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1.0 Learning Outcomes
After studying this module, you shall be able to-

1.1

•

Know about the concept of dualism

•

Understand the social, technological and financial dualism

•

Learn about the Lewis model of Unlimited Supply of Labour

•

Know about the features of Fei-Ranis (FR) Model of Dual Economy

•

Learn the Nurkse’s model of dual economy

Introduction

The one way to analyze the reasons of underdevelopment in different countries can be
systematically analyzed by integrating the orthodox and social economic theory, as it exists in
western advanced countries. The other way to explain the underdevelopment is to apply the
distinctive theory of development which applicable to only underdeveloped countries basically
Asian and African countries. The “theory of dualism” is an explanation of underdevelopment
in Asian countries. A concept of “DUALISM” in economic development was originally coined
by Julius Herman Boeke in 1953 to explain the reasons of underdevelopment in the societies
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exist in mostly Asian and African countries. “Dualistic” theory of J.Boeke in 1953 has special
interest and importance because of years of his reflection as Eastern economists. While his
theory is based on study of Indonesian experience but it has huge application to other similar
societies like India where Dualistic society exist. According to him the most countries of Asian
and African continent are underdeveloped or less developed due to the existence of dual
society. Underdeveloped countries of today are characterized by a dualistic economic structure
a modern monetary economy existing side by side with a traditional primitive economy. In
recent decades economists have paid increasing attention to this “dualism” and vast literature
on a number of problems related to it has arisen. The questions that have been examined in
considerable length include questions relating to the nature, features, and implications of
dualism. The theory of social dualism as propounded by J.H.Boeke and the theory of
technological dualism as advocated by Benjamin Higgins. As a result of dual economy where
two different sectors exist simultaneously. Theories propounded by Lewis in1954 and John
C.H. Fei and Gustav Rani inn 1964also come under dualism but their dualism divided the
economy into two sectors. They separated the economy of an underdeveloped nation into two
sectors-the capitalist sector and the subsistence sector.

1.2 Social Dualism
In Boeke’s terminology, “eastern” and “dualistic “are synonymous terms. This is on account
of the fact that “eastern” lands possess all the characteristics of a dual society. They are
typically pre-capitalistic but at the same time have come into contact with “west”. However,
though the “west” has penetrated these lands it has been able to absorb them culturally and
socially. Both east and west represents a definite culture, a definite philosophy of life, but
culture and philosophies of life that have clashed without blending. Thus “eastern” economies
are the same as “dualistic” economies. The important features of dualistic economy are as
follows: Overriding importance of social needs which said that the relatively greater
importance of social needs as compared to western economies. As contrasted with western
society, human needs are very much limited in eastern societies. Because of limited human
needs, economic motivation to produce more either does not exist in the eastern society or is
very weak, which in turn leads to a low level of economic activity. In this society the supply
curve is sloping backward. The eastern society has family as the unit and individual selfsufficiency is the dominate idea. People are not easily induced to organize production or to
collective investment. The idea of income does not fit in an eastern society. Income is a thing
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that a man gets more or less regularly from outside as a result of acts of exchange usually in
the shape of money. In eastern society, the results of cultivating food crops grown for the
maintenance of the household cannot be termed “income” in the strict sense .Whereas
agriculture is the basis of life in an eastern society, industry is merely supplementary. He also
pointed out that there are five type of unemployment problem exist in underdeveloped countries
those are –seasonal unemployment, unemployment of casual workers, unemployment of
regular labourers, unemployment of urban white-collar workers, and unemployment among
Eurasians’. Due to above character Boeke argued that the under developed countries are should
be left by alone by developed countries as there is significant differences between the eastern
and western societies. Thus western economic theory is totally inapplicable to the eastern
societies. The social dualistic theory has been criticized by Professor Benjamin Higgins on
the following grounds:

(i)

Wants are not Limited: It has been observed that the desires of people in Indonesia
are limited because there the values of MFC and MPM are higher. Therefore, the
government of Indonesia has to enforce import restrictions. Moreover, whenever the
harvest is good the farmers become wealthy and the demand for expensive (luxurious)
goods rises.

