situation change? How do the existing 

dependency structures themselves generate 

possibilities for transformation? What impact will a 

change in dependency have on the historical 

development of a Third World country (p. 135)? 
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The external factors of dependency are not the only 

focus of the new dependency studies. Cardoso (1977) 

emphasizes the internal structures—class struggle, group 

conflict, and political movements. There is a dialectical 

relationship between external and internal conditions. 

Cardoso's main objective in delineating this dialectical 

relationship is to analyze the "internalization of the 

external interests." He studies the external domination in 

terms of internal force. The social class that benefits 

from this relationship and its internal consequences in the 

form of class consciousness for the lower-socioeconomic 

strata in a Third World dependent country reinforces the 

internalization process (Cardoso and Faletto, 1979). 

Structural determinism of the classical dependency studies 

is modified by Cardoso. He believes that structures that 

perpetuate dependency and underdevelopment can be changed 

through class struggle and sociopolitical movements 
* 

(Cardoso, 1977) . 

So (1990) includes Cardoso's "Associated-Dependent 

Development" in Brazil, O'Donnell's (1978) "The 
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Bureaucratic-Authoritarian State in Latin America," Evans's 

(1983) "The Triple Alliance in Brazil in The 1980s," and 

Gold's (1986) "Dynamic Dependency in Taiwan" among the new 

dependency studies. 

The World System Perspective 

The rivalry between the two development theoretical 

perspectives—modernization and dependency—subsided in the 

1970s. Their ideological and sometimes emotional approaches 

to development in the Third World took a more rational, 

though inconclusive, form. Beginning in the mid 1970s, the 

dependency theory became the target of strong criticism for 

failing to provide strong and conclusive argument about the 

forces of development process in Latin America and elsewhere 

(Berberoglu, 1992). A group of radical researchers led by 

Immanuel Wallerstein found that "there were many activities 

in the capitalist world-economy that could not be explained 
% 

within the confines of the dependency perspective" (So, 

1990). These new activities that Wallerstein and other 

researchers in the domain of world-system had noticed were: 
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(1) The rise of Newly Industrialized Countries (NICs) in the 

South East Asia (Japan, Taiwan, South Korea, Hong Kong, 

Singapore, and Malaysia). These countries continued to 

enjoy a rapid economic development that the idea of 

"manufacturing imperialism," "dependent development," or 

"dynamic dependence" (assumptions in dependency perspective) 

could not explain. These economic developments challenged 

the economic supremacy of the United States (So, 1990). (2) 

The crisis in socialist states which included, above all, 

the failure to develop an economic infrastructure of 

socialist nature compatible with that of the world-

capitalist economy. Thus, the opening of the socialist 

states to a more market oriented economy proved the 

bankruptcy of the revolutionary ideas (So, 1990). And, 

(3)the crisis in U.S. capitalism which included the Vietnam 

war, Watergate, the economic stagnation and inflation in the 

late 1970s, government deficit, and other factors signaled 
* 

the demise of the United States economic hegemony in the 

world-capitalist system. 

It was in this historical context that Immanuel 
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Wallerstein and his followers developed the world-system 

perspective. The world-system theory has grown out of 

discontent within the prevalent development theories--

modernization and dependency. The two important and related 

tasks have been: (1) the rewriting of modern history with 

the idea of a singular world-system development and (2) 

elaboration of "ways of heuristic theorizing about this 

singular world-system ... and of methods of inquiry ..." 

(Hopkins and Wallerstein, 1982). 

The world-system perspective "had its genesis at the 

Fernand Braudel Center for the study of Economies, 

Historical Systems, and Civilizations at the University of 

New York at Binghampton" (So, 1990). According to Chirot 

and Hall (1982), world-system perspective has had a profound 

effect on the discipline of sociology and has seized the 

imagination of a new generation of sociologists. 

The world-system perspective was born in opposition to 
* 

modernization theories and as a complement to the dependency 

approach. The opposition was on theoretical as well as 

methodological grounds (Wallerstein 1974). Skocpol (1977) 
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recalls four methodological issues: (a) the reification of 

nation-states as the unit of analysis; (b) the assumption of 

unilinear path of development for all societies; (c) the 

disregard of transnational structures; and (d) the 

ahistorical method of explanation of the ideal types. 

An alternative view of the world order was basically 

the ground to challenge the Neo-classical and modernization 

perspective (Bach, 1980). A ground that focused on 

identifying relations between nations which perpetuated 

underdevelopment and established a dependence among nations. 

"The insight was that such a nation-state was part of a 

larger structure of organization which worked to the 

advantage of some and not others" (Bach, 1980). These 

relations were sustained through the mechanisms of tarde, 

capital flows, and migration which served to maintain the 

unequal returns between the advantaged (core) and the 

disadvantaged (periphery). 

Dependency perspective recognizes a larger organization 

which conditioned nation-states which, in turn, added more 

complexity to the conceptualization of a world-order. This 
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new world-order is a holistic approach that Hopkins and 

Wallerstein (1980) used to explain the relationship between 

the parts and the whole in a discussion of the 

"international studies" approach to national development. A 

whole that can not be reduced to composing parts. Hopkins 

and Wallerstein (1980) argue that this whole or "grouping of 

cases" refers to a particular constellation of societies 

if we discuss each case (nation-state) we have to talk about 

its position within the whole. Of course, this position or 

ordering of the parts in the total configuration does not 

mean that we cannot study a part (nation-state) 

independently of their occurrence in the organization. 

The idea that this network (whole) is a set of 

relationships among parts delimits world-system theory's 

conception of this whole. Therefore, the world-system 

approach emphasizes that the whole possesses properties of 

its own that are independent from the parts, i.e. the whole 
* 

is greater than the sum (Bach, 1980). However, the parts 

are considered to be singular structures in time and space. 

The process that includes both above mentioned 
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properties can be found in capitalism as a global system 

from its very conception. Hopkins and Wallerstein (1980) 

describe the whole as: 

a system of social action that not only is 

comprehensive and singular in scope, forming a 

spatial "world" within its expanding, geopolitical 

boundaries, but is also comprehensive and singular 

in time, forming a temporal "world" . . . . If there 

is one thing which distinguishes a world-system 

perspective from any other, it is its insistence 

that the unit of analysis is a world-system defined 

in terms of economic processes and links, and not 

any unit defined in terms of juridical, political, 

cultural, geological, etc., criteria (p.123). 

An essential distinction between developmentalist 

paradigm (modernization) and dependency perspective on the 

one hand and world-system on the other is the world-system's 

trimodal formulation of world economy, namely "core," 

"semiperiphery," and "periphery." The two previous 

approaches were bimodal in character. They included "core" 

and "periphery" in their theorizing. The world-system 

approach divides the world into three areas or zones that 

are distinguished based on their level of development and 

incorporation to the world capitalist system, and the 

political-economic content of their relationship 
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(Berberoglu, 1992). 

