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ABSTRACT

Differences in growth trajectories among countries - including the possibility of divergence -, are a
central issue in economics. Mainstream economics explain growth processes via varieties of neoclassical
models, even improved with concepts such as institutions. Yet such models have difficulties in providing
accurate accounts of the growth trajectories of many developing countries, notably low-income ones. It
is argued that the growth paths of low-income countries are more appropriately explained by the
theoretical framework that relies on the nexus of concepts of cumulative causation, non-linearities,
threshold effects, self-reinforcing processes, irreversibility, path dependence and traps - though this
approach remains marginal in mainstream economic analyses of growth and development. Firstly, this
nexus of concepts is a powerful framework concerning the possibility and explanation of dynamic
divergence regarding growth between countries, as it exhibits properties such as: the possibility of
cumulative, dynamically self-reinforcing, processes; the existence of thresholds and tipping points;
multiple equilibria. Secondly, cumulative causation, by definition, involves a combination of causes: its
conceptual framework allows for the integration of several dimensions - economic, political, social,
cognitive -, whose combination results in either virtuous or vicious circles. In developing countries, these
causes (and their coalescence) typically consist in economic structures (e.g., commodity-based export
markets), political institutions and social norms (predatory regimes, high inequality) as well as types of
public policies.
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1. INTRODUCTION

Differences in income and growth trajectories among countries - including the possibility of divergence -,
and their explanations, are a central issue in economics. There is now some consensus, e.g., in growth
economics or economic history, that non-economic phenomena may contribute to this divergence.
Mainstream economics, however, often explain growth processes via varieties of neoclassical models, even
if the recognition of endogenous growth and the key role of innovation, as well as that of institutions, may
be viewed as improvements to these models. Yet, such models have difficulties in providing accurate
accounts of the growth trajectories of many developing countries, notably low-income ones.

It is argued here that growth paths of low-income countries are more appropriately explained by the
theoretical framework that relies on the nexus of concepts of cumulative causation, non-linearities,
threshold effects, self-reinforcing processes, irreversibility, path dependence and traps. Surprisingly, and
significantly, this approach remains relatively marginal in mainstream economic analyses of growth and
development processes - despite relevant studies that puzzlingly had a limited impact on further
mainstream research (e.g., Azariadis and Stachurski, 2005; Barrett and Swallow, 2006).

Firstly, this nexus of concepts is a powerful framework concerning the possibility and explanation of dynamic
divergence regarding growth or income between countries, as it exhibits properties such as: the possibility
of cumulative, dynamically self-reinforcing, processes; the existence of thresholds and tipping points; and
multiple equilibria. Secondly, cumulative causation involves, by definition, a combination of causes: the
conceptual framework of cumulative causation allows for the integration of several dimensions - economic,
political, social, cognitive -, whose combination results in the building of virtuous, or, on the contrary, vicious
circles. In developing countries, these causes (and their coalescence) typically consist in economic structures
(e.g., commodity-based export markets), political institutions, regimes and social norms (‘weak’ institutions,
predatory regimes, high inequality) as well as types of public policies.

The framework of cumulative causation has thus an encompassing explanatory power regarding key
guestions of economics - e.g., what explains countries’ growth trajectories, what are the best policies for
fostering long-term growth? It not only better explains the long-term stagnation of low-income economies,
or the growth of others (e.g., how the nexus institutions-public policies, and their credibility and legitimacy
for citizens, has driven the growth of ‘developmental states’ in East Asia). In addition, such a conceptual
framework has the crucial quality of enabling the integration of diverse concepts built by social sciences -
economics, political science, sociology, history, or psychology. Moreover, the framework of cumulative
causation allows for causal processes to be flexible and inclusive, to be singular (linked to contexts, time and
space), to vary with time, and to be triggered by events that not only may not be strictly ‘economic’ but may

6
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also be minor or ex ante unpredictable: in a cumulative causation perspective, large effects may be caused
by ‘small events’ (Arthur, 1994a; David, 2000). Causation is here inherently complex - complexity economics
has indeed demonstrated the greater epistemic power of this approach (Arthur, 2015; Elsner et al., 2014).

The article is structured as follows. Firstly, it empirically discusses the possibility of divergence between
regions and countries, as well as the related theoretical debates. Secondly, it questions the mainstream
explanations of growth trajectories: notably the limitations stemming from the pre-eminence of the
conceptual framework of equilibrium, as well as the limitations of modelling in the apprehending of
causation and consideration of other social sciences. Then it presents the concept of cumulative causation.
Finally, it shows the relevance of this concept for the explanation of growth trajectories via the stylised
examples of Sub-Saharan Africa vs. East Asian economies.

2. THE DEBATES ON DIVERGENCE

As shown by Abramowitz’ (1986) theory of ‘catch-up’ effect, productivity levels and therefore in fine income
levels should converge across countries, despite, however, variations in the rate of convergence across
periods. According to the neoclassical Solow model, growth is driven by the accumulation of physical capital,
and, departing with low levels of physical capital, poorer economies with lower per capita incomes should
experience faster growth rates than wealthier ones.