(ii)

Casual Labor are not Unorganized: Boeke’s version that casual workers are
disorganized and inactive may be true in case of agricultural sector but they are
organized in tea, rubber, coffee and plantation etc.

(iii)

Eastern Labor is not Immobile: According to Boeke eastern labor is immobile. It is
not so because of attraction of recent and modern facilities of life in the urban areas.
Moreover the high income incentives force the labor to move from rural areas to urban
areas.

(iv)

Dualistic Theory is not particular to Underdeveloped Countries Only: According
to Boeke, the eastern society exists in only in underdeveloped economies, which is not
true. It does exist in Canada, Italy and even in the United States.

(v)

Applicability to Western Society: Professor Higgins observed that a majority of the
characteristics of eastern society, as given by Boeke, are present even in the western
societies. For example, during hyperinflation, speculation is preferred to investment.
This means that the people in the western countries also have a strong desire to keep
their capital safe and in liquid form. The western society also believes in conspicuous
consumption as discussed by Veblin and Snob effects. The backward bending supply
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curve of efforts has also been experienced by Australia during post war period and by
US in the decade of fifties.
(vi)

Not a Theory but a Description: It is challenged that the Boeke's dualistic theory is
a mere description of facts rather than being a theory. His findings are based upon
neoclassical theory which has the limited applicability in the western world.

(vii)

It does not provide any Solution to the Problem of Unemployment: Boeke's
dualism focuses more on socio-cultural aspects rather on economic. According to him
the government is not in a position to remove unemployment from the economy.
Moreover, he did not put forward any remark on the situation of under employment.
Therefore, his theory is full of shortcomings.

