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          Unit I:  Economic Development:   Concept and Measurements.                  

Q. Explain the concept of economic growth?  

Ans. Economic Growth is an increased economic capacity to produce goods and services, 

compared from one period of time to another which is conventionally measured by increased in 

a country’s Gross Domestic Product or Gross National Product or per capita income. Economic 

Growth is an indicator of wealth, reflecting the quantity of resources available to a society, 

though provides no information about the allocation of these resources. For instance, about 

more or less equitable distribution of income among social groups, about the share of resources 

used to provide free health and education services and about the effects of production and 

consumption on environment. Thus it is no wonder that countries with similar average incomes 

can differ substantially, when it comes to people’s quality of life. Economic growth does not take 

into account the size of the informal economy. The informal economy is also known as the black 

economy which is unrecorded economic activity. Economic Growth does not take into account 

the depletion of natural resources which might lead to pollution, congestion & diseases. Thus 

economic growth is related to a quantitative sustained increase in the country’s per capita, 

output or income accompanied by expansion in its labour force, consumption, capital and 

volume of trade. An occasional rise in the volume of output cannot be termed as economic 

growth. Economic growth is associated with developed countries. Economic growth may occur 

independent of any structural, institutional or technical change in the economy.  Economic 

growth comes in two forms (1) An economy can either grow extensively by using more 

resources (I.e. physical human or natural capital) (2) Intensively by using the same amount of 

resources more efficiently. Per capita income is the most appropriate measure of economic 

growth.  In short economic growth may be defined as an increase over time in per capita output 

of material goods. In other words, growth of gross national output or per capita output is an 

indicator of economic growth. 

 Q. Explain the concept of economic development?   

Ans. Economic development is multi-dimensional process involving major changes in social 

structures, popular attitudes and institutional expansion with modernization in working culture 

http://www.diffen.com/difference/Activity_vs_Task
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as well as acceleration of economic growth, the reduction of in equality and the eradication of 

absolute poverty. Economic development means both Quantitive and qualitative changes in 

economic and social welfare of the economy such as development of human capital, critical 

infrastructure, regional competitiveness, environmental sustainability, social inclusion, health, 

safety, literacy etc. Economic development is a broader term than economic growth. Economic 

development is a much broader concept than economic growth. In simple sense, Economic 

development. = Economic Growth + Standard of Living.  Economic development means 

improvement in technology employed in production, distribution system and institutional 

systems etc. Hence, standard of living includes various things like safe drinking water; improve 

sanitation systems, medical facilities, spread of primary education to improve literacy rate, 

eradication of poverty, balanced transport networks, increase in employment opportunities etc. 

Thus, the quality of life is the major indicator of economic development. Development is 

associated with change in outlook of the people. People start appreciating the concept of quality 

of life, like better quality of life with smaller size of the family. Economic development is not 

possible without economic growth. Economic development in all societies must have at least the 

following objectives. 

1. To increase the availability and widen the distribution of basic life sustaining goods. 

2. To raise levels of living by ensuring higher incomes, more jobs and greater attention to 

culture. 

3. To expand the range of economic and social choices available to both individuals and nations. 

 Thus we can say that development is related to qualitative changes in economic wants, goods, 

incentives, institutions, productivity and knowledge or simply upward movement of the 

entire social system. Human development index is the most appropriate measure of economic 

development.  

Q. Distinguish between economic growth and economic development? 

                      Economic development Economic Growth 

Implications Economic development 
implies changes in      
income, savings and 

Economic growth refers to 
an increase in the real 
output of goods and services 
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investment along with 
progressive changes in 
socio-economic structure of 
country (institutional and 
technological changes). 

in the country. 

Factors Development relates to 
growth of human capital 
indexes, a decrease in 
inequality figures, and 
structural changes that 
improve the general 
population's quality of life. 

Growth relates to a gradual 
increase in one of the 
components of Gross 
Domestic Product: 
consumption, government 
spending, investment, net 
exports. 

Measurement 
 

Qualitative.HDI (Human 
Development Index), 
gender- related index (GDI), 
Human poverty index (HPI), 
infant mortality, literacy rate 
etc. 

Quantitative. Increases in 
real GDP. 

Effect Brings qualitative and 
quantitative 
 changes in the economy 

Brings quantitative changes 
in the economy 

Relevance 
 

Economic development is 
more relevant to measure 
progress and quality of life 
in developing nations. 

Economic growth is a more 
relevant to measure for 
progress in developed 
countries. But it's widely 
used in all countries because 
growth is a necessary 
condition for development. 

Scope Development is   Concerned 
with structural changes in 
the economy 

Growth is concerned with 
increase in the economy's 
output 

Q. W hat are the factors which are affecting the economic growth of a country? 

Ans. Following are the factors which are affecting the economic growth of a country: 

1.  Natural Resources:  The principal factor affecting the development of an economy is the 

natural resources. Natural resources of a country are land, fertility, forest wealth, minerals, 

climate, water resources, sea resources etc. for Economic growth, the existence of natural 

resources in  abundance are essential. A country which is deficient in natural resources will not 

be in a position to develop rapidly. The presence of abundant resources is not sufficient for 

Economic growth. What is required is their proper exploitation. The exploitation of natural 

resources and economic growth has a positive relationship. Some countries are underdeveloped 

http://www.diffen.com/difference/Nominal_GDP_vs_Real_GDP
http://www.diffen.com/difference/Qualitative_vs_Quantitative
http://www.diffen.com/difference/Qualitative_vs_Quantitative
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because their available natural resources are either unutilized or misutilised. Whereas 

developed nations have exploited their natural resources properly. 

2. Capital Accumulation: The second important Economic factor in growth is capital 

accumulation. Capital means the stock of physical reproducible factors of production. When the 

capital stock increases with the passage of time, this is called capital accumulation. It results 

when proportions of present income is saved and invested in order to augment future output 

and income. New factories, machinery, equipment and materials increase the physical capital 

stock of a nation and makes expansion of output possible. Due to this investments are made on 

what is known as social and economic infrastructure such as roads, electricity, water, sanitation, 

transport and communication etc which facilitates and integrates economic growth.  

3. Technological Progress:  Technological changes are regarded as the most important factor 

in the process of economic growth. They are related to changes in the methods of production 

which are the result of some new technique of research or innovation. There are three basic 

classifications of technical progress neutral, labour saving, and capital saving changes in 

technology lead to increase in the productivity of labour, capital and other factors of production. 

Advanced countries are technologically very sound relative to under developed countries. 

Capital augmenting technological progress results in the more productive use of existing capital 

goods. Advanced countries have also low cost capital – saving – labour – intensive productivity 

raising technology. 

  In order to achieve and accelerate the process of growth more and latest scientific based 

techniques and technology should be adopted by nations.  

4. Division of Labour and Scale of Production:   Specialization and division of labour lead to 

increase in productivity. They lead to economics of large scale production which further help in 

industrial development. They increase the rate of economic development. Division of labour 

leads to improvement in the production capacity of labour. Ultimately, production increases 

manifold. Therefore, rapid and production labour force leads economic growth due to increased 

production and productivity of goods and services.  

5. Favourable investment pattern: Favourable investment pattern is an important 

determinant of economic development in a country. This requires proper selection of 

industries as per investment priorities and choice of production techniques so as to realize a 
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low capital—output ratio and also for achieving maximum productivity. Thus in order to 

attain economic development at a suitable rate, the Government of the country should make a 

choice of suitable investment criteria for the betterment of the economy. The suitable 

investment criteria should maximize the social marginal productivity and also make a balance 

between labour intensive and capital intensive techniques. 

6. 6. Extent of the market: Extent of the market is also considered as an important determinant 

of economic development. Expansion of the scale of production and its diversification depend 

very much on the size of the market prevailing in the country. Moreover, market created in 

the foreign country is also working as a useful stimulant for the expansion of primary, 

secondary and tertiary sector of the country leading to its economic development. Japan and 

England are among those countries which have successfully extended market for its product 

to different foreign countries. Moreover, removal of market imperfections is also an 

important determinant of economic development of under-developed countries. 

