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PREFACE

Jagat Guru Nanak Dev Punjab State Open University, Patida was established in
December 2019 by Act 19 of the Legidature of State of Punjab. It is the first and only
Open Universityof the State, entrusted with the responsibility of making higher education
accessible to all, especially to those sections of society who do not have the means, time

or opportunity to pursue regular education.

In keeping with the nature of an Open University, this University provides a flexible
education system to suit every need. The time given to complete a programme is double
the duration of a regular mode programme. Well-designed study materia has been

prepared in consultation with expertsin their respective fields.

The University offers programmes which have been designed to provide relevant, skill-
basedand employability-enhancing education. The study material provided in this booklet
is sef- instructional, with self-assessment exercises, and recommendations for further
readings. The syllabus has been divided in sections, and provided as units for
simplification.

The University has a network of 100 Learner Support Centres/Study Centres, to enable
students to make use of reading facilities, and for curriculum-based counselling and
practicals. We, at the University, welcome you to be a part of this instituition of

knowledge.
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UWIT 1: ECONOMIC GROWTH AND DEVELOPMENT
STRUCTURE
L €¥bjectives
L1 Meaning of Economic Growih and Development
1.2 Difference het ween Economic Growth and Economic Developrment
1.3 Features of an Underdeveloped Economy
1.4 Messures of Economic Development
1.5 Determinants of Economic Development
L Difficulties to Measure Ecomomic Develypoent
1.7 Sum Up
L3 Uestions For Practice
1.5 Sugpested Readings
Ly OBJECTIVES
Afrer studying the Unir, students will be ahle o
o [Define the meaning of Econemic Growth and Economic Developmem
&  [ifferences between Economic Growth and Econemic Develospmcn
o Vanous factors affecting Economic Growth
¢ Featwres of the Underdeveloped countrics

* [Determinants of Economic Development

= [Difticultics in measuning econonnie growth




1.1 Meaning OF Economic Growth and Economic Developmesnt
8

Economic Growth: Economic growih refers to an increase in the production and consumption of
ponds and services within an sconomy over a certain period, usually measured in terms of Ciross
Domestic Produect (GO, It retlects the expansion of the economy's output mnd 15 often associated
with increased prodoctivity, employment. and standard of living. Economic growth can result from
varionzs Factors such as inereased investment, technelegical sdvancements, population groeth, and
povermment policies. I is typically seen 35 4 desirable goal for policymakers as it can lead to higher
provperity and well-being for individuals and nations.

Economic Development: Economic development is o brosder concept thin econsmic grosth,
which refees to an increse i the sze of an economy . Economic development encompasses both
the guantitative and qualitabive aspects of econemiz progress, including improvements in the
standard of ving, access to education, healthcare . and other hasic needs, as well as the creation of
sustainable and inclusive economic structures that benef® all members of sociery. Economic
development involves creating an environment in which individuals and busingsses can thrive.
nchiding the development of physical infragrocture. regulatory feameworks, and social
institutions. |t also involves improving human capital through education. skills training. and other

forms of capacity building and promoting inmovation and entrepreneurship.

While econgmic growth is often measured in tenns of GDP, economic development is a moere
holistic. concept that takes into account broader measvres of well-being such & income
distribution, povery reduction. and environmental sustainability. It is often seen as a long-term
process that requires a coordinated effort between povernments, businesses, and civil society 1o

achieve sustainable and inclusive coonomic groswth that benefits all members of society.

Definition

A5 Economists aspired to define the ferm development, many such definitions emerged . However,
no geve T identified the human goals of economic development as better as Amartva Sen, perhaps
the leading thinker on the meaning of development. Development means _freedom’, according to
Mol Linureste Aoty Sei, Development 15 the process ol expanding human feeedom., It is —the
cnhancement of freedoms that allow people to lead lives that they have reason to livel, Hence Sen

defined —development reguires the removal of major sources of unfresdom: poverty as well o




Iyranny, poor economic opporunities &s well as systemic social deprivation. neglect of public

facilities ns well as iniderance or sveractivity of repressive states|.

12 Difference between Economic Growth and Economic development

Ecomamic growth is a parrow teem, I0 invelves an merense i ootpal in quantirative teems bt

eoancmie developimenl incledes changes in qualiative termy such as social atitudes and cuastoms

aloag with quantitative growth of owput or national income.

Eeomomic development without growih is almost inconceivable, The comparison between the two

concepts is given in the following rable:

increase mofeal GDP or per capita

income

Elements " Economic Growth Economic D&vetupmi
Definition It refers o the mcrease in the I.Ecmmu: development  implies
monetary growth of o nation in a | changes in  income, savings, and
particular period. invesiment along with progressive
changes i  the sociccconomic
structure of the couniry (institutional
and technological changes).
Epan of Concept | It is & narrower concept than that of | It is o breoader concept than that of
ceenomic development, coommic growth.
Scnpe Itisa uni-dimensional approach that | Tris a muli-dimensional approach
deals with the coonomic growthofa | that locks ino the income as well as
natic. the qualiey of life of & natxn.
Term Bhort-term process Lomg-term process
Mensurement Econogiie Growith i3 measursd by | Qualitative measures such gg HDI
guantitative factors such as on | (Human — Development  Index).

gender-related index. Human poverty
index (HPI). infant morality, literacy
ple, e, ane used 10 mensine

comnonu developrrent




Effects

ﬁcnm:mic arowih h-rings"
guintitutive  changes  in the

" Economic Development  Jeads 0

quaditative se well a5 quantitative

erowth of national or per capita

income.

SCONOMLY, changes in the economy,

Applicable fn Dreveloped econpmies Drevelaping econimies
Government It is an automaric process that may | It requires intervestion  from  the
Support OF Ly et reguire inervention from | government as ol the developmental

the govermment palicies are formed by the
SOVETInent
Kind of changes Cuantitativie chanpes Quantitative as well ns gualitative
i pected changes

Heleyvanoe Economic  growth reflects  the | Econonue development  reflects

progress in the quality of lite in &

COunALy

13 FEATURES OF AN UNDERDEVELOPED ECONOMY

An undenfeveloped economy refers o a country or region with a low level of economic

development, charscicrized by low productivicy. low per capita inoome, ol low levels of

industmalization, The causes of underdevelopment are complex and multidimensional and vary

from ong countey o another. However. some cominon featurcs of underdeveloped econamies

i lence:

1. High Rate of Growith of Population: Population growth in underdeseloped  counries

newtralizes eooncmic growth, A high population implies gremer consumption ex penditure and

Ivwer investments in produective sctivities wnd slows down cconomic development,

1. High Level of Unemployment: Unemployment kvels are very logh in mderdeveloped

countries mainly due 1o lack of capital and low level of development in vanous economic

SECLOTS, [hesg counteles see nod able (o ahsoch the FIsmg lalar FU]:E}l}'.
1. Low level of industrialization: A low level of industiialization is one of the man features of

underdeveloped econonies, This means thai the economy is dominsted by the primary sector,

which typically has low productivity and low wages. Asa pesult, the majonty of the popolation

relies on subsistence sgriculture or informal sector jobs, which sre often low-paying and

unatable, It has o lack of indostralization and also limits the economy’s abilicy 1o generate jobs




and increase productivity, as the manufacturing sector is relatively small. In addition.
underdeveloped economies ofien rely on the export of primary prsdocts, which ame subject o
price valaley and may mot be sustianable in the long mn,

