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Economism and critical silences m
development studies: a theoretical
critique of neoliberalism

JOHN BROHMAN

Because of the recentness of neoliberalism’s rise in popularity within develop-
ment studies, it has only been in the last few years that it has been subject to
close scrutiny in the development literature. Moreover, much of the criticism of
the neoliberal approach has been focused on the immediate consequences of
structural adjustment and other neoliberal policy instruments on Third World
countries. However, there is also a theoretical critique that can be applied to
neoliberalism which can help explain the root causes of many of its shortcom-
ings as a development strategy. Given the close links between neoliberalism and
neoclassical theory in general, much of this theoretical criticism concentrates on
basic problems of the neoclassical framework. This paper particularly focuses on
the problem of economism and the consequent neglect of three important areas
of development studies: sociocultural and political relations, the intersubjective
realm of meanings and values in development, and the environment and issues
of sustainability.

The narrowness of homo economicus and associated neoclassical
assumptions

The multifaceted and dynamic nature of development processes makes it
necessary to take an interdisciplinary approach to the study of development, one
that includes sociocultural, political, and environmental factors as well as those
economic. However, neoliberalism and other mainstream development frame-
works that draw their conceptual roots from neoclassical theory have virtually
omitted non-economic factors of development from serious consideration.! As
Hirschman notes, ‘The discipline became professionally more narrow at pre-
cisely the moment when the problem [of development] demanded broader, more
political, and social insights’.

Characteristically, neoclassical theory treats people as atomistic individuals
who are bound together only through market forces. People are reduced to
isolated creatures of the marketplace, devoid of history, cultural traditions,
political opinions and social relationships beyond simple market exchanges.? The
conventional assumption is that non-market relations and institutions—the
broader environments within which economies operate—are universal, unchang-
ing, and have no significant impact on economic activities.* Economies take on
an ahistorical, static nature and economic change becomes solely the result of
exogenous changes in tastes and technology? Stripped of their social relations
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and historical dynamism, economies are reduced to simple technical devices for
allocating scarce resources. The consequences are often unrealistic and trivial
results derived from narrow, simplistic analyses that ignore the complexities
surrounding Third World economic realities.

The gap between theory and reality within neoclassical economics is largely
rooted in a series of unrealistic assumptions, especially those linked to the fomo
economicus postulate. The concept of homo economicus first emerged with the
birth of marginalist or neoclassical economics, as it became known, around
1870. From its origins, neoclassical theory has basically conceived of a world
composed of scarce means and unlimited desires, within which individuals must
make choices. The role of homo economicus within this world becomes one of
defining the ‘best’ choices, ie those that maximise an individual’s ends given the
limited means available. Homo economicus performs this function as a ‘rational,
self-interested, instrumental maximizer with fixed preferences’.® Social processes
are reduced to a universal psychological end—utility—which supposedly moti-
vates all economically rational behaviour.

Homo economicus, then, represents yet another universalistic Western con-
cept: economic behaviour in all places at all times follows the strictures of
economic rationality. This universal rule of economic rationality determines
which choices are best (ie which maximise utility) in all situations. Barnes notes
that homo economicus provides neoclassical theory with a methodological
agenda ‘based upon reducing the complexity of economic events at any time or
place to the universal trait of rational choice making; a trait that, because of its
determinist nature, is easily represented in a formal model’.” In the end, such
reductionism means that homo economicus exists neither in the real world of the
South nor the North. The real world is instead composed of individuals and
social groups whose behaviour may change across time and space according to
complex interconnections between individual attitudes, beliefs and motivations,
on the one hand, and the influence of historically constituted societal structures
and relations, on the other.

Ultimately, what neoclassical theorists have to understand is that there is no
independent, universal sphere of economic rationality that is explicable by
equilibrium equations and formal models based on assumptions of individualistic
exchange relations. By precluding attention to elements of human behaviour that
do not fit its narrow definition of economic rationality, neoclassical theory leaves
itself no mechanism for understanding and explaining the often messy empirical
world that so defies its models. Moreover, even rational behaviour (eg the
pursuit of profits) cannot be understood without paying attention to non-market
values, rules, relations and institutions. Development is not simply economic
growth, but also involves critical changes in social relations and institutions.
Changes in practices spring from mutual actions and relations among classes and
social groups; they cannot simply be understood as aggregations of isolated
individual actions, as is posited by neoclassical theory.?

Inevitably, neoclassical theorists pay a heavy price for the simplicity and
elegance of their models: empirical ignorance, a misunderstanding of socioeco-
nomic processes, and, as a result, the advocacy of unrealistic and bizarre policy
recommendations.’ In order to explain how actual economic activities unfold in
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their real-world settings, we must understand the local historical and geograph-
ical context in which these activities take place. This means moving away from
universal models based on absolutes, such as the somo economicus assumption,
towards the adoption of a more relativist stance. A central tenet of relativism is
that human activities cannot be explained by recourse to theoretical absolutes,
but need to be examined within their particular contexts. This position is
especially relevant to the study of development processes in Third World
countries that normally unfold in contexts that bear only a superficial and often
misleading resemblance to their First World counterparts.

Neglect of factors differentiating markets

Because their development strategies are based on market-led growth, neoliber-
als and other neoclassical theorists especially need to develop a better under-
standing of the different ways that markets work in developing countries and the
factors that contribute to these differences. It is normally assumed that markets
are essentially similar and that reactions to market signals by the private sector
will be equivalent from country to country. Indeed, the overall dependence of
market-led growth strategies on the ‘trickle-down’ mechanism assumes a basic
uniformity in Third World markets based on open competition and economically
rational behaviour by entrepreneurs. However, these universal assumptions about
markets and the private sector have little historical evidence to support them.
Such assumptions appear to be particularly unrealistic for more underdeveloped
economies marked by dualistic structures in poorer, predominately rural areas of
the South (eg much of Africa, South Asia). As Stewart comments: ‘Traditional
elements in the economy have different organisation, operate in different labour
and capital markets, pay different prices for these resources, and have quite
different access to technology, from firms operating in the modem sector.’'? In
the case of Africa, for example, Havnevik states that ‘it is wrong to think that
[Western-style] land, labour, credit, and product markets exist naturally ...
Factor, product, and financial markets [have been] historically rare in Africa’.!!
It follows that if development in these areas is to conform to neoclassical
prescriptions for market-led growth in the Western image, new market institu-
tions will somehow need to be created and sustained in an environment likely
to be rather inhospitable.

