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have to spell out the various characteristics of the uilderdevelope;i—_econon,lyv.“
wr.cterhﬂa of underdevelopment

Harvey Lgibenstcin has classified the characteristics of underdevelopment
under four major heads, namely (1) Economic; (2) Demographic; (3) Cultural and
political; and (4) Technological and Miscellaneous. The underdevelopment chart
given in Figure 1.1 illustrates the various features of underdevelopment under
each head.

Almost all features of underdevelopment, exhibited in the chart, are present

in India, which stands as a typical example of an underdeveloped country that is
on the way of development. Let us discuss in detail the features of

u,,demiewelopmcnt.
1. Preponderance of Agriculture: An underdeveloped country is exclusively

a primary producing economy. It will mainly qcpend on the production of
agricultural material and minerals and the indu_stnes will be mainly agro-based,
The share of the primary sector is larger in the national income of the
underdeveloped country. But the corollary may not be true. There are some
potable examples which are exceptions. Advanf:ed countries like Denmark,
Belgium, the Netherlands and New Zealand are mainly agricultural countries with
fairly primitive activity.

India is predominantly an agricultural country where more than 70 per cent of
the people are engaged m agricult.ure or in allied occupations. The pressure of
population on agriculture is very high. Nearly 40 per cent of the national income
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is derived from agriculture. : iz
started long ago, hardly 10 per cent of the 5 10606 ged in Induggy,
most of the industries are only agro-

textiles, etc.

2. Population pressure and Un
underdeveloped countries is that they are .
of the population in these countries is increasing at a faster rate than in adv.
countries, The economic development in these countries in not capable of keepin,
pace with the increase in population. ) .

In India, the population is growing at an alarming rate with a birth-rate o
about 40 per thousand. During the decade 196171, the increase was 24.6 p,,
cent, which was nothing but a population explosion- /}larmmg increase i,
population, excessive pressure on land and poor industrial development hay,

created unemployment problems which could not be solved ;:Fc.essf.ul.ly,
inspite of planning several decades. The number of:J°b s?ekers in India s raisipy
day after day and the problem of unemployment is taking serious Pproportiong,

The problems of unemployment has resulted in underemployment or ‘disguiseg

unemployment’. People are prepared to work, but they are unal.)le.to find wop,
throughout the year due to lack of complementary factors. Th_xs_ is more so j,
agriculture. Due to population pressure, more persons are working on land the,
what is actually required and this is called disguised unemployment. The excey

population does not contribute to the productivity of land.]

employment: Another featur G
invariability over-populated. The 'lzi
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Economic Factors  factor influencing economic devel
, corces: The main fac i ‘Land® . OPmg,
1. Natural resources ble n the country, partlcularly Land’. Land-n h

. : : 1
ity of land, its situation and Comp‘)siticlud*
al resources alone cannot initiate ecoon g B

the natural resources aval
all nature resources, inclu
forest wealth, etc. Existence 0

development, unless the reso D, scountry with b Ve
i for develop undapg, " of
harnessing the natural resources e Fargely than the country unumnatuw

can be developed quic 4 ileq
m;ﬁflized. This is one of the reasons of their backwardness. O

ications: The means of trapg
2. Transport and Communicd s Port
Oommunicatiopns initiate economic development. More facilities of transpory w:nd
reduce the cost of transport and thereby increase the external and Interny) g § 4

of the country. In countries where road, rail , canals anc.i TIVers are intercoyy,
with each other, economic growth is encouraged. This was the case iy Br, 0
France, Germany and the Netherlands, Transport afld communicationg en‘:‘“« ;?
easy mobility of factors of production, raw materials, etc., help in oy 8
economic isolations and encourage educational development and interm; g b

of cultures. Above all, transport and communications are essential for urbani:ilii“%
3. The Rate of capital formation: Capital Formation or accumulatiop, ; 3
crux of the problem of economic development and no economy can grow wj e

having produced ‘means of production’. Construction of buildings

factories, extension of roads, railways, waterways and harbours, more jrrj :
Batioy &

faciliti.eS, reclamation of land, and improved methods of agriculture, ¢,
: > VIC,, an

l-being

ding fertil
f natur

. Saver,
clent banking ang ﬁna:t?a]s?“’d amount should be prope

. be In : ituts "
::pms“m for cap; vets‘:::t-m th‘_: Productig, ms‘-ltut.lons‘ Finally, the mobili
“Stbemeasured only jp rLOn Willland oy ;- » ~apital goods. Mere mones