Low per Capita Income: The level of per capita income s very low in underdeveloped
couniTics

Low level of technology: Technology plays a crucial mole in economic growth and
development, s it drives productivity gains snd innovation. However, underdeveloped
econamies often kave o low level of technology, which limis their ability v compete in the
global marketplace. The lack of technology is often due to a lack of investment in research and
development, limited sccess o finince, and  mosdeguade infrastociure, In sddition,
underdeveloped economies offen Tack the human capital needed w develop and adopt new
technelogies, s educntion and training opportunities are limited,

High level of poverty: Poverty is o common feature of underdeveloped econonies, & mos
people have low incomes and limited access 1o basic goods and services. This is dee oo
combimation of Factors, mcluding Jow productivity, limied job opportumnities, amd insdeguaste
social safety pers, High levels of poverty also have significant social and economic
consequences, Inchading poar healfth outeomes. limited aceess to adocation, and reduced social
mobility, In addition, poverty can lead 1o social unrest and political instahility, which can
further undermine economis growth and development,

Limited infrastruciore: Underdeveloped econmmies often have  hoated  infrasirsciine,
including poor roads, insdequate transportation systems. and limited access o electricity and
clean water, This makes transporting goods, sccessing markets, and engaging in coonmnic
activity difficult, It limits the ability of underdeveloped economies (oo attract investment and
engags in intemationsl trade. This i= beconss investors ond tradimg partners often regquire
refiable infrastructune 1o fransport goods and conduct business,

Low levels of human capital: Homan capital is a cntical driver of economic growth and
developmen, as i enables individuals and societies 1o acguire new skills. knowledge, and
capabalines, However, underdevefoped economies often have low levels of human capital, as
education and training opportunities ore limited. Lock of human capitad can limit the ability of
underdeseloped economies o adag w changing economic conditions, innovale, and compere




1,

11,

L2.

13,

in the global marketplace. In addition. low levels of human capital coan lesd to poor health
ouicomes, limied social mobility, and redoced opporumities for economic advancement.
Dependence on external aid and loans: Underdeveboped economies often depend o exiermil
aid and Ioens to finance their development. This is because they lack the resources to invest in
their development. such os savings, tax revenues, and private investment. It crentes a cycle of
debr and dependency, as underdeveloped economies are often reguired 1o repay boans with
interest, which limits their ability to invest in their development. In addition, external aid and
foans can be subjeet 10 political and economic conditions, which may nol align with the
priorities of the underdeveloped economy .

Limited avoess o credil: Underdeveloped economies often have limited access 0 credit,
which linits their ability o invest in their development, Ths is becasse they lack the collaeral
and ereditworthiness needed to obtain losns trom banks and other fimancial institations, i can
also limit the ability of underdeveloped coonomies o engage in international frade, as expor-
oriented firms often require access 1o credit o finance production

Dependence on pabural reseourees; Underdeveleped countries often rely heavily on naral
rescirees, such as minerali, oil, and agrculivral producs, for their economic growth and
development, While these resources con provide o valuable souree of income, they also make
the economy vulnerable 10 price Auctuations and marker volatilicy, Dependence on natrsl
respurees can lead moa phenomencon koown as the "resource curse,” where resource-rich
countries expenence slower economic growth, higher levels of comuption, and increased
inequality. This is because the wealth generatad from natural resources often benefits a small
elite, while the majonty of the population remains impovershed,

Weak institutions: Underdeveloped coumtries often have weak insttitom, mcludmg the
povernment, judiciary, and civil sociery. This can bead to & lack of rule of bw, corruption, and
# lack of accountability. It's difficult 1o ameact investmeent and foster economic growth, &
invesiors and businesses muy be hesitant o operse in & country with unreliahlz institutions, In
addition, weak mstitutions can alsoe wsdermine social stability and securnty, which can Purthier
impede economic growth and development,

Limited sccess to technology and innovation: Underdeveloped countries often have limited
aceess 10 fechnology and novation, which can limit their ability 10 compete in the global
marketplace. This is because echnodogy and innavation arecrifical drivers of productiviny and




efficiency. enabling businesses to produce goods and services at a lower cost. Limited access
to techmology and inmowvation can also limit the shaility of underdeveloped coomimies to diversify
thelr ecomomies and move up the walue chiain, This can make them vulnerable o external
shocks and fuctuations in global demand.

14, Poor infrastructure: Underdeveloped countries often have poor infrastrectee. including
inddequaie ramsportation systems, limited aocess o electricity and water, and poor sapitation,
This can mske it difficult to trmsport goods, access markets, snd engage in cconomic scLivity,
Poor infrastructure can also Hmit the ability of underdeveloped counines o MUt investment
and engage in international trade. This is because investors and trading partnees often require
reliable infrastructure 1o transport goods and conduct business,

15, High levels of inequality: Underdeveloped countries ofien have high fevels of imequality, with
a small elite controlling the majority of the wealth and resources, This can lead oo lack of
social mobility, reduced opporunities for economie advancement, and socal unrest, High
levels of meguality can also destabilize social consistency and stability, which can further
imnpede economis growth and development, In sddition, ineguality con ereate o vicious eyvcle
of poverty and exelusion, where the poorest and most valnerable members of sociery are unahle

ter nocess basic goads and serviees,
CHECK YOUR PROGRESS (A)
1 What do you mean by Economic growth?

Ans:

02 Explain the term economic development

A

{23 Give any two differences in economic growth and development

Ans:

24 Explain uny two festures of an underdeveloped economy
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1.4 Measorement of Economic Development And Growth

Economic development and growth are essential indicators of o country's progress and prospenty.

W arious megsurements and metrics are wsed o assess and analyze these aspects. Some of the key

indicarors commonly employed include:

L.

MNational Income: CGDP s the otal value of all goods and services produced within the

boundanies of countries over a specific period. It is one ol the most widely used indicators o

measure & country's ecopomic ouiput and growth. As GIDP, GNP measures the total value of

gords and seevices produced within the boundary of countries {including those abroad} over a

specitic period. GNP is often used in conjunction with GDF to assess a country's economic

performanse, GME s the toal income camed by 0 country's residents (both domestically and
ahroady over a specific penod. which ncludes GDF along with net income from foreign
sources, such as remittances and investments.

Human Development Index (HDI): The HDM ranges from O o L with higher values

indicating higher kevels of tuman development. A value close to | indicates 3 higher fevel of

development, whereas a valuee close 1o O indicares fower devebopmicnt.

#) Life expectancy: Given the importance that people have on living a long and healthy lite,
life expectancy has been regarded as an essential mndication. If people are properly fed,
healthy, and educated, they can live for a very long time. The nomber of years s newbom
infant woukbd live if curnenr martaliny trends persisted theomghour thar child's life is known
s life expectancy at binh.

b) Education sttainment: The percentage of people, 15 years of age ond older. who can
understandably cead and write is known as the literaey rate, The literacy rate represents the
accessibility of education for people. A literate individual can have a fruittful and satistving
life.