The general effectiveness of neoclassical trickle-down strategies also presup-
poses the presence of a capitalist class that is able and willing to respond to
market incentives with investments and other accumulation activities. However,
class differences between countries may profoundly affect investment patterns
and other key elements of the accumulation process. Within developing econom-
ies, domestic capitalist firms often play a relatively small role in comparison to
state-owned and family enterprises, both of which normally make production
decisions based on criteria that diverge from neoclassical assumptions of profit
maximisation.!> Moreover, particularly in Africa and Latin America, domestic
capitals have generally remained quite weak, while innovative entrepreneurs
with significant investment capacities have yet to emerge in most countries.'?
Under these circumstances, market incentives may be largely ineffective in
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stimulating the investment capital needed to create added employment and
income. This means that if the trickle-down strategy is not to be short-circuited
by insufficient investment, capital will need to originate from abroad—an
especially dubious proposition for exactly those more underdeveloped countries
which most often lack a domestic capitalist class.

The trickle-down process is further restricted in much of the South by
tendencies toward monopolisation in key economic sectors.'* In many countries,
economic monopolisation has been associated with state protectionism of exist-
ing enterprises and resource constraints that prevent new firms from entering
markets."> Lack of competition, however, is not just a common trait of the
South’s domestic markets. The global food and commodity markets upon which
many Third World exporters are especially dependent are typically dominated by
a few transnational agribusinesses based in the USA and other industrialised
countries.'® At either the national or international scale, then, the distributional
impact of market-led growth cannot be specified a priori—as trickle-down
theory attempts to do. Each country has its own historically evolving class and
social structures and occupies a particular position in the international economic
order, both of which will influence the strength of any trickle-down mechanisms.
In fact, Booth comments that ‘trickle-up’ might be a more appropriate term to
describe the distributional impact of development in the severely polarised
agroexport economies of areas such as Central America and the Caribbean.!”

The different ways that internal and external structures may affect market
processes illustrate the fact that the market is at root a social process. Develop-
ment, whether market led or not, is not a function of abstract economic
mechanisms operating in a social vacuum, but necessarily also involves changes
in social relations, structures and institutions. This is not to argue that the
importance of economic growth to the South should be neglected, but that a
broader, more balanced approach to development be taken that links the
economic performance of regions and countries with the historical constitution
of sociocultural and political structures. As Dietz and James note: ‘[Neoclassi-
cal] economic orthodoxy pays far too little attention to how powerful social and

political forces can encapsulate and steer market forces’.!®

Under-theorisation of the state, institutions and relations of power

The assumption of methodological individualism that produces the neoclassical
world of atomistic individuals devoid of social relations is particularly ill-
equipped to come to grips with the structured context within which relations of
power arise. However, as Klein remarks, ‘There is scarcely an assumption or an
implication of conventional economic theory which is not altered when the
realities of economic power are incorporated in the analysis’.!” While it is a
truism that the market influences resource allocations in all capitalist systems, if
we examine the structures out of which relations of supply and demand are
created, powerful vested interests will inevitably be found that shape how
markets operate.’’ Moreover, this pattern is undoubtedly most pronounced in
many of the highly polarised and authoritarian societies of the South in which
the vested interests of the elite monopolise state access to the exclusion of the
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popular sectors. Little if anything meaningful can be understood about the effects
that such power relations can produce on economic development (eg restrictions
on market participation by some classes and social groups, limitations on
aggregate demand rooted in societal polarisation) by using the neoclassical
‘adding-up’ approach of methodological individualism that neglects people’s
social and political make-up.

Along with its neglect of power relations, neoclassical theory has also
afforded little attention to the institutional dimension of development. In recent
years, an institutionalist critique has emerged of the one-dimensional, universal-
ist logic of neoclassical theory that tends to equate state intervention with
economic inefficiencies and predatory policies regardless of the historical,
institutional and political context.?' It is noted that countries within the same
geographic region often share institutional characteristics that distinguish them
from countries in other regions.?> These institutional differences are, in turn,
linked to underlying historical, sociocultural, and politico-ideological factors.
Such factors mean that the feasible range of institutional change associated with
development may differ widely; change that may generate benefits in one
country, given its particular social make-up, may produce disastrous results in
another. Onis comments, for example, that within the institutional and political
context of East Asia, bureaucratic autonomy has been associated with extremely
effective forms of state economic intervention. However, he also notes that it
was not bureaucratic autonomy per se that produced effective state intervention,
but rather a whole set of broader societal factors that collectively established the
preconditions allowing for effective state action.>® By contrast, similar types of
state intervention might be quite counterproductive in other countries that lack
such preconditions.

A basic inconsistency pervades the neoclassical and, by extension, neoliberal
attitude towards state intervention. On the one hand, the Third World state is
typically characterised as almost completely omnipotent in its ability to set
policy according to its macroeconomic objectives. On the other hand, it is also
described as virtually totally impotent and incapable of acting in an economi-
cally rational and efficient manner (unless, of course, it effectively follows
neoclassical policy prescriptions). Contrary to this rather naive, monistic view of
politics, however, the state is neither all-powerful nor completely powerless. In
reality, both states and their polities are highly differentiated. Sources of state
differentiation originate both from the internal composition of the state itself (eg
bureaucratic structures, types of government) and from its broader social
composition (eg relations with powerful classes, regional groups, familial and
ethnic groups). As a result, states often have divergent technical capacities and
other capabilities with which to carry out policy. Moreover, states are normally
permeated by contrasting interests and tensions that may be reflected in diverse
forms of economic intervention and other political behaviour. Economic as well
as political actors struggle to make dominant those forms of intervention from
which they and their allies will benefit most. Therefore, neither the structures nor
the functions of the state should be seen as monolithic.

