CHAPTER 2 APPROACHES TO ECONOMIC DEVELOPMENT

2.1 INTRODUCTION

This chapter provides an analysis of international literature on economic development.
The aim is to highlight major approaches to economic development in a historical
context. The chapter will mainly be based on post World War |l writings on economic
development. Four schools of economic thought and their implications w be
discussed. These approaches are: the linear stages of growth model, eories and
patterns of structural change, the international dependency revolution, a  the

neoclassical theories.

The term economic development is a term that economists, politicians, and others
have used frequently. The term could mean different things to different peoj 2. Its
definition could depend on the circumstances or the time period one is wi in. Various
writings on the concept of economic development have stimulated debates on its
meaning and the means to achieve economic development. This irogress in
economic thought will be analysed in this chapter, starting with different definitions of

economic development.
2.2 DEFINITIONS OF ECONOMIC DEVELOPMENT

Economic development can be defined as social and technological progress. It
typically refers to improvements in a variety of indicators such as literacy rates, life
expectancy and poverty rates. The understanding of development can differ among
countries and even among individuals, but it usually goes far beyond e « 3ctive of
increased average income to include things like freedom, equity, health, education,

onment, and much more (Soubbotina, 2004:1).

Tot o ( ) o« opment is 1

in which society has, through some combination of social, economic, and institutional

processes, secured the means for obtaining a better life. The World Bank (1991:49)

attests that development must be conceived as a multidimensional process involving

major changes in social structures, popular attitudes, and national institutions, as well
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were mer¢ / at an earlier stage in this linear historical progress, while First World
(European and North American) nations were at a later stage (Seligson & Passe-
Smith, 2003:126).

The stages theory further postulates that developed nations had no readily available
conceptual apparatus with which to analyse the process of economic grow in argely
peasant, agrarian societies characterized by the virtual absence of modern :onomic
structures. The theory was based on the fact that the right quantity and m | 2 of
saving, investment and foreign aid were all that was necessary to enable Third World
nations to proceed on an economic path that historically had been followed by the
more developed nations. Development thus bec me synonymous with )id
aggregated economic growth (Todaro, 1994:68). Two models; Rostow’s stages of
growth and the Harrod-Domar model which forms the basis of the stages theory, will

be discussed.
2.3.1 Rostow’s stages of growth

Rostow's stage of growth is one of the major historical models of economic growth. It
was developed by W.W Rostow. Rostow (1960:4-16) premised that countries go
through stages of development fairly linearly. The model set out a number of
conditions that were likely to occur in investment, consumption and socii trends at
each stage. Not all of the conditions were certain to occur at each stage, and transition
periods may occur at varying lengths from country to country, and even from region to
region. The theory asserts that the transition from underdevelopment to development
can be described in terms of a series of steps which all countries must go through.
The model argues that economic modernization occurs in five basic stages of varying
length: the traditional society, preconditions for take-off, take-off, drive to maturity, and

ageofl 1 __1ss  1sumption.

According to the model, it is possible to identify all societies accor...g to their

dimensions, as lying within one of the above categories. These stages are not merely

descriptive. They are not ways of merely generalizing certain factual observations
about the sequence of development of major societies but are an inner logic and
continuity through development (Ford, 2004).

An investigation into the economic sustainability of Kwakwatsi




2.3.1.1 Traditional society

Traditional society is one whose structure is developed within limited production
functions. The economy is dominated by subsistence activity where output is
consumed by producers rather than traded. Any trade is carried out by barter where
goods are exchanged directly for other goods. Agriculture is the most important
industry and production is labour intensive using only limited quantities of capital.
Resource allocation is determined very much by traditional methods of production
(Ford, 2004).

