ECON 409 – Development Economics
Course Book : Economic Development,11th Edition, Michael P. Torado, Stephen C. Smith
Chapter 1

LEARNING OBJECTIVES:

By the end of this chapter, students should understand:

 the broad meaning of economic development.
 the understanding of economics and development studies.
 the understanding of development concept.
 the understanding of new age development goals.
 the case study of Brazil
KEY POINTS:

1. Development economics is a distinct yet very important extension of both traditional economics and political economy. While necessarily also concerned with efficient resource allocation and the steady growth of aggregate output over time, development economics focuses primarily on the economic, social, and institutional mechanisms needed to bring about rapid and large-scale improvements in standards of living for the masses of poor people in developing nations. Consequently, development economics must be concerned with the formulation of appropriate public policies designed to effect major economic, institutional, and social transformations of entire societies in a very short time.

2. As a social science, economics is concerned with people and how best to provide them with the material means to help them realize their full human potential. But what constitutes the good life is a perennial question, and hence economics necessarily involves values and value judgments. Our very concern with promoting development represents an implicit value judgment about good (development) and evil (underdevelopment). But development may mean different things to different people. Therefore, the nature and character of development and the meaning we attach to it must be carefully spelled out.

3. The central economic problems of all societies include traditional questions such as what, where, how, how much, and for whom goods and services should be produced. But they should also include the fundamental question at the national level about who actually makes or influences economic decisions and for whose principal benefit these decisions are made. Finally, at the inter- national level, it is necessary to consider the question of which nations and which powerful groups within nations exert the most influence with regard to the control, transmission, and use of technology, information, and finance.

4. Any realistic analysis of development problems necessitates the supplementation of strictly economic variables such as incomes, prices, and savings rates with equally relevant noneconomic institutional factors, including the nature of land tenure arrangements; the influence of social and class stratifications; the structure of credit, education, and health systems; the organization and motivation of government bureaucracies; the machinery of public administrations; the nature of popular attitudes toward work, leisure, and self-improvement; and the values, roles, and attitudes of political and economic elites. 

5. Economic development strategies that seek to raise agricultural output, create employment, and eradicate poverty have often failed in the past because economists and other policy advisers neglected to view the economy as an interdependent social system in which economic and noneconomic forces are continually interacting in ways that are at times self-reinforcing and at other times contradictory.

Chapter 2

LEARNING OBJECTIVES:

By the end of this chapter, students should understand:

 how to define developing World.
 the understanding of basic indicators of development.
 the understanding of holistic measures of living levels and capabilities.
 the characteristics of development: diversity within commonality.
 how low-income countries differ from developed countries.
 the long run causes of comparative development
KEY POINTS:

1. Although the picture of life in much of the developing world painted throughout our review may seem bleak, it should be remembered that most developing nations have succeeded in raising incomes significantly. And most developing countries have had notable successes in lowering infant mortality, improving educational access, and narrowing gender disparities.

2. Concomitant and complementary human capital, technological, social, and institutional changes must take place if long-term economic growth is to be realized. Such transformations must occur not only within individual developing countries but in the international economy as well. In other words, unless there is some major structural, attitudinal, and institutional reform in the world economy, one that accommodates the rising aspirations and rewards the outstanding performances of individual developing nations, particularly the least developed countries, internal economic and social transformation within the developing world may be insufficient.
3. There may be some “advantages of backwardness” in development, such as the ability to use existing, proven technologies rather than having to rein- vent the wheel and even leapfrogging over older technology standards that developed countries have become locked into.
4. Despite the obvious diversity of these countries, most developing nations share a set of common and well-defined goals. These include a reduction in poverty, inequality, and unemployment; the provision of basic education, health, housing, and food to every citizen; the broadening of economic and social opportunities; and the forging of a cohesive nation-state.

5. Economic and social development will often be impossible without corresponding changes in the social, political, legal, and economic institutions of a nation, such as land tenure systems, forms of governance, educational structures, labour market relationships, property rights, contract law, civic freedoms, the distribution and control of physical and financial assets, laws of taxation and inheritance, and provision of credit. But fundamentally, every developing country confronts its own constraints on feasible policy options and other special circumstances, and each will have to find its own path to effective economic and social institutions.