Both the internal and external structural features of the state, then, may affect
its ability to devise and carry out different forms of economic intervention.
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Given the tremendous structural diversity of Third World states and their
societies, one would think that forms of state intervention ought to be corre-
spondingly diverse. Indeed, a number of recent comparative political studies has
emphasised the considerable variety that marks forms of state intervention in
developing countries.”* However, despite their focus on (reducing) state inter-
vention, neoliberals have devoted remarkably little analysis to either the causes
or consequences of different forms of such intervention. Characteristically, a
simplistic univariable definition or indicator of state intervention is presented
rather than any serious attempt to elaborate the different ways that states may
intervene economically. This neglects analysis of the nature of the state and of
its relations with the broader society, both of which are necessary to understand
the nature of state interventions. In Africa, for example, Mengisteab and Logan
find differences in forms of intervention according to the social composition of
various states: policies in Mobutu’s Zaire tended to conform to the elitist
interests of the ruling class and state functionaries, while those in Nyerere’s
Tanzania or Mugabe’s Zimbabwe were directed towards the redistributive
interests of the poor majority.>> Similarly, O’Donnell finds that particularities
within both internal and external state relations have affected forms of state
intervention in Latin America: before the mid-1980s, the neocorporatist or
bureaucratic—authoritarian regimes of the Southern Cone carried out a mixture of
coercive and neopopulist measures which reflected both their authoritarian
political structures and the traditional strength of corporatist relations within the
region’s polities.?®

Disregard for culture and history

In the long run, the viability of any economic strategy depends on a host of
historical, political and cultural variables. In order to be useful, a strategy must
be able to adapt to historically changing conditions, while keeping interrelation-
ships between economic and non-economic factors under constant and rigorous
scrutiny. A growing number of development theorists—including some within
economics itself—has reached the conclusion that neoclassical theory has
overemphasised the technical analysis of abstract economic and scientific issues,
to the neglect of other aspects of development that are based in real-world
processes and are more immediately relevant to the well-being of the majority
in the South.?” Such criticism has touched off a rather vitriolic debate within
development theory that is being waged both within and outside economics. On
the one hand, some commentators (including a few economists) have charged
that neoclassical theorists are too comfortable in their abstract world of universal
assumptions and formal models to want to enter into the more messy and chaotic
world of real social processes:

When you dig deep down, economists are scared to death of being sociologists. The
one great thing [they] have going for [them] is the premise that individuals act
rationally in trying to satisfy their preferences. That is an incredibly powerful tool
because you can model it.2*

On the other hand, many neoclassical economists contend that the inclusion of

302



ECONOMISM AND CRITICAL SILENCES IN DEVELOPMENT STUDIES

non-economic factors in explanations of economic growth and development will
only detract from the scientific rigor and precision of their framework. As the
following statement illustrates, some of the leading figures in the neoliberal
counterrevolution have been particularly disdainful of research (especially by
other economists) that seeks to establish the causal relevance of non-economic
factors in processes of growth and development:

People delight in putting forward ex-post explanations, or rationalizations, for
observed phenomena. Economists are no exception. Those who have failed to
understand, nay foresee, actual developments because of faulty or inadequate
economic reasoning fall back on noneconomic explanations, just as our ancestors
thought to find the causes of lightning and thunder in the supernatural. Explaining
intercountry differences in economic growth rates is no exception. With little
knowledge, but fertile imagination, economists have wandered onto the fields of
cultural and social phenomena when their models have failed them.”

Problem of discipline-centrism and fragmentation

A common problem affecting economics, political science, psychology, soci-
ology, and, to a lesser extent, other disciplines such as social anthropology and
geography that are involved in development studies, has been the persistence of
‘discipline-centrism’.3* The development process is compartmentalised by each
discipline to suit its own areas of specialisation, research methods, and theoreti-
cal frameworks. For the most part, interdisciplinary approaches to development
have yet to attain intellectual respectability; development theorists commonly
contend that interdisciplinarity tends to lead away from more important ‘sci-
entific’ and ‘rigorous’ research within disciplinary specialisations. Instead of
being constituted as a distinct area of intellectual enquiry because of its peculiar
issues and problems, the field of development studies has become incorporated,
in bits and pieces, into various disciplines. For example, economics (which in
recent years seems to have got away with the biggest haul) tends to emphasise
factors such as savings, capital, investment stimuli, and so on. By contrast,
political science stresses equality, participation, responsive public officials and
political accountability, while sociology highlights modernity, specialised roles
and pluralism.*!

The problem with this disciplinary segmentation is that development processes
are inherently multifaceted—involving a complex web of sociocultural, political,
economic and environmental factors. It follows that the traditional subject matter
of any one discipline cannot adequately deal with the complexity of this topic.
Yet ‘purists’ within particular disciplinary segments often limit their interaction
with those in other branches who may have somewhat different concerns or may
use unfamiliar research methods or theoretical discourses. The increasingly
knotty, interwoven nature of development problems, however, demands new
methods and insights that the traditional disciplinary orthodoxies have failed to
provide. In order to be able to understand, explain and act effectively, develop-
ment theorists and practitioners need to adopt more open, pluralistic perspectives
that incorporate recent conceptual and methodological advances in a variety of
disciplines, as well as indigenous insights into development from a range of
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sources within the South itself. To do this, however, they need to eschew
intellectual and disciplinary arrogance, escape the conceptual and methodologi-
cal straight-jackets of the traditional disciplinary specialisations, and avoid the
close-minded adherence to ideological convictions that has unfortunately come
to characterise much of development studies.

