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are drawn about the ways in which dependency affects growth

new analyses baged on thls rev1ew are presented.

-

on natlo al: development, there have been g large number of cross—

t
depende Ccy on economic growth

natlonal empirical studles of the effects of market and economlc power

‘This thesrs revxews these studles in-an
attempt to . formulate a prellmlnary model u51ng thls llterature as '‘a.,
gulde.;

Ouf strategy is as. follows.
ture

’

of cﬂass1cal economics and mod%rnlzatiqn\tﬂeory. Second, we dlscuss the

into the theoretlcal context of 1ts conceptual roots in the crlthues

——

dlfferences in the research desxgns and measurements ln th/ﬂemplrlcal
_studles.

Thlrd, the results are compdred and where p0851b1e, concluslons ‘:
fourthy (:.
4 . 9 }..‘:
Snyder and chk s recent blockmodel ana1y51s of the world system
. v

’ . .
Flrst, we put the emplrlcal lltera—
.
/.

suggests that of the 'six blocks comprxsxng the perxphery in terms of

trade flor military lnterventlon, dlplomatlc relatlons and con301nt

treaty membershlp networks the two most extreme poSLtlons are exclu31vely
African (1979 1114)

For thls redson, we llmlt our analy51s to twenty—
elght African countries.

]

On the baSlS of our anal 515, We conclude |
(1) Thegeffect of private foreign lnvestment lnports from the . ex-metro-

pole and. aid has been to decrease the relatlve rate of ‘economic growth
/
of Afrlcan countries.

~

The effect dE prlvate forelgn lnvestment is Lndl-

13

cated by the cumulatlve long term: negatlve effect of stocks of PFI. The
negatlve effect of ald is short term.

(2) Short term percentage change
in forelgn lnvestment anreases growth

(3) This relatlonshlp is
- 8

3
—— T
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CHAPTER ONE

THEORETICAL OVERVIEW
L -

I. Introduction
. - ’ 8

This thesis is a survey of findings and a reanalysis of cross-
national evidence of the effgcts of foréign investment, aid and trade
on the economic growth of African countries. Our empirical coﬁcern with
studies inforﬁed by the WOrld-system/dependency perspective directs us
towérds‘thé study of Africa for two reasons. First, as Robin Luckham
suggests in his paper .on tﬁe Ghanaian_legal profession k1978), everythiné
about contemporary Africa may bg ;iewed as a manifestatiggiof Africa's
his;orical dependence on Europe and the corresponding structural con-
ditioning of African society by the demands of a world-economy (1978 201).
Secbnd Snyder and Kick's recent blockmodel analy51s of the world systém
suggests that of the $ix blocks comprising the pgriphery in terms of
trade flow, military intervention, diplomatic relationé aﬁd conjoint
Freaty membership networks, the two most extrehe positions are exclusive-
ly African (1979:1114).

_From a theoretica].standpoint, our research attempts to integrate

i

the dependencia, éependency, and world—systeﬁlliterature into a generél
expiénation of development. and underdevelopmént that links economic
growth to international relations and the parameters of the c;pitaljst
world- economy .

The theorefical studies reviewed in Chapter‘One reflect the con-

ceptual development of the world-system perspective from the Marxist

critique of conventional economics and modernization theory. The

1



Y . AN
purpose of the chaptef is to outline the majOthWeneieth cehtury-con-

tributions to the ‘study of development aé% to relate these perspectives

" to the context of African history. At the end of the chapter we intro-
. [ ' ’ ‘ '
duce the interrelationship of the theoretica;\discussions with the recent
: ™
empirical work done in the area.’ \
: AN

II. Literature Review o A

1. The'Cléssich and Neo-Classical Position of Economics on
Economic De%glqpment

From the perspective of the glassical ecbnomi;t, the under’-
dé@eloped %conomy becomes 'developed by‘érogressive stages pf product
diversification and structural differenfiation1gn the one h;hd, ané‘in;
éreasing sectorq;;integration on the other. The high degree of internal
differentiatio; incréases the adaptive capacity of tﬁe Systeh to exog-
enous shocks by creating structural features such as a market designed
for - the rétionél flow of the factors of production to uhdustr§ {Hoselitz,
1962; Rostow,'197l). Sectoral integ?ation facilitates the evenipg-out

> ;
of in;arsectoral differences in level of development py allowf;g "spread"
effecé& to occu;; (Kerr‘ef al., 1964; Kravis, 1975; Ranis and Fei; 1961;
Yotopolous and Nugent, 1976:7) Attaining the developed end-state is
largely a question of perfecting market mechanisms or of initiaﬁingl
changes that will lead to self-propelled takeoff. (Yotdbolous and
Nugent, 1976:16)

In summary, the economy'is largely seen as a Slosed‘system from
the standpoint of classical economics. Thus the devélopmental proeess

is one of "transformation” (Flammang, 1979:54) . it is largely an in;

tetnaily—initiated sequence of natiornial-economic decisions that

~ .
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\

v

©

o

transforms an economy from the state of underdevelopment to the state

of developmentu Certainly costs are involved in the process. These

1nclude the inconvenience of unemployment, econqmic inequality and the

\

abstdnence from consumption ing the interes of net. saVings, however,

the costs ff development are de-emphaSiz d in lieu Jf the benefits.

There is a consensus among the mainstream of economists that
the developmental process involves structural change in both social and

.

gpolitical elements as well as economic. (See Charles P. Kindleberger,
1965; Everett E. Hagen, 1975.) By building on to the assumptions of

the classical economic model, the collective body-of works known' as

. .
. &

"modernizationltheory" has incorporated social and political var ables

into an explanation of:development that is’basically a twentieth century(
adaptation of the tradition/moderngty dichotomy formulated by Tonh 0
'(1956), Durkheim (1961) and Spencer . (1914) Although the modernizationh
lite:aturevstems from the suggestion that the task of development is not
exclusively economic, the key variable in definin§ modernity remains the
economy (Levy, 1966). Economics is integrated with sociology'and

political sc1ence in an attempt to determine ‘the economic consequences,

at the national level, of the modegnization of individuals.

A4

2. Modernization Theory: The Socio-Political Variant of
Llassical Economics

According to the modernizationists, "... self-sustained growth '

°

and mature economic structure are both the most difficult achievement

"and the final test of, success ful development." (Portes, 1973b:255) .,
A

>
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Following their role models‘in

1966; Stanley, 1972 Smelser,

. 1ndependent varlabIés is alter

cratlc government at the struc

_wfléXLblilty" that accompanles

economlcs, students of modernlzatlon

2

‘account for developmenﬁ-rn terms of lnternal .processes (Eisenstadt,

1963). Only the substantlve focus of the .

ed to 1nclude urbanlzatlon, 1iteracy,'
. "

‘soclal,moblllty, mass media communication, factory maturlty and demo-

tural level (Portes, 1973b 249), and

changes in attltudes, asplratlons and values assoclated with the "mental-

urban-lndustrlal society (PQrtes, l973b-

2497 .Inkeles and Smith, 1974) at the 1nd1v1dual level.

. -

Rostow (1968) suggests
formulated by Western 1ntellec
emanc1patlon of the:non-West (

modernlzatlon theory, Almond (

that the modernlzatlon perspective was
tuals as a response to the post—colqnial
42). In a rev1ew of the history, of

1973) adds that the area dr

stantive’ knowledge from the familiar structural functlonal fram work of

Western-hlstorlcal experlence,
familiar Third - wOrld from a un

L)

Parad xically, the theo
AQZleman 1960 Apter

Almond and

colonial"” emanc1patlon ahistor

in order to generallze about an un-
iversal model‘of soc1eta1 change.
ry’s’foﬁmulation (Almond and Powell 1966;
1965 Pye 1966) generally explalns "post-

lcally, 1n terms of unlversal systemic,

symbollc and/or structural cha

while 1nterpretrng the "non—We

parochlal, perpetual progress"

(S

racterlstlcs {Bendix: 1968 nggs 1964),
st" component with a'"once-only, European-

model of development (Gellner, 1969 :139).

o

1. But with the exceptlons of the 'dlfqulonlst' emphasis'on the .

borrowing of. modern traits . (Be

‘theorists: (Moore and Feldman,

can be enhanced by exogenous r.

ndix, 1964) and the ‘*transfer of technology"'
1960) who imply that domestic development
esource flows ' such as 1nvestment and ald

e
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The‘comparative-history and social process variants of this model
'may-be ﬁn&erstood as'attempts-to‘refine theuinitial argument, and the'
current trend of soc1al psychologlcal work 1n the area of polltlcal

development is, in. part, a response to the 1nadequac1es of the modlflca—

tions. Comparatlve-hlstorlans (Black '1966; Elsenstadt 1966 Llpset 1963,

Rustow 1967; Huntlngton 1968) address the functlonal model s 1nternal

amblgulty by differentlatlng-between'patterns»of modernization, phases v

~ within the‘patterns‘(Rostow's five stages of economic takeoff) and roles

of lnternal groups in the reorganlzatlon of traditional polltlcal modes

.

.(Elsenstadt) The socialvprocess people (Lerner:1958; Deutsch:l961;
Cutrlght 1963 Hudson 1968) focis on the reorganization of'traditional_
'structures in an attempt to sort out the‘relationship«between.the re-=

organization.or political-integratlon of'theimodernizing society (Léerner)

and the.political ﬁobilization,(Deutschl-or breaking down ofutraditional

o

patterns of association.

. t - " . ' . . ! :
Some problems with thefmodifiéatiogs of the structural functional
. * .o » . R . R

‘model stem from the underlying acceptance of the basic model's ecohomic
| ’ . \ 1ce of

format and teleological limitations. One problematic assumption concerns

rational choice. Often disguised as the 'cultural contact' theory or

the 'exposure to the benefits of modernity' thésis, 'rational-man the

.economic maximizer’ arguments explain modernization with a two-step

'y

x.

‘process of conver51on folldWed by change. The conVersion, or change .

. in tradltlonal values. translates into a personallty ‘type assoc1ated

w1th McClelland's (1971 84). concept of 'n Acnievement',"or with the
more standard economic role.of entrepreneurship (Hoselitr, 1964; Rostow}

1971). Portes criticizes the conversion thesis'for two_reasons. First, -

B ]



East Afrlca and the wholesale selzurekof West-coast land for export

4 N

. o .. o . ‘ L * . ' f .
he questions fhe assumption that the same social means and-the\Same
motors whlch led to Western change must be employed in the Thlrd World.

Second he isg skeptlcal of the necessxty of changlng tradltlonal lnstltu—

" tlons that need not be necessarlly antl-economlc (l973b 255)

More fundamental are the amblgultles assoc1ate§ w1th the under—'

lylng assumptlons of ratlonal ch01ce. As Mlgdal suggests (1974 193),

ratlonal—ch01ce conver51on is w1thout severe dlscontlnultles, the more
. . & ‘» "v

'dlfferlng sectors lnteract, the more 1nd1v1duals w111 gain the attrlbutes

-assocxated w1th.moderntty., Flrst, this passive and inevitable process'

o

of lntegratlon may explaln the occurrence of modernizatlon. After tra-

d;tlonal structures break down, however, Hagen s (1962) conc1u51on about

the extreme stablllty of tradltlonal soc1ety leads one: to questlon how

this stablllty was 1n1t1ally undermlped The»colonial slave trade_in

¢

' productlon come to ming, but thlS destructLon of Afrlca s tradltlonal

<

economic and sacietal structure was anythlng but pa551ve. Second~3the

,relatlonshrp between exposure to modernlty and economic progress is not

’ emplrlcally substantlated for the Thlrd World . Moreover, 1t may not be

s

poSSlble to: determlne such a correlatlon glven the enormous methodolog—
1cal jump one must take to connect value changes at the 1nd1v1dual level

to structural changes 1n 1nst1tut10ns, to aggregate economlc growth “We

- will dlscuss thlS problem- further 1n.the rev1ew of the emplrlcal 11tera-
ture, however desplte decades of cultural contact, forelgn 1nvestment

‘and technology transfer, the. Third World has contlnued to dlsplay llttle,

change in 1ts low economlc p051tlon whlle the . r1ch couhtrles have con—

.

_.tlnued to increase their wealth. -~ =~ . .
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1 '3, Marxlst Economlcs"An Alternatlve Efpganation of . Development

‘Colin Leys (1977 1) states that anyone 1ook1ng for ‘the orlglns of!
& the world system/dependency perSpectlve on underdevelopment must begln
his" search 1n the wrltlngs of Marx and Lenln ; Marxlst economlc analy51s'

‘has a spec1al 1nterest ln’dlSé%edltlng the "abstlnence"'theory of eco-
]
nomlc development. . The Marxist analys15 i§ more successful than the

claSSLCal—neo-cla551cal perspectlve for two reasons.l Flrst by shlftlng

the substantlve concern from the need to save the costs of forces labor
i . .

and the . approprlatlon of surplus poyerty, Marx effgctlvely sh1fted

theoretlcal,concern from thesstudy of.the,malntenance‘of interndl
equilibria to the‘study'of Q}seguilibria and recurring breaks in the
~‘-developmental prd%ess that have enlarged rather ‘than dlmlnlshed exlstlng

1nequa11t1es ' Second Marxlsm has placed these dlSCOﬂtanltleS lnto
the. hlstorlcal context or the Imperlallst and neo—lmperlallst expan51on a
‘of capltallsm, thereby demonstratlng the connectlon between the hlstory ‘
of Western modernlzatlon and Thlrd wOrld underdevelopment (Hobson, 1902

| Lenln,_1939 Mandel 1975) Change in the Thlrd wOrld was not an endog-'

enous path through stages, but a process subject to powerful exogenous

'forces. Enormous 1ncome dlfferentlals and ma551ve unemployment appeared'""‘

. as consequences of the progre551ve evolutlon of lnternal class d1v151ons ‘

-~

rather than balanced growth (Kay, 1975) Gutklnd and Wallersteln (1976-
',ll) argue that 1nequa11ty and unemployment 1nd1cate the negatlve 1nter—
actlon between 1nternal and external developments in the perlpheral

colonlal and neo—colon1a1 economles. Vital to this lnteractlon is- the

" e - °

1ack of 1nternal sectoral ‘and group llnkages, or, more generally, the

lack of 1nterna1 economlc dlfferentlatlon. Rather, local elltes control"

" . . -

N



-any possxble transformatlon of the rural economy, suh]ectlng 1ts develop—
‘ment’ to the requirement of the extractlve-export sector w1thout stimu- ..

latlng any backward llnkages (Wallersteln and Gutklnd 1876: 11) What

~

emerges. is’ a duallsm that reveals a. dlalectlcal relatlonshlp between the -

modern" export—lmport sector .and the dlstorted "tradltlonal" economy
(Wallersteln and Gutklnd, 1976 13). Moreover, the classes that have’
memerged in underdeveloped countrles are’ “not reflectlve of ‘an autonomous

economy but [are] auxlllary to the world class structure" (Magubane,.

"

1976 16).

.

Although he is not con51dered as -a Marxlst economlst Gunnar ’

Myrdal (1957) p01nts out that on the other 51de of the spread effect
S . .

created by £he capltallst market is the backwash effect Among the

"developed natlons,'class struggle and polltlcal processes have strength-‘ \

.

ened the spread effects, resultlng in a more even dlstrlbutlon of develop-

ment. In underdeveloped natlons, the fac111tat1ng factors have been .

<.

v

2. From the dependenc1a perspect1Ve (Arrlghl, 1970; Furtado g
1972; Girling, 1973), the class structure of'underdeveloped countrie
is dominated by a small economic €lite whose maln loyaltles are to
forelgn economic actors as a result of mutual 1nterest in the control
of production for export. ' The extremely unequal income distribution
- of the periphery (Kuznets, 1955; Kravis, 1960; Paukert, 1973) is
attributed to this type of class structure {(Kay, 1975). Hlstorlcally,‘
this type of class ‘formation is the consequence of the state control,
econoniic- penetratlon and- dependence that has characterlzed the core-
perlphery relationshlp in the world system (Chase-Dunn, 1975). - By re~
tardlng the development of spread -and multlpller effects (Baer, 1967; -
Furtado, 1972; Girvan, '1973; Singer, 1950), the structure also-assists .
in the perpetuatlon of "dependent" growth : .

: . However 1ntellectually compelllng the. class-centered argu—'
ments may be, little systematic emplrlcal ‘work has been done to specify
" the link between economic dependency, class phenomena and .economic
'underdevelopment (Delacroix and Ragin, 1976 8).. Moreover, a substantlal
controversy exists in the llterature over appropriateness. of measures
of class structure: used. (See Stavenhagen 1975 :19-39 and Kay, 1975 for
. ‘summaries’ of the opposzng v1ews )

! e



l blocked, sectoral llnkages have not been eatabllshed, and the dlstrlbu—
tlon of 1ncome has been skewed in favor of ‘the rlCh Moreover, penetra-

tlon by forelgn 1nvestment has dralned surplus through the repatrlatlon
[

of' proflts and 1nterests, further contrlbutlng to the backwash effect.of

the uneven~dlstr1butlon-of wealth (Chase—Dunn, 1975 722) ’ ~ The same'type'

i

" . of analysrs can be. applled to the absence of trlckle—down effects in the
Third World Adelmann and Morrls (1973) show that 1nequa11ty 1ncreases

. with growth in ‘the Thlrd World. Flnally, dependent growth does not lead

to the complex 1nternal dlfferentlatlon that is supposed to. fac1lltate

“

the trlckllng down (Furtado, 1972 Galtung, 1971)

In sum, the Marx1st lnfluenced ECOHOMlC analysls has’ revealed

s

-that the study of development and underdevelopment ‘is predomlnantly a

-
-

study of dlsequ111br1um There is a qualltatlve dlfference between the
‘state‘of statronary underdevelopment and the process of sustained

S . oo . A

‘growthitfotopolous“and Nugent, 1976:5):‘ The two - "stages" do not belong
tO'thetsame continuum, Underdevelopment is not a stage from Whlch a .
country "takes off", -rather, it is a dlstortlon that aborts the indi-

genous developmental process and replaces 1t with one that sults the

',‘purposes of Western lmperialism (See Baran,_1957:140e150.)

‘

’ 4. . World—Sy§tem Theory as an Outgrowth of Marxlst Analy51s )

World—system theory organlzes the Marx1st-generated 1nventory of
: dlstortlons assoc1ated w1th the expansion of capltallsm (the general

category to whlch 1mper1allsm belongs) on a global Scale into a coherent
‘world economlc structure based on a functlonal andbgeographlc d1v151onL

of labor (See Wallersteln, 1972, 1974a ) Two;consequences of. this

: geographic.d1v1slon of labor.are transenatlonal coalitions of ecoriomic



-

’
.

interest that use non-market devices to ensure short run profitg

(Wallerstein, l974b:4Q3)‘and the direct movement of economic adtors
into positions of influence in the economics and politics of non-home
countries. ' These effects have shgfted.the level of'analysis from the

nation—state to-the world economy,vat least'conceptually; '

- From the world—system theoxry perspectlve, classical development

: theory represents a throwback to nlneteenth century evolutlonary theorles

i

of soc1a1 change that merely'shiftS‘the substangive preoccupatlon from‘

”the development of Western Europe to thefdevelopment,ofathe'Third World.

A3

Although some critics of thedmodernization perspective agree that an

‘- . !

: evolutionary perspective may be acceptable'as a broad'description of

0
Iy : \

. soc1al hlstory, they arque that ltS utlllty breaks. down, at the concrete

mlddle*range" level of empirical appllcablllty (See Portes, 1967 64.)
L%

Although modernlzatlon theory does focus on dlscontlnultles “and reversals

in the developmental process, its formulatlon is so vague that testable

~

hypotheses are difficult to come by. Modernlzatlon theory glves only
tangentlal attentlon to external factors and - avolds dealing with the ex-

change and confrontation, such as the.penetrationﬂof national structures

v

by multinational corporations, that take-place within an"integrated

)
i

world system. Flnally, as our overview of Afrlca s hlstory graphlcally

lllustrates, the graftlng of a theory of Western European development on

S

to the 51tuatlon in the Thlrd World is hlghly mlsleadlng. Thevauto—

.centrlc development of " Europe could not, have been repllcated once the

parameters of the.world economy were deflned., ConSequently,'the concep-

tualization of underdevelopment as the first stage of the evolutlon of

~a traditlonal soc1ety to a modern one totally 1gnpres the hlstorlcal

- '

)
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t‘cOntext'in which "modern" structural features have peréetuated weakness
. N . g . . .
.and ‘stagnation in certain societies (Wallerstein, 1974a:350) .

fAfrica,offers a;particularly‘good example of this process since

at the tlme of its lncorporatlon 1nto the world system, it was nelther
Iy

'lnferlor nor weak compared to the rest of "the 014 World (Amln, 1976 49)
’The contemporary relatlonshlp of Afrlca to the rest of the world, how-
ever, is one that subordinates the entire continent to‘the economicland
polltlcal demands»of the major Western powers ) The-position‘taken'in
this thesis 1s that an understandlng of the mechanlsms of tRe- trans~

formation of Africacan prov1de the ba51s for a more general theory of
'l

the transformatlons of any geo—polltlcal anit that result from its

E %

lntegratlon 1nto the perlphery of the modern world system

I

Y

f.S:f The African Historical Context

‘ The~historica1-antecedent of‘Africa's political‘and economic
relatlonshlp w1th the world system was establlshed in the pre—mercantll*
‘ist period of trans-Saharan trade (Amln) 1976:50) . Durlng thls perlod

the 1mportance of exportlng gold ivory’ and—slaves was that these ex-

-

ports proV1ded the 1ndlgenous rullng classes wrth,a means of procurlng
i’ Y

-]

"scarce luxury goods that- a351sted 1n ‘the strengthenlng of their estab—
"llshed 5001al and pollt1ca1 power (Wallersteln, 1976:21). To the_ex-

tent‘that the-trade.contact between the various African systems and the
N . " p .' .' . . L]

ﬁEnropean.worldbeconomy'Was a trade“in luxuries, the two systems were;in
each other'sf"externalh arenas,'and,‘as indicated by the'negligiblev
Al * . ‘ ! i}

effects of the. frequent stoppages of trade before 1700 the. consequences

ofithls luxury‘trade were small. As soon as the trade shlfted 1nto an

{T , .-‘.... y. ._{ . " “y ‘i'
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evitable that contact should be slight and influence indirect .

12

L.t

exchange of essentlals, however, the two arenas became a single d1v1510n
of labor (Wallersteln, 1976: 31)
Hlstorlans of both the rlght (Ollver and Fage, 1973) and the v

left (Amln, 1976; Wallersteln, 1976) . agree that durlng the elghteenth

I

century the export sl ,e'trade‘began to have’ revolutlonary effects in "’

1

West Africa, shlftlng the centers of wealth and power in West Afrlca e

. away from the trans Saharan routes of the Sahel towards the coast The

o

interpretive dlfference 11e . in the general effect of this shift and in

the ‘extent of European inv lvement. “q

Fage and Oliver suggest that the direct European share was

/
/

géélglble (1973 123) .~ With the exception of early Portuguese\mission-

ary work in .Benin, the Congo and the Cape Verde Islands and some settle—

ment on the Gold Coast and at the mouth of the Senegal, EQropeans in
. . . - \\ -

- . 4 . v . -\-".. : . K3 . b ' b u .
West Africa "were interested solely in.é&xporting its produce, and in
i . ) . X R

v
Y

Ieffect only in the slave trade" (1573;124). The principal effect of
the comlng qf European traders to the coast was the stlmulaxlon og “the
weL; establlshed Sundanlc civilization 1ﬂ&Gu1nea (Fage and Ollver,
1973:126). Eor as long as the commerc1al‘relatxons between Africa and
the worlo‘eqonomy remained centered upon the slave traae;'"it was in-

tbecause]‘the slave trade was so profitable that it discouraged almost

- all attempts to develop Other kinds of‘coamerce"v(Fage and OliVer, 1973:‘

137). L L -
| - | s

In tontrast to Fage and'01iver“s position, Wallerstein argues
: Co ' ™ ‘ - :
that the period between 1750j}900 demarcates an important change in the

' e ' o S s ' . )
significance of the siave trade. "Slave exports from Africa had

N
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AP

certalnly now ceased to be a "luxury“ 1tem from the p01nt of v1ew of
the capitalist world economy" (1976 32), and the expanSLOn of the slave

_trade from about 1700 was effecting the social structufes’of the ex--

\ ; : ' - o ) C
pogting regions (197@:33). The ooastal'regions of Africa were, at this
pOlnt, belng "1ncorporated" 1nto the world econcmy and thereby becoming.

o - . . ¢

perlpherallzed (1976 33).
From the,world—system:perspective, the mercantiiist.perioa (1750-‘
1900)-hrought é two-edged expansion of Edrope's economio activity in e
,Africa. mfhis expansign accopnts;for both the quantitatiVe increase in
‘the ‘demand for‘slaves and the need to inolude new areas of primary_pro—
duction. 'From ahout _the sixteenth cehtury;_Europe had been erIQing
through an internal process that consisted of the destructlon and re-
_ placement of the pre—capttallst (feudal) modes of production w1tH/ )
‘ capltéllst modes The Industrlal Revolutlon was pregeded by an agrl—
" cultural revolutlon that 51multaneously increased agrlcultural proéuc—
.t1v1ty and releasee part of the laBor force for§employment in urbah

N

areas. This selective relocation of labor created an urban market for

-

. - i <7
‘the agricultural surplus that was generated-by the increased agriedltural
5 o . A ;

productivity and established the‘conditiohs for autocehtric inﬁustriair
ization. It was only when the possibiiities for capitaiist.expansion on
this basts uere exhausted that capital expenaed on a worid Scale seeking
profits and new markets (Amin, 1976: 187 Leys, 1977:92). . . \
' The profit versus market—seeklng motives presenteo Europe w1th
: somewhatﬁof a dllemma'ln Afrlca;l On the one hand, the 1mport of slaves
was essentlaléie productlon, though ultlmately, the slave productlon . §

-

in West Africa proved less profltable than cash—crop productlon.. The

-



solution was the gradual phasing.out of the s?ave industry in Western
Africa, accompanied by the introductivbn of agriculturalitechnology. By
transferring the external arena of slave recruitment to the East African

. Savannah the demands for slaves was met without d%srupting the conversion

of West Africa to cash crop production (Wallerstein, 1976:36).
’ .

