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PREFACE TO THE THIRD EDITION

Development economists must operate in an imperfect second-best world, away from
the simplified premises of neoclassical economics. Their subject matter is therefore not
yet a coherent or self-contained discipline. Denied recourse to a set of general principles,
perhaps the student’s most sensible introduction to economic development is through a
study of a number of “leading issues” that are at the time a major preoccupation of the
development economist and development practitioner.

As reflected in this new edition, the “leading issues” now coalesce in a central theme:
policies which are designed to eradicate poverty, reduce inequality, and deal with
problems of employment. This does not mean that analysis of the overall process of
development is any the less important, but it does require more attention to the
connections between these particular objectives and the more aggregative analysis. This
theme also calls for forward-looking analysis to determine the position of the developing
countries under new international trade and monetary regimes. But in evaluating possible
alternatives, the discussion must also give due attention to what has gone wrong in the
past, and to theoretical analyses that might contribute to improved policy formulation.

This new edition, therefore, incorporates extensive changes. [ have added new chap-
ters. I have also extensively modified all the earlier chapters, replacing most of the earlier
selections with new selections that better illuminate the central theme of this edition.
New selections are also included to raise the level of theoretical analysis and provide more
empirical relationships. I have also taken the opportunity to add more of my own Notes
and to revise the Notes contained in previous editions.

My overriding objective remains the same as stated in the first edition—to present a
new kind of course book for the study of economic development. The evolution of the
subject confirms my belief that it can best be studied in a manner different from the
usual approaches of either a textbook or a book of readings. 1 have therefore chosen to
concentrate on relatively few issues that are now of central concern to development
economists. On each of these strategic issues, I have then brought to bear a variety of
materials that should be looked at simultaneously. And to provide additional direction
and cohesion, I have written a substantive commentary through a series of connecting
text Notes. These Notes integrate or supplement the other selections. In some instances, I
have introduced a Note to treat a topic more expeditiously than could be done through
separate readings; in other instances, a Note is designed to cover a topic that is not yet
adequately treated in the literature, or to tie one issue with another.

Even more than in earlier editions, it should now be emphasized that greater impor-
tance is to be attached to the interrelatedness of the readings on each issue—taken as a
set—than to any one particular reading. Each selection should acquire added significance
through its contextual position, and the materials should be enhanced by their very
combination. This is especially true for the interrelations among the various materials that
deal with analysis, policy implications, and the results of development programs.



vii PREFACE

The interrelatedness among the chapters is also more pronounced now than in earlier
editions. All the issues bear on the central theme of poverty, inequality, unemployment.
The dominance of this theme gives more of a progressively interrelated argument to the
subject and makes this edition more cohesive.

In restraining myself from proceeding in too many directions, I have had to exclude a
considerable amount of subject matter that should eventually become part of the
development economist’s education. 1 have not ventured far into the formal methodology
of development programming or planning techniques. Any excursion into the design of
numerical, dynamic, multisector development planning models would rapidly become
another course in its own right. Similarly, the range of country studies is now so extensive
that the use of country examples can serve only to illustrate a more general problem or
principle. Full-scale country studies have to be sought elsewhere. Nor is there as much
crossing of the boundaries of economics into the noneconomic issues of development as
the political scientist or sociologist would desire. I can only plead that an introductory
book in development economics cannot offer everything for everyone. I hope that the
introduction is sufficiently stimulating, and enough questions bordering on these other
areas are raised, to encourage the student to proceed to further readings. (The select
bibliographies at the end of each chapter may be a guide.)

I wish to express my appreciation to the authors and publishers who have granted
permission to use excerpts from articles, books, and other publications in which Ameri-
can or foreign copyrights exist. Specific acknowledgment is given with each selection.
Some parts of the original versions of the selected materials have been omitted out of
consideration for relevancy and the avoidance of repetition; tables and diagrams have
been renumbered; and some footnotes have been omitted, while others have been
renumbered.

As in previous editions, many of the revisions in this edition have been inspired by my
students at Stanford University and by lecture audiences in developing countries. Their
challenging questions and incisive observations have meant much to me. As a master of
data sources and a friend of all librarians, Mark Eaker has provided invaluable research
assistance. Christiane Jose has accomplished a tour de force in cheerfully and efficiently
guiding the manuscript from handwritten scrawls to the printer.