Domination of positivist modes of enquiry

Despite the recent rise of post-positivist forms of explanation in most of the
social sciences, the field of development studies still largely remains dominated
by positivist modes of enquiry. Indeed, it might be argued that, with the rise of
neoliberalism, mainstream development theory is probably more dominated by
positivist methods today than at any time in the postwar era. This is in large part
a result of the continuing domination of the positivist philosophy of science in
a few of the central disciplines concerned with development studies, especially
economics. As Wilber notes, it has only been quite recently that the positivist
dominance of postwar economics has been challenged and, up to now, the
development of alternative theoretical discourses has mostly taken place on the
margins of the discipline.’> Moreover, the influence of positivism within eco-
nomics is particularly strong in many of the most prestigious universities of the
North, particularly in the USA, that have advanced graduate programmes, major
sources of funding and other resources needed to support development research
on an ongoing basis. Many of the key actors in both the academic community
and major development institutions—such as the MF and World Bank—that
are responsible for the rapid ascendancy of neoliberalism within develop-
ment theory are connected to this select group of leading First World universi-
ties.?3

An examination of the basic principles of positivism demonstrates its close
connections with neoclassical economics and, by extension, mainstream devel-
opment theory as practised at these leading universities. Among the important
principles that define positivism as a distinct philosophy of science are: a belief
in naturalism or the essential unity of all science under the ‘scientific method’
first developed in the natural sciences, an ontological focus on the empirical
world of observable events and phenomena, the derivation of universal causal
laws or generalisations based on empirical regularities, and the conviction that
an objective world exists that can be accessed and explained by objective
research methods. Like all positivists in the social sciences, neoclassical
economists believe that any differences between research in the social and
natural sciences are differences in degree rather than kind. No essential differ-
ences are thought to exist that would render the human-based subject matter of
economics inappropriate for research methods developed in the natural sciences.
If explanations in economics have yielded less predictable results than those in
the natural sciences, this can be attributed to the relative immaturity of positivist
models and techniques in economics—something that can eventually be over-
come as more rigorous research progressively fills the gaps of knowledge.

As in the natural sciences, the ontology of neoclassical economics is basically
composed of an empirical world of observable events and phenomena. Other
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parts of reality that cannot be observed and measured (eg values, meanings,
social relations) are considered to lic beyond the boundaries of proper science.
It is from regularities or correlations among empirical facts that neoclassical
economists derive causal laws or generalisations upon which explanations are
based. Because these empirical facts are invested with a universality, questions
concerning their social constitution and historical meaning are excluded from
analysis. Causality flows out of simple relations between isolated empirical facts
themselves, rather than from analysis of either their ‘inner constitution’ (ie their
social composition according to class, gender, ethnic and other social relations)
or the historically changing contexts within which they occur. The neoclassical
world of these empirical facts is thought to be objective and to be explainable
using objective research methods. This means that neoclassical research typically
pays little attention to ideological biases and other non-objective factors that may
influence the framing of research questions or the methods by which studies are
carried out. Moreover, neoclassical research characteristically employs a priori
models and theories that rule out subjective factors and separate the observer
(researcher) from the observed (research subjects). As a result, neoclassical
development studies tend to treat people as objects to be studied rather than as
subjects of development in their own right, whose knowledge and interpretations
of the world might contribute not only to the findings but also to the design of
research projects.

A subjectivist critique: omission of values and meanings

At the core of much of the criticism of positivism within the social sciences is
a concern for the human factor and for the subjective realm of values, meanings
and interpretations. Many researchers who have adopted post-positivist positions
(ie those based on one of the humanist approaches, realism, structurationism,
postmodernism) have concluded that the postwar social sciences, in their anxiety
of become more ‘scientific’ or ‘objective’, have adopted positivist methods that
are inappropriate to the study of social subjects and that neglect many important
issues related to methods of acquiring knowledge in the social sciences.
Individuals and social groups are treated like atomistic facts or things that are
devoid of any social content or meaning and follow universal laws which
determine their behaviour. Historically constituted values and meanings, which
may vary considerably over both time and space, are either excluded completely
from analysis or are treated as simple universals in a way that denies their social
construction.

Within neoclassical theory, for example, economic values are based on the
universal concept of consumer sovereignty and are thus assumed to be stable and
consistent. This denies possibilities for differentiation within the subjective
realm of values, interpretations and meanings which might be based either on
broad processes of social change or on individual variations among people’s
perceptions, aspirations and access to information and resources. In practice, the
universalisation of values within neoclassical theory has systematically excluded
the wishes and aspirations of dominated classes and social groups, particularly
the poor, women, and minority ethnic groups. These silences underscore the fact
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that neoclassical economics, like all discourses, is intersected by relations of
power. Recognition of connections between power relations and particular forms
of discourse (ie scientific paradigms) leads away from positivist notions of
objectivity and the distinction between facts and values. Within development
theory, it also highlights the need to examine the ways in which the neoclassical
paradigm has furthered the power and influence of certain groups (ie those of
global capital, core capitalist countries) at the expense of other needs and
desires, particularly of the poor and disadvantaged in Third World countries.

In general, subjectivist critiques of the neoclassical framework in development
studies emphasise the need to pay more attention to human complexities and to
the dynamic, open-ended, and non-determined nature of social processes. Em-
phasis is placed on processes of social change, non-equilibrating tendencies,
local diversity and human creativity. It is believed that efforts should be made
to explore various subjective elements of development among different classes
and social groups, alongside the usual studies of overt materialist behaviour and
the more objective features of development. This involves attempts to ‘bring the
actors back’ into development studies in the particular economic, political, and
sociocultural contexts within which they operate. Research tries to interpret
others’ understanding of their world from their own special vantage points and
without preconceived notions and conceptions. Contrary to neoclassical theory,
it is neither assumed that the economic sphere is dominant nor that social
processes conform to some sort of predetermined universal logic.