The relationship between the "core" and the "periphery" 

of transferring surplus from the latter to the former in an 

exploitative manner remains a factor in the modern world-

system. However, the main difference between dependency 

and the world-system perspectives rests in the idea that the 

"core" allows, under certain political-economic processes, 

some of these peripheries to transform into semi-

peripheries. Wallerstein (1977) believes that the world 

has become too complicated to be divided into "core" 

"periphery" only. There are a lot of countries that can be 

classified as in-between nations. Between the "core" and 

the "periphery"—semi-periphery. He argues that the world 

capitalist system needs a go-between for two reasons: (1) a 

polarized world of a few high-status and a large number of 

low-status nations can lead into a fast disintegration. In 

order to avoid such a situation the best way is to create an 

intermediary sector to oscillate between the "core" and the 

"periphery" and (2) in order to avoid the decline in 

comparative costs of production the "core" countries must be 
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able to transfer capital to the "semi-peripheries" which 

might protect them from the effects of cyclical shifts in 

the loci of the "core" countries. 

We can distinguish two characteristics among "semi-

peripheries": (1) the semi-peripheral states equalize the 

"unequal exchange" between the "core" and the "peripheries" 

in regards to high wage products of the "core" and low wage 

products of the "peripheries" by producing at home and 

trading in both directions with heavy emphasis in its own 

home market which leads to the second distinction, (2) the 

state in semi-peripheral societies has a direct and 

immediate interest in controlling the domestic market (So, 

1990) . 

Wallerstein (1979b) identifies three strategies that a 

peripheral state can adopt to transform to a "semi-

peripheral" state: seizing the chance, promotion by 

invitation, or self-reliance. 

Criticism of the World-System Approach 

Critics of the world-system perspective have basically 
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put emphasis on three areas: (1) reification of the concept 

of the world-system, (2) neglecting the historical context 

in which a specific nation-state has developed, and (3) 

neglecting class analysis and replacing it with global 

stratification analysis (Brenner, 1977; Chirot, 1981; Fagen, 

1983; Fitzgerald, 1981; Gulap, 1981; Howe and Sica, 1980; 

Kaplan, 1980; Koo, 1984; Petras, 1978; Skocpol, 1977; Smith, 

1982; Trimberger, 1979; Worsley, 1982; Zeitlin, 1984). 

On the reified concepts of the world-system, the 

argument of the proponents of the world-system theory, rests 

on the conception of the world-system as an independent 

entity that has a life of its own. The world capitalist 

system reified to this extent will be difficult to study. 

The specific analysis of a certain nation-state as a 

specific historical entity rests in the reified concept of 

world-system. Internal social relations that underlie the 

capitalist world economy are neglected at the cost of 

reifying the totality of the world-system. 

Socioeconomic classes and their function in a specific 

social context have been undermined and replaced by the 
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global stratification. This stratification model neglects 

the relations between the oppressor and the oppressed, 

producers and appropriators, and dominant and subordinate 

classes. Also, in this model the world capitalist system 

appears to be the cause of class differentiation rather than 

being the latter's "refracted historical products" (Zeitlin, 

1984) . 

To answer and address these criticisms proponents of 

the world-system perspective launched studies at the 

national level. Although Wallerstein himself did not 

address all of these criticisms, other researchers (e.g., 

see Chase-Dunn, 1981, 1982; Garst, 1985; Palat, 1988; So, 

1981, 1986) argued that Wallerstein1s framework is more 

sophisticated than is portrayed by the opponents. 

So (1990) quoting Palat (1988) states, "A world-system 

perspective insists that units of analysis be constructed in 

the course of research" (emphasis added by So), argues that 

the world-system is not a reified concept. In order to be 

able to study national units we cannot ignore 

"extrasocietal" forces. Although "intrasocietal" forces are 
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important, national change does not happen without being 

affected internationally. 

The "world-system"'s ahistorical nature is another 

criticism that has been addressed by the proponents of the 

world-system perspective. They assert that studying a 

global system should not deprive researchers from conducting 

national level studies [see So's (1986a) study of the "South 

China Silk District"]. 

Wallerstein (1977) himself directly addresses the 

question of stratification analysis versus class analysis. 

He argues that it is the reified conception of class that he 

does not address. For Wallerstein the concept of class is a 

burgeoning process, classes form and re-form. They are not 

constant subjects to be studied, rather they are dynamic and 

everbecoming processes. 

For further reaffirmation of the above mentioned 

responses So (1990) cites a series of studies such as: "The 

periphery: The Economic Success of Hong Kong", "The core: 

The Deindustrialization and Reindustrialization of the 

United States", and "The Semiperiphery: The Changing Class 
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Structure in Socialist China." 

Modernization and human Development 

Many modernization theorists believe that Third World 

nations, by joining the more developed capitalist world 

system, simultaneously would develop economically and 

improve indicators of human development such as education, 

standard of living, and general income levels. More recent 

theorists maintain that benefits are accrued to the poor 

from "overall economic development" (Arndt, 1983; Grant, 

1972;) or from "rapid gains from the overall growth of GNP 

and per capita income" (Todaro, 1977) or simply "GNP 

growth." All of them seem to interpret the "trickle-down" 

effect as occurring automatically, presumably concurrently 

with overall economic development or with only a moderate 

time lag. Of course, the idea that poverty reduction and 

economic growth is a natural and automatic development 

process and that it is a smooth and linear path has been 

discredited extensively (Moon, 1991). 

Kuznets (1955) and Hirschman (1985), explaining the 
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inconsistency between development level and income 

distribution, argue that countries in the initial stage of 

modernization may experience a surge of inequality such as 

income inequality. It is also argued that social 

development should have to wait until an adequate rate of 

economic development is achieved and sustained and that the 

benefits of modernization may be enjoyed by a narrow segment 

of the community. Paukert (1973) maintains that richer 

nations have a more equal income distributions than poorer 

ones because high economic growth generates so much wealth 

that elites give up a share of their rewards. 

Dependency World-System Theories 

and Human development 

Amin (1976) identified one important mechanism of 

disarticulation. He argued that disarticulation tends to 

lessen the effect of economic growth upon human welfare. He 
* 

also maintained that economic growth under conditions of 

disarticulation tends to reduce government social 

investment. Evans and Timberlake (1980) argue that 
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dependency causes relative increases in inequality between 

the elite and the more disadvantaged sector of the 

population through its impact on economic structure. They 

conclude that dependency on foreign capital 

disproportionately inflates the service sector in Third 

World nations. They argue that foreign capital by focusing 

on the production of the export goods develops capital-

intensive industry, which is highly productive by nature but 

creates few job opportunities. Stokes and Anderson (1990) 

argue that Because the service sector intrinsically 

has a wide income distribution, the net effect of dependency 

is to promote income inequality." Evans (1979) and Furtado 

(1970) conclude similarly. Stokes and Anderson also argue 

that economic growth is, normally, thought to be the basic 

ingredient in improving the human development, since it 

should make greater resources available for government 

spending on basic needs. 
% 

Advocates of dependency/world-system approach maintain 

that, from the point of view of human development, economic 

growth in Third World nations, regardless of the growth 
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rate, has not contributed to the well-being of the masses. 