1.3 Technological Dualism
As a substitute to Boeke’s sociological theory of dualism, Benjamin Higgins in 1956 has put
forward the theory of technological dualism. The theory of Technological dualism implies the
use of separate production functions in the advanced sector and the traditional sector.
According to him traditional rural sector possesses agriculture and handicrafts or very small
industries. The technical coefficients of production in this sector are variable so that the
products can be produced with wide range of techniques and alternative combinations of labour
and capital and the factor endowment is such that labour and capital and the factor endowment
is such that labour is relatively abundant factor of production, so that techniques of production
are labour intensive. In contrast, the modern sector comprises of plantations, mines, or large
scale industry. The theory of dualism assumes a bifurcation of economic and social structures
of different sectors so that they can be differentiated in terms of organization, level of
development, and goal structure. Usually the concept of economic dualism distinguishes
between two sectors of economy. Economic and regional dualism is often the result of a social
dualism. Economic dualism, most broadly defined, refers to the coexistence of two or more
economic systems. In the 18th and early 19thcenturies, economic dualism existed in Western
Europe as a combination of institutions congruent with preindustrial and industrial society. The
“industrial” refers to the application of science and technology rather than tradition to the
productive process. It can be argued that a dualistic development is not a specific feature of
some individual country, due to the reason that it has been observed in many transition
economies experienced at different periods of time in the course of transformation. In this
sector, there is very limited degree of technical substitutability of factors so that production is
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characterized by fixed technical coefficient and the production process are relatively capital
intensive. Higgins claims his concept of technological dualism as more fruitful than the concept
of social dualism as annunciated by Boeke. This is because of its more realistic approach to the
problems of the underdeveloped countries. Placing the underdeveloped countries in their world
settings Higgins finds that the actual pattern of demand has been such as to bring increasing
conflict between the objectives of optimal output and full employment. While demand for
exports grew at a higher rate due to rapidly expanding industrial economy basically in Europe,
the demand for output of the rural sector grew only at the rate at which the total population
increased. But according to the critics, the empirical relevance of the theory of technological
dualism in doubt. Boeke’s theory of dualism is different from western dualism which states
that economic activity in western countries was based on all the powerful economic needs,
while the activity in the countries outside western world and colonial countries guided
fundamentally by “social needs”. Boeke characterizes a society in the economic sense by the
social sprit, the organizational forms and the technique dominating it. According to Boeke, it
is not necessary that a society be dominated exclusively be one social system. If one social
system does prevail, the society in question is a homogeneous society. When, on the contrary,
two social systems appear simultaneously, we have a dual society. Boeke has spelled out a dual
society as the one where one of the two prevailing social systems in fact always the most
advanced one, will import from abroad and gain from its existence in the new environment
without being able to oust or to assimilate the divergent social system that has grown up there,
with the result that neither of them becomes general and characteristic for that society as a
whole. The 2 sectors have little connection & interdependence and develop each according to
its own pattern. The contemporary sector can be considered an economic territory of industrial
countries, and its multiple-factor and growth effects will benefit the industrial countries but
have little effect on internal
market. Development in dualism concepts is the conquest of traditional sector by concentrating
on and expanding the modern sector. In time, it is assumed that the trickledown effects will
decrease and eliminate dualism. In this the major problem is that of capital formation because
the degree or amount of capital formation determines the scope and speed of expansion of the
modern sector. But the original model of Boeke emphasized one singe feature of dualism, either
behavioral or technological parameter difference between sectors, which produce the single
commodity or are characterized by identical demand and demographic parameters. The reason
behind the underdevelopment is not due to “economic dualism” rather “social dualism”.
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According to him the development guided due to social needs rather economic needs. The core
of his theory the reasons of underdevelopment in western capitalist societies are not applicable
to the Asian and African colonial societies where capitalism lives side by side with a peasant
economy which largely ruled by pre capitalistic relationships. According to Boeke’s view the
introduction of fracture of capitalism into pre capitalist peasant economy not only unbalanced
the equilibrium of the latter economic system, but also congested the gradual development of
capitalistic forms comparable to those in the evolution of the western economy. But later
scholars adopted and extended a multidimensional approach. Several authors stress the dualism
of specific factors which is different from original dualistic theory of Boekes. Among them
“Eckhaus” stress the dualism of specific factors, in his concept of dualism the technological
dualism not social dualism causes of under development, according to him technological
dualism distinguished between labour and capital intensive sectors in an economy. Another
scholar “Gannage” who explained dualism on regional basis, according to him regional dualism
as a lack of communications and exchange between regions, create distinctions and different.
“Lewis” s concept of economic dualism is rooted in the classical approach of Smith and
Ricardo, according to him there is exist a rural subsistence agricultural sector which is a
virtually “unlimited supply of labour” that keeps wages low and profit high and advanced
industrial sector. The rapid accumulation of capital in industrial sector depends on saving also
draw cheap labour from backward rural sector. According to another advocate of dualism
“RanisFei” who extended the Lewis model with micro-foundations and reformulated it in a
neoclassical fashion by considering the case where unlimited supply of labour is over and the
agricultural sector is fully “commercialized”. Commercialization of the traditional sector
results in the elimination of dualism. Professor Higgins has attempted to present how disguised
unemployment gradually rises in the rural sector of dualistic society. But the theory has
following defects:
(i) Assumption of Fixed Technical Coefficient: Higgins wrongly assumes fixed technical
coefficient in the industrial sector without any empirical verification.
(ii) Factor Prices do not entirely depend Upon Factor Endowment: This theory indicates
how the factor endowment and different production functions result in disguised
unemployment. So disguised unemployment is connected with the factor prices. But it has been
found out that the factor endowments do not entirely determine the factor prices.
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(iii) Ignoring the Institutional Factors: There are many institutional and psychological
factors which have been ignored by Higgins in connection with their effect on factor
proportion.
(iv) Ignoring the Use of Labor Absorbing Techniques: According to Higgins that industrial
sector employs highly capital intensive techniques which are imported. But practically we find
that all imported techniques are not labor saving. For example, Japan's agricultural
development is not due to capital intensive techniques.
(v) Size and Nature of Disguised Unemployment is not Assessed: Higgins does not clarify the

nature of disguised unemployment in the rural sector and excess labor supply in the industrial
sector. Moreover, he does not tell about the extent of disguised unemployed due to
technological dualism.

