Introduction

| ask the reader (especially the young student) to consider, | Qf lgngrance (Bz{wls, 1972),
v‘vhat sort of world they would prefer to have been born into: A world in thICh 1.4 billion people
live on less than $1.25 a day (the official World Bank poverty line), 2:5 bl”!on |IV? on less than ¢
a day, and with only a 5 per cent chance of living 2 luxurious | : ;alr::]r w‘orld which
provides a decent living standard for everyone wherever _ W .elther in Norway,
the richest country, or Burundi, the poorest? Whatever answer you give, you will have shown an
interest in development economics, which seeks to understand and ?xplaln ,Why some COigE
are poor and others rich, and how to reduce poverty in poor countries (0 BIV EVETYONE on the

. of the future.
planet a minimum standard of life and freedom from hunger and'fear e hei s
Development economics as it is understood and taught today is21® piis

of economics dating from the early years after the Second World,Wan 2 |n' fazttL:etg Conimm
progress of nations has always been at the heart of economic enquiry, at IeastfslI:lC - lmGI:) the
great classical economists of the late eighteenth century and the ﬁ'rst half of the mn;heent cen-
tury - Adam Smith, Thomas Malthus, David Ricardo, John Scuart Mill and Karl Marx. ‘ese writers
were all concerned with understanding the grOWth and development process of countries and the
factors determining the distribution of income between classes of people: Modern development

economics has in many ways revived the old interests of the classica! fecopomlsts concerning the
ing, investment, capital accumulation and the mobilization of surplus labour for

structural change out of agriculture into manufacturing industry and service .aCtIVItles. |
: t economics as a subject — and academic

i
i In this cha pter we start by considering developmen

7 interest in d‘ - 1t issues — and why there has been a revival of development economics in

 the last 60 th many of the world's best economists researching and writing on develop-

- ment of the waj@rgoﬁtributory factors has been the poorer countries of the world

t which they view as being

ing of the world economy,
w international economic
shed afterﬂlé?e'c-:)nd World War to oversee interna-
he world economy after the economic chaos of
Jffiliates, the World Bank for Reconstruction
und. We shall discuss what a new interna-
onents of the Millennium Development
> world on track?
st and concern with developing coun”
he increased globalization of the
een countries of the world. We |
endence takes.

order has been endorsed
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1. THE STUDY OF ECONOMIC DEVELOPMENT “

production between countries, unequal trade, the dependency of poor countries on rich coun-
tries, and the operation of international institutions can all interact to produce ‘vicious circles’ of
poverty and relative stagnation for countries that get left behind in the development ‘race..

Development economics as a subject

The study of development economics as a separate subject in economics is a relatively new phe-
nomenon. For the student today it will be difficult to appreciate that as recently as 60 years
ago a Cqurse in development economics was a rare feature of an undergraduate programme in
economics, and that textbooks on economic development were few and far between. Today, no
respectable department of economics is withour at least one course in economic development;
there are scores of texts and thousands of case studies and articles on the subject.

The political and public concern with the poorer nations of the world is of equally recent
origin. The majority of the national and international bodies that exist today to promote devel-
opment, such as national development banks, the World Bank and its affiliates, and agencies of
the United Nations, were established after the Second World War. Before the war, when most
of today’s poor countries were still colonies, there was much less focus on the economic and
social problems of the developing (dependent) economies than there is today. Perhaps the facts
were not so well known, or perhaps the attention of most people was focused on depression and
unemployment in the developed countries. Whatever the reason for this neglect, the situation
today is very different. The development of the Third World (the collective name for the devel-
oping countries), meaning above all the eradication of primary poverty, is now regarded as one of
the greatest social and economic challenges facing mankind, together with environmental pollu-
tion and climate change. As the Pearson Report (1969) remarked a generation ago, ‘the widening
gap between the developed and the developing countries has become the central problem of our
times’.