For the most part, the peripheral zones of West Africa retained

their local sovereign political institutions until the middle of the
nineteenth century when the combination of growing European versﬁs

African competition for African markets and the growiné challenge of

-~

German, French, and American industry to the British world-market hege-

mony resnlted in the formalized partitioning of Africa (Wallerx,
vy -

1976:39) . Accﬁrding to Wallerstein, the result of this formalizead

stein,

partitioning wag.a secénd wave of the 3ntéqration'of Africa inte the
world economy. This integration was more extensive, mo;e intensi&e, and
it reorganized the African class strﬁgture, thereby altering the social
organization of Af¥ica's exporting regions (Wallerstein, 1976:32-33,39).
The progressive weake;ino ~f the Afr%can sta;e structure éorresponds'to
o ‘)

the maturation of Africa's permanent re]afiénship with the expanding
capitalist sconomy.

Fage and Oliver present a Aifferert interpretation of European
motives in Africa. BRefore the middle seventies 6f the nineteenth
century, the whole trend of Ewropean theught was against expansion, and
certainly "for the first three-quarters of the nineteenth century, the
history of Africa is by no mea& synonymous with that of Europe in

Africa™ (1973:147). 1In’'1879, the year of the French advance into the

Sudan and the Rritish move to open thevNiger, West Africa was still
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e Y ' * . -
largely free of European penetration and “little»hed yet been done to

o

bring West Africa intd'the European fola" (Oliver and Fage, 1973:160-162).

Aléeria was French, Frehch Ségegal.and the British Gold Coast Qere
colonlally admlnlstered the British colonxes of Gambla, Sierra Leone
and LagOwaere only smé%l enclaves. ‘Tgere ;as somg*Portugnese influence
in the area to become PoﬁtugueSe Gulnea, G;bon was a small naval sta-
tion, and apart. from f1§e or six coastal towns, Portuguese Angola and
Mozamblque were ill-defined trading pyeserves. "North of Mo&amb%gue,
even the coast was Stlll virtually untouched.by European pelitical
power" (Oliver and Fage, 1973:184). The only deep penetration was 1in
the extreme south of \Africa (Ollver and Faqe, 1973: 186)

nccordlng to Oliver and Fage‘ the partltlon of Africa was by ho )
means a necessary consequence of the openlng up of Africa to European
1nfluence durlng the first three—quarters of the nlneteenth century
(L973:186). Moreover, the motive bekgnd the partition was cerﬁainly
not economic imperialism[ because=eerly tyentieth'gentury Europe was
in'no need of an increa;e'in Affican products, and African ma#kets
;feounted~for a negligible proporfion.oé European~export$ (1973:200).
The colonial goverhments did not change their minds until the perlod

i

between the first and second world wars (1973:211). Beginnihg in the
1940's, the colonial powers began financial assig%ance-to stimulete
African economic developmenti(1973:219).

4

Regardless of which side of the historical argument one comes

[

down on, there 'is a distinct difference between the a@tocentri% develop-

\
ment of the Eurdpean center of the world economy and Africa's'movement

into the periphery. This contrast reflects the external source of
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Africa's development initiative and its depéndent‘integration into the

*

' world system. Whether one -dates thejincoipo;ation of Africa to the end.

of - the mercantilist period or to the peribd follqwing the second world

o

war, it was at the impetus of the core that Africa began to function as

a peripheral export sector, providing raw materials and food production

at low costs-and high profits. Because the Afriéan infrastructure was

designed to get raw materials out for processing, economic links were
«« . . ° "

established with international capital rather than with indigenous

economic sectors (Ehrensaft, 1971). Because these externally-oriented

.

linkages transferred demand to the international economy, the multiplier

o
~

effect of development of the export sector on inter-sectoral demand was

weakened with the result that Africa's economic integration was re-

tarded (Singer, 1971).

‘

In contrast to the stages of European ihduStrialization,'exterhal

]

o ' . v . " L
manipulation replaced agricultural revolution as tHe precursor of in-

dustrialization,in Wgsﬁ Africa. Traditional modes of subsistence farm-

ing were juxtaposed with modernized export crop.-production. ' The in—f

creasing pressure of exp

-

ort crop production on

»

Al

thle land combined with.a

high displacement of rural lébor to produce massive unemployment-and “

low rewards to ;abor that further encouraéed foreign capitdl to con-

centrate and estaﬁlish "modern" export sectors (Amin\ 1976). In sum,.

the. center's emgpasis on exportihg activities in the allocation of both

-

financial f(capital-intensive versus labar-intehsive) investment ‘and

tegch'nol_ogiéa'_l'_ihvestment "extraverted" the p.eriphe'ral economy and

established export-sector dominadbe (Amin, 1976;20). In this way, the

underdevei?pment sequence graduallyltook shape a5 the external economic
® . o ST
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' market structure assembled the conditions for the periphery s complete
1Y

dependent 1ntegration into the world system an \the corresponding weaken-

ing of 1ts state structures (Mandel 1975:346).
/ . - .
Africa's integration into the world system was expedited by the - *

core's maintenance of local elites as "transmission beltsﬁ,of.exploita-
tion (Amin, 1976:327); In return'for political support and the’appro_
priation of.some tribal,lands, local’elites assured a smooth functionin§
of the economic.status quo. buring the colonial périod;'for example;
"the reorganized class structure combined with direct‘politicalldomina-
tion to multlply the means available to capital to attain cheap“eprrts
by exporting both Africa s lahor and her natural resources (Amin, 1976:
326). 'ln Eastern and Sbuthern hfrica, where largelsupplies.of‘labor
were needed for mineral exploitation,'local groups that were allied with
intennational interests disoossessed entire rural communities and drove
'the residents'back into'confined "labor reserves" with no mea s of
modernizinéland intensifyinqttheir subsistence production (Amin, l976).

/ . e
Less direct but equally as effective, were, the "economie de traite"

methods used by local allieg in West Africa to "tembt" iarmers int
large-scale cash-crop production (Amin,‘l9§6; Wallerstein,l197
/’ To draw the general oonclusions from' the historylof Afr'ca's‘ »
A.-\u§?erdeyelopment, we see that the worldLsystem'has come to be defined
by the extensive functional‘loccupationalj and geographic division of S
labor. that has unevenly.distributed the range of economic tasks
‘:(Wallerstein, 1974: 349) -between the system s periphery Aﬁa 1ts core. T .

Whereas autonomous growth in the core has meant development dependent

growth in the'periphery has fdisartlculated" the economy, resulting in



a "development of underdevelopment" (Amln, 1976 292) The features that

have come to define. theﬁeore-perlphery relatlonshlp are: (1) the
51phonlng off by the core of the perlphery s.surplus proflts, (2) the
core's exp101tatlon of the periphery's labor and consequent massive un-

employment in the perlphery, (3) ‘unequal exchange between the core and

5per1phery, and more reCently, (4) the emergence in the core of milti-

-
-

' natlonal corporat;ons that have ‘both malntalned and extended the core's
exploitatlonvof the perlphery by allylng themselves Wlth the perlphery s .

1

: bourge0151e (Barratt-Brown, 1972 20 -21; Mandel 1975 344~345)
M ‘ e ,
The polltlcal 1mp11catlons of the lntegratlon of the perlphery
,1nto the world economy is a. pattern whereln state structures are rela—
'.t1Vely strong in the core and weak in the perlphery (Wallerstein, 1974.
355). On the one hand, strongﬁstate machinery means strength vis-a—vis."
both‘otherﬁstates_inhthe;@orldjSystem‘and‘other‘politicalyunits:within :
'corelstates. One conseqUence of this'strength is'that'the complex
. d1v151on ofllabor within core states resembles the organlzatlon of the
larger world system. Another consequence is. that the strong state 1s'
able to act as a partlally autonomous entity to protect its competltlve
advantage by prov1d1ng an ldeologlcal Justlflcatlon for the malntenance
of ex1st1ng dlsparltles (Wallerstein, 1974 349) Flnally, the strong .
state actlvely contributes to the w1den1ng of" dlsparltles by usxng a
"tlpplng".mechanlsm where; after a p01nt, strength creates more strength.
eFor example, a large tax revenue enables a state to malntaln a larger,
more‘efflcrent.c1v1l bureaucracy and army;‘which in turn leads to
. , o . B

greater tax revenue, more wealth{*and more .power (Wallerstein, 1974a:356) .

A,\;



. The weak state, 1n contrast, has very llm;ted potent1a1 for
strengthenlng “its. p051t10n either 1nternat10na11y or v1s—a—v1s otherx

local polrtlcal unIts. Accordlng to world system theory, the weak state

v ‘

3

. cannot prevent the penetratlon of. its economy by the lnvestment of

' forelgn capltal nor. can 1t regulate the effects of thls lnvestment

.

(C.F. Snyder and Kick 1979 1099) Once the dlvision of labor has been

'establlshed, the world system functlons as a parameter wlthln whlch

‘varlous relatlonships between core and-perlphery countries-can operatek

St

‘but all w1th the same result- the development of core countrles and -

'-the underdevelopment of the perlphery.

Thls chapter has 1ntroduced the world-system perspectlve and its

relevance to the explanatlon of Afrlca 's hlstorlcal exp101tatlon and her

P 1

contemporary dllemma of econorniic underdevelopment. Marxlst economlcs

.

may be crltlclzed from a theoretlcal standp01nt because 1ts for ‘Ulatlon #

has been predomlnantly a cr1t1c1sm of the weaknesses of cla551ca1
: ) .
economlcs and modernlzatlon theory. Although the Marx1st crlthue has

underllned the 1mportance of con51der1ng exogenous 1nfluences, structural
dlstortlons and . dlscontlnuous change 1n the developmental process, its
weakness lS that 1t remalns, to a large extent, a negatlve theory It

.is rather fragmented 1nventory of valld cr1t1c1sms, 1n51ghts and

. g

hlstorlcal analyese. One major contrlbutlon of" world—system theOry has
been to supplement thls dlSlented 1nventory and organlze it 1nto a .

- coherent plcture of the world economy

v

The lmpact of the world-system perspectlve ‘on the academlc com-’

o

7 ’ ¢

munlty lS ev1dent 1n the 1ncreasxng amount of emplrlcal llterature on

o . 4
development and underdevelopment that attempts to control. - (or at least
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acknoeledges the need tovcontrol) for world-system posxtron 1n 1ts data o
.analySLS. (see Snyder and chk 1979: 1101-1103 for a summary) Evenf
.vWLthin the modernlzatlon llterature, empir;cal attempts have been made

'heto reconc11e the effects of external 1nfluence on internal change.d;

(see Delacr01x 1976 Delacroix and Ragln, 1979) 2 Borrow1ng from’

Flammang (1979), we w111 refer to thlS partlcular set of studles as d

' "developmental" .

oo

The contlnulty of - the world—system orlentatlon to developmental

'”utreatments of economxc growth 1s establlshed by a common reactlon to the

: neo—classlcai economlc assumptlon that growth 1s largely a process o
: . : v ‘ - ‘

! : A P
.endogenous to natlons that 0ccurs as an ordered\sequence typlfled by the'

-

\20 -

"Western experlence To malntaln thlS contlnulty, we " W1ll begln our re-' o

-

view of the emplrlcal llterature, Chapter Two, w1th a dlscu551on of the L

:--developmentallst attempt to 1ncorporate world-system arguments 1nto the

IS modernlzatlon perspectlve
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. Lo REVIEW OF THE EMPIRICAL LITERATURE

7

I. -introductiond 5
h‘Theldevelopmentalrst percelves ﬁhlstorlcal evolutIon can {as] no
..ionger belng from tradltlonal soc1et1es to modern soc1et1es, but rather
';from colonlallsm to Independence, and [as] -a Shlft away from- Europe’and
1Amer1ca to‘an apprec1atlon of ASla; Afrlca, and Latln Amerlca" (IrVIng
Louls Horow1tz, 1977: 5) Thls statement of theldevelopmentallst p051t10n

*

has ‘two theoretlcal impllcatlons reiated to the distlnctlon between.

'"tradltlonal" and "underdeveloped" " Flrst the statement emphaSIZes theg

iy

relevance of the world system in the context of . the Shlft from colonlal—

E

:, ism to Independence. SecOnd the dlstlnctlon 1eads one to questlon the

\

o Weberlan causal chaln between values and modernlzatlon., (see Smelser, _

F

‘1964 264-65 for a summary of the derlvatIon of the argument) Before

‘we dlscuss the lncorporatlon of the world-system arguments J.nto the .

dernlzatlon theSls, however, some clarlfIcatlon of the world-system

L ?

P Sltlon is requlred.

by

One can dlstlngulsh at least three theoretlcal perspectlves in

the world—system li rature-‘ dependencra theory, world—system theory
and dependency theory ’ Q_' - R , ..' : i.;ﬁ’-.

i. Accordlng to Duvall, the focus of dependencla theory is on the

_ ec0nom1c, social and polltlcal dlstortlons of perlpheral soc1et1es that :

_result from or are reflectlons of the lncorporatlon of those soc1et1es
”,Into the global capltalist system (1978 55). ' Largely a response to

“ 3

; Latln Amerlcan underdevelopment, thls hollstlc-descrrptlve analySIS of a

21

v
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‘f.hlstorlcal process and 1ts correspondlng soc1a1—structural transforma—

~

N tlons demarcates a broad context ‘of 1nqu1ry, avo;dlng and often reJect-'

1ng the need for conceptual preclslon and measurement. Moreover, the

"arguments are. not 1ntended to be general formulatlons appllcable to a

w1de range of 51tuat10ns and contexts, rather, they are descrlptlve -

i

statements Whose valldlty 1s'cont1ngent on a partlcular context (Duvall
:l978:55-56) . | | ' | :
That context is prov1ded by the world/gystem. The:world system
h‘perspective/suggests that 1nternat10nal economlc hlstory may be v1ewed
as the expansron of the capltallst world economy In the world system,Q
E the three structural p051t10ns of countrles, core, seml-perlphery and
perlphery (Wallersteln, 1974 '301-2, 349—50), are structures of economlc
' 1nequa11ty that reflect the, reflnement of a world—w1de d1v1810n ‘of labor

s -

hestabllshed in response‘to 16th century patterns of international trade

:(Wallersteiny l974§ Chirot,‘l977); ,I; L. Horow1tz is qulte correct in -

hlS lnterpretatlon of h15tor1cal evaluatlon as belng from colonlallsm
to rndependence, although thls captures only a part of the sequence.
ICons1der the Afrlcan ‘example. | - L _ . ' \h

The_historical integration of Africa into the world—economy has

' left the remnants of colonlal 'sbhereshof interest' policies which are

o still pursued 1n dlrect 1nvestments, trade and ald ”The'pattern of

"monopoly p051tion in forergn dlrect 1nvestment deflned ds - 70% or more

" of lnvestments controlled by one 1nvest1ng country, reflects nlneteenth

. century colon1a1 d1v1510ns.‘ France had a monopoly p051t10n An 1967 1n

T twelve ‘African countrles, two thirds. of them former colonles and was

. z

v'22

Y
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.-cloSe to monopoly in two*others- Four of twelve were hlghly penetrated.3
The UK occupled a slmllar position- in. elght Afrlcan countrles (nlne in-
cludlng Rhodes1a) and half were hlghly penetrated (Hveem, 1975 68)

ThlS does not’ mean, however, that metropolltan 1nterests have been

-

1 stablllzed in a permanent d1v151on of Afrlca, rather, Afrlca s p051t10n

'has been stablllzed in a permanent relatlonshlp w1th the metrdpoles.

£l
-

In contrast to the dependen01a approach s ant1-emp1r1c1sm, the
mechanlsms that relnforce structural barrlers agalnst economlc growth
in the perlphery lndxcate that these labels are not merely descrlptlve,
as the dependentlstas suggest, but are. measureable and essentlal com—-v

ponents of‘economIC‘growth.‘ The attempts at spec1f1catlon of the

mechanlsms of the world system, in- terms amenable to emplrlcal 1nter-

pretatlon, can be loosely amalgamated under the headlngs of dependency

'

theory.
To some extent the dlstlnctlon between world ‘system theory and

"dependency theory is artificial. ' The twO are so closely related that it
hardly makes‘sense”to discuss.one without reference'to the other. The .

trend has been to treat the dlstlnctlon as unlmportant and apply elther

14

theory as a Smele llne of argument (Delaajblx, 1977 Snyder -and chk,

1979).; However, dependency theory focuses on d spec1f1c subset of the
world system structure, that lS, the analysxs of- the mechanlsms of llnk-
age. . The- parameters deflned by p051t10n ln the world system, w1th1n

which the dependency relatlonshlps operate,'are 1ncorporated largely

heurlstlcally.

~ 3. High is deflned as over 18% of GNP. That 1s average for
stock of private dlrect 1nvestment in Africa as a whole.
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II. Rethlnklng Modernlzatlon Theory in the Context of a World System
Only three major emplrical papers 1nformed by the developmental—

ist perspect;ve have.been publlshed recently. One paper tests the

uniﬁerSality of the mbdernization'thesis‘and appears inva.journal edited

L3

byﬂI.‘L. Horowitzf(DeViney'and Crowiey;.1978:23-39), the other two

‘appear ln soc1olog1cal ]ournals (Delacr01x, 1977 795—808 Delacr01x and‘

-

Ragin, 1978:123-150) All three studies p{ace substantlai empha51s on
t;evearlier theoretical crlthues @one by Portes, and are smm}larly sub-
ject to-the criticisms”aeeociated withlaccepting the‘aesﬁmpt;oﬁ'thet.'
valJ;s are, in fact, related to economic growth:(c.fn Chepter Qne): As

we indicate»below, this assumption is only one of numeérocus weaknesses

[
S 7

in the llterature:
o Devlney endlCrowley (1978) report. the results of a factor analysis
on three subsamples of countrles that correspond to Horowitz's Flrst/
‘Second/ and Third worldetypology (see Horow1tz, 1972b 63 7Ly Their-in;
ablllty to reproduce the negatlve or mlrror lmage scores of the modern-
lzatlon factor for the complete sample in the Third World sample, as
'compared'to very 51m11ar total and Flrst World results,'prov;des llmlted‘
: ;upport for the1§evelopmentalist‘Ciaims. 'Devineyfend CrowleytsuggeSt

that’those,variableé.tapped by modernization do not explain ‘events with-

v

.oos

e-in-the.Third,World (1978:29) ."
.An earlier analysrs done by'Delacroix“iende eﬁpport'iﬁ tﬁe otﬁerl
direction.‘ WOrklng from the Inkeles and Smlth empha51s on the efflcacy
3of educetlon and the mass’ med1a as modernlzlng lnstltutlons (1974 283),
< Delacroix posits an 1ndrrect;effect of raw.meterlal specLallzatrop on

economiC'growth (measured by log. GNP’ per cepita 1970) for'acﬁundéfined



set of Thlrd world countrles, v1a the dlrect negatlve effect of raw

1

materlal exports on educatlonal expan51on (1977: 802) Hls findlngs are
' Al

. rather dublous, however, when- one notes that Delacr01x based hls 1nter-

e pretatlon on a beta of l7 for 'secondary enrollment as a ratio of total

\enrollment, 1955' that 1s not\qulte 51gn1f1cant at the .05 level (51g-

Y
nlflcance level=. 06), wh11e he dismlsses a beta of .11 for 'level of
transformation of exports, 1955' that is almost 51gn1f1cant (51gn1f1cance
- 13 : -~

level— 11) in the regressron equatlon. - *
The thlrd/study (Delacr01x and Ragln, 1978), operatlonallzes

Portes 1975b) argument that where modernlzatlon is’ ‘Westernlzatlon’
1 . . . .

. ult retards economlc progress by 1nst1111ng attltudes, -such as exce551ve

3needs to;consume, that are 1nappropr1ate in a 'developlng country

A r

Delacr01x;and Rﬁ?rn suggest that exposure_to western cinema is'an ex- .
ample.of westerniaatidn clsthed i the guise.of'a'modernizing institu~ -

'tlon, and thelr flndlngs of a 51gn1f1cant negatlve effect on grpwth

f '\‘

-

(beta—- 22) ‘of the extent to whlch populatlons haVe been exposed to

A\\ \\western fllms 1s 1nterpreted by the authors as support for Portes' p01nt

4

(1979141) - S

R}
N

_Delacroigcand,haginzcontrolifor world'system»position by includ-f
ing two trade measures.in_their'eQuation: value ofvfdnished imported_
lgoodS'circa 1953;as:a proportion»bf the value of all imports andvthe
value of raw materlals exported crrca 1953 expressed as a proportlon bf

l. the value of all eprrts (192__;35) ‘That these two measures of w0r1d-
‘system p051tlon have no effect on econonlc growth (measured as GNP per
oo .

capita change) 1s of "llttle substantlve 1nterest“ to . the authors "since

the equatlon is not 1ntended as a test of world—system theory" }&918 139)
‘ A



N

It seems reasonable, however, to assume that if the excluSion of explicit

\controls for economic dependenCies in their model, mighb lead the authors

to interpret wrongly~any spurious negative relationship that might eXist

between Western film measures and economic growth, Delacroix and Ragin

s

[ 3

would ‘at least, want to use valid measures of world system position. \

Moreover, the . structure of foreign trade after 1953 .was’ about to exhibit

a rapid overall reversal of the pattern of gradual growth in the impor-
. . \

tance‘of foreign trade in the uﬁder—developed workd. Between. 1954 and

1962, there was a deterioration in the terms of trade of the Third World

-

-and?a generally,large deficit in their trade balance that reinforced‘the

‘need for foreign aid and investment (Bairoch 1975: ?¥ -85).

% Snyder and Kick (1979) offer the only serious attempt at address-

' ing the problem of measuring world-system position. They present a

“block model of the worldnsystem circa 1965 that is based on four types

. of international networks trade flows, military interventions; diplo—

-

matic relations and conjoint treaty memberships. Their block:model pro-

. >4
vides strong eVidence for a core/semi—periphery/periphery structure in

- . fee

the world-system. 7

¢

I
LY

[I. De endency Theory: The E irical-Application of the World-System
2% mp
- 5 N
‘The dependency literature operationalizes core—periphery relations

v

.in terms of to distinct types of economic dependency (1) market :

s - . rE
N dependency, which "involves participation in world capitalist markets

. . {1,) : . \
“in such a way- that a nation s economy is strongly affected by what is

happening in the metropolitan capitalist economies, " and (2) economic.

pgyer dependency, "in which a nation S’ ecQnomy is éignificantly con-
; &

ditioned by the’ deCiSion-making power of certain.indiViduals, firms and

4 P g .
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agencies from the capitadlist métropoles" (WeisskOPf, 1976:3-4).' Although

the studiee consistentIi claim that'thei; models_start from the world—
ecdnomy versus national levelhof'inquiry,(Rubinson 1976 639; Chase-Dunn,

1975 :721; Bornschler et al., 1978: 651~ 643), one flnds nolprec1se crlterla
for speclfylng world-system po;ltlon, nor does one get any strong 1nd1ca-.f
tion that the core/semn.—perlphery/perlphery model characterizes “the s
operatlon of the’system as a whole (Delacr01x ahd Ragin, 1976; Snyder

apd” Kick, 1975). Often world system p051tlon is deflned as level of

development although it is obv1ous ‘that multlple dlmen51ons underlie.

>

the .concept of 9051t10n (Chert 1977; Galtung, 1971 Snyder and Krck
1979 Wallersteln, 1974) ‘"Put another way, emplrlcal treatments have

no clear way in which to validate elther the spaglfled number c@ p051—'

tlons or the structural relatlons among . them" (Snyder and chk l979~.
11013. These issues are less problematlc for de ,ndendistasfbecause the”
. . ) . . \\‘ . :
world model is-explicitly a heuristic device. - \'
. & o \
\

k]

A . . ’ . .'.- f".\ )
(1) Market dependency trade dependence and level of development

Iy

Rlcardo s prlnc1ple of comparatlve advantage (1971 147 67) .States

Iv. The'Dependency Literature

s

that all countrles will maximize thelr economic growth through trade,

..regardless of dlfferentlal.resource endowment‘ Underdeveloped countrles\
I ‘

.

are. poor in the sen§e that largefsegments of Ehelr populatlons subs1st

’

at low wage levels, resulting in an excess or underemployment of labor A

B 14
(Delacr01x and Ragin, 1976 3) Coupled w1th a random dlstrlbutlon of
- .
prlmary products (coffee, cocoa bananas, t&n, copper, etc.),, one would
~ B

expect,thls abundance of cheap labor to result in the leas developed

z,

ountk\hs concentratlng on. the expOrt of labor 1nten51ve(commod1tles

' [y
. »
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v

processed from available naturiil resources(Cairncross,1962>‘Mande1,
. ¢ , . ' -
1975:59). Cornicomitant}y, the rich developed countries would export pro-

A

cesse% goodspsuch as industrial equipment and consumer durables that re-
quired capital-«intensive versus labor-intensive production. The problem

with this model is that it.excludes a second structural feature of the

.
:

division of labor that is based on the principle of comparative ad-
vantage. This is the concentration of production on one or two export
commodities that is avoided by the\riéh countries.gg)ause of a decreése
in thé importancé of .natural resourcés reIati§e to iabor costs that has
allowed them to diversify their overall production. Most classical
economists recognize the.possibility of ﬁnequal growth duevto the maxi-
mization of benefits deriveé from unequal resource endowment; howeQer,
the responsibility of trade for Qnderdevelopment is foreién to the cOh—z
. %

parative advantage berspective (Pelacroix and Ragin, 1975:5):

In Eontrast, the Marxist-inspired literature has argued that
trade is likely to impede the structural differentiation of poor countries,
consequently lowering their.economic qrowth belo@ theif'theoretical,po~
tentiaf!(Dglacroix<and Ragin, i976:1§). The two implications drawn from
the comparative adGantage argument are that primary product speci§1i2a~
tion minimizes sequential linka;es while commodity concentrq;ion limits
lateral linkages in the economy. As early as l§49, the United Nations
Economic Commission for Latin America (ECLA).began warning that there
would bé adverse effects of concentrating oﬁ the export of one or two'

4

primary produ¥ts and using the earned foreign exchange to import



industrial and consumer goods (gtalling ,‘1972‘:38).4
As outlined by Stallings, the : (o] basic_ECLA arguments were,
first, that the 1arge prlce fluctuatlons for prlmary products 1n the
\ .

world marke}'would result in unstable forelgn exchange earnlngs,llmpalr—‘
ing the,exporter ] capacity for long-term developmental-planning (197?:
~385. Second, peripheral countriee exporting pri?arg products were at a ’
continual disadvantage vis-a-vis the industrialized cénter'because the
secular price trend for industrial goods was increasing while correspond-
ing prices for raw materials wduld decrease due-te a relative“decline in
demand. The incréasihg inelasticity of demand for raw materials would
result in lewer per unit prices rather tﬁan inereased income (Furtade,

1965; Galeano, 1971:218).° . ' o

o Althouéh Mandel (1935:58) has refuted the historical necessity
of a secular decline in primary product demand, the welght of. emplrlcal
ev1dence (as 01ted by Delacroix and Ragln, 1976:7) does not support the
prlce fluctuation argument. ‘In contrast to the hypothesized-secular

J e
deterioratien in tﬂe.relative prices-of‘primary products (terms of trade),
there was an improvement iﬁ pricee/yntil 1950/54, followed by an adjust;l
" ment, rather than a downward:trené (Bairoch, 1975:123-129). Ratios of

commodity concentration and r material specialization continue to -
/ .