In fact, the "trickle-down" effect that has been championed 

by the proponents of modernization theory has yet to be 

materialized. Therefore, further development should 

necessarily consist both of economic growth and of improving 

mass welfare. 



METHODOLOGY 

The purpose of this study is to empirically assess the 

impact of factors such as the amount of foreign debt, 

foreign direct investment, disarticulation, and export-

import ratio on human development. These factors are 

associated with dependency/world-system perspectives. 

Capital formation and government expenditure on health and 

education are related to modernization theory. The effects 

of these factors on human development in developing 

countries are examined. The goal is to test two competing 

theories to see which one provides the best explanation of 

the human development in Third World nations (countries 

lacking needed data are excluded from the sample). To this 

end, the most recent data on these variables in developing 

countries and Human Development Index (HDI)3 on these 

countries are used. 

3See appendix for calculation procedure. 

57 
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Hypotheses 

The hypotheses examined in this study are: 

Hypothesis 1. International economic dependency has a 

negative effect on human development. 

Hypothesis 1.1. Foreign debt has a negative effect on 

human development (Berberoglu, 1992; Chase-Dunn, 1977) . 

Hypothesis 1.2. Direct foreign investment has a 

negative effect on human development (Berberoglu, 1992; 

Chase-Dunn, 1977; Delacroix and Ragin, 1981; Dollar, 1992; 

Evans and Timberlake, 1980; London and Williams, 1988). 

Hypothesis 1.3. Disarticulation (structural change) 

has a negative effect on human development (Amin, 1976; 

Berberoglu, 1992; Bergsman, 1979; Morris, 1979; Stokes and 

Anderson, 1990) . 

Hypothesis 2. Capital formation has a positive effect 

on human development (Chase-Dunn, 1977). 

Hypothesis 3. Government expenditure on health and 

education have positive effects on human development (Amin, 

1976; Moon, 1991; Stokes and Anderson, 1990). 

Hypothesis 4. Positive export-import ratio 
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(maintenance of surplus in foreign trade) has a positive 

effect on human development (Delacroix and Ragin, 1981; 

Dixon, 1984; Salvatore and Hatcher, 1991). 

Measurement of the Variables 

Independent Variables 

The measures of modernization in the developing 

countries are capital formation and government expenditure 

on health and education. The measures of international 

economic dependency are disarticulation (structural change), 

foreign direct investment, foreign debt, and export-import 

ratio. 

Foreign Penetration: According to London and Williams 

(1990), foreign penetration is a measure explicitly designed 

to assess a nation's level of dependency. The amount of 

foreign debt per annum, the amount of foreign direct 

investment per annum, disarticulation rate, and export-

import ratio in a developing country are used to measure 

foreign penetration and the extent of dependency that 

affects the human development process. 
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Amin did not provide guidance for constructing an 

empirical measure of disarticulation (Stokes and Anderson, 

1990). However, Stokes and Anderson (1990) operationalized 

disarticulation as the comparison between the distribution 

of workers and national product across economic sectors. In 

other words, in a disarticulated society, the sectors that 

produce for export would have a high level of productivity. 

These sectors of economy tend to be capital-intensive 

because of the concentration of foreign investment. 

Traditional economic sectors produce domestically consumed 

goods and by nature they are labor-intensive with low 

productivity. This measure would reflect the absolute 

difference between the percentage distribution of the labor 

force and the percentage distribution of national product in 

each of the developing countries. 

Export-Import Ratio: This variable is measured by 

the ratio of exports to imports (exports as the percentage 

of imports) per annum. 

Capital Formation: Capital formation is measured as the 

percentage of accumulation in national income each year. 
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Government Expenditure on Human Development: This variable 

is measured by the total government expenditure per capita 

per annum on health and education. 

Dependent Variable 

The dependent variable is Human Development Index 

(HDI). Major indicators for human development include: 

literacy rates (Goldstein, 1985; Ram, 1985; Singh, 1988), 

primary and secondary enrollment ratio (Delacroix, 1977; 

Ram, 1985; Snyder and Kick, 1979; Stokes and Anderson, 

1990), infant mortality rate (Goldstein, 1985; Ram, 1985), 

and government expenditure on social welfare programs 

(Stokes and Anderson, 1990). To measure human development, 

I used the Human Development Index (HDI). "Human 

development is a process of enlarging people's choice. The 

most critical ones are, to lead a long and healthy life, to 

be educated, and to enjoy a decent standard of living" 

(United Nations, 1990). There are, of course, other choices 

such as political freedom, guaranteed human rights, and 

self-respect. "The term human development here denotes both 
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the process of widening people's choice and the level of 

their achieved well-being" (United Nations, 1990). In order 

to measure human development I have focused on the three 

essential elements of human life—longevity, knowledge, and 

decent living standards. Life expectancy at birth, adult 

literacy figures, and per capita income (logarithm of real 

GDP per capita) will be used to compose the Human 

Development Index in the developing countries. 

Data Sources 

Data on foreign penetration, disarticulation, capital 

formation, government expenditure on human development, 

import-export ratio, and Human Development Index (HDI) that 

are used in this study are collected from the following 

sources: 

1. The Statistical Yearbook of the United Nations 1994 

published by the United Nations. This yearbook has been 
% 

published annually and is a complete source of statistical 

data on all the countries. 

2. The International Financial Statistics Yearbook 199 4-
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1995 published by International Monetary Fund annually. 

This yearbook is also a rich and accurate source of 

statistical information on all the countries. Exchange 

rates needed to convert national currencies to one unified 

currency (normally U.S. dollars) is facilitated by this 

publication. 

3. The Demographic Yearbook of The United Nations 199 4 

published by the United Nations annually. This publication 

includes statistical information on life expectancy at 

different age levels on all the countries. 

4. Human Development Report 1994 published by the United 

Nations. The first volume of this publication was published 

in 1990. It includes data on government expenditure on 

health and education, real GDP per capita, GNP per capita, 

foreign debt, export-import ratio, Human Development Index 

(HDI), percentage of labor force across different economic 

sectors, and production level of these sectors as a 
* 

percentage of GDP. 