What accounts for this change in ai le and upsurge of interest in the economics of devel-

opment and the economies of poor V:A number of factors can be pinpointed, which
interrelate with one another. e

1 Wl |

- First in the wake of the gr
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d economic progress.
now than in the past, and
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| political interest
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DEVELOPMENT AND UNDERDIVELOPMENY

Academic interest in development

As mentioned in the introduction to this ¢ hapter academic mterese iy gl
and development is a renewed interest rather than an entirely new Preod
The progress and matenal well being of people and nations h
of economic wnting and enquiry. It constituted

e mmh.mn\n Bt

0
Upation of Mo o
e traditonally be o

Chac )
b \ o
one of the Major areas of INtereg of

cal economists. Adam Smich. David Ricardo Thomas Malthus lohn Stuart Mill ang I\ he Clagy;
; and K.
dealt at some length (albeit with divergent opinions on many issues) with the ¢ " | an )
! & C ¥ 5 (‘\ l"
quences of economic advance (see Chapter §). It is entirely natural that shinke ' cong,

commen the s of the
ton contemporary scene. There is perhaps an analogy here between the
! Yo

uon of the classical economists at the time of Britain'’s industnal revolution in the o
and nineteenth centuries and the concern of many economists today with the v( L
development anc? world Poverty, the nature of which has been brought to the attentio
won:ld so‘dfalfancaliy In recent decades. The list of modern-day economists who hav(en ..
eir fert development reads like a Who's Who
W economls!:s (pastand present) that immediately come to mind are Pr:\f:bc ;,,-dh
hgd:sh Bhagwati, Holhs Chenery, Paul Collier, Partha Dasgupta, Albert Hirschman, Harry johns;n'
Ntchohsyl(aldor, Michal Kalecki, Paul Krugman, Simon Kuznets, Harvey Leibenstein, "
James Mirrlees, Gunnar Myrdal, Raul Prebisch, Dani Rodrik, Joan Robinson, Pay

ay "\Ollld
(‘()((“m
'L'.l\lvumh
CONOmjq of

10mics,

ployment in the 1930s, wh!d\attractedso many brilliant minds to economics, John Maynard
“ynes among them. But » very different. In the case of
' ' : s theory with which to grapple; the task was to
 prescriptions. As it turned out, the solution
y creating credit and bring idle resources into
here is such a thing as a ‘free lunch’
no divorce between theory and the
are well known: increases in the
because they lack resources or the
by underdevelopment cannot
advances in growth theory,
nd the refinement of tech-
rapid economic progress
» have been used exten-
lculating investment
of a development
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1 - THE STUDY OF ECONOMIC DEVELOPMENT n

economic maturity. Much of development economics is concerned with the timescale of develop-
ment, and how to speed up the process of development in a way that is consistent with freedom
and democracy. Later in the present millennium, when primary poverty in most countries will, one
hopes, have been eradicated, courses in development economics will undoubtedly take a different
form. The emphasis will be on inter-country comparisons rather than on the process of develop-
me'nt as such and on the growth pains accompanying the transition from a primarily agrarian to
an industrial or service economy.
As far as classical economic theory is concerned, the gloomy prognostication of Ricardo,
Malthus an.d Mill that progress will ultimately end in stagnation would seem to be unfounded.
It hf‘s certainly been confounded by experience. Population growth and diminishing returns in
a.gr.lculture hav.e not been uniformly depressive to the extent that Ricardo and Malthus supposed.
Rising productivity and per capita incomes appear quite compatible with the growth of popula-
tion and the extension of agriculture. Classical development economics greatly underestimated
the beneficial role of technical progress and international trade in the development process. It is
these two factors above all others which seem to have confounded the pessimism of much of clas-
sical theory. With access to superior technology there is hope, and some evidence, that material
progress in today’s developing countries will be much more rapid than in countries at a similar
stage of development 150 years ago. The pool of technology on which to draw, and the scope for
its assimilation, is enormous. Used with discretion, it must be considered as the main means of
increasing welfare.

The role of trade, however, is more problematic. Much will depend on how rapidly the devel-
oping countries can alter their industrial structure, and on movements in the terms of trade.
Currently, the developing countries are probably in an inferior position compared with the
present advanced countries at a comparable stage of their economic history. There are potential
dynamic gains from trade, but the static efficiency gains are weak based on primary production,
and the terms of trade in most commodities are worse. The gains from trade accrue mainly to
the rich industrialized countries, notwithstanding the rapid increase that periodically takes place
in some commodity prices as wit in recent years. The fact that the gains from trade are

tributed d coL  potential link between trade and growth, or
nts a challenge for altering the structure of

mists were generally opposed to inter-

r the Second World War there was a
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i DEVELOPMENT AND UNDERDEVELOPMENT