Organization, structural changes, social factors, political and Administrative factors also 

affecting the economic growth process of any economy.   

Q. Explain the major obstacles in the way of economic development in developing and 

underdeveloped nations? 

Ans. Business environment is the sole determinant of economic development of a country. In 

order to attain higher level of economic development, the business environment in the country 

should be very much conducive towards development. The path of economic development in an 

under-developed country like India is full of hurdles and impediments. There are many barriers 

and difficulties in the way of economic development of less developed countries. Development 

for developing nations is desirable but not achievable due to a lot of hurdles. These obstacles are 

given as: 

1. Lack of capital formation and capital accumulation: Capital formation and capital 

accumulation are playing an important role in the process of economic development of the 

country. Here capital means the stock of physical reproducible factors required for production. 

The increase in the volume of capital formation leads to capital accumulation. Thus it is quite 

important to raise the rate of capital formation so as to accumulate a large stock of machines, 
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tools and equipment by the community for gearing up production. In developing nations there 

are lack of capital formation and capital accumulation which works as a major obstacle in the 

way of their economic development. 

2- Vicious Circle of Poverty: According to Ranger Nurkse, vicious circle of poverty is the 

greatest obstacle in way of economic development. In developing countries there is low income 

that leads to low saving and low investment. Low level of investment causes low rate of capital 

formation, which stops the economic development. Rate of capital formation is just 5%. 

3- Backward Natural Resources: No doubt, developing countries including India have rich and 

many resources. But due to backward state of technology these resources are un-utilized, under-

utilized or mis-utilized. So, the improper utilization of natural resources is also a hurdle in the 

development procedure. Share of natural resources to GDP is less as it should have. 

4- Backward State Technology: Technological advancement is considered as an important 

determinant of economic environment. By technological advancement we mean improved 

technical know-how and its broad-based applications. It includes: (a) Use of technological 

progress for economic gains, (b) Application of applied sciences resulting in innovations and 

inventions and (c) Utilization of innovations on a large scale. With the advancement of 

technology, capital goods become more productive. Accordingly, Prof. Samuelson rightly 

observed that “High Invention Nation” normally attain growth at a quicker pace than “High 

Investment Nation”. Developing nations are using backward technology which acts as another 

obstacle to their economic development.  Due to use of backward technology productivity level 

of our labour and its efficiency is very low. Productive quality and quantity is also inferior due to 

use of old means of production.  

5- Inflation: High rate of inflation is also a hurdle in way of economic development. Due to 

inflation purchasing power of people decreases, their consumption increases and saving 

decreases. Low saving leads to less investment and a country remains poor and backward. 

6- Low Per Capita Income: Per capita income in developing nations is very low as compared to 

the rich nations. Low per capita income is due to low level of national income and high rate of 

population growth. Low per capita income results in low saving and low investment. So, in the 
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economy, capital formation rate is low that is a serious obstacle in way of economic 

development.  

7- Dependence on Agriculture:  Developing countries are agrarian in nature a size of 

population ranging between 65 to 75 percent is directly or indirectly involved in agriculture and 

its allied activities. Agriculture in such countries are backward because of Old methods of 

cultivation, less credit facilities, unorganized markets and limited irrigation facilities are factors, 

which are hurdle in the process of economic development.  

9- Dualistic Economy: Dualistic economy refers to the huge difference between various 

economic sectors. There are vast regional and income disparities in developing nations. There 

is co-existence of fully advanced and fully backward state of technology in the same sector at 

the same time. Similarly, population of developing nations are very rich and very poor; it is also 

a hurdle in economic development. 

Q. What are the indicators of economic growth? 

 Ans. National Income: Increase in rate of growth of real national income is an important 

measure of economic growth. Higher the rate of growth of national income, bigger will be the 

cake from which distribution to various citizens will benefit if population growth is not very 

high, rate of investment is stable and income inequality is reduced.   

1. Per capita Income: If national income increases but population is increasing at a faster rate, 

then income available with each individual decreases. It is therefore, important for national 

income to grow at higher rate than population growth to increase the welfare of the people.  

2. Per capita Consumption: ultimately, an individual earns income to consume – either at 

present or in future. They can postpone their current consumption in order purchase durable 

goods at alter time. Postponement of consumption does not decrease national welfare. 

Postponement of consumption is important in under developed countries to increase savings 

which lead to increase in capital formation. Increase in savings can create new investment 

opportunities leading to increase in national income in future. 

Q. what are the Indicators of Economic Development? 

Ans: Indicators of economic development are the indices which measure the economic 

development of a nation. These indices reveal as ti whether a nation is making economic 
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development of not. indicators measure the extent or degree of economic development of a 

nation. The following are the main indicators of economic development of a country. 

1. National income. National income measures the monetary value of gods and services 

produced by the people of a nation.( in the country or a broad) .this value can be measured at 

market prices or fixed prices. According to market price, the national income may increase or 

decrease even if the production of goods and services remains unchanged. Hence this indicator 

of economic development is not a correct indicator. If the national income is computed 

according to the base year’s prices, it is called real national income. The national income on 

fixed prices will increase only when the flow of goods and services increases. Such enhance will 

increase the real national income and it will be a correct indicator of development. And it will 

enable us to know the real change in the national income. 

An increase in the size of national income may indicate an increase in economic development 

only when. 

a. The rate of increase in population is less than the rate of increase in national income.    

b. The national income should be computed at some constant price and not at current price. 

c. The national income should be distributed fairly. 

3. Per capita real income. Economists like Rostow, Harway etc hold that per capita real income 

real is a true indicator of economic development. They state that economic development is such 

a process whereby the real per capita income tends to increase in the long run. The experts of 

U.N.O. have recognized this indicator for underdeveloped countries. Prof. Meier has rightly 

said,” the economic development of a nation is mainly concerned with better nourishment, 

better education, better housing, better employment and better amenities. If these are the 

ultimate objectives of economic development, the increase in per capita income will certainly 

help achieve them”. 

4. Economic welfare. The economic development can also be measured by economic welfare. 

Economic development is that process which increases the amount of goods and services to be 

consumed by the people. Economic development aims at making available the maximum 

amount of goods and services so that the economic welfare of the public can be continuously 

increased over a long period. This indicator of economic welfare has its own limitations which 

are as under. 
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a. The consumption of goods and services depends upon the personal taste, preference and 

habit of consumers. Hence, uniformity of weight age in preparing indices is not possible. 

b. The increase in national income may be due to an increase in the output of capital goods. As 

such, the production of consumer goods may be less.   

5.   Human Development Index:  HDI is a statistical tool used to measure a country's overall 

achievement in its social and economic dimensions. The social and economic dimensions of a 

country are based on the health of people, their level of education attainment and their 

standard of living.   Human Development simply means a process of widening people’s choices 

as well as raising the level of well being. Every year UNDP ranks countries based on the HDI 

report released in their annual report. HDI is one of the best tools to keep track of the level of 

development of a country, as it combines all major social and economic indicators that are 

responsible for economic development. Human development is an end where as an increase in 

the national income is a means to achieve it.                                                                                                                                                                               

Q. Explain the   Measurement of Development?   

Ans. There is no clear cut definition of development and the notion varies from person to 

person. However there are different measures given by economists to measure the development 

of an economy, so that we can compare the countries with each other. Some economists are in 

favour of income indicators and some are in favour of non-income indicators. Measurement of 

Development by income indicators can be measured with the help of Gross National Product and 

Per Capita Income approach. 

 1). Gross National Product: GNP includes the aggregate value of goods, such as cars, houses, food 

and drinks, as well as the value of services such as legal and medical fees that are produced and 

purchased by a nation during a given time period. The market value of these outputs is added together 

to calculate GNP. Gross National Product (GNP) measures the economic output of a given nation. 

GNP can be used to measure the increase in real national income over a given period of time.  It is 

Infact the earliest measure of development. The growth rate of real national income (GNP over a long 

period of time was considered to be an index of development. A large real national income is normally 

a prerequisite for an increase in per capita income and hence a rising national income can be taken as a 

token of economic development. Economists maintain that an increase in real national income is the 

most convenient single measure of economic development because a large real income is normally a 
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pre requisite for an increase in real per capita income. The GNP of a country divided by the number 

of people in the country gives an average figure for the standard of living of the population as a 

whole. 