Finally, I want to acknowledge my substantial intellectual debt to members of the
Institute of Development Studies (University of Sussex), the series of Cambridge Confer-
ences on Development, and the Institute of Commonwealth Studies (Oxford). My visits
there always turn into tutorials of reeducation—and eventually reappear in new editions
of this book.

G.MM.

August 1975
Stanford, California



CONTENTS

I. INTERNATIONAL POVERTY AND INEQUALITY
INTRODUCTION

1.LA. MISCONCEPTIONS OF DEVELOPMENT—Note
1.B. DIMENSIONS OF DEVELOPMENT
[.B.1. Indicators of International Poverty—Note
I.B.2. Relative and Absolute Poverty—Ahluwalia
1.B.3. Variables Affecting Income Distribution—Adelman
I.C. NEW INITIATIVES IN DEVELOPMENT
1.C.1. Successful Development Strategies—Chenery
I.C.2. Redefining Objectives: Growth and Distribution—
Ahluwalia and Chenery
1.C.3. Strategic Policy Issues—Note
SELECT BIBLIOGRAPHY

il. ECONOMICS FOR DEVELOPMENT
INTRODUCTION

II.LA. RELEVANCE OF THEORY
II.A.1. The Limitations of the Special Case—Seers
II.A.2. Economic Theory and Agrarian Economics—
Georgescu-Roegen
I1.A.3. Use and Abuse of Development Models—Streeten
II.A.4. Economics as a Form of Technical Assistance—Bauer
II.A.5. Economic Theory and Development Policy—-Myint
I1.A.6. Limits of Economic Theory—Note
II.B. PERSPECTIVE OF HISTORY
11.B.1. Rostow and Marx—Note
II.B.2. Empty Economic Stages?~Fishlow
11.B.3. Economic Backwardness in Historical Perspective—
Gerschenkron
I1.B.4. Future Development in Historical Perspective—Note

12
12
18
27
33
33

38
43
47

51

53
53

58
62
66
68
74
79
79
82

90
93



X

CONTENTS

II.C. ALTERNATIVES IN POLITICAL ECONOMY
I1.C.1. An Economic Reappraisal of China—Perkins
I1.C.2. Maoist Development Strategy —Gurley
11.C.3. Cuba’s Development—Seers
II.C.4. Tanzania’s Development—Green
I1.C.5. Styles of Development—Griffin

SELECT BIBLIOGRAPHY

DUALISTIC DEVELOPMENT
INTRODUCTION

III.A. SOCIAL DUALISM
ITI.A.1. Dualistic Economics—Boeke
II1.A.2. A Critique of Boeke’s “Dualistic Theory”—
Higgins
I11.B. TECHNOLOGICAL DUALISM—Note
{11.C. THE LABOR SURPLUS ECONOMY
1I1.C.1. Labor Surplus on the Land—Nurkse
I11.C.2. Unemployment in Underdeveloped Countries—
Haberler
111.C.3. The Concept of “Disguised Unemployment”—Viner
II1.C.4. Dualism and Wage Differentials—Myint

III.D. INTERSECTORAL RELATIONSHIPS IN A DUAL ECONOMY —Note

SELECT BIBLIOGRAPHY

THE EMPLOYMENT PROBLEM
INTRODUCTION

IV.A. GROWTH WITHOUT EMPLOYMENT—-Note
IV.B. DIMENSIONS OF THE EMPLOYMENT PROBLEM
IV.B.1. Population and Labor Force—Stolnitz
I1V.B.2. Measurement of the “Unemployment Equivalent”—Note
IV.B.3. Review of the Evidence~Turnham
1V.B.4. The Employment Problem in Colombia—ILO
IV.C. RURAL-URBAN MIGRATION
IV.C.1. A Model of Rural-Urban Migration—Todaro
IV.C.2. Urban Unemployment—World Bank
IV.D. THE URBAN INFORMAL SECTOR
IV.D.1. The Informal Sector in Kenya—ILO
IV.D.2. Unemployment in Kenya—Leys

100
100
104
108
114
118
122

125

130
130

131
139
142
142

145
147
151
157
164

167

170
177
177
180
182
193
201
201
207
214
214
221



xi

VL

CONTENTS

IV.E. EMPLOYMENT STRATEGIES
IV.E.1. Conflicts between OQutput and Employment Objectives—
Stewart and Streeten
IV.E.2. Four Steps to Full Employment—Lewis
IV.E.3. Policy Implications—Note
SELECT BIBLIOGRAPHY