» and not inmﬂaﬁon‘ The cost of developn!
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formation and tcC!'mo.logim?l imlpmvmnem should go hand in hand. Otherwise, it
will be mere duplication of capital and not deepening of capital B

4 (‘(.intul output Ratio: Another determinant of economic development and
srowth is the c‘apltx}l output ratio. The term capital-output ratio refr'::rs to the
requirements of capital for a definite output in units. For instance, if we establish
o factory ata cost of Rs. 5 crores which will help to produce a.nnu,al output wolr:h
Rs. 1 crore, We can say that _capital-output ratio is 5:1, i.e., five units of cipital are
o quired t0 pr.oduce pne unit of output. In other capital-output ratio tends to lead
w04 Cor‘nparauvel).' higher growth rate of output. Generally, in the underdeveloped
countries, the capltal-o_utput ratio is higher, i,e, more capital is required for lesser
output due to wastage in the process of production, low level of technology and
inefficiency of factors, and inadequate infrastructure. The capital-output ratio
will vary in difff:rent economies and it will also change over a period of time and
no uniform capital-output ratio is applicable to all countries and at all tiems. It
depends on the stage of economic development. In the early years of development
a country will'be investing heavily on economic infrastructures like im'gationai
works, hydmelectfric projects, railways and roadways which will not give
immediate returns in the form of output, but will help in due course to reduce the
tal-output ratlo.when the developing economy gathers momentum. Ata later
all increments in investments will bring larger output. So the
1d see that the rate of investment is increased and the
reduced in stages. This will lead to higher rate to growth. In

capi
stage, even Sm
economy shou
capital-output ratio is
other WOIdS,
Investment Ratio

Rate of Growth of National Income =T apital - Output Ratio

the capital-output ratio for an economy as a
factors such as the degree of technological

development related to capital investment, efficiency of equipment used, the
quality of managerial skill, pattern of investment and the extent of utilisation of
economic overheads. Experts of the United Nations have estimated that in poor
countries the capital-output ratio is ranging from 2:1t0 5: 1. The second five- year
plan of Indian assumed capital-output ratio of India as 23:1. Whatever may be the
estimates, the fact remains that a low capital-output ratio is a significant actor in

development.
5. Technological Progress: Technological changes are the most impo
owth. Technological changes are related to

factors in the process of economic gr

production, processing, marketing and distribution. Changes in technology lead
to increase in productivity of labour, capital and other factors of production. The
technological changes not only reduce the cost of production,
the quality of the products; besides, new products are produced creating a demand

for them, The basis for technological change is the scientific discovery and

It is very difficult to estimate
whole, as it depends on various

rtant

but also increase
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invention. When an invention s applied in production, it is called i :
leading to improvement. Japan stands a typical example to prove that vast
economic development could be achieved through improved  he
developing countries are benefiting from the vast knowledge acquireq by
advanced countries in the field of science and technology. Technological chpg,
Wwould enable the productive units to go in for sPeCIallmon and division of
labour which would in turn increase the productivity.
Non-Economic Factors

Non-economic factors are much more pow t r‘lh:‘owth N : .
influencing the extent of economic development an L ei
factors may be social, cultural, political and climatic whl'ch wo;{ﬂikse either aceehme
or impede economic development and growth. According wial amu;de lits .t
development has much to do with human endowments, soc » POliticy) b
conditions and historical accidents”.

1. Social Factors: Social and cultural factors, have been Wl;l:ldﬂe for
economic development and growth. Western ct_xltul‘e an.d edmtheon' ledy,
the spirit of physical adventure and discoveries leadmg_to Tise of pey,
mercantile classes who were interested in savings and investments anq j; -
undertaking risks in order to earn lot of profits. This spirit was responsible fy,
industrial Revolution in European countries in 18th and 19th centurieg, i
underdeveloped countries, the activities of th? People would-be baseq o
tradition and religion and customs. The tmdmox}al. values like morality
truthfulness, contentment, simple living and non-materialistic attmlde, etc., woulg |
not be conducive to economic development, as we ha\{e understood mthe moder, |
sense. In such countries, the family would be the primary economfc‘and S0cia].
unit, and relationships would be personal and patriarchal; and decisions woulg.
be influenced by caste, clan, creed and religion at the social level. The :

place, social attitudes, values and institutions will have to be changed.