GNP was first introduced as a measurement device in 1942 following the Great Depression, 

when economists and policy-makers wanted to find out more about the relationship between 

the economy, business cycles and employment. Those who favoured this measure were not, at 

the time, concerned about environmental problems or scarcity of natural resources; 

consequently, they saw no reason to incorporate measures of natural resource use or 

environmental degradation. 

 GNP= Market value of domestically produced goods and services + (plus) income earned by the 

residents of a country in foreign countries – (minus) incomes earned by the foreigners in the 

country. GNP is still widely used as a measure of how well an economy is performing. It is widely 

accepted as the standard measure of economic success by economists, politicians and the 

general public in Australia and elsewhere. It is used by individual nations and by the World Bank 

and the International Monetary Fund as a basis for their policies. They all define successful 

economic development as a satisfactory rate of increase of GNP per person. Along with GNP 

there is time measure called GDP as an index of Economic development with the passage of time the 

aforesaid measure failed in reducing the poverty levels and other economic evils like unemployment 

an inequalities. It also failed in raising the levels of living in developing countries, particularly the 

findings of 1960-1970. When most of the countries observed substantial GNP growth with stagnant 

living standards lead people to think that it was not a perfect measure of development.  

Criticisms of GNP 

1. Real national income excludes price changes. A short period rise in national income during an 

upswing of an economic cycle does not constitute economic development. 

2. GNP does not indicate in a change in the population of a given nation. 

3. GNP does not reveal or factor in the negative externalities such as pollution. 
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4. GNP tells nothing about the distribution of a society’s income. 

5. Does not entertain other forms of measurement such as illegal markets, services, etc. 

2). Per Capita Income: The second measure of development was per capita  income which 

shows the development in terms of per capita real income over a specified period of time. Meier 

defines Economic development, “the process whereby the real per capita income of a country 

increases over a long period of time – subject to the stipulations that the number of people 

below an absolute poverty line does not increase and the distribution of income does not 

become more unequal. If national income increases faster than the rate of growth of population 

it is undoubtedly a mark of economic development taking the country as a whole. . Broadly 

speaking per capita income refers to the real national income divided by the total population of 

the country.  

𝑃𝑒𝑟 𝑐𝑎𝑝𝑖𝑡𝑎 𝑖𝑛𝑐𝑜𝑚𝑒 =
National income

Total population
 

If the rate of population surpasses the rate of national income growth, then per capita national income 

will fall. Similarly if both national product and population grow at the same rate, per capita national 

product will remain constant. This is not economic development. per capita is used to measure a 

country’s financial well being, particularly in comparison with other regions or nations. That is 

one reason why per capita income figures are expressed in terms of international currencies, 

such as US dollars. For a country, it goes beyond being a mathematical formula of economic 

growth as it also reveals the quality and standard of living of its people. For economists, 

however, an increase in country per capita income signifies national economic growth. 

Economists and policy planners use country per capita income figures to:  estimate future trends 

of national economy. Use these figures to devise apt strategies to tackle potential fiscal threats to 

the economy. Use favorable figures to propel a country’s monetary activities. Strengthen a 

country’s economic climate. Devise structural adjustments to avert rising inflation in the wake of 

high purchasing power. 

 The measure of economic growth purports to emphasize that for Economic development the 

rate of increase in real per capita income should be higher than the growth rate of population. 
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But difficulties still remain. There is possibility of the masses reaming poor despite an increase 

in the real GNP per capita if the increased income goes to the few rich instead of going to the 

many poor. Therefore it is not rise in real national income but rise in real per capita income 

which may be taken as an indicator of development. Hence there are the urgent needs to check 

the growth rate of population and to accelerate the rate of national growth, particularly in 

underdeveloped countries so that the real per capita income will rise. Hence in developing 

countries which are characterized by population pressure, a rise in per capita  real income will 

always mean a rise in  aggregate real output. Hence, the criterion of per capita real income is 

better than that of aggregate real income. 

Limitations of per capita income  

Per capita income as an indicator of development has the following limitations:  

1. Per capita income does not reflect the standard of living of the people. Per capita income is an 

average and this average may not represent the standard of living of the people, if the increased 

national income goes to the few rich instead of giving to the many poor. Thus unless national 

income is evenly distributed, per capita income cannot serve as a satisfactory indicator of 

development.  

2. If per capita income is the measurement, the population problem may be cancealed, since 

population has already been divided out. The field of enquiry is then unduly narrowed. As 

Kuznets warns, the choice of per capita, per unit or any similar measure to gauge the rate of 

economic development carries with it the danger of neglecting the denominator of the ratio.  

3. An increase in per capita income may not raise the real standard of living of people. It is 

possible that while per capita real income is increasing per capita consumption of goods and 

services might be falling. This happens when the Govt. might itself be using up the increased 

income for massive military buildup necessitating heavy production of arms and ammunitions.  

4. Although an increase in output per head is in itself a significant achievement, yet we cannot 

equate this with an increase in economic welfare. Let alone social welfare without additional 
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considerations. Since development is multidimensional education, health, work-leisure ratio etc. 

are important considerations which do not get reflected in per capita income. 

Q. Explain the meaning of Sustainable development? 

 Ans.  The concept of sustainable development was propounded for the first time in the year 

1987 by the World Commission on environment and development in Brundtland Report entitled 

‘ our common future’ Sustainable development is that process of Economic development which 

aims at maintaining  the quality of life of both present and future generations without harming 

natural resources and environment. Main rationale behind the use of this concept is that the 

process of Economic growth is almost all developed countries and Economic development in 

underdeveloped countries have been at the cost of natural resources and environment. ) 

Sustainable development minimizes environmental degradation. As development involves some 

disturbances in our environment, sustainable development has to be understood as an endeavor 

to minimize the rate of environmental degradation.  It ensures that however small a degradation 

that does occur is made up in the best acceptable form and as fast as possible. Environment is 

one of the dimensions of sustainable development. Sustainable development is one which raises 

national and per capita income by keeping the environmental damage within a tolerable limit so 

that the future generation will get equal benefits in terms of output and congenial environment. 

Sustainable development is the development that is everlasting. Sustainable development is a 

process in which natural resource base is not allowed to deteriorate. According to Brundtland 

report Sustainable development means “meeting the needs of the present generation without 

compromising the needs of future generations’. Therefore sustainable development is that 

process of development which can be sustained over a long period of time without causing any 

fall in the quality of life of future generations.  

Q. write down the features or objectives of Sustainable Development? 

1. Sustained rise in real per capita income and economic welfare:  There should be a 

sustained rise in real per capita income and Economic welfare. All the economic activists must 

be done in an eco-friendly environment and in a sustained manner, so that quality of life and 

real per capita can be increased.  
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2. Rational use of Natural Resources:   Sustainable development does not mean that natural 

resources should not be used at all. It simply means that natural resources be rationally used 

in a manner such that they are not excessively exploited. Sustainable development aims at 

maximizing the net benefits of Economic development, subject to maximizing the stock of all 

environmental and natural resource assets. 

3. Environmental problems: The environmental problems of a country depend on its stage of 

development, economic structure, production techniques in use and its environmental 

policies. For instance, the less developed countries face the problems of inadequate sanitation 

and clean drinking water due to lack of Economic development while developed countries 

suffer from air and water pollution due to industrialization. Sustainable development 

emphasis on the conservation and preservation of natural resources and environmental 

protection.   

4. No increase in pollution: Sustainable development discards those activists which hamper 

the environment and creates pollution. Urbanization and industrialization is the concomitant 

result of Economic development, which in turn leads to atmospheric pressure and pollution. 

According to sustainable development concept, be should desist from undertaking such 

activists as may increase pollution and decrease quality of life of future generation. 