MOBILIZING DOMESTIC RESOURCES
INTRODUCTION

V.A. THE ROLE OF CAPITAL
V.A.1l. Capital Accumulation and Development—ECAFE
V.A.2. The Cost of Capital Accumulation—Lewis
V.A.3. Criticisms of the Capital-Output Ratio—Note
V.A.4. The Place of Capital in Economic Progress—Cairncross
V.B. SOURCES OF CAPITAL FORMATION-Note
V.C. THE GOVERNMENT AS SAVER
V.C.1. The Taxation Potential—Kaldor
V.C.2. Trends in Taxation—Chelliah
V.C.3. Taxation of Agriculture—Note
V.C.4. Public Finance and Inequality —Bird
V.D. FINANCIAL DEVELOPMENT
V.D.1. Financial Structure and Economic Development—
Gurley and Shaw
V.D.2. Demand-Following or Supply-Leading Finance—Patrick
V.D.3. Organized and Unorganized Money Markets—Tun Wai
V.D.4. Financial Repression and Liberalization—Shaw
V.E. INFLATION AND ITS EFFECTS
V.E.1. Inflation and Development Policy —Johnson
V.E.2. Monetarism and Structuralism in Latin America—Campos
V.E.3. Inflation and Growth—Harberger
SELECT BIBLIOGRAPHY

MOBILIZING FOREIGN RESOURCES
INTRODUCTION

VI.A. PUBLIC FINANCIAL AID
VI.A.1. Calculation of Capital Requirements—Hawkins
VI.A.2. Two-Gap Analysis—Joshi
VI.A.3. Benefits and Costs of Aid—Pincus

225

225
233
242
247

249

252
252
256
258
261
267
271
271
275
281
284
289

289
296
299
305
311
311
316
321
328

331

333
333
336
344



xii

VIl

Vill.

CONTENTS

VI.A.4. Determinants of Debt-Servicing Capacity—De Vries
VIL.A.5. Adverse Repercussions of Aid—Bauer
VI.A.6. Improving the Quality of Aid—Note
VL.B. THE INTERNATIONAL MONETARY
SYSTEM AND DEVELOPMENT FINANCE-Note
VI.C. PRIVATE FOREIGN INVESTMENT
VI.C.1. Benefits and Costs of Private Foreign Investment—Note
VI.C.2. The Terms of Investment—Killick
VI1.C.3. Multinational Enterprises in Developing Countries—Note
VI.D. TRANSFER OF TECHNOLOGY
VI.D.1. Science and Technology for Poor Countries—Singer
VI.D.2. Inappropriate Products and Inappropriate Technology —
Stewart
VI.D.3. Progressive Technologies—Marsden
VI.D.4. Capital-Stretching Innovations—Ranis
VI.D.5. Bargaining and Technology Importation—Vaitsos
SELECT BIBLIOGRAPHY

ALLOCATING INVESTMENT RESOURCES
INTRODUCTION

VIL.A. THE RATIONALE OF CAPITAL ALLOCATION—Note
VIL.B. PUBLIC INVESTMENT CRITERIA
VIL.B.1. Survey of Criteria for Allocating Investment Resources—
ECAFE
VIL.B.2. Choice of Technology as a Problem of “Second Best”—
Sen
VIL.B.3. Choice of Techniques in a Labor Surplus Economy—
Sen
VIL.C. PROJECT APPRAISAL
VII.C.1. Plans and Projects—Little
VIL.C.2. Social Cost—Benefit Analysis—Little and Mirriees
VIL.C.3. Distortions in Factor Markets—Lal
VII.C.4. Social Importance of Employment Creation—UNIDO
SELECT BIBLIOGRAPHY

HUMAN-RESOURCE DEVELOPMENT
INTRODUCTION

VIII.A. POPULATION
VIIL.A.1. Population and Poverty—Note

351
353
357

364
370
370
380
390
395
395

400
403
409
413
416

419

421
429

429

433

441
448
448
452
457
472
478

481

484
484



xiii CONTENTS

VIILLA.2. Demographic Change and Socio-Economic Change—
United Nations

488
VIIL.B. HEALTH AND NUTRITION 496
VIIL.B.1. A Health Policy for Developing Countries—Sharpston 496
VIIL.B.2. Nutrition Objectives—Berg 503
VIII.B.3. Food and Nutrition Planning—-Joy 511
VIII.C. EDUCATION 519
VIII.C.1. Investment in Human Capital—Note 519
VIII.C.2. Educational Investment in Developing Countries—