2.1 THE ISSUE OF BIG TIME’

The ‘catch-up’ theory has been challenged by the empirical evidence showing that low-income countries may
exhibit low growth rates, and that regions or countries may in fact be characterised by ‘clubs of convergence’,
with groups of countries not only displaying different patterns of growth, but also appearing to diverge
(Durlauf and Johnson, 1995). The countries that genuinely achieved sustained growth may be fewer than the
others. In particular, over the long-run, there seems to have been a divergence between the regions of
Europe, Asia and Africa - the ‘great divergence’ debated by Pomeranz (2000) and other researchers in global
economic history. Similarly, national data show that global inequality has steadily increased over the past
200 years (Milanovic, 2016).
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Figure 1: GDP per capita, selected regions, 1820-2018
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Source: Angus Maddison database, 2020 version: http://www.ggdc.net/maddison;

https://www.rug.nl/ggdc/historicaldevelopment/maddison/releases/maddison-project-database-2020. 2011 dollars.
Western Offshoots: USA, Australia, Canada, New Zealand.

The extensive literature on economic history has highlighted many potential factors influencing the
trajectories of ‘Western regions’: e.g., beyond Pomeranz's arguments regarding the key role of coal, the
existence of institutions fostering efficiency in the use of technology and innovation (Clark, 2007) or higher
total factor productivity (Clark and Feenstra, 2001). For Maddison (2001), Western growth profiles can be
explained by three interactive processes: conquest of fertile land; international trade and capital
movements, and technological and institutional innovation. Similarly, the substantial and persistent
difference in productivity levels between developed and developing countries - the ‘convergence gap’ -, has
been emphasised by Rodrik (Rodrik, 2011), who argues that convergence hinges on structural change, e.g.,
the expansion of tradables such as manufacturing and modern services. As summarised by Court (2020),
the vast literature on divergence identifies the ‘deep’ determinants of economic development as falling into
three categories: biogeography (climate, natural endowments, etc.); culture and institutions; and
contingency-and-conjuncture (accidental events such as the Black Death, European political fragmentation,
colonialism).


http://www.ggdc.net/maddison
https://www.rug.nl/ggdc/historicaldevelopment/maddison/releases/maddison-project-database-2020
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Sub-Saharan Africa (SSA) appears to have experienced divergence throughout the 19th century. Research,

including long-term historical studies, highlights as a key causal sequence underlying this divergence the

dependence of SSA on the production and export of primary commodities, and, as commodity prices are

inherently volatile, the negative impact on growth of this volatility, as well as its negative impact on these

countries’ terms of trade (Blattman et al., 2007).

In this context, SSA income performance seems to diverge from other parts of the world.
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Figure 2: GDP per capita, SSA vs. the world, constant 2015 US$, 1960-2022
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Source: World Bank World Development Indicators database, August 2023.

The figure above must be put in the context of the other regions of the world. The figure below thus shows

that SSA performance is driven by low-income countries, as most low-income countries are in SSA.
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Figure 3: GDP per capita, world, selected regions, United States, 1960-2022 (constant 2015 US$)
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Source: World Bank World Development Indicators database, August 2023.
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The divergence observed in the late 20" century originated from the take-off in East Asia and its

‘developmental states’ - namely Japan, South Korea, Taiwan, Hong Kong, Singapore, and China. Many other

middle-income countries did not experience similar economic performances, and it may be argued that

these states constitute a specific group. Progressing from the status of a low-income to a middle-income

country does not guarantee further advancement to that of a high-income country.

10
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Figure 4: The difficulty of ‘middle-income transition’: GDP per capita (constant 2015 US$), various
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Source: World Bank World Development Indicators database, August 2023.
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Demography plays a significant role in processes of divergence, and indeed, the growth path of the SSA

region is influenced by demography. The demographic transition, i.e., reduced fertility rates and population

growth, has enabled economies to ‘convert a larger share of the fruits of factor accumulation and

technological progress into growth of income per capita’ (Galor, 2005). The population of SSA continues to

grow at a rate that remains higher than in other regions, perpetuating a Malthusian trap in some countries
(Galor, 2011).

11
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Figure 5: Rate of growth of world population, selected regions, 1-2001 (annual average growth
rates)
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Source: Maddison (2003), table 8a (note: it refers to Africa, not SSA).

Regions also differ in terms of geography, for example, regarding characteristics such as being landlocked
or coastal, small or large. As shown by economic geography, these characteristics shape the movement of
people and the dissemination of goods and ideas, they may either favour or impede such movement and
dissemination, and they may have been historical factors contributing to divergence (Diamond, 1997).
Malthusian traps typically involve both demography and geography. ‘Unified growth theories’ advocated by
Galor (2011) and others have particularly emphasised the key roles of the timing of demographic transitions
as factors of divergence, as well as that of land inequality and its impact on human capital accumulation. As
demonstrated by Galor and Weil (2000), the transition from stagnation to growth may occur via a
technological progress that is driven by education and population size, which can arise arbitrarily and
generate an endogenous disappearance of the mechanisms of Malthusian stagnation.

Indeed, the African continentis in fact very large, and this geographic characteristic has significant economic
and political implications, notably regarding a state’s capacity to collect taxes and consequently to build

12
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infrastructure, the effectiveness of public policies, and hence, in a circular causation, state capacity itself (see
annex).

Equally, endowments (‘initial conditions’) matter - in combination with the capacity to transform them, via
public policies or other means. SSA is characterised by a lack of structural transformation and a dependence
on primary commodities that have persisted throughout the 20" century, even after the wave of
independence from the late 1950s onwards. In most SSA economies, primary commodities represent more
than 80% of exports (UNCTAD, 2023, fig.1). This may be viewed as a key factor of divergence. SSA's
commodity-based distorted export structure explains the consistent decline of the region’s share in world
exports and has generated a divergence regarding this share in world exports.