Moreover, advocates of alternative conceptions of development contend that
a primary concern for ‘humaneness’, including social, ethical and moral consid-
erations, should replace the abstract, technical focus that the science of econom-
ics has given to development theory.3* Inevitably, this raises questions of
purpose within development studies and brings issues such as social justice and
environmental sustainability to the forefront. Accordingly, new questions and
criteria are needed to assess development performance in diverse areas such as
employment and equity, family life, individual freedom, cultural values, com-
munity welfare and ecological soundness. Questions that presently revolve
around narrow concerns of ‘How much economic growth?’ in neoclassical
theory age transformed into broader issues of ‘Economic growth for what and for
whom?%

Need for a hermeneutic component focused on development values and
meanings

If development is about processes of human action and interaction rather than
just about goods and resources, then it is clear that development theory must
deepen its understanding of what it is to be human. This involves incorporating
a hermeneutic component into development studies that addresses the ways in
which mutual actions and social relations are linked with intersubjective values
and meanings. A hermeneutic approach focuses on questions of discourse,
meaning and interpretation. It contends that empirical facts are not objectively
given and universal but are socially constructed within particular historical
settings. Moreover, human practices are composed of modes of mutual action
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and social relations which cannot be addressed by frameworks that treat them
merely as aggregations of atomistic individual actions. A hermeneutic view of
development would stress that one must understand the discourse, or the
underlying configuration of interpretations and meanings, before one can under-
stand social practices. Social practices which may on the surface appear to be
similar may be interpreted quite differently and may take on distinct meanings
for different groups of people.

The hermeneutic environment of social practices is profoundly historical
rather than universal in nature. Neoclassical theory assumes a world composed
of detached, rational agents who perceive their situations from a transcendent
universal position. Optimal actions are supposedly calculated from disinterested
observations that have no bearing on other (economic) agents. By contrast,
hermeneutic agents are situated within a historically constituted social context.
Rather than being detached and merely self-interested, they are embedded within
a complex structure of social relations that requires them to make calculations
or tradeoffs based on the perceived impact of their actions on others. This is
particularly true for many Third World societies in which traditional values and
meanings are so closely linked to local social structures (eg kinship, ethnic,
community ties). Within these settings, individuals and social groups are both
products and constitutive parts of the historically changing ensemble of econ-
omic, political and sociocultural processes that make up particular societies.
Their practices both shape and are shaped by the distinct structures of value and
meaning that constitute those societies.

Neglect of the environment and issues of sustainability

Issues related to environmental deterioration and the sustainability of develop-
ment have only recently begun to receive attention in development studies.*®
Over the past decade, however, a growing number of authors has linked various
types of environmental problems to mainstream strategies of development,
especially those which focus on maximising economic growth through large-
scale agricultural and industrial projects. Because the success of any long-term
development project ultimately depends on the sustainability of the environment,
there is increasing agreement that sustainability should be explicitly included as
one of the central goals of development strategies.?’ This requires broadening the
focus of development beyond simple considerations of economic growth; in
many cases, it may also entail reconciling difficult tradeoffs between develop-
ment objectives (eg between maximising economic growth and managing
resources appropriately). In addition, it means that we must recognise that no
one model of development can offer a universal solution for achieving environ-
mental sustainability in all places at all times. Even the most elegant and
internally coherent models that ignore variations in society—nature relations are
doomed to failure because they neglect the different ways that social groups
interact with their environment over time and space. Because of this, they have
little chance of being appropriate to the diverse needs and desires of those that
must implement them; they will therefore quickly be discarded by Third World
countries as foreign and unworkable.
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The environment and issues of sustainability have been largely ignored not
only by mainstream development studies but also by neoclassical theory in
general. When they are considered at all, natural resources are basically regarded
as inputs for processes of production and consumption. In the same way as
scarcities of other inputs (eg labour and capital) force choices, scarcities of
natural resources force decisions over the ends to which they will be put. Given
the different ends of various economic agents, natural resource use can be
portrayed as an optimisation problem: ‘environmental quality [or deterioration]
is the result of the aggregated decisions of all individual economic agents,
weighing the benefits derived from increasing production and consumption
against the benefits enjoyed when the environmental quality is improved’.*

The basic analytical framework of neoclassical theory was developed during
the late 19th and early 20th centuries when the availability of natural resources
was not generally regarded as an obstacle to economic growth. Perhaps this
explains why the neoclassical approach contains so few categories and concepts
suitable for analysing environmental problems, especially those occurring on a
large and global scale.*® Within neoclassical theory, environmental problems
become simple negative externalities. As such, they represent effects on econ-
omic agents that are external to the central focus of the theory on the market
itself.

Following the classic work of Hotelling, neoclassical theorists have especially
tended to equate natural resources with other economic assets worth ‘holding” in
the present.*” Certain material and energy-yielding natural resources are es-
pecially worth holding because of the threat of their future scarcity from
continuing depletion. Therefore, policy ought to be set by locating an optimal
rate of extraction or depletion for these economically valuable assets. For any
particular resource, this will depend on its relative scarcity (ie its ‘shadow’ price)
over time in comparison to other ‘natural’ or economic assets. Relative scarcity,
in turn, depends on factors such as technological advance, possibilities for
substitution, economies of scale, market imperfections, patterns of property
rights and the ‘renewability’ of the resource.*! Moreover, the optimal rate of
exploitation for a resource, just as for any other economic asset, should be most
efficiently derived from the unhindered operation of market forces. Such
neoclassical orthodoxy tends to produce an ahistorical, technical and quite
optimistic view towards resource depletion and related environmental problems:
‘There seems to be little reason to worry about the exhaustion of resources which
the market already treats as economic goods’.*?