Chapter 3

LEARNING OBJECTIVES:

By the end of this chapter, students should understand:

 classic theories of economic development.
 development as growth and the linear stage theories.
 structural change models
 the international dependence revolution.
 the neoclassical counterrevolution: market fundamentalism
KEY POINTS:

1. Each approach has its strengths and weaknesses. The fact that there exists such controversy—be it ideological, theoretical, or empirical—is what makes the study of economic development both challenging and exciting. Even more than other fields of economics, development economics has no universally accepted doctrine or paradigm. Instead, we have a continually evolving pattern of insights and understandings that together provide the basis for examining the possibilities of contemporary development of the diverse nations of Africa, Asia, and Latin America. 

2. The linear-stages model emphasizes the crucial role that saving and investment play in promoting sustainable long-run growth. The Lewis two-sector model of structural change underlines the importance of transfers of resources from low-productivity to high-productivity activities in the process of economic development, attempting to analyse the many linkages between traditional agriculture and modern industry, and clarifying recent growth experiences such as that of China. The empirical research of Chenery and his associates seeks to document precisely how economies undergo structural change while identifying the numerical values of key economic parameters involved in that process. The thoughts of international-dependence theorists alert us to the importance of the structure and workings of the world economy and the many ways in which decisions made in the developed world can affect the lives of millions of people in the developing world.

3. Although a good deal of conventional neoclassical economic theory needs to be modified to fit the unique social, institutional, and structural circumstances of developing nations, there is no doubt that promoting efficient production and distribution through a proper, functioning price system is an integral part of any successful development process.

4. Each of the approaches to understanding development has something to offer. Their respective contributions will become clear later in the book when we explore in detail both the origins of and possible solutions to a wide range of problems such as poverty, population growth, unemployment, rural development, international trade, and the environment. They also inform contemporary models of development and underdevelopment, to which we turn in the next chapter.

Chapter 4

LEARNING OBJECTIVES:

By the end of this chapter, students should understand:

 underdevelopment as a coordination failure.
 multiple equilibria.
 starting economic development.
 further problems of multiple equilibria.
 O-Ring theory of economic development.
KEY POINTS:

1. The deeper point is that people keep doing inefficient things because it is rational to keep doing them, and it will remain rational as long as others keep doing inefficient things. This leads to a fundamental problem of coordination failure.

2. The purpose of economic development theory is not only to understand underdevelopment but also to devise effective policies to redress it. The analysis of coordination failure problems in this chapter offers some important overall lessons for policy, but they are not simple lessons with easy applicability, and indeed they present something of a two-edged sword. On one side, the analysis shows that the potential for market failure, especially as it affects the prospects for economic development, is broader and deeper than had been fully appreciated in the past. Rather than the small “deadweight triangle losses” of conventional economic analysis of monopoly, pollution externalities, and other market failures, coordination failure problems can have more far- reaching effects and consequently much greater costs

3. The coordination failures that may arise in the presence of complementarities highlight potential policies for deep interventions that move the economy to a preferred equilibrium or even to a higher permanent rate of growth that can then be self-sustaining. For example, once a big push has been undertaken, government coordination may no longer be necessary. The unaided market can often maintain industrialization once it is achieved, even when it cannot initiate or complete the process of industrialization. 

4. Policy choices are more momentous because a bad policy today could push an economy into a bad equilibrium for years to come. This is because government can be a major part of the problem, playing a key role in perpetuating a bad equilibrium such as a high-corruption regime, in part because some government officials and politicians may benefit personally from it. Bad policy can even initiate a move to a worse equilibrium than a country began with. To expect government to be the source of reform that moves the economy to a better equilibrium in countries where government has been part of the complex nexus of a bad equilibrium can be naive.

5. Both government failure and market failure (including coordination problems and information externalities) are real, but public- and private-sector contributions to development are also vital. Therefore, we need to work to- ward the development of institutions in which actors in the public and private sectors have incentives to work productively together (directly and indirectly) in such a way as to create the conditions necessary to break out of poverty traps. In achieving this goal, the international community also has a vital role to play, providing ideas and models and serving as a catalyst for change, as well as providing some of the necessary funding. 

