
HISTORY OF DEVELOPMENT ECONOMICS THOUGHT 

Genesis:  Modern interest began after WWII w/ concern for S.E. Europe 

and then newly independent former colonies 

Definition:  Key components of economic development are: 

1. Economic growth (increasing per capita income) 

2. Evolution of the structure of the economy (sectoral composition, 
openness, etc.) 

3. Factors contributing to the sustainability of economic growth (human 
capital formation, healthcare, infrastructure, income distribution 

Some Points to be made about Development Economics 

•	 Can’t ignore dynamics in understanding dev. 

•	 Can’t ignore poverty and income distribution issues when studying the 
economics of underdeveloped countries 

•	 Development economics is a diffuse field. Specializations include: 

 Agricultural economics 

 Trade 

 Macroeconomics (debt, hyperinflation) 

 Environmental Economics (esp. sustainability) 

 Labor (especially migration) 



Low-Level Equilibrium Traps 

•	 Characterization of why some countries develop while others stagnate 
that centers on vicious circles. 

•	 Led to many of the early analyses/prescriptions for development: 
- The Big Push 
- Balanced Growth (Rosenstein-Rodan, Nurkse) 
- Unbalanced Growth (Hirschmann) 

•	 A “quasi-stable” equilibrium: given a disturbance, some variables 
return to the original level while others change. (In a low-level 
equilibrium, per capita income is one of the stable variables). 

Example 1: Vicious circle of poverty 
Assume that in an economy with low per capita income (a) population 
grows when per capita income rises above the subsistence level; and (b) 
population shrinks when per capita income falls below the subsistence 
level. 

⇒ (a) and (b) imply that any shock/disturbance that moves the economy 
away from subsistence-level per capita income is followed by a 
movement back toward subsistence. 

⇒ Result hinges on the initial assumption of low per capita income; (a) 
doesn’t hold at higher per capita incomes because mortality doesn’t fall 
forever and preferences for family size change at higher income levels. 

⇒ Carries with it the notion that some Big Push (“critical minimum 
effort”) can move the economy to a new, higher level equilibrium. 





All these examples hinge on the possibility of multiple equilibria 

 Third World development seen as the process of “escaping” the trap 

 Whirlpool effect of a low-level equilibrium may explain why some 
economies remain un(der)developed for some persistent amount of time 

 Multiple equilibria ⇔ organizing principle for describing/prescribing 
what it would take to move to a higher-level equilibrium or steady 
state. 

******************************************************************** 
Definition: Steady State = a dynamic equilibrium in which growth rates of 
variables of interest (e.g., income per capita) remain constant. 
******************************************************************** 

In particular, the last example (the shoe factory example) is a story about 
limitations of the extent of the market. This kind of thinking is what 
underlay the Big Push doctrine, and provided the analytical underpinnings 
of the Balanced Growth advocates. 

Aside:  The shoe factory example is a story of increasing returns that 
highlights the critical minimum effort needed to achieve a new/desired 
growth path for a developing country. 





***** HANDOUT 1 ***** 


The End of the Story 

•	 Traditional labor supply becomes “limited” ⇒ MPL > 0 

•	 When traditional sector’s MPL = WMOD, dual nature of the economy 
disappears 

The Schultz “Natural Experiment” – Influenza in India, 1918-1919 

•	 Rapid death, rapid passing of influenza pandemic  short run 
negative population shock 

•	 Ho: If surplus labor existed, then area sown before and after the 
pandemic should be about the same – A(1916/17) ≈ A(1919/20) 

•	 Findings:  (a) Rural population fell by 8.3% while area planted fell 
by 3.8%; (b) Provinces with highest death rate had largest declines in 
area planted.  

•	 Inference: No support for hypothesis that MPL = 0. 

•	 CAVEAT:  Flu hits (kills) households  all members die  without 
land redistribution (likely the case for the short time period covered) 
you would expect Area to fall in the short-run regardless of MPL. 











URBAN UNEMPLOYMENT


Two-sector models of the sort developed by Lewis maintain full 
employment in the modern sector. But in reality: 

•	 urban unemployment is widespread in LDC’s 

•	 attempts to directly increase employment often give rise to higher 
unemployment (Nairobi example) 

TODARO MODEL: SIMPLE FORM 

Todaro model is a short-run model (as opposed to Lewis, which is long-
run in spirit) 

Define: 

•	 LU, WU = modern sector (urban) employment, wage 

•	 LR, WR = traditional sector (rural) employment, wage 

•	 L = total labor in the economy 

Assume: 

1. 	 WU, WR, LU, and L are fixed. 

2. 	WU > WR and WU  is downwardly rigid due to: 

-- Labor turnover model (job search costly for employers) 

-- Political economy reasons (need to keep urban labor happy) 

-- Efficiency wage model (WM < WSUBSISTENCE ⇒ MPLM falls ) 






