Musgrave 523
VIII.C.3. Investment in the Social Infrastructure—Myint 528
VIII.C.4. Approaches to Human-Resource Development—Harbison 531
VIII.C.5. Education and Employment—Edwards and Todaro 537
VIIL.C.6. Development as a Generalized Process of Capital Accumulation—

Johnson 542
VIII.D. ENTREPRENEURSHIP 548

VIIL.D.1. The Supply of Entrepreneurship—Kilby 548
VII1.D.2. Achievement Motive and Entrepreneurship—

McClelland and Winter 550
SELECT BIBLIOGRAPHY 559
AGRICULTURAL STRATEGY
INTRODUCTION 561
IX.A. INSTRUMENTAL VALUE OF AGRICULTURE 563

IX.A.l. Agriculture’s Contribution to Development—Note 563
IX.A.2. Strategies for Transferring Agricultural Surplus—Lee 568
IX.A.3. Recent History of Intersectoral Resource Transfers—

Lewis, Jr. 574

IX.B. THE GREEN REVOLUTION 581
IX.B.1. Green Revolution in Southeast Asia—Myint 581
1X.B.2. Generations of Problems—Falcon 586

IX.C. RURAL DEVELOPMENT AND EMPLOYMENT 593
I1X.C.1. The Case for a Unimodal Strategy—Johnston 593
IX.C.2. Agricultural Technology and Agrarian Structure—Ohkawa 601
1X.C.3. Relation Between Land Reform and Development—Warriner 607
I1X.C.4. Agricultural Strategy and Rural Income Distribution—Cline 612
I1X.C.5. Technological Change in Agriculture and Employment—Yudelman 616
IX.C.6. Employment Generation in African Agriculture—Eicher 622

SELECT BIBLIOGRAPHY

627



Xiv

XI.

CONTENTS

INDUSTRIALIZATION STRATEGY
INTRODUCTION

X.A. PATHS TO INDUSTRIALIZATION
X.A.1. The Theory of the “Big Push”—-Rosenstein-Rodan
X.A.2. Critique of the “Big Push” Argument—Ellis
X.A.3. The Case for Balanced Growth—Nurkse
X.A.4. Balanced versus Unbalanced Growth—Streeten
X.B. LESSONS OF RECENT HISTORY
X.B.1. Industrialization via Import Substitution—Note
X.B.2. Industrialization, Employment, and Urban Growth—
Hughes
X.B.3. Industrialization and Social Objectives—UNIDO
X.B.4. Industrialism and Industrial Man—Kerr
X.C. FUTURE INDUSTRIALIZATION
X.C.1. Goals and Patterns—United Nations
X.C.2. Industrialization via Export Substitution—Note
X.C.3. A Two-Pronged Strategy —Ranis
SELECT BIBLIOGRAPHY

TRADE STRATEGY
INTRODUCTION

XI.A. INTERNATIONAL TRADE AND INTERNATIONAL INEQUALITY
XI.A.1. Trade as a Mechanism of International Inequality—
Myrdal
XI.A.2. Transnational Capitalism and National Disintegration—Sunkel
XI.A.3. Dynamic Benefits of Trade—Haberler
XI.A.4. Patterns of Trade and Development—Nurkse
XI.A.5. Contribution of Trade to Development—Cairncross
XI.A.6. Conditions of Export-Led Development—Note
XI.B. TRADE IN PRIMARY PRODUCTS
XI.B.1. International Resource Bargaining—Note
XI.B.2. An Integrated Program for Commodities—UNCTAD
XI1.C. IMPORT SUBSTITUTION IN PRACTICE
XI.C.1. Limitations of Import Substitution—Power
X1.C.2. Critics of Latin American Import Substitution—Baer
XI.C.3. Import-Substitution Strategy—Bruton
XI.D. POSSIBILITIES OF EXPORT EXPANSION
XI.D.1. The Optimal Correspondence Between Industries and Countries—
Herman