6. National Accounts Statistics: Main Aggregates and 

Detailed Tables 1992 published by The World Bank annually. 



64 

This publication is a reliable source of data on capital 

formation, export-import ratio, and the public expenditure 

on education and health. 

Theoretical Framework 

The previous chapter dealt with the two competing 

development theories (modernization and dependency/world-

system), and the pertinent theoretical and empirical aspects 

were discussed in detail. The remaining of this chapter 

deals with the theoretical model used in this study which is 

based on the main theoretical premise of the two competing 

theories--modernization and dependency/world-system. 

The empirical assessment of the linkage between 

international dependency and human development in the 

developing countries is the focus of this study. The 

inconsistency and inconclusiveness of the empirical findings 

throughout the studies presented in the previous chapter 
% 

indicate the need for more and more collective as well as 

individual efforts to find better ways of understanding the 

development processes in the Third World countries. The 
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inconsistency and inconclusiveness of the related empirical 

studies demonstrate several unresolved issues in the 

existing literature. This research will contribute to the 

theoretical and empirical understanding of the developmental 

processes in the Third World nations by addressing some of 

these issues. The study addresses the limitations of both 

prevalent approaches to development (modernization and 

dependency/world-system) by examining the effects of 

variables which are expected to influence human development 

in the developing countries by the proponents of the two 

development theory. 

One of the issues addressed here is the building of an 

empirical model that differentiates and illustrates the 

effectiveness of each of the two competing theories in 

explaining the human development precesses in the developing 

nations. Another significant issue is the importance of 

utilizing the multiple regression model rather than cross-

sectional analysis to study the linkage between the 

international economic dependency and human development in 

the developing countries. 
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There are reliable sources of data on developing 

countries such as The United Nations, The World Bank, and 

The International Monetary Fund that enable social 

scientists to conduct statistical, analytical, and in-depth 

studies on these countries. 

Theoretical Specifications 

Modernization theory was popularized in direct response 

to the expansion of the socialist states throughout the 

world. It was designed to prevent the fall of the 

developing countries to communism. This project suggests 

the rethinking of the modernization approach after the fall 

of the socialist bloc. Moreover, for the same 

aforementioned reason (the fall of the communist bloc) 

proponents of dependency/world-system theories may also need 

to reconsider their assessment of the Marxist-based 

developmental theories. 

Human development rather than mere economic development 

may reasonably be considered as the answer to the question 

of social, political, and economical stability in developing 

countr ies. 
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One of the propositions offered in this study is that 

when a Third World country borrows from and trades with 

developed nations in the world capitalist system it is only 

in the interest of the developed countries. And this is 

considered to be the only path for those Third World 

nations' social and economic development to be on the "right 

track." The realization of their (developed nations') 

foremost interests has never been in the best interest of 

the general population of the developing nations. This 

study examines the notion that the main purpose and function 

of heavy investments in the less developed regions of the 

world is for the procurement and maintenance of cheap 

primary resources, labor force, and development of an 

externally oriented political and economic elite who reap 

their share of benefits. 

Given the above considerations, I expect to find a 

negative relationship between international dependency and 

human development in Third world countries. Nevertheless, I 

believe that the extent of dependency is a significant 

factor. At the lowest levels of dependency human 
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development needs to be at its peak and vice-versa. 

The key indicators were selected based on four 

criteria: (a) recommendations of previous studies, (b) 

availability of data needed, and (c) reliability of 

available data. 



CHAPTER 4 

ANALYSIS OF DATA 

I used multiple regression analysis to analyze the 

data. In this study, regression analysis is used to examine 

the effects of foreign penetration (disarticulation, the 

amount of foreign direct investment, and the amount of 

foreign debt), capital formation, government expenditure on 

human development (government expenditure on health and 

education), and import-export data on human development in 

the developing countries. 

Descriptive Data Analysis 

For the dependent variable, Human Development Index 

(HDI), the lowest value is .191 which belongs to Guinea in 

Africa 4 and the highest is .894 which belongs to Barbados in 

North America (comparable with developed countries). Most 

4 All the geographical regions are based on the United Nations classification of the 
countries in the world published in the United nations Demographic Yearbooks. 

69 
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African countries are amongst the lowest ranking of the HDI 

(HDK.500). These countries range from .191 (Guinea) to 

.778 (Mauritius). However, countries such as Mauritius are 

rare in Africa. The expression of the "lost continent" is 

well suited to describe the desperate situation in Africa as 

far as the socioeconomic conditions are concerned. 

The mean value of HDI for the Third World countries 

included in the study is .547 with a standard deviation of 

.220. The valid cases include all the ninety-five countries 

with no missing cases. Human Development Index values used 

in this study belong to 1992 and are the latest available. 

In the case of the independent variable, foreign direct 

investment, the values are in millions of U.S. dollars. The 

mean value for all the Third World countries included in 

this study is $731.95 with a standard deviation of $3030.27. 

The range is between $-79.00 and $24827.00. There are 

eighty-nine valid and six missing cases. Eight countries 

have $0.00 foreign direct investment. Most of these 

countries are in the African continent (Ethiopia, Mali, 

Niger, Sudan, and Togo). Two countries in the Middle East 
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(The Islamic Republic of Iran and Kuwait) and only one 

country (Nepal) in Asia have a zero amount of foreign direct 

investment. All the data for this variable are from 1991 to 

1993 which are the most recent figures available. 

There are nine countries with negative values for 

foreign direct investment. The lowest investment goes to 

the countries with $0.00 foreign direct investment (mostly 

in Africa) and the highest amount ($24827.00) goes to Mexico 

in North America. The majority of the African countries are 

among the developing countries that receive the least amount 

of foreign money. Mexico, China, Singapore, Argentina, 

Malaysia, and Thailand are the most favorite Third World 

countries for foreign investors. The Middle Eastern 

countries, included in this study exhibit on average a 

negative figure. 

On export-import ratio (exports as a percentage of 

imports) the mean value is 80.305 with a standard deviation 

of 60.518 and a range of 387 (the lowest score is eight and 

the highest score is 395). The number of valid cases are 

eighty-two with thirteen missing cases. Data for this 



72 

variable are all from 1991. Both the lowest (Cape Verde 

with the ratio of 8) and the highest (Gabon with the ratio 

of 389) export-import ratios are in Africa. About 78 

percent of the countries under study show relative deficit 

in their export-import relations with other countries--the 

ratio is less than 100. African nations show a negative 

balance in this ratio, in general, and the rest of the 

regions show some level of surplus. 