Q.  Define inclusive growth?  

Ans. Inclusive Growth: Inclusive growth advances equitable opportunities for economic 

participants during economic growth with benefits incurred by every section of society. Rapid 

and sustained poverty reduction requires inclusive growth that allows people to contribute to 

and benefit from economic growth. Rapid pace of growth is unquestionably necessary for 

substantial poverty reduction, but for this growth to be sustainable in the long run, it should be 

broad-based across sectors, and inclusive of the large part of the country’s labor force. This 

definition of inclusive growth implies a direct link between the macro and micro determinants of 

growth. The micro dimension captures the importance of structural transformation for 

economic diversification and competition, including creative destruction of jobs and firms. 

Inclusive growth refers both to the pace and pattern of growth, which is considered, interlinked, 

and therefore in need to be addressed together. The inclusive growth approach takes a longer 

term perspective as the focus is on productive employment rather than on direct income 

redistribution, as a means of increasing incomes for excluded groups. Inclusive growth focuses 
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on ex-ante analysis of sources of, and constraints to sustained, high growth, and not only on one 

group – the poor. The analysis focuses on ways to raise the pace of growth by utilizing more fully 

parts of the labor force trapped in low-productivity activities or completely excluded from the 

growth process. The main instrument for a sustainable and inclusive growth is assumed to be 

productive employment. 

Q. What is Inclusive Growth (IG) about? 

1. IG focuses on economic growth which is a necessary and crucial condition for poverty 

reduction. 

2. IG adopts a long term perspective and is concerned with sustained growth. 

3. (a) For growth to be sustained in the long run, it should be broad-based across sectors. 

4. Issues of structural transformation for economic diversification therefore take a front stage. 

Some countries may be an exception and continue to specialize as they develop due to their 

specific conditions (e.g. small states). 

5. (b) It should also be inclusive of the large part of the country’s labor force, where 

inclusiveness refers to equality of opportunity in terms of access to markets, resources and 

unbiased regulatory environment for businesses and individuals. 

6. IG focuses on both the pace and pattern of growth. How growth is generated is critical for 

accelerating poverty reduction, and any IG strategies must be tailored to country-specific 

circumstances. 

7. IG focuses on productive employment rather than income redistribution. Hence the focus is 

not only on employment growth but also on productivity growth. 

8. IG has not only the firm, but also the individual as the subject of analysis. 

9. IG is in line with the absolute definition of pro-poor growth, not the relative one. 

10. IG is not defined in terms of specific targets such as employment generation or income 

distribution. These are potential outcomes, not specific goals. 

11. IG is typically fueled by market-driven sources of growth with the government playing a 

facilitating role. 

Q. Explain the need for inclusive growth in India? 

Ans. Inclusive growth is necessary for sustainable development and equitable distribution of 

wealth and prosperity. Achieving inclusive growth is the biggest challenge in a country like 
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India. In a democratic country like India, bringing 600 million people living in rural India into 

the mainstream is the biggest concern. The challenge is to take the levels of growth to all section 

of the society and to all parts of the country. The best way to achieve inclusive growth is through 

developing people’s skills. Since independence, significant improvement in India’s economic and 

social development made the nation to grow strongly in the 21st century. The following factors 

encouraged the India to concentrate more on inclusive growth.  

1. India is the 7th largest country by area and 2nd by population. It is the 12th largest economy 

at market exchange rate and 4th largest by PPP. Yet, India is far away from the development 

of the neighborhood nation, i.e., China. 

 2. The exclusion in terms of low agriculture growth, low quality employment growth, low 

human development, rural-urban divides, gender and social inequalities, and regional disparities 

etc. are the problems for the nation. 

 3. Reducing of poverty and other disparities and rising of economic growth are the key 

objectives of the nation through inclusive growth. 

 4. Political leadership in the country plays a vital role in the overall development of the country. 

But, the study has found that politicians in India have a very low level of scientific literacy. 

 5. Studies estimated that the cost of corruption in India amounts to over 10% of GDP. 

Corruption is one of the ills that prevent inclusive growth. 

 6. Although child labour has been banned by the law in India and there are stringent provisions 

to deter this -inhuman practice. Still, many children in India are unaware of education as they 

lives are spoiled to labour work. 

7. Literacy levels have to rise to provide the skilled workforce required for higher growth. 

 8. Economic reforms in the country are overwhelmed by out dated philosophies and allegations 

by the politicians and opposition parties in India. 
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 9. Achievement of 9% of GDP growth for country as a whole is one of the boosting factor which 

gives the importance to the Inclusive Growth in India. 

 10. Inclusiveness benchmarked against achievement of monitorable targets related to (i). 

Income & Poverty, (ii) education, (iii) health, (iv) women & children, (v) infrastructure, (vi) 

environment. 

 11. Even at international level also, there is a concern about inequalities and exclusion and now 

they are also taking about inclusive approach for development 

Q. What do you mean by under developed Economy? What are the Characteristics of   

under developed countries?  

Ans.  An under developed economy is characterized, by the existence, in grater or less degree, of 

unutilized or underutilized man power, low per capita income on the one hand and of 

unexploited natural resources on the other hand. This state of affairs may be due to stagnancy of 

techniques or to be certain inhibiting socio economic factors. In other words an underdeveloped 

is one which has no potentialities of development.   

1. Agriculture the main occupation: In under developed countries majority of population live 

in rural areas and their main occupation is agriculture. There are four times as many people 

occupied in agriculture in some under developed countries as there are in advanced countries. 

Agriculture as main occupation is mostly unproductive. It is carried on in an old fashion with 

absolute and out dated methods of production. The land holdings and productivity is 

precariously low and the peasants continue to line at a bare subsistence level. An under 

developed country is thus a primary sector economy. Besides, secondary sector with a small, few 

consumer goods industries and an equally under developed tertiary sector.    

2. Under developed Natural Resources:  The available natural resources in underdeveloped 

countries are either unutilized or underutilized or misused. Although a country may be poor in 

resources, it is just possible that in the future it may become rich in resources as a result of the 

discovery of unknown resources or because new uses   may be found for the known resources. 
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Thus in under developed countries natural resources are available but they have not been used 

appropriately due to lack of technology and social and economic organization. 

3. Capital Deficiency:    In sufficiency of capital equipment is another general characteristic of 

under developed countries. There is not only an extremely small capital stock but the current 

rate of capital formation is also very low. Low capital formation means low saving and low 

investment, which leads to the low standard of living, unemployment, under utilization of 

resources and poor productivity and production.  

4. Technological Backwardness: Under developed countries are also technologically 

backward. Their technological backwardness is reflected, firstly in high average cost of 

production despite low many wages. Secondly in high labour output and capital output ratios as 

a rule. Thirdly predominance of unskilled and untrained works. Due to these problems a large 

amount of capital equipments are required to produce a national output. Thus technological 

backwardness is not only the cause of Economic backwardness, but it is also the result of it.   

5. Economic backwardness: Under developed countries are economically backward. The 

particular manifestations of economic backwardness are low productivity, low labors efficiency, 

factor immobility limited specialization in occupation and in trade, Economic ignorance, 

monopolistic practice, price rigidity values and social structure that minimize the incentives for 

Economic change. People in these countries are generally poor which is reflected in their 

nutritional status, ill health, illiteracy and lack of training and occupational mobility etc.   

 Unemployment and disguised unemployment, rapid increase in population, general 

poverty and imperfect market conditions are other common characteristics of under developed 

nations.  

Q. What do you mean by advanced countries? 

Ans.  Advanced countries are those countries which are industrially advanced, having high 

national and per capita income and ensure high rate of capital formation. These countries 

possess highly developed infrastructure and apply most updated and advanced technical know-

how in their productive activities. A strong and well organized financial structure is found in 

these advanced countries.  
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Q. Write a note on Human development index?  