& Adudr Literscy Bate: indicates the percentage of people above 15 vears of age who can
read and write.

«  Moean years of schooling: The average sumber of years of education received by people
aged 23 vears and older,




o Expecied vears of schooling: The number of vears of schooling a child entering school
at the curfent age can expect o receive if prevasling patterns of enrolment rates sray

the same throwghout thedr Hile,

It provides a more holistic view of o country’s development, combining economic and socinl

indicatnrs.

¢} Fer Capita Income: Per capita mcome refers o the average income carned per parson inoa

h.

given rerion or country during a specified wear. B ois obtmned by dividing the countrys

netional income by iis populatben.
Per Capita Income = National Icome’ Population

In general, per capita incomme 15 seen as @ country's kevel of development, This is founded on
thee Tundamental ened thal & mation’s amount of income determines is e of develapment,
The standard of hving and progress rise with income. National income has  several

shosteoamings, eventhowgh i can also be used as o measore of econmmee development.

PO POLT stands for the Physical Quality of Life ndex, It 1s a composite measurement used
i wssess the overall quabiny of life and weli-being of the population i a paricular region o
cauntry, The POLI was mitroduced a an alternative index to measure haman development and

living standords beyond maditional ecomnomic indicwters like Gross Domestic Prisdoct (GDPS,

The Physical Quality of Lite Index was developed by sociologist Morris David Moeris in the
19705, [ combdnes three basic indicators that ane crucial for miman well-being:

Life Expeciancy al Birth: This indicator measures the average number of vears o newhormn is
expected o live if cumrent monality rutes remain constant throughout their lifetime. It reflects
the overdl health and loagevity of the population,

Infant Mortality Bate: The infunt morality rate represents the number of deaths of infants
tunder ome year of ageh per 10 Tive lrths, [ servis as an important medasure of the quality
of healtheare and the well-being of mothers and children in sociery.

Literacy Rabe: The literacy rate indicates the percentage of people above a certain age (usually
13 vears and older) who can read and wote It is an essential indicator of educational attainment

and human capital development.

Thee Tormula Tor calculating the POLI is relatively straighiforwan:




5.

POLI = iLife Expectancy + Literacy Rate + Infant Movtality Batew' 3

Each component is nomalized between O and 100, and the PQLLitself is also scaled between
0 and 100, A higher POLI score indicates o higher overall quality of lfe and well-being for
the population.

Economide Wellare: Economic welfare 15 a measore that mesures the well-being or standard
of living of individuals and houscholds within an ecomomy. It §s a broader concept than
traditional economic measures like Gross Domestic Product {GOP) or Giross National noome
(OGN as 0t takes into gecount not oaly income and production but alse feciors thar directly
impact the guality of life and happiness of the population.

Standard of Living: Stondard of living is an mponant composent in measuring the Human
Development Index (HD1). It refers to the level of wealth. comfort. matenal goods. and
pecessities availsblz to individeals and houssholds within = specific zeographic area, typically
d country, It is & broader measure of well-being beyond just income or GOP, = i wkes o
acoount various factors that influence the quality of life of a populstion.

Bavings and Investment; The levels of imvestment ond savings in an economy can indicate
the capacity for future economic growth and development. More saving leads to morne
investiment which indicates more economic development.

Economic Wellfare, Acconding e soame econommists, advancing the genend public’s economic
welfare should be economic development’s overarching goal. The improvement in economic
welfare is therefore seen s the most effective indicitor of economic development in their view,
In addition to knowing the size of the national income, understanding how it is produced and
spread i5 essential for estimating economic growth, Undepstanding the nature of national
meome 15 also crucial, 1o is flso necessary 1o estimane the social cost of the natonal oatput, The
estimation of each of these components faces numerous practical challenges. As a result, & lot
il economists simply use economic welfare as o theoretical yardstick for messunng economic
development.

Trade Balance: The trade balance is the difference between a country's exports and imports,
A positive rade balance when exports excesd impons is called a positive rade balance wiich

can centnbuete to economic gronvth,

10
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It's important 1o note that each indicator hes its strengths and limitations, and no single
measure can provide 8 complete picture of @conomic development and growth. Ecomomists
and policymakers often use o combination of these indicalons & g2l a mone comprehensive

understanding of 4 country’s gconomic pertornanee.
1.5 Determinants (F Economic Developmsent

Economic develbipment refers to the process by which a country or region experiences growth
in s economy. leading to an incresse in otse standard of living and overall well-being. |
typically nvelves improvements in infrasuucione, wechoolegy, education. and instijutions. as

well as an expansion in productive capacity ., employment opportunitics, and income levels.

The determinamts of cconomic development are numerous and ocomplex. and they vary
depending on the specific comext and couniry in guestion, Some of the most importimn

determinants of economic development include:

Human copital: This refers to the skills, knowledge, and sducstion of i country's workforce,
A highly educated and skilled workforce 1= better able o innovate, adapt 1o changing
technodogios, and engage in productive economic activities. Invesiments in education and
training can help 1o build buman capital and improve a country's  productivity,

competitiveness, and overall economic growth,

Technology and innovation: The adoption and development of new technologies is a critical
driver of economie growth and development. Countnes that can invest in and wiilize advanced
technodogies are often able o increase productivity and Create new indusiries. leading 1o
higher bevels of econmme growth, Investments in researchand development can help o drnve

immsvation and support the development of new echmologies

Political stability and institutions: The quality of a country’s i nstitutions, including its legal
and regulatory Framework, political stability, and governance., can have a significant impoct
on its economic development. Countries with stable political systems and effective institutions
are ofien berger able 1w ottt invesiment and crete an envinmment conducive 1 econommis
grivwth, Corruption, instabilicy, and weak instituions can all  underming  economic

development,

Financial systems: A well-functioning  financial syvstem  is essential for  economic

development, as it allows for the efficient allocotion of resources, focilitates investment and

11




i vantion, and provides sccess w credit and other linancial services, Couniries with strong

Tinancial systems tend to have higher levels of economic growth and development,

Infrastructure: Adequate  infrastructure, mcluding  transporation networks,
telecommunications systems, and  encrgy  infrastructure, 05 essential  for economic
development. Countries with well-developed infrastructune are often betier able to facilitate
tracde and commerce, attract investment, and create employvment oppottunitics. Investments in
infrastrstiee can also iImprove access to bosic services, such as heaMthcare and clucation, and

help o reduce poverty and iequality.

Natural resources: MNatural resources can include land, minerals, energy, water, and other
resources that are esseatial for economic development, Countrics with sbundant natural
resaurees can leverage them o drive economic growth, but it's imporant oo note that simply
having matural resources docs not guarantee economic development. It's also important to
miunage these resources sustainably to ensure long-term benefits tor the country and its

citizens.

Trade and globallzation: The kevel of integration with the global economy con alse impact o
country’s ceonomic development. Countrics that engage in international trade and are open to
foreign investment can often experience higher levels of economc growth and developament.
However, it's important to note that globalization can also creste challenges, such as increasead

competition axd the potential fir economic valanility.