But economists like Higgins who propose technological dualism argument differ from Boeke,
according to him “dualism is the situation in which development is not due to the reason of
lack of effective demand but due to the constraint of natural resource and technology and
according to him dualism cannot elapse only diminishing due to the reason that “some degree
of dualism exists in virtually every economy. In the advanced economies like USA and Canada,
have areas in which techniques lag behind those of the most advanced sectors, and in which
standards of economic and social welfare are correspondingly low. This notion emphasizes the
simultaneous presence of both well performing and poorly-performing sectors in an economy,
reflecting different stages of their development as the economy evolves. Now the structure and
dimension of dualism changes, the changes from social dualism to structural dualism that is
private and public sector exist simultaneously exist in most of the countries and adding to that
dynamic sector with stagnant sector also exist.

1.4 Lewis Model of Unlimited Supply of Labour
The concept of “dual economy” namely of an economy where a modern manufacturing sector
and backward mainly agricultural sector co-exist simultaneously. The modern sector is
typically an envelope of any “modern industrial” economy which surrounded by a much larger
outdated “traditional sector” where mode of production are primitive and orthodox. Dualism is
not confined to the production alone, but often reflects differences in “social system, racial and
ethnic backgrounds, demographic behavior, consumer expenditure and consumer savings
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behavior, and role of domestic and foreign sectors in economic development. A typical dual economy
consists of two sectors:

• A small urban –industrial sector of capital intensive which use the modern mode of
production with a high division of labour.
• A big rural-agricultural sector which is traditional subsistence sector consists of small-scale
agriculture, handicraft and petty trade which have a high degree of labour intensity with low
capital intensity and little division of labour.

The major advocates of other dualistic model are Lewis and Ranis –Fei. The Lewis model of
economic growth also analyses the process of economic expansion in adual economy as the
models of Boeke and Higgins considered. Lewis put forward his views systematically in his
article “Economic Development with unlimited Supplies of Labour”. Lewis divides the
economy of an underdeveloped country into two sectors-the capitalist sector and subsistence
sector. The capitalist sector does not include only manufacturing but also plantations and mines
where labour is hired for profit. As Lewis defines it, the capitalist sector may either private or
public. The subsistence sector is by difference all that part of the economy which is not using
reproducible capital. A fundamental relationship that exists between the two sectors is that
when the capitalist sector grows, it draws labor from the subsistence sector. As a consequence
of it, output per head of laborers who switch from the subsistence sector to capitalist sector
increases. The wages that the growing capitalist sector has to pay to the unskilled labour is
determined by what labour earns in the subsistence sector. Wages offered by the capitalist
sector will have to be somewhat higher than subsistence earnings in order to compensate labour
for the cost of transfer and to induce labour to leave the traditional way of life of the subsistence
sector. According to Lewis transfer of labour from the subsistence sector to the capitalist sector
will increase total product and share of capitalist’s surplus or profits in the capitalists sector.
This will lead to a rise in the level of savings because the capitalists have a higher propensity
to save hence reinvestment of profits increases. This pushes up the total product of the economy
and more labour from the subsistence sector is attracted to produce this product. Thus on the
one hand ,the level of production in the economy increases and on the other more and more
people formerly engaged in the subsistence sector get employed in the capitalist sector. This
continues as long as there is surplus labour in the subsistence sector. Lewis model is based on
the assumption that there exists proportionality in the labor transfer and employment creation
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in contemporary sector and rate of accumulation of capital in the modern sector. The quicker
the rate of capital accumulation, the higher the growth rates of the modern sector and faster the
rate of new job creation.
But if the capitalists reinvest their proceeds in the labor-saving capital equipment rather
growing the labor employment (what has been assumed in Lewis model) the jobs will not be
created and hence the contemporary sector will not expand. Lewis did not throw any light on
the seasonal demand of labor in the traditional agricultural sector. According to Mehra, the
demand for labor varies considerably and it reaches its peak during the sowing and harvesting
season. Thus during some months of the year the MPL may be above-zero. In such situation,
the positive opportunity costs will involve in transferring the labor from agri. sector. As a result,
the labor transfer will reduce agricultural output. Lewis model also underestimates the
complete impact on the poor economy which faces rapidly growing population, i.e., its effects
on agricultural surplus, the share of profit of the capitalist, wage rates and overall employment
opportunities. Similarly, Lewis model also assumed that the growth rate in manufacturing
sector would be identical to that in agricultural sector. But, if industrial development makes
more intensive use of capital than labor in the production, then the movement of labor from
agricultural sector to the industry sector will simply create more unemployment.
Although Lewis two-sector development model is simple and more or less it is in conformity
with the historical growth in the West, but it has following shortcomings and most of its
assumptions do not fit in the institutional and economic realities of underdeveloped countries.

