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- Unit 1 _ '
Development and Underdevelopment - An Overview
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1.0 Introduetion :
Ihsmmmmﬂnmmmdmbmmmmn
evahatespetcapﬁammmasanmdexofdewhmﬁmﬂextendsonmdhmmgoﬁu
_ alteative measures of the development gap. Besides it tries to gweﬂnaowlnofpowtymd
"ﬂnwaysofmmwther&dmihMthmwh '
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1.1 Ob]ectlves _
On reading this unit students should be able to—
. Dzshngmshbetwcenﬂm concepts of economic growth and developnm
e Comprehend the limitations of per capita income as an index of development.
e Have an idea about the alternative mdxcatots of'the development gap. .

1.2 Cancepts of Economic Growth and Deveiopment : _
Growth and developmnnt, sometime these two terms are used synonymously Butthetmm
concepts are contrasting. ‘
Thetcnneconomwgmwﬂnsdm!gna[ed to an increase in output. Mnrepreclsclyecommw

gmwthreferstoasustamdmeasemcoumysouipmorpercapmmme Hnwever,thetm-m S

economic development is a2 more comprehensive term. Besides growth, economic Mhmt
involves progressive changes in the socio-economic structure of country. This implies a.s"teady_'
- decline of agriculture’s share in GNP and increase in the shares of other sectors like industries, trade;
banking etc, accompanied by a change in occupational structure. Economic development also means
‘structural changes in the institutions and organizations, change in the national output mix, reallocation
of resources and reduction in poverty, inequalities and unemployment. ' s 5
Thus,ononehandecomnucgmwthreﬁmmmeasemomput,whexasnntheothm'hand
dewhpmentlsgmmhphzschange '

: 1.3 Problems i in Beﬁmng Economic Development :

lnpmsmtmnesecommwdevelopmm mnotcomxderedasanmdmztsctfbutameansto
achieve higher and better objectives. However, the term development may mean different things to
different people so, some working definition has been developed 1o give a core perspective on its
meaning. Accordingly two main viewpoints evolved First, the traditional view of development and
second, the newecommicviewofdmbpmcnt. i

'ihditional\"ewcﬂ)welopment

- 1tdeﬁmsdmbpnmmﬂymmmmmedsﬁonaﬂymmnmdcwhpmmnmhm
a sustained increase in the grass national product (GNP).of an economy at 5% to 7% or more. In.
the past, economic development has been in terms of planned alteration of the structure of
production and employment. It implies a decline in argiculture’s share in both production and
employment and that of the manufacturing and service industries increases. Development strategics
often suggested are those emphasing on rapid industrialization at the expense of agriculture and rural
_dmmbpm&kwmthemﬁ&mvwwdﬁatmpﬂgammomﬂmdpacammmgmwthmum .
‘trickle down’ mﬂrmeﬂmmﬁmncﬁobsandoﬁmmmnmnppommmormuldm
wﬂa-dxsuilmtmnofthcecomnmamisoclalbmﬁtsofgmwlh




The New Economic View of Development — In the 1950s and 1960s many of the
developing nations did realise their economic growth targets but the living conditions of the general
masses remained unchanged. It was indicative of the fact that there was something wrong with the
narrow definition of development, So many economists stressed on the “dethroncmcnt of GNP”.
Consequently, mmmdwebmmmdﬁmdmmofmmmdpomty mqualnyatﬁ
. unemployment. Re-dlm'bmﬁomgmwthwaswhatbecmapopulmslogm. _
. mlmmmmammhmfmbpmgmmmmmmm
-mpercapﬁamonwonomhand,inﬂsbowdhﬁhormmpmvmmntmpowﬂymequahy
. unemployment and real incomes of the bottom 40% of their population. By eartier definitions of -
Mhmﬂmmmmmmmmmofmmmd&www
were not.

EmthBankleSﬂsmmdonmmmgmwthasﬂmgndofdw&mh
IIWItmeewbmeeponmﬁmtheclnﬁmgemdmhpMENWWlhc
qutyofhfe,nnrespm:ﬁcaﬂymﬁnwnﬂdspoommm

Thus, development has 1o be conceived as a multi dimensional process involving major changes

A ﬁwdﬂsmmmegaﬁ&udes'ofﬂnpmpbmdmﬁomlhs&iﬁmmmnmmduﬂnoﬁnqm&y

and eradication of poverty. Tlms,d:wlopmnagm&sammmeﬂwmcﬂywﬁmm
mﬂmbbtodmbkchmge "

_Check your pmgrm :
2. Distinguish betwen the traditional and new economic view of development.

1.4 Per Capita Income as an Index of Development : -
" Per capita income is commonly used as an index to measure the rate of development overtime,

‘Besides it also classifies countries into rich and poor. In the less developed countries, economic

growth was considered as a solution of all economic ills. Inté:mofpercapka’mmmeam'

mdmkxdew&axnemmaﬂmmkephwzfthemmnfgmwthofmlmm&m

of growth of population. C
Themmmﬁ)rfavumgdmnﬂexmasmmnedbehw

_ Frst,althoughpercapnammexsanavemgc,ntsrc;mscmmveofﬂxeﬁctﬁntammy
-asamd:ohwgettmgbeﬁaoﬁAmmgamagemmmmmmtthahmdwaihhﬂﬂyof
goodsa:ﬂm -

" Mum&&%monﬂwmmtyofﬂnofﬂnpeophmmmm

comﬁrmdewbpnnﬁcmkmvemmeanmgunlmsthepopuh&ngmwthmwkmmoi

- Thnd,ﬂmmdexsakohlpﬁﬂmcomgthchvmgsmrhﬁsmmmmu-

- xsalsouseﬁrlmeompmngﬂmrpaibmes




_ Percap:tamoomcasanmdexofdcvelopment!suseﬁxl,l'mtmtmtlmmhnmatmns.'{'hatam

some criticisms levell=] against it.

'First, thcpercapuamcomsﬁgmcmdlcawsmthmgabummetypmofgoodsandm
. produced in a country. Therefore, it fails to measure the welfare dervied from the consumption of
such goods and services and also the cost involved with increase in per capita income.

Second, Many goods and services donot pass the market and are thus not included in the
national income estimates. For mﬂmcc,unpmdfamiy labour or services done out uflove_{:r self-.
repcirs are not.(’:onsidemdapmduction-and are thcxefore not inchxded'inpermpita national

Thrd,mﬁonalmmmeesmnatcsandthcmeofumsemumdmatesmﬂnngabomme
exploitation and waste of natural resources involved. _
_ dec&anmreammmuomlmomalwaysmtmcesmlymeanequnabhmnA'
major portion of national production may be pocketed by a smaller segment of the population.

Morcom,pereapitah:coﬁnﬁgme“anmtalwaysbcusedfoﬂomparingmmicimlfam
amongst different countries. Estimates of national income especially in less developed countries '
mﬁmomnmmbhmmﬁ:mofbmandchnmof ;nmdeﬂators,i]h:emcy ahsmfrclnbie'
data and presence of large rural subsistence sector.

Again, the relative price structures are not the same in all countries. It poses as a difficultyin
making meangful comparisons of the per capital national income in different countries. )

'However, with all these weaknesses of per capita income as an index of development, perhaps
it is still the best indicator of development we have. Thjsmbccauseamempm'capnamw'

mmmmmmlmng standardsofﬂwgenaalmassesazﬂ:edmtm of poverty, which -
lswhatdevelopmentmn&

1.5 Alternative Measures of Development Gap : :
The deterioration in economic conditions of the bulk of population in less developed contries
' despite some growth resulted in the search for an alternative to GNP or per capita income as an
index of development. The led to the formulation of non-income indices of development by
economists. Morris D. Morris developed the concept of Physical Quality Life Index (PQIL) while -
economists EchaulS&edmadvoatedtiwedopﬁnnomeneedsappmachThcaﬂemptsﬁmﬂy _
paved way for the Human Development Index (HDI) introduced by UNDP in its first Human
mmmmnamk)wmﬁsmofmmmmm The measure
" has been enlarged and many rclated indices of human development like Gender-Related.
Development Index (GDI), Gender Empowerment Measure (GEM), Human Poverty Index (HPT)
were developed in the subsequent Humand Development Reports, by UNDP.




1.5.1 Physical Quahty Life Index :
~ MomisD. Momsdevdopedam@ommdexofﬂmcimmnts,mbgmchfecmmy'
the infmt mortality and literacy.

Figures for each indicator, theperﬁ)tmanocofdlﬁ?emmcamnmsmratedmascaleoflto
100; 1 representing the worst case and 100 the best case. The PQLI mdexm}lbehlghestat 100
for a country with the most favourable life expectancy, the lowest infant mortality and the highest
literacy in the world. Similarly the index will be the lowest at one for a country with the most
- unfzvourable life expectancy, the highest infant mortality and the lowest litéracy. Between these two
cextremes the other countries would be ranked depending on their respective PQLL

A country ranking high on this index means that a large number people have gained in terms
of physical quality of life. And if the PQLI, is rising in the subsequent years; the physical quality of
life is improving. However, acmnﬂxywnhiughpercapnammcdommmrﬁymkhnglm
inthe PQLI.

For eg- In the seventies, USA with a high per capita national income had PQLI at 96, so
against this, Netherlands with per capita income although not as high as USA score a higher ranking
with 99 in PQLI. In similar way, Sweden had PQLI at 100, with life expectancy at 75, the highest
in the world, infant mortality at 9, thehwestmthcwﬂd,mdhtemcyazcemm!mztsi’m
was lower relative to the USA.

) Mﬁam@ymﬂﬁxﬂr&mofhsdﬂwmﬂdmmhmm“nuﬂm
evenf;thasaiowpercapnammme PQLI is a better ofdmlnpmenthmausenstatm
Wmt@msnfﬂmthreemdnatomandmﬂectsomﬂdev&om
However, this index faces hurdles when applied to countries with vast and rapidly rising
population. n such countries per capita incomes are usually low and a very littlc can be spared for
. improvement in terms of the components of PQLI. Non income indices like PQLI can be useful o
whenhwmbhaﬁontepawpﬁamm : : |

1.5.2 Basic Needs Approach : . -
Theexpmmeofmzycmmmﬂytha]‘hnﬂ%rﬁmn&mh&abawnthﬁw

vmeasemthepetcapﬁamcomezsmtaszxﬂicmntmndmnnﬁarrap:dmgrcssmmectmgba
needs. Their experience confirms that poverty can co-exist with high degree of equaky. ¢
eradication of absolute poverty, particularly by me¢int the basic hmnmmexiswascmphasnsed

_ A set of indicators is required to measure the degree of deprivation in any society to fulfil th
objective of meeting basic human needs. Social indicators are broadly of two types— input indicators
and output indicators. The essential basic needs cover sixareas : hcath,basmedumnon,nmlon,_
water supply, sanitation and housing, - :

Hmksmdsﬁeetmcensﬁewdthnfoﬂowmgnﬁ:c&ammpmemaim ofthﬁessennal basic
needs :




Basic Needs ; Indicators

Heath — . Life Expectancy at birth
Education - Literacy, Primary school enrolment (as perccnt of popuhhnn
' aged 5-14 years)
Nutrition - Calorie supply per head.
Water supply - Infant mortality (per ‘000 births) & percent of populatwn
B : with access to potable water .
Sanitation - Infant mortality (per ‘000 births) percent of pcptﬂahon with
‘ ' access to sanitation faciime&
Housing _ = None.

- Of all these core mdlcamrs, except calorie supply per hcad, rest of the indicators are ontput :
- ndicators.

_ 'Ihesemedsarerrmmmbasm rcqu:rcmmnsandm]ustafaumpresemﬁuonofthemﬂbam
seeds of people. These needs may differ from society to soc:ety depcndmg upon the level of
ievelopment culture of a society etc. ~ '

But to conclude, this approach is concerned with the re:mva} of absolute poverty thmughthe '
firect provision of goods and services to the unprevilaged people. .

153 Human Development Index
' The Human Development Report, 1990, defined hlmmdevck}pmnasapmaess ofm]argmg )
people’s choices. It includes an opportunity to lead a long and healthy life, to be educated and to
enjoy a decent standard of living. Besides, other choices mchxle political freedom, other guaranted
human rights and various ingredients of self respect.
~ Human development paradigm thus embraces the entire society not just the economy. The
polmca!, cultural and social factors are of equal importance as the ecomnuc factors

Essentmi Components of Human Development— _
According to Mahbub-ul-Hag, there are four emmal Corrmonmts in the !nn:mn development
paradigm— equity, sustainability, productivity and empowerment.

~ Equity : Ifdevelopmenx means enlargment of peoplc’s cho&ces, people must enjoy equnabk.
access to opportunities. These opportunities may be in the form of redistribution of income,
equalisation of political rights, removal of social and leval barriers etc.
Sustainability : The next generation deserves the opportunity to enjoy the same rights as we
o0 now. So, it requires sustaining of human, capital an environmental opportunities. Sustainability is
‘a matter of distributional equity which requires sharing of opportunities between present and future
generations ensuring both intragenerational and intergenerational eqmty in access to opportunities.
' - 10 '




Pmdnctivitjr : It is an essential part of human development paradigm, which requires
investments in people so as to enabie them with a macroeconomic environment to achieve their
maximum potential. ' '

Empowerment : Empovw:mxent implics that people are in a position to exercise choices out
of their own free will. It requires investment in education and health of the people so that they can
take advantage of market-opportunities. Besides, it also requires an environment which gives people
access to credit and productive assets. And most importantly it requn-es empowerment of both
women andmen 5o that they cancompeteonanequal footing.

Thus, human development is ‘end’ of all activity and economic growth is just a means towards
this end. However, measurement of human development is not an easy task. A search for a
comprehensive measure to capture the various dimesions of human development led to the
- formulation of Human Development Index (HDI) by the United Nations Development Programme
(UNDP) it its Human Development Report, 1990. HDI has ben re-directing our focus from one set
of elements to other. HDI doesnot replace GNP but adds to our undrstandmg of our real posxtmn
-in the society.

HDI is a composite measure of three basic indicators of human development——

1. Longevity — measured by life expectancy at birth.

2. Eduation — measured by mean years of schooling and expected years of schooling. _

3. Standard oflmng ‘measured by real (GNP) g:ross national income per capita (ppjp in
dollars) ; _
_ Forﬂwwmuuctmnofﬁm}mi mnandmmnnvahmshavebem&abhshedﬁ)rwch
indicator. Themmﬂmumvalu&earethe set of actual observed values and the minimum values are
based on historical evidence. In 2010 HDR, the methodology of computing HDI has changec
although the dimesions are the same. Previously HDI was measured as the arithmetic mean of '
three dimenson indices. But according to 2010 HDR, HDI is measured as the geometric mean

the dimension indices, measuring human development.

Indicators . Minimum Value - Maximum Valu
Life Expectancy at Birth - 20 83.2
Mean Years of Schooling 0 ; 13.2
Expected Years of Schooling | B! ‘ 206
Combined Education Index 0 0951
‘GNP (ppp$) : $163 $108,211

For any component nf the HDI, mdmdual indices are calculated according to the general -
ﬁ)n:mﬂa

11




By . Actual Vahe - Mininim Value
Dimension Index =
o Maximum Value — Minmmum Value

mmmlsmummagwmwnofmmmmm
wman development as— -

HDI = /(lif. exp)* . (Bdu)* . (Income)’

= 3,ffife ex. Edu. Income
Toiﬂusuatethccalw!ahonof}ml iausocmdcranegofacom—(:hmm
LrﬁeExpectamyatbmh(yws) - 73.5
Mean Years of schooling - 1.5
Expected Years of Schooling. ~ — 114"
GNP (ppp us §) - 7263
73.5-20
Ll Exbeotaoty = g30- $32-20 0347
"Mean years of schooling = 13=0 _ o568
: - 13.2-0

'Expectedyea:sofsdmo]hg 114 g =0.553

l0558x0553 0
_Comtxdedmahonindﬁ v 0951-0

= 0.589
7263-163

Income Index = ——o>—2=— = 0.584
108211163

-~ HDI= vLufE:q:)(Com.Emzxndm)ammmdm)
=0.847x0.589%0.584
= 0.663

The 2010 HDR also introduced a concept of Inequality Adjusted Human Development Index
(IHDY). It captures the loss in human development due to inequality in health, education and income
IHDI takes into account the distribution of the three dimensions. The difference between HDI and
THDI measures the loss due to inequality. o

-




Check Your Progress :

I.Wlmtﬂmno&ingomci:ﬂieﬁ?.

2. State the components of PQLI?

_ 3. Whatdoyoummbyhmndeveiopmcnt?
4. What is HDI?