Foreign debt for the Third World countries studied here 

is in millions of U.S. dollars as well. The average (mean 

value) is at $15707.04 with a standard deviation of 

$23610.04 and a range of $116100.00 (lowest $400.00 and the 

highest $116500.00). There are seventy-one valid and 

twenty-four missing cases. Most of the countries that 

ranked highest in their foreign direct investment have the 

highest foreign debt as well. The highest foreign debt 

belongs to Brazil and the lowest to Lesotho. Only seven 

percent of the developing countries in this survey averaged 

less than one billion dollars, about 56.4 percent one to 

eight billion dollars, 33.8 percent 10.4 to 73.6 billion 
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dollars, and only 2.8 percent more than 100 billion dollars 

in their foreign debts. 

Disarticulation (structural change) scores have a mean 

value of 57.73 with a standard deviation of 32.37 and a 

range of 136 (lowest=2 and highest=138). This variable has 

sixty-seven valid and twenty-eight missing cases. The high 

number of missing cases here is due to a lack of information 

on proportion of production completed by each of the 

industrial, agricultural, and the service sectors of the 

national economy and their percentage production of the 

gross domestic product (GDP). The higher this score is, the 

more disarticulated the different sectors of the national 

economy would be. The lowest disarticulation score belongs 

to El Salvador and the highest goes to Gabon. Again, the 

African countries are among the highest in this score. 

About six percent of the countries score less than ten 

points, 10.4 percent 10-19 points, 4.5 percent 20-29 points, 

percent 30-39 points, 13.4 percent 40-49 points, 10.4 

percent 50-59 points, 9 percent 60-69 points, 7.4 percent 

70-79 points, 9 percent 80-89 points, 9 percent 90-99, and 
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11.9 percent more than 100 points. These proportion 

indicate that more than half of the countries in Africa 

score 50 points or more. 

For capital formation the values are also in millions 

of U.S. dollars. Data in this category are from 1990 to 

1994 which are the most recent data available. The mean 

amount of capital formation is $5838.18 with a standard 

deviation of $13002.66 and a range of $73290.00 ($10-

73300.00). The number of valid cases are ninety with five 

missing cases. The lowest amount of capital formation ($10 

million) goes to The Islamic Republic of Iran and South 

Korea and the highest amount ($73300 million) to Mexico. 

Again, African countries in this study are among the lowest 

in the amount of capital formation. About 21.1 percent of 

the ninety-five countries have reported less than $100 

million of capital formation. Here, the South American 

countries such as Argentina, Brazil, and Peru show a strong 

lead in accumulating capital. The Newly Industrialized 

countries (NICs) such as Singapore and Malaysia, also show 

healthy capital formation. 
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Government expenditure on education is measured as the 

percentage of gross domestic product(GDP) per capita. Data 

used here are from 1990. The mean value for this variable 

is 2.179 with a standard deviation of 1.942 and a range of 

11.690. There are seventy-two valid and twenty-three 

missing cases. The majority of the countries (41 in all) 

spend less than two percent of their GDP per capita on 

education. Sixteen countries spend something between 2.0 to 

2.9 percent, nine countries allocated 3.0 to 3.9 percent, 

and only four countries spend more than four percent. 

Government expenditure on health is measured by the 

percentage of the gross national product (GDP) per capita. 

The mean value of public expenditure on health is 2.539 with 

a standard deviation of 1.468 and a range of 6.600. There 

are eighty-two valid and thirteen missing cases. Unlike 

public expenditure on education, only thirty-one countries 

spend less than two percent of their GDP per capita on 

health. In fact, the majority of the nations included in 

this study (55 in all) spend something between one and three 

percent. 
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Regional Comparisons 

In table 1 I have divided the countries under study 

into Africa, Asia, South America, The Middle East, North 

America, and the Pacific5. I compared data available for 

the Third World countries in Africa, Asia, South America, 

and The Middle East. The reason for this preference rests 

on the fact that the majority of the developing countries in 

which data were available are located in these regions. 

Table 1. Regional Comparison 

REGIONS 

VARIABLES AFRICA ASIA S. AMERICA MIDDLE EAST 

HDI .360 .565 .734 .733 

DISART 72 .6 42 .3 36 .2 54 .8 

GOVEXPHEL 2 .6 1 .9 2 .6 1 .7 

GOVEXOED 1 .8 1 .6 1 .7 2 .7 

CAPFORM 181 .92 748 .12 780 .91 1181 . 18* 

EXIMRATIO 83 .2 159 .4 118 .7 115 .6 

FORDEBT 583 .26 395 .87 1053 .29 923 .66 

FORDIRINVT 17 .17 177 .31 44 .34 -17 .35 

•Excluding Iran (Iran has dramatically lower capital 

formation per capita compared to other countries in the 

Middle East). 

Table 1 presents the mean values of all the variables 

included in this study. It is likely that the mean value on 

'Divisions are adopted from the United Nations Demographic Yearbook. 
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some of these variables may possess inflated values because 

of a high degree of variance in a given variable. A 

preventive measure has been taken by excluding anything more 

than two standard deviations from the mean value. Also the 

differences are so broad and clear in those areas that the 

error factor is negligible. Variables capital formation, 

foreign debt, and foreign direct investment are presented in 

per capita values which give more reliable measure in 

comparative tables. 

The main reason for devising this table is heuristic. 

When compared collectively it is possible to see if there 

is/are pattern(s) in any way relevant to this study. 

The descriptive analysis indicates the desperate 

situation in Africa. Africa with the lowest Human 

Development Index (HDI) score, capital formation, export-

import ratio, and the highest disarticulation score among 

other regions is suffering from a chronic socioeconomic 
* 

illness. However, Africa shares the highest public 

expenditure rate with South American developing countries 

that stand atop regarding most of the indicators in the 

table. 
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Another pattern, here, is the relationship between the 

disarticulation scores and the HDI scores. The export-

import ratio can be included in this pattern as well. 

Apparently the relationship between public expenditure on 

both education and health does not show an intelligible 

pattern here. Africa with the least of resources reports 

commendable proportions in its public expenditure on health 

and education. For instance, the Middle Eastern countries 

with the highest per capita capital formation show the 

lowest public expenditure on health. It is possible that 

this discrepancy is due to the relatively high 

disarticulation score (second highest among the four 

regions). This is despite the fact that the Middle Eastern 

countries enjoy a rather high score for their Human 

Development Index. Among these countries Saudi Arabia and 

Kuwait are the most indebted nations despite their oil 

revenues. Asia attracts the highest per capita foreign 

capital is the least indebted region, the least spender of 

public money on education, and the second lowest in HDI 

score. 
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South American developing countries seem to be enjoying 

a rather high socioeconomic standards despite their 

discouraging per capita foreign debt. Some of the countries 

in this region such as Argentina, Brazil, and Chile report 

the highest per capita foreign debt, at the same time they 

report the highest per capita capital formation. Dependency 

theorists argue that dependency and peripheral status of the 

Third World nations in the world system prevent the spread 

of the socioeconomic development among the population 

(Cardoso & Falleto, 1979; Chirot, 1976; Frank, 1969; Portes, 

1976). Also, Stokes and Anderson (1990) argue that high 

levels of dependency on the part of the developing countries 

have little positive effect on human welfare and that the so 

called "trickle down" effect does not materialize and the 

elite enjoy the fruits of growth. At the lower levels of 

dependency there is a more positive effect on human 

development process. This argument has also been made by 

other development theorists such as Chase-Dunn (1975), 

Sheehan and Hopkins (1978), Evans and Timberlake (1980), 

Nolan and White (1983), London and Williams (1988), and Moon 
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(1991). To some extent these arguments are supported here. 