Given the prevalence of this viewpoint within mainstream economic theory,
development studies has paid little attention until recently to concerns over
environmental destruction and the sustainability of development. During the last
decade, however, a growing number of development analysts, including many
economists, has begun calling for a critical re-examination of the way in which
natural resources and the environment have been treated in the theory and
practice of development. On the one hand, this has been prompted by an
increased awareness of the theoretical critique to which the neoclassical develop-
ment framework has recently been subjected over issues of sustainability. This
critique has especially been pioneered by groups of environmentalists, conserva-
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tionists, and ecologists, as well as by some academic disciplines (eg geography,
resource management, biology and other natural sciences) that are struggling to
find a place alongside economics in development studies.** On the other hand,
calls for an alternative framework have also been propelled by a growing
realisation of the substantial and, in many cases, irreversible damage that has
been inflicted on the environment as a practical consequence of neoclassically
driven development projects.** As a result, many multilateral and bilateral
development organisations have become critical of the negative impact that
postwar development projects have often made on the environment.* The World
Bank, for example, recently engaged in the following self-criticism:

. numerous public investments—often supported by development agencies, in-
cluding the World Bank—have caused damage by failing to take environmental
considerations into account or to judge the magnitude of the impacts. Indonesia’s
transmigration program, Sri Lanka’s Mahaweli scheme, and Brazil’s Polonoreste
projec;tﬁs are examples of large programs that caused unanticipated damage in earlier
years.

Principal problems with the neoclassical treatment of the environment

In the last few years, a multifaceted critique has emerged in the development
literature over the way in which the neoclassical paradigm treats environmental
questions and issues. This critique may be divided into the following eight
problem areas. First, neoclassical theory assumes that values are created exclu-
sively by the market, based on the individual preferences of economic agents. A
problem arises over how to aggregate these individual preferences into a
collective statement on the value of specific natural resources and other environ-
mental factors. Attempts at aggregation meet with problems of cardinal measur-
ing of utility and of interpersonal comparisons of utility, especially among
different societies over time.*’ In many cases, the preferences of economic
agents are either not known (particularly for future generations) or, at best, only
partially known (among various social groups in different societies). But, unless
individual preferences can be satisfactorily aggregated, it becomes impossible to
weigh the value a society puts on the production and consumption of goods and
services that damage the environment (eg through pollution or species extinc-
tion) vis-a-vis the value the society puts on environmental conservation.

Second, a related problem arises over how the environmental costs and
benefits of development can be expressed as market prices in order to fit into
neoclassical calculations. In most instances, the social costs of environmental
damage can be measured. However, problems often arise in trying to determine
the value of benefits, particularly the benefits of avoided environmental damage.
This problem is illustrated by the following example:

... the costs of decreasing the pollution level of a river that contains heavy metals
from the effluent of a firm along that river, equal the purification costs of the
polluted river plus the costs of adapting the polluting production process. Problems
arise when the benefits of a clean river have to be estimated. Some benefits can be
expressed in market prices, such as the lower costs of producing drinking water and
the higher proceeds from fishing. Many benefits, however, cannot be expressed in
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market prices, simply because there are no markets for public goods like ecosystems
and landscapes. What is, for example, the price of a square mile of wetlands?*

Third, environmental concerns are normally excluded from standard income-ac-
counting techniques, such as the measurement of growth by gross domestic
product (GDP), based on market transactions. Measurements of GDP typically do
not account for depreciation in the form of costs for maintenance of either
physical capital stock or human capital stock.*’ Indeed, expenditures on inputs
required to offset the effects of environmental depreciation are normally
recorded as extra (gross) income. If environmental destruction (eg pollution, soil
erosion, depletion of non-renewable resources) were to be fully accounted for by
making appropriate deductions from GDP figures, measurements of development
performance might be dramatically altered.’® This would be particularly true for
many recent industrialisers (eg Brazil, South Korea, Mexico and Thailand) that
are facing escalating environmental costs in the form of physical damage and
resource depletion, loss of amenities and rising health problems. Extensive
remedial spending to correct such problems (eg public spending on relocation,
cleaning up polluted areas, converting polluting processes) will affect future
growth rates and will represent a negative counterbalance to past growth that
omitted environmental depreciation. As the Malaysian Prime Minister recently
admitted in Penang, ‘We have been misled by the way we have been measuring
growth’.3! This realisation has led several development analysts to call for the
incorporation of environmental accounting into the System of National Ac-
counts.*

Fourth, neoclassical methods typically neglect issues of intergenerational
gains and losses resulting from the impact of development on the environment.
In particular, the choice of an appropriate discount rate raises important ques-
tions concerning the rights of future generations.’® The neoclassical methodology
assesses the value of contributions to future income (whether positive or
negative) by discounting them to the present at an agreed interest rate, which
represents the ‘social rate of discount’. Although they should be crucial to all
long-term development decision making, rates of discounting that would be
appropriate for different times and places have yet to be devised. In practice,
many development agencies simply declare the discount rate to be 10%.
However, at a discount (interest) rate of 10%, the present value of a dollar’s
worth of costs incurred 30 years hence would be less than six cents.>* Using this
type of calculation, the question becomes, who will pay any attention to the
long-term effects of present development practices? Risks of irrecoverable
damage to environmental systems (eg from ‘irreversiblities’, ‘threshold effects’)
are not factored into such calculations. Neither are the needs and desires of
future generations, to whom considerable environmental costs are often being
transferred. As the Brundtland Commission noted, the ethics of this intergener-
ational transfer of environmental costs are highly questionable:

[There may be] profits on the balance sheets of our generation, but our children will
inherit the losses. We borrow environmental capital from future generations with no
intention or prospect of repaying... We act as we do because we can get away with
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it; future generations do not vote; they have no political or financial power, they
cannot challenge our decisions.>