1.54 Gmder Related Dwe!opment Index :
thbme}EImmmmewmmm&ﬂmGDladpmﬁwmmmwmme

.znthmabawmmmﬂmmmﬂnmmmbngwuye&mﬁmaﬂm :

ufhvmg.ThegmdmmlateddewbpMmdex(Gﬂl}wasmducedeumDewhmmf

Rxpoﬂl995mdltadjustthciﬂ)lforgendcrmequaﬁty

" . The calculation of GDI involves the following three steps— =
thmbmﬂnniuﬂmmewhdmmnsmhﬂatdmﬂmgwﬂnm&mmh- |

AcmaiVahic Minimmm Value
Maxinmum Value — Minirum Value

« Di : - I ] —

Smﬂﬂwmmmmmmmmmmawﬂmm
d:ﬂ?aummthwmbawemmmdwmmﬁemmhmgmdmmfuwdtqasﬁeeqmmy
distributed index and is calculated as—

| Equalnydmmhnedlndm= [{ﬁ:nnhpopulaﬂnnsim(femabnﬂm{)"“}

+ {male population share (male index)" *}]"s.5
Itmsmesﬂ:eaversnntomequahtylntheGDIE 2. Thus the general equation becomes—
Equaﬂydmibmcdnﬂexﬂ [{femhpopuhinnshﬁt(fcﬂﬁbmdﬂi)“}

+ {male population share (male index)}]
Thsnsnoﬂ:mglmmehmmmcmaanofthcfm:akandmahnﬁm g

| | mmwxmmmwmmmmmmmmm #
: "ForcabuhmgGDinmmmmdnmnnvahmmﬁmdﬁrmm

Indicator  Maximum Vahie Minirmamm Value
Fcnnlélifeexpectmyatbinh(yem‘s) 875 27.5
* Male life expectancy at birth (years) S 825 .. 228
Adult literacy rate (%) B 100 E 0
Combined gross enrolment ratio (%) 100 ' 0
Estimated earned income {ppp (us$) 40,000 100

Thegteaxerthe gmdcrdlspmtymbamehtmandevehpnnm,tbc bwuacomsGDI
oomparedwﬂhns}ml.’l‘hcﬁ])RZOO?fzoos presented GDI for 157 countries, of which Iceland
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tops the list, followed by Australia and Norway. Several developing countries like-Poland @35),
Argentina (36), etc did well in the GDI rankings. These countries succeeded in enhancing the basic
human capabilities of both men and women. The bottom five countries ofGDIarethcwm:tnes :
where women faces double deprivation.

1.5.5 Gender Empowerment Measure :
Thcgenderempowanwntmsme(GEM)wasahomuodmedmtbeHmanewhpmcm

Report 1995. Ittbmscsonmmsoppoﬁm&smthet&m&nmmpabﬂﬁw&ltnﬂmﬂmwhﬁhﬂ-

womcnarcabktoacmlyparhcmatcmmmmandpolﬁmlhfe GEMcapturesmequamym

three key areas—

e Political participation and decision making, nmsanedbywomsandnmspmeﬁageshaxu
of parliamentary seats.

. Emmmc?mmmamnanddmonmakmgpowcr, as measured by two mdwamrs— _
=> Women’s and men’s percentage share of positions as legislators, senior officials and
managers, .

& :Wonmnsandnmspemenmgesharesofpmfesmnalandmhmalpom

“ Powaowmmmwmmasmedbywosmﬂmsmﬁmawdwmdm
 (PPP US §). :
Formchof&mcdnmnsmeqm]lydﬂﬂaﬂcdemmabﬂpaomﬂge@ﬁ?}mmm

as a population weighte average. The general formula is—

EDEP = [{femlcpopulatlonshare(fennle mda:)‘"}
+ {male population share (male index)**}]"1-«
exsanmmnetoﬂxeavezsmtomnquahty
g= 2Whlchphocsamndemtcpcmhyonmequa&yandthusthefomﬂabecoms~
EDEP = {{femalepopulanonsharc(femlemdex)-l}+ '
{male population share (male index)~1}}-1
For,poh@mﬁmmmmmmaﬂonmﬁ%wuwkmgﬂmmﬂmmdbydwﬂmg
it by 50. Thmm,donebecausemanxdcai_soczety,wﬂhbothmakandfm equally empowered,
the GEM variables would be 50% indicating equal share for both men and women in each variable,
" According to HDR 2007/2008, theGEMfof%oounh-iesthetopfourposiﬁonswmheldby—

_ Norway Sweden, Finland and Denmark respectively in order. Many developmg countries

outperﬁ::mwd many developed industrial countries. These countries not only strengthned the basic

capabihtxem of women, but also opened many opportunities for them for economic and political
participation. Countries with GEM below .300 mdlcatcsthatthsecmmtnes havea]ongwayto go
mwnmensopportumtxesanddevelopment.

14




1.5.6 Gender Inequahty Index (GII) :
_ The 2010, Human Development Report mtroduocdanew conccptkmwnasthe(}mﬂer_ ‘
Inequality Index (GII). It captures the distribution. of well-being regarding ‘gender equity.
Disadvantages facedby women and girls are major source of inequality in the society. Women and

hmdmmmdmnmmmmmmmm
freedom. Gﬂwasmnnduoedmexposethcdrﬁbrmceandmethtybetwewumandwomh'
reflects disadvantages facing women in three dimensions—

o Empowerment

e Labour market.

_ Gﬂﬂaowsthebssmhmdevebmwﬂduemnmuahlybawmmmdmhsmﬂns&
~three dimensions. Gil ranges between 0 and 1. Ompmﬂmbothmiwmﬂmmm
and 1 represmtsﬂmtfemalesfazrmcqnanyasﬂwn-nmlecountm‘parts

‘ Repmductiveﬂealth. :

It is the largest contributor to gendzrmquamy Two indicators are used to measure

reproductive health-

e Maternal Mortality Rate (MMR)and

‘e Adoloscent Fertility Rate ;

Wc}l«bemgdmmgandaﬁe:childoblrthsmdsaclem'meabomavmmstandmdmthe _
- society. The risk of child birth can be reduced through basis education, nutrition and proper. access '
to anti-natural care. MsmmmchwpmﬂeasﬂymﬂabkMtemmdaymmmdmcd
of these service in many parts of the world. Besides girls are married away at a very early and tender

age. Reproduction therefore at such an age is not onlynskyh:talsolmﬂswomsmersm 2

ednmtlon&ndstatesmthesocmty

Empowerment:'l‘lwratio of female to male representatives in the parliament is used to
* capture this disadvantage facing women. Traditionally, women are disadvangaged in the political
 arena at all levels of government. Use of female to male representative in the parliament reflects
women's feasibility in political leadership and also society. The global average is as low as about.
16% although women’s participation in political areana has been at rise in the recent times. In 2008,
Rwandas parliament became the first to have majority of women although in terms of HDI it was
ranked at 158. Higher educational attainment expands women’s freedom, their capacity to question
reflect and access information and can better enjoy their rights and freedom.

Labour Market : Labour force participation includes both employed and umemployed looking
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for work. In 2008 the labour for participation staghated at 51% globally. | -

. The all index shows that gender inequality varies tremendously across countries. According to
Human Development Report 2010, Netherlands is the most gender equal country followed by
Denmark, Swedend and Switzerland. Gender inequality s a very actual case of humen development.

~ Apart-from education women fairs poorly in other indicators viz. health and standard of living. This

is quite evident from the sex ratio. Infict there are 134 million missing women in the world in 2010.
ﬁnsxsductoacimegendcrhmespecallymdevdopmgmunmes Earlier the case was of female

inequality. Butmthtscaseofnatahtymequahty.Butmwttiscasenfmiahtynnthtngﬂs :
are not even allowed to be born. -

Check Your Progress : .

1. Whatdoﬁgcndcrrelateddcvclopmmtmdcxmc
2. What is GEM?

3. What does GII captures?

- 1.6 Poverty Analysis : : ! : '

Theremnnconmmndeﬁmﬁnnofpowrtywmchcanbebmadlyamqmdevuywbae
However, it may be defined as a social phenomenon where a section of the society is unable to fulfill
even its basic necessities of life. In a country, where a large portion of the population fixces
deprivation even from the mininmm amenities of life for a considerable amount of long period, the
_ country is said to suffer from vicious circle of poverty. The third world countries exhibit mass
poverty; but pockets of poverty exist even in the developed countries. Therefore elemination of
povutyshouldbegwmﬂ:eh:ghestpmmy Pomtycanesamnﬂlybeoftwotypw—ﬁwawohne
and the relative.
' Absohﬁepowﬁyhdcﬁmdasamsiackofmmnﬂmmmmohﬁntha-
basic necesscities of life. %ﬂnotherhmﬁ,reiatmepoveﬁymﬂmtsthedegreeofnnqm!ﬂymtbe
dlstnhnmnofmomemacom
_ However, povertymtz:msnmmegwwonbmpaﬂm&pnﬁr&?ovenyw}mmlysedmm e
of deprivations and not just income can give a clear picture how poverty manifests itself. Thisdeads
'toﬁmompmf‘hmpomy’mh'kmﬁng.wddﬁmofdnmmﬂommﬁrm .
atolcmbk:h&

-So, tbeHumanDcvcl;opmcntchort lmmmmecomeptofmmnpovmym '
(l{PI)manattempttobrmgtagether maoonq:osﬁemdsxofdepnvaﬂons mthebas:chnman
devclopmmtmthcsmdnnenmusas}ml '
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1.6.1 The Human Poverty Index for developing emntrim (HPI-1) :

mm@lmmmml-lmmmmmmm-
dimensions of human development captures by HDI : )
e Along and healthy life— Vulnerability to death at a relatively early age, as measured by the

probability at birth of not surviving to age 40.

. mebdge—uxchmwnﬁnmthcwoﬂdofmdmgmdcommcmms,asmamdbyﬂae

Mﬂﬁteracyratc.

. Adwemmndardofkvmgﬁhdcofmssmomanmommcpmvmmasmmdby
the unweighted average of two indicators : — the percentage of people without sustainable
accers to a improved water source and the percentage of children under weight for age.

The measure of deprivation in a decent standard of living also included an indicator of access - -

w'mmmmwmofmmm@mmimmﬂgdmmm
d&mtsmdmdofﬁvmmmmwmmmmm '

Calcnlating HPI-1

It involves two steps—

1. Measuring deprivation in a decent standard of living.

2. Cakulating the HPI-1.

Thcdepmanonmadecemmudardofhvmgmmmwe:ghtedamgeofmm
mly,popuhﬂonwﬂhommﬂamhkmwanmwdmmmdchﬂdmm-
weight for ageie—~ -

Umightedawrageﬂ';' (popuhﬁonxﬁiﬂmxﬂsustzhﬂb&emtoanimpmvedmm)-
+‘11;(c1ﬁldmunderweig!nﬁ>rage}
Then the HPI-1 is calcuted with the following formular—
HPL1 = [ (pr +pp + 22 F
- P, = Probability at birth of not surving at age 40 (times 100).
E= Adulxi]htmcyzte -
P o= Unwmghtedamageofpo;m]aﬂonwﬁhmﬂsuﬁamblcmmmmmmwdwater

~ source and children under weight for age.
a=3
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6.2 The Human Poverty Index for selected OECD countries HPI-2
Tmml—2mdqxwanonmﬂmmdmmomlasﬂwm-l Bemdesﬂalsocaptmes
ycial exclusion. Thus it reflect deprivations in four dimesions—
A longand healthy life — %mbﬁytodeathatarelahwlycarbrage,asmmmdhyﬂ:e
probability at birth of not surviving to age 60. ;
Knowledge-—exch:mnﬁomtheworldofreadmgandconnmnﬁcaﬁons,asmmsmedbythe
percentage of adults (ages 16-65) lacking functional literacy skills.
A decent standard of living — as measured by the percentage of people living below the income
poverty line (50.1 of the median adjusted household disposable income). -
Social Exclusion — as measured by the rate of long term unemployment (12 months or more). -

‘alculating HPI-2 —
The HPI-2 is calculated with the help of the following fornmla—

HPI-2 = M (e + B 7 o)

where, ' '

P, = Probability at birth of not surviving at age 60 (times 100)
P, = Percentage of adults lacking finctional literacy skills.

P, = Percentage of population below income poverty line.

P, =Rate nflong-termuwnphymt (lasting 12 months ormore)
a=3 i

.63 Mulﬁdnnensmnal l'nverty Index : (MPI)~
- The MPI was introduced in the Human Development Report 2010. It identifies multiple
leprivations at individual level at health, education and standard of living. The MPI uses micro data
rom household Surveys. Each person in a given household is classified as poor or non-poor
lepending on the number- ofdepnvatmnsﬂmhlshouseholdexperwme& Th:sdatasthm
@grcgatedwthenanonalmsmeofpovvaﬂy '
Eachpcrsonmasmgnedasooremeachofmcompommmm:s(d) Each dimensions are

squally weighted and the maximum score assigned is 10. So, each component has 3§wmghts
Out of the lomuomheakhhas2mdnatms,edmatwnmassxgmdmﬂmr3mdwamrand
tandard of living another 6 indicators. Eachoomponentmhealthamiodueatmn:sworth % or

1.67 and standard of living is worth %4 or 0.56.
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1. * Health has two indicators— )
{2) having atleast one household member who is malnourished.
(b) having one or more children die.
2. Education has two indicators as— T
(@) having no household member who has complsted S years of schooling.
(b) having atleast one schnoi—age child (upto grade 8) who is not attending school.
3. Standaxdofhvmghass:xmdnatorsw
@ moelectricity. -
(b) no access to clean drinking water.
(c) no access to adequate sanitation.
- (d) wusing dirty cooking fiel (dung, wood or charcoal).
(e) owning no car or similar motorized vehicle. -
() owning at most one of these assets— bicycle, motorcycle, radio, freeze, TV or telephone. -
To identify the multidimensionally poor the deprivation of household score is cummed to obtair

the household deprivation ‘C”. A cutoff of 3, which is %rdofthe indicators is used to distinguist
betwecnpuoraminon-poor _ ' '
IfClsgmaterthanoreqmlw3(L&C23)thanahomelmkimmﬂhdmsmmﬂypoor Anc
if a household is between 2 and 3 than it is vulnerable to being poor.
_ ThcMPI:stbancalclﬂatedasapmﬂuctonmeasms,mthchzadoountraﬁoandﬂn
intensity of poverty.
Hmd count ratio (H) is the proportion of population which are nmlhdmmnomﬂy poor

A

where q = nwnbﬂofpeop!ewhommnltmdnmmmnaﬂypeople

n = total population.

The intensity of poverty (A) reflects the proportion of the weighted component indicators
. in which on an average the poor people are deprived. For poor bousehold only the deprivations
sunnnedanddawdedbythttotalnumbctofmdmxmsandpcorpeop!em

ch

TthPImthcncalcu!atedasapmductofheadcomﬂmtw@anduﬁmnyofpowrty(ﬁ
ie. MPJ.= HC x A.
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CheekYnni-ngrm:

1. What is poverty?

2. Define human poverty.

3. What is multidimensional poverty index?

1.7 Income Inequality :
'Ihemamvarmuswaystomasuremmme mquahty Twovaypopu!mmethdsam—(l)
IpzemCmve(Z)GmaCo-eﬁcm

1. Lorenz Curve :

1t is a diagramma HC way to depwtthedxstrihmonofmonrmanysmmty Lorenz curve is
usedvuyoﬁmmwommseamhand discussion.

10004
70% B
g _
| 10% |-
: S— >
20% _ 80% 100%

Fig. 1.1 : The Lorenz Curve of Income Distribution

Inﬂnﬁgmonﬂnhonmmda:ds,werepmscmﬂnmdaﬁvepemmtageofﬁmpopulaﬁon
arranged in increasing order of income. Onthcvemmlmas,wemﬁwpementageofmmw
income which accrues to any particular fraction of the population. ’

) Form&m,ponﬂhconmpmdsto%%onthepopuhhcnmsand 10% on the income axis.
This means that the poorest 20% of the population eamns only 10%. Of the overall income similarly,
point B, corresponding to 80% on the population axis and 70% on the income axis represents that
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thepoorest 80% enjoys just 70% of the national income. Thegmphthatoom;ectsaﬂthw:pom
is called the “Lorenz Curve.”