Ans. Human Development Index (HDI) is a statistical tool used to measure a country's overall 

achievement in its social and economic dimensions. The social and economic dimensions of a 

country are based on the health of people, their level of education attainment and their standard 

of living. Human development formulated by the United Nations development programme 

(UNDP) and is annually published in the United Nations Human Development Reports. Human 

Development simply means a process of widening people’s choices as well as raising the level of 

well being. Every year UNDP ranks countries based on the HDI report released in their annual 

report. HDI is one of the best tools to keep track of the level of development of a country, as it 

combines all major social and economic indicators that are responsible for economic 

development. According to the United Nations Development Program, the purpose of the report 

is to 'simulate global, regional, and national policy discussions on issues that are relevant to 

human development.' HDI calculates and ranks human achievement by certain developmental 

criteria. It uses three dimensions and four indicators to determine human development in a 

particular country. The indicators are used to measure the dimensions. The three dimensions 

and related indicators can be summarized in the following table:  

Dimension  Indicators 

Health  Life expectancy at birth 

Education  Mean years of schooling & Expected years of schooling 

Living standards  Gross national income per capita 

These indicators have been explained below:  

1. Life Expectancy Indicators: It refers to the life expectancy at birth which implies that 

number of years a newly born baby is expected to live. High life expectancy at birth indicates a 

high level of development and vice versa.  

2. Educational Attainment: It refers to the level of education attained by the people of the 

country on an average basis. The constituents of educational attainments are: (a) Adult literacy 
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rate (b) Gross enrolment ratio While the former represents the percentage of people aged 15 

and above who can understand read and write a short and simple statement in their everyday 

life. The latter shows the percentage of population enrolled at primary, secondary and university 

level. Higher gross enrolment ratio represents higher level of development.  

3. Standard of Living of the People: Real GDP per capita is considered as the indicator of the 

standard of living of the people. When we divide the GDP at constant price by the total 

population of the country, we get real GDP per capita. Real GDP per capita is also known as real 

per capita income. Higher per capita real income usually represents a higher standard living.  

Construction of HDI: Human development index can be constructed by first constructing the 

individual indices of the above three components and then taking the simple average of the 

indices. To construct the relevant indices, the UNDP first fixes the maximum and minimum 

values of each indicator for a particular year and then with the help of the following formula, one 

can arrive at the achievement level of the country concerned in respect of a particular indicator.  

 

For example the life expectancy at birth of a particular country is 65 years. Assuming maximum 

value and minimum value of life expectancy to be 80 and 20 respectively for a particular year, 

the life expectancy index can be calculated as follows:  

 

As calculated above, the individual indices of educational attainments and adjusted real GDP per 

capita can be found out for a particular year. Then by taking simple arithmetic average of all the 

three indices, we can get human development index for the country concerned. In short Human 

Development Index (HDI) is a summary measure of average achievement in key dimensions of 

human development: a long and healthy life, being knowledgeable and have a decent standard of 

living. The HDI is the geometric mean of normalized indices for each of the three dimensions. It 

is clear from above that human development index emphasizes the quality of life in contrast to 

http://www.economicsdiscussion.net/wp-content/uploads/2014/12/clip_image002.jpg
http://www.economicsdiscussion.net/wp-content/uploads/2014/12/clip_image004.jpg
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the national and per capita income which only focus on quantitative aspects of development. 

According to Human Development Report 2014 released on 24 July in Tokyo. The human 

development index (HDI), a measure derived from life expectancy, education levels and incomes, 

barely grew from 0.700 in 2012 to 0.702 in 2013. The HDR covers 187 countries across the 

world and is published annually by the United Nations Development Programme (UNDP). In the 

current report, the top five countries ranked in terms of the HDI are Norway, Australia, 

Switzerland, Netherlands and the US. The bottom five in this ranking are Niger, Democratic 

Republic of Congo, Central African Republic, Chad and Sierra Leone. India is ranked at 135, 

among the 'medium development' countries like Egypt, South Africa, Mongolia, Philippines and 

Indonesia. Among India's neighbours, Bhutan and Bangladesh too figure in this category. 

Pakistan (ranked 146) and Nepal (145) are in the 'low development' category, while Sri Lanka 

(73) is in the 'high development' category. 

Limitations of Human Development Index 

1. The HDI notably fails to take account of qualitative factors, such as cultural identity and 

political freedoms (human security, gender opportunities and human rights for example) 

2. Many argue that the HDI should become more human-centered and expanded to include more 

dimensions, ranging from gender equity to environmental biodiversity 

3. The GNP per capita figure – and consequently the HDI figure – takes no account of income 

distribution. If income is unevenly distributed, then GNP per capita will be an inaccurate 

measure of the monetary well-being of the people. Inequitable development is not human 

development 

4. PPP values change very quickly and are likely to be inaccurate or misleading 

5. Wide divergence within countries. For example, countries like China and Kenya have widely 

different HDI scores depending on the region in question. (e.g. north China poorer than south 

east) 

6. HDI reflect long-term changes (e.g. life expectancy) and may not respond to recent short-term 

changes. 

7. Higher National wealth GDI may not necessarily increase economic welfare, it depends how it 

is spent. 
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8. Also higher GDI per capita may hide widespread inequality within a country. Some countries 

with higher real GDI per capita have high levels of inequality (e.g. Russia, Saudi Arabia) 

9. However, HDI can highlight countries with similar GDI per capita but different levels of 

economic development. 

10. Economic welfare depends on several other factors, such as – threat of war, levels of 

pollution, access to clean drinking water e.t.c 

Q. what are the essential Components of Human Development?  

Ans. According to Dr. Mahbub-ul-Haq, there are four essential components in the human 

development paradigm.  

a. Equity 

b. Sustainability. 

c. Productivity. 

d. Empowerment.  

a. Equity:  If development is to enlarge people’s choices, people must enjoy equitable access to 

opportunities demands a fundamental restructuring of power in many societies and changes 

along the following lines: 

I)  Change in the distribution of productive assets especially than land reforms. 

ii) . Major re-structuring in the distribution of income through progressive fiscal policy, aimed at 

transferring income from the rich to poor. 

iii) . Overhauling of the credit system so that credit requirements of the poor people are 

satisfactorily met. 

Equalization of political, finance and voting right.   

b. Sustainability:   the next generation’s right to enjoy the same well being that we now enjoy 

makes sustainability an essential component of the human development. Paradigm. It is the 

sustainability of human opportunities that must lie at the centre of our concern. Sustainability is 

a matter of distributional equity of sharing development opportunities between present and 

future generations and ensuring international and intergenerational equity in access to 

opportunities. 
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c. Productivity: An essential part of the human development paradigm is productivity, which 

requires investments in people and an enabling macroeconomic environment for them to 

achieve their maximum potential. Economic growth is therefore, a subset of human development 

but not the entire structure.    

d. Empowerment: Human development paradigm envisages full empowerment of the people. 

Empowerment means that people are in a position to exercise choices of their own free will. It 

implies a political democracy about their lives. It means decentralization of power so that real 

governance is brought to the door step of every person. 

Q. Write a note on Physical quality of life index? 

Ans. In 1979, D. Morris constructed a composite Physical Quality of Life Index (PQLI). He found 

that most of the indicators were inputs to development process rather than result of the 

development process. These indicators reflected that economically less developed countries are 

simply underdeveloped versions of industrialized countries. He therefore, combines three 

component indicators of Infant Mortality, Life Expectancy and Basic Literacy to measure 

performance in meeting the basic needs of the people. physical quality of life index is a 

composite measure of the extent of fulfillment of basic needs leading to an improvement in the 

quality of life. economists have tried to measure development in terms of social indicators which 

emphasize the quality of life instead of quantitative aspect emphasized by GNP or GNP per 

capita. These include availability of food and nutrition to the people, health care facilities, level 

of literacy and education, environment, work leisure ratio and conditions of work etc. Thus, 

quality of life index is a composite criterion consisting of certain selected social indicators to 

measure the standard of living (welfare) of the people. D. Morris uses only three items to 

construct a “Physical Quality of Life Index” (PQLI) relating to 23 developed and developing 

countries of the world for a comparative study.  

These indicators are:  (i) Life Expectancy at birth, (ii) Infant mortality rate, (iii) Literacy rate  

These three indicators can be improved in a variety of ways. However, Prof. Morris used Life 

Expectancy (LE) at birth as the indicator. Infant mortality implies deaths before age one instead 

of life expectancy at birth. In case, the figure for life expectancy at age one was not available, it 
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could be worked out by using a formula which relates life expectancy at birth, infant mortality 

and the proportion of children.  

