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Abstract: The discussion of aiming at zero economic
growth has re-emerged in late 2000s after the
financial crisis coinciding with environmental
concerns. Here we see a parallel with the concept of
zero economic growth in 1970s, i.e., steady-state
economy in Herman E. Daly’s word. The oil crisis
stimulated some scientists to rediscover and to
rethink the limit of growth, especially towards the
way it had turned out in the modern economy. Why
the 1970s movement did not succeed in shifting the
paradigm? What makes the paradigm shift more
likely to occur nowadays? This paper makes an
attempt to answer the question from the perspective
of neo-institutionalism. Besides, the discussion about
steady-state economy or prosperity without growth
mostly focuses on developed countries. The
possibility of its occurrence in developing countries
is hardly addressed. Here I would like to shift the
focus to the potentials of developing countries to take
this route. First, low income countries which score
high in specific development indicators are identified.
Data of GDP per capita, life expectancy at birth, and
adult literacy rate are taken from Human
Development Index year 2007. Additionally, the
index of life satisfaction (year 2006) is employed.
Countries which score low in life expectancy at birth,
adult literacy rate, or life satisfaction but with rela-
tively higher level of GDP per capita are selected for
comparing with the former. Document analysis and
open-ended interviews are employed in order to
identify possible factors that lead to the good
performance of the aforementioned low income
counties. Furthermore, factor analysis is conducted in
order to investigate the aggregated development
factors. The findings are to be compared with
elements identified in the above low income but well
performed countries and with aforementioned factors

of paradigm shift. The purpose is to identify the
underlying factors for development. This paper
concludes with implications for development policies
and development studies for the developing world.
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I. INTRODUCTION

ow to flourish with zero-growth/de-growth?
Sometimes, to answer a fundamental
question like this, history instructs. Research

debate in 1970s lays the ground work for
development without growth, such as Space-Ship
Economy by Boulding (1966), Limits to Growth by
Meadows et al (1972; better known as by Club of
Rome), the application of Net Energy concept by
Odum (1973) and Steady-State Economy by Daly
(1974). Prosperity without growth is, however,
expected to be a controversial topic especially for
developing countries. This concept goes against the
catching-up and convergence hypotheses that have
been rooted in most literature on economic growth
and development studies.

I do not advocate going against growth in developing
countries. The reason for asking developing countries
to be aware of their development patterns is based on
the fact that once the traditional value, traditional
skills and social ties disappear, it is costly to recover.
These are the assets. Just like the environmental
assets! Under what conditions that a developing
country can focus on development without having
economic growth? What should developing countries
do to prosper if it does not aim at having economic
growth? This article is a preliminary effort in this
regard.
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II. WHY THE SHIFT IS MORE LIKELY THIS TIME? A
NEO-INSTITUTIONALISM PERSPECTIVE

Why would the shift to the paradigm of faviouring
zero growth more likely to occur now, comparing to
1970s? This section outlines the answer employing
neo-institutionalism. Structure of the society, by
definition, consists of basic determinants of
performance (North, 1981). Neo-institutionalism
explains the structure of the society and its change
using the following three theories: the theory of
ideology, the theory of property right and the theory
of state. Even though this section is evolved mainly
along neo-institutionalism, the discussion also
contains traits of neo-classical economics.

2.1. The change of ideology: Concern of environment
and health

The thought in 1970s related to environmental
movement. However, the revival of this thought
nowadays covers not only concerns for environment
but also pursuits of mental and physical health,
failure of trickle down effect on income distribution,
and lifestyle of down-scaling. Gaining the key to
happiness becomes one of the major concerns in our
current society in which rate of mental illness is
higher than that in 1970s. The importance of leisure
is reflected by increasing tourist number and the
voluntarily decreased work hours. Since the
opportunity cost of working an additional hour (and
receiving additional income) is the leisure forgone,
according to neo-classical economists, an increase in
leisure value may then make the choice of long-hour
work expensive. Neo-classical economics here can be
applied to explain the phenomenon of voluntarily
reduced work hours. The increasing scale of
inequality occurs not only in the developing world,
but also in OECD countries. The trickle down effect
which is supposed to bring wealth to the poor simply
does not occur in the way its hypothesis suggests.