Figure 6: Share of merchandise exports in world exports, selected regions, 1948-2022 (percent)
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Source: UNCTAD Statistics: http://unctadstat.unctad.org, October 2023.

The value of SSA exports has increased, albeit less than the value of exports of other countries.

13
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Figure 7: SSA exports: percentage of world exports (right axis) and value (left axis), bn US$ (current
prices), 1948-2022
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Source: UNCTAD Statistics: http://unctadstat.unctad.org, October 2023.

Manufacturing value added (MVA), an important indicator of structural change and indeed a driver of Asian
economies’ performance, has also consistently declined for SSA. This indicator, however, holds true for the
initial stages of the process, as the evolution of countries’ economic trajectories over the 20™ century has
shown that after reaching a certain threshold of GDP per capita, many economies enter a phase of
deindustrialisation. China’s MVA, for instance, has been decreasing between 2011 and 2020.

It could be argued that SSA is undergoing a process of deindustrialisation as most other parts of the world.
As shown by Rodrik (2016), however, even if services have gradually replaced manufactures in many
countries, for SSA this process may be a ‘premature deindustrialisation’. Indeed, industrialisation cannot be
reduced to indicators like MVA or exports: it encompasses holistic dynamics that involve entire economies
and societies - employment, labour relations, economic and political institutions, education, among many
others.

14
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Figure 8: Manufacturing value added (% of GDP), Korea and SSA, 1960-2022
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Source: World Bank World Development Indicators database, August 2023.

The key point is that all the above views typically emphasise the existence of combination of causes and
cumulative causation processes.

2.2. YET, DIVERGENCE REMAINS A DEBATED ISSUE

Such divergence remains an interpreted fact, and there may be a ‘half-full’ or ‘half-empty glass’ perspective:
one may either focus on the take-off of one group of countries, notably in East Asia, or, in contrast, on the
stagnation of other groups of countries, notably in SSA.

In particular, modalities of measurement matter. Growth can be analysed through the two different notions
of growth rates and changes in levels of income. Levels of incomes do not present the same countries’
profiles and performances as growth rates do. One may choose to focus on growth rates. In SSA, the growth
rates of some countries are, for example, driven by energy prices (e.g., oil), while some developed countries
appear as laggards. However, their growth as measured by the change in levels of GDP per capita may be
very small.

These two notions, growth rates and levels of incomes, offer different perspectives on the determinants of
growth, notably when considering different time spans. The countries with the greatest percentage increase
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in GDP per capita differ from the countries that have experienced the greatest growth measured by change
in levels of GDP per capita. Large percentage changes on a small base can obscure small absolute changes.

Additionally, presenting performance in isolation vs. alongside other countries suggests different pictures,
even when considering the same indicator such as per capita income. For instance, within SSA, Ethiopia and
Rwanda are often cited as examples of impressive improvements in per capita incomes.

Figure 9: Rwanda and Ethiopia, GDP per capita (constant 2015 US$), 1960-2022
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Source: World Bank World Development Indicators database, August 2023.

However, a comparison, even limited to other SSA countries, ‘flattens’ this performance.

Equally, SSA is certainly a very aggregate notion, and there may even be a possible divergence within SSA
economies (a V' shape), with the two economies of South Africa and Botswana exhibiting specific
trajectories. Setting aside South Africa, an emerging economy with a unique history, Botswana's spectacular
and steady growth over six decades shows the possibility of a ‘half full glass' perspective, notably a
divergence that is not a deterministic process even if a country has cumulated many characteristics that are
often cited as key factors of stagnation, e.g., the dependence on very few primary commodities for exports.
Botswana'’s exports are indeed essentially based on diamonds (more than 70% of exports in 20217).

1 Source: Harvard Growth Lab’s Atlas of Economic Complexity: https://atlas.cid.harvard.edu/countries/37/export-basket
16
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Figure 10: SSA, selected countries, GDP per capita (constant 2015 US$), 1960-2022
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Source: World Bank World Development Indicators database, August 2023.

In addition, the issue of divergence remains questioned at the conceptual level. These differences in growth
trajectories may be seen as a ‘non-issue’. Growth rates are typically fluctuating and volatile, both in SSA and
in all countries. For example, concepts of cycles, or those of ‘growth acceleration’ or ‘deceleration’ (or ‘growth
collapse’) may be considered as more relevant explanations of countries’ growth trajectories (Hausmann et
al., 2005; Hausmann et al., 2006).
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Figure 11: SSA and world, GDP per capita annual growth rates, 1960-2022
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Indeed, the evidence that growth volatility is associated with types of economic performance (‘bad’ or ‘good’)
over the long run may be difficult to prove. As argued by Easterly (2005), there is no empirical evidence that
SSA's growth profile is that of a ‘poverty trap’ and trapping processes maintaining in stagnation: for Easterly,
empirical evidence shows that SSA countries experience growth, even if this growth is slow.
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Figure 12: SSA GDP per capita (constant 2015 USS$) (left axis), GDP growth and GDP per capita growth
rates (right axis), 1960-2022
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Source: World Bank World Development Indicators database, August 2023.