Y the figure it is seen that the Lorenz Curve begins and ends on the 45° line. This mescihat.
ﬂnpoorestO%mmO%ofmnondmombyd@ﬁnatmnmdthcpoorestlﬂﬂ%mshmmﬁn
whole population earns 100% of income. If everybody had the same income than Lorenz Curve
would coincide with the 45 line. With the increase in inequality the Lorenz Curve would fall below
the the 45° line in a loop that is always bowed out to the right of the 45° line. _

The overall distance between the 45° line and the Lorenz Curve shows the amount of inequality . -
pzesent‘htﬁcsociety.'l’heﬁ:rthe;amytheinrenz(}mﬁ'omtbeﬁ"ﬁtie,grwerisﬂieem

2. Gini Co-efficient :
TthmCo—eﬁcMwasfonmhtedbyﬁmlﬂlnnMQGmmlﬂleCo—eﬁm B
can be derived on the basis of Lorenz Curve, It is defined as the ratio of the area between the
dia‘goml(i,e.45°ﬁnc)mdthe1m&m-withthetotalareaofﬁmeInt&squmthwhichﬁaem _
lies.
' Thcvalueof&eﬂnn(ﬁo—cﬁmnﬂwsbetweenﬁandl 0 indicates per&ctequsﬁtyandl
indicates perfectmequallty }hghetthndzgreeofmequahty }nghensthemhleofthc(}ml(:o-
-efficient.
WhmeCo-eﬁmaﬁmmxkaphcdbylm wegctGmnﬂmLAwovammpm
equality and a 100 value index represents perfect inequality.
' mmmsamofmmhmhmdwﬂhthﬁﬂpof&aﬁﬂoml
: r-5
Loot |




_ In the figure ‘I represmnsthcareaboundedbythedlagonalhneandthel.orensze g
xstheamaofAOAB‘U’JsthcareaboundedbyOAandABandtthorenszeOB Thus,

‘V’lstheconplemmtof‘l’ inthenghtangledtrmgle
The Gini Co-efficient ‘G’ can be expressed as—

a.—_—I—ﬁM=I—“‘Q --------- -(I)

_ Nowletustaketwopomts‘h’and a’ onthehonmntalamsandme&sureﬂwarmbmmded
bythcpomtsb a, &, ¢, d. This will be—

. (abxbd)+2_(cexde)
=(ebxtd)+ L cexab) (et
=(@bxbd) + {(ac—ac)ab}) [ ce = ac—ae]
=(abx bd) + (o xab) ~L (acxab)

- =(asxw)+%(acxab)—%<bdxab) [+ e =bd]

-%—(abxbd)-t--;—(acxab)

= i(bd+ac)ab

Inordcrtonmsmetheamaunder‘[ﬂ* wehawtosmnuptheareaunderﬂw‘[.omnz&m
U for all population groups as such : -

U =-2—2(ab) (bd+.ac)
“T" is the area of the right angled triangle, as such
T#%(OA.AB)
=30
5 T___y |
Now substmmngthcva!umof‘v’ and ‘T in equation (1) wcget,

g | E{ah) (bd +ac)
1

. 2
or G =1-Z(ab) (bd +ac)
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Check Your Progress
1. Define Lorenz Curve. _
2. How do you derive Gini Co-efficient from Lorenz Curve? -

1.8 Redistribution with Growth : _ _ _

It is widely perceived that the existence of moderate or high inequalities in income concentrate
money in the hands of that section of the society willing to save and invest. This obviously would
boost the rate of growth. However another group of ecnnmmsts argues that a certain degree of
redxstributmcanpushup the level of savings and hike up the growth rate.

The relationship between income inequality and the rate of savings is very complex and various
factors may affect the ultimate fallout resulting in varying growth rate. However the fact remains in
a poor country a significant redistributive policy, will bring down the rate of saving and in the process
adversely affect the medium term and long term rate of growth.

Most less developed countries are caught in the dilemma where an egalitarian policy aimed in
. reducing the prevailing inequality and deprivation undermines their growth amibtions. The strong
correlation between inequality and development make it necessary for these poor countries to make
hard policy choices either to reduce inequality or achieve high growth rates.

1.9 Summary :

Growthlsmcreasemoutputwlwrwsdeveiopment mgmwthphs change. Permptanmome
is commonly used as an index to measure the rate of development. However, overtime some other
~ non-income indicators like Physical Quality Life Index (PQLI), Basic needs Approach, Human
Development Index etc. Besides indicators measuring development gap also include poverty
analysis, income inequality and growth. Income inequality is most commeonly measured by Lorenz-
Curve and Gini Cb-eﬁicm

1.10 Self Assessment Queshons

- 1. Distinguish betwen the concept of economic gmwthandeconomx: development.

2. How is development measured by Human Development Index.

3. How is Human Poverty Index Constructed? What is the difference between HPI-1 and HPI-2
4. Define multidimenslonal poverty index. Describe how do we construct it.

5. Describe the methods of measuring income inequality.

1.11 Additional Readings : '

1. Ray, Debraj, “Development Economics”, Oxford Untversny Press, New Delhi.

2. Thirlwall, A.P., “Growth and Development : With Special Reference To Developing Economics”,
PalpraveMacmillan, New York.

3. Todano, M.P. & Smith, S.C. “Economic Devchpmen’c” Pearson Education.




Unit 2 : Theories of Economic Groewth
. Structure |

20  Introduction

21  Objectives
22 Classical Approach
23 The Theory of Marx

2.4 Schurmperr’s Theory

2.5  Harrod— Domar Model of Economic Growth
26  Neo<lassical Model of Growth— Solow

5 New Bndogtié Growth Model

2.8  Alternative Growth Models

2.8 (a) Joan Robinson Model of Growth

| 2.8 (b) Kaldor’s Model of Economic Growth
29 Summary |
2.10  Self Assessment Quéstions

211  Additional Readings

2.0. Intmductian.
Annnportmﬂmﬁchaﬂmgmgpmb!emﬁcedbyaﬂthemmmdmewoﬂdmdaymwammg
higher rates of economic growth. However, there was no systematic study on it for a long time. It
is probably the publication of Adam Smith’s ‘An Enquiry into the Nature and Causes of the Wealth
of Nations’ which marks the scientific study of economic growth. This unit tries give an insight into

2.1 Objectives : :

_ The ol:gectwcsofthxsxm:ttoprowdc an mxgtttto the classist approachto economic growth.
Thereafter it analyses Marx and Schumpeter stheoryofgrowth. Further the chapter tries to analyse

Neo-classical and Endogenous Growth theories and points out their difference. Moreover, further

down the chapter discusses the alternative Growth Models of Kaldor and Joan Robinson, '
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22 ClamcalApproach ‘

The classical school of though inchudes economists as Adam Smith, David Rlcardo Thomas
M_aklms,JB Say and John Stuart Mill. The theory can be explained in terms of the key components
that bear upon growth, ﬁnsmtwwystateandthedoctrmeofmsczfmc

1. Growth and Growth Process :
In the Sphere of economic development, the classical economists tried to discover the causes
of the long-run growth in national income,_and the process where by the gmw_tbtakes'place.

Capital nccumnlatmn Acoordmgtotheclasmcnsts thekey factor promoting growth is capital
wumdauonltfacfhtatmdmmnoflabomandnmreasespmdmtwnyofhbom Capital was
considered complementary to labour rather than substitutes for them. According to them wages are
fixed by the subsistence-level. So, a rise in the wage-level above the subsistence-level would
increase population and thereby labour supply. - "

Profits, the Source of Saving : The classists considered savings as the source of capital
sccumulation, because only profit-earners save. Profits are the residual after wages and rents are
. paid. So long profits are rising, savings rise. All that was saved was assumed to be invested. Thns,
pmﬁ%wmhkmmthcdﬁmmaﬂofc&mﬁlmmﬂﬂmnmmm

E:pansion of markets and demand : The extension of markets and an increase in the demand
_ four consumption are also important in the process of growth. The limits to domestic market can
be done away by securing overseas market. Extension of market not only facilitates both the division
ofhbomanduseofnmchmaybntalsoﬁ;m:sabas:s of external economics associated with large
mlepmduotnn.

E’m_aenee of favourable Social and institutional factors : The classicists stressed the

importance of a social and instiitional environment condlmforeoommmgrowﬂx. These incluce~

ammmm&&ﬁwmnm&gomm'mnmgan&dﬁmmm%mkgabgdm'

capable of ensuring security of persons and property, efficient organisation of the meavs of

production, simple and well defined land holding system and inheritance and favourable social '
G .

Decay and Decline of Capitalism : The classicists visualised the inevitable end to capitalism in
tcrméofstatiomrysta‘_te—a situation of no growtlflheyweremanimousaboutthefactthat
capitalism was fated to decay.
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Z Stationary State :

The classicists argued that in the long run the capitalist system would inexorably led to a -
stationary state Le. a state not of inactivity, but of no-growth. The competition among the capitalists
would result in lowering of profits, exhaustion of natural resources; narrowing of profitable
mvestments and falling interest rates. The stationary state that Smith envisaged is marked by low rate
of profit, subsistence— level wages and high rents.

Pessimism : What follows from this inevitable state ofstatlona.ry state towards the doom of
mpﬁalmnmﬂwpmmmtwﬁmbodmg—ﬂntpoorwiﬂaimyss&ym&u&lhsmﬁmmﬁnm
the unalterable classical law of distribution which Ricardo used to explain the movement of the
system towards the stationary state. Cartyle, for good reason, described economics as a “dismal
science” atleast in respect of the unalterable law of distribution.

3 Polieylmphmtxons. :

The policy the classicists thought bestczystahsedmmanon-nﬂerwmnndommoﬂm
faire. It means that the government need not interfere in economic activities taking place in the
market. The rational for advocation of the policy of laissez-faire was not based on any analysis of
the market with government-intervention, but on the belief in a natural order of things arising from
the enlightened self interest of individuals. Government finctions were limited to the safegaurding of
property rights, provmmnofnatwmldefrme,nmnﬁemmeofwtampublmwmksﬁkelnghways,
bridges, canals and harbours.

Critical Evaluation :
The classical theory contributed a lot in understanding the factors that promote economic progress |
ofﬂ:emm%advmyoﬂammﬁmwasmmmbhibrmmmwmmm
day when cast in the frame of Britain’s industrial revolution,
Howem,ﬂwassc:uonofsamgsd@pcndmgonpmﬁtshasmtbeenmq)tedﬁnﬂyLact
theories of Savings and experience shows that there are non-profit sources of savings too. Another
flaw is the investment-saving hexus of the classical school arising from the proposition that savings
and investment gets automatically adjusted. But it may be that investment can exceed voluntary
savings. Besides, the contention of law of diminishing returns intiating stationary state was found to
be untrue. With advancement in technology the diminishing returns can be postponded indefinitely.
Lastly, equilibrium wage rate is not equal to the subsistence wage rate. '
Towmhde,ﬂxchssnalschoolmudsquﬂemlwmtnwﬂmﬁofmﬂymgaﬂnﬂomofmd&
dcvclapmuﬁatthoughzthassomewwkmses
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2.3 The Theory of Marx :
.Marxian theory essentially explains the process of capital accumulation under capitalism. It tries
to give logical explanation of the inevitable collapse of the capitalist system and its replacement by

Capitalist mode of Production :

One of the feature of the capitalist modeof production is private ownership in the means of
production. The capitalist employs labour and other means of production for the production process.
. Of the total product the labourer is paid the wages and the excess is surplus that the capitalist takes.
The excess is designated as ‘surplus value’. Capitalism is thus called a system where production is

The roots of capital accunmlation lie in the motivation of the capitalist, which is specifictothe
- system Besides capital accumulation, the capitalist after certain stage of development craves for
" husries and enjoyments. The capitalist strives for larger and larger magnitude of capital, together
with changes in the methods of production and in that process capital accumulates.

Profits and Surplus Value :
ThecapumlntsymmmwesmakmgasmmhpmﬁtaspossIﬂandmmmashgea
part of profit as possible. This involve increase in the surplus-value and rise in the proportion of the
mmmm&rmmmmmmmmmmmmmm
_ mmthecapndmmthmugheprnaMnofhbouLThesmphmwheexpmssedasa
penm:ageofvanabiecapﬁalmthcdegmeofexpimtaﬂonof&wlabomandlsgwenm-—
Surplus — Value
S$=——————x100
C+V
Where C is the constant capital
and V is the variable capital.
Hence, Jarger the degree of exploitation, grwerthcsm-phwva]ue Thcrelahonofsmplus—
value to the total capital given the rate of profit. It'is written as—

S=—S __x100
C+V

 Where P is the mate of profit
'S is the Surplus — value
Cis the constant capital
.V is the variable capital
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So, ﬂwkeyfadmhamphﬂmcinnuhﬁonmthem&ofpmﬁ:whkhhasatendmcywdmﬁm
Thmsbecawcthemmsemtheorganmmmposmnofcapﬂa]]mmctmdemyw hwerﬂ:emte_
of profits. :

Concentration and Centralisation: | |

An aspect of capital accumulation under capitalism is the growth capital size in a few hands.
This is due to the fact of the owner’s drive to contmusmlym&asetheongmalcq&ﬂalwﬁhmh
hcstmtsmdﬂmﬁememmpennonamongthecapmhﬂmgamtheupperhmdmﬂnsystm
Centralisation (along with concentration) is one of the methods whereby capitalists accummlates
capital and grow in size. This tendency towards growth in the size of capital is an inevitable and
mrmlﬁaﬂmof&emrhngofmpmhsm@dpmvﬂesabassofmmofmm
: mmmhmﬂwmnemmbnofmprtalmnimulnph&sﬂssom

Cydia.lemmuhtion' .

Capitalacmmulauonundercapatalxsmxscyclmlmm ltxscyclmalmtbesms:ﬂntthc
mmmymmpmdmﬂyﬁommmmmthcnmmﬂmughﬂn phases of depresson,
recovery, boom and crisis once again. The cycle starts with its main phase, crisis which denotes
an interuption of the process of on-going production in the form of over-production or under-
consumption in the economy and passesﬂroughvammhasosbomachmagan;&ssuchthe
cycbstar&agam. -

Collapse of Capitalism :

MamﬂworymabomthedeveiopmmMmdofcapm]mmﬁMrepwbyampm
ﬁmofmﬂormgmmlym,mhau%mdsofﬂmmnoprnahsmlmwnhm
the system in its basis contradiction between production which is social in character and the
appropriation of its results by the capitalists, which is private in character. This makes the occurrence
of economic crisis inevitable and chronic. The system is thus prone to contraction and crisis due
to exploitation which forms the basis of the system. The clash between the two classes of the system,
namely the capitalists and the workers leads tothe destruction of the system and replacing it by
socialism by wielding the power of owning the means of production to the working class.

Thus, the Marxian theory explains the process and nature of capital accunmlation in a capitalist
 society, spurredby the Iust for increasing capital. The formulation is also made that capialism, under
the weight of its own contradictions would breakdown and would be replaced by socialism.
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2.4 Schumpeter’s Theory :

Schumpeter’s theory marks a distinct landmark in the field of econoniics. Besndesdem’bmg
how growth takes place he also predicts how capitalism carried within itself the seeds of its own
destruction and finally replaced by socialism. |

mmmmmofmmmmmmkwuwﬁwmm-
who introduce innovations which financed by banks which supply credit. Thus the growth process
involues three principal elements namely— Innovations, Entrepreneur and Bank Credit. .

'Ihestationawstaﬁeisamnﬂiﬁonofmncthrvesmnm,mﬁopula&o&gzowthand.mprbﬂt.
Under such circumstances, production takes on a circular form. Such an equilibrium position is
disturbed when an entrepreneur introduces some innovations into the system with the help of eadily
available bank credit. As a result the value of product exceeds the value of the factors of production .
leaving profits to the pioneering entrepreneur. This spurs others to join and as such output increases.

Innovations :
According to Schumpeter, nmvaﬁomcantakeonmycftbcﬁ:ﬂowmgﬁvetyp&s
(a) producing a new good or.a new quality of a good
(b) new method or technique of production
(c) finding or discovery of a new market
(d) locating a new source of supply and
(€) Re-organisation of an industry.

Entrepreneur :

; mmmwwmmmmmmm
; mmwmmmmmmmmmmmofmmmﬂ

risk. It is the entreprencur who undertakes risk and imparis innovations into the system with the view

of profits maximisation. '

Bank Credits :

Besﬂmmnvaﬂonsmdﬁ:emvatmgmtrepzmn‘ bank credit is another essential element of
&S@mﬂmm_dd&edﬁavaﬂahhymmwmﬂnm&mwmﬂeﬁakcmof
investnmﬁscomectadwithimovaﬁanwhichotherwisemuldhawmdcpend upon the routine
savings. The banks advancing credit can and does share and promote undertaking of risks.

Cummulative Process :

Thcomplnamausmmmadbwhcentmprmeur measesmsmwﬂhtmn rmkmgﬁ .

(nmxlatxve It happens in two ways— (a)Pmnarymeasempmdnmon
(b)Secqnfhryoutptuexpanmon.
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Primary increase in production takes place in the industry in which irnovations are introduced.
However, the innovations and thus expansion of that industry’s output, do not remain confined to -
that industry alone. It contributes to the adoption of innovation in other industries too resulting in an
increase in. production. According to Schumpeter, innovations come in clusters, and spread in many

industries. Associated with this pmc&ssaretheentrepmwhomkeasm likeapearanoe
 to breathe newness in many fields.