Fifth, the way in which neoclassical theory treats environmental questions fails
to consider the impact of imbalances of power within and among societies. This
means that neoclassical methods neglect equity issues not only among genera-
tions, but also among current classes and social groups. Imbalances of power
present dominant economic and political groups with opportunities to put their
individual and short-term interests ahead of the collective and long-term interest
of a sustainable social and physical environment. Neoclassical recommendations
to internalise external ‘diseconomies’ disregard imbalances of power. It has been
pointed out that forces in most societies with interests in such diseconomies are
much more powerful than forces in favour of a sound environment.*® Moreover,
many poor and otherwise disadvantaged people may be virtually defenceless to
prevent environmental damage resulting from pollution and other ‘diseconomies’
generated by others. Broad and Cavanaugh, for example, offer the example of
poor families on Palawan Island in the Philippines who were powerless to stop
the destruction of their traditional fishing grounds by environmentally unsound
logging practices pursued by large corporations with close ties to the national
government.®’

Sixth, both neoclassically driven development initiatives and environmental
agendas are commonly imposed by the North on the South, a process that has
gained momentum in recent years with the rise of neoliberal development
strategies. It has long been recognised by dependency theorists and others that
the origin of development initiatives in the North is key to understanding their
social and environmental impacts on the South. Given that there is a ‘low
income elasticity of demand for environmental protection in developing coun-
tries and the opposite in developed countries’,*® many development analysts are
becoming increasingly concerned over tendencies by transnational corporations
to shift environmentally destructive operations to the South in order to lower
costs and escape regulations. Potentially severe conflicts have also been noted
between the liberalised trade regimes advocated by neoclassical theorists and the
protection of global environmental standards.” The lack of proper regulations
over the rapidly expanding global trade in highly toxic substances serves to
underscore such concerns. Increasingly, not only major development initiatives
but also the environmental agenda for the South is being directed by the North.%
Rising concerns in the North over the global impact of environmental destruction
in the South (eg from the destruction of tropical rainforests) has prompted
international development organisations (including multilateral institutions, bilat-
eral aid agencies and nongovernmental organisations) to take the lead in setting
the environmental agenda for many Third World countries. Consequently, many
analysts have begun to question whether the issues and the methods of this
agenda will be appropriate for the South, particularly the interests of its poor.

Seventh, the neoclassical framework’s focus on linear relations and equilib-
rium concepts is inappropriate for the analysis of many issues related to
environmental sustainability. New developments in areas such as thermodynam-
ics and catastrophe theory in a variety of disciplines have demonstrated that
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ecological systems are prone to sudden changes that cannot be predicted by
linear models or equilibrium concepts. Whereas traditional positivistic frame-
works based on linear relationships maintain that small changes produce small
effects in ecological processes, new ways of thinking that allow for nonlinear
and chaotic behaviour within ecosystems point in the opposite direction. It is
now commonly thought that the slightest perturbations in, for example, the
climatic regime may throw a fragile ecosystem into disequilibrium—with poten-
tially catastrophic and largely unpredictable results. Many processes in nature
and, hence, human interventions in these processes appear to be hardly predict-
able for at least three reasons: the existence of synergetic effects that increase the
combined impact on the environment of separate practices (eg industrial emis-
sions), the presence of critical thresholds in most ecosystems and the fact that
many practices have a delayed effect on the environment®' This means that
devastating and largely unpredictable long-term consequences may sometimes
be produced by even small human-produced changes in an ecosystem, such as
increases in atmospheric carbon dioxide resulting from deforestation or industrial
pollution. At a minimum, these new insights should alert development strategists
to the possibility that the ecosystems which sustain development are sensitive
and fragile. Given the devastating implications of sudden environmental change,
this requires that we incorporate new ways of thinking and new practices into
development strategies that emphasise sustainability.

Eighth, neoclassical theory’s treatment of the environment and natural re-
sources as ‘externalities’ does not contribute to sustainable development strate-
gies. Externalities are so termed because they are external to the market trading
process upon which neoclassical theory focuses. Moreover, externalities, as the
term implies, are normally viewed as ‘peripheral, expendable, or of very low
priority’ relative to the exigencies of economic growth within neoclassical
models.®> However, from a sustainable development perspective such externali-
ties are integral and fundamental to ecological processes upon which all
development is based. Rather than being relegated to the margins of develop-
ment strategies, a concern for externalities ought to be put at the centre of
development theories and practices. Externalities may arise from a variety of
sources to which solutions may be applied. For example, current property rights
in most countries provide little incentive to protect the environment. Institutional
failures and development projects narrowly conceived to maximise economic
output have also frequently contributed to increasing externalities. Proponents of
sustainable development contend that, in the broadest sense, externalities rep-
resent the complex web of interrelationships between human and natural systems
upon which overall systemic balance and well-being depends. Because of this,
attention to the production of externalities ought to assume greater conceptual
and practical importance in development strategies, rather than being treated
peripherally as an afterthought or add-on.

New issues and alternative directions for sustainable development

The escalating costs of externalities produced by current development practices,
many of which have yet to be explored, have provided the focus for a growing
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number of studies employing a variety of sustainable development perspec-
tives.®® Some of these studies emphasise the high ‘opportunity costs’ associated
with irreversible environmental damage that may foreclose future options for
using certain areas. Other studies have highlighted the neglect by neoclassical
theory of the essential ‘utility-yielding’ role of ecosystems and their environmen-
tal functions. And a third group of studies has broadened the discussion to issues
of ‘coevolutionary development,” or interrelationships between social and eco-
logical systems in which feedback mechanisms that previously maintained
ecosystems have been progressively shifted to the social system. Many of these
studies of sustainable development challenge neoclassical theory to re-examine
a series of environmental and distributive questions that have largely been
neglected. It is argued that development is not well measured by focusing on
economic growth alone. Instead, attention should be given to issues such as
redistributive justice and egalitarian ethics, human capital development, protec-
tion of the environment and species survival, and the diverse interests and
desires of traditionally excluded groups such as minorities and indigenous
peoples.® Strategies that may generate high growth but also produce widespread
alienation and distributional disparities in areas such as income, health, edu-
cation and employment ought to be avoided, particularly in already polarised
Third World countries. Likewise, growth-orientated strategies that generate
unacceptable levels of environmental destruction should be abandoned in favour
of alternative approaches that address the need for ecosystem maintenance and
the preservation of biodiversity.