Growth rates are typically unstable over time, whereas country characteristics remain stable. Many studies
have argued that external shocks (e.g., on terms of trade) explain most of the variability in growth (Easterly
et al., 1993): technological change determines long-run growth, while country characteristics determine
relative income levels.

3. GROWTH PATHS: KEY MAINSTREAM ‘BASICS’
5.1 MAINSTREAM MODALITIES OF CAUSATION

Until the 2000s (where the rise of ‘big data’-based studies has blurred the landscape, perhaps inducing a
more ‘pluralist’ mainstream, Davis, 2006), mainstream neoclassical economics may be characterised by
being based on, besides the concepts of utilitarianism and optimising rationality, that of equilibrium?,
Mainstream economics is therefore inherently confronted with the difficulty of conceptualising cumulative
processes and path dependence.

2 Even if equilibria may be ‘punctuated, as in the evolutionary perspective explored by the neoinstitutionalist literature (e.g., Aoki, 2000).
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Indeed, as analysed by Sindzingre and Tricou (2023), ‘old’ neoclassicism, which roughly emerged in the 1870s
and declined from the 1970s onwards, typically assumes that in a perfectly competitive economy,
equilibrium prices achieve coordination between price-taking agents, leading to an efficient competitive
equilibrium. The theoretical framework is defined by two elements: general equilibrium analysis and perfect
competition. In this vein, ‘new’ neoclassicism, which underscored strategic rationality, market failures and
imperfect information, may not be a change in the paradigm, contrary to Stiglitz' (2002) assertion, as it
remains based on rationality optimisation and interindividual equilibrium.

Equally, a foundational methodology of mainstream economics is that of mathematical modelling - as
recognised both by mainstream economists (Lazear, 1999) and ‘heterodox’ ones, and examined by a vast
critical literature (e.g., Velupillai, 2005; Lawson, 2012). This pre-eminence of mathematisation is not only a
mere matter of methodology, but is an epistemological engagement, as phenomena that cannot be
addressed via statistical-econometric modelling are in fine placed outside the field of economics - and for
mainstream economists, this pre-eminence must also be protected from loose and non-rigorous uses of
models (Romer, 2015). Causation is therefore mainly addressed via models. It must be mentioned that
heterodox research also uses modelling (e.g., post-Keynesian research, agent-based models, among others).

Given this pre-eminence of methodology over explicit epistemological reflections, and as statistics and
econometrics have constituted the dominant methodology, correlations, whose credibility is reduced to
success in a variety of tests, are most often sufficient to be viewed as a causation.

In growth economics, besides econometric exercises using, for example, the canonical Solow model (which
is a competitive general equilibrium model), endogenous growth assumptions or other types of growth
regressions (e.g., using dummy variables), and focused on the signs and size of coefficients and residuals,
the analysis of growth may also use the method of growth accounting. The latter explores the channels
(factor accumulation vs. increased factor productivity) of variations in growth rates in the equation Y=AK®
(LH)"*with A being the total factor productivity/TFP (which measures a combination of changes in efficiency
in the use of those inputs and changes in technology; H being the measure of educational attainment, and
a the capital share) (Bosworth and Collins, 2003). Here again, channels underlying variations in an equation
cannot be considered as causation.

5.2 MAINTAINING THE FRAMEWORK VIA THE ABSORPTION OF CONCEPTS FROM OTHER
SOCIAL SCIENCES

In view of facts that did not entirely align with theories of convergence, mainstream economics argued that
it enriched its analysis of the causation of growth trajectories in adding non-economic variables to the usual
ones in econometric models (e.g., investment, education, productivity, among others). Typical of non-strictly
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economic variables, ‘institutions’ - e.g., economic, political, unwritten social norms - were thus added in the
1990s within equations modelling the determinants of growth, as supplementary variables that would refine
explanations of the differences in growth levels or rates (Sindzingre, 2021a).

Yet it may be argued that these extensions do not depart from and actually strengthen the mainstream
framework. This inclusion of a concept that is at the core of neighbouring social sciences has been more an
absorption of it within the mainstream framework than a venture of economics into other social sciences
(Sindzingre, 2017). Institutions were thus conceived more in terms of their functions than contents (the well-
known ‘reduction of transaction costs’, North, 1990; 1991). The definitional traits of institutions that could
be kept have only been those that could be transformed into quantifiable ‘institutional variables’ that
econometric models and growth regressions can include: for example, numbers of ethnic groups for an
institution such as ‘social fractionalisation’, numbers of parties for ‘democracy’, etc. Most economic studies
ignored the non-quantitative literature in political science, sociology, anthropology, as well as the intrinsic
heterogeneity of the concept of institutions.

Reflections on the differences in growth trajectories have led to the incorporation of politics and political
economy. Yet in mainstream political economy, the concept of politics has been absorbed by and diluted in
economic concepts, as the incorporation of politics has been theorised via rational choice and public choice
approaches (Bates, 1981): indeed, the latter fit into the neoclassical framework as both assume individuals
who are self-interested and driven by incentives and gains-maximisation (e.g., politicians). Macroeconomic
effects are outcomes of these individual calculations. This incorporation of political phenomena has similarly
been driven by the possibility of modelling them and implementing cross-country regressions exploring the
impact on growth of these ‘variables’, for example the effects of political regimes (e.g., democracy) on growth
(Przeworski et al., 2000). Conceptualisation of states has remained thin, as shown by simple qualifications
of states in developing countries as ‘failed’, ‘fragile’ or ‘collapsed'.