Themdmo&pmmnhkmplmemtheoldmdu%mﬂmhﬂymwm
goods industries. Their production also expands within the existing production-patterns. Investments
for the secondary expansion are of imitative type and should be distinguished from the mnovative
investment. Together with secondary expansion, the impact of primary expansion is therefore very
large. It is this expanding character of production that makes growth cumulative in nature.

Creative Destruction :

Abngsﬂcﬂwgewﬁnnofmlsesﬁ:rmmmmgmmmﬁmemkmphwmadmsmmm
among the new and the old industries. The result is the change of industrial set-up, called the creative
destruction along two lines- one, change in the composition of output i.e. shift of resources from
consumer goods production to pw:odmergoodspmdmtion,seemd,changeinrcspea of industries
themselves. mmmpamﬁﬂmmucumgwhercthcohdecaysandwmoutmdmmpbwd
by new and better industries.

Cyeclical Growth :

According to Schumpeter the course of growth is not continuous, it reaches its limits to start
again and so on. The limit is reached, when the environment for innovational investment becomes
unfavourable due to two teasowom,thecreditexpansionthatoﬂsthmmv&mmﬁ,itself
approaches its limits. And second, the expansion of production, both on primary and secondary
counts creates glut in the market. As such the economy is pulled onto a curtmlative doward
movement into a state of depression. However, the phase of depression doesnot last forever and
soon is replaced by an upward swing in economic activities. Thus, the growth takes place in the
manner of cyclical movements on the rising curve.

End efCaplta!ism 2
Schumpter predicted that capitatism is fated to destroy itself The reason : its very success. The
system in its economic successes on the development-front undermines the social institutions that
constitute the capitalist society. As such hostile conditions tothe continuation of the system are
created and the system is eroded to crumps. The result is the replacement of capitalism which
Schumpter equates with socialism.
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To conclude, capitalism destroys itself by being successful through the erosion of its institutions
. by the hostility of its intellectuals and other elite classes by weakening cftbeentre;n'enemal
" motivation,

2.5 Harrod-Domar Model of Economic Growth : _ :

- Economic growth is the result of abstention from current consuniption. An economy produces
variety of commodities which generates income. The income generated is spent either on consumer
goods orcapltal goods. However, all the income is not spent onwrrmtconsumptmnapart ofit
is also saved “h:chﬁmnsthcbams for investment. Mgvesusﬁwxdm of macroeconomic balance
which is the core of all growth theories. Macro-economic balance is achieved when investment
demand is at a level that exactly counterbalances the savings leakage.

Using standard economic mtatlon, the following equation must be true as a matter of
accounting.

Where Y, is the national income for time period t
C, is the consumption for time period t
S is the savings for time period t .
Inotherwords,mtmnalmcomemdmdedbctwecnconmmpﬁonandsavmgs Ontheothu
. hand, the value of produced output must be equal to the goods produced for consumption and also
those needed for investment ie.
| R B )
Where Y, is the output for time period t -
C, is the consumption for time period t .
I is the investment for time period t
Combhhg(l)-and(z)wegctthcfamousnmecommic‘balanmequaﬁonj

Cie. Savmgs = Investment

Mawmmmmmmm)m@mmmmm
depreciated. It & is that fraction of capital stock depreciates the we have—

K,=0@-3)K+] .....(d)

Thsnﬂzcatasthﬂcapﬁlastockmustdmngeovamm-

e K, =0-3 K +8§, ... ®)

Here, we infroduce two important concepts—

a. Savings rate (s) and b. capital — output ratio (k).

savings rate is just savings divided by income, Sy,

i.t‘:.s=*=‘_"‘s=s"*1rt ~
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=8 =8Y, cveenne (6)

" Capital — output ratio (k) is that amount of capﬂ.al reqm:ed to produce a smgle unit of output
and is represented as—

'k=sth

Using equation (6) and (7) in equation (5) we have—
K,=0-8K+S5, |
=Y, =@ -8kY, +5Y,...(8
‘= kY, =kY, - 5kY, +sY,
=>kY, - k;Y‘_z 5.Y, — kY,
=Y, - Y) = (- 51:)1:"t

Yu-! Y 8—_&
Y, K
AY
- ?“%“5

=g=-5..(9

 where, g is the overall rate of growth. This is the Harrod-Domar equation, named after Roy
Harrod and Evsey Domar for their papers on the subject in 1939 and 1946 respectively.

With a small amendment to the Harrod-Domar model allows us to incorporate the effects of
population growth. It population (p) grows at rate n, then we have—

P, =P(l+n) forallt

1
Now,KYtkmcme@MMOmecmw
¥, = Yp,
| =5, = Y,P, o (1)
Now, if g* istherateofpercapttagrowththm-
IM-=Y1+g“'Y'l
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= Y =% (1 + g%

Now dmdmg both sides ofequatlon ® by P, and also using (11) we have—
——(I—S)k.Y+sY |
=>kym = (1 -8k y P +sY,. P, [Using (11)]

P P P
=ky,, . 2=01-8)ky, .- +sy, .=
.t.l . Pt g Pt : 1 P‘

~ Now, dividing by Y,k we get—

kY By _(-k.y sy,
-k B y.k o ky,

:@%"—‘.Eﬂzﬂ-ﬁ)+%
t

=>/ {y'm t+}} a 8)

ka (2+g*) (1- n) 1-9.... (13)

_ Tieahovee:qxemnmmbmsmoftbeﬁnﬁamﬂlﬁaﬁmmxhﬂymggmwﬂ: the abil* .-
to save and invest (captured by ), the abilityto convent capital into output {which depends invers:
on k), the rate at which capital depreciates (s) and the rate of population growth (n).

: Hmmd’s‘oﬁghmlmoddisadymuﬁcenmsbnof&ym’mequﬂibﬁummyﬁ&%
questioned that if changes in income induce investment, what must be the rate of growth of incor
for planned investment to equal to planned savings to ensure a moving equilibrium in a growi
economy through time? Moreover, is there any guarantce that this required rute of growth w
prevail? If not what will happen? And if growth equilibrium is disturbed will it be self-correcting o
self-aggravating? Besides, will this equilibrium rate be equal to the maximum rate of growth that the
economy is able to sustain given the growth rate of productive capacity? If not, what will happen?

To answer these questions, Harrod distinguished thtee different growth rates namely the actual
growth rate (g), thewarramedgmmhram(gw)andﬁnnaumlgrowthmzc(gﬁ) Thcacmalgrcwth
rtclsdeﬁnedas— : ,

8= v (14




where s is the ratio of savings to income (%/,)
~ k is the actual incremental capital - output

ratio ( %Y AY)

To kmwwhetherthcacmalgromhratemﬂkeepﬂ;cplameduwesthmMplanmdsamgs .
n line 'with one another at full employment mﬁmzrewencedﬂwcomeptsofwamedgrowmme
-'8,) and natural growth rate g ).

WammadgmwﬂlmmBMEteﬂmMMMmoughmmtnmehphmwdsavmgs
without undercapacity or over capacity with capital fully employed. Itis ngenas—

B = 'f ....... (15)

where kw is the warranted incremental capital output ratio. :
For dynomic equilibrium, uulput must grow at this rate. The condition for equilibriumis g =g
e acmalgmwﬁlmte warranted growth rate. Nowifg>g thenk <k, which means that actual
nvestment falls below the level rcqunred to meet the increase in output. Conversely, if g <g_then -
{>k“,therewillbcasm'phzsnfcépitélgnbdsahdhivesmmﬁwiﬂbediscomaged,causﬁlgﬂwactuaf
zrowthrate to full even further below the equilibrium rate. A departure from equilibrium wouild be
self-aggravating instead of being self-correcting. -

The American economist, Every Domar, working independenly of Harrod, also arrived at the
same conclusion but by slightly different route. Domar recognized investment asa doublé—edged_ :
sword increasing both demand via the multiplier and supply via its effect on expanding capacity.
_Domar therefore questioned about the rate of growth of investment that must prevail for demand and
supply to grow in line. The crucial rate of growth of investment is derived as— changes in the level
sf investment increases demand by— | '

BY =AY, en (16)

and investment itself increases supply by—

AY =18 '

- where 3 is the productivity of capital.

For AY, =AY, we must have,

AY =18.... (17

: ie, mvestnwntnmstgmwaiarateequaltoﬂ;epmduetofthcsavmgsramandthepmdmﬂwty
of capltal '
But growth rate whmhensuresmilunhmbonofcapna] stock and a moving equxlibmnnﬂmugh _
line, does not guarantee full employment of labour depending on natural growth rate. The natural rate
>f growth is made up of two components that are cxog_ﬁno‘usly determined — the growth of laour
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force (/) and the growth of labour productivity (q)
Le. go= 1+ q e (19)
ﬂmmﬂualgro%hmtedeﬁmsﬂwbng—nmﬁﬂempbymcmequﬂibmmgmwﬁlmwandsew
- an upper limit to actual growth rate. Ifg>g',gcand1vergeﬁ‘emgnonlyumﬂ:thﬁsgn Inthe long
run g cannot be greater than g, . Thcﬁ:llenmloymnioﬂabomandcapltajreqms—
BB = oo 20 ' :
This Joan Robinson once called a ‘golden age’ to emphasize its mythical natire. Now, if
gw>gh,thmeWHJbeachron_ictcndanéytowardsdcpression'asthﬁewi]ibctoomhofcapitél :
and saving. Alternately if g_ < g , there will be a tendency towards demand inflation for there will
* be a tendency for the actual growth to exceed than what is necessary to induce investment to match
In most developing countries g_ > g_. Therefore, in face of such problem, the first possibility
is to reduce the growth of labour force ie. ! or second, reduce the rate of growth of labou
productivity i.e. q. Thired, rise in the savings ratio could narrow the gap. Finally, the gap both g
and g_ can be reduced through a reduction in the required capital — output ratio through the use of
more labour — intensive techniques.
’Ihcscadﬁrstﬂnxﬂmechanmmilmsumedbythcﬁ)ﬂowmgﬁgum
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Figure 2.1 - Adjustment of g & g
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In the figure, growth is measured on the vertical axis, and the investment and savings ratio on
' he horizontal axis. Savings ratio i independent of the growth rate Growth and investment ratio are
- elated through k_ required capital-output ratio. In the figure g > g ,and to equaliseg and g , we
:an bring down g_ to g,_ by measure to curb labour force growth rate and hence shift 3/y curve
igh;wardsﬂxroughmnetaryandﬁscalpdlicies. Other way round to raise g to g_we an pivot
"vcmeinwardsbymducingkwﬂmughthcuscofmorelabommtcnsivctmhtﬂquesofpmdmﬁon;

.6 Neo-Classical Model of Growth-ﬁﬁlow £

- The basic neo-classical growth model was developed by Robert Solow and Trevor Swan in

1956. The fumdamental assumption of the model is that depending upon the relative availability of

abour and capital the capital output (%) ratio adjust. If capital increases faster than labour, then the

:apital-output ratio increases but the productivity of capital falls i.e. ¥, falls because capital exhibits '

{iminishing returns to scale. The productivity of capital would keep on falling untill the growth of

>apital and labour are brought back of line. Conversly, if labour grows faster than capital,

- oroductivity of capital will increase due to increasing returns to scale 1o capital and growth of labour
and capital would again be brought back to line. The model is based on three kcy assumptions.
»  The labour force grows at a constant exogenous rate, /. '

e Qutput is a function ofcap:tal and labour i.e. Y =RK, L). The pmducmn function exhibit _
' constant returns to scale, and individual factor's of production exhibit diminishing returns to -
) Ailsavingsarcinthédi.e S=1=5Y -
' The neo-classical model is thus designed to show—
e The economy will tend towards long run aquib’hnum where capital-labour ratio
(R*) and output per head (q*) will be at equilibrium.
e Capital, labourandoutputwillgmwatﬂmsmme,whlchlsthcnazuralm 5
e There will convergence of per capita income across globe.
The most commonly used mclassmalpmdmtmnﬁnmﬁonw:thmnstantmm scalsewsthe _

' Cobb-Douglas production function :

Y = b T o 1)

where a is the elasticity of output with respect to capltal
(1 — a) is the elasticity of output with respect to labour.
Assuming constant returns to scale we have
a+(l-a)=1 |

Re-writing equation (1) in labour intensive form we have-

_ - bkth!—u
L L
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z%-—-bk“.lf‘" ;

=Y =o{54]
or q = bk)® ........ 2)
wheére q is the output per head
and k is the capital per head.
The‘labom—menswe form ofﬂnmo—classmﬂlpmdu@nﬁmﬂnmsshnwnmﬂnﬁgm
below.

H

>R

Figure 2.2 Equilibrium capital-abour
ratio and.output per head.

mdhﬁnkhhgshpeofthemoducﬁonﬁmtbnmmeﬁgummdinﬁﬁsmm
product of capital. Imposing a ray from-the origin on the production function we determine
theequilibnmcapﬁalperhmdandoutpmperhead Alongthcrayﬁnmthzongmthemteof 4
growﬂwfcapﬂalssequaltot&mra&eofgrowthoflabomamimgwmby— '

q={) k... (3)

where s is the saving ratio.

Thcsttmghthneﬁ‘ommeongmmﬂlslope‘l slwwsthclevclof qQ thatwﬂikeq)mpxmlper
head constant and also the level of ‘k’ that will keep output — — per head constant, given the rate of
growth of labour force ‘7. ‘The slope of the ray from origin to any point on the production function '
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determimsthecapital—m!tmnraﬁnattbatpoim. _ .
lepoﬁﬁ%mthepmducﬁonﬁmﬁionandﬁwmyﬁomﬂwoﬁghhﬁwmdemmc
equilibrium capital — labour ratio (k*) and output per head (9*). To the left of k* (at k), output _
'pm-head(q)isgmaterﬂmnmcessmytokeepcapitalperhmdcomtami,e.q>(‘f)k. So, steady
growth requires mnreeapital-intemivetechniqucs;andﬂlere-wﬂlbcamovmmfromkl-towards
k"'._Similarly,to_therightofk"(atk_,),q<(’f.)ki.e.qislessthannec&ssarytnkeep‘k’constam; -
mm@mmmmmmmwmmﬁwommwm
* to bring the rate of growth of capital and Iabour into Jine, o B
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Part 2 : Introduction to Technical Progress

Technical progress here refers to Harrod's neotrul technical progress which augments the
productivity of labour and leaves the capital-output ratio unchanged. The effective labour force
therefore grows at the rate  + q’ where,  is the growth of labour and ¢ isthe rate of growth of
Jabour productivity. Equation (3) defining the relation between q and k that keeps the capital-labour
ratio and capital cutput-ratio constant,now becomes : ' ' :

~ So, now the ¥/, line becomies steper because output per head must now be higher to provide |
' the saving and capital accumulation required to keep the capital-labour ratio constant with faster
growth of the effective labour force.
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Figure 2.4

At cquxllbnum k* we have ™/, = I + ¢’ and at equilibrium q* we have ™/, =1+ ¢’ so that-
DY/ =D =+ ¢, and output per-head and capital per head growat rate . So, by the rate of
Hazirod heutral technical progres we have—

:—A%i =q ()

Thus, arise in sawng-invesmcnt ratio to GDP still has no effect on the eqquhbnmn growth of
output. :
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Part3: ‘Convergence : = :
Themchsmﬂgmw&nmdelmoposedtbatthepoormmﬂmmuﬁgmwfasmﬂmnmh
cuntries, leading to the convergence of percapita income. The capital output ratio may be wriften
K =¥
Smcapltawxhibmdmﬂmgmmso}ngha‘l rauomassoc:atedwahahghﬂ‘f ratio. -
iftherahoofsavmgsmdmsmmmGDPmﬂwsmmmssmmcapml-nchcomes
weuidgrowsbwuthancapﬁal—poor countries. Themcmasemcapttalzso&‘-sctbyfallmg

Mof@ﬂmﬂnmpﬁakmhmun&mandasmmhth&mwouﬁbecmmofp«-
capnamomemssgbbe

2.7 New Endgeneona Growth Model:
_ IfdnnmshngwammcapualdoesmnhoﬁﬂmmvmgmdmwGDPmuldmﬁ
~ for growth and it would be endogenously determined. The forces would prevent marginal product
ofcapltalﬁ’omﬁﬂlmgandthccapml om;:mratmﬁnmnsmgasmoremvmutakcsplaceas
ooum‘msgetmha ;