1.5 Fei-Ranis (FR) Model of Dual Economy
Another model of dualism that we propose to consider is the model developed by John C.H.
Fei and Gustav Ranis. They also consider a labour surplus economy and define two sectors –
a large primitive agricultural sector co existing with a small but hopefully growing industrial
sector. In their dualistic economy model, the agricultural sector is called upon to perform a
series of vital functions including the provision of manpower, food and raw materials as well
as the savings required to fuel the expansion of the industrial sector. Similarly, the industrial
sector must expand in such a way as to absorb the maximum number of agricultural workers
with minimum allocation of the economy’s scarce savings fund. In this model agriculturists
must somehow be induced to seek industrial employment, and industrialists somehow be
induced to employ more workers through increases in the stock of capital goods and the
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adoption of labour using technology. The FR model is considered to be an improvement over
Lewis. This model presents a balanced growth of both the sectors of the economy, the most
notable thing for the growth of UDCs.

Despite this fact, this model is not also free from criticisms. The major drawbacks of the theory
are The FR model is of the view that MFL = 0 in the first phase of growth, and the transfer of
labor from agri. would not reduce output in the agri. sector in phase I. But the economists like
Berry and Soligo are of the view that agri. output in phase I of FR model will not remain
constant and may fell under different systems of land tenure, i.e., the peasant proprietorship
and share cropping etc. The FR model concentrated upon land and labor as the determinants of
output, ignoring the role of capital. But Profs. Brown, Byres, Frankel, Griffen, Ghatak and
Ingersent are of the view that in the UDCs there has occurred what is known as 'Green
Revolution' in agri. which has promoted the greater use of capital and technology on lands.
Consequently, there has been a greater increase in the agri. productivity and agri. incomes. FR
model ignored the role of foreign trade as it assumed a closed economy model. In the 2nd phase
when agri. product decreases the TOT goes against industrial sector. This would occur in the
presence of closed economy. But if the model is made open such would not happen as the
goods could be imported in the presence of then-scarcity. This was especially observed in case
of Japan which imported cheap farm products to improve her TOT i.e. terms of trade.

1.6 Nurkse's Model of Dualism
Another view of dualism was Nurkse’s theory which states that disguised unemployment or
surplus manpower exists on a large scale in underdeveloped countries can be converted into
real source of wealth. Nurkse believes that disguised unemployment can be used for capital
formation which is badly needed in underdeveloped countries. He argued that if disguisedly
unemployed are taken away from the subsistence sector and put to work on projects like
irrigation, drainage and housing etc they can add to the capital formation. The whole process
of mobilizing surplus manpower as a saving potential has been split into the surplus manpower
transferred from agricultural to other productive projects and how to provide tools and
equipment to the new workers to work on the projects. The disguised unemployment can be
used as a source of capital formation when the process of converting the unproductive labour
into productive labour is financed from within the economy and people are prevented from
raising their consumption.
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C.N.Vakil and P.R.Brahmananda have further elaborated Nurkse’s theorem of
disguised unemployment as a saving potential. According to them the transfer of surplus
manpower from agricultural sector to capital sector be a “self-financing “process which can be
eliminated through the forced saving.