Macroeconomic stability: Sound macroeconomic podicies. including monetory and fiscal
policies, can help ereate an environment of stabilicy amd predicrability, which can encourage
imvestment and growth, Low intlation, a stabbe currency. and manageable debr levels can aill

contnhuce o mactoecomomc siabifig.

Social capital: Social capital refers 1o the petwaorks. norms. and trast that exist within a
=ocicty, aad i can ploy an mportant mobe i ecpnoae developaest, Strong social capetal can
support cosperstion, collaboration, and collective actson, which can help 1 creae a more

supprtive dnviconment for econome growth.,

10, Health and mnutrition: Good health and ooirifion are essential for economic development, as

they can improve productivity, eeduce bealtheare costs, and inerease educational attainment.
Invesiments an healthcare and nutrition can help e impreve overall well-being and suppor

connnmic grovwth
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1L, Environmenial sustainability; Enviroanmenal sustimsbility is an impostant detenmingt of
cconomic development, & countmes seek 1o balanoe economic growth with environmental
protection. Sustainable development requires managmg aaiural rescurces 1o way that ensares
thesr availabilicy for Cumire generations, while also sddressing issues such as climate change

and pollution,

12, Cultwral Factors: Cultural factors, such as attitudes wowards entreprencurship and risk-taking.,
com also impast cconomic development. Cultures that value innovation, entreprencurship, onsd

hard work can help to create an environment that s condocive to economee growih.

L3 Access to Finmmee: Access o credit, savings, and other financial services s crtical for
individuals and businesses o invest in education, training, and entreprencurship, which can

drive economic growth,

14 Quality of Institutions: The quality of public institutions, such as the legal svstem, regulatory
cavimnment, and public services, can have a significant impact on economic development.
Strong institutions can help protect property rights, enforce contracts, and promote social

wilfares.

15, Demographics: Population growth and demographic factors such o age structure and
migration can alse inflecnce economic development. For instance. & young population can
drive economic growth by creating a large labor force and increasing demand for goods and
services.

16, Environmental Sustainability: The impoct of ceonomic development on the environment
and satural resowees i & critical consideration. Sustainable economic growth reguires. the
responsible use of matural resources, the reduction of pollution, and the promotion of green
technodogies,

17, Entreprencurship and Innevation: Entreprencurship and innovation are key drivers of
economic growih, creating new prodiucts, services, and markets, and driving prodisctivity

fEains,

18, Quality of Education: A high-guality education system that provides access to knowledge,
skills, and truining can help develop a skilled workforee thet con confribuie fo economic
development.

19, Economic Integration: Integration into regional or alobal economdce systems can help
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stirmulate economic growih by providing access o larger markels, increasing compelitien, ad

prometing specialization,

These factors work in tandem o creste an environment that fosters economic growth.
Policymakers must carefully balance and prionitize these factors to promote sustainable and

inclusive cconomic development.

1.6 Difficuliies Te Measure Econsmic Develepment

Due to several considerations, mcluding the complexity of economies, the bread range of
indicators invodved, and the vanety of economic activity, messuring economie development can

b elifficult, The following are somwe of the main challenges in evaluxing economic development:

{1} Lack of correct index of measurement: Some of the economast’s natiomal meome as an ideal
mdex of mewurement. while others emphasized the per capita income. However, spme
coonomists attach more significance 0 the level of living with particular emphasis on the
consumption of electricity, steel, and food per capita Thus economasts do not have any serthad
cepinion ¢ the index of messurement of economic development.

12} Non=economic factors ignored while measuring economic development: Mon-economic
factors like sodal, political, religious, and other factors are ignored, while these factors affect
coonamic growth, However, it is very difficult to exactly account for the significance of these
Factors in the memuarement of economic deve lopanent.

13+ Difficulties of International Comparison: There is no such internaionally accepred index of
measurement of economic development that Facilitates intemational compansons. Measuring
cooonmic development scross countnes becomes complicated due o differences in ecomimic

structures, cultunal contexts, palitical systems, and levels of instintional development.

4} Controversy over Mational Income and Per Capita Income: Economiss also daffer oo the
point as 1o whether national income or per capita should be degmed as an appropeiaie index of
growih, Buppose, i countries A and B national inoome is nising at that same rate. But if country
A population rises at o rate baice that of country B, then per capita income in country A wousld
ke rising only 12 of country B, I¢ is therefore essential thar one has the knowledpe of boih the
paraemeters, vie netional income and per capita income.

(=) DifMcnlties in the measurement of the standard of living: It s very Jifficult o Ggore out
the high and Low standard of Biving, alse the stndard of living is related o the level of prices.
Even when national income and per capita iscome remain the same. the standard of living
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would change folbowing any change in the level of prices, Such g siwation, however, may nol
reflect o true chamge in the fevel of development, Hence, standard of living is oot so very
appropriate index for the messurement of economic development,

i) Regional Differences: Economic development varies significantly across regions within a
country. Therefore, it is difficult to create g one-size-fits-all mepsurement approach. All the
re g ions ang different from ench other so they mght have different growih Fales.

{7} Human Development vs. Ecomomic Growth: Economic development is not only about
increasing GDP; i also considers the overall well-being of the population, Bui focusing on
economic growth only may overlook important aspects like education, healtheare, standard of
fiving and quality of life as well.

15} Data Avallability and Cuality: In developing counmes, oblaining  reliable  and
comprehensive duta 15 an imporant challenge., especilly with limited resources and dats
colllection infrastructure. Some regions may ek the capacity to collect accurde and wp=to-
dare statistics, making it difficult 1o assess their econoamic develogiment accurarely,

Check Your Progress (B)

01 What do vou mean by the Human Development Index (HID1)?

Ans:

32: Explain the teem POILL

Ans:

O3 Give amy two Determinants of Economie Development

Ans:

4 Explain any three Difficalies 1o Measure Economic Developament

Ans:

1.7 SUMUF

Economic development studies the cawses and cures of geseral poverty. Ecosomic development
refers io the process by which per capita income and economic welfare of & counry iIncrease over
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e, J0 may be neted that the werme Ecomomic Pevelopment and Economic Growih e used
inferchangesly, boi economists make & distinction between them. According to them, ecenomie
development means growih with chomge. In this chapier, we shall study the meaning, determinants
and obstacles of economic development, Ecomormics development and growth can be measured by

national income, per capita mcome, seonomic welfare, standard of living, HEYN and POLL

1.8 Questivns For Praclice

A, Short Answer Type Questions

(3] What is economic growth

(22 What is coonomic development

(23 Give two measures of development(4

Define HIM

(35 Define POLI

O Giive twvo measares 10 examine sconomic devel opment

B. Long Answer Type Questions
(31 What do vou mean by eoonomic developmend” How does it differ from economic groath 202
What are the varions methods and measures of economic development?
(33 Give the varios features of an Underdeveloped Economy. Q4
What are the determinants of Ecosomic Development?