As with studies that include ‘institutions’, the results of these econometric exercises are often inconclusive
and contradictory, because the causes at stake - institutions, political regimes, etc - are inherently
multidimensional concepts, and hence causalities are dependent on the definition of the concept, on
contexts, space and time - as was long demonstrated by social sciences.

The endogeneity of causalities that involve institutional, political economy and economic growth has
certainly been examined by mainstream economics, for example via the concept of ‘endogenous policies’
(Kydland and Prescott, 1977; Acemoglu, 2002): governments face an inherent problem of credibility because
there is no meta-level above government that has the coercive capacity to enforce government policies and
promises, and this endogeneity of political and economic institutions leads to stagnation. It is here assumed
that political attitudes are determined by economic incentives; the form of political and economic
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institutions results from conflict between groups that have diverging interests (‘elites’, ‘citizens’), and the
causal framework keeps the concepts of optimising rationality, incentives, securing of property rights.
Differences in growth trajectories are also explained by political economies based on extraction, where
governments have neither incentives nor interests in fostering growth (Acemoglu and Robinson, 2006; 2012).

Caught in the market efficiency assumption and Keynesian paradigms rejection, mainstream economics
from the 1970s onwards also minimised the causality of the contribution of public policies to growth, notably
industrial policies. Yet post-WWII ‘founding fathers' of development economics considered state intervention
to be necessary to correct coordination failures in interdependent investments in industry and move the
economy out of a ‘low-level equilibrium’ trap: the state was viewed as the only entity able to reallocate factors
(capital, labour, land) in poor countries and able to implement the ‘big push’ necessary for addressing
coordination failures (Rosenstein-Rodan, 1943; Adelman, 2000). Regarding developing countries, these
views were reinforced by international financial organisations (IMF, World Bank) (‘government as a problem’,
‘Washington consensus’, among others). Even if the abovementioned ‘new neoclassicism’ displayed in the
2000s more nuanced views of state intervention via concepts such as information asymmetries or market
failures, and a reappropriation of the argument of underdevelopment as a consequence of coordination
failures, even despite de facto huge public finance bailouts and ‘whatever it takes’ stances from the 2000s
onwards, the conceptualisation of the state’s contribution to growth has remained confined to limited roles
and the mainstream causal framework has remained broadly stable.

4. EXPLAINING GROWTH TRAJECTORIES: THE RELEVANCE OF THE CONCEPT OF
CUMULATIVE CAUSATION

Despite the extension by mainstream economics in the second half of the 20th century of the determinants
of growth to variables from neighbouring social sciences, reflections on the nature of causalities involved
thus remained under-addressed, in particular key mechanisms of causation represented by concepts such
as cumulative causation, increasing returns and non-linearities.

Post-neoclassical models of growth have used the concept of increasing returns, particularly those
stemming from the accumulation of knowledge such as in endogenous growth models, for example via
increasing returns to specialisation (Romer, 1987; 1990) or Schumpeterian destruction (Aghion and Howitt,
1992): yet, as emphasised by Romer, these models refer to, e.g., a competitive equilibrium with endogenous
technical change (1986), and remain within the framework of equilibrium (e.g. for specialisation,
‘decentralised competitive equilibrium with externalities’, Romer, 1987). Similarly, even ‘unified growth’
theories, despite emphasising cumulative processes and non-linearities, often develop dynamic general
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equilibrium models (e.g.., Galor et al., 2004). Equally, even if long-term history has become a significant topic
in mainstream economics, it is more often addressed through the analyses and correlations of databases
than through concepts such as, e.g., ‘path dependence’.

The cumulative causation framework mobilises concepts such as feedback processes, lock-in devices,
irreversibility, tipping points and threshold effects. Even if some authors, for example in complexity
economics, use the concept of equilibria, these are multiple - e.g., ‘high’ and ‘low’ equilibria - and are more
conceived as ‘attractors’ or ‘basins of attraction’. In contrast, mainstream economics, in particular general
equilibrium theories, tends to focus on questions such as the existence, efficiency or uniqueness of an
equilibrium. Mechanisms of cumulative causation lead to convergence and divergence, as equilibria are
processes that reinforce themselves. It is argued that cumulative causation is a more powerful tool for
analysing divergence in incomes across countries or individuals, both at the macro and the micro level.

4.1 CUMULATIVE CAUSATION WITH HETEROGENEOUS CAUSALITIES

Beyond the trivial point that the theoretical framework of cumulative causation enables the view that
causalities may aggregate, its key dimensions are: i) that it allows for considering that causes can be
combined and that these causes are numerous, heterogeneous and involve concepts built by various social
sciences: the effects of single causes taken separately may differ from those resulting from their
combination; ii) that the framework of cumulative causation and ‘traps’ enables analyses where economics
is fully integrated with the other social sciences - despite the neoclassical paradigm aiming to establish a
separation and hierarchy (the ‘superiority’ of economics, Lazear, 1999).

Cumulative causation has been explored for a long time in ‘heterodox’ studies. Yet it must be mentioned
that the concept of increasing returns has been also used in mainstream economics, notably by Krugman
regarding international trade and geographical effects (Krugman, 1985; Krugman, 1991). Indeed, Krugman'’s
(1991) analyses of regional divergence acknowledge the relevance of the concepts of circular causation
elaborated by Gunnar Myrdal and that of positive feedback elaborated by Brian Arthur, and beyond, the
theoretical frameworks of Brian Arthur and Paul David.