6. The growth diagnostics approach is a valuable tool for domestic and inter- national analysts who start with a detailed understanding of a developing country; it can be helpful in identifying binding constraints on national growth and the policy priorities to address them.
Chapter 5

LEARNING OBJECTIVES:

By the end of this chapter, students should understand:

 measuring inequality and poverty
 poverty, inequality and social welfare
 absolute poverty: extent and magnitude
 economic characteristics of high poverty groups
 policy options on income inequality and poverty
 package policies
 case study. Ghana
behaviour.
KEY POINTS:

1. A policy or set of policies designed to correct factor price distortions (under-pricing capital or overpricing modern-sector skilled wages) so as to ensure that market or institutionally established prices provide accurate signals and incentives to both producers and resource suppliers. Correcting distorted prices should contribute to greater productive efficiency, more employment, and less poverty. The promotion of indigenous technological research and development of efficient, labour-intensive methods of production may also be valuable

2. A policy or set of policies designed to bring about far-reaching structural changes in the distribution of assets, power, and access to education and associated income-earning (employment) opportunities. Such policies go be- yond the realm of markets and touch on the whole social, institutional, cultural, and political fabric of the developing world. But such fundamental structural changes and substantive asset redistributions, whether immediately achieved (e.g., through public-sector interventions) or gradually introduced over time (through redistribution from growth), will increase the chances of improving significantly the living conditions of the masses of rural and urban poor.

3. A policy or set of policies designed to modify the size distribution of in- come at the upper levels through the enforcement of legislated progressive taxation on incomes and wealth and at the lower levels through direct transfer payments and the expanded provision of publicly provided consumption goods and services, including workfare programs. The net effect is to create a social “safety net” for people who may be bypassed by the development process.

4. A set of targeted policies to directly improve the well-being of the poor and their communities, that goes beyond safety net schemes, to offer pro- grams that build capabilities and human and social capital of the poor, such as microfinance, health, education, agricultural development, environmental sustainability, and community development and empowerment programs, as described throughout this text. These can be carried out either by government or by nongovernmental organizations through local and international support.
5. While providing a focus on ending extreme poverty and mitigating harmful inequality, such policies can be designed to encourage and accelerate inclusive economic growth targeted at the poor, while keeping in mind the inherently multidimensional nature of poverty. Key examples include growth- supporting investments in education, nutrition, health, and infrastructure that raise the incomes of those in the bottom deciles of the income distribution.

Chapter 6

LEARNING OBJECTIVES:

By the end of this chapter, students should understand:

 population growth and the quality of life.
 population growth in past present and future.

 the demographic transition.
 the causes and consequences of high fertility in developing countries.
 some policy approaches of developing and developed countries.
 case study China and India
KEY POINTS:

1. There are a number of ways in which the governments of rich countries and multilateral donor agencies can help the governments of developing countries achieve their population policy objectives sooner. The most important of these concerns the willingness of rich countries to be of genuine assistance to poor countries in their development efforts, particularly in sub-Saharan Africa. Such genuine support would consist not only of expanded public and private financial assistance but also of improved trade relations, such as tariff- and quota-free access to developed-country markets, more appropriate technology transfers, assistance in developing indigenous scientific research capacities, better international commodity-pricing policies, and a more equitable sharing of the world’s scarce natural resources.

2. There are two other activities more directly related to fertility moderation in which rich-country governments, international donor agencies, and private nongovernmental organizations (NGOs) can play an important assisting role. The first is the whole area of research into the technology of fertility control, the contraceptive pill, modern intrauterine devices (IUDs), voluntary sterilization procedures, and, particularly in the age of AIDS, effective barrier contraception. Research has been going on in this area for a number of years, almost all of it financed by international donor organizations, private foundations, and aid agencies of developed countries. Further efforts to improve the effectiveness of this contraceptive technology while minimizing the health risks should be encouraged.

4. The second area includes financial assistance from developed countries for family-planning programs, public education, and national population policy research activities in the developing countries. This has traditionally been the primary area of developed-country assistance in the field of population. Total resources devoted to these activities have risen dramatically from around $2 million in 1960 to around $3 billion by the 1990s. It remains an open question, however, whether such resources (especially those allocated to premature family-planning programs) might not have been more effectively used to achieve their fertility goals had they instead been devoted directly to helping low-income countries to raise the levels of living of their poorest people. 