Additionally, the set of consumer’s preference has
changed. In neo-classical economists’ word, what
one places in a utility function has altered.
Consumers are inclined to favour traditional, local,
environmental and hand-made and tailor-made
commodities. Organic products and slow food are
products available and to a certain extent also
affordable for the general public. However, neo-
classical economists’ assumption of ‘preferring more
goods’ is to be re-considered. The reasons are three:
First, there is an increasing environmental awareness.
This can of course partly be attributed to Schumacher
(1973)’s work ‘Small is beautiful’. The second
reason was pointed out by Daly (1973): It is the
(capital) stock that we should aim at increasing, not
the flow. However, this argument does not stand
while talking about fashion. Thirdly, responsibility
comes along with possession. Apart from requiring

space to accommodate them and resources to
maintain them, the increasing adoption of disposal
fees in societies does impose an additional cost of
owning more.

2.2. The change of property rights: Internalising
externalities

Nature provides various functions of sustaining
livelihoods: forest provides firewood, wildlife offers
nutrition and wetland retaining flood and purifying
water. Once the function is lost, restoring destroyed
natural resources or replacing it with engineering
work is often costly. Odum (1973) names it
‘economic handicap’. Conservation seems to be an
economic option, especially for the developing
countries which still possess these natural assets.
Here are the two aspects concerning the change of
property rights that may help avoid a society’s
turning into ‘economic handicap’: application of
property rights that internalise externalities and
increasing attempts of community-based
management. Both of them are employed to avoid the
route of ‘destroy first; then recover.’

First, North (1981) explains technology
improvement, what neoclassical economists consider
to be the driving force of economic growth, is
stimulated by the institutional changes that
approximate private return with social return. In the
application of environmental protection, economic
instruments such as fees and taxes which bring the
private cost close to the social cost. Thus, the cost of
consuming more or of producing more has increased
wherever this internalization mechanism is
comparatively more in place nowadays. Secondly,
community-based management gains its attention
again after Ostrom’s 2009 Nobel Prize. Community-
based management requires cooperative management
within the community and exclusion of outsiders by
local users. In other words, certain user rights are
tailored and enforced by community itself, rather
than the usual State. Appropriation of resources in a
fair and sustainable manner and social capital, rather
than financial aid, are key to the success of
management of this sort. Social capital is therefore
crucial to achieve this aim.

2.3. The change of State: transformation of the
relation between state and the economy

State often plays the role of specifying and enforcing
property rights and other regulations. However,
compliance can also be done via informal institutions
such as norms, moral suasion, and ethical concerns.
These factors may relate to the aforementioned
ideology change. Even if enforcement is in place,
these factors may also help reduce enforcement costs.
Polanyi (1944) suggests the economy grows into a
strongly equivalent power to State during the
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Industrial Revolution. The strength of the economy
has grown stronger and stronger. Nowadays, the
more and more freely mobalised production factors
and products, together with multi-national
enterprises, further raise the bargaining power of the
economy. Even so, State still has its role to play.

While the environmental awareness is growing
internationally, most states can hardly shirk their
environmental ‘responsibility’. Enforcing property
rights in environmental goods and services is
sometimes attractive to states because it brings in
revenue such as fees and taxes or green business.
State’s concern of the economy also reflects on its
economic policies. For instance, there are some
institutional changes such as cutting working hours to
create jobs. The Wassenaar Agreement was reached
in 1982 between employers’ organisations and labor
unions in the Netherlands. Its purpose was to restrain
wage growth in return for the adoption of policies to
combat unemployment and inflation, such as
decreasing working hours and increasing part-time
employment. The agreement has been credited with
ending the wage-price spiral of the 1970s and
reducing unemployment. Policies of this sort may
avoid unemployment problems for an economy
which chooses to develop without growth.

Apart from the aftorementioned three theories,
transaction cost also has an important role to play in
the analysis of neo-institutionalism. Of course, a
substantial transaction cost may hamper current
system’s transformation to a better system. The
economic crisis started in 2008 prepares the public
for income reduction and savings. It therefore helps
reduce the transaction cost of this transformation.

III. SOME FACTS – COULD LOW INCOME COUNTRIES

PERFORM WELL?