In many cases, this will require the imposition of specific standards and
regulations by local communities, national governments, international bodies and
other authorities to ensure that development practices are sustainable from a
social and ecological point of view. These standards should be derived from
scientific knowledge of the functioning of ecosystems, as well as ethical views
concerning the current and inter-generational distribution of resources (ie the
quantity and quality of natural resources that are available to different classes
and social groups within and among countries, both currently and for future
generations). Both ‘command and control” and economic instruments may be
used to ensure that development practices conform to ecological standards and
social goals. The choice between types of instruments will depend on the
conditions prevailing in particular countries and should be measured by the usual
criteria, such as effectiveness and efficiency. However, given the destructive
legacy of past development practices in most Third World countries, as well as
the many theoretical shortcomings of the neoclassical model, it should be
emphasised that sustainable development cannot be fostered by depending on
market-driven development programmes or theoretical frameworks. The devel-
opment literature is full of examples of how the exposure of Third World
peoples to the full rigors of the price system has produced both economic misery
and environmental destruction. In most cases, it appears that goals of social
equity and environmental sustainability would have been better served by
creating democratic institutions at various scales to facilitate popular partici-
pation in environmental decision making. This would force development to
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conform to environmental standards and social goals that, at best, can only be
partially attained by adhering to neoclassical market-led principles.

Conclusion

Over the past decade, neoliberalism has experienced a meteoric rise in popular-
ity, moving from the margins to the centre of mainstream development studies.
It has only been in the last several years, therefore, that analysts have been able
to subject the neoliberal framework to close scrutiny. Much of the criticism that
has subsequently been levelled at neoliberalism has been directed at the disap-
pointing results that neoliberal development strategies have produced in many
Third World countries. However, given the close association of neoliberalism
with orthodox neoclassical theory, there is also a theoretical critique which can
be applied to this development approach. A central component of this critique is
the tendency of neoclassical theory to slide into a narrow type of economism
which denies conceptual space for sociocultural and political relations. This is
the principal cause of the yawning gap that has appeared between development
theory, as it is postulated by the neoliberal approach, and the realities of
development in various Third World countries. It is also closely connected to the
neoliberal framework’s neglect of two increasingly important concerns of
development studies: the intersubjective realm of meanings and values in
development and the area related to the environment and sustainable develop-
ment.

The gap between theory and reality in neoclassical theory is largely rooted in
a series of unrealistic assumptions, especially those linked to the homio economi-
cus postulate. The concept of homo economicus attempts to reduce the com-
plexity of real-world decision making to the universal trait of economically
rational choice making. Such reductionism strips development processes of
possibilities for variation and change based on individual motivations and
beliefs, as well as the influence of historically constituted societal structures and
relations. Homo economicus becomes a creature solely of the marketplace,
devoid of a history, culture, and social and political relations. Moreover, markets
are assumed to react similarly everywhere—as if non-market mechanisms had no
bearing on market outcomes. The sphere of market exchange is abstracted from
the realm of production and relations of power. In the end, an ideological
conception of the market is offered as a substitute for particular, historically
constituted markets in different countries. Likewise, a highly ideological concep-
tion of the state is offered in place of a careful analysis of variations in state
intervention, institutional structures and power relations. In reality, both states
and their polities are highly differentiated among Third World countries. Sources
of this differentiation originate both from the internal structures of the state itself
and from the broader realm of state—society relations. In order to address sources
of this political differentiation, as well as variations in social, cultural and
economic relations in general, development studies need to avoid the type of
ideological narrow-mindedness and discipline-centrism to which neoliberalism
has unfortunately succumbed.

Closely related to neoliberalism’s problems with economism is its dependence
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on an essentially positivist mode of scientific enquiry. More broadly, positivist
methods restrict research to the narrow empirical world of observable events and
phenomena. Other components of reality, such as social relations, values,
meanings and interpretations, are excluded from serious consideration. Individu-
als and social groups are treated like atomistic objects or things that follow
universal laws and are devoid of any social content or meaning. However, if
development concerns processes of human action and interaction rather than just
goods and resources, it is important to deepen our understanding of what it is to
be human. This necessitates incorporating a hermeneutic component into devel-
opment studies that addresses how human actions and social relations are linked
with intersubjective values and meanings. The hermeneutic environment of
social practices is profoundly historical in nature, rather than being universal as
is assumed in neoclassical theory. Social practices, which in the closed empirical
world of neoliberalism may appear to be similar, may in the real world be
interpreted quite differently and may take on distinct meanings across time and
space.

Another serious theoretical shortcoming of the neoliberal development frame-
work that stems from its neoclassical roots is its inappropriate treatment of issues
related to the environment and sustainability. Natural resources and ecosystems
have either been ignored completely or treated peripherally as mere externalities
by neoclassical models and development projects. Thanks largely to the efforts
of environmentalists and others interested in creating more sustainable forms of
development, a multifaceted critique has emerged of the neoclassical treatment
of the environment. This critique may be divided into the following problem
areas: the aggregation of individual preferences into collective values on the
environment, the expression of environmental costs and benefits as market
prices, techniques of environmental accounting and the measurement of de-
preciation, issues of intergenerational equity and the choice of an appropriate
discount rate, imbalances of power and equity issues within and among societies,
the imposition by the North on the South of both neoclassically driven develop-
ment initiatives and environmental agendas, the use of linear models and
equilibrium concepts to study ecological processes, and the treatment of the
environment and natural resources as externalities. Given these basic theoretical
problems, as well as the poor environmental record of neoclassically driven
development projects in many Third World countries, many analysts are calling
for changes in both development theories and practices. To provide more
sustainable forms of development, economic mechanisms must be comple-
mented by specific regulations designed by the state and other authorities to
ensure that development practices conform to ecological standards and social
goals. In order to be effective, this will also mean the creation of democratic
institutions at various scales to facilitate popular participation in environmental
decision making.
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