combined with different types of government involvement, for the maximization of soc
The state has a role to play in economic development (see Chapter 10), Ocial Welfarg
Planl'.ling requires a certain amount of model building, and this 100 has bee
economists. The most common type of model, which forms the basis of
building that developing countries practise, is to calculate the investment requirement
to achieve a target rate of growth of per capita income ~ commonly referred g 5 San;cessa
Domar model (see Chapter 5). Neither the models of Harrod (1939) or Domar (1947arrod~
designed for the purpose to which they are now put in developing countries, byt thej, Ve
equations have proved to be an indispensable component of macroeconomic Planning \Srowth
consider in Chapter 10 the strengths and weaknesses of using this type of aggregate 'moed s:u?ll
development planning, and the arguments for and against planning in general. "N
As a result of the apparent failure of development planning and the slow Progress mad
many developing countries in the 1970s, the status of the discipline of development economicz
began to be called into question in the 1980s and several obituaries of the subject were Written
(see, e.g, Hirschman, 1981; Little, 1982; Lal, 1983). | will concentrate here on the worries eXpresseq
by Hirschman, the practitioner who first rang the alarm bells most vigorously. Hirschman argues
that development economics was originally born out of a rejection of monoeconomics (thy 3
the universality of neoclassical economics) on the one hand and of neo-Marxism on the other:
which asserted that economic relations between developed and less developed countries cqyq4
only lead to the development of underdevelopment. The two themes at the forefront of tf
rejection of monoeconomics were (1) the existence of a massive amount of surplus laboyr iy
agriculture in developing countries and (2) backwardness or late industrialization - the Jatter
requiring active state intervention. In terms of policy, the major strategic themes emphasized
and pursued by developing countries were the mobilization of underemployed manpower, rapid
capital accumulation and industrialization, for all of which planning was thought to be necessar,
Hirschman'’s first explanation of the alleged demise of development economics is the resur
gence of neoclassical orthodoxy and re n of the view that there is a separate economics
applicable to poor countries, as dist eloped ones. The defence of monoeconomics
has been buttressed by the obs nsibly free market developing coun-
tries, such as South Korea, H re (the so-called ‘East Asian miracé
countries), and the failure of i

much of the Mody

a separate economics applic
of developing countries '
ce. Hirschman'’s

ble to developing countr
the world economy
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T -THE STUDY OF ECONOMIC DEVELOPMENT n

rejection of monoeconomics have not retreated into their shells, and very few economists would
disagree thaf there is mutual benefit to be had from country interaction. It is not conceivable

that thg majority of developing countries would be absolutely better off if they were isolated and
;::i;cbhl:;:’::':g:tgl[‘th:ﬂs 'is not to say.lllml some '(l.elinking’ and strategic protection may n’o[ be

ik gains from globalization and interdependence could not be more equitably
distributed across countries
But is there a se d -

e froiar;-.t: r(ii;:/ei:)[zaehnt GCOHOI:ICS ?.Most observers would still argue thaF poor
required to understand thei functioni:: Vsi/ay that different con‘cep‘ts, models and theories are
basic microeconomic assumptions aboutghg oo :esgea& Wh"é lt.mlght - argueq Y,
B nnirics il differ Shrcen i .whpeop e behave are snmlla'r for.all countries, devel-
differences between the two sets of :Ount 1S OrlleS and th.erefore require different models. The
tion and matters relating to bass ot ;i; a|re' arge, pa.rtlcularly in rela.tlon to resource allocg—
Fias bien Rakely Prelopad i reﬁnedi, < .tht is not accidental thét social coFt—beneﬁt analysis
T e et o o nthe contexF of developmg_ countries, ngr tha't.de.vel—
: i - g ground for theories of tendencies towards disequilibrium
In economic and social systems ~ models of virtuous and vicious circles and centre—periphery
mod.els of growth and development. But as Arthur Lewis, one of the fathers of development eco-
nomics, once said in his presidential lecture to the American Economic Association, the central
task of development economics is to provide a general framework for an understanding of the
pace and rhythm of growth and development. As he put it: ‘the economists’ dream would be to
have a single theory of growth that took an economy from the lowest level . . . past the dividing
line..... up to the level of Western Europe and beyond.. . . or to have at least one good theory for
the developing economy ... to the dividing line’ (Lewis, 1984). That is what development eco-
nomics is all about. Development economics is the only branch of economics that attempts to
understand and explain the nature of the development process (Naqvi, 1996).
But even if the need for a separate development economics could not be established, would

e the status of the subject? It might be argued that in the interests of scientific
r Case vinking of economics as a unified body of theory and

nts. What leads to compartmentalization is the wide

he descriptive labels of monetary economics,

but all these sub-disciplines employ a large

whole.