(25 Explain the difficulties in measuring economic development.
1.% Further Resding

o G Meser (Bl )z Leading ssues in Development Ecomomics, O ford University Press, New
York, 1904,

*  Debray Ray, Development Economics, Oxford University Press, 2009
*  Cauray Dart and Ashwani Mabagan: Datt and Sendharam lodian Economy, 5. Chansd and Co.

o Charan D Wadhwa: Soane Problems of India’s Econome Palicy, Tata MeGraw Hill, Bombay.
1973, Part Two,
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MA (ECONOMICS)

SEMESTER - 11

ECONOMICS OF GROWTH AND DEYVELOPMENT AND INDIAN ECONOMY

UNIT- 2 DEVELOPMENT AND STRUCTURAL CHANGE
Structure
2 C¥jectives
2.1 Introduction
1.2 Lewis Theory of Unlimited Supply OFf Labour

2.2.1 Assumplions

2.2.2 The Growth Process

223 End { Growth Frocess

124 Crtivism of Lowis” Theory OF Unlimited Supply OF Labour
1.3 Rostow s Theory OF Sfages OF Growth

2351 Stapes of Economic Growith

23.2 Criticism OF Rostow s Theory OF Stages OF Growth
2.4 Questions for Practice

2.5 Supgesied Rewdings

2 Ohjectives

After Reading This Uait, You Will Be Able T
#  Define Srrectural Changes Approsch OF Dievelogiment
#  Cntically Evaluate Lewis'S Theory OF Unlimited Supply OF Labour
#  Explain Rostow'S Various Stages OF Growih,

2.1 Introduction

The Term "Structural Change™ Befers To Changes In The Composition OF Oarpot And The Lise
OF Factors OF Production ( Labour And f:|'|'|i'|;|r'| In Econamic Acthviies, The Structre OF
Production Changes When The Proporson OF Non-Agriculusre Curpuon Eises And Az A Resulr,
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Employvment Opportuniies Are Stmulated In Non-Agricultural Activities, However, This
Structural Change Must Ocowr In A Way That Enlances. The Cutpur OF Both The Production
Secror As Well As The Agnculinre Sectors, Hence, The Stwuctural Approach To Ecomomics
Deseribes Economic Development As Groweh Through Strectural Charge . Strecture Change s
Evaluated Through Gdp Composition And Indusivial Labour Distributon. 1 Shows Changes In
The Demand For Gogsds And Services, On The Ome Hand., And Changes In The Demand For
Labour In Different Sectors Duee To Techoological Chanpes In Production, Un The Other Hand.
Several Feonomic Theories Analyze And Explain Growth Through Strucniral Changes, In This
Unit, We Examine Two Major Stuciural Change Growih Theores For Underdeveloped
Ecoaomies: (1) Lewiss Theory OF Unlimited Supply OF Labour And (i) Bastow'S Suages OF
Crirgtli.

22 Lewis" Theors O Unlimlted Supply OF Labowr

Im His Pioneer Work "Economic Development With Unlimited Supplics OF Lobour” Prof. WA,
Lewis' Propounded A Growih Moedel Bosed On Strocwsrsl Changes, In Underdeveloped
Countres, There B A Shortage OF Capital But The Labour Supply Is Almost Unlimited And By
Judicigusly ExploitingThis Unlimited Supply Of Lobour These Countries Can Stimulate Their
Growth Process, Accordimg To Lewis, I A Country Has To Take OFF It Must Invest 15 Per Cent
To 20 Per Cent OFf Its Matonal Income, Bur In Underdeveloped Countries, This Bange 15 3 Per
Cent T 10 Per Cest OF Mational Incorme, Thus, The Only Way To Accelerse Capital Fornsation
[s Tor Utilize Labour, The Chher Factor OF Production,

.21 Assumpiions

Following Are The Mojor Assumptions OF Lewis® Theory OF Unlimited Supply OF Labour
i) There A High Density OF Population In Less Developed Countrics
il Many People Are Disguised Unemploved With Zero Margisal Productiviey.

i) The Supply OF Labour Is Perfectly Elastic At The Subsisience Rate OF Wagas

' Lewis, W. Arthur {1954, “Economic Development With Unlimited Supplies Of
Labour”. The MonchesterSchool. 22 (2] P.139-81.
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iv) There I The Existence Of Both The Capitalist Sector And The Subsistence

Secior. ThusEconomy ks Pual,
vl InThe Subsistence Sector, Wage Bates Siagnate Al The Subsistence Level,

vil Wage Rute Is Higher In The Capital Sector Compared To The Subsistence Sector.

2.2.2 The Growth Process

According To Prof, Lewis, The Unlimited Supply OF Labour 15 A Principal Femure OF Less
Developed Economies, As There Is A Rapid Incresse In Population In These Countries, The
Labour Supply Is Over Its Demand. Due To An Excess Supply OF Labour, The Problems OF
Unegmployment, Underemployment And  Disgoised  Unemployment Are Commen In These
Countres. Disguized Unemployment Means More People Are Occnpied In Work Then Acrwally
Nevded, The Marginal Productivity OF These Workers Is Zero, It Implies That If These People
Withdraw From Work Even Then There Is No Change In Tatad Ctput, There Is The Existence OF
Twir Sectors: The Capitadist Sector Amd The Subsistence Sector, The Capiralist Sector Has High
Productivity, High Wages And A High Level OF Capital Formistion, Vices Versa Is Tree For The
Subsistence Sector, A Large Number OF Laboirs Are Emploved In The Sulsistence Or Primary
Sector, Where The Wage Rate s Very Low And 1s Almost Stagnant At The Subsistence Level,
The Theory Argues That If Some Labour Is Withdeawn From The Subsistence Sector And s Ser
To Wark In The Capatalizt Sector Al Their Prevaling Wage Rare, The Marginal Prodoctivity OF
These Workers Will Be Higher Than Their Faid-Out Wiges, This Will Boost The Capitalis
Sector's Profit Which Is Called Crperafists Surples, This Surplus Will Be Reinvesied And Will
Stmulate The Process OF Capital Formation. There Would Be Continued Growth Until The
Labowr Pool Shafted From The Subsistence ToThe Capitalist Sectors, And Workers Are Beady
To Work For Wages Lest Than Captalist Average Productivity. It Is Only In These Conditions
That A Capital Surplus Can Continee To Be Generated, Prof, Lewss Also Mentions The
Significance OF Bank Credit To Stimulate Capital Formation. Initially, Bank Credit Boosts The
Production OF Capital Goods. Which In Turn Ralses Wage Income. I May Lead To Inflabon.
But With The Increase In Consuimer Goods Preduction, The Price Settles Down. A Rise In
Natonal lncomie Adso Leads To An Incsease In Tax Revenoe. As A RBesult, Inflaton Facilitates

Ecomomicarowth.
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12,3 End of Growth Process

The Grovwth Process, According To Prof. Lewis Would Come To An End At A Point When The
Primary Secior Workers Are Willing To Work Only Al Capitalist Wage Rates. It May Be Due
T The Follow:ing Reasons:

a) As The Growth Process Accclerates, Demand For Lebour Incresses Continuously In The
Capitalist Sector. As Demand Rises Above Surplus Labour, Wages Rise As Well.

by With Technological Progress. the Marginad Productiviey Of Labour In The Subsistence Sector
Rises Workers Demand More Wages.