It is commonly recognised that life expectancy, adult
literacy, and life satisfaction do not increase further
with GDP per capita once a country reaches a certain
level of wealth. Rather than looking at the rich end of
the spectrum, I would like to draw your attention to
the varied performance of low income countries. In
other words, with GDP per capita below 4,000 US
dollars for instance, there is huge difference between
life expectancy (around 30 years of age), large
discrepancy of literacy rate (more than 70%), and
huge difference of life satisfaction (more than 4
points out of 8 as the full mark). What lessons can be
learnt from some of these developing countries which
are in fact rather developed in certain aspect but with
low GDP per capita? Three indicators, namely life
expectancy at birth, adult literacy rate and life
satisfaction are applied to identify potentially
interesting cases.

3.1. Life expectancy at birth of countries with GDP
per capita below 4,000 US dollars in 2007

Figure 1 shows life expectancy at birth of 182
countries with corresponding GDP per capita. Among
them, 7 countries whose GDP per capita are below
4,000 US dollars have their life expectancy at birth
above 70 years. They are, from lower to higher GDP
per capita, Occupied Palestinian Territories (Middle
East), Nicaragua (Latin America), Viet Nam
(Southeast Asia), Cape Verde (Central Atlantic
Ocean), the Philippines (Southeast Asia), Indonesia
(South Asia), Tonga (South Pacific Ocean), and
Honduras (Latin America). Among them, Viet Nam,
the Philippines, Indonesia, and Honduras have a
national or unified health system. Basic medication is
provided at relatively lower cost and with easier
access. While there is no information available in
Occupied Palestinian Territories; Cape Verde and
Tonga do not have a national health system.
Geographically speaking, these 7 countries are no
land-lock. Instead, all of them have a long coastline.
Furthermore, the interview result from cases in Viet
Nam, Cape Verde, the Philippines, and Indonesia
also suggests social capital (close family bond and
community tie) serves as safety net, in this case, a
health insurance.

If the relation of life expectancy and income is, like
shown in Figure 1, positive but diminishing, we then
have 5 outlier countries. They are, from lower to
higher GDP per capita, Republic of Congo, Angola,
Swaziland, South Africa and Botswana. Note all of
them are African countries. Both Republic of Congo
and Angola suffered from civil war: Republic of
Congo in year 1997 and Angola during 1975-2002.
HIV/AIDS is the major cause to the low life
expectancy in the rest three countries. Their
HIV/AIDS adult prevalence rates are high in the
three relatively richer countries: 26.10% in
Swaziland, 18.10% in South Africa and 23.90% in
Botswana in year 2007. Pandemic also play a crucial
role in affecting life expectancy in some high income
countries. Equatorial Guinea’s GDP per capita is
30,627 US dollars. However, its life expectancy at
birth is merely 49.9. The major reason for this low
life expectancy is malaria, which is however
‘preventable’.

3.2. Adult literacy rate of countries with GDP per
capita below 4,000 US dollars in 2007

Figure 2 shows the adult literacy rate of 182 countries
with corresponding GDP per capita. Among them, 5
countries whose GDP per capita below 4,000 US
dollars have their adult literacy rate close to 100%.
They are, from lower to higher income, Tajikistan,
Kyrgyzstan, Moldova, Guyana and Tonga.
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Life expectancy at birth v.s GDP per capita of 182 countries
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Figure 1: Life expectancy vs GDP per capita

Adult literacy rate vs GDP per capita of 182 countries in 2007
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Figure 2. Adult literacy rate vs GDP per capita
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All of them adopt compulsory educational system
and are able to carry it out. On the other hand, adult
literacy rates of 7 countries with income higher than
4,000 per capita are ranging between 50% and 80%.
They are, from lower to higher income, Morocco,
Bhutan, Egypt, Angola, Belize, Tunisia, and Algeria.
Except from Bhutan, all other 6 countries also
implement a compulsory education system. However,
most of their literacy rates are skewed to male
(Morocco, Angola, Egypt and Algeria). Apart from
Angola, a Christian country and came out from a
long civil war (1975-2002), the rest three are muslim
countries. In Egypt and Angola, it is also skewed to
rich regions/urban areas.