The conception of the traditional society is, however, in no sense static and would not
exclude increases in output. Highly productive innovations could be introduced in
trade, industry and agriculture and can result in increase in productivity, for example,
the improvement of irrigation works or the discovery and diffusion of a new cr 1. The
central fact about the traditional society was that a ceiling existed on the level of
attainable output per head. This ceiling resulted from the fact that the potential which
flows from modern science and technology were either not available or not regularly

and systematically applied (Rostow, 1960:4).
2.3.1.2 Preconditions for take-off

The second stage of growth embraces societies in the process of transition. . ..is is the
period wherein the preconditions for take-off are developed. Rostow’s (1960:5)
argument was that it takes time to transform a traditional society in the ways
necessary for it to exploit the fruits of modern science, and to fend off diminishing
returns. The model postulates that not merely economic progress is possible, but that
economic rogress is a necessary condition for some other purpose, judge: to be
good: be it national dignity, private profit, the general welfare, or a better life for the
children. [ ring this stage education, for some at least, broadens and changes to suit
the needs of modern economic activity. Investment increases, notably in transport,
communications, and in raw materials in which other nations may have an economic
interest. The scope of commerce, internal and external, widens. This activity proceeds

at a limited pace within an economy and a society still mainly characterized by

traditional(Iow-productivity methods (Rostow, 1960:5).
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2.3.1.4 Drive to maturity

After take-off there follows a long interval of sustained progress, as the now reg arly
growing economy drives to extend modern technology over the whole front of its
economic activity. The drive to maturity is evident by a steady investment of some 10-
20% of the national income, permitting output to regularly outstrip the increase in
population. The make-up of the economy changes unceasingly as te inic e
improves, new industries accelerate, and older industries level off. The interna
competitiveness of the economy improves as goods formerly imported are produced
at home. The society makes such terms as it will with the requirements of modern
efficient production, balancing off the new against the older values and institutions, or
revising the latter in such ways as to support rather than to retard the growth irocess
(Rostow, 1960:7).

During the drive to maturity stage, the economy is diversifying into new areas.
Technological innovation is providing a diverse range of investment « portunities. The
economy is producing a wide range of goods and services and there is less r ance
on imports (Ford, 2004). The drive to maturity period is characterised by regular,
expected, and self-sustained growth. This stage is characterized by a labour force that
is predominantly urban, increasingly skilled, less individualistic, and more bureaucratic

and looks increasingly to the state to provide economic security (Nafziger, 1997:92).
2.3.1.5 Age of high mass consumption

In this stage of economic development, the leading sectors shift towards durable
consumer goods and services. During this stage, real income per head rises to a oint
where a large number of persons gained a command over consumpti .~ e ¢ e
of the working force changed in ways which increased not only the pr Jrtion of u In
to total population, but also the proportion of the population working in offices or in
skilled factory jobs (Rostow, 1960:8).

In addition to these economic changes, the society ceased to accept the further
extension of modern technology as an overriding objective. It is in this post-maturity

stage, for example, that, through the political process, western societies are said to
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capacity will depend on the level of investment and the potential average pro 1ity

of new investment. The model makes the following findings:

Economic growth depends on the amount of labour and investment;

Developing countries have an abundant supply of labour. It is lack of jhysical

capital that holds back economic growth and economic development;
More physical capital generates economic growth; and

New investment, over and above that needed to replace worn out equipment,
leads to more capital intensive goods, which in turn generate higher output and

income. Higher income allows for increased level of savings (Easterly, 2
2.3.2.1 Conclusions and Implications

Although the Harrod-Domar model was initially created to help analyse the busi :ss
cycle, it was later adapted to explain economic growth. Its implications were that
growth depends on the quantity of labour and capital; more investment leads to capital
accumulation, which generates economic growth. The model also had implications for
less economically developed countries; labour is in plentiful supply in these countries
but physical capital is not, thus slowing economic progress. Least developed countries
do not have sufficient average incomes to enable high rates of saving, and therefore

accumulation of the capital stock through investment is low (Kasliwal, 1995:107).