5. Fertility rates in many of the poorest countries, such as Bangladesh and most of the countries in sub-Saharan Africa, have experienced an impressive decline. Population experts have lowered their estimates of world population growth for coming decades. In no small part, this decline is the result of more widespread availability of family planning. This change helps set the stage for an opportunity for successful development efforts in the coming years, but developed countries need to do their part in providing expanded development assistance, especially efforts focused on the need and opportunity to greatly reduce the incidence of poverty, which remains the biggest cause of high rates of fertility.

Chapter 7

LEARNING OBJECTIVES:

By the end of this chapter, students should understand:

 Migration and urbanisation.
 the role of cities
 the urban gigantism problem
 the urban informal sector
 migration and development

 theory of rural-urban migration

 migration and employment strategy

KEY POINTS:

1. Based on long-term trends, comparisons with developed countries, and still- strong individual incentives, continued urbanization and rural-urban migration are probably inevitable. Urban bias spurs migration, but focused investment in agriculture raises rural productivity sufficiently to require less labour; a majority of alternative types of employment expansion tend to be concentrated in urban areas because of agglomeration effects.

2. Creating an appropriate rural-urban economic balance. A more appropriate balance between rural and urban economic opportunities appears to be indispensable to ameliorating both urban and rural unemployment problems and to slowing the pace of rural-urban migration. The main thrust of this activity should be in the integrated development of the rural sector, the spread of rural nonfarm employment opportunities, improved credit access, better agricultural training, the reorientation of social investments toward rural areas, improving rural infrastructure, and addressing shortcomings of rural institutions (including corruption, discrimination, and stratification), the presence of which has the effect of raising the cost of delaying out-migration.

3. Expansion of small-scale, labour-intensive industries. The composition or “product mix” of output has obvious effects on the magnitude (and in many cases the location) of employment opportunities because some products (often basic consumer goods) require more labour per unit of output and per unit of capital than others. Expansion of these mostly small-scale and labour-intensive industries in both urban and rural areas can be accomplished in two ways: directly, through government investment and incentives and improved access to credit, particularly for activities in the urban informal sector, and indirectly, through income redistribution (either directly or from future growth) to the rural poor, whose structure of consumer demand is both less import-intensive and more labour-intensive than that of the rich. 

4. Eliminating factor price distortions. There is ample evidence to demonstrate that correcting factor price distortions—primarily by eliminating various capital subsidies and curtailing the growth of urban wages through market-based pricing—would increase employment opportunities and make better use of scarce capital resources. But by how much or how quickly these policies would work is not clear. Moreover, their migration implications would have to be ascertained. Correct pricing policies by themselves are insufficient to fundamentally alter the present employment situation.

5. Choosing appropriate labour-intensive technologies of production. One of the principal factors inhibiting the success of any long-run program of employment creation in both urban industry and rural agriculture is the almost complete technological dependence on (typically laboursaving) machinery and equipment from the developed countries. Domestic and international efforts can help reduce this dependence by developing technological research and adaptation capacities in developing countries. Such efforts might first be linked to the development of small-scale, labour-intensive rural and urban enterprises. They could focus on developing low-cost, labour-intensive methods of meeting rural infra- structure needs, including roads, irrigation and drainage systems, and essential health and educational services.

6. Modifying the linkage between education and employment. The emergence of the phenomenon of the educated unemployed is calling into question the appropriateness of the massive quantitative expansion of educational systems, especially at the higher levels. Formal education has become the rationing tunnel through which all prospective jobholders must pass. Although a full discussion of educational problems and policies must await the next chapter, one way to moderate the excessive demand for additional years of schooling (which in reality is a demand for modern-sector jobs) would be for governments, often the largest employers, to base their hiring practices and their wage structures on other criteria. Moreover, the creation of attractive economic opportunities in rural areas would make it easier to redirect educational systems toward the needs of rural development. 

7. Reducing population growth. This is most efficiently accomplished through reductions in absolute poverty and inequality, particularly for women, along with the expanded provision of family-planning and rural health services. The labour force size for the next two decades is already determined by today’s birth rates, and hidden momentum of population growth applies as well to labour force growth. 