In a ‘genealogical’ perspective, a pioneer conceptualisation has been that of Allyn Young (1928) with the
notion of increasing returns (due to externalities from capital accumulation). A key thinker of increasing
returns has been Nicholas Kaldor (1967; 1981), who also emphasised the ‘irrelevance of equilibrium
economics’ (Kaldor, 1972; 1985). His ‘growth laws' argued that manufacturing is characterised by increasing
returns to scale - while the role of initial conditions remains debated. The Kaldor-Verdoorn Law based on
dynamicincreasing returns to scale elaborates the possibility of endogenous technical change (Kaldor, 1957;
Michl and Tavani, 2022). Kaldor made increasing returns and endogenous growth the basis of his theory of

growth and his criticisms of conventional ‘equilibrium economics’. Kaldor argued that industrialisation is a
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cumulative process in which the development of industries producing consumer goods precedes the
development of those producing capital goods, and where production for sale precedes production for
export (Argyrous, 1996). Albert Hirschman also emphasised the importance of increasing returns. These
earlier scholars were aware of the potentially destabilizing effects of increasing returns (Skott and Auerbach,
1995).

The concept of cumulative causation has its origins in the writings of Thorstein Veblen (1898) and Gunnar
Myrdal (1944; 1957; 1968), who developed that of ‘circular and cumulative causation’, and these concepts
have permeated the work of institutionalist authors (Toner, 1999 for a synthesis). For Kaldor (1970), circular
and cumulative causation was in fact ‘nothing else but the existence of increasing returns to scale (..) in
processing activities'. It has been underscored that Young and Kaldor theorised cumulative causation more
in terms of economies of scale, while Veblen and Myrdal theorised it more in terms of institutions (Fujita,
2004). Indeed, theoretical perspectives differed, Kaldor providing a taxonomy for investigating the industrial
development of individual countries, and Veblen and Myrdal approaches developing the notion of
cumulative causation in an evolutionary perspective (Argyrous, 1996; O'Hara, 2008) - though Veblen referred
less to the concept of positive feedback than to sequences of causal links (Hodgson, 2009, who underlines
that Young was an admirer of Veblen). Cumulative causation shows that an economy exhibits dual
characteristics, i.e., the coexistence of advanced and backward sectors, as well as the importance of
increasing returns (Skott, 1985).

As shown by Leon-Ledesma (2000), these cumulative causation models could be assimilated to ‘endogenous’
growth models: however, they differ from mainstream endogenous growth theories as cumulative growth
models do not assume the existence of a general equilibrium and therefore the main driver of growth is
demand. These theories thus contributed to the elaboration and consolidation of non-equilibrium
economics - or at least more nuanced views of the debate on equilibrium vs. historical time (Setterfield,
1997a) -, as well as evolutionary economics (Berger, 2009). These lines of research inspired by T. Veblen, G.
Myrdal, A. Young, or N. Kaldor have constituted major alternatives to mainstream views.

The framework of increasing returns and cumulative causation remains central in heterodox studies,
including post-Keynesian and institutionalist fields. Among others, for example, Setterfield (2001) has thus
revealed that increasing specialisation, concomitant increases in the complexity of the social organisation of
production, and the proliferation of interrelatedness between components of the production process
constitute factors of growth. Equally, regarding developing economies, Schwardt (2013) has shown that
development may be slower (or not) depending on the institutional environment and the latter's
combination with technology, and underscored that reversals of prior advances are always possible.
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The explanatory power of the framework of cumulative causation appears even more clearly when
associated with the concept of ‘lock-in". As early as 1943, Paul Rosenstein-Rodan showed the relevance of
‘lock-in" phenomena as key causes of underdevelopment and the role of spillovers effects, the importance
of coordination in the dynamics of growth, and the possibility of ‘underdevelopment traps’. The concepts of
lock-in processes (e.g., by historical small events), path dependence, and self-reinforcing mechanisms have
grounded the field of complexity economics (Arthur, 1989; 1994a; 2021): growth trajectories differ because
certain equilibria lock-in economies in processes that are detrimental for growth, and self-reinforcement
dynamics are possible that may lock individuals (or countries) into inefficient behaviour or equilibria. An
implication is that even with suitable initial conditions the same mechanisms can lead to either optimal or
inefficient equilibria.

David (1985) also conceptualised the mechanisms of lock-in (for example by technological choices, e.g., the
famous example of the QWERTY keyboard) and positive feedbacks, and in particular that of path
dependence. He showed that changes, typically small ones, may occur endogenously and that locking-in
equilibria may be optimal or detrimental (David, 2000). He insisted that path dependence does not mean
determinism - determinism having been a critique made to the cumulative causation framework, once initial
conditions are given and in the absence of shocks (Setterfield, 1997b). Such dynamic processes are also
cognitive, and they may imply the locking-in in mental models and beliefs (Arthur, 1994b; Sindzingre, 2007b).