1.7 Financial Dualism
Professor Hla Myint has developed the theory of financial dualism. Such dualism rises
because of division of money markets in unorganized and organized money markets in LDCs.
The rate of interest in unorganized market is higher than the rate of interest in organized money
market which is concerned with modern sector. The unorganized money market consists of
village money lenders, landlords, and arties. They charge the high interest because of the
following reasons.
(i) The lenders have monopoly and position of the borrowers is very weak.
(ii) There is a shortage of savings in the traditional sector because most of the savings are made
in terms of land or gold.
(iii) Due to natural calamities etc. the risk attached with such lending are very high.
Professor Myint says that there was an old financial dualism which used to exist in the open
economy of colonial period and the financial dualism which now exists.
Under colonial system there was perfect convertibility at fixed exchange rate. Consequently,
there was no scarcity of foreign exchange and there were no BOP problems. But now days the
LDC's have to face internal as well as external balance. Thusthe poor traders and small peasants
not only have to face high interest rates, but also the scarcity of foreign exchange. Then they
are not in a position to get advanced machinery etc. Under colonial system, organized money
market of LDCs is consisted of the branches of western commercial banks which were related
with global financial market. In colonial system the modern sector consisting of mines,
plantation and foreign trade borrowed at low interest rates both from western banks and the
world capital markets. But the present LDCs have attained monetary independence by
establishing their own central banks. They have introduced the exchange control. As a result,
the organized money market of the LDCs has been separated from the world capital market.
Hence, their central banks are following the cheap monetary policy even when they are having
shortage of funds. They are maintaining over-valued exchange rate on the ground that
devaluation will create inflation. On the other hand there is chronic excess demand for foreign
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exchange in these poor countries. To meet this situation, these countries depend upon exchange
controls, direct controls, monetary and fiscal policies. This has led to enhance the economic
dualism between the traditional sector and modern industrial sector. The cheap monetary policy
by maintaining artificial low interest rates has become helpful for the large industrial sector.
The low interest rates have discouraged the flow of funds from abroad and savings from within
the country. But it has created an excess demand for loans. Thus the major part of domestic
savings are flowing towards industrial sector. This has reduced the capital to traditional and
agriculture sector which have to get at higher interest rate. The foreign exchange control to
correct deficit in BOP has also benefited the modern industrial sector against the traditional
sector. It is because that the major share of available foreign exchange is allocated to the
industrial sector to import capital intensive goods. On the other hand, the agricultural and small
scale sector fail to get foreign exchange and import permits because of red-tapism and
corruption in the LDCs. The most of the UDC's have established agricultural banks and
cooperative societies. But these institutions have been found providing loans to the influential
people and to the model villages. All this has led to misallocation of resources between the
modern and traditional sector. So money markets in the LDCs remain backward. Domestic
inflation along with over-valued exchange rate has encouraged flight of capital. The countries
where this is checked, the capital moved in the purchase of gold, jewellery, real estates and
other speculative activities. This is because of low rate of interest against investment. Hence
the money market remains ineffective. Govt. controls over the scarce supply of capital have
also retarded the growth of financial intermediaries in the LDCs. These controls favor the large
manufacturing units and the banks. They discriminate against the small borrowers and the
money lenders who provide credit to the small borrowers. In the LDCs govts. believe that
capital funds invested in durable capital goods are productive while those invested in financing
agriculture and trading activities are unproductive.