!

-

4. ECIA's alternative strategy was "desarrollo hacia adentro"
(inward-looking) ‘development (O'Brien, 1973:8). Desarrollo hacia adentro
proposed 1ndustr1allzatlon behlnd high protective barriers with the
assistance of state planning. This is the strategy of "import-substitu- .
tion";.the setting up of industry to satisfy demands prev1ously met by )

imports. , L ‘ '\\ R

5. The Organlzatlon of Petroleum Exportlng Countrles have -
effectively negated this argument.



'i litter empirfcal “tests" of:dependency theory,freappearing consiStently
'among the.indicators of trade-dependency‘(Stallings, 1972; Vengroff,
1977; McGowan; 1976; Kaufman et al., 1975;'Walieri,'l978) Terrtand
:deart, 1975). ’Working under the éeneral assumption that dependency‘
theory predlcts a negative a55001at10n between dependence and 1nd1cators
of economic drowth and development “(McGowan, 1976:27), the con51stent,.

v

findings that commodity concentration and export specialization'are ,
largely unrelated to growtn leads Vengroff and Kaufman et al. to adv15e
con51derable caution in acceptlng dependency hypotheses

A second“aspectbof.trade dependency concerns the’ degree to‘which
a single metropoiitan country dominates'the'flow of trade (Stallings,d
1972:6-7) . Operationalized in the literature as trade partner concéntra-
tion'in'imports or exports, tnis'measure'isvdesigned toitap effects:of
the colonial legacy. Recall that the'dependency relation islgenerally"
agreed upon to reflect an asymmetriCal structure of control (Duvall,
1978;52,,Mccowan and Smith, 1978;179) in which a=nation's economy is
51gn1f1cantly condltloned not by world capitalist narkets in general,
but by the decision-making power of the capltailstlnetropole spec1f1c-
ally (Welsskopf,'1976:4). André Gunder Frank argued that perlpheral
"satellites" experienced the greatest economic development where thelr: -
ties to the'netropole were weakest (1972).: The crucialfreature was
"internal colonialism"” (see T. Shaw, 1977); the transfer of resources
fron the exploitedvbackward sectors of the éeconomy to theisector-rinked
to . the mariet requirements of.the‘netropole (Tyler‘and WOgart,‘1973:38).

Empirically, thisldependency relationship has been operationalized in

terms of gemeral patterns of-trading;partner,concentration or groportion
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of trade to the ex*metropole speCifically, with adverse effects measured,
in part, by the balance of defic1ts in trade (Kaufman et al., 1975; <

Tyler and Wogart, 1973 Walleri, 1978 Stallings 1972 McGowan, 1976

Vengroff 1977) McGowan finds a weak association between partneff\hn:gié;

t

'Centration,and poor economic performance in Black Africa, butﬂit‘és

o

negated by strong contradictory ev1dence suggesting that high reliance on

foreign trade was. correlated w1th good’ economic performance at least in

»

~ the 1960 K (McGowan, 1976 31),. Tyler.and Wogart (1973)“find no'sig?

,nificant relationship between partner concentration and growth.‘
,Paradoxicaliy,'oniy.thowan-and;WeisSKOpf ha?ennoteﬁ thefdﬁbious
validity of the tradevdependency'variables themselvés("If-the ratio of
L. ® Lol T . . o
ﬁ.btotal foreign tradetto'GNP (Mcéowan's "trade"‘wariable), export con-
centration and specialization.andlpartner'concentrati;n are indicator
of_dependence, one would expect.a strong, positive correlation between'
N v

them. McGowan s failure to find this correlation 1ndicates that w1th

the poss:Lble exception of- partner concentration, the meagr,es of trade

v ©

dependency cited extenSively in the,literature, do not represent a single

- underlying dimension of economic dependence'(McGowan, 1976:3 ;39),' In

this conteXt,-it is'questionable whether the empirical "tests" of de=
' pendency theory are actually testing what they purport to tes
' v : .
A second validity problem Wlth the measures of trade pendency

-

variables from the analysis. Perhaps the poor performance of

3

impor t-
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an unv1able alternatlve to export—centered development because the
strategy.was derlved from false assumptlcns about the future of prlmary-zl
'product exports in the world economy. ‘A second reason for omlttlng
1mport varlables may be related to the small contrlbutlon of Thlrd World
' markets to the total of the forelgn'markets of the developed countrles j
‘(nlneteen percent in 1970 28 percent in. 1958) (Balroch 1975 104) |
The comp051tion of 1mports consists essentlally of new machlnery
and equlpment, raw materlals to operate 1ndustry and food and/or agrl—
';cultural requlrements such. as fertlllzen (Pearson et al., 1969 49) We
';w111 look at the dlstrlbutlon among these categorles. The rlsing def1c1t

n

in- the cereal trade of underdeveloped countrles (elght percent of total

. 'cereal'productlon 1n 1972) has been accompanled by a rapid lncrease in

- the cost of food lmports in: splte of~the SLgnlflcant share that has been
) prov1ded as glfts or ‘at reduced prlces (Balroch 1975 43) The cost of{p
cereals, estlmated at $8000 mllIlon in 1970 at vaIue c.i. S. is flve
tlmes more than the value of the exports of manufactured goods from
underdeveloped countrles in 1970, ‘even based on 1975 prices (Balroch
4975: 44) g Certalnly the domestlc manufacturlng sector.has not been able
to prov1de the means of payment, and thls has meantrthat alternatfbe l
'means such as the borrow1ng‘of forelgn capltal have been used to balance'
def1c1ts in the terms of trade.’ J | l

. The share of capltal equlpment 1mports may also 1nd1catevtrade
'5dependence Nlnety percent of flxed capltal equlpment is 1mported (1975
l75776). The 1ack of - lmport/export balance is ev1dent in the 1970 , l_

'ficures, where imports of machlnery amounted to. a total value of over

nlneteen bllllon dollars (U.s. ), whlle exports formed no more ghan one
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:bllllonf~half of. whlch are destlned for cther‘underdeveloped countrles
;(Balroch 1975 175) ' | o
It may be,'on the’other‘hand, that the measurement of market 4

dependency ‘is not a central 1ssue in the emplrlcal 1nvest1gatlon of
dependency.: As. Welsskopf suggesxs, economlc power dependency . 1slwhat

1 the dependency llterature 1s really talklng about, therefore any opera—
"tlonallzatlon of the theory should dlstlngulsh 1t from market dependency.;
.'hccordlng to Welsskopf market dependency is largely determlned by the
lnteractlon between a natlon s slze, its. natural resource dlver51ty and
i1t5‘1ncorporat1on 1nt0'the 1nternatlonal eConomy (1976-5) Market— *l
dependent natlonslare typlcally small, poor and lacklng in dlver51f1ed—
‘export productlon (McGowan'and Smlth, 1978 214) . Power dependency, on
'the other hand varles con51derably among the underdeveloped countrles.
(McGowan-and Smlth 1978), and 1s, to a 1arqe.extent, connected with' the
“;operatlon of multlnatlonal*corporatlons (Chase—Dunn, 1975; Bornschler‘
and . Ballmer—Cao, 1979 Moran‘m1978 85) : ﬁcGowan'andismithuoperatiOnaliie
the market/power dlstlnctlon by 1nc1ud1ng measures of lnvestment and ald
among the trade.lndlcators.‘.Pouer dependency is lndlcated by the per—h
'Hcentage of ald, anestment and trade comlng from the major donor/investor/
'partner, and market dependency lS measured by commodlty concentratlon,'
;total forelgn trade/GNP and total and per caplta forelgn 1nvestment
(1976:213- 214) “ o i -.’.‘f‘ -
McGowan and Smlthlappear to be blurrlngla clear dlstlnctlon be—‘k“

tween trade dependency on one hand and capltal (ald and lnvestment)

'dependency on,the other. Most of the literature 1nformed by dependency

ytheory suggests that anestment dependence 1s'the structural feature of

3
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f; a natlonal economy that gives some degree of economic and political
{'pgwer to foreign 1nvestors (Bornschier ‘ot al., 1978 653) Aid dependence
yis also v1ewed as creating a control structure by which international orw."'ft
‘jbilateral aid agencies 1nfluence the governments that depend on them foriff“

fresources (Chase-Dunn, 1975- Griffin and Enos, 1970 Papanek 1973

: ;Rubinson, 1976, 1977 Stevenson, 1972 Stoneman, 1975 Szymanski, 1976)

i Therefore, to be consistent With the litesat're (Rubinson, 1976 683), wei‘_“

'"refer to economic power dependency as a _"chanism related to investment .

and aid separatlng foreign direct control from dependence on external

. ‘G_
markets.- Lo
(ii) EConOmic Power Dependency-'Investment and Aid 3

The most 1mportant study to emerge from the interest in power - - r

"dependency 1s the Bornschier et al. (1978) paper on the effects of

foreign 1nvestment and aid on economic growth and 1nequa11ty : The paper

“presents both a‘f oronch rev1ew of the related empirical llterature and

. a sophisticated 'eanaly51s based on the reView. The main'finding in the o
reanaly51s is. a vong term negative effect'of foreignvdirect.investment'ifu
and aid-on .the ' ‘ 1 '
Although this'finding and the distinetlon between long and short term '
effects have been discussed prev1ously (stoneman,‘1975 1 Beckford 1971);
' the Bornschier et al..study is the first systematic attempt to incorpo-lf.
.:rate this finding into the world system—dependency literature. . “

| f_ According to Bornschler et al.investment dependence 1s most often
Jconceptualized as the extent to which a country s economy is penetrated }T-"i

and controlled by direct private foreign capital 1nvestment (1978 653)

:. The" operations of sub31diaries of multinational corporations or dlrect



L 1975 734-735, Bornschler and Ballmer-Cao}

.;:x;yfv;_l'frl;[ ~f'

iverSus portfollo 1nvestment 1s the usual.focus of 1nterest (Chase-Dunn,.u7

1979 488). "Ald dependence
d/z

,.refers to the amount of forelgn ali
]Qcountry recelves" (Bornschler«et.aﬁ;,'1978:6541. In addltlon, debt” :

both prlvate and publlc, that a

‘dependence may be- understood as a' effect of ald, where forelgn a1d 1s :

’extended as credlt.

\

Accordlng to the Pearson Cpmmlssion report on lnternatlonal :

‘,development (1969), the credlt'component of ald had 1mportant 1mp11ca-

: tlons for dependence but were not often con51dered Compared to the
".‘cost'of.diriif 1nvestment, the serv1c1ng of flxed 1nterest funds is 1ess
fflexlble. Interest amortlzatlon payments must be.met whether or not the

pro;ects funded by loans have SUCcessfully entered productlon, Proflt &

'."

':remlttances of multlnatlonals emerge only W1th profltable domestlc-out- .

prnt;‘ The result 1s that equlty capltal has a bu11t 1n grace-perlod more f
'-ffavorable than loans and bonds.‘ Moredver, the assumptlon that loan

-L:flnanclng leads to less forelgn control than equlty lnvestment may be

'jkincorrect..‘"Actually, flxed 1nterest credltors are 1n a. far strongerlz T

. p051t10n Wlth respect to natlonal authorltles than are forelgn equlty

-lnvestors, who can often be 1nf1uenced by flscal, monetary, and other
.p011c1es '(Pearson_Comm1551on, 1969 102)
. : . vf, . . . -
The commlss10n s comparlson of a1d and forelgn rnvestment may be .

somewhat of an overstatement, espec1a11y when one con81ders the beneflts

' of extraterrltorlallty, tarlff—Jumping and monopollstlc advantage avall—

"';hable to the multlnatlonals. However, the case for 1nclud1ng aid as a ™

measure of economlc power dependency 1s well-taken..g
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: formatlon and demand

'.'0. y

of forelgn 1nvestment and a1d on economlc growth are contradlctory 1n

the llterature (see Table 3, page 665 ln Bornschler et al s 1979) _The

effects of 1nvestment dependence on economlc growth<a;e pos1t1ve 1n 51x

studies, negatlve in elght._ 51x studles flnd p051t1ve effects of for@&gn
ST ‘

al. reconc11e these dlfferences by d1fferent1at1n§)between studies'that
measure dependencygby short-term flows and long—term stocks. Current

flows of anestment capltal and ald have p031t1ve effects whereas long—

3
-

term stocks of forelgn lnvestment and aid have negatlve effects

.

(Bornschler et al., 1978 667) Thls result is borne out by Bornschler

(1975), Bornschler and Ballmer—Cao (1979), éhase-Dunn (1975) and

Stoneman (1975), Bornschxer ‘et al. suggest that the two flndlngs that

: do,not flt thls pattern (Grlfflth and Enos, 1970 Stevenson, 1972) may

be accounted for*by sampllng error due to th ;small number of cases

o used twelve and s€QEn respectlvely (1978 667) : Substantlvely, short

term 1ncreases in growth are attrlbutable to the contrlbutlon of capltal

at the start of produc 1on, whlle long-run structural dlstortlons are -

produced by the transfe of proflts to MNC headquarters (Bornschler et -

al., 1978 667)
The'four'remainin studles that use measures of stock and flnd
p051t1ve effects of forei n' lnvestment or a;d on economlc growth

(Kaufman et al., 1975 Mc wan and Smlth, 1978 Ray and Webster, 1979;

and Szymanskl, 1976), focus on etther Latin Amerlca or Aerca only in

,h” contrast, all the studles th t use unres cted geographlc samples report

. s e '”‘ 35~

As summarlzed by Bornschler et al.. the flndlngs about the effects 'f

' a;d on econom}c growth wh11e four flnd negatlve effects. Bornschlerzet 3:1

S

at results frgm land labor and materlal purchases B
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negatlve effects GBornschler, 1975 Bornschler and Ballmer-Cao, 1959
;,Chase—Dunn, 1975 Roblnson, 1977 Stoneman, 1975) Samplefcompo51 1on{
however, lS not the explanatlon of the dlfferent £1nd1ngs (BornscKZer
:. et al..669) .Bornschler et al. conclude that the rel?tlonshlp betWeen’

‘forelgn lnvestment and growth varles w1th 1n1t1al level of development.

»,

)
a Afrlca and ASla are generally among the most underdeveloped, whlle Latln

.

,\Amerlcan countrles-are_much rlcher.""Whlle the effect of forelgn

s

capital is negative-Within'both'poorer and rlcher developrng countries,

.lt 1s sxgnrflcantiy more negatlve in rlcher than 1n poorer countrles"
.(1978 675) and the relatlonshlp holds 1ndependent of’ geographlcal reglon

(677) ’

. -
'
.

‘Bornschler and Ballmer—Cao.(l979) 1nterpret the 1nteractlon of
?forelgn*dlrect lnvestment wlth 1eve1 of;development in terms of a*l
_wsectonal breakdown They flnd.that forelgnylnvestment in manufacturlng
.has xhe 1argest negatlve effects on growth w;hlle foreign lnvestment ln'

,extractlve 1ndustr1es (mlnlng and petroleum) has positlve effects. One -

pOSSlblllty 1s that there lS more ex ractlve 1nvestment in. the poorer o

countrles McGowan and Smith s (197 ) argument that forelgn dlrect in- o

‘vestment has a smaller effect on: the economles of the least developed

" .
' Y

) countries because_they‘lle‘outslde the worldeystem leads-us_to qualify-f'

s

jthis-interpretaﬁion, howeVer.' On'the-one:hand, the refe ence to

.‘countrles lylng "out81de the world system" could be regarded as referrlng

to countrles 1nawhich the~manufactur1ng‘sector-ls~non-exlstent Qr'eXtreme—'

ly'primitive, “Inhthis sense,\no qualificatfhn of the*ﬁornschier-Ballmer-jf

Cao 1nterpretatlon ls necessary On the other hand thls reference may

:.refer to’ the fact that there is a floor or bottom line to underdevelopment

" /‘ .
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. Yy e . te . .
(or to indicators’of. underdevelopment) and that in the ‘case Qf countrles

.

';whlch approach thls lower bound the 1ncrease 1n forelgn d1r7ft invest-

;ment cannot make them any poorer.
. , . o ~

Another way of puttlng thlS argument 1s that there may be some,_

' countrles whose economles (or at least the monetlzed economy) are so
7.
LW

': prlmltlve ‘that any capltallst'actlvlty, whether foreign- dlrect 1nvest—

‘ment or otherw1se, can only raise the country s GNP Thls will. reglster

~as a pos1t1ve, ‘or at least, benlgn effect on the country S development.

~,The quallflcatlon that McGowan and Smlth s argument leads to, then, is

.that in the case of the least developed countrles ‘the long—term effect

of forelgn dlrect lnvestment on, development w111 appear ‘to be more.

'.tbenlgn and may even be p051t1ve.‘ This is a possible explanatlon for why
Bornschler et al fall to flnd a long—term negatlve effect of- forelgn

dlrect 1nvestment on growth for’ the complete sample of thlrty Afrlcan _

,countrles

v. World*System,Position
From'the perspective'of the world system/dependency theory,'a
) country s économic growth is largely determlned by features of the worId

- economy as a whole. Snyder and chk s (1979) operationallzatlon of the_{

&

world system structure 1dent1f1es ten blocks (A through F) that.spec1fy

'three dlscrete structural p051t10ns (core, seml-periphery, perlphery)

< . n

'accordlng to a 51ngle (51multaneous) partltlonlng of four Lnternatronal

networksr‘ trade flows, mllltary lnterventlons, dlplomatlc exchange, and

y 6. A non151gn1f1cant B of. -.0002 lS reported in Table 6 for 1960-'
1975, and a non51gnif1cant B +, 0001 is- reported in Appendlx B (1979 671).
Neithex result 1s dlscussed 1n the text '
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and con301nt treaty membershlps. .The 1mage matrlx for trade (}979: 1113)

« .

most clearly reflects ‘his three-tlered structure. Block»c ~the un-
,.amblguous core, malntalns trade llnkages to and from every other block 1n.
- the - syste, (1979 l114) At the other extreme, the perlphery (block E
.'through B) 1s, for the most part, 1ntegrated 1nto the.world economy only
'through its trade w1th core, block c. "Thls-pattern 1ndlcates a perlph-_
eral locatron in the overall structure" (snyder and Kick, 1979: 1114)
Substantlvely, the blockmodel patternlng does not support Welsskopf'
suggestlon that market: dependency 1s not a centzai issue in the emplrlcal
: 1nvest1gat10n of dependency, rather, the blockmodel sugeests that trade

1s,the most 1mportant drmen51on of transnatlonal 1nteractlon. .
y . _ N )
Because level of development may be a proxy for p051tlon 1n ‘the -

. world system, rather than using 1t as the spec1fy1ng varlable in the

1nteractlon between.pGSItlon and effects‘of forergn investment, aid and ’

o

trade ,we w1ll ‘use Snyder and chk 's blockmodel partltlon of the’world o

»

system lnto core, seml-perlpheral, and perlpheral posrtlons . The Snyder
and K1ck model is potentlally a breakthrough in ‘the study of development
3

for three reasons.\ Flrst, the blockﬂodel lays out operat10na1 criteria

for'classifying countrles accordlng to locatlon in the world economy,

-

lndependent of level of- economlc growth The resultlng paztltlon

cof;EIEFs closely w1th ! common Sense notlons of‘how the.world-system
is set up, the rlch, develqped countries are in the core,rﬁnd the poor-

'underdeveloped countrles are not (se% Table 1, Snyder and chk 1979-
b4

“

"_1110). Second the b%OCkmodel is set up as a general structurai account )

|

"~ of the entlre range of 9051t10nal varlatlon amorng countrles.' Thls makes
'the model representatlve of not only the “costs" of. locatlon in the '

L
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_perlphery but also the "galns" of core p0s1tlon. Thlrd, the blockmodel

av01ds the tautologlcal problems that may result from using lndlcators ’
S , |
such as 1nvestment-dependence, lewel of:economic deVelopment trade -
' : y K
concentratlon, etc., as measures of, p051t10n in the world syst

Without exceptlon, the countries occupying the mosit extreme

. perlpheral p051t10n (blocks A and B) are Afrlcan Snyder and Kick'

- mention that the dlfferences between A and B countrles may reflect sub-

stantlvely lmportant varlatlons "in hlstorlcal experlences, state

strategles,.etc,n (1979:1116)_however, the authors fail‘to_COnneCt the
" blocksvwith obvious‘historical and geographic divlsions. Moreover, our

analysxs suggests that Snyder and - chk may be mistaken in their place—

ment of block A closer to the core than: blbck B, at least in terms of

C trade llnkage networks. These points will be elaborated on in the
\ . ot ' ' Y
'methods dlscu551on,‘in the next chapter,
‘ ‘ 3 . : o e L
. . S i :

'Vl:'.Summary .

In our review of the eméiriCal'literature we have attempted to

draw afdistinction-between operationalizations of core-periphery rela-
. . -4

.tionsnin'terms of market (trade).and.power{(foreignjinVestnent and 'aid).
dependency. sornschier‘et“al: (1978) andfsnyder and Kick (1979) stand
oyt as the two most imoortant empirital studies to date. .
'Bornschier'et al;,offer' a systematlc rev1ew of flndlngs and -a
reanaly51s of data on the effects.of forelgn dlrect 1nvestment on grouth
Although they fall to repllcate the results for thlrty-three African
countrles, the authors report a general dlfference between short—term

effects of flows and long—term effects of stocks of forelgn dlrect

anestment. In addltlon, Bornschler et ala flqd ‘an 1nteractlon of the

~ o



negative"long—term effects with the richer‘developing.countrieé‘
N [

Snyder and chk offer the’ only serlous attempt to operatlonallze
the worid—system,Structure, and that their analysus w111 aSSlSE’AS in -
explalnlng t@e Bornschler et al. lnteractlon. The wdﬁkness of the

Snyder and Kick paper ;s 1ts_fallure to specify-hoW'thefstructural rela-
tions amongvpositions (expkoitative liﬁks'between,cofe and periphery or
. N N ’ * B N

~dependency relations) operate. Aithough there has not been one-bar-

tlcular study of trade dependency that compares in both sophlst?catlon

‘

I
and clarlty to the§e two studles, the collection of flndlngs should pro-
'v1de some gu1de11nes on the effects of market dependency on economic

T L9 ) . ) , -
growth. . . : : ,

-

.




CHAPTER THREE T

METHODS

I.  Research Design

e

A. Panel Regression Analysis

Delacroix and Ragin suggest that if one ekaﬁinesﬁindicetors of

" development oﬁe; time, one will be strdbk by the remarkable stability

-

of crose—national inequality regardless of the indicator of developmeﬁt
used (1977:26). Thgﬂstudy of change in the'level of develdpment there-

fére, requires a design with a sufflclently long. perlod to- allow meanlng-

N

ful dlfferences between-countrles to be discerned (De&acr01x and Ragin,
19?7:27; Bornechie; et al., i97§:678), Mofeover,keven if ‘the time
period selected is historically homogeneous enough‘to allow for the’
obeervetion of normal trens—haiional excﬁanges, it may Be pcssible that

(]
these relationships are conditional on the relatlve expansion and con-

,traCtion of the world eccnomy as a whole (Bornschier‘et'al., 1978:679) .

Finally, the time period must be consistent with the data that are avail-

able for a reaéonab}flléxge number of countries‘to ailow sufficient.
coméerison. We are'awacd‘of the deéirabi%ity of a iongitudinal study
of ﬁany.mountries over a comparable time-pefiod' The third constralnt,
however, the availability of data on Afrlcan development, has placed

-

several llmlts on the scope of thlS research

Z

. ‘The.research design csed in phis_study?is_ﬁ panel‘stepvwise
(.multip;e regression analysis.of crqes;sectional aatafgn twenty~three°to
twenty-eight Affican cbcntries. The dependent varieble is a percentage
change score in GNP (1965-1975). -With the exception of gross capital

42
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formatign in 1960, all independent variables included in the equations

are measured between 1965 and 1970. -

\
The flexibility of penel regression anaiysis is etident in t;o
characteristics burLﬁ ihto the design.‘ First, panel regression ellows
the introduction of mdltiple independedt variables and second,.it employsd
data measured at different p01nts in- time, thereby reduc1ng the 11kelr-
hood of false causal lnferences due to rec1procal causation (Chase—Dunn,
1975:726). One interesting aspect of using data at varlous tlme perlods
is thatlone may, for theeretical reasons, regress a variable méésured at

an earl&ztlme point on a varlable measured later if one belleves that

the later variable picks up long term effects that predate the effects

o

plcked ‘up by the earller varlable. “This point reflects the methodolog-

A

g ' ‘
ical p051tlon 1n_thls thesrs. Theory, rather. than statlstlcal technlque,

should dictate the formu&ation'of the problem. ‘For this reason, our

apprqakt data apalysis is one of applying relatively rigorous.statistical
procedure ‘to the date-;hile weigﬁing, at each step, the costs of Both the
forpeg-assumptions.thet may be.vdolated?fwith‘the fit of'the results to.l

the theory end related empirical findings discussed beibw, .

9

E

B. Selecting the "Best" Regression Equation

'The selection of ‘a linear regression equation for,a,Particular
4 X . & : . . .

dependent variable Y in terms of "independent" or predictdr.ﬁariablesw

-

Xk usuélly anOlVES two coOntradictory crlteria

1. to make the equatlon useful for predlctlve Lo

. - : purposes,. the model should. 1nclude ds many [
" X's as possible 'to determine reliable ’

fitted valges, and ' :

Il

2. because of the costs ihvolved ih‘obtaining
information on a large number of X's and

I ' ‘ ' | A R
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subsequently monlterlng them, the equatlon
-should include as few X's as p0551b1e.'