. With The Perastent Shifting OF Labour Froom The Subsistence Sector To The Capitalist
Sector, The Supply OF Labour Tn This Sector Will Be Less Than The Demand, This Will
Also Result In Higher Wages In The Subsisience Sector. As A Result, The Capitalist Sector
Meeds To Rarse Wisges In OrclerTo Attract More Labaotir,

di  Alsa, Trade Umions Pressured The Caparalist Sector To Rasse Wages,

Thus, In Underdeveloped Countries, The Capigalist Surplus Generated By The Unlimited Supply
iOf Labour Shninks And Eventually Disappears. The Rate OF Capital Formation Is Reduced And
The GrowthProcess OF The Economy s Halted, Prof Lewis Suggested At This Poant That The
Entrepreneur In An Open Economy Should Try To Migration OF Workers From Other Lotw-
Imcome Areps Or Countries, ThessMigrant Waorkers Will Be Resdy To Work At A Lower Wage
Rare As The Situaion s Worse In Their Nanve Aress, A Second Opnon B To Export Capital To
Other Countries. This Will Reduce Damestic Prosluction. Which In Turn Decreases Labour
Dremmd, A A Besaln, Wagees Are Lowered In The Hone Country,

2.2.4 Criticism OF Lewis” Theory OF Unlinifed Supply OF Labour

Lewis” Theory Is Critscized By Many Ecomomists Om The Following Basis;

|. Lewis® Theory OF Unlimited Supply OFf Labour [5 Based On The Assumption That There Is
An Unlimited Supply OF Labouwr In The Country And This Labour [s Movable. Bui In
Reality, There Are Certain Underdeveloped Countries In Africs And Lotin Amernica Region
Where Labour Supply 1= Limited. Also, The Underdeveloped Country Has Boanse Social And

Heligious Constraints Which Hestricted The Free Movement € Lebour From The
Subsistence Sector To The Capitalist Sector.
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shitting Labour From The Primary Sector To The Industrial Secior Has Some Technical And
Practical Constraints As Well, Out OF An Unlimited Supply OF Subsistence Sector Employvess,
Few Are Skilled And Able To Work In The Capitali® Sector, Others Meed Training, This
May Reguire A Lot OF Time And Money. It Is Therefore Impossible To Achieve Growth By
Simpdy Shitting Labour From Cne Sector To Another,

Alsn, There Is A Lack OF Skilled Entrepresews In Underdeveloped Coumiries. This Prevenis
FullerExploitation OFf An Unlimited Supply OF Labour

Kuznet Crincizes Lewis’ Theory For s Capitalist Swrplus Concept. According To Kuznet,
The Thesry Encourages An Unequal Disibution OF Wealth, Bur It Is Not Always Essential
That Owners OF Coapitalisc Sueplus Invest Ir, Rather They Spend It Oy Conspicisous
Consumption. Thes In Underdeveloped Countries, Inegqualities Might Not Always FEesult In
Desired Growth.

Prof, Olivers Beleves That Inflation In Underdeveloped Coumries May Mot Be Self-
Liguidating. It Haz Been Shawn Empirically That Once Inflacon Has Been Triggered. It Is

Beyond The Control OF The Government,

Lewis In His Theory MNeplects The Concept OF Aggrepate Demand, Producis OF The
Capitalist Sector Are Consumed By Different Sectors Including The Subsistence Sector, B
As The Income OF The Primary Sector Is Low, Their Propensity To Consume Is Also Low,
This Affects The Aggregate Demand In The Country Which Ultimarely Leads To A Slow
Rate OF Capatal Formation,

In Shoet, Lewis® Theory OF Unlimited Supply OF Labour Has Many Shorcomings Bus

Oiters A Clenr Understanding Of The Growth Process, Growth Yoriables, Such As Population

Growth, Capital Formation, Inflatien, And International Mobility, Are Clearly Viewed In

Theary:

13 Raostow "s Theory of Stages of Growth

Ecenomic Development |s Multidimenssonal. The Process Of Growth s Accelemted By Varsous

Eeoisomic. Social And Instinutional Factors, Ecosomic And Mos-Ecosomie Fectws Together

Cause Struciural Changes In An Economy. Development Economists OF The 3k And 605

Viewed Economic Development As A Process Imvolving Structural Changes In An Economy.

Aamerican Ecomnomist W,
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W. Rostow” In His Firsi-O-ls-Kind Work Analysed These Factors  And Drew A Series
Successive

EWWW. Rostow (1953 ) The Process Of Econamic Growth, London: Cambridge University Press.

Stages Of Economic Growih That Al Couniries Muost Pass Through, Bostow Piscusses The
Following Six Propensities OF The Peoples OF A Country On Which The Development Of That
Country Depends:

i1 Propensity To Develop Fundamental Scienee

i) Propernsity To Apply This Science To Economic Ends
i} Propensity To Accepd Inmovations

v} Propessity To Search For Material Advances

Vi Propensicy To Consume

vi} Propessary To Have Children.

These Social, Insiiional And Financial Prepensities Are Governed By The Adtitedes,
Aspirations And Motivations OF People. These Atitudes, Asparations And Motivations Criginate
From A Couniry's Social, Political And Economic Environment, Therefore, Economic

Development 1s Dependent On Both Economic And Mon-Economic Factors,
231 Stages OF Economibe Growth
Rostow Classifies Thie Process Of Growth Into Five Successive Stiges

1} The Traditionel Society

2} Pre-Conditions OF Take-C0if

3 Take-OMF

4} Drive To Maturity

5} The Stage Of High Mass Consumption

1} The Traditional Society
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This Is The Initial Stage, Every Ecopemy To Begin With. In Traditional Society, Agriculine Is
The Primary Occupation Which Is Traditional In Nature. People Mostly Live In Villages And Are
Dependent On Agriculture, Family And Caste Systems Prevail In Society, Social Status s
Determined By Coste And Family Reputation In Society. Economic Decisions Are Always
Hindered By Backward Traditions.Political Power s Captured By A Few Powerful Groups Like
Zamindar. Administmators, Religious Leaders B, Science And Technological Progress Are
Almost Zere At This Stage. Therefore Rostow Called It The Pre-Newtoniar Stage OF The
Ecomomy. There Prevails The Law OF Diminishing Returns In Agriculure, Also, Malthus's Law
Of Population Is Applicable. Thus, Per Capita Output 1s Yery Low.A Huge Part Of The Income
Crenerated Is Spent On Religous Places, Momements, War And Mon- Economic Activities.
Therefore, AL This Stage, The Economy Bemains Traditonad And Backward,

3 Pre-Conditions OF Take-OHT

Thiz [s The Second Suxpe OF Growah, Tt Is During This Stage That Societies In Transigon Are
Prepaning For Take-HE. According To Eostow, The Duration OF This Stage Is Nearly 1060 Years.
Mow, People Start Thinking Bevond Local Issaes And Take An Interest In Mational And
Intermational Affairs, Agriculre 15 Sl The Main Occupation But Dependence On It Has Been
Declining Now. (ther Sectors Like Industry, Trade, ‘Fransport.  And  Services Stan
Developing. Economic Actvities Are Diversified Edscation Expands And Technical Progress
Commences. AL This Stage., People Are Less Interested Too Enlarge Their Families And The
Birth Rate Decline. Imporiance [s Given To Individuality Bather Thion Family And Caste. People
Gain Confidence And There 5 Proper Uiilization: OF Human Resources. A Pan OF National
Income Is Spent On Social Overhead Capital. At This Stage, The Rate Of Capital Formation
Enbances. Funds Are Mobilized By The Financial Secior. Capital Gowods And Final Products Are
Imported And Raw Matermls And Minerals Are Expored. According To Kostow, Wesemn
Europe Went Throogh This Stage From The End OF The 17ith Century To The Beginning OF The
18th Century.