2. Human Factors: Rate of growth of population has an important factor i
modern economic growth. Mere growth in the size of the population would 't
lead to economic development. It depends-on the efficiency of the peg
According to kuznets, the population of Europe increased more than four-
within a period of two centuries (1750-1950), while the population of the remai
world increased just by 200 per cent. This phenomenal increase of populationfs
European countries was not detrimental to economic progress; on the othe
hand it was helpful for them to increase their per capita GNP. During the perig
a four-fold increase in population had resulted in ten-fold increase in GNP g
capita of European countries. This is attributed to the human factor. This is d ,,
to increased efficiency of labour force and this is called human capital formati 0
This could be achieved by good expenditure on health, education, sanitatit

and on social services and security measures. But in backward econ

-




image11.jpeg
P

1.13

Underdevelopment and Growth: Features, Causes and Concepts

incroase in plopulalinn is a great hindrance to the economic development. Hence,
family planning and congvl of population should form part and parcel of economic
Jevelopment and planning in developing countries.

5 Pglilical Factors: Political and administrative factors also help in modern
economic gmwth Enlightened electorates, educated politicians and morally
straight aqrpxmsu'ators would ensure greater economic development and growth
Weak Polm_cal structure, instability, corrupt politicians, officials, and ineﬂ"lcien;
administration would be a hindrance to economic developmen’t. Lewis points
out, “No country has made progress without positive stimulus from intelligent

Govemment."

4. Climatic Factors: _Among the non-economic factors, climatic conditions
stand fore.mOSt in de}emuning economic development. If we make a study of the
geographlcal and climatic conditions of he countries of the world in relation to
development, we may find that most of the countries in the North and South
Temperate Zones of the world had succeeded in becoming rich or nearly rich with
per capita GNP.over £ 1,000 or ranging from £ 300 to 1,000, whereas most of the
tropical countries Were poor or very poor with per capita GNP under £ 100.
According to GK. Galbraith, who stated in 1951: “If one marks offa belt, acouple
of thousand miles in width, encircling the earth at the equator, one finds within it,
no developed countries. “The location of to-day’s poor countries in the tropics
is an important analytical factor in economic development, The climatic conditions
have played a very dominant role in determining the growth of these countries.
The climatic factors severe iri
and agriculture.

Of Africa’s 11.7 million square miles, barring the extreme northern and southem
countries, others have a definite pervasive influence of climate affecting
development. ‘The many tropical diseases kept Africans at subsistence level;
yellow fever and malarial levied a heavy toll on all visitors. Trypanosomiasis,
carried by the Tse Tse fly, killed horses and cattle, and made it impossible to use

animal transport. Commerce had to depends on human porters, the most costly

and inefficient. The transport obstacles alone were quite sufficient to stop any
t for centuries.”

appreciable African economic developmen
i on economic development in poor countries

has also been ignored by economists. They assume that the average economic
man is healthy, and sickness is not 2 major factor in the functioning and growth
of an economy. This assumption is false. In tropics, healthy man is an exception.

Every alternate human being will have health and sickness problem, which will
vitally affect attitudes towards wor tained

k, learning ability, and capacity for sus
work. “About 200 million people in Africa, the Middle East and Latin America are
affected by the debilitating disease, ‘Bilharzia’ and, in China, the millions affecte.d
are countless.” Malaria though eliminated in sub-tropics, is still highly endemic
inall of tropical Africa, South America and South-East Asia.
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Climatic conditions not only affect human beings but also agriculture, soil,
{o0d supply, ete. The tropical food, because of the composition of the soil, is

Snort ot proteins which retards growth. Research is urgently needed to combat f
e climanie oostacies of the qu'\cs‘> :
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Chapter 1

Underdevelopment and Growth:
Features, Causes and Concepts

e -

Introduction

A detailed study of Indian Economics has great importantance to the students
of ecomomic in India because of its objectives, viz., analysis of the facts and
causes of India’s poverty and providinga workable solution to remove the poverty
and misery of the million, and laying down the right policies for a rapid and
planned economic development. The objectives would require a careful study of

the many aspects of the Indian economy and the multifarious problems of
development with which we could be concerned in this book.

The second half of 20th century was a period of mass awakening, politically
and economically, in all countries. There had beena growing interest in economic
development on the part of welfare states. Writers on economic development of
nations generally classify the countries of the world into two categories; namely,
(i) developed countries, and (ii) underdeveloped countries or backward economies.
For the latter, we use the term ‘developing economies’ to dispense with the
odium attached to the term ‘backward’ and underdeveloped’. Of late, a new term

Third world’ is being used for under developed or developing countries. However,

:?ef/hllm be using these terms, ‘underdevelopment’, less developed’, ‘backwar d’,
eloping’, etc., interchangeably in our discussion.
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sugar factory somewhere. These programmes should be a comprehensive one

as a process in all the sectors of the economy. Every project should become lh;
integral part of the process of development of the economy as a whole, with a
determined effort to change the phase of the economy from hnckwardn.css toa
developed one. This process will result in increased output of the ccon&ny, or

real increase in the income per head of population.