‘Draper and Smlth (1966 163) suggest that . the compromlse between these

n

_ crlterla is what is usually called selectlng the\best regres51on equa-
. 4

, tron.' of the several procedures~1n current use, backward ellmlnation,-;

.forward selectlon, and stepwxse procedures are the most relevant to our

A TN
1

analyses.
The basic steps . in the bacRWard'ellmination'procedure are to

compute a regression eQuation“containing all variables, allowing -the

'regre551on procedures to force an orderlng of the varlables A partial
F-test (F 1 is calculated for ezery varlable as though' it were the last
varlable to enter the eduation; then the lowest partlal F-value is com-

pared w1th a preselected 51gn1f1cance level (F ) If Fl is less than

)
¢

Fb, the varlable xl is removed and the equatlon is recomputed with the

remaining varlables (Draper and Smlth 1966: 167- -168).

[ v -

) The forward selectlon procedure attempts to achieve a similar
-4

_conclusion working- from the other direction. Forward‘SelectiOn inserts

variables in turn until the equation is satisfactory. The order of in-
sertion is determined by using the partial correlation coefficient as a’

"
.

‘measure of the importance of variables not fet in the equation. The

basic procedure is to select the xJ most correlated with Y (in our
> . - : . . .
o ana1y51s, X=LGNP, 1965) and flnd the flrst order linear regreSSlon equa-

-]

tion,> Y=f(x ) "Nextr'we flnd the-partial correlation coefficient of

another x " (I3#L) and Y after allow1ng for X

A l Mathematz.cally, thlg

equlvalent to flndlng the correlation between (a) the residuals from the .

N | e A a4

P
regression Y=f(x1) and (b) the re31duals from any other regresslon X1

£5(Xy). The-xjrwith'the highest partial correlat;on coefficient:with Y

vt



is now selected (suppose Lt is X ) and a seconﬂ regre551on equatlon e

Y—f(x X Y is fltted and -the process contlnues. At each poant of rte~

4

estlmatlon, the varlables entered prevxously are, in effect, controlled v
for in the equatlon. As each varlable is entered 1nto the regresslon,

_the follow1ng values are exanuned--.R2 (the proportlon of explalned

variance) and the partlal F-test value for the most recently entered

L

varlable (Draper and Smlth, %966 :16 The drawback of this procedurF

rs that it makes no effort to'explore. é effect that the 1ntroduct14

of a new varlable may have on the role played by a varlable entered At

¢

: |
an earller stage. ThlS def1c1ency is overcome by tﬁe stepw1se procedure;

The lmprovements made by the stepwzse procedure on the forwar
seleétion'procedure lnvolves the re—examlnation at every stage of th
regres51onvof the variables lncorporated 1nto thelmodel in prev1ous
stages% Because the best 51ngle varlable to enter at an early. stage‘

,'may, at a later stage, be‘superfluous in llght of thevrelatlonships
hetween it and other variahles“hqwiin the_equation} the partial‘F |
crlterlon for each varlable 1nvthe regre551on at. any stage of calcula-
tion is evaluated aﬁd compared w1th a preselected percentage p01nt of *
the. approprlate F d;strlbutlon. 'jhls prov&des_a judgment on:the.cona
-tribution made by each variable as though.it had heen the'most recent
variable entered, irrespective of its actual pointhoffentryrinto”the
model. Varlables providlng.a-nonsignifioant contributiOnlare'removed)'

-and the procedure contlnues unt11 no- more varlables wlll be admltted to

the equatlon and no more are rejected (Draper -and Smlth, 1966 171)

IS
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C. . Vlolatlon of Llnear Regresslon ASSumgtxons

The use of stepw1se muitlple regre551on allows the introduction

~

of multlple 1ndependent varlables, however, the 1ssue of ‘the compatl-

blllty of’ the‘assumptlons of-the lrneararegreSSLOn model.with‘the;: )

. varlables used and thelr measurement.needs.to be'addressed "Aé7§ﬁ§e
gested by Nancy Esteb (1977 18) four parts to thls 1ssue are. .

1, ;51ze.of natlon; aggregatlon,and-heteroskedast1c1ty

'éﬁ. ifsoclated 1ndependent varlables and’ multlcolllnearlty

3. 'data lnadequac1es‘- |

4. samp;e sizes‘p

Axfifth;reiated:prohiem,Jautocorrelation'will;be discussed-below'in the

‘'section on measurementﬂ(IiA). | o ) |

<

I B S1ze of. Natlon, Aggregatlon and Heteroskedast1c1ty

- The hlgh assoclatlon between concepts o: world system research

‘and the size of a natlon (e g. GNP per caplta, cdmmodlty productlon) can
result rn a non—unlform varlance of the error terms among observatrons,
" or heteroskedast1c1ty__ Heteroskedastlclty 1s a more dlfflcult problem ‘

"when 1t is related to the lndependent varlables, ‘and. we can expect a

certaln amount of heteroskedast1c1ty in- the aggregate data reported ln
data sources due to the aggregatlon of. data_onJunltSﬁof-dlfferent srzes.

Another p01nt is that 1t is’ reasonable to assume thtt the varlance among

 the. IOWhlncome natlons sampled w111 be attenuated 1f only because these

1

j.natlons‘are close;to the floor-of'GNP',']
Esteb suggests that 1f heteroskedast1c1ty arlses from slze of

. W ' '

_nation dlfferences, the error term probably has ‘a variance proportlonal

'-;to a quant1f1ab1e variable (1977 9). More effic1ent estlmates can
Sy : . -

.
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-sometimes be derived by transformlng the variables by d1v1d1ng each by

,u

fthe value of an lndependent variable highly associated with sxze.“ Fol-'”

.low1ng Esteb s suggestion,\we have standardized the restduals of the .
"1ndependent varlables and have.weighted the variables on the srze of the J
' economy Norming the variables on 51ze of economy (GNP per capita, PFI

" as a % of GNP) is also the procedure used to COntrol for heteroskedasti—f

c1ty 1n the dependent variable, change in GNP 1965 1975, which 1s
'7-measured as a pergentage of GNP level in 1965

The problem of comparability is solved by weighting varlables to ‘

control for differential un§$ 512e, is- the 1ssue of comparabllity._mfor_\

;example, the same amount of private foreign investment that has little o

R

':"effect on the formation of capital 1n a, large economy may account for

o ‘.
AR

*the major portion of gross capltal formation 1n a small ecOnomy. _in -

:some cases, prlxate foreign 1nvestment (PFI) may be a. proxy for gross
domestic capital formatlon. The welghtlng of varlables to control for
: comparability problems (as 1s evident in the example ab0ve) ls only a

‘ partlal solution. Agaln, we emphasxze the 1mportance of theory and of

/,‘

relating the findings to the real world In the case of private foreignf-
‘.1nvestment, taking PFI ‘as a percentage of GNP only gives the researcher -

some 1dea of the proportion of 'ownership and 'control'

-9

2. Associated Independent Varlables and Multicollinearlty

The varlables associated with a disadvantaged dependency status,
such as’ product1v1ty of the export sector, proportion of 1mports to -
' exports, and control over 1nvestment capltal, w111 tend to be 1nter- _f7 '

correlated (Esteb, 1977 10) When two or more highly correlated (r>.50)

variables are used as 1ndependent variables in an equation, loss of



"r:precision w1ll resultjgue to problems of multicollineai;ty.g For this
reason, the linear model req'uires that the 1ndependent variables not be G

- highly correlated
The problem of multicollinearity is evident in our inability t03'l

_"lenter VAR449 (gross capital formation as'a’ % an int 1960) and 132v449 R
STy . e . D <

” K

(the interaction between capital formation and world system pOSition"'

2) with VAR469 (PFI as a % GNP in 1967) at the same time in the re—f .

s‘gre551on‘j As suggested in our, diScu551on above,,we w111 assume that

{].highly correlated variables are representing the same’thing.: The proe~
._fcedural implications of this assumption are that we have run each S
';gnariable separately, loohed for differences in the‘results,.and then;f
':5We hane chpsen the equation that best represents the theory._ This has~
“ientailed a judiCious and careful use of the stePW1se reéression algor1thm7
f{w1th the F—values set relatively low becauSe qf the 90551b111ty of sup-
.fpressor effects (the presence of suppressor effects w111 be discussed ?ﬂi

Sy /

:;ibelow undef the heading of Analytic Strategies)

T Data Inadequacies f;ﬁefls‘li“_ L 1" s“iﬁ}i:;”:w.
The pragmatic task of collecting the data needed for all cases'l'J

“ffor every variable 1s probably the,most difficult prohlem confronted by

.ﬂ'.‘

the world system researcher.‘ The

,ev1tab1e loss of cases means a loss -

. fin eff1c1ency 1f variance in the 1ndependent varmables are thereby de--w

';icreased although the loss 13 less ‘f it can be assumed that the mean of,

' -jthe missxng values 1s close to the”mean of the data (Esteb, 1977 12).

h'One solution for missing value problems is: the use of proxy variables.”"'

:TEsteb advised that care shguld be taken becauSe the proxy will measure‘p’

";the influence of all variables not included in the equation that have‘
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?non-zero correlationsfwith the proxy‘(1937 12)£“ Thehu' ar; blas in

'{]'parameter estlmatlon w1ll decrease-w1th the goodneSS of : proximation.-
The data set is: not overly plagued WLth missrng values. Only

- hfour cases were lost because of-data m1551ng on trade \arlables, and jfﬁf'

5 the gaps were not randomly dlstrlbuted That 1s, thos cases that mlssed

! ,,y(-

'.fon one. variable were the cases that mlssed others._ The four cases lost ;
. ‘, . . “u . . ..‘ .. o
jby llst-w1se deletion (cases ellmlnated lf at least one varlable was o

o

f;_m1551ng) Were Botswana, Guinea, Burund1 and Lesotho."

{"4., ":-Sample-"Sifz'e L

' Although Much tlme 1n “the methodologlcal llterature 1s devoted

.'.-

llwtowards dlscu581ons of the 1ncrease ln coefflc;ent sens1t1v1ty to

"“a;fspeclflcatlon error that results from breaklng the 11near regre551on '

._,;models' assumptlon for small or. moderate samples (see Esteb, 1977 13),””5;.,

L

'zof uSlng too large a sample. Thls

:s_éne dlfflculty w1th the Born5ch1er;:’

”'et al* paper (1978) When.one is. attemptlng to 1solate those mechanlsmeﬂ;”.

v .
‘ -

T}that contrlbute to development, analysxs on large heterogeneous samples.;f3
'1"may obscure the operatlon of different causal processes. The dependencyf‘f'
llterature has fundamental problems dealing <1th thlS 1ssue because on :

thhe one hand they want to argue that the same hlstorleal process led to )

the development of the core and the underdevelopment of the periphery.:h.

'1'0n the other hand they are adamant in thelr cr1t1c1sm of the modernlzaw,'

fjfwtionists for 1mp031ng a model appllcable to the economic development of

”f:Western Europe On the econoﬁ1c underdevelopment of the Thlrd World

T

Some researchets have attempted to different;ate causal processes

o

- by subdividing large samples Lnto rich/poor or regional groupings,/*n@.f:"

ftthe more- relevant problem for the world system researcher lS the problemfg%f



'H,”ustantiVe dlscussions.> S

i hOWever,.there has been:nofcareful, systematic analysxs of partltlons o

'”ffof the world—system based on the dlvisions 1mplied by the related sub-'

In our analysrs, we con51der only Afrlcan countr;es, and the el

e

,f sample 1s partltlo.'d'accordlng to a d1v151on u81ng the correspondence

:between Snyder and ch, j(1979) blockmodel of the world system, geo-ll
" T S A

fgraphlc dlv;81ons and the hlstorlcal dlscu551ons of Afrlca s rncorpora-iy’”

. tlon 1nto the world economy.' The’ba51c sample ConSlStS of 33 countrles..f .i:

four cases were excluded from the analy51s because they were outllers

s

T@;on the d“ "rlbutlon of the dependent varlable, and two cases are- mlss-

fflng on the measure of CHANGEGNP

1T MeasurementAjV'l'"ﬂf'f-"'"f“'f E R A

:léf Measurlng Level of Development .

13i§ In aCCOrd witn~Kuznets (1964 1968), we used GNP per oaplta 1n
‘fhil965l(taken as a natural log) -as our lndlcator of lnltlal leveL of o
";:development | Flnsterbusch (1973) has shown that desplte‘numerous
.crltlclsms, GNP per capita correlates very hlghly thh a large number /:”

;.of dlverse, conventlonal 1n616ators of development The two central h

,Areasons for not usxng GNP per caplta as an 1nd1cator of development, s

llhowever, warrant some attentzon. Jenklns (1970 36) argues that GNP

;ziuper caplta overestlmates the developmental gap, a: problem of 11tt1e

“ffconcern to us because we are studylng changes in 1evels;of development
-gAccording to Delacroxx and Ragin (1976 42) 1t Ls frequently argued

‘1that apparent economic growth among;poor countries mlght.simply Be a ﬁ'

e‘f}'reflectlon of 1mprovements 1n national accountlng procedures.a Delacrbix

ﬁf“.




'ffln the‘absence of growth,lmoreover, a cloSe examlnation of the reported

'v,

h,growth of those poor countrles they trust least does not reveal a pat—f‘w.
B terned dlfference between growth rates‘reported by the coun)xles they
-f}trust most (such as, India, Egypt and PakiStan) (1976 42) .

b CHANGEGNP our dependent varlable, is" a ratlo varlable.that
\?measures ecOnomlc growth by subtractlng the level of GNP 1n 1965 from i
) the level of GNP Ln 1973 and expre551ng thls sum as a percentage of the
,iQNP level 1n 1965 Although our larger concernlls w1th development

: ﬁrather than growth, and economlc growth »s:an 1mper§ect proxy for

development Slmllar to other studles in the area, we' are constralned

"y
o~

'by the avallablllty of publlshed statlstics, and We are,jmore or less,h"
P left no alternatlve than to use data on growth rates._ One consolatlon g

‘is’ that 1t 1s generally accepted that the 'rate: of,economlc growth lsl"

N4

Zh a more approprlate dependent varlable than level of natlonal 1ncome or”::

Y

_'GDP, etc. (Stoneman, 1975 13)
It 1s argued (as summarlzed by Chase—Dunn, 1975 727), howeyer,;:.'
._that the use of ratlos as indlcators mayilead to faulty 1nferences,' by
{'partlcularly 1f 1ndependent and dependent varlables share common terms

- One relevant problem for our analyses occurs because tbo measures that

.contain a s1m11ar term whlch 1s 1n the denomlnator of one (dlfference .1

,,between GNP 1n 1975 and GNP in 1965 as a percentage of GNP in 1965) andlg ff;r

.f\the numerator of the other (log GNp per caplta 1965) w111 have an artls;w

o

fic;ally negatlve correlatlon (Schuessler, 19)4) The extent to whlch ff

'this 1s true depends on the varLances of the terms (Puguitt and

7.

Lleberson, 1973, as c1ted by Chase-Dunn)..

' .-lv'.('. .
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Chase-Dunn (197%5}27) suggests that estimating the effects of -

s

Z_dependence on development, artifactual negative effects may arise‘be—
.cause dependence measures are standardized on GhP to control for
. . . . A
3 economic 51ze while the dependent variable also 1ncorporates GNP.;‘
Again, this 1s a problem of-a common term 1n the denominator of one»
' measure'and the numerator of the other. This 901nt is . applicable to L
: dour»meashres of 1nvestment dependence; perate forelgn 1nvestment as a ..
percentage of GNP in 1967 and oUr dependent variable, CHANGEGNP
‘ Another related problem of:measurementverror_;s-mnvolved in the
‘ correlationfof the measures of.the dependent'variable‘at’léég-and.l973t:'
. fhls.v101ates the regre551on assumption that.errOr terms.aLe uncorree
.ylated and results in an- upqard.blas of the estimate of, the autoregres—
sron and a downward bias of. those independent variables which are. .¥ .
| -hpositively correlated Wlth the lagged dependent-variables (Chase—Dunn,
'1955 727) " We. Wlll use the methodological literature on'the issue as'i

S
a ba51s for discuSSLng p6551b1e biases, and return. to the issue in the

‘\‘.. e
.

»concluSionp R Y 4

' The controversy over the uge of rdtios in‘cotrelation or regres- -

‘sion analySes’hasfbeen extensively commented on in-the'literature since'

s "1897;. There are three generally recognized 1ssues about how the use of
. W . v,v

‘{ratios may lead to problems of inference, the first two of which are

‘applicable to’ our analy51s. First, if a theoretical argument lS.h
. %i g .. :

Z:formulated in terms of a relationship between two' variables, and these jf"‘

“;-'are correlated as ratios, say x/z and y/z, the shared component z may >
lead to spurious results. Second, studies frequently use standardized

fmeasures of the per capita form as a dependent variable and percent



.varlabdes descrlblng populatlon characterlstlcs as 1ndependent vari-

fables, to control for sxze of the economy ' Thlrd the use O;SLatlo
..12‘

"variables to control for heteroskedastlclty of unequal varlances of the

'regre551on resrduals,may be-problematlc if the‘varlances are not un- .-

equal to begin-With:

Ca.l Ratlos as Varlables of Theoretlcal Interest o
. - e |

h.li Bollen and Ward (1979 435) suggest that-f?ken by ltself there

is no lnherent problem w1th usrng a ratlo ‘or any other nonllnear com=

S - o o
o blnatlon of var1able§ asfan 1ndexL leficultles of 1nterpretatlon

. t

arlse when the ratlo 18 corrélated with'another rathc.both of which
share a component because the emplrlcal test of the relatlonshlp.be—

'tWeen'the'concepts may be obscured McNemar (1962 162) has referred tov

‘thls lndex contamlnatlon as the problem of spurlous 1ndex correlatfon.
tThe common underlylng assumptlon of research u51ng ratlo varlables 1s '
"that as long as the causal relatlonshlp holds between the ratlos, one

. . Y
]

should not worry about spur;ous correlatlon. However w1de1y accepted
" this v1ew may - be, 1t has certaln dlffrcultles. e e
" One alternatlve is to reformulate the ratlo estlmates of y/z

w1th x/z as y regressed on: x and z- thls Wlll yleld dlfferent regres-‘

51on coeffic1ents. Rates are more dlfficult to reformulate 1n terms of h

-

& nonratlo alternatIVe, and may requlre a decomposrtlon of ‘the cogrela—- i

tlon between two ratlo varlables 1nto the correlations and coefflclentsllllb

of varlatlon of the varlables that make up the ratios, as suggested by o

Schuessler (1973 1974) Another check on the spurlousness of correla—

“tion: between ratlos Ls suggested by Logan (1972)- a technlque of part ,

\d H

corrélation that 1nvolves removxng the effects of the common term from



' ‘one ratio only. The correlation coeff1c1ents obtained can then be com—

pared to the Smele coeffléient by correlating the two ratios. If,

31gn1f1cant coeff1c1ents are obtained w1th the part correlation control,.

Lo

; one may conclude that the relation between the ratios is not spurious
(Bollen and ‘Ward, 1979 439) Fuguitt and-Lieberson (1973) suggest that
. ' . - - : » . ’ ) v .
more work,iS‘necessary before Logan's approach is accepted as the un-

.

ambiguous solution. -

: o I ‘
b. Ratios as Methods of Control : .
0 - . .

An alternative to standardization Wlth a ratio is the use of .

&

re81dualizing techniques.— Vanderbok {1977:182) suggests regre351ng
the variables of interest on the. deflating third variable andsexamining

' the relatlonship between the re51duals. Instead~of-u51ng the-ratios

.

. e .y

“i y/z and x/z, the resxduals frgm the regre551on of y on z (say, ey‘z)

and x on,z.(e ) are generated The re51duals ey z and e. , are un-

correlated with z and can be used as new variables in a second regres-

7

51ohJof ey z'on ex z‘ Although this resldual approach seems 1ntu1t1vely

appeallng, rarely are the regre551on coeff1c1ents from the- re51dual

N

regre351on equal to those from the ratlo regre551on (Schuessler, 1974.

“a ’

395). That is, y/z regressed‘on x/z does ‘not equal ey z_regressed"on
. St . ) N *
» and one may be significant and-the'other”not ' Moreover, the
NG

re81dua1 approach resembles the "component™" approach that uses the

e
XZ

‘. regression of yvon'x and‘z, all in dne step, sozthat the deflating
_eq,variable (z) is entered as an additional explanatory variable (BolleQ

., and Ward 1979 441) : Although the regreSsion coefficient for x is

I‘
exactly equaﬂ’to the one for ex z’ the standard errors used to evaluate
o :
" the SLgnificance of the coeff1c1ents are likely to differ because of

I )
A €

A

va
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v ,,55. -

H £y -

(1) dlfferences in explalned varlances, (2) dlfferences 1h the variance

3

of the explanatory varlables, and (3) dlfferences 1n ‘the 1ntercorre1a—‘

tron;of explanatory varlables._ The R2 's will dlffer because a dlfferent

. dependent variable 1s used in each\case, ey é (smaller R ) in the o~

'fre51dual versus y in the component case. In jact,'theiresidualrregres- '
sion correlation is ‘equivalernt to the'partial correlation coefficient
. b : T ‘ . . .
of y with x controiling_for z.(ryx i)' and this partial is usually less’
‘ o - . . o

than the-multiple correlation.coefficient of y on;x and z.

" An argument can be: made that the estlmated standard error for

the re51dua1 approach is mlsleadlng s1nce 1t represents a two—stage o
a

procedure and each stage lnvolves sampllng error. The component approach

1nvolves only one stage and may be more de51rable (Bollen and Ward 1979~

442 443) . For example, 1f GNP per caplta is used to control for the/

teffects of p0pu1at10n .on GNP, the ana1y51s can be reformulated to examlne
\“jhe effects of GNP controlllng populatlon as an addltlonal explanatory
varlable. One potentlal problem is that if x and z are closely. related

multlcolllnearlty may make it dlfflcult to assess accurately the sepa—

rate effects of x and z on the dependent varlable y.. Bollen and Warsd

L ©

do not deal w1th/;he problem of multlcolllnearlty 1n.component regres—"

sion analysls, althougdlthey do suggest thht brlnglng 1n ‘new data or

dropping marglnal varlables from the analy51s umybbe useful : o

. o
B
. Ix .



-

. 0

B. Measuring the ' Independent Variables7
| I3 i - . ) L . : .
1. Dependence on Foreign Investment ‘ P

¢S N
o et B SN

o The operatlonal definltion of foreign dlrect lnvestments used by .

° a

the IMF and’ the OECD is: ° B

0

investment in a wholly-owned subsidiary or . v 0
.. sub51diary-controlled firm in a foreign. {
s .country or purchase of minority holdings in

a foreigh~hased firm in-which the investor
‘ takes a substantial Lnterest in' the day-té-
(" ' day operations’apd the -control of the object
'~ of investment (Hveem, 1975 59) S

Dlrect 1nvestﬁdnts represented 23.5% of total capltal exports to

3

" underdeveloped countries by .the DAC countries-in L970—71_(Hveem, 1975:

PN
-

1

. L. _ , N
60). This percentage, however, does not reveal the real impact of inf'.\

" vestment because: o .,
. o Lo

;. 1. ;lnveatments create a permanent ‘productive’

’ . structure that aximizes on—locatlon control ‘
hgover the object investment} : “

-~
b o

2. the_invésthent is aimed1at'mak1mizing the
' : ' .accumulation capacity of the investor;

¢

7. Data through 1973 for lnternal econgmic variables are from, '
Arthur Banks, C. R.. - Granger, A. G.?Lynm, The Suny-Binghamton Cross- - :
national Times Series Data Archive. Data for 1975 on internal economlc
condtions and for alf"§§ars for trade direction, comp051tlon, aid,.

caplgi flows and economic.Structure. are from International.Bank for ;
Reco ctiom and Development' World Tables, - 1976, World Bank Annual
Report, }9727-1975 & 1977; International Monetary Fund, Balance of

Payments Yearboo varlous years, Internatlonal Financial Statistics:

United Natlons, Yelrbook of . Interhational Trade ‘Statistics, Yearbook of
National Account Stiatistjcs, Statistical Yearbook and World Statistics:

.. % in Brief; United Nations A,IiD., Populatlon Prog;am Assistance (1971),.

Proposed Forelgn Aid Prog_am FY1968 and : 1967; OECD, Aid to. Agriculture

‘in Developing Countries, Development Asslstance Efforts and Policies -

(1965, 1970) , Geogragplc -Distribution of Financial flows .to less- : .
developed countrles (1965, 1967); U.S. Dept. . of ‘State,” Background Notes,lg
“U.N. Economic .Co ssxon for Africa, survey . of  Economic. Conditions in :

" Africa, 1972, Par II, Helge. Hveem,:“The Extent and. Type of Direct ' L
Foreign Investment in Afrlcaq -Pp. 59-91-on Carl Widstrand (ed.) Multl-'
‘nationaliFirms in Africa (Uppsala: Scandlnavxan Institute of Afrlcan
Studles), Stockholm-International Peace Research Institute, world. Arma-
ments "and Dlsarmament, SIPRI Yearbook 1977 (Cambridge, Mass.. MIT Press).

¢

- . - : ‘v




3. operations are increaSingly financed,from
. liquid assets rather than - new investments,

4. accumulated stocks of investment renew the
¢ . constant accumulation c¢apacity and probably ’
: represent the source of the most important
'capital export. , .
(Hveem, 1975:60).
¢ Al . - L c
Ideally,, then, gve, would like to construct a measure of the-

proprotion of a country s capital ownership that is controlled by -

foreign actors. Unfortunately, ‘thie data needed to measure the degree

of foreign capital Penetration are not available for most countries
’ -

(Bornschier’et al., 1978:660). Researchers: have ﬁad to rely on adapta-

tions of the stock of private foreign direct investment data originally

reported 1n the 1972 CECD study, and these estimations only‘date back '

to 1967 1See‘Bornschier et-al.p 1978; Bornschier and Ballmer-Cao, 197

A
The degree of penetration can only be measured in very rough nd

approximate terms Three alternative measures of stock of foreignﬁin-

vestment are the' pumber - of subSidiaries of multinatiOnal corporations

)

operating in each country (Bornschier, 1975), the amount of profit made

a

. by foreign controlled firms. as indicated by the IMF Balance of Payments

Yearbook item "debits on direct investment income" (chase-Dunn, 1975a,

Rubinson, 1976 1977 Szymanski, 1976), and the cumulation of yearly

flows of foreign investment in five year sums that are. combined With the

R

1967 OECD data (Stoneman, 1975) ) R R

-

In order to replicate the Bornschier et al. study as closely as '

possible, we Wlll use the OECD data on private foreign investment, and .

v

calculate a measure o{ foreign private investment as a percentage of

‘o

o

GNP. -

&
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2. 'Qgpendence on Foreign‘hid.