How to Normalize Indicators: As life expectancy is measured in terms of years, infant 

mortality rate in terms of per thousand and basic literacy rate in terms of percentage. They 

cannot be simply added. Moreover, basic literacy can have a natural zero for minimum and 100 

for maximum, thus there exists no natural minimum or maximum values for other indicators. 

For comparison, each of the levels should be normalized. Prof. Morris choose the best and worst 

levels in each of the three cases.  

In the case of positive indicators of life expectancy and basic literacy the best is shown by the 

maximum and worst by the minimum. While in case of negative indicator of infant morality, the 

best is denoted by the minimum and the worst by the maximum. For converting the actual levels 

of a positive variable into normalized indicators, first the minimum values are subtracted from 

the actual values and then the gap is divided by the range. 

𝑨𝒄𝒉𝒊𝒆𝒗𝒆𝒎𝒆𝒏𝒕 𝒍𝒆𝒗𝒆𝒍 =
𝐀𝐜𝐭𝐮𝐚𝐥 𝐯𝐚𝐥𝐮𝐞 − 𝐌𝐢𝐧𝐢𝐦𝐮𝐦 𝐯𝐚𝐥𝐮𝐞

𝐌𝐚𝐱𝐢𝐦𝐮𝐦 𝐯𝐚𝐥𝐮𝐞 − 𝐌𝐢𝐧𝐢𝐦𝐮𝐦 𝐯𝐚𝐥𝐮𝐞
 

For negative indicator of infant mortality, actual value has to be subtracted from the maximum 

value and the gap if any has to be divided  by the range. The formula is 

𝑨𝒄𝒉𝒊𝒆𝒗𝒆𝒎𝒆𝒏𝒕 𝑳𝒆𝒗𝒆𝒍 =
𝐌𝐢𝐧𝐢𝐦𝐮𝐦 𝐯𝐚𝐥𝐮𝐞 − 𝐀𝐜𝐭𝐮𝐚𝐥 𝐯𝐚𝐥𝐮𝐞

𝐌𝐚𝐱𝐢𝐦𝐮𝐦 𝐯𝐚𝐥𝐮𝐞 − 𝐦𝐢𝐧𝐢𝐦𝐮𝐦 𝐯𝐚𝐥𝐮𝐞
 

 In nut shell, three indicators are averaged to give what is called physical quality of life index. 

PQLI= (1/3) (LEI+IMI+BLI) 

After normalizing these three indicators Morris suggested to take a simple arithmetic mean of 

the three indicators to construct what is called the Physical Quality of Life Index (PQLI). 

Limitations of physical quality of life index: 
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Quality of Life Index (QLI) as an indicator of development has several limitations as noted below 

1. There is no unanimity among economists as to the number and types of items to be included 

in such an index.  

2. The majority of indicators are inputs and not output such as education, health etc.  

3. Social indicators are concerned with current welfare and are not related to the future.  

4. There is the problem of assigning weights to the various items which may depend upon the 

social, economic and political set up of the country. Many of the social indicators are subjective 

in character and differ from country to country Morris assigns equal weights to all the three 

indicators which undermine the value of the index in a comparative analysis of various 

countries. If each country chooses its own list of social indicators and assigns weights to them, 

their international comparison would be inaccurate. 

 Unit  II :  Theories of Economic Growth and Development. 

  Q. Explain Classical Theory of Economic Development? 

The macroeconomic issues of the growth of output and the distribution of income between 

wages and profits were the major preoccupation of all the great classical economists, including 

Adam Smith, Thomas Malthus, David Ricardo and last but not least, Karl Marx. The classical 

theory can be briefly explained as follows:  

i. Laissez Faire Policy: The classical economists believe in the existence of an automatic free 

market perfectly competitive economy which is free from any government interference. It is the 

‘invisible hand’ which maximizes the national income.  

ii. Capital Accumulation the key to progress: All classists regard capital accumulation as the key 

to economic progress. They therefore lay emphasis on larger savings only capitalists and land 

lords are capable of saving according to them. The working class is incapable of saving because it 

gets wages equal to the subsistence level. 

iii. Profits the incentive to investment:  According to classists, profits induce investment, the 

larger the profits, the greater the capital accumulation and investment. 
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Tendency of profits to Decline:  profits do not increase continuously. They tend to decline 

when competition increases from large capital accumulation among capitalists. The reason 

according to Smith is increase in wages due to competition among capitalists. Whereas Ricardo’s 

opinion, when wages and rent   rise with the increase in price of corn, profits decline.  

iv. Stationary state: All classical economists visualize that stationary state as the end of the 

process of capital accumulation. When one profit starts declining, this process continuous till 

profits becomes zero, population and capital accumulation stop increasing and the wage rate 

reaches the subsistence level. According to Smith, it is the scarcity of natural resources that 

finally stops growth and leads to economy at stationary state.  

Thus classical Economic theory of Economic development may be state as:  

Suppose an expected increase in profits brings about an increase in investment which adds to 

the existing stock of capital and to the study flow of improved techniques.  The increase in 

capital accumulation raises the wages fund. As a result wages rise. Higher wages induce an 

accelerated population growth which causes the demand for food to rise. Food can be increased 

by employing more labour and capital. Due to diminishing returns on land labour costs will rise. 

Consequently price of corn goes up and in turn rents increaser, wages rise thereby reducing 

profits. Less profits implies reduction in investment retarded technological progress diminishing 

wage fund and slowing population growth and capital accumulation. Acc to classist’s stationary 

state sets in. 

  Q.  Explain development theory of Joseph Alois Schumpeterian?  

1.  Ans. SCHUMPETER’S MODEL OF ECONOMIC DEVELOPMENT: Schumpeter assumes a 

perfectly competitive economy which is in stationary equilibrium. In such a stationary state, 

there is perfect competitive equilibrium. No profits, no interest rates, no savings, no 

investments and no involuntary unemployment. This equilibrium is characterized by the term 

“circular flow”, continues to repeat itself every year. In the circular flow, the same products 

are produced every year in same manner. According to him economic development “is 

spontaneous and discontinuous change in the channels of the circular flow, disturbance of 

equilibrium, which forever alters and displaces the equilibrium state previously existing” 

Development consists in the carrying out of new combinations for which possibilities exist in 

the stationary state. New combinations come about in the form of Innovations.  
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2. INNOVATIONS: An Innovation may consist of: 1.The introduction of a new product 2.The 

introduction of new method of production 3.The opening up of a new market 4.The conquest 

of a new source of raw materials 5.The carrying out of a new organization of any industry like 

the creation of monopoly. According to Schumpeter, it is the introduction of new product and 

the continual improvements in the existing ones that lead to development.  

3. ROLE OF INNOVATOR: Schumpeter assigns the role of an innovator not to the capitalist but 

to the entrepreneur. The entrepreneur is not a man of ordinary managerial ability, but one 

who introduces something entirely new. The entrepreneur is motivated by: a)The desire to 

find a private commercial kingdom b)The will to conquer an prove his superiority c)The joy of 

creating ,of getting things done ,or simply of exercising one’s energy and ingenuity. To 

perform his economic condition, the entrepreneur requires two things: first, the existence of 

technical knowledge in order to produce new; second, the power of disposal over the factors 

of production in the form of credit.  

4. ROLE OF PROFITS: An entrepreneur innovates to earn profits. Profits are conceived “as a 

surplus over costs: a difference between the total receipts and outlay –as a function of 

innovation According to Schumpeter, under competitive equilibrium the price of each product 

just equals its cost of production and there no profits. Profits arise due to dynamic changes 

resulting from an innovation. They continue to exist till the innovation becomes general.  

5. BREAKING THE CIRCULAR FLOW Schumpeter’s model starts with the breaking up of the 

circular flow with an innovation in the form of a new product by an entrepreneur for the 

purpose of earning profit. In order to break the circular flow, the innovating entrepreneurs 

are financed by bank-credit expansion. Investment in innovation is risky; they must pay 

interest on it. Once the new innovation becomes successful and profitable, other 

entrepreneurs follow it. Innovations in one field may induce other innovations in related 

fields. The emergence of motor car industry may in, in turn, stimulate a wave of new 

investments in the construction of highways, rubber tyre etc.  