Smthenud—l%ﬂsthemhasbeenanoutpommgofhtemmreandresearchonthcapplwd :
ecommlcsofgrowth,mtenmnngwmdustmdandcxphmthzdz&‘crencmmﬁsmmofompm
growthanﬂpercapnammmgrowt_.hagrossthewoﬁd. This came to be known as ‘new’ growth
theory or endogenous growth theory. mmqmmmmmnofmmmgmm
sho“wdthatcapﬁalme:dn'hnxeuherconstmﬁormcrcasmgrmmscak As such there can be
mpmamncfpmeapaamnvmgemcofmmemsﬂmwmﬁkelmmgdmmbmgm
tocap:tal,_mvestmmbecomﬁsunportantforlongmngrowthandgwwthmendogenousmtbat _
Robert Lucas (1988) and Paul Romer (1986, 1990) are the pioneers of endgenous growth
lmpdeLTheymnmdposiﬁwmermﬁ&wtobeasmdaxedmmmnmpid formation (education
-and traing) and research and development (R & D) prevents the marginal product of capital from
falling and the capital-output ﬁomnsmg Therefore we have a production ﬁmctmnmcap:ta!as—

Y = AK® .....(1)

where K:sacompesﬁe measure of capital (physical capital plus pther typcsofrepmducible

and a =1, . . _

The first crude test of the new en&ogemus growth theory sec whether or not poor countries
grows faster than rich ones. Ahmely,wiwthut}mexsanmwmcrelamnbemmﬂwgmwihof
output and intial level of percapﬁamcoanhecquamn to be estimated is thus given as—

i z_1+b (PCY), ... 2)
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where, g, is the average growth of output per head of country ‘' over number of years.

and (PCY), is the intial level of per capita income for the country ‘i’. ;

Nowthe estimate of b, would give the convergence or divergence. A significantly negative
estimate of b, would mean unconditional convergence or beta () convergence. However, if the
cstm:ateofh is not significantly negative or invariably positive it would indicate divergence.

rqechngthenwchmcalnmdelhowemﬁmustbeaomuﬂedthalthemhsswal
: pdmnofmwgmmmﬁmaﬂmmmwmglobcmmm
productivity of labour such as saving or investment ratio, population growth, technology etc are
same. However, these assumptions are false as such there can never be the presumption of
unconditional convergence, only conditional convergence, holding constant all other factor that
influence the growth of percapita income, including population growth (p), the investment ratio ()
" and variableaffecting productivity of labour as education (ED), research and development (R & D),
trade (T) and also non econormic vatiables such as political stability (PS), measured by number of
revolutions and coups. So, now the equation to be estimated is— ' :

g =a+b, (PCY), + bP), + b, (%), + b, (ED), + b, R & D), + b, (T), + b, (BS), + ..3)

Ncw,ofaﬁernmkingalhwmeforaﬂthcothcrfaﬂorstbesmofb turns to be negative
(bi<0),ﬁus:sﬁ1erehabi!mtmnofthcmoc]asaca1modc!, i.e.there would be convergence. But if
+ the sign of b, tumstobepom(h‘>0),thmthemwendogehnmgmw!ht&orymuldbe
.. accepted. It could bé vonchuded that all the factors keep the marginal product of capital from falling
" and capital-output ratio from rising leading to divergence in percapita income across globe.

2.8 Alternative Growth Model :

2.8 (a) Joan Robinson Modelof Growth :

_ Joan Robinson in her book “The Accumulation of Capital” gmﬂcd!mmadelofocommc
growth in 1956. Hermdelwasstatedmmbaltcmuandﬂxenmthmmhcdﬁmmhmﬂonwasdone

by Kenneth K. Kurihara,

'Ihemodclmbasedonth:assm:pﬂonoﬂmssezfane with two factorsofpmducuonnazmly
capital and labour. Wageeanmsq:endaﬂofﬂmuwaamcomeonoonsumpﬁon,whﬂethepmﬁt
mmssavaaandmvest It was also assumed that capital and labour are combined in fixed
pmpomonstopmdmeaglvmoutpm However this assumption was later relaxed by Robinson to
allow for the complications of reality. _

Thﬂaswemmﬁonof&sﬁhﬂmnofmmmlmomcmng&nmprmnandthewmkm

pY wN + npk .....(1)
where Y is net mational output -
N the amount of labour employed
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Ktheammtofcapmleqmmntmﬁmd

ptheave:ageprmofomputaswellasofcapztalequm
w is the money wage rate,
. and t the gross profit (including the interest rate)
NowdwndmgbothsﬂesofequaMnbytheawmgepmmdmpmg&tthedlsﬁbumn
eqmncnmrealtermsas-

The profit rate is thus obtained as from (2)—

. Y-%:N
K

A
74

Now if ¥/, = ¢ and ¥/, = Q then we have

..

2. " .(3)

Eqmnﬁ),@wﬂmMﬂmd@cndsmmetﬁmdmnofmmwl
the real wage rate ("fp) and the capital-labour ratio Q.
Thenmmqmndﬁnnﬁammxmnmmﬂmﬂmﬁzstmdnuﬁbemx&w

E-w/1
- -ﬂ{ ]=o.........(4)

m=

dQf Q
Subjecttothe production function—
Y =f(N, K) .....(5)

Onﬂwezmendmnesﬂothcnctnatwnalreﬂmm shouldbeequaltoﬂnmofml'
commnpmnmq)md:tme(c)andmtwalmvmm(l)meqmﬁbmmw

Y=C+1;8=T ..l ©). '

Now, comnnptmnxsdombywageemrswhﬂesavmgsmom ofﬂnpmﬁtofthc

entrepreneurs by assumption. So,mhave—

whereC mmnsmm&onom of wage monn:ands mmmgoutofpmﬁtmonn.
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Netumnmﬂmvohedmeqmnon(@mmﬂmghnmmmmmalcapm So we have
I=AK ......(9)
Subsumtmg thzvalue of S md I from equation (S)md %) mcquatlon (6) we pet—

K _4K
'K - K

= =K
K .

Substituting the valse 6f 0 in equation (3) we get-

—_W E
» A.

"R=

Q

o-V -

= AK _ A ......... an
K Q

In equation (1), ¥/, indicates the rate of growth of capital; (@ —*/.) indicates the net return
to ¢ apital and Q is the capital-labour ratio. So, equation (11) shows the rate of growth of capital
that is capable of increasing if the net return 1o capital rises in greater proportion than the capital- :
- iabour ratio. mmmwmmmwmmm capital
mmﬁmnmm@@ﬁ@aﬂhgmﬂwgemamdwwammgmﬂwagcm
' JoanRoimsondescﬁb&sﬁlc ‘golden age’ as one where there is full employment of labour and
full wtitization of capital. In Roy Harrod’s language golden age corresponds to a situation where the .
natural, the warranted and the actual rate of growth of national income are all equal. It represent<
a state of economic bliss, since consumption is then increasing at the maximum technically feasil
rate which is compatible with maintaining that rate of increase. e

Kurihara also mpmseni&dthcmlatmnsh:pbctweenknhmnsmodﬁlandthemodels
Harmdanddamrwﬁhthcﬁ;ﬁomngmaﬁunaﬁcalsymbols—

Takmgequahon(l)xmoacmum@mngmg,equauﬁnﬁ)mbemas- -

Y-W/N
. P
' K
'Y {Y-YL.N
= n= A( -~ {12)
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'Iheslmeofproﬁtmnatmmimcomczsgwenby | while ¥/, mthenmcapnai

productivity. So,ﬂnpmﬁtratemthepmductofcapﬂalpmducﬂvty(remﬂmdhyﬁmmm’s
model) and the share of profits in national income. '

From equation (8) we know—
S=nK . '

Y-W/N
'-—-———L:E..K_:-.y=s
Y Yy /Y
Whichgithlm])cmarequaﬁonas—
&=ﬁ:ﬂ?s
Since b = ¥, , we get the Harrod equation as—

' _I_{_aﬁ% ...... we13)

Thus, J. Rnbmsonsmodelgwesthesannmw]tasthennd&owandandDomhnwﬂh_
a difference, J. mmnmmmhmnmmnmmﬁt—mmm
*fp)aswanasonhhumpmdnmwty(q:),h'mgmgwthmrycbwtoarwlnjarketecommy-
Another difference is that whereas Harrod and Domar approached the question of capital

-+ accumulation from the stamipomofcapttal, Rabmonappmachndxt&ommesmndpomtmmlyof

labour,

- J. Robinson seems to imply that individualistic capxtalzsmcannot growcmeptbyreducmg
bamcallythepmeofiabomrelamelytothcpncenfcapmlaswenasto labour productivity.
Km’hamtlmsponﬂedoMﬁntthmcouklpossiblybeRcbmsonsmyofsaymgﬂmtmdadembped
counﬂmsmteadofﬁ:ﬂomgthecapﬂahstmbsofﬂmgmbﬁshouﬁadoptamzd economy of
ﬁscalandmonetarypolmes geared to encouraging autonomous investment.

2.8 (b) Kaldor’s Model of Econmmc Gmwth -

. The core of the new mdogcnous growththeoryofno&&mmmhmg returns to capital or
constancy of the capital-output ratio was pioneered by Lucas and Romer who emphasized
externalities to education and research. But much before Lucas and Rom, Nicholas Kaldor in
1961 pointed out t}wfactthatdesplte contimued capital accumulation and increases in capital per
head through time, ﬂmecapﬁal«outputmhommamsbmadlythesame, mrplymgsonn form of
externalities or constant returns to capital.




Kaldot’s explanation served as a critique of the neo to the neo-classical production function.
His explanation by in his innovation of the “technical progress function” relating te the rate of growth
of output per worker q* and the rate of growth of capital per worker k* which is shown in the figure
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Figure 2.5 Kaldor’s technical progress function

The position of the technical progress function depends on the exogenous rate of technical
progress and also the slope of the function depends on the extent to which technical progress is
embodied in capital. Along the 45° line the capital-output ratio is constant, and the equilibrium
growth of output per head will be q,*. An upward shift of the technical progress function associated
" with new discoveries, a technological breakthrough or more education will shift the curve upwards,
causing the growth of output to exceed the growth of capital, raising the rate of profit and indusing
more investment to give a new equilibrium growth of output per workes to q,*. This would cause
the capital-output ratio to rise due to an increase in capital accomulation without an associated
upward shift in the schedul. So, Kaldor’s technical progress function is a true progenitor of

Theory o[‘ Distribution and Saving Function : '

Another important aspect of Kaldor sgrowththeoxyxsthetheoryafdmbunonmdsavmg
ﬁmumKnldoasmmed&ﬁttbmcmﬂﬂimnpbymmmmcmomyandﬁmnaanmm
' dismtmdbgmmworkmmdmmepmmmwmsofwaée(w)andpmﬁt@).
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Y=w+p.... R

Total savings (s) consists of saving-out of proﬁts (Sp)andsavmgs out of wage (S') ie.
. 8=8,+8 ..(2

Kaldorﬁmherasamwdthatmargmalpmpensnym mnsumeofwo:kersmgreatcrthanthc
* marginal propensity to consume of the capitalists. Hence, the marginal propensity to save of the

workers(s“)mlessthanthemgmalpmp&ns:tytasaveofﬂwmpmhsts(sp)xe s, <s,. Thus,
equation (3) can be written as—

_' S=s W+ sp.P .
::S=sw("Y——_P)+sp.P ~ Y=w+p
=>8=5Y-sP+sP SW=Y-~P
=8=5Y+ (s, -~ 8P ....(3)
Inequilibrium, saving is equal to investment

1e.S=1 :

orl= sY+(s-—sJP
Now, dmdmgboths:desbwaeget -
T =E +(s,—s.) %,

or/y—((i—{’:)-

P/ _ 1 _L - Sw
or/k‘ {sp -5, 'Y} [sp ——s..,]"m"_(“)

Mﬂ@)@lﬁﬁtﬁﬂﬂnpﬂbpoﬁionofpmﬁtomdm&mimumdSOnm -
mtheccommy }hghermwsmumﬂmeasctheshareofpmﬁtmmtmnalmm It leads to
more sawygmﬂmpﬂalmmhmnmﬂwcmmmy _ :

Thus, the main contribution of Kaldor s theory is making saving ratio endogenous. Technical
progress fiinction is thus considered to beannqarovcmentowrthetradﬂmmipmﬂﬂmnﬁnﬂon
. andlhxsxsl(aﬁmsms‘tmtammm

2.9 Summary : :
Tommmmmﬂnsclmptmweam]ysedthemousgmwththmby(ﬁﬂ%mtm
_ mgﬁumthcchsmlapmoanh\mhmmnnstshkeAdamSth,Rwardo Malthus, J.B. Say
and 1.8, Mﬂ!basedunthcdoctrmcoflmssczfancadvecanngstanonarystateofgmmh.Marx _
explained the process of capital accumulation under capitalism and the inevitable collapse of .
capitalism and replacemient by socialism Schumpeterian theory also advocated the replacement of
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cépmhsmbysmmlmﬂmd—mmmodelonﬂwothm}miademdﬁmforhngmﬁm
anphymnemﬂﬂnmmhmlgmwmm(g),wmmedngme(g)mﬂmﬂgowﬂam.
(g,) must be equal. Solow, again advocated convergence of per capita income across globe based
onﬁmammnofdmmmhmgmmc@w&mwmmemmd%mmgmmh
ﬁlemyadmcateddmgemeofperwpﬁamnnglobaﬂybyrehﬁmgthcmmmnofmhm
' mmmhakamgmwmmdekweambfmdﬂnhmhbmonmdmmm
4 Robmsondeeaibed&emedforadopﬁonofmdmmmmembythemdadewbped _
comwsnﬂedofﬂﬂowmgthecapztahstmhsofgmwﬂ:.ThmxtwasshowdhowKaldor‘smdd
proudedthcmmofthencwendogcmusgmwﬂxthwryofmn—dmmmhmgtocapm '

2.10 Self Assessment Qnuﬁons -

1. 'Exq:lamthechmalthemymtermsoﬁtskeywmpomits

2. Explain how Marx explained the process of destruction of capitalism.

3. Howdmﬁmddcﬁwﬂmeﬁmmlgmw&rﬂes?E@hﬂﬁminpﬁmﬁumﬁn
acmmt:y!fthcmmra]gmwthratcexcccdsthewmamedm _ g

4 Howmﬂnmmhmnreadndﬂntmv&mdnmmtmmfmbng-mgmwﬂﬂﬁq:hm

the convergence debate.

W]m:sﬂmdzﬁ‘emmbmreenexogmousandendogemusgmwthpmm )

Outline the essential proposition of nev.r’(cndngcmm) mmhtheory

" Explain Joan Robinson model of growth.

HowdoesKaidorsmddofecomnmgmwﬂlﬁ)msﬂmbasnofmdogmwgmwthﬂnom

N AW

; LuAdditiomalRudmgs '

1. 'Ray, bebraj, Development Economics, OxfordUmversnyPress,NewDe]ln.