3 Take-00T

Thes Is A Crocial Stage Of Econemie Growth, At This Point, The BEconomy [s Self-Sustaining
fnd Mo Longer Dependent On Other Countrees, As Technology Advances, Innovalions Occur,
The Rate OF Investmenl Increases. The Indusiry Grows, And Surploses Are Generated, The
Take-(MT Stage Has The Following Key Specifications;
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Al This Stage, The National Product Growth Raie 1s Higher Than The Population Growih
Rate. Therefore, The Per Capita Income Is Stabilized At A High Level. To Reach This Stage,
It Is A Pre- Bequisite Thot Invesiment Betes Should Be More Than 1} Per Cent OF Gop. For
This. There Is Required An Adequate Supply Of Loanable Funds That May Come From
Internal Sources Or ThroughThe Import OF Capital.

The Take-O Stage Has Witnessed The Growth OF Leading Sectors, Rostow Dhivides The
Econeany Inte Theee Major Secters: Primary Geowth Secror, Supplementary Growth Sector
And Denved Sector. The Primary Sector 1s The Majpr Scctor (4 Every Economy. Ench
Coonery Has Tis Own Primary Sector, Technological Progress And Advancement Lend To Higher
Cirowih In This Sector, Growth Inigied In The Primary Secior Causes Growth [n Other Seciors,
These Secom Ave Culled Supplementary Growih Secwes, Foo Example, The Geowth OF The Railway
As A Primary Sector Leads To The Grosath 0 The Iron, Coal And Steel Industries A= Supplementary
Growth Sectors, The Derived Growth Sector Derlves s Growah Patertial From Odher Economie
Coonpanents Like Mawonal Incons:, Pepubation., Indusiry Ere. For Example. A Rise In Income Leads
To An Incresse InDemand For Lusxury Goods. This Results In The Growth OF The Luxury CGogds
Inchistry. The Growth (3 These Three Seciors Depends On Effectve Demand And An Inerease In

Eeal Income,
Anather Condition At This Stage 1s A Change In The Socinl And Politcal Framewark s
Favour Of Modemization. This Will Generate Domestic Capital For New Investment.

Cowvernment Palicies Support Technological Regearch And Training. New Entreprenaurs Are

Ercouraged And Investmentls Promoted.

41 Drive ti Maturity

Through The Take-O0f Stage, Investments And Technical Progress Lead To Self-Sustainahility,
The Poiml Where The Economy Reaches Self-Sufficiency 5 Called The Dmive To Maturity
Stage. Al This Stage, Investment And Population Increase Proportionally. The Economy s

Bimsted By Exports And BEams A Dhstinguished Place Intermationally, Structunsl Changes

Occurred. Dependence Om Agriculiire Dechned Rapidly, As The Economy Developed, It
Became Urbon And Modern. People Enjoy Finoncial And Social Security, Prodwction And
Entreprencurs Bale Change, Large Cooperatives Emerge Bun By A New Class Of Professsonal

Managers, Per Capita Incomme And Standard OF Living Both Rise To High Lewels, In Rostow's
Wiew, An Economy Takes 40 To 60 Years To Reach This Stage. The Uk Japan, And France Are
Examples OF This Stage.
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5) The Stage of High Mass Consumption

This Is the Last Stage OF Rostow™S Theory OFf Economic Growth, This Stage 1= Marked By High
Production, High Protit. And Therefore High Per f_‘apim come. Consumpiion (F Lusury
Reached s Highest Level. The Country's Motive Has Changed From Moax imum Production To
Maximum Welfare, In Order To Achieve Equality OF Distibution, The Govermment [s
Implementing Progressive Taxes As Well As Various Social Secunity And Leisure Measures,
Life Becomes Exsy And Comferteble In Such Couniries, At This Stage, The Amount OF Money
Spent On Military Operations Increases. As A Besult, The Country Became A World Power.
Other Countries Accept Its Political Influeence, The USA And Ching Are Examples OF This
S,

6} Criticism of Rostow"s Theory of Stages of Growih

Rostow Explains His Growth Theory With Historical Evidence Bot It Is Mot Free From
Crticism. Rostow s Theory (OF Growth Has Been Criticized On The Following Bases:

I. There Is Mo Logic Bchind Rostow's Claim That All Economics Must Pass Through Five
Stages. The USA, Canada And Australia Are Just A Few Examples Without A Traditional
Society. They Derived Their Development Preconditions From Great Brtain, An Advonced
Nation. A Revolution In Agriculture Is Also Not Necessary Before Takeoff. New Zealand
And Denmark, For Example, Developed Agnculture During Takeoff,

1. BRostow's Stage Analysis Doesnt Accuraely Predict The Direction In Which Ecenomic
Caowth Will Take. The Theory Is Focused On The Historical Growth Path Aunsd Does Mo
Narrate Varous Determinants OF Growth. In Addition. Rostew Fails To Address What
Would Happen After & High Level OF Mass Comsumption

5. The Stages OF Rostow®S Theory Seem To Owverdap Each Other. It 1s Difficult To Determine
When One Stage Ends And Another Begins, The Fealres OF One Mage Are Also Mixed
With The Features Of Successive Stages. This Is A Serious Limitation.

4, Rostow*S Take-OfF Stage Is Also Controversial, During Take-OFF, Investment Is Boosted By
Socioeconomic Factors That Change With Time And Place. Rostow Ignores The Aspect OF
Time And Place In His Theory, The Concept OF Take-00T Is Derived From Acronautics.

When A& Plane Takes OFF, It Gers Is Force From Intemal Mechamisms. In The Same Way,
When A Country Takes O, Iis Economic Force Comes From Within, However,
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Urderdeveloped Countries Canot Develop These Forces Intemally Due To A Lack OF
Resources. Thus, They Need Foreign Assistance Which Is Not Mentioned By Rostow,

Rosow®s Theory 15 Alse Criticised For s Misleading Drive To Mamirnry Stge, Ap
Economy Becomes Mamre When It Becomes Self-Sufficient During The Take-0HF Siape,
Consequently, It IsMothing More Than A Step In The Takeoff Process, Thus, There Is Mo
MNeed For A Separate Stage,

Fosiow™5 Stages O Growth Are Mot Based On Any Good Theory OF Development
Econemics. The Theory Eeads More Like A Declaation From A Historan Than An

Analytical Formulation From An Economist.