6. CYCLICAL PROCESS Investment is assumed to be financed by creation of bank credit. It 

increases money incomes and prices and helps to create a cumulative expansion throughout 

the economy. With the increase in purchasing power of the customers, the demand for the 

products of the old industries increases to the supply. Price rise, profit increase and old 

industries expand by borrowing from the banks. it induces a secondary wave of credit 
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,inflation which is superimposed or the primary wave of innovation After a period the new 

products start appearing in the market displacing the old products and enforcing process of 

liquidation and readjustment. The demand for old product is decreased. Their price fall. Some 

are even forced to run into liquidation. As though innovators start repaying bank loans out of 

profits, the quantity of money is decreased and prices tend to fall. Profit decline. Uncertainty 

& the impulse for innovation is reduced. Depression entered. 

 

 

 

 

 According to Schumpeter the upswing and down swing. Waves are important for economic 

development and Economic activity. Up word swing is brought by an innovation in the form of 

new products, which leads to further innovations in the methods of production, business 

organization, new sources of supply of raw material and intermediate products and new 

markets. Once the upswing ends, the long wave down swing begins and the painful process of 

readjustment to the point of previous neighborhood of equilibrium starts. Ultimately the natural 

forces of recovery bring about a revival.  

Once again equilibrium is restored. Then some enterprising entrepreneurs begin with a new set 

of innovations, others follow and a new boom begins. Schumpeter describes this process of 

capitalist development as one of “creative destruction”. Where in the old Economic structures of 

society are continually created in their place. 

7. PROCESS AT THE END OF CAPITALISM: Three forces are discernible, that are the beginning 

of the creeping death of capitalism. They are; (1) The decadence of the entrepreneurial function 

(2) The disintegration of bourgeoisie family; and (3) The destruction of the institutional frame 

work of the capitalist society.. As a result of clashing of groups capitalism results crumbling and 

there is a gradual movements towards socialism. At the end capitalism would fade away.  
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8. CRITICISMS OF THEORY: 1. This theory is based on innovator whom Schumpeter regards an 

ideal person. Innovations were made by innovators. But now innovations form past of joint 

stock companies functions. Therefore, do not require an innovator.  

2.  Economic development is the result of cyclical process. As nurkes pointed out, Economic 

development is related to continuous changes. 

3 . Schumpeter’s contention that cyclical changes are due to innovations is also not correct.  

5. Schumpeter gives too much importance to bank credit in his theory. But in the long run when 

capital is more needed bank credit falls insufficient.                       

  

Q. Critically examine the Big Push Theory of economic development? 

The theory of the ‘Big Push’ is associated with the name of Professor Paul N. Rosenstein Rodan. 

The theory states that a ‘big push’ or a large comprehensive programme is needed in the form of 

a high minimum amount of investment to overcome the obstacles to development in an 

underdeveloped Economic and to launch it on the path to progress.   

      The theory states that proceeding ‘bit by bit’ will not launch the economy successfully on the 

development path, rather a high minimum amount of investment is a necessary condition for 

this. It necessitates the obtain of external economics that arise from the simultaneous 

establishment of technically interdependent industries. Thus indivisibilities and external 

economics flowing from a minimum quantum of investment are prerequisite for launching 

development successfully.  

 Rosenstein-Rodan distinguishes between three different kinds of indivisibilities and external 

economies. One, indivisibilities in the production function, especially the indivisibility of the 

supply of social overhead capital; two, indivisibility of demand; and three, indivisibility in the 

supply of savings. Let us analyze the role of these indivisibilities in bringing economic 

development. 

1. Indivisibilities in the Production Function : According to Rosenstein-Rodan, indivisibilities 

of inputs, outputs or processes lead to increasing returns. He regards social overhead capital 
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as the most important instance of indivisibility and hence of external economies on the supply 

side. The services of social-overhead capital comprising basic industries like power, transport, 

and communications are indirectly productive and have a long gestation period. They cannot 

be imported installations require a "sizeable initial lump" of investment. So excess capacity is 

likely to remain in them for some time. They also excess "an irreducible minimum industry 

mix of different public ties, so that an underdeveloped country will have to invest between K 

per cent of its total investment in these channels. 

"Thus, social overhead capital is characterized by four indivisibilities, of, it is irreversible in time 

and, therefore, must precede other directly productive investments. Second, it has a minimum 

durability, is making it very lumpy. Third, it has a long gestation period. Last, it is an irreducible 

minimum industry mix of different kinds of public utilities. These indivisibilities of supply of 

social overhead capital are all of the principal obstacles to development in underdeveloped 

countries. Therefore, a high initial investment in social overhead capital is necessary in order to 

pave the way for quick-yielding directly productive investments. 

Indivisibility of Demand: The indivisibility or complementarily of demand requires 

simultaneous setting up of interdependent industries in interdependent countries. This is 

because individual investment projects have high risks as low incomes limit the demand for 

their products. To illustrate, Rosenstein- Rodan takes first a closed economy where a hundred 

disguised unemployed workers are employed in a shoe factory whose wages constitute an 

additional income.  If these workers spend all their income on shoes they manufacture, the shoe 

market will have a regular demand and thus succeed. But the fact is that they would not like to 

spend all their additional income on shoes, human wants being diverse. Nor will the people 

outside the factory buy-additional shoes when they are poor. 

Thus, the new factory will be abandoned for want of an adequate market. To vary the example, 

suppose that ten thousand unemployed workers are engaged in one hundred factories (instead 

of hundred workers in one factory) that produce a variety of consumer goods and spend their 

wages on buying them. The new producers would be each others' customers and thus create 

market for their goods. The complementarily of demand reduces the risk of finding a market and 

increases the incentive to invest. 
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In other words, it is the indivisibility of demand which necessitates a high minimum quantum of 

investment in interdependent industries to enlarge the size of the market. 

Indivisibility in the Supply of Savings: A high income elasticity of saving is the third 

indivisibility in Rosenstein's theory. A high minimum size of investment requires a high volume 

of savings. This is not easy to achieve in underdeveloped countries because of low incomes. To 

overcome this, it is essential that when incomes increase due to an increase in investment, the 

marginal rate of saving should be very much higher than the average rate of saving. Given these 

three indivisibilities and the external economies to which they give rise, a "big push" or a 

minimum quantum of investment is required to overcome the obstacles to development in 

underdeveloped countries. 

"There may be finally a phenomenon of indivisibility in the vigour and drive required for a 

successful development policy," writes Rodan. But proceeding bit by bit in an isolated and small 

way does not lead to a sufficient impact on growth. A climate for development is only created 

when investment of a minimum speed or size is made within an underdeveloped economy 

 Q. Write down Criticism of Big push theory? 

1. Negligible Economics from investment export and input substitutes: - In the newly developing 

countries investment for export and for marginal import substitutes occupies a large chunk of 

total investment. Big Push losses its justification because external Economic are negligible in this 

type of investment.  

2 .Negligible Economics even from the cost-Reducing investments.  

3. Neglects investment in the Agricultural Sector. 

4. Administrative and institutional difficulties.   

  Q. Explain Rostows Stages of Growth? 

 Ans. Prof. W.W. Rostow, an eminent Economic historian has described the historical     process 

of transition from under development to development in terms of a series of five stages of 
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growth through all countries must pass to reach the ultimate destination of “ a developed 

country”. These five stages of growth are: 

i)      The traditional society. 

ii)    Pre – conditions for take-off. 

iii)   The take off period. 

iv)   The drive to maturity. 

v)    Stage of mass consumption.  

1. Traditional Society: Traditional society signifies a primitive society having no access to 

modern science and technology. In other words, it is a society based on primitive technology 

and primitive attitudes towards the physical world. Thus Rostow defines traditional society 

as “one whose structure is developed within the limited production function based on pre-

Newtonian science and technology and as pre-Newtonian attitudes towards the physical 

world. This type of society allocates a large proportion of its resources to agriculture and is 

characterized by a hierarchical society. People of these societies think that too much 

economic progress is possible for them and for their future generations.  