In addition, cumulative causation processes typically generate trapping processes. Matsuyama (2009) thus
defined a poverty trap as a ‘self-perpetuating condition whereby an economy, caught in a vicious circle,
suffers from persistent underdevelopment'. Developing countries are characterised by the lack of demand
and the lack of support industries, which are mutually interrelated. This circular causation creates
underdevelopment traps. As shown by Matsuyama (2009), a mechanism that is common to
underdevelopment traps is the existence of external economies or complementarities, which generate the
circular causation: e.g., learning-by-doing externalities, search externalities; threshold externalities
characterising human capital; the vicious circles of limited market size and limited division of labour; limited
financial development; the vicious circle of low wealth-low investment; demographic traps; social norms. In
developing countries, the latter may often be those organising high inequality (e.g., gender, statuses) and
group memberships (Bowles, 2006) (castes being an example).

The explanatory power of the approach of cumulative causalities involving multiple causes - economic,
spatial, cognitive -, has been confirmed at the microeconomic level by the theories of ‘social interactions),
notably those of ‘neighbourhood traps’ (Durlauf, 2004) (e.g., urban ‘ghettos’ in the US) and ‘membership
traps’ (Durlauf and Young, 2001). These constitute ‘social poverty traps’ (in contrast with ‘national poverty
traps’ involving countries or regions, Durlauf and Shaoshadze, 2014): here, social disadvantage and poverty
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combine with education, limited tax collection, insufficient public policies (poor infrastructure) inducing the
importance of groups memberships, and beliefs of individuals regarding their future, which result in a
perpetuating and transgenerational poverty. Indeed, such approaches endogenise beliefs: beliefs may lead
to different outcomes in terms of income and perpetuate poverty.

Yet it must be underlined that circularity does not imply vicious circles. Complementarity is here a crucial
concept: if complementarity exists, ‘nothing succeeds like success, and poverty becomes its own cause’
(Matsuyama, 1995). Similarly, Azariadis and Stachurski (2005) argue that there is always the potential, even
small, to escape any basin of attraction.

The key point is that all these processes constitute deviations from the competitive neoclassical benchmark
and explain growth and income differences more accurately (Azariadis and Stachurski, 2005).

Importantly, the conceptual framework here involves combinations of many causalities. As highlighted by
Halland Whybrow (2008; 2009) circular and cumulative causation focuses on ‘continuity and continuousness’
and emphasises the interactions between all dimensions of human beings. Beyond economic concepts, it
includes social norms, institutions, public policies, politics, and it is a framework that integrates all social
sciences.

4.2 CUMULATIVE AND MULTIPLE CAUSATIONS: CONTRASTING REGIONS, E.G., EAST ASIA
AND S5A

Cumulative causation processes involve heterogeneous causalities. Moreover, the effects of these
causalities vary and evolve with time, and they can be either short-, medium- or long-term determinants.
Equally, the forms’ of cumulative causation processes, being distinct from the specific content of causes,
may differ and generate distinct outcomes: For example, for countries, growth rates fluctuate more than
income levels. Phenomena that remain stable in time, like institutions and social norms, are therefore less
likely to participate in the causation of growth rates than in the causation of long-term income levels.

Regarding Sub-Saharan African countries, due to their common characteristic of heavy dependence on
primary commodities for exports, growth rates have been driven by the volatility of commodity prices, which
is induced, among other causes, by the fluctuations of external demand (e.g., from industrial countries, or
China).

These fluctuations may not be causalities of long-term growth. Indeed, among others, a long-term
determinant of growth is structural change, which is based on trade diversification and productivity growth
with reallocation effects due to movements of labour from low to high productivity sectors (McMillan and
Rodrik, 2011). Importantly, structural change is a holistic process, which involves the entire society: as
emphasised by Matsuyama (2008), it is a ‘complex, intertwined phenomenon, not only because economic
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growth brings about complementary changes in various aspects of the economy (..), but also because these
changes in turn affect the growth process'.

Figure 13: SSA growth rate (right scale) and commodity prices (annual price index, real 2010 US
dollars, left scale), 1960-2022
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Sources: World Bank Commodity Price Data, http://www.worldbank.org/en/research/commodity-markets; World Bank
World Development Indicators database, October 2023.

This dependence on commodities for their exports is a major vulnerability of SSA countries’ long-term
growth because commodity prices are inherently volatile, which induces the volatility of growth rates, which
in turn has detrimental effects because growth volatility negatively impacts income levels. Indeed, the
volatility of determinants of growth per se appears to have negative effects on long-term growth (Ramey and
Ramey, 1995; Imbs, 2007).

In contrast, the East Asian countries (‘developmental states’) that experienced ‘catch-up’ had few natural
resources, which may have been an incentive to labour-intensive industrialisation. Additionally, these
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countries started their growth with high levels of human capital (Noland, 2012 for Korea). For their part, SSA
countries are characterised by low levels of education and health?.

Equally, in East Asia, both market-based (Japan, Korea) and partially market-based economies (China) had in
common to be ‘strong’ states. Notably, these states had the capacity to implement policies. Public policies
are indeed viewed as key factors of growth for neoclassical or endogenous growth models, e.g., building
physical or human capital, or fostering innovation. East Asian states focused on industrial policies
conditional to growth, also including education and the competence of bureaucracy. Public policies were
more directive policies than direct investment in the economy (Huff et al., 2001). Public policies preserved
market mechanisms (Wade, 1990; Aoki et al., 1996; Sindzingre, 2007a). In China, industrialisation has been
and still is the cornerstone of growth since the opening policy and the inception of its spectacular growth
from the 1980s onwards (Zhao and Ruet, 2021; Sindzingre, 2021b). Combined with many other causalities,
the capacity to devise growth-oriented, credible, and legitimate public policies has constituted an important
causality underlying the growth of these states.