2. ThilwalL AP, (imwthand[}evelopmrt thSpemanfumtoDewhpngmmcs,-
PalgmveMamﬂlan,NewYork.

3. Todaro, M.P. & Smith, §.C. mennchveiopmnt.PwmnEdumhm,Dch _

4. Mishra, S.K. & Puri, VK, Economlcsofncwlnpnmmd?lmm:g-nmrymd?rm _
HimhyaPtﬂﬂﬂnngHome
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Unit 3 : Theories of Development
Structure : | |

30 Introduction

3.1 Objectives

32  Vicious Circle of Poverty Theory

3.3 The Process of Commulative Causation : Myrdal’
34 Neo-Colonial Dependence Model

3.5 The Stages of Growth— Rostow

36  Big-Push Theory — Rosenstein— Rodan

37  Balanced Growth Strategy — Nurkse |
3.8 Unb!mwedGrowthStrategy Hirschman =~
39.  Critical Minimum Efforth Toieory — Leibenstein

3.10  Summary

311  Self Assessment Questions

3.12"' Additional Readings

3.0. lntrodnctum*'_ :

' mrhemndmxmnnponamﬁmrmofecommgmwmboﬁlchmalmdwocm
wmmnhmiﬁm@omsmaphmﬂewﬂndevchpedcapuahstwmmtthWe
_ MMMMofWMWhMWOfMWMW
developimlnbasmaﬂyapphcabietotheundadewlopedcoum -

31 Objectives

The main objectives of this umit are to amlmthcvmus clmle of poverty as an explanation
of the stable low Jevel economic development of the poor countries. This unit also tries to outline
Myrdal’s theory of cummulative causation and forwards the essential arguments of the Neo-Colonial
Dependence Model. It gives an critical appraisal of the Big-Push Theory of Rosenstein-Rodan. It
also describes the essential features of Balanced Growth strategy of Nurkse and Unbalance Growth
strategy of Hirchman. FmtherthmumtmakmarmwofthecrﬂmaleamEﬁbﬁThmryof
Leibenstein.
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3.2 Vicious Cin:ie of Poverty Theory : _ : .
' ItwasRagrmNmksc(PmblmofCapﬂalFommmnmUndadmhpedeMm)wbﬁﬁ
used the expression ‘vicious circle of poverty’ to explain the stable low level of ecoriomic
development of the Third World Countries. In the words of Prof. Ragnar Nurkoe, “It implies a
‘ mrmﬂarconstclhnonoffnmestmdmgmactmdreactupononemthermsuchawayastokeep
a poor country in a state of poverty.”
TIwﬁammstobstmbMecmmmdmiopmeﬂofunderdevehpedmuﬁrwsm&evmus
circle of poverty that tend to perpetuate the low level of development. Poverty is a great course.
It is not only distressing but de-moralising too. Nurkoe summed up argument of poverty being the-
cause of underdevelopment by saying “A country is poor because it is poor.”
_ Themuscmicofpowﬂyopemtasbothordamxdanﬂsupplysﬁe (hdmamdsade,hw
'mcomcmnshwdemmd,whmhmmhwmsmtomwstmdthusmnmmsuksmbw .
capital formation, low productivity and low income.
Ondwmpptymda,bwmmmeofapoorcomymeambwcapmmymmwwmpwny-
to save means low investment which in turn leads to low capital formation, low productivity and low
income. Mthcmommicisoompktefmmbothdmmdandsuppbmdc
' ~ Fig 3.1(a) : Demand Side

. Low Productivity
/7. \
Cap m i 'l.ow‘Inmn:e |
R
Lowhmtmmt

Q Low Demand

Fig. 3.1(b) : Supply Side
Lowé}o@ﬁﬁvny

T Y
Capital Deficiency . Low Income
Lowlmeslmﬁ

\— LowSavmgs
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Under vicious circle operated in under developed countries is the under developed human
indnatural resources. The development and availability of natural resources depend upon ability and
fficiency of human resources of the country. Underdeveloped natural resources are the
,onseqzwnccandcameofbackwmdnessofthenmssesltcanbeslnwnasbehw '

- Market Imperfoction
! S
Underdeveloped Nutural Resources
g o F
Illiterate People and Backwardness -

As regards, the cause and effect of market imperfections, Prof K.N. Bhattacharya recognise
‘hat “poverty and underdevelopment of economy are synonymous. A country is poor because it is
underdeveloped. It is underdeveloped because it is poor and remains underdeveloped as it doesnot
hawtbenecesarymsomcsﬁ;rpromﬁngdmhpnm.Povatyisacurseb!nthegrea:erczm
is that it is self-perpetuating.”
Thetheoryofwcmmcmleofpoveﬂyhasheencrﬁmzadonthcfoﬂnwmggrmmds
1. ﬁwﬂmotymnﬁwhct%mhwhwhofdewbmﬁ%bwr&sof&angsnmﬁpﬂmd
a!sobetwecnlcvclofsavmgandratasofsavmg.’fh.eratesarennmnrpomforemmnnc'
2, Povertymaynotbethccmoflowratesofsavmgs
3. Evenin poor countries the richer section save a part of the income. Butﬁusnchersectmn, ;
 instead of saving for economic growth, they may indulge in conspicuous consumption. ,
4. It ignores the positive role of foreign savings in the form of direct investment for economic
growth. '

3.3 : The Process of Cumulative Causation : Myrdal
Mhypoﬂwsisofamhﬁvecmsaﬁohasanmhmﬁcnofﬁxbmkwardnﬁsofdmm
nations is associated with Gunnar Myrdal. It is a hypothesis of geographic dualism, applicable to
nations and regions within nations. As against the static equilibtium theory, which predicts that the -
‘working of economic forces will narrow spatial differences, Myrdal contends that in context of
development both economic and social forces produce tendencies towards disequilibrium. Myrdal
replaced the assumption of stable equilibrium with the hypothesis of circular and cumulative
causation. He argved that the use of this hypothesis will provide an explanation of international and
mterregional differences in nations development which persists and even widern over time.
To explain the process of cumulative causation he considers this hypothesis in context of
geographically dual economy through labour migration, capital movements and trade. The existence -
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of dualism not only retards the development of backward regions but the whole economic
_development process is slowed up. -

_ Mﬂnrcbcammﬂymwhﬂaaﬂregwmmatmﬁagenfdmbmm&msmﬁdmtm
of same level of per capita income or similar levels of productivity and wages in the same
occupations. Let us then assume some exogenous shock produces a disequilibrium situation with one
region developing more rapidly than another. The social and economic forces tend to strengthen the
dmmﬁﬁbnnmsﬁuaﬂnnmﬂkadsmﬂncmhﬂvecmnsmmﬂwﬁwmedmgmnﬁthem
of other regions. To Myrdal the cumulative causation process as a multiplier-accelerator mechanism
producing increasing returns in the favoured region. So, instead of equality, the forces of supply and

Let us illustrate with the help of example and diagram this process. Let there be two regions -
_AandBwhmthewagesarcdetenmmdbydemandandsupplyasshownmﬁgurebehw
Figure3.2

>

—— — w e e

(53 : i $ - : 'D?
Demand and Supply for " Demand and Supply for
kbour | ~ labour

Suppose, the wage levels are identical in the two regions, Le. w, = w_. Now, let some stirmi
rise the demand for labour and therefore the wages to rise in Region A relative to Region B. Sc
the demand curve for labour in Region A shifts to D, D, andtkmswagesmetow - Due to the wagc
discrepancy i.e. w, > W tlwlaboumrsaremducedtotmgmteﬁnmkegmanRegmnA.

~ According to t!xe equilibrium theory, the wage levels would have a tendency to be equalizec
* once more through a reduction in labour supply in Region B from 8S to § 8, and an increase it
 Iabour supply in Region A from SS to S,S,, where wage of Region A is equal to wage in Regior

Bie. WAz-_— Wal. o
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The hypothesis of cumulative causation, however states that supply would/may react on
emand in such a way that it would counteract the tendency towards equilibrium. Migration from .
. ‘egion B depresses the economy of the region through reduction in human capital, entrepreneurs,
' bnnndmrgoodsandmmﬁﬁaomofmdmmtheomahand,mamnmkngmn -
kwuﬁstmmhtzﬂngmw&mthmmgwnﬂroughﬂmmﬂmeddﬂmndﬁngmdsmﬁ

ervices and hence factors of productiosn
' So, :mgmmnﬁomkcgoanouldeausedamndmﬁsrhbowtoshﬁmthehﬁmDD
mdnmatmnmkmonAwouHsh:ﬁthnhhomdmndmmtoﬁmhernghxw D,D,. So, the
_ahalwagednscrepamywouldpe:ssl,xfmtwﬂm?hrsMyrdaltmmas “backwash effect’ where
hecumuhtwemnnwsﬁmﬁwmofﬂwfavouredmgwncmmgdmwlopmdm
}Ihsmrewgnmesthewmmwdcx&mofbmhmdmﬁeasmﬁargmsﬂmgooﬂsﬂ
hem, policies must be designed to reduce what he calls the *polarization’ effects and strengthen the
“trickle down’ effect. These ‘trickle down’ effects are the favourable repurcussions on backward
egions from the expanding region and Myrdal calls it the “spread effects’. |
According to Myrdal, the Spread effects are weaker than the backwash effects. So, to narrow
B hw@megmnﬂdﬂ&rmnﬂwmnmﬁmlyonmmmmﬂrwghmmﬂpomm
siernative is to wait for the cumulative causation to end naturally which may take a long amount of
tyme. Evmmmﬂyammmwhmmnmdmofmmnofmnmuﬁbe
baltedandpossiblyrewrsed. '

Critical Appraisal :

Tthyrdﬂthemsuwksmmpomdepmmﬁomothaﬁwomsofmderdmhpnm i
'Ihemtmnalmdmcmahonalfomeswhwhtmdmkeepﬂmundﬂdmiopedwmmesmthe
cmmiahveprocesswhcmpove:tybecomcsmsnwncauselsbemmﬁﬂlyoombmed

The spread effects in the underdeveloped countries are dampened by strong backwash effects.
National and international forces tend to perpetuate them and thus the regional and international
inequalities accentuated. Besides, the free play of market forces and unhampered trade tend to
cramp the export potentials of such countries. As a result, a great gap has developed between
mmoﬁsmdexponsofmﬁmdevebpedwmﬁnmwhmhhasmademwmmmdevehpmma
cust!yandlmgthyaﬂ'am :

Nm-Colunnl Dependence Maodel
Dunng 1970’5, international - dependemenndcls gained increasing support, especially among
dcvciopmg oounmcs. Neo-colonial dependence model is one of the general approaches of the three
- 1major streams of thought. _ o
Neo—colomaldependmmdel, mmmdxrectomgmwthofManastthmkmg.AcmrdmgtothB
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model,ﬂwﬁudWoer&onsmpaﬁofh:ghiynﬂegrﬂedandmnm!exmmwsystmm
: .whchdmbpmmeifeﬁsmbenuﬂz&dbymemalﬁarcesheyond their control. In view of the .
Nwﬂobmﬂdemﬂmuqthemsmcmﬁwnﬂnumefthewﬂerdmbmnimthem
%rﬁmumwsmhrgelyduemﬁwhﬂomﬂmhmonofahglﬂyumqudmwmpm :
system of rich country - poorcounuyrelauombxps,Tblsbadsmanmqﬂmtahvesystemhasedon_
_ mmuﬂmwm%mbﬁwmthem(dewlomdwm)anddmpamﬂmwpd
' countries) making effort to be self reliant and developed difficult and sometimes impossible. Some
section of powerful elite in'LDCs like landlords, merchants etc. helpmperpemanonofﬁn '
mtcmmonalcapﬁahstsystemhchCs,MWorldBank,WTOetc and thereby they are
rewarded.

One of the most powerful statemnn:sofmtmnnonal depcndmwemdelwasmdeby
_ Theotonio Dos Santos. According to hnn,mderdevelopmt,farﬁommnsmutmgamteof .2
backwar@esspmrwcapmhsmmmmnraconsequmandpamwhrfomofapmhst
K dwehpnmkmwnasdcpmdemmDependmuamndnwmngwhnhthe
; -mmofnmmwofmmmwmmdbymdwebpmdandmmnofm
mmmmmmmmmmmmmmmﬁmmmw
mad@mmmamonlyexpandasamﬂeaWoﬁhcexpmnofﬂnmm
which may have positive and negative efforts. In either way, the basic situation of dependent causes

£k thmewunmcsmbebothbackwmdandm@OMDOmMKmmmmdnmdwﬂh

tocbmlcgma], commercial and socio-political predominance over dependent countries.

3.5 'I’heStagesnl‘Gmwth—Rostcw '
WWRostow’sTheStag&sofEcamnmGrawthwasﬁ:stpubhshedmimmhthesub-mb
“A Non-Communist Manifesto™ Tinsﬁmwwmanaﬂemptmmvﬂeanaltmmwtoﬂnh&m
interpretation of history. Rnstowpmeﬂsapolmcaltheoryaswaﬁasadwmuvcecmmm'
ofthepattmofthegmwthanddevelopmmﬁofnaﬁnm '
ThccssmccofRosmwsﬁws:ststhatitmLogtcallyandprachmnypossﬂchtoxiemﬁ'stag&s'
ofdembpmﬁlkd&mgmﬁmﬁmmhs&gw—@uﬁﬁwmlmnm(ﬁ)mmmﬂorﬂnpm _
cmm&rmkeoﬂ;(m)mk&cm(w)mmd(v)mghmsmmmn

(i) Traditional Society : ‘

| Itmhasedonprmﬂvetedmobgymdm&odoxﬂmedﬂonalmmeﬁmamebm&tmsed '
byaceihngonprodmtxvﬁym:posedhyths limitations of science. As such a high proportion of the

'w%mnmmﬂmmmagnmmmﬂongwdhmﬁtﬂemhmyormm
gm&dwmmnfw&d&anddwmﬂmhmdpohﬁcalpowaﬂusﬂwmmﬁmbasedmfwdam '
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(ii) Transitional or the Pre-conditions for take off : L

The stage between feudalism and take-off is what Rostow calls the transitional stages. This is
thestagewhamﬂmsmeﬁcsmmthepmwssofﬁanmlmnhﬂdmgupwndﬂmnswhmhembhs
them to take-off in due course of time.

According to Rostow, transition has many dimensions. First, apodonnnmﬁagrmmnsnclety
simuldattanpttotransformnselfmtoanﬂustmlsocwty Second, the trade and commerce shoukd
mtmmmnhmhsedmmesmﬁusofmmecmthcmwmmmnpumshoummbe
' uwdﬁrmn@mmmamMmFmﬁyamyMomthemmﬁmugh
hard work and ingenuity.

Ecmwnnstsoﬂenamﬂhatthematchcfactormﬂw&mmhon phase is the Jevel of mnvestment
which should be raised at least 10 per ceént of national income to ensure self-sustaining growth. .
According to Rostow, capital formation is generally facilitated by an increase in the productivity in
agriculture and the creation of social overhead capital. Both agricultural productivity and building up
of social overhead capital plays a crucial role in the transitional process between a traditional society
mﬂamsﬁﬂﬁk&oﬁh%pemdﬁzmmchmg&smmmmﬂbydnngﬁmw&
~ social values and political structure and motivations.

(iii) The take off :

Thcmke-oﬁ‘lsadecmslagemthsmhmonofanysocwtyltlsthcstagemwhmhgrowﬂa '
* becomes a normal condition of the society. However, the characteristics of take-off are sometimes
dﬁzuhmdmtmgmhﬁvm&eaharactmofmemnmg&mshasbcmam& _
contention between Rostow and critics. Rostow was aware of the definitional problem in context
of take-off and therefore defines it as the requirement of the following three conditions :
(a) arise in the rate of productive investment; -_
() ﬂndcw@mﬁofoneormmsubﬁanﬂalmanufaMng,wﬁhhghmafgmwﬂ:, _
© &nmmorquﬂcemgmofapohmmmmmmm

the impulses to expansion in the modern sector. '

: thﬁmdeﬁnMnofhk&oﬁRostowSoug&mmlamapmdwhmmduﬂmhsaMnm
: acntxcairolcandprepamsgroundforﬁxumlmgescalesﬂuchzaltzamfarmhon.ﬂowem,ﬂn'
society’s evolutionary process in the take-off stage of growth does not follow a single route. The
mﬁmmmmmoflmkmmmmofamofmm _
people in the society who can carry out innovation and thereby produce growth. ‘

{iv) Maturity : - _ ;
'I'hes&agequatmityfdﬂvetommrityisdeﬁnedbyRDstow-'asthepcriodwhmasociayhas
effectively applied the range of modern technology to the bulk of its resources. The period witness
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| mummmofmmmmmmmmmmm
Accompanying changes in the industrial structure will be structural changes in society, such as
changes in the distribution of the workforce, the growth of an urban population etc. Maturity also

has important pohucalfmhnesandoﬂlermn-ecommmaspwtsofmtmtymahngonmmmy
growangammtmnatnmlmmme

'(v)mgh Mass Cansumption x _
_ Wﬁhmatmﬁyasomqbegmswmkcwommahmdameforgmmad.hthspoﬁmmm '
stagepeopleseckmreleme more welfare and social security efc. Thcsocwty’sattentnnﬁms
sh:ﬁﬁnm&mproblﬂmofpmdmmntopmb&mofcomm:puonandmlfam The country allots
mmmﬁMWmemﬁemlpowanﬂm&mmﬂmmﬂd
‘leadership.
Itkam!ﬁremwﬁuhmmwonofhmmﬂro@mmmm_
mmofmb@emﬂmmﬂmmmwmmgmmwmaﬂmmm
" However, the era of high-mass consumption has nowhere come to an end, no even in United
States. So, whatlnsbeyondthestageofhgh—mwmunmuonmadﬁcuuqmwm

Critmsms.
1. The sequence of growth has no historical basis. Therezsmsmglesequemewhzchﬁtsthc -
~ history of all countries. :
.5 -‘Tak&-oﬂ”lthcmostcommversmlcomeptasnhasmhmeanphcereferm Therateof
meedmwhmhﬂwwommymmommgomdmmhewmem&-ammgm
~* fromcountry to country.
3. Rateofakadmgsecto:wﬁhhsghﬁmwthmtemnmtheensmedasﬁsdewhpmﬁmmt
simple.
4. Emergence of political, social and institutional framework so necessary for growth cammot be
. taken for granted. '
5. There is a confusion in the concept of maturity. It clearly doesnot identify whether use of
. modcmteclnmlogywam]tofdevebpmmtoreauseofdewhpm :
6. Age of High Mass Consumption has no specmlmgmﬂcance P:eferemcwmnmmamong '
' peop}msfo-.mdsteve:ystage :

- 3.6 : Big - Push leory Rosenstein - Rodan ;

“The theory of Big - thenwsagesonalargcsacbmth:mntasapre—mqmsﬁeforputtmg
thclessdcvelopedecommnsontothcgrowthpmh.'!‘hemtegy advocated by many, was first
_ oomwedbansensteukRodanmthewiyfoms ’I‘hestrageylsacomrasttothcappmaches'
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suggesting gradual and small steps towards development. On the contrary it suggests concentrated
efforts in the form of investments on a large scale to makcaisti]lmdbackv'vardecpmmyﬁmve.