Professor Myint suggests two types of policies to reduce financial dualism in LDCs:
(i)

The official interest rate in the organized capital market be increased. This will
attract the savings both from the country and out of the country. It will also create
equilibrium between the demand for loan able funds and supply of loan able funds.
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(ii)

There should be free access on equal terms to capital funds by modern and
traditional sector. This will reduce misallocation of resources between the two
sectors.

Different versions of dual economy theories have been subjected to wide-ranging
criticisms; discussing them is well beyond the scope. Therefore, the major elements of those
criticisms are simply listed here: (a) Dual economy models do not assume economic
rationality with regard to agricultural employment levels but do assume rationality of
decision-making with reference to agricultural landlords investing surplus in the industrial
sector; (b) A two-sector model is too limited for analyses of the many problems related to
development such as modernization, growth, and structural change; (c) The models present
the dualistic conditions of developing economies as static with reference to degrees of
interdependence, factor immobility, and asymmetry which are fixed at the time the model
was designed and do not change in the course of development; (d) Both models assume
that industrial as well as agricultural labor markets clear instantaneously and, therefore, all
unemployment is voluntary; and (e) It is argued, at least by the neo-classicists, that food
surpluses are produced and available for investment in industry because of an assumption
that the elasticity for food is zero.

1.8 Summary

•

Dualism theories assume a split of economic and social structures of different sectors
so that they differ in organization, level of development and goal structures

•

A dual economy is the existence of the two separate economic sectors with in one
country divided by different levels of development i.e technology and different patterns
of demand.

•

Dual economies are common in less developed countries, where one sector is geared to
local needs and another to the global export market.

•

Dual economies may exist within the same sector for example modern plantation or
other commercial agricultural entity operating in the midst of traditional cropping
system.
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2.0 Learning Outcomes
After studying this module, you shall be able to-

2.1

•

Understand the meaning, causes of Dualism, and types dualism such as technological
and social dualism.

•

The process of cumulative causation.

•

Myrdal’s views on cumulative causation.

Introduction

The concept of dualism in economic development was originally projected by Julius Herman
Boeke (1953) to study the Indonesian economy and society. A typical dual economy consists
of two sectors: a (small) urban-industrial and a (big) rural-agricultural sector. The
manufacturing sector is characterised by the features of any modern industrial economy, while
a much bigger agricultural sector surrounding the advanced one is in a primitive mode of
production. Consequently, labour market is divided into two parts: manufacturing sector is
comprised of relatively well-paid and skilled urban workers and the agriculture sector is full of
disappointingly paid and low-productive rural worker.

2.2 Dualism
The term dualism describes a condition in which developing countries may find themselves in
the early stage of development, the extent of which may have implication for the future patterns
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and pace of development. There are a number of possible definitions of dualism, but in the
main it refers to economic and social divisions in an economy, such as differences in the level
of technology between sectors or regions, differences in the degree of geographic development
and the differences in social customs and attitude between an indigenous and an imported social
system. A dual economy is characterized by a differences in social customs between the
subsistence and exchange sectors of the economy, by a gap between the levels of technology
in the rural subsistence sector and the industrial monetized sector, and possibly by a gap in the
level of per capita income between regions of a country if the money economy and industrial
development are geographically concentrated. It is not unusual for geographic, social,
technological and economic dualism to occur simultaneously, with each type of dualism
tending to reinforce the other. Also, the more progressive sectors typically have favourable
access to scarce factors of production, which is a major cause of the persistence of dualism.
Development economics has accumulated some familiarity with the concept of ‘dual economy’
(Lewis, 1954; Fei and Ranis, 1961; Hayami and Ruttan, 1971), namely of an economy where
a (small) manufacturing sector and a backward (mainly agricultural) sector coexist. The
modern sector is typically an enclave operating ‘more or less like any modern industrial
economy’ (Basu, 1997, p. 151), surrounded by a much larger outdated sector, where the modes
of production are more primitive. In this context, development has been associated with the
expansion of the modern sector and the shrinkage of the traditional (agricultural) sector.
However, dualism is not confined to the production alone, but often reflects differences in
‘social systems, racial or ethnic backgrounds, demographic behaviour, consumer expenditure
and consumer savings behaviour, and the domestic and foreign sectors’ (Kelley et al., 1972. p.
8)

First, we will consider here social and technological dualism and later a geographical dualism
with the Myrdal’s theory of cumulative causation.