.,\ .

According to Paul Bairoch, the "more or less arbitrary way in
which flnanclal ald 1s deflned obv1ously makes it hard to determlne 1ts

prec1se volume“ (1975 177) HOWever, ‘one ls relatlvely safe 1n)say1ng

-that apart from forelgn grants narrowly deflned, whlch are nonrepayable

funds (bas1cally glfts in cash or in klnd) and destlned %or ¢urrent or

capital purposes, ‘The bulk of aid consists of'net flows of loans'of

over a year s duratlon (30% of total ald), investment and loans from the

°

prlvate sector (27% of\total ald, approxlmately), and guaranteed export
credits (about 12%) Thls leazes only about 30% of ‘the total aid given
7g/inderdeveloped countrles ad grants andlgrant-llke contrlbutlons- |
(BaLroch,'1975-l77). ,Balroch also points out'that whereas repayments
of cap1ta1 made by rec1p1ent.countr1es are. deducted from the amounts or-
net ald, thlS is not true of’the lnterest charges on loans (1975 177—

178) Thé problem is to determine the sxze of "real” ald as opposed to

"flow Jof- flnanclal resources" to underdeveloped countrles. T. Mende

,(1975) suggests that about 22-25% of the flow of resources can genulnely )

: based on questlonnalres to donor countrles and on estimate

be . called ald, and Balroch agrees that th1s is a reallstlc estimate
(1975:178),
TwWO . pr1nc1pal agenc1es are responSLble for the avallable data on

flow of flnancmal resources to underdeveloped countrles Unlted'

' Natlons/Internatlonal Monetary Fund and the OECD "Mater al for both is

omplementing

"these" (Balroch, 1975 178) , Because slightly dlfferent methods were used :

’
to. construct the estlmates, the two sets of flgures dlffer,.the OECD

.l"total being about one. billlon dollars h&gher than that of the UN one.

‘o



. Bairoch suggests that the OECD figures are the more‘accurate'hecause"

"their estimate does not leave out transactions within'oertain.monetary
' SR v - ' e ' ” :
unlons (1975 178) : ' .. . ' . o - 4

' Ald dependence is operatlonallzed in the llterature in terms 051
L . :
* flows of public grants and~loans tO'developmentAPIOJects, as 1ndxcated
1n current: accounts in the IMF Balance of Pazments Yearbook. Some;

researchers comblne prlvate and publlc flows of capltal into a 51ngle

‘measure of aid dependence-(Kaufman et al.,.197$) and‘othersleXamlne~a1d

flows separately (Stoneman, 1975) We agree with-the.secondﬂapproach,"'

¢

ebecause as StOnmeman p01nts out, the structural effects of dlrect ln—‘
.vestment clearly result from an 1ncreaseA1: ownershxp and‘control over
the recxplent economy Ald payments, on the other hand, are varlable
and rarely result Ln 1ong-term dlrect economlc control (1975 15). S
B ‘In order to lsolate those aid lnflows suspected of rncreaSLng
vlong-termMgifect economlc.control; we,do not»mnclude prlvate loans, -

'export cred1 ' dlrect lnvestment and portfollo 1nVestment in our ;

R

o

measure of net, 1nflows of ald. Slnce only "offlcial development assist-f

ance" (bilateral.and‘multllateral'lnstitutions) 1S'expressly.1ntended;
fbr.the economlc and soc1al development of developlng countrles and-
_ sxnce the related f1nanc1al terms are concessional (UN Statlstlcal Year-
:x_book, 1977: 870), we measure the amount of amdlfrom the Development |

--ASSLStance Commlttee (DAC aid) by total net flow of off1c1al bilateral

[

8. The Development Assxstance Comm;ttee of the OECD 1ncluded

- in 1972, the sixteen western developed countrles ‘listed below: .
- Australia,. Austrla, Belglum, Canada, Denmark, France, Germany, Italy,,

. 'Japan, Netherlands, Norway , ‘Portugal, Sweden, Switzerland, U.K: and

U.S. _The GNP of these countries formed 98% of the total for - all western

developed countries (Bairoch, 1975 239)..

-

\



'QO g
‘and?multilaterallaidf The USSR and other bloc countries only offer

'offlc1al publlc ald, therefore thls is the varlable we use.

el
P

3. .c['.-‘i;a,ae 'Mea‘s.ure-’

The relatively stralghtforward operatlonallzatlon of measures of_
trade in the llterature is reflected 1n our analysrs. The trade varl- .
ables are d1v1ded 1nto two sets: var;ables that refer to 1dent1ty of

the trading partners and varlables that descrrbe the goods thék are

: Jtraded plus the amount of trade. T ." ' -7/3

S la. Tradrng Partner Cogposxtlon o

The four general tradlng partners 1dentif:|.ed in' our equatlons '

”arei the ex—metropole, other OECD countrles, the USSR and other

‘s

’ Eastern European countrles, and the OPEC countrles. All the partner-

-

,'related varlibles examlned are llsted below, howaver, the data analysrs N

e reported in Chapter Four, suggests that lmportt from the ef-metropole "

.',

“,(VAR313) and lmports from the Sov1et bloc (VAR328) are the two relevant ”
Avarlables 1n the regreSSLOn equatlon for growth
Ex~metropole: VAR313 - the pqrcentage of total 1mports

_; g _ ; .. sSupplied by the ex-metropole ln :
' . S 1965 o : a

- VAR253 - percentage of exports‘to the ex—“
' metropole in 1965 ’

as

Other OECD. Countrles- ﬁ"

: L VAR264 < percentag of exports to’ other"
'T-»'_ L OECD count ‘ies in 1970 T

. »

USSR and,other East European Countries-'
' VAR328 - percentage of imports 1n 1965

OPEC cQuntrles.w"]i ‘ gﬂ'i ';f,f?, — o , "1T’ v
' VAR273 - percentage of exports to OPEC "‘.3
St im 1965 - R o
VARB33 - percentage of imports from OPEC-
: indees. L
S S



.?‘

One pOint abOut the tradeipartner data that warrants mention lS that it

2

is customary to- express exports in £, 0. b (free on board) prices and

”Z”to express imports in c. i f. (cost, insurance and freight) prices. In'

";,of developed countries.‘ Because we are not concerned Wlth measuring f‘

-.component of trade composition dependency, compos1tion of imports, and

*to conclude from their findings that dependency theory

. are: . °

' .other words, export prices do not include freight costs, insurance and

' the other charges connected with transport (Bairoch/ 1975 225) Even‘

if the figures are corrected to take account of this difference, the ]

%

7cost of transport is not recovered by the underdeveloped countries whose

E foreign trade, for the most part, is carried by the merqhant shipping

f_balance of trade hOWever, this problem does not effect our actual*'

o l
v

-

'nanalySisl. L .' j" o o .,.;: Lo

Jb; ComPOSition and Amount of Trade

The d15cuSSion in the dependency 1iterature of the effects of

i trade compoSition on economic growth have (Wlth the exception of the

-early ECLA reports) emphasized the distortions related to comPQSition

o .
of exports.- Predictions of price fluctuations for primary products,;

5 ¢

' decreased demand fbr raw materials, and unstable foreign exchange

'As

3earnings have sent many analysts off on a search for indices of export

°

'ivarious indicators of trade dependency to produce results conSistent '

;5w1th dependency theory,'researchers have tended to ignore the other

R

@ <

o rethinking.f In our analysis ‘we: use both export and import variables. ﬂF}VJ

The trade comp05ition variables that appear in our equatiirs

quires serious

el

‘“commodity dependence. Apparently undisturbed by the failure of these }_,j9ifw" o




o L S , ) A
; . S P N AR TR
L 7VhR344‘-;balance of trade rmports as a percentage l'
T of exports ln 1970 I

L]

'2; :v§341§f 'machinery and equlpment as.a percentage

T L of xmports dn- 1970 S S ‘ e
3. th408fe'raw materials and food as % total 1mports o
oA tin 1970 -

'1‘4.‘-YAR417Q:.machlnery and equipment as 'y imports 1n
LT g | v .

'imports as a % an in 1965

5. ‘VAR4T9

C{v Transformatlons in the Independent Varlables
-Our general reference for the transformatlons used on the 1nde-ih

fpendent varlables lS E. Tukey S':§E oratory Data Analysxs (1978). Onelh

‘assumptlon underlylng regression analysis,-espec1ally as 1t relates tor‘
T tests of szgnlflcance, lS that the varlables have multlvarlate normal .

. dlstrlbutlons. Moreover, the 1east-squares regressxon technlque 1s f.‘

fTo approxlmate the multlh gf; '

N .

va?late normal dlstrlbutlon, we excluded four outllers on the dependent

'.varlable (Ghana,.Rwanda, Senegal and Uganda) because of the posszbllity ~?‘7 o

".4

,that these extreme values are explalned by a different causal mechanlsm.t fff |
For the 1ndependent varlables,'we transformed accordlng to the degree ‘d

{of skewédness uslng logs on varlables skewed to the rlght, square

'j;roots on varlables skewed more extremely to the right,'and-ouhe.roots*‘

" on the most extremely skewed Varlables.; ,ﬁ:flf;f*'“‘_

L




';mtfactors comblne to reduce the value of thlsdlndlcator.. Figst,‘lt is 3]:f5.tw

' of‘development has on economlc growth.; In some of the:regrgsglong, we ‘lif TIQlif

control for the effects of capxtal formation and/or domestic savxngs
Sl o
—due to the fact that low levels of domestlc cap;tal formatlon may cause SRR

a forelgn capltal to flow ln,and take up 1nvestment opportunltles
;(Bornschler et al.,‘l.78 663) Other studles that control for capltal

 gformat1on are Bornschler and Ballmer-Cao (1978), Chase—Dunn (1975a), |

AT

-_;Rublnson (1976), and Stoneman (1975). .

\
coe

ﬂll Gross Domestlc ngltal Formatlon and Gross Domestlc Savxngs lfflﬂj.~7'f
Accordlng to Stoneman, 1t 1s essentlal to 1nclude domestlc -

isav1ngs as an ;ndependent varlable because 1t 1s the slngle most 1m-‘f:

-" o

;lportant lnfluence on growth (1975 13) Oneﬁfrequently used measure of

1‘-}domest1c sav1ngs,

" t[? .“-i' gross domestlc capltal formatlon, measures T A A
S ,,the outlays for ‘the .addition of’ reproducible 3 e
. ”;'capltal goods to the. flxe_'assets aof private: . o
- ‘and public enterprises, ‘private’ non-proflt

L institutions; and general :government:and . Vf :1<;l‘jwtf;‘-"#l*;
‘~.the value of ‘the. net xncrease, or': decrease 'e O ;,f.}fﬁ*.f-.l, o
in 1nventor1es" (World Tables, 1976 7) -;;; :"";'yﬂ“‘ s

:Rates of capltal formatlon should, theoretlcally speaklng,'lndlcate the'1‘:7“

'.fteffort made by countrles to achleve economlc growth,_however, several IR

cra, .,v B

”

'”]difflcult to measure agrlcultural 1nvestment} second, -th “elatlve sxzefd“

ify.}of the collectlve effort may hot.?ndicate the degree"of“success (Balroch,'




*‘ftlon flnanced from.the natlon s’ 'own"

hnir;é4ﬁpvgif;f

B ".' sav1ngs becauseﬁ measures the amount of gross domestlc capltal forma-

LR

_output.l Savxngs are measured 1n .,

b -c‘

{1970 and taken as a proportlon of GDP Ilevel of natxonal xncome)

In addxtxon to gross capltal formation as a percentage of GDP in

-

‘“321960 (VAR466) and domestlc savings as a percentage of GDP 1n 1970

w'(VAR452), our ana1y51s suggests that prlvate forelgn 1nvestment 1n 1967

o entlate betWeen p051t10ns 1n the world system (see Table 3-1 for the '

. 1lst of countrles 1n each block) has two advantages over conventlonal

'4(e g Socxometrlc) approaches to studylng the form and operatlon of the

“(VAR467) may also be a: contender for measurlng level of domestlc sav1ngs.

.~p”2;f WOrld System Posxtlon ‘f“:u N oo e .
B B q co ', N . b ot T .

The blockmodelllng procedure used by Snyder and chk to differ-

.

,&soc1al structure. Flrst, 1t 1s a relatively flexible dev1ce for SpeCl-»

i [nfying 51m11ar patterns of Lnteractlon across multlple networks of lnter—~-f
' actmon. In thls way,.blockmodelling reSeﬁbles multl-d1men51onal scallng.. ;"

.The maln advantage, however,lls that blockmodelllng pro.ldes a formal

;}model of relat10nsh1ps among members of a populatlon that can'bevused to

-;use the blockmodel only‘as a clusterlng dev1ce, groupin" together

; ~=deduce 1nterest1ng propertles of the system as a whole., SnYder and chk

4,'.‘

;countrles that have the same relationships or lack thereof to other ”,gﬁf

countries. h‘“”’



’ LISTING oF comams IN

TABLE 3-

(Trade, Interventlons, Dlplomats,
FOR 118 NATIONS CIRCA 1

WH BLOCK: Fomz-waonx BLOCKMODEL

and Treatles)
965

PR

,El -".

S

: “JFlnland, Saudi Arabla, TaIWan,j
' Ceylon, Malay51a, Phlllpplnes

Dahomey, nger, Ivory Coast,

“Block. ,NationS'”f”
K A l-'Chad, Congo (Brazzaville), Congo (Klnshasa), Uganda,
. o Burundi “Rwanda,’ Somalla, Ethlopla, Malagasy Repub113
, Morocco, Algerla, Tunlsra,‘leya, Sudan,.Unlted Arab
. : Republlc,* Yemen* .“ »
"B .HfMall,* Maurltanla,* Ghana,* Upper Volta," Senegal,

Republlc of" Gu;nea,

', leeria, Sierra Leone, Togo, Cameroun, ngerla, GaBon,v

Central Afrlcan Republlc

‘Belgium, . Luxembourg, France,-

Portugal, West Germany, Austr
_ Greece, Sweden, Norway, Denma
". Australza : -

,~Venezuela, Peru, Argentlna, Uru

- Canada, Unlted Statesq Un;ted Ki gdon, Netherlands,

Sw1t2erland, SPaln,.
ia, Italy, Yugoslav1a,

rk, South Afrlca, Japan,

guay, South Korea

Cuba,, Ireland East Germany. Hungary, Cyprus, Bulgaria,
Rumania, - USSR,.Kenya,.Iran, Turkey, Iraq, Lebanon,

Jordan, Israel

:Panama, Colombla, Ecuador, Braz
’ Chlle, North Vletnam :

aitl, Domlnlcan Republlc, Mexi

\

ertnam, Indonesra

Albanla, Syria, Kuwalt, Afgh ;izy

Indla, Paklstan, Burma,

co, GUatemala, Honduras,:
: El Salvador,‘Nlcaragua' COStaﬁ :

,fNorth Kbrea, South‘-'

‘o *starred countrles 1n blocks A and B cluster together 1n further "spllts" e

of the data,’although they are not shoun as separate blocks in Snyder

and Kick's analnsms (Snyder and chk,,1979 1110) o

\ .

\

',:65'

11 Bollv1a, Paraguay,.,



o TABLE 3-2 I}‘;, ;V_ju b.‘_w Vo

DIFFERENTIATION OF BIOCK A AND B COUNTRIES INTO REGIONS

.

| N Geographic-Colonlal

: 38919“‘ ... Natlon e Aff;llatlon'*'~\ Ra

B, . Ghama“. - .. West Africa, Britain
. 7 Mauritania,:Mali, .  former Frénch West Africa-
Upper volta'.. o e T T
‘B, 'ﬁSenegal ‘Guinea, . -”former French West Africa
' . ' Dahomey, Ivory Coast, - ' R
' 'Niger, Cameroun, Togo

o

S fCentral ‘African ,',: K former French Equatorlal
e : Republlc, Gabon . .. Africa - , . o
™ iGhana, leerla,ﬁ ‘”‘f West Afrlca, u. S A., “
' ‘ngerla, Sierra Leone . Britain .. - B
AL rAlgerla, Libya, Egypt, . 37[North]Africa2 }rixv_: o L
’ BT Morocco, Tunlsla Ca e _’ﬂlg;{" " »if'_f S
'Ethlopla, Somalla, . ‘Northeast Africa,
Sudan . B A
; Malagasy RepuhIlc, s ;‘:'_East-Afrioa
‘Uganda, Kenya* - R, L o

Chad,.Congo-(B)' ‘,,v' /l‘.French Equator1a1 Afrlca ‘I

. Rwanda, Burundi, . ‘v "1Cen§ral Afrlca SUCENE
o " Congo (L) N S ‘ ; R z_'_. o
"'Azl R Angola, Mozamblque‘ S 'y,former Portuguese terrl- .
e P KPR - . . tories: Southern Afrlca
[(missing from. '~ .- , L T ,
Snydeér. and Kick) . . T S D S - ~*/'?
ST "South Afrlca, Namlbla . . Southern.Africa
. (s8.W. Africa),. Lesotho,;: : e -
.:Swazlland, Botswana e

»fMalawl, Zambla, Rhodesla "CentralvAﬁrica- o 5{;,f?f;f"

i.'Tanzanla . T‘ g‘mufi m,;.?Eastfafrica;;Britain',

7

Adapted from Afrlca A Handbook to the antinent (1971 v11-vlii)‘

o
Legum ed..v R

'*Coded as apD country by Snyder and chk




Az,“Bi, and B‘ Le. closely associated w1th broad geographlc d1v151ons.

lcThe Al countrles are north, east and nOrthegst, thé szcountrles are,

ﬁmostly south and central Afrlcan Wlth Tanzanla on the east-center border,

J L 4 P Cy

- the Bz countries are located on the westecoast, and the B countrles are

N -
at.

‘Just to the lnterlor of B2 el

Our general flnéing for twenty—elqht Afrlcan countrles is that

' the 82 countrles differentlate themselves from the rest of Africa in “

v

.terms of trade and the amount of multllateral a1d recelved. (See

° ’

'Table 3-3 fpr the case/llst of varlables that appear in the flnal model )
The 1965 measures of the warlables correlated with pos1t10n-dummy varl—

'ables also show 51gn1f1cant dlfferences between the Bl"Al' and A2 f‘ '

[y

,reglons as well., Looklng at trade w1th the major partner, for example,.:‘

48 5% of total trade 1s accounted for in the 32 countrxes. ThlS 1s

o about 30% more than ln the amount of trade w1th the major partner in.

L]

the A2 and Bl countrles and about 34% more than major partner trade ln"

‘the A group.‘

Exports to the ex—metropole as a percentage of total exports

T shows a conSLStent dlfferentlatlon of 82 countrles. Flfty percent of

V__B2 s total exports are destlned for the ex-metropole as compared to 34%

(

.ﬂ;of A2 s, 29% of Al 'S and 21% of Bl The percentage of 1mports from '

;‘the ex—metxopole ylelds a sxmllar pattern w1th the B countr;es lmport-‘

2

"lng 48 5% of their total, compared to 26% of A2 s,k34% of A 's and 38% o

1

v

. of-B, s oy '. J .

1 , .
‘.,fa The two sllghtly dlscrepant findings'are related to the amount of

N
e . s.'

'trade thh OECD countries other than the ex—metropole.. B differentlates\

l

'a‘itself 1n terms of exports, 51%, compared with 13% for 32 and 25% for Az

67

-~
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N e

:
2, .
A

(A does not enter the equatlon), A differentiates 1tse1f in terms of

:.1mports, 36%, compdked w1th 17% for 52 and ‘2' for A

\\-h‘. : It is on the, ba31s of these results that\we have chosen to 1ook

R

)

AN

for: lnteractlon terms between Bl, Bz, Az and,Al f.n the maln effects-

"_ln the regress10ns : leen the coilinearlty of the main effect vari-
'Hfgables we w111 consider only country p051tlon for Lnteractlon. LIt 15
e . .

*.'legltlmate for interactron terms to appear ‘in the equatlon w1thout the '
'”correspondlng main effectsf “when one uses ratlo varlables or dlchotbmles
both of whlch have real zeros. One 1nterprets the 1nteract10n ‘as

jstrengéhenlng or weakenlng the ma1n effect. When the maln effect 1s'

i B
1

_absent, the 1nteract10n means that the varlable has an effect only 1n

L T 'the countrles that correspond tdlthe dummy vhrlable.

Wy ’Z LT '.’

L

'~III}_?Analytha1 Strategles !

- ! ' 4

Throughout our data analy51sy we<have followed a relatlvely

' Mstralghtforward procedure. First wg look for maln effects of untrans—!-
. N\ i . L
formed 1ndependent vaxlables on’ economlc growth, then we see 1f trans-

. ‘.‘

.formatlons of the varlables are 1mportant. Next, we search for 1nter-

.

v\\pctlons w1th the dummy varlables for world system posxtlon.. Thls pro~ '

| cedure allows us to elimlnate variables wlth in81gnificant effects,




. stepwise regre?élon routlne, we_performed addltlonal runs 1n order ‘to”

-

S T
pairsvof:variables that-might not haue'a substantial-effect when each‘is

.-consrdered on its own, but have a strong effect when both. are cons1dered

-Ml

togethen.‘ Because SPSS does not have backward selectlon as part ‘of 1ts

ellmlnate varlables whose s19n1f1cance drops below conventlonal 1evels
/‘/ ‘ B
subsequent 6 the inc1u91on of additional varlables. v

IV. The Use of Interaction Terms . T : IR

The usé& of interaction terms in multiple regression.is'a_standf e
. . . L B - ~ : . B . T B .
. o R o~ . ‘ o g _
ard;practice of econometricians (Johnston; 1972) and has been covered

e >

amply ln recent papers by soc1ologlsts and polltlcal sc1entIsts

(Alllson, 1977 Hanushek and Jackson, 1977 106-108) Essentlalty the'

procedure lnvolves the lncluslon 1n the regres51on equatlon of a vari-

S

both xl and X. also are 1nc1uded ln the-equatlon, but thls'isﬂnot ;‘

' necessary when both are e;ther ratlo varlables or dummy‘varlables. .;

able (e. g., x ) that is created by multlplylng x by X ...Ordlnarlly,i

B 2

Although x3 xs an. exact (as opposed to probablllstic) functlon of Xl

and Xziobut since 1t lS a non-llnear functmon, the varlance;covarxance

matrlx of. the lndependent varlables is usually non-51ngular, althbugh

' problems of multx-COlllnearlty can occur o : ' ‘-,' h fﬂ - ‘},"

.

s Con51der the equatlon below in whlch Just Xl and x3 are 1nc1uded S
\w' u : . .;v.‘: . L -‘ L T
as 1ndependent varzables- . e S LBHT-”

[ ) S

(1) Y-a+bx +bx +U

I T P RS
If we substitute the produce xlx2 for. x3, we . get. - -
(2). ¥ ma+ blxl 3(xlxz) + U - a4 (b #+ b, X )x + U _.




B 0N R i - M A S ety L L Ll g

r L o, et ] . RN

’ /
s

‘:multrplred by x ) 1t represents the component of the effect of xl on Y

K}
that Is added (or subtracted from) the main effect of Xl ‘on Y for a
glven value of xz.‘ (The beta or standardized coefflclents associated
‘Wlth the lnteraction terms are noﬂiﬁnterpretable ) When x 1s a ratlo

2 L
'varlable, the 1nc1uslon of x in the equatiOn specmfles that the effect

of x on the dependent varlable 1s a llnear functlon of xz ‘ When x2 is

a dlchotomy, as is the case Ln all the analyses reported in thls thesxs,

f ',the 1nclu51on of x Ls less presumptlous. In tﬁls case b 51mp1y repre-

3 3
sents the dlffer nce between the slopes (unstandardlzed) of ¥ on x

1
;d when lt 1s absent.; Or, put another way, the slope

Zywhen x is: present7

" of. Y on XI is’ bl e b when' xf"is present and Just b when x is absent..

A flnal point that-:e would llke to. make 1n our dlscussaon of

. 'n S

"methods 1s that the exerc1se carried out 1n thls data analysrs is one

Tk

ﬂ;of 1nduct1ve reconstructxon"(1 leen the tenuous status of Afrlcan,_

d‘actlon betWeen the two.:f;'
M.

72

wdata, abodt the most we. can hope to accomplmsh 1s to confront a frame-:”



o

CHAPTER,FOUR
. | o . N ! .l,“. .‘.u
R A ﬂjg“n,v BRELIMINARY FINDINGS FOR * THE EFFECTS oF PRIVATE s
T FOREIGN INVESTMENT AND: AID on GROWTH = \;;; '

..F\

Introductlon ’”ijﬂw:' '""5fﬂvl*fﬁ'v AR 4'1'11-. e

.

po The analysis attempts to dlstlngulsh effects of forelgn dlrect

K}

'“{;:1nvestment and:a;“on the growth of frican economles.ﬂ These are the '?]ﬁ

growth of 1nflows of capxtal

ﬁﬁ;p051t1ve effects and long term negative efﬁects

0

' ’-1im1nary ev1dence ansupport of the world system argument. ;

.

anestment, mea red as a pefcentaqe
‘O£ GNP in'1967, }h S

: ,,the 'roxy' grcps ,
4 ] 1 fc :,tion s -a percentage
ﬁf GD '1n»1960 jth: legs “the. change in GNP:




J";}'J.s, the 82. countries.'

R :v4i;:,'. ._‘The greai:er the amopnt of' Short t £m.
— S pr:.vate fore:.gn invégtment,; . measured as:
oo t.he percentage chtnge\m pr:.vhte fore:.gn

’ 5...‘ . ) R ! i ) )
- L _‘_-Assist.ance ‘Cotuii ttee - (DAC) As e, ecte '
Cf “.to' behave in:the same way as privdte

f."'foreign invest:ment, however, DAC,aid is L3 b
-, measured: in 1970, therﬁore we will .test "" S\
S ‘v_;:.'?only for - short term posnzlve effects on’ ST
‘3 ' PR C -'_:t change‘.'-"'n GNP. : :

.