The model implies that economic growth depends on policies to increase in  stment
by increasing saving, and using that investment more efficiently through :chnolo
advances. The main obstacle to or constraint on development, according to e
theory, is the relatively low level of new capital formation in most poor countries. As

| example, if a country wanted to ~ow at, say a rate of 7% per year . difit 1
not generate savings and investment at a rate of 21% of national income (assumii  a
capital-output ratio of 3) but could only save 15%, it could seek to close this savin
gap of 6% through either foreign aid or private foreign investment. The model
concludes that an economy does not find fu employment and stable growth rates
naturally (Todaro & Smith, 2006:107).
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Furthermore, as the level of labour productivity was so low in traditional agricultural
areas, people leaving the rural areas would have virtuaily no impact on output. The
model illustrates how an underdeveloped country could transform its economy -om a

static state to a dynamic state (Lewis, 1954:132).

During the 1950s much emphasis was placed on the causes of underdevelopment
and how it could be overcome. An important juncture was on how to finance the
process of industrialisation. Lewis described the main problem as how to increase the
level of savings (Lewis, 1954:132). In the Lewis model, the underdeveloped economy

consists of two sectors:

e A traditional, overpopulated rural subsistence sector characterized by a zero
marginal labour productivity. This situation is characterized by surplus labour

which can be withdrawn from the agricultural sector without any loss in output;

A high productivity modern urban industrial sector into which labour from the

subsistence sector is gradually transferred.

Lewis (1954:139) analyses the process of economic expansion in a dual « onomy
composed of a capitalist sector and a non-capitalist sector. The capitalist sector is
defined as part of the of the economy that uses reproducible capital, pays capitalists
for the use thereof, and employs wage labour for profit making purposes. The
subsistence sector is that part of the economy that does not hire labour for profit. In
this sector, output per head is much lower than that in the capitalist sector. A
fundamental relationship between the two sectors is that when the capitalist sector

expands, it draws labour from the excess capacity in the non-capitalist sector.

The focus of the model is on the transfer of labour and the growth of output and

employment in the modern sector. According to the model, both labour transfer and

n ) r m it vth 21 A A Y <) 1in tl
sector. The speed with which this expansion occurs is determined by the rate of
industrial investment and capital accumulation in the modern sector (Todaro,
1994:74).
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2.6.3 The market-friendly approach

The market-frienc / approach is the most recent variant on the neoclassical
counterrevolution. It is associated principally with the writings of the World Bank and
its economists, many of whom were more in the free-market and public « 0ice can s

during the 1980s. This approach recognizes that there are many imperfections in least

developed countries’ product and factor markets and that governments do have a ey

role to play in facilitating the operation of markets through non-selecti narket
friendly) interventions. These interventions could be by investing in physical and social
infrastructure, health care facilities, and educational institutions and by | »viding a

suitable climate for private enterprise (World Bank, 1990:145).

The market-friendly approach differs from the free-market and public-choice schools of
thought by accepting the notion that market failures are more widespread in
developing countries in areas such as investment coordination and envi nn ntal
outcomes (World Bank, 1990:145).

2.7 SUMMARY AND CONCLUSION

Over the years there have been competing theories which provide an understanding
of economic development. Each approach has its strengths and weaknesses. The fact
that there exist so many different ideological, theoretical, or empirical viev oints
makes the study of economic development both challenging and exciting. The term
economic development could mean different things to different people; its
understanding can even differ among countries. Economic development has
traditionally meant the capacity of a national economy, whose initial condition has
been more or less static for a long time, to generate and sustain an annual crease in
its gross national product. Economic development can also be defined as the

sustainable increase in living standards of the residents of a country.

There is a continual evolving pattern of insights and understandings tt  together
provide the basis for examining the possibilities of contemporary development of the
diverse nations. The linear stages model emphasises the role that saving and

investment plays in promoting sustainable long-run growth. The Lewis two-sector
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information in later chapters when the study seeks solutions to a wide range of

problems such as poverty, local economic development, unemployment, etc, within

the demography of the study.
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