For their part, following the first stabilisation and adjustment programmes of the early 1980s, public policies
in most SSA economies were shaped by external organisations, notably the international financial
institutions (IMF, World Bank). In line with mainstream views on markets and competition efficiency, these
institutions conditioned their financing to the reduction of state intervention - with a particular aversion to
industrial policies, which were seen as unacceptable ‘distortions’.

Furthermore, many East Asian states demonstrated a capacity to channel rent-seeking and underscored the
key causality of politics in the growth process: growth was instrumental for rulers in building their political
legitimacy (as in China). In contrast, many SSA states remain characterised by clientelist political regimes
(Sindzingre, 2012a).

In sum, in Asian developmental states, cumulative causation involved public (industrial) policies combined
with ‘'strong’ states, capable bureaucracies, high levels of human capital, long-term political time frames, with
countries’ growth being instrumental to rulers’ interests. In contrast, in most SSA countries, public policies
have been devised by rulers driven by private interests and by external international financial institutions.
This has combined with bureaucracies plagued by clientelism and a weak consolidation of political
institutions. This has shortened the time frames of rulers - long-term growth not being these rulers’ interest
-, which in turn has reinforced for citizens the lack of credibility of public policies, and a political economy
dominated by private interests and fragmented social groups viewing the state as a resource to ‘capture’.

3 For SSA, a literacy rate of 67% of all adults above 15 in 2020, from 49% in 1985 (source: World Bank World Development Indicators, July 2023).
28



ceqQ

CENTRO DE ESTUDOS SOBRE
AFRICA E DESENVOLVIMENTO

ISEG - Universidade de Lisboa

ISSN: 2975-9692

In SSA, the above nexus has combined with specific endowments, i.e., primary commodities, exposing to
external shocks due to the volatility of commodity prices, resulting in the need for IMF conditional lending,
but conditional on inappropriate policies, leading to decades of a ‘basin of attraction’ (‘low equilibrium’) of
conditional lending-cum-stagnation. Additionally, the requirements by donors from the 1990s onwards for
the simultaneous implementation of economic and political reforms (‘democratisation’) exacerbated fiscal
problems within a context of patronage politics.

In SSA, this nexus also combined with geographical characteristics, e.g., the existence of landlocked
countries, low labour-land ratios that have hindered tax collection, the provision of public goods (hence
limiting states’ capacity, notably to conduct efficient policies), the dissemination of innovation and the
increasing returns to scale of agglomeration. These characteristics contrasted with East Asia’s long history
of demographic density.

The abovementioned stylised facts show that SSA growth trajectories exemplify vicious circles and exhibit
the theoretical features of detrimental cumulative causation, threshold effects and tipping points, and
entrapment into low equilibria (Sindzingre, 2012b). These causations are characterised by circularity and
endogeneity: e.g., differences in institutions lead to different policy choices; or geography influences
institutions while being influenced by them, institutions not being exogenous. Some studies have asserted
that there are hierarchies in causations, and in particular that institutions would be primary causes of
growth, e.g., surpassing the impact of geography or trade integration (Rodrik et al., 2004). Yet, as shown by
Engerman and Sokoloff (2003), growth cannot be entirely explained by institutions.

In fine, the contrasting growth paths between SSA and other parts of the world, such as East Asia, which
experienced sustained growth and, in some cases, convergence, demonstrate the relevance of the concept
of cumulative causation, as it allows for the involvement of a multiplicity of combinations of causes.

Yetitis important to emphasise that the effects of these combinations are difficult to predict ex ante. Equally,
in cumulative causation processes, by definition, a causality does not act in isolation and outcomes always
result from combinations of causes. Also, cumulative causation processes ‘are not fate'. As highlighted by
Brian Arthur or Paul David, large changes may arise from small events, and cumulative causation does not
mean determinism.

5. CONCLUSION

Departing from the empirical observation of the divergence in incomes and growth paths across countries,
particularly visible in the Sub-Saharan African region, this article has underscored the limitations of the
theoretical explanations of growth emphasised by mainstream economics regarding the understanding of
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the mechanisms behind these divergences - including when mainstream economics attempted to improve
models with non-strictly economic variables.

The article has shown that the conceptual framework grounded in the concept of cumulative causation -
along with the related concepts of non-linearities and trapping dynamics - offers a greater explanatory
power regarding the processes underlying differences in growth and income across countries. This
framework, by definition, allows causation to be cumulative and heterogeneous (involving economic
structures, beliefs, norms, public policies): here the effects of causes taken separately may differ from those
resulting from their combination. This framework is thus a core tool for reflections on complexity. Stylised
facts from the growth trajectories of East Asia and Sub-Saharan Africa have been used as empirical
illustrations of these combinations of causes.

Moreover, this conceptual framework enables the conceptualisation of an important element of ‘heterodox’
economics, i.e., that the causalities of economic phenomena result from combination of causes that may
pertain to a society as a whole and therefore may involve all other social sciences. After decades of
mainstream economics constantly attempting to epistemologically separate economics from other social
sciences, this framework thus allows for a full reintegration of economics into them.
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