;',for the entxre sample of ?venty-s ",e Afr:.can COuntries, the fz.nd:.ngs

- fo: .the tra}lkforme& set ‘are’ qui. 2 s




1"

22 152 The log.o 'GNP 1n'"965;~s anwimportantAcontrol

ment at any one point of tlme" (

"5 I
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"and_gross.privat

\gorihgt}an £ iné’ih"ced‘; from the hat:
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nterpretatio
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.-',:~ e B ', : v

‘(1969 176) Furthe'ianalyses, however, lndlcate that the selflsh

i

‘.;motlve may be t°° 51m9113t1° an exPlanatlon of the negatlve short term-.'f -

' ,effect of DAC aJ.d. : None o the othet a1d var.xables were s:.gm.flcant. '

Flnally, the comb:.natlon of lnvestment and a.:.d variables (Table .

2

‘.‘;4-3) ylelds an equat:l.on :Ln whz.ch all effects are *gnlflcant at con- 3

ventlonal levels, ana in whlch the R and the R2 adj "'ted are : 437 and

: 268 respectlvely.c With the exeeptlon of grQSS domestlc sav:mgs

'.‘(VAR452) Whlch 1.s measured m 1970, the variables entered on: the"first,, oS

I VoA

.ste‘p of the regression are"._'

.-

“"?‘.:'lheasures 1n 1965 All of ﬂ\e variables left out.of ﬂ'xe equation are
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growth 1s resolved thh;n the wgrld sgstem\framewo'k by treatlng'capxtal |

"

that year.r The interactxon between the negatlve effect of stock’of

q. S-S 4

-

prlvate forelgn 1nvestment'w1th the BZ posmtlon 1n the world system 15;1»?

con51stent w1th Bornschler et al.‘s flndxng of a stronger negatrve

G K : -« : : go’

effect ef dlrect fbrelgn 1nvestment‘f9r the growth o§ rxcher under— :

. . . o

L “




- . CHAPTER FIVE \

PRELIMINARY FINDINGS FOR.THE EFFECTS .OF TRADE -

. ON ECONOMIC GROWTH
Ve

I. Introduction . o

.

The effects of trade on economic growth are leSS'straightforward

for a number-of reasons. First, unlike the effects of foreign invest-

.

ment and ‘aiq, the-prgvious.research dn trade provides ho clear ‘gquide-
;;nes for the cqn;truction qf an ;nitial model. Consequently, our re-
dhctién of all possible trade variables down té a manageable set that
could be tested in conjunction with position in the world system p:o-
ceeded in a more adAhdc.fashion. Second, this ad hoc procedure was
hampered'by the fact that some of the countries have mis;ing values .on
saﬁe Qf the trade Y9riab1es. These missing value; generally reduced
the ﬁumber 6f cases analyzed and created furthe} problems in that with
listwise deletion, tge'inclusion or exclusion of a éiven variable
changed the composition of the data set slightly. Third, a number of
indepenéent variables that éppeared to affect growth were badly.skewed,
and When'tfansformed versions of these variables were uéba, soﬁe of
these variableg no longer appeared to affect growth.

| In order to obtain a relatively small set of independent vari-~
ables, the results obtained with the transformedﬂset is regarded as
repreéenting the main effects of the trade vargégles. Finally, because.
of the lar;e number of‘trade variables thag were found to interact with
the country's position in the Qofld’systém, the final analyses of the

- N ] b

trade variables on the 32 and non—32 countries were run separately.
-4 "

- ‘ . 84Q‘ . . . -
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Although thig'p;ocedure seems preferable on ;heofetiCal groqhdsq it'doés
reduce the statistical powﬁr'of the analyses. w;tﬁithese caveafg,ig

N N . ‘ S

;dnd, we present tﬁe results of our analyses of the effecté of trade on
growth. . | | |
| ,In-thelanalysés of the ﬁrade variables, éﬁe.trade vﬁriables were

divided into two sets and, ‘initially, analyzed seéparately. The’first

I£]

‘set consists of those variables that refer to the identity of the trad?

v

ing parEners; the second set consists-of those variables that describe
the goods that afe_tradéd plus the amount of trade. We begin our dis-=
cussion with the findings on trading partners. The ghaptef ends with a

discussion of the results of analyses that examined both sets of vqf;—

ables togéthqr..

II. -Diséussibn of Findings and Initial Interpretation of Trade Effects
The initi;IT’eéressions of‘changé in GNPnon untrans formed and
transformed measures-of imports and exports frqm'the'USSR.and other East
European qountries, bPEC,'the'ex—metropole and other OECD cbuntriesv
" suggest that first, trade dependence is a function of impofgs";ather
than exports, and second,.it is related to the origiﬁ of the imborts
%(see Table 5-1). For the transformed sét, initial level of develoémeht,

_LQNE 1965, has (as expected) the strongest positive effect on érowﬁh,
with a partial beta of .638. The finding §f~a negative effect of the
percentage of imports from the eXfmetropole in 1965’(VAR313’,(be;a=
.342, B=f'395) is consistent with the dependencia version of depéndency
theory (see Osvﬁldo Sunkel, 197i, translated in part in Tyler aﬂd
Wogarf, 1973:37), Qith Vengroff's (1977) analysis (see Table 2, pAge‘éZl

in Vengroff) and Qith the ECLA analysis of center-periphery trade
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‘87
relations (see R.‘Preblsch, 1962)‘

Coupled w1th the negatlve effect of lmports from the ex—metropole,

the 1deolog1cal 31gn1f1cance of a p051t1ve effect of imports from the
Sov1et Unlon and other East 'European countries (NVAR328) " (beta=.289,
B=4. 084) is obv10us. At this” p01nt in our analySLS, however, we will .

: only suggest that the f1nd1ng may. be related to the Sov1et stance on

s,
__ald, Jalee compares Sov1et and French bllateral publlc a1d {(there ls

. no Sov1et prlvate ald) to illustrate the dlfference in the percentage

of aid devoted to:rndustrlallzatlon. The amount of French ald from the

FAC (Fund‘for Aid and'Cooperation) directed towards indubtriallzatlon s

v

in West Africa amounted to only 0.15% of Fremch total aid betweenu1959
‘and 1962; the comparable percentage for Soviet aid was about 50% (1969"

110) . Although ‘these flgures may be somewhat of a carLcature, they do

point to what may be a dlfference between_the sectoral destiny of in-

coming funds. For- example, Soviet imports are, for the most part, com-
y

posed of heavy machlnery, and thgrefore llkely to contrlbute to the

domestic industrial base. We wlll take~up thls,dLSCuss;on when Wﬁi
‘interpret our final model. .’ ’

"y With a_oartial B of"

. The presénce of the dummy variable A

;13.222 suggests that this group of countries wonld have growth rates.

averaging about 13% less  than the other groups if the values of all
countrles on the other independent:- varlables could be held constant ih

the equatlon. That is, other things being equal, the A countrles have

1

achieved less growth than the other three sets (B , B., and A ) Thxs

2
result,'however,.is explained in later analyses as‘stemmlng from the

fact that the positive effect of imports from the USSR is.substantially’
less for the A, countries.

1 |

. ; o o \
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As a f1na1 note on - the effects of tradlng partner comp651t10n on '

growth the negatlve effect of VAR313 (% 1mports from ex-metropole Ln

1965) is unaffected by elther the exclu51on of the varlables dlsgussed

above . or the 1nc1usxon of A1

III. ‘Discussion of the Findings on the Interactxon of Trade’ Partner ‘
Varlables w;th Poslttion in ‘the wOrld System '

Y

ThlS set 1ncludes the t?ansformed ver51ons of VAR273, VAR328,

and VAR333, plus the varlables whose main effects were 51gn1f1cant 1n

-the flrst ‘run: LGNP VAR313 (% 1mports from the. ex-metropole, 1965),,

\
o

dummy variable Al
. 4 N
bloc). The interactlon terms were created by multlply ng VAR313 ‘and

NVAR328 times the dummy varlables Al, Bl Bz, and A2. T
; _ :

The.maln effects of LGNP, VAR313, B and NVAR328 were all entered

"on step one. The 1nteract10n terms were then allowed to enter one at a.

1

,tlme, accordlng to. standard stepw1se regre5510n procedures." with the
F-Value set to one, the 1nc1us1on of 1nteractlon terms 1n¥plv1ng NVAR328
'resulted in an attenuation of the effect of Al consequently; a second

,stepwise;regression was run (see Table 5-2) .-

. .

.

The varlables entered on the f1rst step of .the second run ‘repli-

-

. cate those entered on the flrst run, w1th the exceptlon of Al These

varlables “Are descrlbed b@low, Next, the remaining variables were

' allowed to enter on subsequent 1evels, however, these varlables did not

~ -

have F-values that exceeded the. Spec1f1ed level of 1.0. Nevertheless, ;

an 1nteractlon between VAR313 and 82 was a serlous contender for 1nclu-

'51on ln the flnal equatlon. If IB2VAR313 had been lncluded the partlal

<

beta would have been 0.532. The part1a1 correlatlon assoc1ated w1th

C s

and NVAR328 (square root % 1mports from the EasteLn
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.thlS coeff1c1ent 1s hagh (0.221), but the tolerance is low, and, of

course, t‘f F-value is less than 1.0. .Qt R? and R2 adjusted for the ’

-“equatlon are 0 731 And 0.631 respectlvely. The F—value equals 7. 258

-whlch for 6 and~¢6 degrees of freedomN1s srgnlflcant beyond thég 0ol .

‘level All coeff1c1ents are SlgnlflCant at the lO'level, and most.are

. .‘.

51gn1f1cant at. the 05'1evel¢ .-4
As suggested by the prevrous reshlts, LGN@ has a substantlal
ueffect on economlc growth ’The betas and B's assoc1ated w;th VAR313

(% 1mports from ex—metropole 1n 1965) fluctuated w1de7y as different
Voo

varlables entered the equatlon, and the F—value assoc1ated ‘with this
coeff1c1ent is the smallest F 2 087 Nevertheless, the partlal B is

falrly close to the partlal B 's of the prev1ous runs - as is 1ts value

- “ .

' when it flrst enters the equatlon after LGNP On these grouhdS.we will

’
-

..1nclude VAR3l3 1n.the equation.f o
| : ,partlal beta of greater than one assoc1ated with- NVAR328
v(square root, % lmports from Eastern bloc) arises malnly because of the
glnclu51on of,the‘maln effect of Bz ’ The negatlve coeff1c1ent assoc1ated
w1th IAN328 is suff1c1ently large so that for the Al countrles, the
effect of lmports from Eastern bloc countrles is negatlve (partlal B=
'__-17 74, partial beta—-.965) Flnally, other thlngs belng equal the .
-'B2 countrles grew less than other Afrlcan countrles...
-~

In. explalnlng the negatlve effect of the lnteractlon of Eastern

bloc imports w1th world-system p051t10ns Bl and Al' one should keep 1n o
_mlnd that the Sov1et ald and trade relatlons have always been re-enforced
by those of the East European Communlst states (Kllnghoffer, 1974: 66),

'therefore, the Eastern bloc pollc1es are ba51cally SOVlet pollc;es. The



J4

-

interactidq' ld reflect pdlicy dlfferences towards Aslan countrles

-

that roughly correspond to geographlc grouplng. For example, the nlne

African states w1th whlch the Sov1et Unlon does not malntaln d1plomat1c

‘ »

‘relatlons fall Lnto pos;tlons B2 (leerl% Ivory Coast Gabon, nger)

and A (South Afrlcan Republlc Lesotho,gSwa21land Botswana, Malawl)

w

'fexclu51vely Or, the lnteractlon could reflect the relatlve ablllty of

drfferent Afrlcan countrles to aVOld the problems of dependence on the

,SOV1et bloc. This second suggestlon.is rather speculative‘given the

. o ;
small’ proportlon of Sov1et Unlon—Afrlcan trade (2% of the USSR’ s, total

and 4% of Afrlca s, 1970)9 however, 1n relatlons WIth 1ts major Afrlcan
tradlng partners, Algerla,(éudan Morocco (Alposltlon countrles), Ghana
(B ), and ngeria (B ), ov1ets malntaln only a sllghtly favorable
~trade balance, w1th def1c1ts in trade w1th ﬁlgerla and éhana
i(Kllnghoffer, 1974 68)

' A third possxble 1nterpretat10n of the 1nteractlon is in terms'
of a curvmllnear relatlonshlp. SPec1flcally, the p051t1ve effect of
NVAR328 (transformed % 1mports from Eastern bloc) 'is greater for lower
nvalues of the varlable. This. explanatlon ;s'supported by the zero order¥
correlat;ons of»NVAR328~W1th the dummy variables measuring position in

T .

the world-system, Llstlng the Afrlcan blocks from high to 1ow, ‘the

LY

percentage of meorts from the Sov1et Union and other Eastern countrles

is hlghest in Al, followed by Bl' B2 and A2

v .
©

, 9, U.s. Department of State, Bureau of" Intelllgence and. Research,
’-_Communlst States and Developlng Countrles ‘Aid and Trade in 1970, 92nd

" Cong., lst Se551on, Sept 22 L971 Percentage_estimated by Klinghoffer,
1974 67. IR '



To sumﬁarize,the results of these initial runs, therelappears to-

be a'differencevbetmeen the effects of imports,fromvthe ex-metropole and

imports from'the”Soviet Union and other East Suropean cduntries\ Whether
or not the trade variables are. transformed, meorts from the ex-metr0pole -

have a strong,.conSLStent'negative-effect on growth for all African

regions. The 9051t1ve effect of imports from the Sov1et Union, explained°
~in terms of comp051tion or effectiveness of 1mports, is, on the other

hand overridden in the transformed set by the negatlve coeff1c1ent

assoc1ated with %he interaction of these imports with the dummy variable
. . .

for Al' This 1n;éract10n could reflect regional policy differences,

differential ability to aVOld dependence on the Soviet bloc, or a curvi= i

linear relationship where the positive effect of NVAR328 is greater for

smaller value§<3f the varidble. We W1ll return to this 1nteraction 1n

¢
our analy51s of the combined trade partner/trade comp051tion set.

IV. Dlscu551on of Findings for the Combined Set of Trade barther and
Trade Composition Variables - - . R

The'partner and composition variables with significant main ~

effects in the previous runs were combined into-a single set; LGNP and

the trade partner variables were entered on the first step of the K

13

regreSSion (not reported), the com9051tion variables and dummy Al were

the effects of

°

entered on the second step. ‘With the-exceptlon'of Al,

all the variables entered on the first step'went to zero. The effect

“of the trade—comp051tion varlables and Al are all statlstlcally 51g—

~

..nificant and-large'therefore rather than attempting to introduce the-

- e . o _ w .
associated interaction terms -at this point, we divided the countries

‘into B2 and nonr'B2 groups. . )



v. Analysishforithh Bg_countries.
| Tﬂ% findings'for thé ten'bé couhtries are generally intefpretable
'from the world system perspective. (Referito.Table 5-3. r"As‘erpected}”
LGNP in 1965 has the strongest effect on grohth The other varlable
whlchaappears to effect growth p051t1vely is NVAR328 the transformed
verSLon of percentage 1mports from the USSR and other Eastern. bloc
countrles The partlal beta is 680. The correspondencefbetWeen
'“relatlvely hlgh ievels of 1n1t1al development for the‘B2 countrles and
low percentages of Eastern bloc -imports may put the 82 countries 1n a
_ better posrtlon to. beneflt from this trade concentratlon Ln 1ndustr1al-
1mports | On the other hand the negatlve effects of VAR418 (machlnery
‘and,equipment 1mports), beta —908, and NVAR408 (food and raw materlals),
beta=1812' reflect the bulk of B trade (refer to correlation matrlx,
. appendlx to Chapter Flve), that is, trade w1th the ex—metropoles and
‘other OECD countrles | In the context of the dependency llterature one
would expect these imports to have more profound negatlve effects on
growth v1a~mlsplaced empha51s‘away from the domestic production of goods
necessary to bulld and malntaln a sound economlc 1nfrastructure. How-
ever, the dlfference between our flndlngs and the’ dependency/dependenc1a
predlctlons is that the llterature emphasizes the negatlve effects of
export rather than 1mport-compo$ition; One may'resolve the dffference

rather lndlrectly by draw1ng the connectlon between those dlstortlons

produced in the 1ndlgenous economic 1nfrastructure and the dlstortlon-
° . , re !

Kl

related demand created to malntaln the export—lndustry That is,

1mport-compos1t10n is an lndlcator of 1nternal ‘economic problems that

jmay be related 1n part, to export—speclallzatlon.
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“In th154c0ntext, the ECLA aly51s is. relevant, although their _f”

”pollcy was formulated as if: lmports were the motor behlnd Latln Amerlca s<'

econOmlc problems We suggest that the 1mports were one of many symptoms
P

Flnally, VAR418 (machlnery and equlpment 1mports) and NVAR408

¢

(log of food and raw materlal 1mports) are negatrvely correlated (r— v

‘-.4610. -In part, thls negatlve correlatlon results from the ﬁact that

]

both varlables express the amount of a partlcular type of goods 1mported

as .a percentage of total lmports. Other thlngs belng equal therefore, : oL
R

_the hlgher the percentage ‘of one type of 1mports the lower the’ percent- d

! . 3

age of the other type. The methodolbglcal 51gn1f1cance of thls negatlve

-

correlatlon 1s that is makes no sense to comblne NVAR4@8 and VAR418
into a 51ngle index. Also, comblnlng these varlables assumes that
‘_NVAR408 and VAR418 have the same partlal slope (effect in growth) . This

is clearly not the case.

_ VI. Analysis for the Non-B, Countries
. ' . L - . ' K

Because the:effects‘of_the,trade partner variables vanish upon
inclusion of the trade-composition.variables, two runs were made for
. i N .. , ) ! ] . ' o, . . . .
the thirteen non—Bi countries. (The first run, Table«5-4 includes

all of the trade partner varlables measured at 1965; the second run,
‘ . ' .
Table 5-5, 1nc1udes the trade comp051tlon varlables, most of which are ,

B .
.

‘measured at 1970.)  The Rz for the regression equation produced on the
first:run is -.858. The"R2 adjusted'is' 787. 'The F-value is 12. 10,-

whlch for 4 and 18 degrees of freedom is 51gn1f1cant beyond the -0l

_level.' All coefflclents ‘in the equatlon are 51gn1flcant at the .025

]

level..
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The p051tlve effect of LGNP, partlal beta— 672 and the negative
effect of VAR313, partlal beta - .400 (% imports from the ex-metropole)
are both readily interpretable in the context of both theo;etical and
| empirical literature reviewed in the first two chapters. The interesting

finding, .of course, is the strong negatlve effects of IAlNVAR328 (1nter-
P
action of Al w1th square root of 1mports from the USSR and other Easte

.
European countries;. the partial B=-9.14, the partial beta=—.639, for (the

Al ~ountries. This interaction means that the effects of ‘Soviet bloc

'iméorté from the Al countrles is ~4. 79 We interpret these results in

&

the following way: In the case of the Bl and A2 countries (where the

percentage of imports from the Eastern bloc countries is low), imports

I

from the Soviet bloc may represent a diversificgtion of trading partners

away from ex-metropble dependence that avoids dependence on the Soviet

Union. On the other hand, the Al countrief have a greater proportion

of Soviet imports, and show signs of trade dependence, that is, the

negative effect of Soviet bloc imports on growth.

.

The same argument could be applied to the moderate amount of
trade in the case of the B]‘countries. Indeed, as in the analysis of

the trade partner variables for the entire sample, a negative effect of

v

the interaction between B apd NVAR328 is found in the analysis of the
non- 52 countries (not reportbd)- This lnteractlon is not statistically

significant, however, in part because of the small number of Bl countries

- .

in the analysis. :

The general results for the second run are an R2 and R2 adjusted
of .864 and .796 respectlvely. The F-vdlue forlthe equation is 12.862,

which at 4 and § degrees of freedom i§ significant beyond the .01 level.

K
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All coefficients in the equationmare significant at the .05 level (one--
_ . g

tailed). The variables includes in the. equation are NVAR344 (log of
balance of trad¢7ih 1970) with a partial B of -56.207 and a'par;iAI
beta of -.932, VAR418 (machinery and eqyipment aéxiliﬁports in 1970)
with a baftial beta of -.314 and a partial B of -.726, (the‘maénitude

. countries),

of this coefficient is substantially less than for the B2

VAR479 (imports as a % GDP in 1965) with a partial beta of .360 and a

partial B of .459, and fiﬁally; A  with a partial beta=-.503 and a

1
partial B=-1é.l7.

<

From the standpointabf dependency theory, the queétion that the
negative effect of a surplus of imports to ecports raises is the extent

to which a trade deficit is a consequence of either a country's trade

dependence and/or.iés.dependence on other countries for the formation

.of capital. The negative effect df iﬁﬁorts of machinery and equipmént
as a percentage’of imports can be given the same intetpretatién-;s was
'offered in tbe‘diSCussion of the Bz.cguntries (see discussion of Table

5—-2). The negative effett of Al means that, other things being‘equal,

the eéoﬁdmic growth of the B2 countries lagged behind that of the non-

82 countries. If, as we have suggested, the Al countries constitute the

extreme periphery of the modern WOrld'éysteh; then this finding.is con~
sistent with the world system/dependency perspective.

Our interpretation also rests on the assumption that the M

)

countries (missing from Snyder and Kick) are not (for various reasons)
o ! /.

subject to the constraints of typical;dépendéncy relations arising from

a particular'form of economic incorporation into the world system.

. -
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In“concluéiOn, the results for the B countries are clearly more
3 : . ) .

2
;/'easily iﬂ;erpreted from the wor;d-$ystem/dependency perspective. Both

trade-partner variables. such as imports from the ex—metropble and trade-
, , .
composition variables such as imports of machinery and equipment have
ks . . ' 3 " & ' o . ' ' K
significant negative effects in the case of the B2 countries.  The main

exception to this pattern is the positive effect on growth of imports
. . P . . ' ! .
* from Eastern bloc countries and the Soviet Union, but interpreting this:

finding also poses a problem of interpreting the negative side of this

+

\variable for the A countries. The oniy dependeﬁcia-inspired»tradé .
compo;ition variable ﬁhat appearé in the equation for the nén—B2
coﬁntries is machinery‘and equipment as a percentage of imports,lahd
this variable haé the smallest\beta.' The results for the seéoqd ruﬁ

(not reported) for the non—B2 countries indicate that the effect of the

L]

trade partner variables wash out when the trade coﬁposition variables
ﬁ«, ~ - N . . oo
are introduced. The implication of this finding is that in order to

intérprét‘the effects of trade partner variables, we need to know their
) | ‘
effect on the trade composition variables.

Thé interpretation difficulties raised by the analyses of the
trade variables, particularly in the case of the n'on—B2 countries, leads
‘' us into Chapter Six, our final data analysis .chapter, in which we will . //)

\

v X ) .
examiné the trade variables in the context of the effect of foreign g
private investment on growth. This analysis will cumulate in our final
model of how market and economic power dependency effect fhe economic

growth of African countries.

3



on growth, its interaction'with the B

‘negative. It was suggested that most of the'variatfon in gross domestic

- CHAPTEk 'SIX,

PRESENTATION OF THE STRUCTURAL AND REDUCED-FORM EQUATIONS
FOR THE FINAL MODEL OF THE COMBINED EFFECTS : : .
oF MARKET AND CAPITAL DEPENDENCY ON ECONOMIC GROWTH S e

. K 4 X » o~
Chaptercsix integrates the‘findings presgnted‘in Chapters Four

and Five'into a'single model of market and cabital debendency‘for‘Africa.
For‘this reason,‘a:brief summary of the previous.data analysiS'will be

given in.the.introduction. Chapter Four. is an analysis of the effects.\

of aid and private foreign 1nvestment on growth. Of the many . aid vari-
ables tried, only—the percentage of DAC aid has an. effect on growth, and

this effect is negative. There also appeared to be a positive int9r~'ﬁ
action of ﬁhc aid with bosition'A',‘however, the final model indicates ' .

2

°

_that the interaction is negative. Gross domestic capital formation.alsd“

had a negative effectlon.grOWth'that was strengthened in the case of the
82 countries. Although foreign”direct'investment had no main effect

) variable was significant”andv'

capital formation reflects differences in private foreign investment or.

foreign controlled investment. 1In additlon, rnternally—generated but

‘foreign-controlled outlays of capital measured in 1960 prov1de a better

‘ measure of long term foreign investment than does the 1nvestment vari— -

in 'the case of‘capital,formation,-the B. co

“ ! ! o

able measured in l967. -COnSequently, grOSS-domestic capital formation

is the preferred.measure ofiforeign'investment. Rather than interpret-

'1ng the 1nteraction between B, and . forelgn investment as a stronger

2

‘7negative effect in the case,of,richer peripz;7a1 countries, (in-fact, .
tr

2 ies are not. richer) as

o1 .



102
4

do Bornsﬁhler et al. (1979), the B pos1t10n 1s regarded as more 1nte- '
.‘grated 1nto the world economy than other Afrlcan regions.
The more 1ntegrated a country, the more llkely it is to be

dependent and to exhlblt the negative effects of 1ts dependence._',"

Chapter Four prov1des prellmlnary support for thls statement as 1nd1—,

] . B ¢

. cated in the results ofvcomblnlng‘the‘ald and 1nvestment variables'into

: one regression eguatfon. DAC a1d is hlghly correlated with both measures
of private forelgn 1nvestment This suggests the p0531b111ty of a |
constellatlon of varlah;esvthat are related to the connectlon of perlph-'
eral countrles to the core, andlthe effects of these varlables are

fegative: - S Co . e

’

Chapter Flve did . not present a specrflc model,, tather the trade
. varlables that remalned after a careful process of ellmlnatlon were ‘

lelded 1nto two groups (1) trade partner, and (2) trade comp051tlon

’ .

The trade partner variables that emerged were the percentage of 1mports

o

from the ex—metropole w1th a negatlve effect on growth and the percent-

age of lmports from the Sov1et Unlon and other East European countrles .

3
.

'w1th a positive effect. The negatlve 1nteract10n between the A

3

1

countrles and- Sov1et lmports, however, may reflect a curv111near re-

tlatlonsh;p.‘ That is, the ma1n effect and the 1nteractlon effect cancelu

."one another out. Therefore,‘to the extent that the lnteractlon is sub—.

\

stantlally larger than the maln effect,.the effect of trade w1th the

-

Sov1et bloc w111 be negatlve.” of the trade comp051t10n varlables, the
»'percentage of raw materlal and food 1mported had a negatlve effect on

growth ‘that was strengthened by an lnteractlon w1th the B countrles.