One of the basic feature of this strategy is its big endeavour in industrialising a predominantly
agricultural economy and that too in the intial stage. The strategy has no faith in bit-by-bit growth
over long pemilhecomofﬂmshat%ymtomakelargcmkms@mtomasboﬂpmd
wmakeﬂmdesmedanqumdnnpactontheecommy :

Another feature of the big- pmhstrategy:sthatafmvcsmmsmvmwdudmmhwthm
to one ora few. Such investments in complementary industries will there create its own demand. The
strategy also favoured planned industrialisation within the frame of world economy, rather than
cbsedwommyThm,ﬁeﬁmstofﬁeﬁxWﬁmmkmgahg—pmbﬂmughwmmghge
investments as if in one package. .

AwordmgwkosmmRodm;ﬂwmedﬁ)rhgpmhmlmdﬁdwdopedmmmmsmﬁmn
ttmemdmsilihtmmhtedtoﬂwcxtcmaleoomms The indivisibilities are—

(a)nﬂmnﬂ)ﬂkymthemmmﬁmm

(b) indivisibility of demand.

(c)mﬁhtymthcmpplyofsaving&

(2) Indivisibility in the production ﬁmctmn : :

; AmﬂmgwRommRodmmdmibﬂmmomemorommrmm
‘mmamgreunns, and may require a high optimum size of a firm. Investment in social overhead
capM(SOC)howemmveryhm]pymnaturc and require substantial intial investment and the -

pandmdmhng&rawhnws&m&.&sﬂe&mofw@omhmdmpﬁﬂmt
bem:poﬁed,heavynﬁmlmwsmmthcrefommqtmedmsomalovahcadcapnal

: (b)lndivinbi!ityoﬂ)emand
_ mofMWugummwonmmcmmsmsofdadetmmm-
- sence that demand for various goods and services are complementary in nature, since people -
‘demand varioud products at one and the same time. So, what is required is the setting up of a large
number of industries simultancously so that people may become each others consumers and the
output of all them may be sold. This in tumn ‘will reduce the risk of finding markets for the products.
Setting up any one industry, say shoe industry, will not help, becauscworkm*sengagadmtbat
uxmstrywillnotspendthcxrauuemcomeonthe purchaseofshneahne.

(c) Indivisibility in the Supply of Savings : , '
' Summmmmammofmmammdﬂwmmmqtmambm
- level of savings. So, it is necessary to overcome the indivisibilities on the supply side. The raise the
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kvdofsavmgsnmmccswyﬂmmmwmemcreamduetcmimhmvm
mhmmnsmstbeprowdedto:msetbemargmalraﬁe ofsavmg in the second stagesubslanmlly
' mcompmsonmtbcavetagerate '

Role afState

'I}mthaoxyofthebsgpushassrgnsacrumalmlemthestatc The amount and scale of
mwsmmﬁ:rhmynﬂusmdmnmbeyondmemofthepmmm So, investments in
_ hmpypro;ectsﬁkesocwlewrbcadcapﬁalwﬂhhnggcstamnpmdxsto be borne by the state
MWMrmguﬂedbypmﬁtmthhmcfmewouﬁmtmmmchmm

Criticisms :

'Theblghpushtheoryﬁﬂsto remgmzeﬁw:mportantﬁctthatﬂmammtofmsom-cesm
underdevelopedmun&xesmmynnmhhmﬁed.merezsdmthofcrmcaifmtam like

" entrepreneurship, skilled labour, capital, saving and structural and industrial factors.

2. _The:reB&ngaufhﬂanommﬁgmmhadsmthedevehmofsodalovmm'
mﬁmﬁm@mmawmmmmmghngmgmnpmodmdmmgmhym
and money income.

‘3. Governments of the underdeveloped countries are likely to encounter serious difficulties in

. execution and implementation of the various projects according to a planned programme.

: Thethwqmgbﬂsnnporﬁmeoftechmquesmﬁsomeﬁhusmﬁnmpﬂdformﬂm

5. Big-pushmtmmﬂcmaldimmmnksmﬂnshoﬂ-masmmyofﬂmaﬁcdﬁcmem
‘be procured at a higher cost. |

6. By emphasizing on social overhead cost and industrial developnnnt, nxg:nores agncu!tuml
development.

7 Thcbmeﬁtsofenmb}mnmdmomegewatwnmdamdbyxgmnngmcmsﬁbamof
mllnnmm:mt. : ‘

3.7 : Balanced Growth Strategy - Nurkse.
ThﬁBalamedGmwthSuategylsassoclatedmthRagnatNorksc The strategy aims ata
gmwththatmmmsahngabalamed path.ThJsstrategyemphasmihcmcdfotmﬁtamous
development of a number of lines of production because of the oomplementamy character of
MMmmmemm&mmofmmeBmmm

a. Different consumer goods industries;

b. Capital goods and consumer goods;

 c. Industry and agriculture;
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4 Domestic and exports sector; -
e EcommandSocmlowrheadanddmcﬁypmductwemv&ﬂmem

According to Nurkse, the limited size of the market is the main obstacle to economic
~ development and in order to overcorme this problem there has to be all-round improvement in the
pmductivity.Thc'mduocmcnttomvestisljmitedbyﬂmsizcofnmkctductolackofpurchasing
power. The necessary market can be expanded by investrent in complementary industries. The
vicious circle of poverty can be broken by “more or less synchrohized application of capitalto a
wider range of different industries”, This will create demand for each other’s commodity. There will
be overall enlargement of market which will provide necessary inducement to invest. According to
Nurkse, the difficulty caused by the small size of the market relates to individual investment incentives
in any single line of production taken by itself. In principle, the difficulty vanishes with more or less
synchronized application of capital to a wide range of different industries. Here is an escape from
the deadlock and results in overall enlargement of the market. Most industries catering for mass
consumption are complementary in the sense that they provide a market for and thus support, each

Thustbecamforbahmedgmwﬁ;masupontherchﬁonofmmpmbawemwm

between factors and between factors and products at various stage of production.

Criticisms :
1. Balanced growth doctrine is not suitable for underdeveloped countries because of acute
~ shortages of capital, technical skill mnagcrxal talent, skilied labour, power, tnmsport, raw

_ * materials etc.

2.  Simultaneous establishment of a number ofmdushzeswﬂlmzsetherealandmoneycostof
_ production and make them economically unprofitable to operate. The new industries will
complete with old ones for supply of the scarce factors of production. : _
3. According to Prof Singer, balanced growth doctrine is based on wrong assumption that an
underdeveloped country starts from a scratch in reality, every underdeveloped country starts
from a position that reflects previous investment decisions and previous development. As such
theremaybeh:ghtydcmblc mvcst:mntpmgranmmswhmhmaymtbebalamedm
themselves. : :

4. . Another difficulty abouthalancedgromhdoctrmcm due to lack of proportionality in the
supply of factors of production. It is a big hindrance in the application of doctrine of balanced
growth. ®,

5. The doctrine of balanced growth presumes the effectiveness of government direction and co-
ordination of centralized planning and direction. But such an assumption is wrong.
6. Besides historical evidence does not support balance growth doctrine. In most of the developed
countries the process of development has not been balanced. '
' i 58




3.8. : Unbalanced Growth Strategy - Hirschman
* The proponents of unbalanced growth strategy argue that smccthemxlerdevcloped ooumﬂes
suffer from scarcity of resources and so cannot launch upon a balanced growth programme. The
foremost exponent of the Unbalanced Growth straicgylsHizschmz.Thestrategyam:satgmwm )
of the less developed countries along a path that is marked by imbalances.
Hirschman contends that deliberate unbalancing of the economy according to a pre-designed-
~ strategy s the best method of development. Unequal development of various sectors often generates
conditions for rapid development. The situation that some industries are more developed than others,
provides an inducement to grow to not so developed industrics. Hence, development policy of an
underdeveloped country should be based on this reality.
 In the words of Hirschman, “Development is a chain ofdzseth'bnathat muist be kept alive...
If the economy is to be kept nwmgahcad,ﬂwtaskofdevclopmentpohcylswmamtamtmmcns,
‘daspropomonanddlsequi]ﬂma Hirschman illustrates his strategy by taking up the relation between
two broad categories of activities, namely Social Overhead Capltal or SOC for short and Dn'ecﬂy
Productive Activities or DAP for short.
The SOC concems investment in transport, communications, water supply etc. 'I‘I;e DAP
\ includes production of goods for direct use like clothing, shoes, radios etc. Investment in either SOC
or DPA causes an imbalance in the economy.
If the intial investment is made in the SOC, there will be excess ofi:sproducts. This may reduce
their prices and will amount to subsidisation of the DPA. This will induce investment in DPA in
expectation of profits. However, if the initial investment is made in DPA, there will be shortage of
the SOC products. In this case, there will be political pressures on government to respond to the
shortage through investment in the SOC.
To explain these relations between SOC and the DPA Hirschman uses the following
production-function diagram. -

soc| ™

Growth Strategy . : - }‘*_DPA
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~ Units of new investment in SOC are measured onthe vertical axis and units new investment in
DPAarenwamdontbﬂhonzcmalams The curves show various quantities of SOC and DPA
whmhgmthemgmssnatmmlmductatanypnuﬂofm 'Iheﬁn‘tha'awaythccmveﬁ'om
.memgmhlghensthegmssnatmnalpmduct

IncasetheSOClstoleadﬂmgmwﬂx,theeconnmmBmovcalongﬁmhneAnA]B B C

Here the SOC increases from A to A, inducing DPA to increase until balance is attained at B, This
‘places the economy at a higher level of output, and SOC increase to B,. In response to this, DPA
also increase to C;. IfDPA:stolemitbepmcess,theecnmmym]lfollowthedottedhne
ABBCC,. -

1701
“Criticisms : -
1. Unbalamedgmwthmvolvesacons:demblewastageofmcapacny Underutilmanonof _
capacity-continues till other sections develop. '
2, ledoamepaysmdeqmteattanﬁmtoﬁwmmposiﬁon,d&edbnmdﬁmhgnfhnbdam&
Itmmenhﬂesonsﬁmuﬁmexpamhmhﬁndgbﬁswﬁﬁmcﬁmedbymﬁn&amdgm%
4. It maycreatemﬂaﬁonmypresmmasaresult of heavy investment in some sectors thus
increasing money income and demand for consumer goods against stagnant supply. .
s H&schnm'sstm:egypotsmnpxmsisonSOCandcapnaIgoodsmdusm-amnmmof.
; conszmmguodsmdustrmmhputsexmburd@nonmecomrs
Tooomh:ds,ﬁmbesmdﬂmimmemnalstage,mbalancedgmmhxsmevnable In the long
nmtbcqucstwmsjusttodecxdethcdcgreeandnammofmbalanoe

2

39: Cntlcal Mmmmm Eﬁ'ort Theory - Leibenstein :

The strategy emphasises the need for making an amount ofmvestmmtwinch:sthemmmum
effort required for polling upa backward economy to a higher growth plane in the face of rising
popuhtlon. The basis of the strategy revolves around the relation between population-growth and
* economic growth. '

The strategy is designed to meet the s:tuatmnofMal‘thmmmderempbymmieqmﬁhnm This

o mmmonmchmactemedbylowpercapﬁammmmdmn;taﬂpopuhhongmwﬂrmeducwh]gh

- birth rate and a high death rate. Thus, the economy is fated to remain at the subsistence-level.
Children are looked upon as agents of production and for old age security. However with the
increase in per capita_inébmc people see small families as an advantage in terms of high economic
and social status. Thus, the strategy aims at raising the per capita income s\rﬁicientljr S0 tbat the
ks growth rate of population may decline. :
' In terms of the abave argument, the strategy envisages efforts in the form of largc income-
genuaxmgmvcsmInthcabsmmcofsuchaneﬁfoﬂo;mﬂereﬁbrts,thepercapﬂamomewﬂl
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'mhpsamnsongnmlbwmmonbmzseofamempapulanm& ﬂwmmleﬁ)rtlmstobehge

enoughanhthamymldsanmmgamandﬂmgmwthmofpopu]anmmdwhmg So, the
basx:elemﬁoftbesﬁﬁegynadequmofvamdth&mforwommM&egmwth
_ rateofpopu}axlonmthesecounmmlslargcatOVGIZto25peroentandevmmorc So, the per
capmammmmqmesm&mmmncgrowmmmdmtoniymmewpuhnmgmmm

bmdwslwuﬁbcsubsmtmﬂymmthﬂ&wwempercapuammmmkesmwm '

populauon-growhthatlssuﬁcmly!argc Scoond,themnaluwesmmthastohehrgcemugh
particularly in the LDCs to overcome the indivisbilities in respect of many pm]ects

Gwmﬁnadequmcmm!eﬂ’omﬁmgmwthpmcwsemnsagedmﬂwgmgymmmmg
forcesbecomcoperahve Growthagents]iketheentrcpreneur,mvcstoretc areastrmwd,to
enhance the growth process.

A=

A

¢

Per capita income & induced income declines | '
, 3»

2.
o X ‘
Per capita income & induced income growth
Figure 3.4

E
v

v

In the figure curve X X, represents all income raising forces and Z, Z, indicates all income
depressing forces. The 45° line measures induced increases and debreases in income. E is the
ongmalpomtofecmililxnm '

' Hmwmnﬂzalmvesﬁmnirampﬁcapﬁamcomnﬁom&mequﬂimmnlevel oc’ to ‘om’, then
the income raising forces raise per capita income by ‘na’. All this level of income the income raising
forces are ‘af’ and incoine depressing forces are ‘bf”. Since ‘bf” is greater than af, the income
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generation will follow backward path ‘abed’ back to the original equilibrium point E. However, if
the initial investment raises the per capita income to the level of ok, then per capital income will rise
by sg. So, from point G the income generating forccsmllputthegrowthonthepath of endless
cxpans;on of per capita income.

Criﬂ_cisms 2 ;

1. Relation between per capita income and population growth is not a simple matter. According
to Leibenstein, population increases as a result of rise in income above subsistence level. Rise
of income has a direct bearing on population growth. But in UDCS population is not merely

'mﬂucmcdbypercapﬁamonwbtnotherﬁctorstoo So, tixsthﬁs:snsnnremievmﬂmwm
countries. .

2. The relation between level of per capita income and the growth of total income is more
complicated than what has been assumed by Leibenstein. :

3.  The doctrine does not take into comlderallonﬁwrateofforelgnwpnalmmmsmgthclevel
of savmg and investment for accelerating the economic growth in UDCs.

3.10 : Summary :
In this chapter we have analysed important theories of economic growth apphcable mainly to
the UDCs. The “Vicious Circle Theory” seeks to explain how poverty is the cause of poverty.
Myrdal’s thesis of ‘cumulative causation’ stresses upon the relative strength of backwash and spread
 effects as an explanation of aggravating economic nequalities amongst countries and regions within
acountry. Then the Neo-Maxist view, in the form of ‘Neo-Colonial dependence model analyses the -
causes of underdevelopment of the Third World countries. Rostow in his ‘Stages of Growth® Theory
‘shows how ‘take-off” into self sustaining growth can be achieved by an increase in the saving and
investment rate. Rosenstein - Rodan in his ‘Big Push’ theory stressed on bigh push that is headed

to overcome the original inertia of a stagnant economy. Similarly Nurkse’s ‘Balanced growth’ theory
advocates simultaneous development of various sectors as a development strategy. On com‘rary to
this Hirschman’s ‘Unbalanced Growth’ doctrine emphasises on the concentration of investment in
certain strategically selected industries as a means of achieving economic development in the UDCs.
Leibenstein on the other hand believed that a critical minimum effort is necessary to free the economy
from the grasp of vicious circle of poverty.

3'.11 : Self Assessment Question :

1. 'What is vicious circle of poverty?
2. Explain Myrdal’s thesis of cumulative causation.

3. Give the gist of the neo-colonical dependence model.
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‘What are the various stages of Rostows growth model? Explain.

Gwethemamthmst of the Big-Push Theory.

How does Balanced Growth strategy differ from Unbalanced Growth Si:rategy‘7 Emlam.
Explain Leibensteins Theory.