Argentina with a .853 HDI score is among the highest ranking 

in this category comparable to highly developed countries. 

Regression Analysis 

Figure 1 provides the correlations among all the 

variables (correlation matrix). Any conclusion in multiple 

linear regression about a particular independent variable 

depends on the relationship of that variable both to the 

dependent variable and to the other independent variables in 

the model. 

For example, in tables 1 and 2, the partial regression 

coefficient for foreign direct investment and foreign debt 

are not statistically different from 0. Can we conclude 

that these two variables are not linearly related to human 

development? Figure 1 is a matrix of Pearson correlation 

coefficients for all of the variables in the model. 
* 

The correlation coefficient between human development index 

and foreign direct investment is 0.270. Based on the 

observed significance level, we can reject the null 
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hypothesis that there is no linear relationship between the 

var iables. 

(8) 
Figure 1. Correlation, 1-tailed significance: 

(1) (2) (3) (4) (5) (6) (7) 
HDI 1.000 

FDIRINV .270** 1.000 
.028 • 

FORDEBT .423*** .580***1.000 
.001 .000 

CAPTFORM .434*** .794 .730*** 1.000 
.001 .000 .000 • 

DISART -.537*** -.161 -.213* -.149 1.000 
.000 .130 .066 .149 • 

GOVEXED -.054 .004 .176 .106 .109 1.000 
.353 .488 .108 .230 .224 • 

GOVEXHEL-.004 -.109 -.173 -.166 -.018 -.227 1.000 
.490 .222 .112 .122 .451 .055 • 

EXIMRATI .154 -.003 .164 .037 .249** .055 .192 

***P<.01, **P<.05, and *P<.10 

Similarly, we see that the correlation coefficient 

between HDI and foreign debt is 0.423. Again, we can reject 

the null hypothesis that there is no linear relationship 

between HDI and foreign debt. The fact that these variables 

are individually correlated to the dependent variable in a 

statistically significant way but not in a multiple 

regression model is because the dependent variables are 

highly correlated with each other except for government 

expenditure on health and education and export-import ratio. 

The correlation coefficient between foreign direct 
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investment and foreign debt is 0.580, between foreign direct 

investment and capital formation is 0.794. Similar 

correlation can be detected between other independent 

variables. This means that if we have a multiple regression 

that includes disarticulation as an independent variable 

foreign direct investment and foreign debt would not 

contribute much unique information. Much of the information 

they convey is already being supplied by the other 

independent variables. 

Table 2 (first model) reports the results of regressing 

the Human Development Index (HDI) on capital formation and 

government expenditure on education and health—the three 

variables representing the modernization theory. Of all the 

three independent variables in the model only capital 

formation shows statistical significance to support the 

hypothesis (capital formation has a positive impact on HDI). 

The other two variables do not have statistically 
% 

significant effects on human development. The model 

explains only about twelve percent of the variation in the 

dependent variable HDI. Examination of the standardized 
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coefficients (beta weights) indicate that capital formation 

has the strongest effect on human development. 

Table 2. Linear Regression of Human Development Index (HDI) 

on Variables Representing Modernization 

Independent 

Variables Unstandardized Standardized 

CAPTFORM .000006*** .3956 

GOVEXPHEL .013585 .0944 

GOVEXPED -.000378 -.0719 

Adjusted R square .11837 

Standard Error .19980 

***p<.01 

Government expenditure on health and education take the 

second and the third rank respectively. For each additional 

unit of capital formation there is an increase of .000006 in 

human development index. And for each additional unit of 

government expenditure on health and on education there are 

.013585 and -.000378 increase in HDI. It was hypothesized 

that there would be a positive and statistically significant 

* 

relation between government expenditure on education and 

HDI. Whatever the reason(s), it is quite obvious that the 

relative insignificance of these two variables in this 

regression model do not fit well with the ideas of 
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modernization theory. High capital formation has to 

facilitate the financing of the public projects such as 

health and education—indicators of human well-being. In 

general, this model is a relatively weak one. 

Table 3 (second model) reports the results of 

regressing Human Development Index (HDI) on all the 

independent variables. There is a substantial improvement 

in the second model which includes all the independent 

variables--both those representing modernization and 

dependency/world system theories. When comparing the R 

squares in both models there is a significant improvement 

from .11837 (see table 2) to .43692. The first model using 

variables representing modernization approach explained only 

about 12 percent of the variation in the dependent variable. 

In the second model after adding the four variables 

representing the dependency/world system theories, adjusted 

R square explained more than 43 percent, and the standard 
% 

error dropped from .19980 to .16063. 
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Table 3. Linear Regression of Human Development Index on all 

Hypothesized Direct Effect Variables 

Independent 

Var iables Unstandardized Standardized 

Dependency/ 

World System 

DISART -.0036000*** -.551901 

EXIMRAT .0009100** .271545 

FORDEBT .0000003 .039617 

FORDIRINV -.0000155 -.257632 

Modern izat i on 

CAPFORM .0000076** .522205 

GOVEXED -.0004043 -.073606 

GOVEXHEL -.0032890 -.016407 

Adjusted R square 

Standard Error 

.43692 

.16063 

***p<.01, **P<. 05 

In the second equation the effect of capital formation 

on HDI is higher. For each unit of increase in capital 

formation there is a .000007 increase in HDI now, and its 

effect is stronger (from .395557 to .5222205) as well. 

Government expenditure on education does not show a 

significant change either in the amount of variation in HDI 

and its strength on it. However, there is a substantial 

change in government expenditure on health both in the 

amount of variation (B coefficient) and the strength of 
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effect on HDI. The first model shows a positive impact of 

government expenditure on health on HDI, whereas the 

direction and the amount has changed in the second model. 

The new model adds two strong variables, namely, 

disarticulation (structural change) and export-import ratio. 

The strongest variable in effecting the dependent variable 

(HDI) is disarticulation. 

Disarticulation is significant at more than 99 percent 

of confidence level. For each unit of increase in 

disarticulation there is -.0036 variation in HDI and it 

ranks first in its effect on human development with a beta 

weight of -.551901. This model supports the initial 

hypothesis that disarticulation has a strong and negative 

impact on human development. 