Machlnery and equlpment lmported also had a negatlve effect FLnally,”



o
. N

_in an attempt'toeintegrate the abowe £indings into a'more.coherent

'plcture of Afrlcan dependency, the ald, lnvestment and trade varlables'
Te

were combined ipto a s;ngle-models’?s descrlbed below. f

Because much of the discussxon of the flnal model w1ll be

couched in terms of the components of: the correlatlons, a brlef explana—

tion of dlrect, 1nd1rect, main and 1nteract10n effects 1s in order.v r
LY : A , '
Kerllnger and Pedhazur suggest that "w1th1n a glven causel model lt lS

7possxble to determ;ne what part of a. correlatlon between two varlables

I 9

'1s due to the dlrect effect of a cause and what part ;s due to lndlrect
effects" (l97$~3l4) Indlrect effects may ogcur v1a two correlated

causes, X and X, that have dlrect effects on the dependent variable,

1 2

XB” in addltlon to an 1nd1rect effect through the correlatlons with.
other causes. This-is_illustrated ;n:f1gure-6-l;

Figure &-1

v

“in"thisncase,’xl and xz'are‘exogenous wariables; in?this_case} the

-correlation ri3,1s due to the direct effect of x on x (P ) amd the

[y

Lndlrect effect due to the correlatlon of X1 and x2 whlch is: also a.

Y

- cause_ova3. The same reasonlng applles to r23 (For ‘more examples of

e . - L o = . ) - ' “ '0 .
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-_;decompOSLtlon see Kerllnger and. Pedhazur, 1973 314-316 )

-

A correlatxon may also be decomposed lnto a d1rect effect and

- °

total 1ndirect effects, maklng lt p0551ble to study the magnltude of;

&

each of these components and dlscern the roles they play in the system.

"To obtaln ‘the total 1nd1rect eiﬁects of a varlable all that 1s neces—‘

o .
(2

saryfis to subtract 1ts dlrect effect from the correlatlon coeff1c1ent,

between lt .and the dependent varlable" (Kerlxnger and Pedhazur, 197

~

317).' In the above example, the total 1nd1rect effects.(TIE) of varl-
able X. on- varlable X, are o : . s : ' e

. .. - r - . . , i N ] N . . " .

?IE 31 P3l'

31 LTy

he1 : +b .
where I, Pari Nt |

Kerllnger aﬂh Pedhazur dlscuss the dlstlnctron between main |

“effects and 1nteractlon effects in the’ context of effect codlng (l 5
. oy :

'are a551gqed to. members of a glven group, 0's to ﬁémbers of\fll other

: groups but one, and the members of this one group are assxgned -1 s) 1n f
. 0 ' . . .

' factorlal de51gns, ,The dlfferences betWeen the»treatments of-one var1~

_ableoxl across the treatments or categorles of the other varlable com—

prlses the ma1n effect of X_. .The lﬁteractlon effect, on the other'

1

hand, is comprlsed of dlfferences between the categorles of one varlable

(X ) at each category of the other varlables (1973 182) . In our‘flnal

.o

model, none of the capltal dependence varlables have maln effects,

'1nd1cat1ng that the long term effects of dependence on growth are

. .
w e

' .medlated by other'varlables; Although the maln effects were ellmlnated »

.by deSLgn in. order to study the medlatlng effects, thlS model 1s sta-":

tlstlcally con51stent w1th the data, in- that the maln effects w1ll not

.'enter'the regreSSLOn equatlon after the medlatlng varlables have been

: SR s - E T N
lncluded. , o . o e o S



. Two alternatlve models of the pOSSlble relatlonshlps between ,'\
narket and economlc power dependency are suggested by the factlthat
.,elther NVAR469 (prlvate forelgn lnvestment as a s GDP in 1967) Z. ’
;NVAR449 (gross domestlc capltal formatlon as a % GDP ln 1960) and : p,
.IBZNV449 (the 1nteract10n between capltal formatlon and p051t;on B )' .
can be lncluded in the reduced form - equatlon (that’ is; the equatlon |
fthat spec1f1es the'totall—— dlrect’and ;ndlrect - effects of the inde~
pendent varlables), but not both. Regardless of . whether NVAR469 (PFI
in 1967) or NVAR449 (capltal formatlon ‘in 1960) 'is used as an exogenous
varlable in the structural equatlon (the equatlon that spec1f1es the
dlrect effects of the lndependent varlables on each other and on
::*CHANGEGNP) the dlrect effects rema;n unaltered. However, neitheril .f
“‘1NVAR469 nor IB2NV469 have apprec1able effects on CHANGEGNP Moreover,
the results are more 1nterpretable when NVAR449, gross domestlc capltal 1

. formatlon expressed as a. percentage of GDP 1n 1960, is: used as the

measure of forelgn 1nvestment, in that all varlables ‘but: VAR418

o (machlnery and equlpment as % of imports in. 1970) and NVAR408 (log of .

food and raw materlals as % of lmports in 1970) are affected by cap1tal
formatlon (NVAR449), and the lnteractlon of ‘domestic capltal formatlon
w1th the Bz countrles'(IBZNV449) or both For these" reasons, only the

) result of the second spe01f1cat10n (lncludlng NVAR449 and IB NV449) of
the model is reported Flnally, to be con51stent with the analyses
"presented Ln prev10us chapters, approprlate transformatlons of varlables-

LR -3

have been used when ‘they are less skewed measures. -

i
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‘w:l: The Structural Equatlon (dlrect effects)

"The’ varlables that dlrectly effect CHANGEGNP have, for the most
part,lstrong negative effects The'exceptlons areﬂLGNP w1th a beta of
1.528 and a B of 47 66, NVAR466 (cube root of % cbange 1n PFI 1967—
1973; w1th a beta of J337° and aaB of 7 429, and the- dummy varlable
representln?/the outiLer, Cameroon, w1th a beta of .333 and avB of
27:713. The R2 for the equatlon 1s 920 and the ad]ustea R is 853

Fo;'degrees_of freedom.equal.to lO'and 12, the F-value for the equation,

l3.754;'is.si§nificant usirng. conventional levels'(see Table 6—l)f~

. 1

anrefe}ence to the relat;onships.a@ong-the independent-Variables
in‘the structufalyequation; theufnclusion of'IBZNV449ffesults.in the ex-
clusion.ofybotb*IBZNV408.(interact;on:of‘Bzfand ;og foooiand rawlmateriai
imports.iniiQVOX and the matn effect'of VAR348‘(Square'root‘of the'% DAC
ald in 1970), presumably because of the hlgh coIllnearlty of these vari-
ableS'wlth IB2NVA49. One substantlve 1mp11catlon of ch0051ng thls .
strnctutal eqpat;on is that‘the longrterm—negatlve-effect of.prlvate |
foreign'fnﬁestment,on'gto@tb_has:not.beén'oompletely acoountedffor in~"

' the case of theB2 countries. Another implication is that NVAR348, DAC -
. EE N T : ) ] . . ' .' o - )
-aid, constitutes an intervening, variable only in the case”of the Aj

countries, (see Figure 6-1).
An analysis of residuals for the equation reveals no pattern of.

'\\theteroskedastioity. Thevonly candidate for -an outlier is the Ivory

Coast with a standardized residual of a little less than two. L

2. ,The‘Reduced—Forﬁ.Equation o x\‘

“

The equation which sgecifies'the tal (direct and indirect)

, effects of the jindependent variables on CHANGEGNP has an Rzﬂof';635 and
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anduantadjusted1§2'of :528Q F5,17=5.9i6,'and ail coefficients‘in the
vequation are significant atbthe .05 level (see Table 6-2).  The vari-
ables 1ncluded in the equation are LGNP, with an expected positive
effect {beta=1. OLl and B=31.553), NVAR449 (square root capital forma-
.tion 1n '1960) with a moderate negative effect (beta=-.364, B——S 499) ,
IB2NV449 with a strong negative effectﬁ%beta—f.520 B=-4. 508) ' The
1nteresting finding is the change in the magnitude ‘of effect that occurs
when the'p051t1ve effect of NVABBZB {square root % imports from the
Soviet bloc in 1965) (beta=0.470)'ﬁ=6.635) interacts with the Al

countries to prcduce‘a strong negative-effect (beta=~0.515, B=-9.441).

To further jhterpret the results for ;ﬁe reduced form equation,
’b Y . ¢

the links betewen §€AR449 and IB2NV449 were established by regressing
the aid and trade'comp051tion variables in the,structural equation on
these two varran;es plus LGNP the trade partner variables, and the
"dummy variables used to represent the country s p051tion in the world
system. Next, the trade-partnervvariables were regressed on LGNP,
NVAR449, IB2NV449, and pqsition in tne world system. finally, in order
to validate the'uSe Zf NVAR449 and /IB2NV449 as measures of‘eccnomic
power dependency, LVAR469 (log of private foreign investment in 1967,
expressed as the percentage of GNP) was regressed on these variables

plus LGNP and world system p051tion In this way, it was determined how

gross domestic capital formation and imports from the Sov1et bloc come
. i

tQ.have the spec1f1ed effects on growth. "

‘The antecedents of NVAR466 (cube root Sf~percentage changé in

private foreign investment from 1967 £0 '1973) (see Table\%-3) Although

short—term percentage change'can be’ represented as being the consequence

1y

~e

-~

T
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of the tradeecomposition'variables and aid, we prefer to present it as
the consequence of variables that were measured earller in the. The

multiple Rz’s, unadjusted -and adjusted for the equatlon are 0. 470 and

0.387, respectively. The. F-value for the equation is 5.626 which, for

* 3 and 19 degrees of freedom, respectively, is significant using éon-
X, _ v
ventional levels of significagge.. In addition, all.variables included

in the equation are statistically gignificant at the .0l level. The

variables in the equation are: .B2ixwith a B of 1.340 and a beta of

0.861), LGNP (with a B of -1.230 and a beta of -0.869), and NVAR44Q
(with a B of 0.379 and a beta of 0.553). The finding of more short

term percentage change in the B_ countries is consistent with our inter-

2

pretation of the thqpuntrles as belng more closely linked to the core

4
of the modern world system. Thet is, one manlfestation of integration

into the core in the case of peripheral countries would be a higher in-

n

flux gf foreign cdpital. The positive effect of NVAR449 on‘percentage
change lends éredence to our interpretation of this variable as a

measure of power dependencyu We would expect greater short term change
in éeuntries whose stock was alreadyKrelgtiXeix)higﬁ,'other things being
equal".lo ~

)

The negative effect of LGNP is difficult to interpret. It could
mean simply that more developed countries within the periphery are less
dependent on the influx of foreign capital for their capital formation.

It also may be an artifact of the exceedingly low levels of PFT in the

o

10. Note that the positive effect of NVAR449 on NVAR466, coupled
with the positive effect of flows on growtﬁ provides the only. positive
1nd1rect link between power dependency and growth

€ »

A pd ek . min et

e e meaiEdn fs




nnderdeveloped countries in 1967. In such a case, any absolute increase
in PFI would reglster as a large percentage increase. This reasoning,

in fact, provided the ratlonale for taklng the cube root of VAR466.

Another point to be kept in mind with respect to this argument is ‘that

-

the moderate correlation between LGNP and‘B2 could magnif§ this downf'
. ° - @ :

. ! .
ward bias.” *

-

The antecedents of NVAR348 (aid’ from the DAC countries'as\a per-

centage of total aid in .1970) (see Table 6-4): ' The unadjusted and ad-
: ' -
justed R2's for the equation are 0.781 and 0.732, respectively,'and the

F-value for the equatlon is 16.010 which is statlstlcally u51ng con-

'

Ventlonal levels of 51gn1f1cance. The coefficients of all effects in
X .

the equation are significant at the .05 level. .The variables are:
NVAR449 (B=0.436; beta=6i44l), IB2NV449 (B=0.607; betasl{OQS),.VAR3l3
(B=0.243; beta=0.320), and B2 (B=-i.873; beta=-0.833). It islfmportant

to note that NVAR483 measures not the absolute aid that comes intoc a
t : <

country but where the aid, however much it may be, comes from.  For this

+

2 L. . 3 . o
reason, this variable 1S'rega ded as a measure of the country's power
. e, § !

dependency on the core (DAC) dpuntries circa 1970.  Given this interpre-

‘!

" tation, the positive effects of 2V449 on NVAR348 are

Understandable, even though NVAR348 (DAC aid} is baséd on bilateral and

' 5 .
multilateral aid from "official," non-private agenciesf’ That is,

economic power dependency on the core at one p01nt in time is llkely to
have a p051t1ve effect on power deﬁendency on the core at a later point
in time. POSSlbly the same 1nterpretatlon can be made of the positive

effect of VAR313 (% lmports from the ex—metropole 1n 1965) since thlsl

varlable also can be"regarded as wherellmports come from rather*than



P ) o
R .
™ o - ’ ’ 5
— .
- -t . e
(8 el ) B
- " .

. : . s o A : .
100°0  ~_ goLze O 0L00°0-  €41$00°Q- - - - . g - . o -
S§S°0 . ' B£8B9°O- " IOELI'O [ GELOI 'O v . i . _ - _
vTO'0 8€96L°0 . ¥B9E0'O-  §TIZO O- v S o : - oL : o
EVL'E  , §L§90°0 TEéYIv O- . 90EER O- . z8 . o LTBLTOL O~ (INVLSNOD)
€9°0 - 96LBLO 99v60°0. - OBVSO'O . BZEAMYI - ELE'E . 9511070 6008Z°0  10-3S60ZZIZ°0 _ . ELENVA -
0900 OEPSL'O0 " BLLSO'O SZHEO O BZEUVAN 8yl SPZ80°0, 155620 6Z16491°0 ° @rPANTBI
LZS°0 TTLLE O €989} °0 PEIYL O : dNo9T | "WZL TT TOSZI 0 LSZO9' 0 1096565°0 - - BEPUVAN

4 ' 30NVHN3I104  WVIL¥Vd . NI vi3g 378VI4VA S 9 ¥oy¥3 a1s  vi3a BEEEE - 378vVIdVA
mmeeemeees - NOILVNOI 3HL NI LON SIVEVIAVA ----oceoooooe se-eeeecec-ooo-- NOILVNO3 IHL-NI S3TEVIAVA SRR E PR
~ e . : v . - : ‘ . ZELES O - HOWNI GUVONVLS
o , : 9586€ 0 89ZLS L G . vNaIsay TIEE9°0 3WVNOS ¥ g3isnray
0000°0  '9vE9S" LI < EIOOO"L 0ro00 42z € -NOISS3I¥93Y LEYEL'O " 3AVNOS ¥
d 4 - 3YVNOS NYIN S3¥VNOS 40 WNS 40 3ONVIAVA 40 SISATVNK 0ELS8"O ¥ 37dILIN
G961 370dO¥LINXI WOYS SIHOJWI INIONI4 €4 EYYA "€ HIBNNN dILS NO GINILINI (S)IVBVINVA
. : : R - . . : - | BYENVAN ' °378VINVA INION343Q.
: o : i . o . o
. ’ ) ) . ) ‘ q .
s OL6T NI QIV.DVQ JO SINIQEDAINV FHL o
. -9 TIEVL .. -



114

how much. The negatlve effect of Bz is dlfflcult to interpret. We are

tempted to attrlbute 1t to the hlgh colllnearlty between 82 ‘and IB2NV449

T

(r—O 949) . Statlstlcally, the functlon of thik main effect is to reduce

the difference between the % DAC aid received by ° and non-B2

‘countries for a given level of NVAR449.

The antecedents of NVAR408 (fqod and raw materlals as a % of

total 1mports) (see Table 6—5) « The unad;usted and adjusted R2 's for

the equatlon are O. 490 and 0. 378, respectlvely, and the F- value for the

equation is 4.340 whlch for ‘4 and 18 degrees of freedom, respectively,

“'.is.significanf»at conventional levels of significance; The variables
‘ Do ' ’ L

" in the equation ‘are significant at least at the 0.10 level. The vari-
- ables are: NVAR328 (B=0.065; beta=0.298), IALNV328 (B=0.097; beta=

2

0.342), IB2NV449 (B=0.056;.beta=0.420), B (B=o.482;jbét5=o). It is

1
igtgresting to note that the hain role of NVAR40§ ae an intervening
variable 1s to account (1n part) for the negatlve effect on the econom1c
growth of the A countrles of percentage 1mports from the Eastern block
countrles. The p051t1ve main effect of'NVAR328 on NVAR408 provides
evidence for the exrstence of a 2051t1ve indirect effect 'of NVAR328 on
economic growth. Since the" reduced form equation reveals a hegatlve

. -
»1nd1rect effect of NVAR328 on ‘growth, however, thlS flndlng is not too

lllumlnatlng. )

The fact that food and. raw materlals constltute.a greater pexr—
centage of total 1md!&ts for the Bl countrles could represent elther
cllmatlc condltlons that prevailed in that.part of. Afrlca around that .

-tlme or the fact that a relatlvely larger proportlon of the arable land .

of these countrles is devoted to cash crop productlon. The latter
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'interpretation.isylof course,'CQnsiStent with the‘market dependency
"formulatlons of the "dependenc1a" theorlsts (although they focus on
- exports rather than lmports), Elther lnterpretatlon probably could be

'Lmade of the 1nteractlon of NVAR449 w1th 52 in its effect on NYAR4QS.'

Whatever lnterpretatlon 1S'chosen,'however, the fact is,thatﬁlittle of"
. * ! N " " L
the variance in NVAR408 is explalned and, of the different measures of"’

economic power dependency on the core, only IBZNV449 has a- 51gn1f1cant
effect. Consequently,'we conclude that these flndlngs prov1de only a.

partlab plcture of how economlc power dependency in the structural

equatlon negatlvely affécts'growth.- (1he parﬁlal plcture results ‘from
the 1mpact of IB2NV449 on NVAR 408 tlmes the negatlve effect of NVAR408 -

-on growth whlch, as the structural equatlon Shows, is stronger 1n the

-

"-case of the BZ countrles )

Antecedents of VAR418 (lmports of machlneryxand eg;;pment as a

?

\percentage of total lmports, 1970) (see Table 6-6): The unadjusted and' .

'adjusted R 's for the equatlon are 0. 511 and 0 434 respectlvely.. The

-

F—value for the equatlon 1s 6 630 whlch for 3 and 19 degrees,of freedom,

_ respectively;.iS'significant~usingﬂconVentional“levels qf*significance; f;
' ‘In,addition, the effects'of all the'varlables in the equation.aré‘sig?
‘nlflcant at the .05 level. ~ The varlables are. 'NVAR328 (Eé~3 536;.

beta=0. 651), LGNP (B—4 882 beta 0 407), and VAR313~ (B-—O 615; beta—_=t

v

-O 372). The maln flndlng that emerges is a statlstlcal explanatlon of
/the way in whlch ‘NVAR 328 (1mports from Eastern bloc‘countrles as a
percentagq\of total 1mports) 1nd1rectly lnCreases growth Whlle thlS T

flndlng is dlfflcult to lnterpret it may 1nd1cate that trade w1th the' -

Eastern bloc countrles is such tbat these countrles are’ so underdeveloped
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h-ffthat they aren t even to the p01nt of lmportlng,machlnery._ The p051t1ve"jfw‘

f";effect of LGNP makes sense. Relatlvely well developed countrles ‘are

'i better able to afford to lmport machlnery and equlpment.* The negatlve
reffect of VhR313 (imports from the ex-metropole as a’ percentage of totallf"
’flmports) also is puzzllng 51nce.thls flndlng presents ev1dence for the
exlstence of a pOSlthe 1ndirect effect of VAR313 on growth, whereas
‘[,‘both the dlrect effect and lndlrect effect via- NVAR348 are negatlve.
bRegardless of the 1nterpretat10n that is attached to 1nd1v1dual effects,‘
however, what the set of flndlngs shQWS lS that VAR418 1s even 1ess -
':‘successful than NVAR408 at provxdlng understandlng of how power depend—.
_“ency negatlvely affects growth

-~.U

Antecedents of VAR313 (lmports from the ex-metropole as a. percent—‘j

'Z age of - total Agpgrts in 1965) (see Table 6-7)._ The unadjusted and ad—

'Justed R ’s for the equatlon are 0 400 and 0. 340 respectlvely. The F- uAh
v“value for the equatlon 1s 6. 675 whlch, for 2 and 20 degrees of freedom,.h.
respectively, lS 51gn1f1cant usmng conventlonal levels of s;gnlflcance.ﬁ

dIn addltlon, the coeff1c1ents 1n the.equatlon are 51gn1f1cant at or. near'

the 0. OS level The varlables are°' IBZNV449 (B—4 142 beta-O 552) and

1

AR449 (B—3 847 beta—O 295) Slnce thlS varlable represents where
lhrmports are from, rather than the~absolute amount of- 1mports we chooself:v
ah to regard VAR313 as:anbther measure of the country s power dependency‘on e
: the core. ThlS 1nterpretatlon is con51stent wlth the fact that meort _fh
j;ties w1th the ex—metropole are solely a functlon of NVAR449 and IBZNV449

although the percentage of explalned varlance could be hlgher., Thls

S

of the effect of VAR313 on’ NVAR348 (ard from the DAC countries as a

percentage of total a1d)

o 1nterpretatlon, moreover, prov1des further support of the flndlng earller NS
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The antecedents of NVAR328 (square root of lmports from Easternl.

,bloc countrles as- a percentage of total rgports in 1965) (see Table 6 8)

The unadjusted and adjusted R2 s for the equatlon are 0 240 and 0 120,
:1respect1vely. The F—value for the equatlon is 2. 003, whlch at 3 and 19
“degrees of freedom, respectlvely, is not szgnlflcant at even the 0. 10
leVel, although some', of the 1nd1v1dual coeffLCLents 1n the equatlon :
approach 51gnrf1cance. .fhevvarlables are: NVAR449 (B=-0;376;.beta=

-0.352), A, (B—O 921 ‘beta=0. 352), and B; (B=0.907; beta=0 254)‘ ‘Be-
: cause of the low R2- it rs perhaps best to regard NVAR328 as maklng a

13

separate contrlbutlon to growth, apart from the" effects of power depend-

1

ency. On the other hand the f1nd1ng that NVAR449 is negatlvely corre—

s

. lated w1th trade with Eastern bloc countfles is. temptlng to lnterpret 1n o

"fthe context of . world system theory That is, those countrles that are

':freer from flnanc1al ties Wlth the core are better able to dlver51fy
thelr tradlng relatlonshlps._‘Thé other flndlng of 1nterest is. the fact )
;that a sllghtly greater percentage of total 1mports is recelved by the
.:A and Bl countrles. (It ls pOSSlble that 1ntroduc1ng a dummy variable
that comblned both countrles would be: 51gn1f1cant ‘and also would result‘
.ln a. SLgnlflcant value of F for the whole equatlon ) With respect to
}the contrlbutlon of NVAR328 in explalnlng the negatlue 1nd1rect effects
of Ppower dependency on growth, however, the bottom llne ig that 1t pro- ,f-

lv1des no llnk between elther NVAR449 or IBZNV449 and growth.k'

The antecedents of LVAR469 (log,of prlvate forelgn lnvestment as

A

'a percentagg of GNP ln 1967) (see Table 6—9) Although LVAR469 was

ellmlnated from both structural and reduced—form equatlons, we regressed

it on NVAR449 and IBZNV449 plus LGNP and the measures of world system

°

s
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- &
in order tprcheck-on,the-vali‘ity'of our interpretation of variation in
‘ 7 ' Ry, o o o '
NVARgdb and IB2NV449 as representing vafiation in private foreign in-

s s .
Vvestment or forelgn—controlled lnternal 1nvestment.- The unadjusted and

adjusted R2 s are 0.563 and 0 519, respectlvely The.F—value for the

lequatlon is 12.859, whlch for 2 and 20 degrees of freedom, respectlvely,

e .

is significant us1ng conventlonal levels of sxgnlflcance, and the’ effects
of both varlables are also statlstlcally significant. The varlables in

the equation,are: NVAR449 (B=0.621; beta=o-.616)-and'rszuv449 (B=0.239; -

o

beta=0.4l2). ‘Thus, over half of the, variance in private foreign invest-
\’ .

ment is a consequence of NVAR449 and IB2NV449. Although this finding

-

capltal base are more llkely to attract forelgn investment;, we prefe
interpret these effects as representlng the autoregreSSion of stock in -
private foreign and . .foreign—-controlled investment from one time‘period

to the next. The.significanceApf the interaction between B2 and NVAR449

S

is that the autoregression.is stronger in the case of the 82 countries.

This interaction is consistent with our argument - that the B, colintries’
are more integrated into the modern world system. We would expect that,

the patterns of foreign lnvestment and foreign control of capital forma-

Q
tion to be.more establlshed in such coyntries.

‘ ‘ . ' o
Summary - . ' : L

In summary, there are two models that“may be used to spec1fy the

Sy -

llnkages between per/} ,forelgn lnvestment and economﬁﬁpgrowth Al—\
‘though the two specificatlons have smmlla: structural equatlons, one

uses 469 etc., the other uses 449 etc. The dlfferentxatlon‘oﬁ components
,-\ . ;,':‘,
turned5§/~the reduced form of the model.. Thermodel chosen’ include’s the

- : ."

could be 1nterpreted as showing that countrles with a relatlvely larze o
to

N
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transformed versions of VAR449 and IB2NV449, and is the most representa-

tive model for two reasons. First, it is consistent with our previous
" N : ° ) ! .
analyses in that the trahsformed versions of variables aye uséd where

the skewedness of the variables suggest that transformatioh is appfopri—.
ate. Second, NVAR449 and IB2NV449_perﬁ1t the specification of direct e
links between components of the reduced form equation and growth:

The reduced form of the final model includes initial lével of [

. . * "" .
development; gross domestic capital formation in 19603 the interaction

'of gross domestlc capital formation w1th the dummy varlable for the B2

countries; and the lnteractlon of these 1mports w1th the dummy varlable

for the Al countries. The structural_fo:m of “the equation. for the final

model doés not contain any loqg?termldirect'effects of economic power

dependency. on-growth. The inclpsion of the interaction between position
* »

Bé and g;oss domektic capital formation results-in the eXclusion of the

interaction betweenothe 32 countrles and lmports of food and'raw

materlals, and the exclusion of the main effect of DAC: ald ‘which

constitutes an intervening variable only in the case of the Az-countries.