N o w s

3.12 Additional Readings :
1. Ray, Debraj, Development Economics, Oxford Umvers:ty Press, New Delhi.
2. Thirlwall, A.P,, Growth and Development : WithSpeculRetbrenoeTo Developing Economics,
Palgrave Macmillar, New York.
3. Todaro, M.P. & Smith, S.C. Economic Development, Pwson Education, Delhi.
4. Mishra, SX., & Puri, VK., Economics of Development and Planning-Theory and Practice,
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Unit 4
Development from Dual Economic Structure

: _'Structure:'

40  Introduction
4.1 Objectives
42 Concepts of Economic Growih and Devclopmmz
' 4.2.1 Lewis Model of Economic Growth

" 4.2.2 Fei-Ranis Model of Economic Growth

423 The Hams-Todaro Model of Migration and Uncmploynm

43 Surmary _ '
44  SelfAssessment Questions
45 Additiona! Readings

'QOIntroducﬁon

This unit deals withthe theories of unlimited supply oflabour and the dual Economy models '
forwarded by Lewis, Fei & Ranis and Harris — Todaro. Itdealswnhthcduahstlcgromhmodck
whcrc!abourmagadualpmcessmtrans&rredﬁomtkmlabows:.n‘phssectortoothcrsectorsand
thus in the processmnatesgrowth.

4.1 Objectives -
Onreadmgthxsumtsmdem shmxldbeableto—-
Identify the various dualistic models.
Distinguish the appmachmusedbyvanouseconom:stwhﬂcdeahngwnhdualecomm
Distinguish the models used by Lewis, Fei-Ranis and Todano.

4.2 Unlimited Supply of Labour and The Dual Economy Models :

This section gives the dualist approach of economists like Lewis, Fei-Ranis and Todar onthe
unlimited supply of labour while Lewis explained how unlimited supply of labour can conviniently
turned into an asset of economic development, Fei Ranis tried to explain his model m terms of
agricultural growth. Harris-Todaro viewed rural-urban migration as a favourable in the process. of
economic development. A brief explanation of these models are presented below.
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4.2.1 Lewis Modelof Economic Growth
_ One of the best known theoretical models of development that focused on the structmal ,
transformation of a primarity subsistence economy was formulated by Nobel laureate W. Aurther

~ Lewis in the mid-1950s. Lewis two-sector model tried to explain how unlimited labour supply can

be converted into an asset can be converted into an asset for economic development.

Lewis divides the economy of an underdeveloped country in two sectors @ a tradltlonal,
overpopulated rural subsistence sector charactenzedbyzeromrgmelprodmtlvay of labour and a
high-productivity modem urban industrial sector. Awordmgtolgmsthcmr&lsuhsme sector
contains surplus labour which can be gradually transferred to the urban industrial sector for its
expansion. A large component of the unlimited supply of labour is composed of those in form of
d:sgmsedunemploymentormcasualoldandpettyjobs So, the wages paid by the expanding
capﬁahstscctorhastopaytotheunskﬂied]abounsdetemmcdbywhatthelabourcamsmthe
subsistence sector.

Whﬂeﬁacmgthepmcessofmmmcemmmmuwmemhamcdmmeka&mm
process is the use of the capitalists” surplus. Captalists” smphsngeneratedwmumfaofmhs :
mmt&mpm%m&msmmmmmmmyofMEmhm =
tothecapﬁahstsectorwhemthewagmamhlghandmﬂgmalpmducumyoflabom:sa]solngh.
mmn&ﬁmlmaagmwmﬁmwmpﬂﬂwﬁsbytheemmmehMm
capital formation in the economy. This investment in turn creates new job opporttmmesforthe
unemployed labouretrs withdrawn from the subsistence sector.

This process can be illustrated with the help of the following figure.

Wage of Marginal Productivity

1 2

~ Quantity of Labour Employed
Fig 4.1 - Lewis Model of Uplimited Supply of Labour
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On the figure OS is the wage rate in the subsistence sector and OW is the wage in the capitalist
sector. At OW wage rate the supply of labour is unlimited as indicated by line ww. When ON,
labour is employed in capitalist sector, its marginal productivity curve is P,L, and total outputis
OP,QN,. The wages paid to workers is equal to arca OWQ,N,. So, WP,Q, is the capitalis
auphmormmlmﬁtwmchmmmﬁmr&mmemgnﬂmmmymsmﬂs
upwmdezL,ThecapnahstsmphmmﬂmnpbyMamhrgerthanbeﬁmasWP ,and ON,.
TTEsmphmmﬁmhmr&mvcstedmdmgmﬂmoducmnycmeshﬂsmPsI?m&mpbymn'
ON, with surplus of WP,Q,. -

The process of economic expansion continues as long as there is surplus labour is the
subsistence sector. Savings play an important part in the growth process. If the capitalists donot
nvest a larger and larger portion of their profits neither the total product nor the employment
oportunities will increase. Besides Lewis also opines that in underdeveloped countries capital
fonnanonmmtonlyoutofpmﬁtb!na]saofbankcredﬂ.Itwouldhelpcreatebothoutputmd
mhynrmtoppoMsandthtmnp!uslabowwnuldbcputmtouse.

However, the process of economic growth cannot go on indefinitely. Itonmtoanmdwh:n
tbcanphshhomﬁomﬂnwbmstmsecmrmmmﬂyahswbedbymeWpMMrAsamuk
- ﬂwswphmgmaﬁbacaumofunhm@mplyofhhommundadwehmdwnn&mesp&nﬂy
mdmwduhm@rwnmhm%emtccfcapua]fumﬂonamdmodaﬁmmm
_growth is checked.

4.2.2 Fei-Ranis Model of Economic Growth—
Amthcrmodelofduahsmwasdeveiopedby!ohnCH Fei and Gustav Ranis. 'Ihcyaho
mnﬂderedahbommmhsewmmywhueahrgepnmuveWmmﬂmma
small but hopefully growing industrial sector. This mode] is essentially an improvement over Lewis®
theory on the ground that the latter failed to pmsentasaﬂsfs.ctoxyanalysmsofgmmhofthe
agricultural sector.
' Thnagrmuhmalseﬂorctmmﬁmscdbyﬂxemstmofovampuhmﬂeadsmdmmhmg
" increments in agricultural output. This results in redundancy in agricultural labour force. Fei and Ranis
mmm&wm@bmmmmwmrmwmmmmof
labour supplytothzmdusmai sector. So, FelandRmnsanalysedevelopment of labour s:.n'ph:s
economy into three phases.
I. In phase one, the redundant labourmtransferredtothcmdusnulsectoratthcconsm
institutional wage.
IL hﬂxseoondphasqagncﬂhnﬂmrkmpmducedhss&mﬂwmmeageﬁeymhn
add to the agricultural output. Such workers are also shifted to the industrial sector. Eventually
apomtmllbcmachodwhcreﬂwﬁmnworkerspmdm outwtequalto msutunonalwage
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Im. Thethnﬂplﬁsermrksmeendofﬁnmke-oﬂ‘mdﬁmbemofse!fmsmmdgmwﬂlwhem. |
lhcfa:mmrkcrsprodmemrethamhcmsmuuonalwagemey This is the phase where the
smphmlahommexhaustedandﬂwagmulmmlsmmrbemmsmm
This proces of development is explained with the help of figure below.

Land 4

Total output

Fig 42 (a)

67




 In the above diagram, in figure (A), labour is measured along the horizontal axis and land on
vertical axis. OR depits the stuge of production and the curve ABC the production of agnm!mml
goods. Assuming land to be fixed at OZ, ON, amount of labour produces maximum output.

TP curve-represents the total productivity of 1abom in ﬁg (B) which measures total product
alvzmg vertical axis. Beyond ON, units of labour with 674 amount of land, production would not
increase. Beyond point M on the TP curve, the total prcductmly of labour becomes constant. If
ON, is the total labour force in the agricultural sector then ON, is the non-redundant labour and
* NN, the redundant labour force whose marginal physical productmty (MPP.) appmaches zero,
beyond point M on the TP curve. Such workers are disguised unemployment. -~

Economic development is intiated when these surplus workers are shifted from agricultural
sector to the industrial sector. The three phases are explained in the figure below as figure (C), (D)
-and (E). '

fig (C)
fig (D)
.
! [
¢ Ml M 3L "L
Lobowh Pl “rasey  Pheecd By
|
] P4 } ﬁg(E)
1 y
Total output : .
y v
; i :
1 : lq
B { Labow - 1

fig4.2 ()
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hﬂmdngmm,mtheﬁgme(ﬁ)ﬁnhbomfommagmukmlmNmmsumdonmmemd
. scale (i.e. from right to left) on the horizontal axis ON; and agricuttural cutput downward from O
on the vertical axis QY. OGX is the total physical productivity curve TPP (inverted OTP curve of -
fig (B)} of the agricultural sector. The portion CX showsthattotalpmductwnylsconsumtmthzs
region so that the marginal productivity of MN labour is zero. Thsrcprwents&msmpluslabourthat

“can be with drawn. Imxmhcompmpmdmedbytotalhbom force ON thenmvomepresems :

the institutional wage.

_ Inthcﬁgm'e(D),theaﬂocanunpmcwsmthmcphasathetakcoﬁ‘stagelsdcplctsd.mwtal
labour force is measured from right to left on the horizontal axis ON and the average output on
vertical axis NV. The curve NMRU is the MPP, in agricuiture and NW PS the institutional wage
atwh:chmrkmmmhyeimphamLNMwmkmmdmgmmdmmbyedwhosenmﬂ
physmal productivity is zero. So, this redundant la'bom' force NM is transferred to the mdusmal '

' sectors OM in figure (C) at the same institutional wage OW (= NW).

In phase II, MPP of agricultural workers MK is positive in the range MR of NMRU curve, - .

but is less than institutional wage KR (= N\V)ﬂmeygel,asshownmpancl(D)ofﬁmdmgrm'lm
* workers are also shifted to industrial sector. But the nominal wage in the industrial sector is not equal
totbsmst:tuhomlwagc.'l‘hlsmducmﬁmfactﬂma@culturaloutpmdechneswﬁhﬂwtmnsferof .
labourto the industrial sector. When phase IT begins, agricultural workers produces output equal to
" the institutional wage and ultimately more. This marks the end of takeoff stage and beginning of self-
sustambdgxowth.TlnsmshownbythcnsmgpomonofRUnftheMPPcurvemﬁgme(D)whlch
¥ lshlgherthanthemsmtmnalwageKR("NW) So, KO amount of labour will be shifted from
agriculture to industry at a rising nominal wage above KG in figure {C). This leads to exhaustion of
surplus labour in agyicultural sector which becomes fully commercialised.
Fei -Ranis analysed the interaction between the agricultural sectorand industrial sector ih the
. process of economic development. It shows the nnpo:tance of agncultural pmduct in capttai
accunmulation in the under developed countries. -

4.2.3 The Harris — Tadaro Model of Migraﬁou and Unemployment :

Rural-urban migration was viewed as favourable in the process of economic development.
Internal migration was considered to be a natural process in which surplus labour from the rural
- sectors was gradually withdrawn to pmmdctheneededmanpowﬁururbemmdusuwl growth. This
proceswaswnmdﬁredas sncmﬂybemﬁcmlbecausehumanresowcemthzero marginal product. .
was shifted to locations where their marginal product was not only positive but also growing due
to cap:tal accurmilation and technological progress.

With the asum;rtmn that migration is primarily an economic phenomenon, the Todaro model
postulates that migraimnproceeddnetoﬂnurban-nnaldﬁcrencesmemecwd income rather than
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Mwnmg&mmmnbemmmpnmgﬁwhbomibmbothammlmdpotamamm_
meﬂwmbmwﬂo:wﬂhpmwﬂmgamgamﬂmmagwmmm
They migrate if the former exceeds the Iater. .

For instance, letusconsﬁerthattheaveragc-rmlincammthenmmlamlaSOum:sﬁ)ra
farm workers. Ontheoﬂnrinndibrawntkermhsanmsklﬂastbeﬁnnmrkexthemualreal
income is 100 units. In 2 full employment mmﬂ:,ﬂredecmontomg‘atesbasedonthcdeme '
to secure highest-paid job wherever available. This would leadtoreducuonmwagedlﬁ’emtmls
thoughthammnofﬂxdmmﬂmdmppbrﬁmes,mmsofhomWnMngmm

Sommdmdualwhﬂcdecﬂmgtom:grﬂemustbaianoeﬁwpmbabﬂnmsmﬂnsksofbemg
unempbyedonmdercnp}oyedforacomﬁerabiepermdofﬂmeagamstposﬁwemhm-nnﬂwal
. mmmlﬁkmmmmofm@ampbmmmmm
is one chance in five ie. 20%thenhlsexpecmdmbanuwomcmuldhe20unﬁsandmt 100 umits
Mmm%memmmmammhmmhMam
, thedecmontonngmtewou]dbemnoml.Howevenfﬁaepmhabﬂuyofmmegthw
hwamectedwbanmomewuldheﬁﬂmﬁmompmdhmlwnm&ﬂasmhmm
ﬂndmonmmgmcwoquemebrmmmLevmﬁnughwbanmmeybemy
high.

Thus, ashngasthepmsemvahxeofﬂmnctstreamofcxpwtedurbanmwmomthe
msphmmghonmnexceedﬂMOftheexpeaedmalmcomthedmnwmgmtem
justfiable. This essence of the Todara model is depicted in the figure below.

bglowo /l.,
%
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I
W py .
top, b7 b
=
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: S . : "M
O [, &Lw B
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Fig 4.3-The Harris Toduns Migration Model
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; hﬂnﬁgnwmm'mrmlythennalagﬁmﬂmwdurbanmmhgkamm
gives the demand for labour (marginal product of labour curve) in agriculture. Labour demand in
manufacturing is given by MM, The total labour foroe isgivcnbyoaoﬁm.mamhssm'
furll employment market economy the equilibrium wage rate would be established at W, ¢ =W, with
- O L workasmagm:ultmeandﬂnl.“ workers in manufacturing. Thus everyone'is employed.
However, when there is no unemployment OMLu workers would get urban jobs:and the rest
Luwauldbeemplnyedmmalareaat()w * wage rate. So,theurban-rmalmalwagegap
would be W, —W,", where W, mthcmbanwagmateﬂmtmnﬂtﬂuﬁonaﬂyﬁxed.?’hemst,ﬂ}a
-OHLMworkma:eeﬁlmum:plﬁyedorengagedmlow-monmmformals&cmrmms
cxphmthcammofmbanmwhynmandﬂwpmmmmmmnyofmﬂm 5
mmnmmh@mhm
Thus,'i‘odam nngratmnmodelpmsesthefollowmgbamchmm-
1. Migration is primarily a rational economic considerations of relative benefits and costs both
ﬁna:malandpsycholug;cal
2. The decision to migrate depends on expected rather’ than actual urban-rural tcalwagc,'
differentials. '
3. 'I'hepcrobabﬂ:tyofobtammganurbanjobmdmﬂyrelatedmmbanemploymemratemﬁ
inversely related to the urban unemployment rate. 5
4. M:gmtzonratesmexoemtourban;obopporﬂm:tygrowﬁnmt&sxsbothraﬁomlandpossible
andcvenlikckymthcﬁccofmdemban—nuaimpecwdmmdzﬁ'mls

Check Your Progress :

~ 1.Give the essence of Lewis model ofun]mnted labour suppiy
2. State the basic essence of Fei-Ranis model. :
3 Whatamordmgto TIoduro is the reason for mral-wbanrmgratmn.

4.3 Summary :

This unit deals with dual economic s&uctmandmtoshowhowmﬂnmtedmpplyofhhom
can stimulate growth. Bamaﬂythree models namctyLewxsmodc! of economic growth, Fei-Ranis
swdel and Todaro model of migration is identified. Lewis focused on the structural transformation
ofﬁnpmnarymmmﬂcmwommymmcsamm&l-mmsﬁmﬁedﬂwdmgmedmhym
workmmammhualmctorasancﬁ‘ecnvesowccof!aboursupplymﬂwmdustmlsectormﬂw

process of development. Tadaro on the other hand opined that migration from rural to urban sector
- ﬁmﬂym&wbmempkmgm@ﬁmsmﬂbmmm&wmbammaIMdm
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4.4 Seif Assessment Questmns
- 1. Critically explain the Lewis theory ofmhnntedsupplyoflabom -
2. How is Fei-Ranis model an improvement over Lewis model? Critically explain t'nc model.
3. State the conditions under which a labourer Wmﬂdnugmte ﬁ‘omrm'alto mbmareas. Howdoes
‘Tadaro explain this phenommn‘?

4.5 Additional Readings : ; ; .

1. Ray, Debraj, “Development Economics”, Oxford University Press, New Delhi.

2. Thirlwal, AP, “Growth and Development : With Special Refereme To Developing
Economics™, Palgrave Macmillan, New York. S ;

3. Todaro, M.P. & Smith, S.C. “Economiic Developmant Pearson Bdueauon.