629

632
632
637
640
643
648
648

655
659
662
668
668
671
678
682

685
688

688
692
702
707
712
717
724
724
729
735
735
741
747
753

753



Xv

XIL

CONTENTS

XI.D.2. The Issue of Trade Preferences—Morgan

X1.D.3. The Prospects for Export of Manufactures—Note
XI.LE. REGIONAL INTEGRATION AND DEVELOPMENT—Note
SELECT BIBLIOGRAPHY

DEVELOPMENT PLANNING AND POLICYMAKING
INTRODUCTION

XII.A. PLANNING AND THE MARKET
XII.A.1. The Flaw in the Mechanism of Market Forces—
Rosenstein-Rodan
XII.A.2, The Market Mechanism as an Instrument of Development—
Johnson
XII.A.3. The Fragmented Economy—McKinnon
XII.B. POLICY MODELS
XIL.B.1. Relevance of Development Models to Planning—Islam
XII.B.2. Planning Economic Development—Lange
XI1.B.3. Policy Instruments and Development Alternatives—
Chenery
XII.B.4. Problems of Development Planning—Stolper
XII.C. PLANNING EXPERIENCE
XII.C.1. On Assessing a Development Plan—Lewis
XII1.C.2. Planned Development in India—Bhagwati
XII.C.3. Role of the State in the Least Developed Countries—
Green
XII.C.4. Plan Implementation—Millikan
XII.C.5. The Cost of Inaction—ILO
XII.D. THE FUTURE OF DEVELOPMENT PLANNING—Note
SELECT BIBLIOGRAPHY

INDEX

759
763
772
779

783
785

785

787
792
795
795
804

808
819
824
824
829

835
843
847
850
856

859



CHAPTER I

International
Poverty and
Inequality

We are concerned in this book with nothing less than the future well-being of two-thirds
of the world’s population—the poverty-ridden peoples in the less developed countries of
Asia, Africa, and Latin America. It is indeed sobering that, two centuries after the
Industrial Revolution, most of the world remains poor, still suffering from inadequate
standards of living.

The World Bank now emphasizes that the failure to achieve a minimum level of income
above the “poverty line” has kept some 40 per cent of the peoples in the less developed
countries in the condition of ‘“‘absolute poverty”—a condition of life so degraded by
disease, illiteracy, malnutrition, and squalor as to deny its victims basic human necessities.
The persistence of absolute poverty, despite respectable achievements in rates of growth
in GNP, is now of more concern than that of relative poverty, or of a “widening gap”
between the rich and poor countries.

Our objective is to examine the central issues raised by the challenges of eradicating
absolute poverty, reducing inequality, and creating employment opportunities. These
challenges now require the international community to reassert the development priority
and reshape development policies.

This reorientation has significant implications for the way development economists
view the development process. It is more effective to adopt a positive approach to the
promotion of development policies than to concentrate on “vicious circles of poverty” or
the “causes” of poverty. Development is a process of cumulative change that results from
positive forces that raise productivity.
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A major theme of this book is the emphasis on discovering and promoting these
positive forces that raise real income per head, create more employment opportunities,
and achieve a wider distribution of the gains from development.

These forces of development are not, however, readily identifiable. After the disap-
pointing record of development efforts, economists can no longer rely on simple causal
relations that emphasize development planning, capital accumulation, and foreign aid.
The forces of development are too complex, subtle, and insufficiently known to yield to
any simple formula.

One way of recognizing that a wide range of development forces must be identified is
to realize at the outset that the development process encompasses more than the
economic theory of production. Empirical studies of the sources of growth in output in a
number of countries have demonstrated that much of the increase in aggregate produc-
tion over a long period cannot be explained by an increase in only the standard physical
inputs of the factors of production. A large part of the increase in total output remains to
be attributed to some “unexplained residual factor” in the economy’s aggregate produc-
tion. In studies of several advanced countries, the “residual factor”’—the unisolated source
of growth—is left to account for 50 per cent or more of the increase in total output.! The
residual is what Abramovitz calls a “measure of our ignorance” of the determinants of a
rise in productivity—the complex of little understood forces which cause output per unit
of utilized resources to rise.? Is the residual to be attributed to some intangible “human
factor,” perhaps related to Marshall’s observation that “Man is subject to increasing
returns™? Is it a matter of “creativity” or “drive for dynamic efficiency,” perhaps related
to motivational changes? Is it disembodied labor-saving technological change, perhaps
related to better management, organization, and work procedures which reduce the labor
requirement per unit of output?® Is it dependent on the degree of competitive pressure
and motivational efficiency, perhaps related to what Leibenstein simply calls “X-effi-
ciency”?* Or is it a matter of “learning by doing,” such that advances in knowledge
accrue from the accumulation of experience in the production process (as measured, say,
by cumulated past investments), and the production function accordingly exhibits in-
creasing returns to scale?’