. b ) k]
With respect to the indirect effects indicated by the reduced

fpfm model, either gross capital‘formetion or private foreign investment;

\

¢ould have'beenwused to measure the long  term negative effects of in-

’
«
’

vestm@nt dependent. The equation choses uses the transformed version

f gross. domestic capital formetiOn'and.the interaction term®for the §2

-co ntrles and grogs domestlc cdpital. formatlon. The . other varlahles

A S0

1ncluded in the reduced form equatlon are initial level of devel&gment

f

w1th -a strong pOSltlve effect on growth, the main 9051t1ve effect of
b 2

'Sov1et lmports and the: negatlve lnteractlon of Soviet lmports with the
. . a . A e

I
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_Al countries. Upon examination of the mediating effects with respect to
gross"domeStic capital formation and the inte;actidn'of,this variable .\‘
.

.with the Bé couhtries,‘théy are by'énd large due to the effects of these

. . »n - . N : N
variables on DAC aid and the percentage of imports from the ex-métropole.
Morﬁbver, the,regression of the transformed version of private foreign

investment on its temporal antecedents resulgs in only the gross capital
formation variables having significant effects. The conclusion that

these findings lead to is that there exists a constellation of dependency

-
. f

variables that hinéesﬁo; the’referenée, at‘different points in time, to
tﬁe connéctién of éeripheral~qouqyries tcnth; core. This consteifatioﬁ
shows the negative effeqt of ghis ﬁntegrat}oﬁ. Eiﬁdlly, éhe long term
négatiVe effectS'afe ihdirect iﬁ Ehe sense that peripheral‘coﬁntriés

-connected to the core in 1960 are likely to be connected similaily'in
1970.. - - S & . ‘
. ' ! l B N . . N
. The trade variables, with the exception of raw material and food

' imports, do not mediate between gross domestic capital formation épd

. economic growth. The interaction of gross domestic capital formation

with the Bé countries has a positive effect on raw material and. food
, . , o

imports, and éince the negative digecf\effect'of raw material and food
"imports on growth is'lqrger for the Bé countries, it is poSsible to

. - N . .

) _ - - , ° . .
specify an indirect effect of gross domestic capital formation .on growth

via raw materials and food inports that is specific to thé*Bé countries. -

The problem is that it is not clear in the reduced form equation if the

interaction or the main effect of the B, position in the world system-
. : (=3 . . : . :

i o o . , . :

-should comé in. Both are consistent with the data. g

0
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The last_effectgin:the reduced;form equation, the méin positive

effect of Soviet i@ports, :gsﬁlts from the fact that thésé imports are
. negatively related fgaimporfs of machinegy:and eégipmént. One wﬁy in
whi?h tﬁé'negétive inté:action/?f Séyiet'imports w%;h‘the A, countries
is EngstraEea is th?ough thé/fositive éffec; of both variables (Soviet
imports and'ﬂl) on imports éfnf;odﬁgpd'raﬁ materials. 'If ;s not clear,
however, if'the relifionship is causal: Thérefore, th® Séviet vatiabies
remain an enigﬁa'in terms of c1éaréut in&irec£ effects‘on growth, h§Wf
.ever the mainipétﬁern of depéndencelvar;ables hAQing’positiQQ effécts én
o£her dep;ﬂdency,vériableé is éoﬁsistent‘over the time period siudied
. .and ‘thereby indicative'of;at ie;st ﬁreliminary support for our choiée of,
model. 'Finaily, inspection of ﬁhe‘residuals }eveais-no pioblems of | .

heteroskedsticity once Camerobqﬂis entered as a dummy variable.



CHAPTER SEVEN

SUMMARY AND CONCLUSIONS

The purpose of this- thesis has been to examine the economic
growth of Black African countries in light of recent findings concerning’-'
‘the effects of forelgn direct investment, external trade and world-

v

system p051tlon on growth. 'In Chapter One, we put the problem in a
o ,
general theoretical context. The studies reviewed reflect‘the conceptual

development of the worldaSYSten perspective from*the Marxist'critique of

-
o

conventlonal economlc and soc10-pollt1cal explanatlons of the prospects
of Thlrd Wbrld development. The main p01nt of contentlon between the

classical theories and their critics concerns whether or not Third World

o
'

. economic history is best characterized as a replica of the European -

"prototype (a smooth; internally-initiated process‘of progressive struc-

tural transformatlons) or as a unique and dlscont;nuous process that is

:

—both externally generated and regre551ve, in the sense that lt aborts

the indigenous seqpence and replaces it_with_a‘tﬁtally inappropriate set
.of transformations.
In the context of a-critique'of,moderniZation theory, we dig-

cussed the recent work of researchers such as Portes: (l973a, 1973b 1976)

‘and Delacrorx and Ragln (1977 1978) who, whlle wrltlng from the poxnt

¥

of -view of modernlzatlon theory, have attempted to take the dependency

theory/world—system perspectlve lnto account.. Thls approach appears to

”

perpetuate the fundamental mlstake of modernlzatlon theory for one or
both of two reasons. It elther contlnues to take the 1ndiv1dual as’ the3
unlt of analysis and focuses on 1ndiv1dual attitudes and statuses as ‘
127

<
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- as 1ndependent varlables in explalnlng the degree of . 1nd1v1dual part1c1-

' patlon in capltallst act1v1t1es (as Portes does) Or lt takes the

e country as the unlt of ana1y51s but falls to spec1fy the link between

-

1nd1v1dual attltudes, statuses, and:behavrors and}the'properties of the
countries (as'Delacroix.and Raginido), ';n'the’casEi;f“the,ﬁorld-systen/
dependency.theory perspective, on the-other hand, Both the'theoretical
and emplrlcal uni ts of analysrs are the natlon—states v1ewed w1thln the
;larger context of the world system

Afrlca offers a partlcularly good example of the compatrblllty
of the world system arguments w1th patterns of contemporary economlc .
underdeVelopment. Not in any sense_underdeveloped at the'time ofvher
lncorporatlon into the world economy, Afrlca s developmental process
became subord;nated‘:o the economlc and polltlcal 1nterests of the major.
western powers via a seéuence of reglonal 1ncorporatlon that corresponded

to.the needs of the European core.' West Africa was the first reglon to

Abe 1ncorporated as the exporter of slaves. Further 1nco ration
h occurred as the demand for‘primary products 1ncreased alon w1th I

©

economic and polrtrcal 1ncentives for 1arge scale cash Crop productlon.

As the economy of West Afrlca became geared to the productlon of export

- crops, the slave trade- shlfted to East Afrlca. Thls shift was followed

by the dlscoveryvof mlneral resources, and w1th the help of huge labor

#

areserves, the multlnatlonal 1nterests ln mining became domlnant in

-

eastern and southern Afrlcan economles.v ' L

The 1nescapable conc1u51on of the discussmon of Afrlcan hlstory

°

is" that the clas51cal economlcs and 50c10-p011t1ca1 sequence of 1nternal— |

.

:ly—generated development ls appllcable to Afrlca 'S economic hlstory only

o o
Lo 1
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vuntll Afrlca 's elghteenth century 1ncorporatlon Lnto the world economy.

,At ‘this. time, the developmental motor‘was no longer endogenous.

"Europe s qualrtatlve lncrease ln the demand for slaves, "her need.for new
uareas of prrmary productlon, and ‘her lnterests ln Afrlca s mlneral re-'
sources dlctated, to a large extent; where economlc 1ncent1ves Were
dlrected durlng the perrod of Afrlca 'S colon1a1 admlnlstratlon.< By the
,end of the nlneteenth century, the extensxve and LntenSlve lntegratlon‘
of Afrlca lnto the world economy had reorganlzed Afrlca s exporting
regrOns, weakenlng ‘the Afrrcan.state structure and thereby settlng the

. _ . 0

) parameters wrthln whlch Africa's relatlonshlps with the rest of the L
“world would take place.'v

Chapter Two draws the dlstlnctlon between the comparatlve—’ﬁl
hlstorlcal, dependenc1a (most commonly found among the Latin’ Amerlcan
SpeClallStS), and emplrlcal orlentatlons WLthln the world-system '
-perspective. Wlthln the context of the quantltat;ye approaches, a;;
further dlstlnctron can be’ drawn between two types of dependency that
result from. lncorporatlon into the world eponomy (l) market dependency
hor the strong effect that metropolltan capltallst economies have on an
'underdeveloped economy via 11nks w1th the worldh\\rkets, and (2) economlc

e REn :

‘ power dependency or the subordlnatlon of rnternal decrsxon—maklhg,power.ﬁ

to the dec1510ns of 1nd1v1duals, frrmsA-and agencres based in the

a

-“caprtallst metropoles.y

‘ Market dependency is. characterlstlcally ope#atlonallzed ln the
context of tradlng partner and trade commodity composrtion, with the
E‘emphaSLS .on Thlrd Wbrld exports. what flows out of the economy, to

vwhom, and how much is consrdered rndlcatlve of the susceptibllity of a
y _ , S
S S . - ,b,-: B ' o
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e c0untry or'reglon to changes 1n the world economy that may or may not be.'v

?

RN

advantageous to the domestlc economy Moreover, 1t 1s argued that the

transnatlonal lxnkages establlshed prevent the establlshment of lnternal.

sectoral 11nkages thereby preventlng the domestlc economy from galnlng
most’ of the beneflts of anreased productlon., -

nger dependency focuses on’ the effects\of forelgn 1nvestment and
‘-’\

aid.. It lS a study of flows Lnto the underdeveloped economy that are

: purported to establlsh control structures by whlch transnatlonal economlc

lnterests can, lnfluence lnternal economlc decrsxons. The credlt compo- .

)

o

nent’ of ald has 1mportant lmpllcatlons for dependence that are not often-

. con51dered For example, 1nterest amortlzatLOn payments must be met

~

regardless of—whether or not the projects funded by loans have success- '

: fully entered productlon.\ Moreover, the selectlve allocatlon of ald to

\

sectors and 1ndustries lS an lndlrect control of economlc prlorltles
sw1th1n the underdeveloped eqonomy ' The control structure ofwforelgn ln—
vestment is more direct. Forelgn dlrest.;nvestment confers ownershlp..J:
Adduto thls the beneflts of transnatlonal flnanc1a1‘assets; extra-:
vterrltorlallty, tarlff-Jumplng and monopollstlc advantage‘and thei
mechanlsms of how internal ec0nom1c dlstortlons result.begln to take -
shape. ' o ‘, )

The two lmportant studles that 1llustrate the power dependency

approach are Bornschler et al..(1978) and Snyder and chk (1979).

S L

Bornschler et al flnd, flrst, short term p051t1ve and long term negatlve“

. effects of forelgn dlrect lnvestment on growth Second, they find .an -

countrles.. Snyder and chk operationallze the world system structure in

- . - . . -
o - . n

-

lnteractlon of the negatlve long term effects w1th the rlcher developlng.:'"



, terms of four networks of varlables, the most signlflcant of whlch, KR

-.partrcularly for Afr1ca, 1s the network assocxated w1th trade. Afrxca

?ls lntegrated lnto the world economy prlmarlly through ltS trade w1th :

"the core.- The real utllity of Snyder andfxlck's blockmodel for our

: mpurposes lS the correspondence between thelr dlfferentlatlon between e

A and B perlpherai posrtlons and our hlstorlcal analysxs of Afrlca.

'lThe B countrles are located on-. and just to the lnterlor of the Afrlcan ;,LAfj

.West Coast. The A countrles 11e 1n\the g'f

'raphlcal-reglonsmof Central,"
. ‘

. i3
l

NOrth, and North-zast Afrlca. In very broad terms, the B countrles were e

<

the flrst to be lncorporated lnto the capltalist world-system, and the ;j

~

A countrles were next.

The methods used to repllcate the Bornschler et al flndlngs, t0°ﬂ'

¥
)

' lnclude Snyder and chk s blockmodel partltlon as a control for world-‘ B
-bxsystem pOSltlon, and to 1ntegrate the model lnto the dependency lltera—

'1ture are dlscussed in- Chapter Three under tﬁe headlngs df research desxgh,

ijeasurement and analytlc strategles.: Our research desrgn 1s a. panel fﬁij- ey

'step-w15e regressron analysrs of cross—sectlonal data on Black Afrlcan
countrles. The dependent varlable, economlc growth lS a,proxy for de-=

,velopment, measured as per cent change in GNP from 1965 to 1973.. The

*
’ P

-step-wrse regressxon method was used both as an lnltlal screenlng devxce~
-;for selectlng potentlally lllumlnatlng lndependent varlables and fOr f
estlmatlng the flnal models.-"

The problems rarsed by reqre531on analysxs anlude problems of

g

(1) natlon srze, aggregation and heteroskedastlcity, (2).mu1ticolllnear-f{hn‘

llty, (3) data lnadequacies and (4) sample size.f we have controlled for fﬁ‘“f

'the heteroskedastLCLty in the independent Variables that is related to




(

?”_that hlgle correlated varlables erresent measures of theﬁsame latent
4. e

'”j*economy Our prooedu”e;for deallng fth muitlcolllnearlty is: to assume |

E varlable. The procedural lmplicathons of thls assumptlon are that each

.

- varlable is- run separately and Lff“.ned for dlfferent results.< The ;

f,theory is the equatlon chosen. Data ‘
ki A ~.,':,

Qlables examlned were standard ecomomlc lndlcators.. wﬁ'reﬂéaps were--f'fW‘”

‘rﬁof<countr1es;‘ Although sample 51ze:',

”h.operatxng in the two extr e :‘1fil‘i 11f‘4‘;f1 blOCkS may dlffer fIOm

"'.those that operate ln other : if‘”f:“'Jﬁ“- We suspect that large,,-l'»'

are Lntended to study.n:
' R [ -

The analytlcal procedure follo

latlvely stralgntforward.‘"iT-

‘wjj}Flrst, the maln effects of 2 transforﬁe Cing 1enGEnt varlables on "",

| feconomrc growth were dete: fned, then the Bk wed var;ableS‘were trans-‘

>

'ormed and dlfferences 1n/the effects were" ted; Second, lnteractlons

feen the relevant var'ables and dumm}\var.ables representlng world

1system p051tlon were : ined. Thls strategy has permitted the ellmlna- i'

o txon of’varlables w1,_ lnSLgniflcant effects romﬂthe model

S , ‘
‘} As Suggeste by the emplrxcal llterature rev1ew, the prelxnanary

’ . data analyses arf approached by dlfferentlatxng between varxables “:-'

ffjassoclated w1th '”ade and varlables assocxated WLth forelgn 1nvestment ;3

' f and ald The two sets are run separately and then combxned to compare,'f*m
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L.

'.the effects for the 32 and non 32 countrles. Thls.procedure allows an

"“examrnatlon of the differentlal impact of posltlon Ln the world system }'

on the trade, lnvestment and a1d varxables. f7 ‘{f‘.{.Q -”ng.

' Chapter Four outllnes the flndlngs for the effects of prlvate

\

wforeig§~1nvestment and ald dependence on economlc gr wth. The results'

¢

e

~*.for the untransformed varlables support the Bornschler et al dlstlnctlon

-'between short term pOSlthe and 1ong term negatlve effects of forelgn

”rnvestment The negatlve effect of domestlc savxngs (measured h;'gross
' capltal formatlon as’ a % GDP in 1960) on growth lS resolved w1th1n the ;'
-.world system framework by treatxng capltal formatlon,as a: proxy for PFI
;'1n 1960 : Support for thlS lnterpretatlon 1s provxded by the strong . ‘
’F:;positlve correlatlon between domestlc capltal formatlon 1n 1960 and PFI
'“x?,ln 1967 In the step-W1se regre551on. the magnltude of the effect of'
PFI ln 1967 (VARAGQ) drops as gross capltal formatlon (VAR449) and 1ts

}n‘

f.lnteract;on w1th the 52 countries (IB2V449) are entered and the par~'

‘ tlal beta that Would be assocxated w1th the lnteractlon bet@%en PFI and

.?dé suggests that the maln effect of prlvate forelgn anestment for the

”BZ countrles may be attrlbuted to the lnteractlon of - gross capltal

2

"fformatlon and the B countrles.
i The transformed set ylelds srmllar results on the short and long

term effects of forelgn lnvestment on growth. However, the negative'
. effect of PFI ls not robust for a11 tWenty—seven countries Wlfh respect

rto the transformatlon of the measure of*stock of prlvate forelgn lnvest- B

2.
‘consistent w1th the Bornschler et al. Lnteractron between the negatlve

ment, the effect is llmlted to the B. countrles.. Thls 1nteract10n ls'

1effects of forelgn investment and the rxcher (higher level of initlal



.wGNP) underdeveloped countrLes

Although our” flnal model suggests that‘the apparent spurrousness‘
~of VAR348 (DAC ald as a % total aid in 1970) or ltS transformatlon‘
.(VAR348) uncovered ln Chapter Four may be mlsleadlng, the prellmlnary
.analysis ylelds a negatlve short term effect ofrDAC aid. The preferred .
Lnterpretatlon of the negatlve effect of DAC ald on growth as a’conse;' ’
equence of the medlatlng capaclty of ;hc ald between the long term
vnegatlve effects of meorts from the ex—metropole (VAR313) and stock of
.prlvate°fore1gn 1nvestment (NVAR499)on growth (CHANGEGNP)
| Chapter Flve 1s best read as.an exploratory chapter whose final
f»:concluSLOns, unfortunately hapg llttle carry over to selectlon of a.
flnal del 1n Chapter Slx The-procedure followed may be outllned?
:ft'brlefl>\ The trade varlablet were d1v1ded 1nto sets. one related to,'
ipartner-compOSLtlon and the other related to commodltywcompoSLtlon.
H'f“ﬂThere were analyzed separately and then comblned’to look at the effects ih‘
'ﬁ;of trade-partner varlables on trade.composltlon. Althbugh all the ‘
"-.trade—partner and'two.trade composxtlon varlables plus the lnteractlon

-

U of partner and commodlty composrt'on with world-system pOSltlon appear

- 'Ln the flnal model, the prellmlna_: comblnatlon of the varlables results

«

ln the effects of trade-partner varlables becomlng zero and the effects
' ,of trade commodlty remalnlng hlgh. Rather than summarlzlng the results

. of. thls analysxs, we merely p01nt out that the results}for the 32

countrles bear a- stronger resemblance than do the results for the non—',

”Bé»countries, to the role played by the trade partner and trade commodlty

varlables in the flnal model. ‘Thrs fact could be taken as further evi-

,dence that the 82 countrles are more closely lntegrated lnto the core L

o
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(recall that the lmage matrlx for trade most closely reflected 1ntegra-

tlon lnto the world system, Snyder and chk, 1979) Thus, ‘in,the case
E ‘of perrpheral countrles, one would expect them to reveal theceffects of

- market dependency.

lecuss;on s o3
‘There are’ two issues to be raised in this discussion. The first
is whether the findings are a statistical artifact. In partlcular, we
wrll address the lmpllcatlons of usxng correlated ratlos ln the analysrs.

'=Second, assumlng that the fmndlngs are meanlngful, what do they tell us

about Afrlcan underdevelopment? ‘In thls context, a few, brlef sugge

tlons for future research may be offered.
' hong (1980 69) concludes a recent artlcle on the use of ratio
“nflvariahles by'polnt;n950ut“fthat whlle [a,correlation.between tuoxvari;
ahles}'might.reflect 4 . true causal link\hetween-lthej ratios, it“may."'
have arlsenaslmply vecauSe of;errors lngmeasurlng therr components " b
She goes on. to argue that some attempt should be. made to assess ‘the
natureoand-drrectlon.of the‘blases thatwoperate. hny rlgorous attempt
to do so- lies beyOnd the scope of thlS thesxs.‘ Nevertheless, we w1ll “‘
| -spend a few 11nes dlscu551ng the pOSSlblllty of the bias ln the correla—
“tion hetween various measures of power dependency and growth .'"}*l*
The flndlng of a negatlve long-term effect of power dependency
onlgrowth rests 1arge1y on the small pOSltlve correlatlon between
CHANGEGNP and the measure of pqwer dependency in questlon (say NVAR449,
for the sake of argument) (The negatlve effect appears when CHANGEGNP

is regressed on. NVAR449, controlllng for LGNP ) The questxon that -

- arises xs uhether the low magnltude qf the correlatlon is a consequence

1)
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.ofuthe negative effect of power dependency on growth or whether it is’ an

‘ )

'artlfact produced by dependenc1es amOng varlables of lnterest (growth
“in domestlc,capltal formatlon and'growth) and.the varlables'used as ,_')
weights (GDP).1960~and_éNP, 1965)t The relevanc{i%f long's results to

S | ‘ >N
this queStion, however,-iS'indirect because she focuses on the‘conseJ\

L4

@ quences of the depeﬂﬁency between Y and Z for the correlatlon of Y/Z

4

iratlo, whereas we are concerned with the correlatlon of gross domestic-
capltal formatlon ln 1960/GDP in. 1960 thh the dlfference between GNP '

" in 1973 and GNP in 1965/GNP, 1965, ‘

. . - / -

7 In other words,/the problems raised by regardlng the corrélation

of ratlos ‘occurs when the denomlnator of the ratlo (the dependent vari-

.able) & lndependent varlable are the same. Slnce the two ratlos

_we"re lnterested in (NVAR449 and CHANGEGNP) contaln no common terms,
lt lS not -clear to what extent the problems ralsed by Long and others
'/

.apply"t0~thls analy515. On the other hand, we' cannot be" completely

”sanguine about these problems srnce-even'though there are no formal

dependencles, the- numerator of one ratio is likely to correlate pOSl—

tlvely w1th the denomxnatbr of the'bther.' Clearlya a more definitive

3

statement regardlng the possxble blas in the results awalts further"'

-

methodologlcal work on the problem of analyzmng correlatlons among ratlos.

-

If these flndlngs are meanlngful what do they tell us. about _

-

¢
African underdev opm nt? The results show a,; clear negatlve effect of

\

:power dependency on . the growth of Afrloan countrles. In thls context, 9.
VAR313 (lmports from the ex—metropole, l965)'and ¢KR348 (DAC ald) are

lnterpreted as 1nd1cators of the extent to which Afrlcan reglons are

,economlcally tled to (or power dependent on) ‘the core. s;nularly

*

-
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' NVAR449 (square root af domestic capital formatlon, 1960) is regarded as'

representlng the stock of forglgﬂ dlrect lnvestment from the core.

While there lS no di rect ev1dence, nevertheless, this interpretatiOn is»
‘ k .

2

consistent with the effects of these varlables on NVAR469 and on the

varlables 1n<the structural equatlon flows of forelgn prlvate lnvest—

ment, DAC ‘aid and percent lmports from the ex~metropole.
The substantlve reason for regardlng gross domestlc capltal

formatlon as a proxy forvstock of foreign private ‘investment is tied to

=

the hlstorlcal ana1y518 ‘of Afrlca g 1ncorporatlon into the world-system.

As core lnterests Shlfted towards cash-crop productlon and mineral ex-

Ploitation, first,. gouernment and then multlnatlonal anestment was

pumped lnto Afrlca S export lndustrles. On the other hand, agpicultural

- \l

productlon for the domestic market was allowad to stagnate and/or depend ~

on domestic lnvestmeng and.off1c1al bllateral and multllateral ald
Accordlng to the OECD flgures and estlmates, the stock of. DAQ-based in-.

vegtments 1n Afrlca in 1972 was $9 4 bxlllon U S., an lncrease of'about

Vo

43% over the 1967 estlmate of clgse to $6.6 bllllon. Although the

change in aggregate lnvestments ln Afrlca represents a relative decllne
" " -
compared to the total: percentage growth of world 1nvestment stock (60%),

lt should be kept in mlnd that the accumulated stock of Afrlcan lnvest-
ment provxdes a substantlal basis for the rélnvestment of’ proflts made

by subsldlarles of multlnatlonals back into: the Lndustrles that proved
' . ! .
to be ‘the most productive. Much of the GNP of Afrlcan economles is’

~ , .
generated in such a fashlon.. Therefore new forelgn 1nvestment and con-

L]

’

trnued relnvestment of forelgn—controlled proflts would contrlbute

substantlally to. gross capltal formatlon w1thout neceSsarlly fac111tat1ng .

' ’ N . ‘ » . E v
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the beneficial economic .Iinkages usually attributed to acc'umulated o
. R A . : ’

domestic savings. N .
. ‘\ ) e

L 4

The thesms has shown _that power dependency has a negatlve effect
.on economic growth and that thig effect manifests itself in different
ways at dlfferent pOLnts ln time. The hain finding lS a negatlvegln-
dlrect effect of gross capltal formation, measured in 1960, on economlc

growth v1a the direct negatlve effects on growth‘of lmports from the ex—

. metropole, measured in 1965 and DAC aid measured in 1970. In.contrast.

“to Bornschler et al., who suggest that only the- long term effects of ald \

W
will be negative, neégative shorg term effects were found as well.» The ™

S

sStability of the lncorporatlon of the Afrlcan perlphery lnto the world
. QD .

'system ls evidént. in the &ffects of gross capltavaormatlon and in. the

'effects +of the lnteractlon of ‘gross capltal formation w1th the B2

countries ‘on aid @measured in 1970) and 1mports from ‘the ex—metropole
. X ;
(measured in 1965) \Moreover, the 1nteractlon of. pOWer dependency with

- the 32 countrles suggests that the pattern of 1ncorporatlon into’ the

o

world system is"more clearly establlshed with- the region of the’ perlphery

that has been 1ntegrated into the world economy for the longest tlme

What has not been done in the51s, and is a suggestlon for future

research, was. to identify the underlylng mechanlsms by whlch powar o

dependency retards economlc growth POSSlble variables of 1nterest are
state Strength, secondary school education, class structure and‘economic
dlfferentlatlon, reglme type, and polltlcal part1c1patlon. The tnade

composxtlon varmables examlned in thls thesxs do not appear to lntervene

between the features of”’ the world system and growth iaThey are elther

o /

-lndependent effectg of antecedent varlables, for example, the import of
‘ [ J

) .
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S
! «

"machlnery and equlpment shows how statlstlcally, trade w1th ‘the 80v1et
Unlon and other East European countries has an lndlrect p081tive 1mpact
‘on economic growth or;,as ln the case of the lnteractlon of 1mports of
‘machlnery~§nd equ;pment w1th'the'82 countrles, the trade composition
varlables‘appear in. lnteractlon terms that either cancel or override
the main effects.} . '-."d o : 3 -

| In conclusion; this theSis h;s reviewed and summari ed findings
about two partlcular types of'dependency relatlonshlps that exist in the‘
.world system.; The cOntributlon to lsolatlng these relatlonshlps emplr—.

Lcally and future research on the derlylng'mechanlsms shOuld‘be

accepted as lnltlal steps in the bulldlng of a theory of development.

\
] ) PR <
. * . .

wy
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