3.3. Life satisfaction (data of year 2006) of countries
with GDP per capita below 4,000 US dollars in 2007

Figure 3 shows the life satisfaction of 176 countries
(rather than 182, due to data availability) with
corresponding GDP per capita. Among them, 10
countries whose GDP per capita below 4,000 US
dollars in 2007 score above 6.5 out of the 8.0 scale.
They are, from lower to higher income, Timor Leste
(Southeast Asia), Sao Tome and Principe (Western
equatorial coast of Africa), Solomon Islands
(Southwestern Pacific Ocean), Kyrgyzstan (Central
Asia), Guyana (South America), Mongolia (East and
Central Asia), Vanuatu (South Pacific Ocean),
Indonesia (South Asia), Tonga (South Pacific
Ocean), and Honduras (Latin America).

Geographically speaking, Kyrgyszstan and Mongolia
are located in Central Asia and are land-locked, the
rest 8 countries are either islands (6) or with a long
coastline (2).

On the other hand, 5 countries whose GDP per capita
higher than 5,000 US dollars have their life
satisfaction lower than 4.5. They are, from lower to
higher income, Armenia, Ukraine, Belarus, Bulgaria
and Russian Federation. All of them are post-
communist countries. Inequality is often blamed for
the unhappiness. However, apart from Russian
Federation, none of the other 4 countries has its Gini
coefficient larger than 40. Interestingly, in the
aforementioned 10 high life satisfaction countries, the
high value of Gini coefficient in both Honduras
(53.8) and Guyana (43.2) indicates a phenomenon of
inequality.

Whether globalization brings more or destroys more
life satisfaction, the globalization index (KOF) does
not seem to reveal much information. 4 out of the 10
high level life satisfaction island countries are with
no data (Timor Leste, Sao Tome and Principe,
Solomon Islands and Tonga). The globalization index
of the rest 6 countries ranges from 55.27 to 63.85.
For reference, the index in the Netherlands is 89.92 in
2006 while Ireland tops the chart by 91.02.
Nevertheless, the globalization index of the 5 low life
satisfaction countries range from 53.46 to 74.85.

Life satisfaction (2006) vs GDP per capita (2007) of 176

countries
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IV. FACTOR ANALYSIS

The application of factor analysis aims at finding out
aggregated factors of development by examining the
correlation between development indicators. World
data is employed for conducting this factor analysis.
The aim is to obtain implications for developing
countries from the world perspective.

The result shown in Table 1 indicates four
components concerning development. Note
components 1, 3, 4, and 5 are highly or moderately
loaded by more than two factors. The possible
interpretation of these four components is the
following, respectively: institutions and basic
facilities, human capital, environment, and sector
related capital.

Even though an enormous number of indicators are
included in this factor analysis, it is worthwhile to
point out that cultural and value related indicators are
in general missing at the worldwide scale. Note
selection bias resulted from the developed world
researchers/decision-makers may also present.

V. REFLECTION

This paper employs neo-institutionalism to argue that
our society is more prepared than that in 1960s to
embrace development without growth. Whether this
is also applicable to the developing countries or not,
statistics offers some hints. Section 3 demonstrates
the fact that some low income countries can still
score high in some development indicators. Note that
most of these countries score high in one of some
aspects, not all though. Further investigation on why
they score low in other aspects will help answer
whether growth is the route to take or not.

Our factor analysis suggests that institutions,
facilities and various forms of capital are the crucial
factors in our measurement of national development.
Even though this result confirms concepts in
conventional development economics, it also reveals
the limitation of development measurement. There is
relatively insufficient availability of cultural and
value related indicators at the worldwide scale.
Before these data are in place, in-depth interview on
development factors will be conducted in further
research.

Even though it is still too early to answer whether it
is possible for developing countries to take the route
of developing without growth, some implications
could be drawn from here: Developing countries
should notice their strength in their social, cultural,
and other traditional assets. Copying developed
countries’ route does not guarantee success. After all,
developed countries may also make mistakes. If the
developed world would like to have their

development assistance effective, attention would
need to be paid to whether the aid/assistance affects
these ‘assets’ in the countries one intended to help.
Additionally, aid/assistance which aims to encourage
transition from developing status to more developed
status may cause instability to the society. In other
words, the transaction costs should be taken into
account.
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