The fundamental question remains: What are the other sources of growth that can be
identified in the catch-all of the “residual” and introduced as an “input,” amenable to
policy promotion? Another theme of this book, therefore, is the need to proceed beyond
a narrow economic theory of production to a broader interpretation that requires

! R. Solow, “Technical Change and the Aggregate Production Function,” Review of Economics and
Statistics, August 1957, pp. 312-20; John W. Kendrick, Productivity Trends in the United States,
Princeton, 1961; Edward F. Denison, Why Growth Rates Differ, Washington, D. C., 1967, especially
Chaps. 1, 20, 21; Sherman Robinson, “Sources of Growth in Less Developed Countries: A Cross-
Section Study,” Quarterly Journal of Economics, August 1971, pp. 391-408.

2Moses Abramovitz, “Resource and Output Trends in the United States Since 1870,” American
Economic Review, Papers and Proceedings, May 1956, pp. 11-14. Also see, T. Balogh and P. P.
Streeten, “The Coefficient of Ignorance,” Bulletin of the Oxford Institute of Economics and
Statistics, May 1963, pp. 99-107.

3Cf. Dale W. Jorgenson, “The Embodiment Hypothesis,” Journal of Political Economy, February
1966, pp. 1-12.

“Harvey Leibenstein, “Allocative Efficiency vs. ‘X-Efficiency,” >> American Economic Review, June
1966, pp. 392—415.

5Kenneth J. Arrow, “The Economic Implications of Learning by Doing,” Review of Economic
Studies, Vol. 29, 1962, pp. 155-73.
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attention to “efficiency” in the utilization of inputs, and a wider understanding of an
economy’s “learning process.”

An additional theme is that national development must now occur within the inter-
national context of the coexistence of rich and poor countries. Capital, technology,
knowledge, values, and institutions are more readily transferable from rich to poor
countries than ever before. There may, however, be drawbacks as well as advantages in
being a late-comer to development, and the late-developing country is increasingly aware
of the need for “appropriate™ transfers. There is now a more imaginative search for means
by which to raise the benefit-cost ratio of these transfers to the developing countries.

At the same time, the greater interdependence between the developed countries (DCs)
and less developed countries (LDCs) gives the LDCs new negotiating strategies for
designing trade, investment, and international monetary arrangements. The LDCs have
assumed an enhanced role in shaping the emergence of a new international economic
order to replace the old Bretton Woods system. The contentions of the United Nations
Conference on Trade and Development (UNCTAD), and the criticisms of the General
Agreement on Tariffs and Trade (GATT) and the International Monetary Fund (IMF),
must receive serious attention because the future of national development will be closely
related to reforms in international trade and monetary arrangements.

The time has also come for a reassessment of development planning and policymaking.
Many have become disenchanted with centralized detailed planning as it has been
practiced in some LDCs. But even for a “lighter” type of framework planning, indicative
planning, sectoral planning, the simpler monetary and fiscal policies, or only project
evaluation—even for these less ambitious policies, the quality of policymaking must be
raised. The analysis of what policies are needed, choice of policy instruments, and
methods of implementation must all be improved. Intimately related to improvement in
policymaking is the role to be assigned to the market price system and decentralized
decision-making. The removal of price distortions and the use of the market as an
instrument of policy are aspects of this theme of improving the quality of development
policymaking.

To begin the pursuit of these several themes, this first chapter emphasizes new
initiatives to reduce international poverty and inequality. Chapter II then provides some
perspective from the viewpoints of theory, history, and political economy. Against this
background, Chapters III and IV introduce the core problems of dualism and unemploy-
ment. Chapters V to VII proceed to relate the new initiatives to resource mobilization
and allocation in developing countries that are characterized by dualism and unemploy-
ment. Chapters VIII to XI examine specifically the policy issues of human-resource
development, agricultural strategy, industrialization strategy, and trade strategy. The final
chapter offers a more general evaluation of development policymaking and planning.