Of course, there is a fundamental question to be asked 

here. "Is the effect of disarticulation the same at all 

levels of ^development" (Stokes & Anderson, 1990)? Stokes 

and Anderson (1990) argue that the effect of disarticulation 

on human development is always negative, however, the higher 

the development levels, the lower the effect of 
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disarticulation. They conclude that the effect of 

disarticulation should disappear at development levels of 

per capita GNP greater than $2000. 

Capital formation has the second strongest effect on 

human development in the second equation with a beta weight 

of .522205 and is statistically significant at the .05 

level. This model also supports the initial hypothesis that 

capital formation has a positive and significant impact on 

HDI. 

Export-import ratio as the third variable with 

statistically significant effect on human development is the 

last one in the model that accords with the initial 

hypothesis. This model supports the hypothesis that export-

import ratio has a positive and significant effect on HDI. 

For each unit of increase in this variable there is a 

.0009102 variation in human development index. This 

variable is also significant at the .05 level. Export-

import ratio ranks third in its effect on HDI. 

Foreign direct investment has a negative effect on 

human development, however, it is not statistically 
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significant. For each unit of increase in foreign direct 

investment there is a -.0000155 variation on HDI. It was 

expected that this variable would have a strong negative 

impact on HDI. The results do not support the initial 

hypothesis. However, foreign direct investment is 

significant at the .15 level and it may be possible that its 

effect could be boosted in a different model along with a 

set of new variables. This variable ranks fourth in its 

effect on HDI with a beta weight of -.257632. 

Government expenditure on education, unexpectedly, has 

a negative but statistically insignificant impact on human 

development. This model does not support the initial 

hypothesis that public expenditure on education has a 

positive and significant impact on human development. For 

each unit of increase in government expenditure on education 

there is -.0004043 variation in HDI. 

Foreign debt shows a positive but statistically 

insignificant effect on human development. The findings in 

this model do not support the initial hypothesis that 

foreign debt has a negative and significant impact on human 



development. This phenomenon was earlier seen in the 

regional comparative table on South American countries. 

They had the highest HDI score and the highest per capita 

foreign debt among all the other regions. 

Government expenditure on health, also, has a negative 

impact on human development. This model does not support 

the initial hypothesis that public expenditure on health has 

a positive and significant effect on HDI. For each unit of 

increase in government expenditure on health there is 

-.003289 variation in HDI with a beta weight of -.016407 

that ranks this variable the least effective on human 

development. 

In sum, the findings in both of these models support 

the idea that variables--disarticulation, export-import 

ratio, foreign direct investment, and foreign d e b t — 

representing dependency/world system theories explain the 

variation on human development in a stronger way than those 

variables—capital formation, government expenditure on 

education and on health—representing modernization theory. 

89 



CHAPTER 5 

CONCLUSIONS 

The purpose of this study was to compare the two 

competing theories of development to find out which 

theoretical tradition best explains the consequences of the 

incorporation of the Third World nations into the world 

capitalist system on human development in Third World 

countries. Even though there has been a large body of 

literature which is the outcome of the intense and ongoing 

theoretical debate between these two development paradigms, 

conceptual ambiguity and empirical inconclusiveness have 

been common. This study has addressed some of these issues, 

such as the relationship between international economic 

dependency and structural change (disarticulation), and the 

role of this structural change on human development in 

developing countries. This finding does not mean that it is 

the external factors that affect the human well-being, the 

90 
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development. This phenomenon was earlier seen in the 

regional comparative table on South American countries. 

They had the highest HDI score and the highest per capita 

foreign debt among all the other regions. 

Government expenditure on health, also, has a negative 

impact on human development. This model does not support 

the initial hypothesis that public expenditure on health has 

a positive and significant effect on HDI. For each unit of 

increase in government expenditure on health there is 

-.003289 variation in HDI with a beta weight of -.016407 

that ranks this variable the least effective on human 

development. 

In sum, the findings in both of these models support 

the idea that variables--disarticulation, export-import 

ratio, foreign direct investment, and foreign d e b t — 

representing dependency/world system theories explain the 

variation on human development in a stronger way than those 
* 

variables--capital formation, government expenditure on 

education and on health—representing modernization theory. 
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competing theories of development to find out which 

theoretical tradition best explains the consequences of the 

incorporation of the Third World nations into the world 

capitalist system on human development in Third World 

countries. Even though there has been a large body of 

literature which is the outcome of the intense and ongoing 

theoretical debate between these two development paradigms, 

conceptual ambiguity and empirical inconclusiveness have 

been common. This study has addressed some of these issues, 

such as the relationship between international economic 

dependency and structural change (disarticulation), and the 

role of this structural change on human development in 

developing countries. This finding does not mean that it is 

the external factors that affect the human well-being, the 
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matter is more complex than this simplistic inference 

suggests. 

An overwhelming majority of studies suggest that both 

external (international) and internal (intranational) 

factors are vital to national development processes in Third 

World nations. Berberoglu (1992) gives the following 

account of this complex issue: 

...economic development is neither a single, universal, 

unidimentional process nor an idiosyncratic experience 

unique to each nation. Instead we must conceive of 

several different development paths, each characterized 

by somewhat different social and political profiles--a 

dimension that growth-centric analyses tend to overlook 

in their focus on GNP (p. 57). 

Because of this factor I focused on a different theme 

in this study, namely, human development. This study 

undertook this task by examining foreign penetration through 

international economic dependency, and most importantly, its 

relationship with disarticulation. Efforts have been made to 

understand' the way disarticulation affected government 

expenditure on public welfare. 

Prescription of any universal and unidimentional path 

of development and enforcing it on all Third World nations 
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without taking into consideration the specific historical 

accounts has had grave repercussions on both national and 

international levels. Especially, if this development path 

was a "growth-centric" rather than a "welfare-centric" path. 

The most disarticulated economies show the lowest HDI 

scores. Berberoglu (1992) argues that "...sectoral labor 

force shares are a more reliable predictor of social and 

political outcomes than GNP." In a highly disarticulated 

economy the hypertrophied tertiary (service) sector poses 

one of the most alarming threats to national economy which, 

in turn, creates extensive levels of income inequality in a 

Third World nation. This is an outcome of higher levels of 

international economic dependency (Evans and Timberlake, 

1980). 

Trade patterns between developing (periphery) and 

developed (core) countries has always been in the interest 

of the core countries. Foreign capital provided by the 
* 

multinational corporations are concentrated on export goods 

which promotes disarticulation in the national economy of 

the host country. This, in turn, causes more dependency on 
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foreign aid and loan to accommodate the shortages in the 

internally produced and consumed goods. Therefore, the 

peripheral nations are allways kept "in line" by becoming 

more and more in debt. Having deficits in their balance of 

payment, governments in developing countries are incapable 

of providing for public expenditure on areas directly linked 

to human welfare. 