2. Pre-conditions for take – off: In this stage pre conditions for sustained growth are created. 

These conditions mainly compromise fundamental changes in the social, political and 

economical fields; e.g. (a). Change in society’s attitudes towards science, risk taking and profit 

earning.  (b). The adoptability of the labour force. (©). Political  

3. sovereignty. (Development). Development of centralized tax system and financial institutions.  

4. The construction of certain Economic and social infrastructure like railways, ports, power 

generation and educational institutions. The people start using modern science and 

technology for increasing productivity in both agriculture and industry.  

                Thus in the stage of pre-condition for takeoff Rostow views agriculture as performing 

three roles. First agriculture must produce sufficient food grains to meet the demand of 

growing population and workers get employment in agriculture. Second increase in 

agricultural incomes would lead to the demand for industrial products and stimulate 

industrial investment. Third expanding agriculture must provide much of the saving needed 

for the expansion of the industrial sector.   
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6. The take off stage: take off is defined as the internal during which the rate of investment 

increases in such a way that real output per capita rises and this initial increase carries with 

it radical changes in the techniques of production and the disposition of income flows which 

perpetuate the new scale of investment there by raising term in per capita output.    The term 

take off stage implies three things.  

1. The proportion of investment to national income must rise from 5% to 10%. 

2. The development of one or more substantial manufacturing sectors with a high rate of 

growth.  

3. Quick emergence of a political, social and institutional frame work which exploits the 

impulses to expansion in the modern sector and gives to growth an outgoing character.  

4 . Drive to maturity: Rostow defines it as the period when a society has effectively applied the 

range of modern technology to the bulk of its resources. It is a period of long sustained Economic 

growth extending well over four decades. New production techniques take the place of the old 

ones. New leading sectors are created. Rate of net investment is well high over 10% of national 

income and the economy is able to withstand unexpected shocks. The character of working force 

changes, it becomes skilled and urbanization taking place. The structure of country’s foreign 

trade undergoes a radical change. 

5. Stage of mass consumption: In this stage of development per capita income of a country 

rises to such high level that consumption basket of the people increases beyond food. Clothing 

and shelter to articles of comforts and luxuries on a mass scale. Further with progressive 

industrialization and urbanization of the economy values of people change in favor of more 

consumption of luxuries and high   styles of living. The new industries producing durable 

consumer goods become the new leading sectors of economic growth.  

Q. Explain Ragner Nurk’s theory of disguised unemployment?  

Ans. Ragner Nurk’s developed the thesis that disguised countries can be a source of capital 

formation. According to Nurk’s, the state of disguised unemployment in under developed 

countries constitutes “a disguised saving potential”. Underdeveloped countries suffer from 

disguised unemployment on a mass scale. With existing techniques a production in agriculture, 
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it is possible to remove from land a large proportion of the surplus labour force without 

reducing agricultural output. This surplus force can be put to work on capital projects, like 

irrigation, drainage, roads, railways, training schemes, education and health.  

Nurk’s has split up the problem of mobilizing the disguised unemployed as a saving potential in 

two parts. 

1. Low to feed the surplus population transferred to the various capital projects. 

2. How to produce tools to the new works to work with. ] 

Feeding the surplus population:  This problem can be solved to some extent by voluntary 

savings, by taxation and even by importing foreign capital, yet the magnitude of the problem 

requires that it should be ‘self financing’. At present the ‘unproductive’ surplus laboures are 

being supported by the productive labourers. The latter are doing ‘virtual’ saving since they are 

producing more than they consume. But this saving is running waste because it is being utilized 

in feeding the unproductive labourers whose contribution to output is zero or negligible. If the 

productive peasants working on land continue to feed their unproductive dependents working 

on capital projects, then their virtual saving would become effective saving. But this capital 

formation through the use of surplus labour is self financing only if the mobilization of the 

concealed saving potential is 100 % successful.  

Financing the tools:  the second problem relates to the problem of tools to be provided to near 

construction project works. Even though capital goods can be improved through domestic 

savings. There is not only underemployment of labour but also of capital. Simple tools and 

equipments can be produced domestically and also through the policy of imports. But only those 

tools which can be easily adapted to the available natural endowments in the country.  

 To sum up, Ham’s would move from village to the new construction works/sites. Thus 

a process of development is generated through the use of disguised unemployment. Thus Nurk’s 

rightly said there is concealed saving potential is underdeveloped nations that can be effectively 

utilized as means of capital formation.  

Q. Critically examine Marxian theory of Economic Development?  
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Ans. Marx made a bold and sharp departure from the classical tradition of Economic analysis. He 

utilized what was correct in classical theory and rejected totally what accordingly to him was in 

correct. His contribution to the theory of Economic development is in three respects, namely: 

1. In broad respect of providing an Economic interpretation of history. 

2. In the narrower respect of specifying the motivating forces of capitalistic development and. 

3. In the final respect of suggesting an alternative path of panned Economic development.  

 Materialistic Economic interpretation of history: Marx rejected the metaphysical 

psychological explanations of social evolution. Alternatively, he offered the materialistic 

interpretation of history. He vehemently emphasized that it was not the consciousness of men 

that determined there existence, but in the contrary their Economic environment determined 

there consciousness. He showed that all historical events are the result of a continuous 

Economic struggle Economic between the different classes and groups in society. The main 

cause of this struggle is the conflict between what Marx called ‘the mode of production’ the 

relations of production.  

The mode of production refers to a particular arrangement of production in a society that 

determines the entire social, political and religious way of living. 

The relations of production relate to the class structure of a society 'uniquely characterized' 

by the following components: (i) the organization of labour in a scheme of division and co-

operation, the skills of labour, and the status of labour in the social context with respect to 

degrees of freedom or servitude; (ii) the geographical environment and the knowledge of the use 

of resources and materials; and (iii) technical means and processes and state of science 

generally. 

Theory of Surplus Value: Surplus Value: Marx uses his theory of surplus value as the 

economic basis of the 'class struggle' under capitalism and it is on the basis of his theory of 

surplus value that he builds the superstructure of his analysis of economic development. Class 

struggle is simply the outcome of accumulation of surplus value in the hands of a few capitalists. 
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Capitalism, according to Marx, is divided into two great protagonists: the workers who sell their 

'labour-power' and the capitalists who own 'the means of production'. Labour power is like any 

other commodity. The laborer sells his labour for what it is worth in the labour market, viz., for 

its value. 

And its value, like the value of any other commodity, is the amount of labour that it takes to 

produce labour-power. In other words, the value of labour-power is the value of the means of 

subsistence necessary for maintenance of the laborer, which is determined by the number of 

hours necessary for its production. 

According to Marx, the value of the commodities necessary for the subsistence of the labour is 

never equal to the value of the produce of that labour. If a laborer works for a ten-hour day, but 

it takes him six hours' labour to produce goods to cover his subsistence, he will be paid wages 

equal to six hours' labour. 

The difference worth 4 hours' labour goes into the capitalists pocket in the form of net profits, 

rent and interest. Marx calls this unpaid work "surplus value". The extra labour that a laborer 

puts in and for which he receives nothing, Marx calls "surplus labour" 

Accumulation of Capital: According to Marx, it is surplus labour hat leads to capital 

accumulation. This supererogatory labour simply augments the capitalist's profits. The 

capitalists' main motive is to increase the surplus value which goes to swell his profits. He does 

it by introducing labour saving inventions. Thus there is a strong tendency for technological 

progress to make machine a competitor of the work man himself. Thus accumulation of capital 

in the form of machinery during development under capitalism results in the creation of surplus 

labour which Marx calls “industrial reserve army”.  

Capitalistic crises: When the capitalist is substituting the labour by machines he is killing the 

goose that led golden eggs there is a continuous fall in the surplus value. Marx pointed out that 

technological changes tend to increases the organic composition of capital resulting in a gradual 

fall in the rate of profits. In other words, as capital accumulates the rate of profits tend to fall. To 
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flight against this tendency the capitalists increase the degree exploitation by cutting wages 

lengthing the work day “speed ups’ etc.   

Conclusion:  According to Marx calculation the ultimate outcome is destruction of capitalism, 

advent of socialist order in which poverty will disappear, state will weather away and each 

individual will contribute to national income, Acc to his abilities and get acc his requirements.   