emost the area of application and only
n of economics is that ‘economics is what
at development economists do’. The
hings that other economists do not
nd modify existing theory in the
akes by way of theoretical devel-
ion elsewhere. New models,
> following:

o

b

Scanned with CamScanner



DEVELOPMENT AND UNDERDEVELOPMENT

The concept of dependency

Growth pole analysis

Models of population and growth

Models of rural-urban migration

* Refinements to social cost-benefit analysis
* The notion of immiserising growth

* Models of structural inflation

+ The concept of dual-gap analysis

» The theory of missing markets

« The study of rent-seeking; and so on.

m other branches of economics, but other
d liberally from the expanding tool kit forged by devel-

e ‘chin the straitjac
- economists. International economics 15 no longer taught wichin € jacket of

ﬁk?um economics. Labour economics has taken on board the conceftsf ?gedll;z;hzm and
| labour markets, while structural inflation and dual-gap analysis are part 0 guage of

: ‘macroeconomics. As Bardhan (1993) concludes:

ms of the world's poor 1€

- None of these innovations has been borrowed fro

branches of economics have borrowe

T b
ming as ever, studying them
challenges to the dominant

R While the prob! i hel
ey While the proble main as overw

i has generated enough analytical ideas and thrown up enough
ik paradigm to make all of us in the profession somewhat wiser, and at least somewhat more
e conscious of the possibilities and limitations of our existing methods of analysis.
A - . 3 1
> that development economics has not pro-

-

its it, the developing countries were

r:. - duced the results

i ‘expected to " the various stages of development

- single-mindedly . only interests and no passions'. If the

s expectations hav ore to do with the expectations being
evelopment economics. This in

ing their historical sense and per-
ss. It took over 200 years for the
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central core of ideas that emerged m the 19505 and 19605, which were Largely swept avay during
the neoclassical counter revolution, but which Krugman believes stll rermaim valid, were exter
nal economies, increasing returms, complementarity between sectors and linkages 1t 15 these
ideas that have been rec aptured by the 'new” endogenous growth theory (and whid h remained
Alive outside the mainstream in the works of such economists as Nicholas Kaldor and Kenneth
AITow — see ( hapter 4)

‘New' prowt .
B h theory provides an answer 1o the question of why per capita income differences
as persistent as ever when conventional neoclassical growth

i the world economy seem (o be

theory predicts convergence, The answer s
as countries get richer, so that the level of investment

not simply determined by an exoge

that there are many externalities that prevent the

marginal product of capital from falling
matters ‘Ior growth, and growth s endogenous in this sense
l';(r)::ll:gl:\::‘(l?r:s::s’ lc‘l-:l':r]:;?}]".)r]')lﬂf('ss, "‘)pnnmn to all countries, Indeed, technical progress is also
e i, sustai';s ekl Lb(m)),/ research and development (R&D) and education. This theory

: ) it does not address the question of what it is that gets growth
started. To answer this we need to £0 to the roots of economic development, which initially lie in
the performance of the rural economy and agriculture (see Chapter 6).

A new international economic order

Another major factor accounting for the upsurge of interest in the growth and development pro-
cess has been the poor nations’ own increased awareness of their inferior economic and political
status in the world, and their desire for material improvement and greater political recognition
through economic strength. This was precipitated by decolonization in the 19505 and 1960s and
increased contact with the developed nations, and has been strengthened from within by rising
expectations as development has proceeded. Development is wanted to provide people with the
basic necessities of life; for their own sake, and to provide a degree of self-esteem and freedom
for people, which is precluded by poverty. Wealth and material possessions may not necessarily
provide greater happiness but they widen the choices that individuals have, which is an important

aspect of freedom and welfare. The developing countries have also called for a fairer deal from the

functioning of the world economy ;W q{ggy_wfew, with some justification, as biased in favour of
a~ - e =

countries that are already rich.
The official call for a new
Special Session of the Uni