In Short, Rostow'S Theory OF Growth Has Many Limitations But It Is Soll Considered A

Modable Bluepont OF The World Economy's Development History, The Linear Pamern OF His
Stapes OF Growth Can Still Be Used To Explain The Development Path OF Many Post-Colonial

Countres. Also, Rostow Was The First Economist To Incorporste Non-Economic Factors Intes

His Theary OF Economic Growth, He Shouki Be Appreciated For This,

14 Questions for Practice

A, Shorl Answer Tyvpe Qhest ioms

(31 What Do You Mean By Concept OF Stroctural Changes?

(2 What Are The Chamctenistics OFf The Stage OF _Drve To Maturity®

3. Define Capitalist Surplus.

(4 Lt The 5ix Propensities OF People As Given By Bostow,

5 What Do You Mean By Pisguised Unemployment”

B. Long Answer Type Questions

1 Crtically Evaluate Eewis™S Theory OF Unlimited Supply OfF Labour,
(22 Discuss The Various Stages OF Economic Growth As Propounded By

Rostow 03 Critically Evaduate The Rostow S Theory OF Stages OF Growh,

1.5 Sugpested Beadings

# Richard Peet And Elaine Hartwick (2015}, Theories OF Development -

Cofitentioas. Arguments . Alematives, The Giiliord Press. Mew York
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= Todom MFP, And Stephen O, Smuth (2004}, Economic Development. Dorling
Kindersleyl India) Pyvr, Lid., Mew Delhi

& Lewis WA (300 The Pri |'|-;_:i|"|-]|.th Of Economic P:I:mn'm;!_', o ||,_=.'L|_gq,:, [London,

- H:'l.ill_g,.lu'l. ML {2001 b the Economics OfF m'll_'llilfl'l'll.i".'li A F"Liu:lﬂil:'l_:;. Wiiinda Publac atyas
(P Ltd, Delh

¢ Lekhi B, K. (190, The Economics OF Development And Planning, Kalyani Publisher.
M Dl
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M.A (ECONOMICS)
SEMESTER - 11

ECONMOMICS OF GROWTH AND DEVELOPMENT AND INDIAN ECONOMY

UNIT- 3 GROWTH MODELS OF DEVELOPING ECONOMIES

Structure

3.0 Orbjectives

A1 Introduction

A2 Theory Of Balance Growth

3.2.1 Meaning

3.2.2 Risenstein Rodan™s Theory OF Balance Growth

323 Nurkse's Theory O Balance Growih

324 Critical Evalostion O T heory OF Balance Crrowth
A3 Theory O Unbalanced Growih

331 Meaning

232 Critical Evaluation OF Theory OF Unbalance Growih

333 Path OF Development

334  Explanation OF The Theory OF Linbalanced Growth
34 Questions For Practice

15 supmsted Beadings
30k Dbjectives
Adter Reading This Unit, Yoo Will Be Able To:
#  [Define Balanced And Unbalanced Growth
#  [Jescribe Bosenstein Rodan's Theory OF Balanced Growth:

¢ Explain Rangar Murkse'S TheoryOf Balanced Growth.
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& [iscuss Hirschinan's Srrategy OF Unbalanced Growih
A1 Introduction

Economic Development Is OF Utmost Significance To All Economies, Developing Countries
Need Large Scale Investment To Get Rid From All His Problems Like: Poverty, Unemployment.
Low Living Standard Eie, Invesiment ls Esseatial Buoi What Shouwld Be The Simsegy OF
[mvestment In Developing Coumtries? Te Answer This Question Development Economist
Divided Into Two Grovps. Economists Like Rodon, Murkse And Lewis Eto, Sopport
Instantanecus Investment In Al Sectors For The Bapid Development In These Low-lnceme
Economics. However, Some Other Economists Such As Hirschman, Singer, Fleming., Etc..
Believe That These Economies Should Create Imbalances By Investing In A Single Sector, As
Such, Economic Devebopment Strategy Can Be Analvsed According To Two Theorses; The
Theory OF Balanced Growth Apd The Theory OF Linbalanced Growth,

A2 Theory OF Balance Growth
32.1 Meaning

The Idea OF Balanced Growth Was First Propounded By Fredrick List. His Analysis OF Balance
Grrowth [s A Strategy OF Development In Agriculture, Indusry And Trode Simultancousiy. In
1924, Anhw Yommg Used The Concept To Show The Imterdependence Between Different
Indusiries, Bosenstein Rodian Wrote Aboot This Concept In His 1943 Article Tatled *Problems
Of Industralization OF Eastern And South Bastern Burope.” Afler This The Concept Was
Examined By Various Economists Like Prof. Nurkse, Prof. Lewis, Stovasky Etc. Balance Growth
Means A Simullaeecus Investment Al Sectors O Econemy For The Rapid Development, I
[miplies A Balance Between Agriculiure And Industry; Domestic Production And Expons; And
Vertical And Horizontal External Economies, Bolanced Growth Is Based Strictly On Ecenomic
Planning.

Aocording To Lewis, “Boaloeced SGroneth Meoms T Al Secors ©F Economy Should Graw
Simultoneonsly 5o Av To Keep A Proper Balence Between Indusiry And Apricadiire And
Bervem Production For Home Consumprion And Production For Exports, The Truth 1 Thar Al
Sevtory Seowdd Be Keponded Simealtaneoesivl

3.2.2 Kosenstein Rodan's Theory OF Balance Growth

Roenstein Rodas Emphasizes That Large-Scale Investmenmt Iz Essental Toe Make An
L]




Underdeveloped Economy Sclf-Reliant. This Approach Is Also Known As Rodan'S Theory O
Big Pusk. According To

Rodan, _Balanced Cirowth Megns Tnvestment fn Mutolly Supparting fndusivies, Wikel Wouwld
Create The Marke: For Each Other'S Praducsl’ It Will Increase The Market's Size Because
Different Industrics Will Demend Each Other's Products, Thas, According To This Theory. In
Order To Exploit External Economies OF Supply And Demand, & Large-5cale Investment In
Mumerous Fields s Essential. To Support His Views Rosenstein Gives An Example OF A Shos
Factory. IF There Is Investment In A Shoe- Making Factory, Then All Those Whe Work [n
Factory Will Get Income. But They Cannot Spend All Theirlncome On Shoes Only . They Meed
Several Other Goods Which Can Be Produce By Other Factories, Thos, One-Way Development
Will Mot Succeed, Economies Grow When Muluple Indostries Produce Different Products
Simultaneously, According To Bodan, External Economies Are Enjoved By Indivisibilities And
There Are Three Types OF Indivisibilites Belaied To Balanee Growih,

al Indivisibility In Froduection Function; 11 Is Alse Called Indivisibilicy OF Supply OF Social
Owerhead Costs, Social Owverhead Capial Means Al Type OF Facilities Like Transport Amnd
Communisation, Imigation Fasilities, Power Supply, Sewerage Ete, Building  Social
Cwverhead Costs s Essential Condition For Industrializacion. A Huge Iwesiment [s Meeded
For This. For Example, If Electricity [s To Be Supplied In The Country, It Will Requine A
Huge Investment In Thermal Flants, Power Generating Machines, Blectricity Wires And Pole
Factories, Skilked Engineers And Other Human Resources 