Acconding to Meier and B:lldWin. Wwe can define economic development as “a
process whereby an economy s real national income increased over a long period
ofm' IIC~“

Benjamin nggms defines economic development as “a discernible rise in
totxl_ and per capita income of a c9untry, widely diffused throughout occupational
and income groups, and continuing long enough to become cumulative.

From these definitions, we can deduce some features of economic
development. (i) I.t is a process leading to certain positive results in the economy.
(if) The process involves the working of certain forces which bring about a
change in the economy. (iii) The development process results in increases in real
national income and not mere money income (iv) The increase in real national
income (i.e., net national product) must be a sustained one for a prolonged
period of time. (v) Tempoary increase as economic development. '

Economic development covers a structural change in the economy. There will
be change in factor supplies, i.e., increase in factor supplies due to discovery of
additional resources, better methods of production and innovation. It is also
indicative of growing rate of capital formation due to increase in savings and
investment. It implies institutional improvements of changes and better skills

and technologies.

On the demand side, there will be structural changes. These changes arise
from the size and composition of the country’s population, changes in the taste
and preferences of the people, size and distribution of national income. These

changes may also be caused by institutional and organizational arrangements.

The net result of economic development is the growth of output and real per
capita income.

Economic development is not a mechanical process to be brought about by
increased supply of resources, techniques and institutional framework. Mere
economic forces will not create the process of development. The economic system
operates within the socio-cultural framework of the society. Hence, non-economic
factors play a vital role in determining the process of development. Unless the
people change their attitudes with a will to advance by hard work, the development
process cannot be initiated Political, sociological and psychological factors, the
standard of education, health, type of family institutions and religion have intimate
bearing on the process of economic development.
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Thus, development is the cause and growth is the result. ]

Economic development requires and also involves some directwr?, regulalmn
and guidance to generate forces of expansion in the econoray and maintain them
“This is true of the most of the underdeveloped countries, whereas spontaneou
nature of growth is the characteristic feature of advanced economies.

Underdevelopment and Growth: Features, Causes and Concepts 121

A. le.idison simﬂliﬁes ll}e distinction between development and growth in
the following words: “The raising of income levels is generally called economic

gmwth inrich counu:ies, and in poor countries, it is called economic development.”
This is rather over-simplification.

‘Everyman’s Dictionary of Economics’ makes the distinction between
‘development’ and ‘growth’ more explicit and comprehensive. “Generally economic
devcl_opmem means sfmp!y economic growth. More specifically, it is used to
describe not quantitative measures of a growing economy (such as the rate of
increase in real income per head) but the economic, social or other changes that
Jed to growth. G):owlh is then measurable and objective; it describes expansion in
the labour force, in capital, in the volume of trade and consumption. And economic
development can be used to describe the underlying determinants of economic
growth, such as changes in techniques of production, social attitudes and
institutions. Such changes may produce economic growth.”

In spite of these differences between ‘development’ and ‘growth’ economists
like Prof. Paul A. Baran and Prof. Arthur Lewis maintain that these two terms are
Synonymous. According to Prof. Baran, the distinction is meaningless and the
difference is only notional; and the transition from ‘development’ to ‘growth” is
not from the ‘old’ to the ‘new’, but it is ‘development and growth. Arthur Lewis
states that most often we refer only to growth, but occasionally for the sake of
variety we use the terms ‘development’ or ‘progress’.

However, Schumpeter and Mrs. Ursula Hicks maintain the differences between
the two terms ‘growth’ and ‘development’.

Stages of Economic Development

Many qconomis‘s have contributed a lot towards the concept to development
and philosophy of growth. In their study of economic development and growth,
some economists have adopted the historical approach describing the various
stages through which the country has to pass before reaching the final goal of
full economic development.

Adam smith, the father of classical economics believed in the doctrine of
‘natural law’ in economic affairs and asserted that the individual is guided by
self-interest and also by an ‘invisible hand’. He said “It is not to the benevolence
of the baker but to his self-interest that we owe our bread”. If every one is left
free, the individuals will maximise aggregate wealth of the society by maximising
individual’s wealth. Thus, Adam smit advocated laissez-faire doctrine in economic
affairs to maximise national wealth. According to him, the sequence of development
was from hunting stage to pastoral stage; and then to agricultural, and finally to
commercial and manufacturing stages.

Hildebrand has taken the stages of development on the basis of exchange
relationship in the economy. First was the barter economy; and then money
economy and finally credit economy.
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