We might reach a clearer understanding of the meaning of economic development by
first considering some of the misconceptions of development (section 1.A). The dimen-
sions of the problems of absolute poverty and income inequality are outlined by the
selections in section I.B. These selections give special emphasis to the problems involved
in the measurement of poverty and inequality, both among nations and within a nation.
Finally, the selections in section I.C indicate some bases for reorienting development
strategy toward the objectives of employment, distribution, and growth.

Throughout this chapter, we should be aware that poverty, inequality, and unemploy-
ment are related phenomena. Given a population’s average income level, a higher level of
inequality will tend to be associated with a higher level of poverty. This poverty may be
expressed in absolute terms—as a number of people below a ‘“‘poverty line.” When,
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however, the poverty line is established with reference to some socially accepted “mini-
mal” standard of living, the average income level is likely to become a reference level, and
measures of absolute poverty then also reflect an aspect of relative inequality as well. The
president of the World Bank, for instance, spoke in 1975 of the “absolute poor” as those
having a per capita income below $50, or less than one-third of the average per capita
income of their country.

Poverty is also closely related to unemployment and underemployment. As empha-
sized in selections in this chapter, growth does not necessarily generate employment; nor
does growth necessarily benefit those suffering absolute poverty. Despite the attainment
of the Development Decades’ target growth rates of 5 or 6 per cent in GNP, many LDCs
have witnessed rapidly rising numbers of unemployed and a greater number in absolute
poverty. The dominant question of this chapter is, therefore: Who benefits from develop-
ment?



I.LA. MISCONCEPTIONS OF
DEVELOPMENT—NOTE

Dissatisfaction with the results during the
first generation of development in the 1950s
and 1960s has led to a refocusing of strategy
to meet the second-generation problems of
development. The growth of GNP is no
longer regarded as the main objective or in-
dex of development—but no single criterion
can be readily substituted. To the dismay of
the purist—but not to the surprise of the
development practitioner—it is difficult to
give one precise meaning to ‘“‘economic de-
velopment.” Perhaps it is easier to say what
“economic development” is not.

At the outset it should be recognized that
economic development is not equivalent to
the total development of a society: it is only
a part—or one dimension—of general devel-
opment. We usually focus on the nation-
state as the unit of development, but “na-
tional development” is a term which en-
compasses—at a minimum—social and politi-
cal development, as well as economic devel-
opment, in the building of national identity.
Depending on the orientation of one’s disci-
pline, it is also possible to consider other
types—for example, legal or administrative
development. The interrelationships among
these various types of development are ex-
tremely important. A major question im-
plicit in our entire subject is how socio-
cultural and political development con-
tribute to economic development, and are in
turn determined by it. It will be apparent
that much more interdisciplinary study is
needed to determine how economic and
noneconomic forces interact.

It is also necessary to caution against
equating economic development with either
“economic independence” or “industrializa-
tion.” As a result of their colonial history
and newly acquired political independence,

many poor countries have expressed discon-
tent with their “dependence” on export
markets and foreign capital. Such “depen-
dence” is often interpreted as synonymous
with “foreign domination” or “exploita-
tion”—to be avoided now by import-
substitution policies and restrictions on the
inflow of private foreign capital. The em-
phasis on national independence through
“inward-looking” policies, and the advocacy
of policies to avoid “foreign domination”
become part of an ideology that might be
called the “economics of discontent.” But
the “‘economics of discontent” should not
be confused with the economics for develop-
ment (see Chapter II). National indepen-
dence and the process of national consolida-
tion may be called as it is in India, “emo-
tional integration”;! but this is not to say
that this noneconomic objective also con-
tributes to economic development. “Inward-
looking” policies are most likely to run
counter to economic development, as is
argued more fully in Chapter XI, below.

Another aspect of the economics of dis-
content is the poor country’s protest against
being a primary-producing country. Indus-
trialization tends to be viewed as a superior
way of life; rich countries are believed to be
rich because they are industrialized; and
poor countries are believed to be poor be-
cause they are primary-producing. Whether
an industrial society enjoys a superior way
of life is, however, a noneconomic question.
The relevant economic question for a poor
country is whether agricultural development
or industrial development is now the appro-

'*Gunnar Myrdal, 4sian Drama, New York,
1968, pp. 53, 722-3.