Economic self-reliance with mutually beneficial trade 

relations between the developed and the developing countries 

could result in a more suitable environment for human 

development in Third World nations. China as an historical 

example of a Third World nation reported a remarkable 

progress in this direction, at least, during Mao's regime. 

According to Lichtenstein (1991), during Mao's time, 

agricultural production more than tripled. "Moreover, 

significant increases in per capita agricultural output were 

realized in all main agricultural categories, despite the 

fact that China's population was also growing rapidly during 

this time." 

Capital accumulation made possible all that growth and 
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a substantial growth in industrial output. During the same 

time (between 1949 and 1976) equal improvements in the 

general quality of life have been recorded. 

Mao's development policy followed Marxist model, Which 

was the foundation of today's underdevelopment theory 

advocated by a dependency/world-system approach. A policy 

that aimed at reflecting the common interest of the people 

(Hunt, 1989). 

Compared with Mao's time Deng Ciao Ping, his successor, 

advocated more market-oriented economy, with close ties to 

the international capitalist system, the type that was 

advocated by the modernization theorists. Deng's policy 

emphasized economic development first and basic needs 

second. A policy in line with the notion that once a 

significant economic growth has been achieved, basic needs— 

an element of human development—would be provided 

automatically through "trickle down" effect. 

The turn from self-reliant socialist economy to a 

market economy exhibited some features common at the early 

stage of capitalist development. Features such as, growing 
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inequality, increasing competition, a different reward 

system, less emphasis on human development aspect of growth 

and a lack of social services were the outcomes produced by 

China's incorporation into the world capitalist system. 

All the features presented in the abovementioned eras 

in China can be confirmed by the findings in this study. 

Such facts as, (1) high levels of disarticulation 

discourages public expenditure on socially-oriented programs 

aimed at human development, (2) capital formation encourages 

government financing on human well-being, and (3) export-

oriented economies of the Third World countries inhibit the 

production of internally consumed goods and inflates the 

tertiary economic sector. 

The most important patterns that emerged in this study 

are as follows: 

1. As was expected, there was a strong and negative 

relationship between disarticulation and human development. 

This finding was in accord with Stokes and Anderson's (1990) 

ideas, however, this study did not focus on the longitudinal 

relationship between disarticulation and GNP (at different 
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levels). Findings in this area, also, support Amin's (1974, 

1976) argument that structural change inhibits the 

national capital accumulation necessary for government 

expenditure on public welfare programs. 

2. There was no significant relationship between 

foreign direct investment and foreign debt and HDI. 

Especially, high levels of foreign debt per capita did not 

effect human development. This unusual pattern was due to 

the fact that most independent variables were highly 

correlated. And that, the effect of such indicators as 

disarticulation undermined the effect of foreign debt. 

3. Export-import ratio positively and significantly 

effected human development index. 

4. Capital formation had a significant and 

popositiveffeet on human development, as was expected. 

These findings do not provide a solid ground on which 

one can firmly reject or accept one or the other of the two 

competing theories. However, as the two regression models 

suggested in the previous chapter, there is more evidence 

that dependency/world-system paradigms are better able to 
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explain the conditions in Third World countries, using the 

variables in this study. 

On an ongoing process new and more sophisticated 

measures are becoming available to validate or discredit one 

or the other of the two contradicting paradigms. The main 

objective of all of these tireless efforts is to find a way 

out of the miserable and inhuman conditions for developing 

countries. Berberoglu (1992) provides one of these 

solutions, perhaps one of the most radical ones. He 

concludes: 

We have argued in this book that in the absence of 

mass-based popular revolutions in the Third World 

that place countries on a socialist path, the logic 

of the capitalist world economy, which leads to the 

establishment of either neocolonialism or, in response 

to it, state capitalism, holds no promise of 

development that would benefit the great majority 

of the working people throughout the Third World. 

It is becoming increasingly clear that through a 

genuine workers' movement, committed to a thorough 

social transformation of the inherited capitalist 

order and the development of popular democratic 

institutions that ensure the full participation of 

the laboring masses in the political process, as in 

the sphere of production and life in general, can an 

egalitarian society that benefits the masses be built 

in the Third World (p.162). 

Perhaps the path Berberoglu points at is not without 
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merit. The extent of economic inequalities, social 

injustices, and political oppression in Third World nations 

is so much that only fair redistribution of the national 

wealth on an equal basis and the establishment of popular 

and participatory governments can guarantee the stability 

and tranquility necessary for human development in these 

countr ies. 
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X mafriymmf' formula t ion of t h e human development index* 

The human development index (HDI) is 
constructed in three steps. The first 
step is to define a measure of 
deprivation that a country suffers in 
each of the three basic variable 

life expectancy (Xi) , literacy (X2) 
and (the log of) real GDP per capita 
(X3). A maximum and a minimum value 
i3 determined for each of the three 
variables given the actual values. 
The deprivation measure then places a 
country in the range of zero to one 
as defined by the difference between 

the maximum and the minimum. The Xij 
is the deprivation indicator for the 
jth country with respect to the ith 
variable and it is defined as: 

Jij = 

(maxXij - Xij) 

(majpCij - iaijiXij] 
(1) 

The second step is to define an 
average deprivation indicator (Ij). 
This is done by taking a simple 
average of the three indicators: 

To illustrate, the application of 
this formula to Kenya is as follows: 
Maximum life expectancy =78.4 
Minimum life expectancy =41.8 
Maximum adult literacy rate =100.0 
Max. real GDP per capita (log)= 3.68 
Min. real GDP per capita (log)= 2.34 
Kenya life expectancy =59.4 
Kenya adult literacy rate = 60.0 
Kenya real GDP per capita(log)= 2.90 

Kenya's life expectancy deprivation 
( 1 ) 

= (78.4 - 59.4)/(78.4 - 41.8) = 0.519 

Kenya's literacy deprivation 
= (100.0 - 60.0)/(100.0 - 12.3) 

- 0.456 

Kenya's GDP deprivation 
= (3.68 - 2.90)/(3.68 - 2.34) = 0.582 

Kenya's average deprivation (2) 
= (0.519 + 0.456 + 0.5821/3 = 0.519 

Kenya's Human Development Index (HDI) 
(3) 

= 1 - 0.519 " 0.481 

= £ * l i j 
1=1 

( 2 ) 

The third step is to measure the 
human development index (HDI) as one 
minus the average deprivation index: 

(HDI)j = ( 1 - 1 ) (3) 

»Adopted from "Human Development Report" 1990 published by the United Nations 
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