1974. The United Nations pledged itself

nal economic order based on equity,
ong all states, irrespective of their
s and redress existing injustices,
developed and the developing

to work

rk urgently fc

ing on interna-
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DEVELOPMENT AND UNDERDEVELOPMENT

eral times by various

v
3 " . H ,—a[ed 5€
The call for a new international economic order has been ¢! rganization (UNIDO) producegq

agencies. In 1975 the United Nations Industrial Developme® = i o secure a 25 per ceny
the Lima Declaration, which set a target for the developing couﬂred with the share then of 1
share of world manufacturing production by the year 2000 compt in East Asia and the Pacifi,
per cent. The target was just met, thanks to rapid industrial grtom 1980 the Arusha Declaratiop,
and the share now stands at 29 per cent. On the monetary fro" r;ce (o create a New internationy|
demanded a UN Conference on International Money ?”d F”:;ring acceptable levels of employ.
monetary order ‘capable of achieving monetary stability, risf global develop

ment and sustainable growth’ and ‘supportive of a proces®

ment’. This goal has
not been achieved. ) held in CoP
In 1995 a UN World Development Summit 2* Declaration
evelopment and employment issues. The Copenhagen
; and universd
“ull employment, equality between men and women,
alth care should be basic priorities . f social policy
Sh@l!!dt? aid 'hpuld be increased for spending in pleas | projectsand in return
ALl 20 ercentoftheiraidto basic social proje o
d e . needs
Id a'.?cj . leZSt 20 per cent of their budgets on socia U™
spen ald 2y more attention 0 social factors when designing
ank should p '

enhagen, focusing on social
made several commitments;

| access to education and

ent UNCTAD) regularly calls for new
tional aid, commodity policy and
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1 THE STUDY OF ECONOMIC DIVELOPMENT

care will increase school enrolment and reduce poverty. Many poor people earn their living from
the environment, so a better environment will help poor people.
in p(t),nC::;th':%ﬁc:};‘ul’;";)‘y T«“l‘ tends to ‘1.1“ !)y about 1 per cent for every 1 per cent Increase
b8kt < 51 par Cm-l i .|I)L r‘('um I‘L"('UC['I()H’ in the poverty rate compared with 1990 thverefore
Bsresie sar annum N"::Lzz»i)(uml P(:l capita income between 1990 and 2015, or ap'__:r(mmarely
BESHIS01E [noks like bei(ngyme(nb::: z;\:;ro;w,;;aick, and the global target of a 20.8 per cent pOVerFy
T — : al African countries are off-track, and world hunger will
mar(;re‘;::aczit::ri/t\/\lgloel?:alt:?a?;vuetlcgzrzsz;tcrioals, mrogress ishmixed. With regard to ulniverslal pri-
Africa. The gender gap in education between bcEJS . cri‘o't Ire'ac o tf"get d 29]5' i "“3.'”|Y 3
Sl cbuntrics B el ol Sti)lllsl’a:.n hglr sis n.ar-rowm'g, but \{wll not be ehm|.nate'd
before cheir fifth birthd : y ' Ig . Ten million chlldren in poor countries die
! irthday. The mortality rate is falling slowly, but will not have been reduced by
t‘.”c’.’th" ds by 2015. Likewise, maternal death rate reduction is way off target. Half a million women
diein pre.gnancy and childbirth in poor countries every year, and the mortality rate is hardly falling.
Progress in combating HIV/AIDS, malaria and other major diseases is more encouraging, and there
may be an absolute reduction in the incidence of these diseases by 2015 if current trends con-
tinue. Finally, with regard to the state of the environment, and particularly with respect to access
to sanitation and safe water, progress has been very slow. Lack of sanitation, polluted water and
poor hygiene still kill nearly 8 million children a year. Lack of progress in this field makes some
of the other Millennium Development Goals more difficult to achieve (see World Bank, Global

Monitoring Report).

nd Targets

P —

Millennium Development Goals a

e proportion of people whose income is less

Fre
the proportion of people who suffer from

boys and girls alike, will be able to
y education, preferably by

ve mortality rate.

mortal-
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Millennium Development Goals and Targets - continued

npl( 1.1

Goal 6: Combat HIV/AIDS, malaria and other diseases

7 Have halted by 2015 and begun to reverse the spread of HIV/A|pg

Target
ve halted by 2015 and begun to reverse the incidence of Malariy and
oth

Target 8: Ha

major diseases. b

Goal 7: Ensure environmental sustainability

Target 9: Integrate the principles of sustainable development into country

programmes and reverse the loss of environmental resources.

Target 10: Halve by 2015 the proportion of people without sustainable aACcess to gyf,
R a

drinking water. g

Target 11: Have achieved by 2020 a significant improvement in the lives of at leas 100
million slum dwellers.

Goal 8: Develop a global partnership for development

Target 12: Develop further an open, rule-based, predictable, non-discriminatory trading
E ancial system (includes a commitment to good governance, development, and

al Assembly provisions).

bt problems of developing countries
to make debt sustainable in the

lement strategies
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