As far as social dualism is concerned, the obstacles appear to be similar to those presented by
a traditional society with no modern exchange sector at all. Our task is to provide incentives in
the subsistence sector and drawing the subsistence sector into the money economy. The fact
that the indigenous subsistence sector may be reluctant to alter a traditional way of life and
respond to incentives is not peculiar to a dual economy. Consequently, tends to be associated
with the social dualism. Technological dualism is another cause of under-development. The
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developing countries are characterized by the technological dualism i.e. co-existence of
technically advance industries with the traditional and obsolete approach of agriculture and
backward secondary sectors.

Technical dualism is the result of foreign enclave, a proportion of the profits generated in the
industrial sector will be remitted to the home country, reducing the level of saving and
investment below what it might have been. In rural or non-monetized sector of the economy
production processes are characterized by traditional labour intensive technique and variable
technical coefficients of production, while production process in the industrial, technologically
advanced sector are capital intensive and possess relatively fixed coefficients, it is possible that
the technology of the industrial sector may Impede progress in agriculture sector upon which
the development of the total economy in part depends. First, relatively fixed technical
coefficient (i.e. a low elasticity of substitution between factors) means that labour can be
absorbed from agriculture into industry only as fast as the growth of capital, and second, capital
intensity itself will restrict employment opportunities in the industrial sector in the industrial
sector, contributing to urban employment and perpetuating underdevelopment in the rural
sector. Hence productivity growth in the agriculture sector, which is recognized as being
necessary to establish a secure basis for take -off into sustained growth, may be slowed down.
It is true that if technology of the modern sector embodies fixed technological coefficients, it
may be difficult for an economy to use the socially optimum combinations of factors, but this
short run disadvantage must be weighed against the favorable repercussions on productivity
stemming from advanced technology if capital accumulation and technological progress and
development of industrial sector – in addition to agriculture development – are essential
prerequisites for raising the level of per capita income, it is difficult to see how technological
dualism can be avoided, at least in the early stages of development.

2.3 The Process of Cumulative Causation
The hypothesis of cumulative causation as an explanation of the backwardness of the
developing nations is associated with Gunnar Myrdal. Basically, it is a hypothesis of
geographic dualism, applicable to nations and regions with nations, which can be advanced to
account for the persistence of spatial differences in a wide variety of development indices,
including per capita income, rates of growth of industrialisation and trade, employment growth
rates and levels of unemployment and prosperity. As such, the process of cumulative causation
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is a direct challenge to static equilibrium theory, which predicts that the working of economic
forces will cause spatial differences to narrow.
Myrdal explains that in the context of development both economic and social forces produce
tendencies toward disequilibrium, and that the assumption in economic theory that
disequilibrium situation tend towards equilibrium is false. If this were not so, how could the
tendency for international differences in living standards to widen be explained? Thus Myrdal
replaces the assumption of stable equilibrium with what he cause the hypothesis of circular and
cumulative causation, arguing that the use of this hypothesis can go a long way towards
explaining why international differences in the level of development, and interregional
differences in development within nations, may persist and even widen over time.
He first considers the hypothesis in the context of a geographically dual economy, describing
how, through the media of labour migration, capital movements and trade, the existence of
dualism not only retards the development of backward regions but can also slow up the
development of the whole economy. To describe the process of circular and cumulative
causation, let us start off with a country in which all regions have attained the same stage of
development, as measured by the same level of per capita income, or by similar levels of
productivity and wages in the same occupations. Then assume that an exogenous shock
produces a disequilibrium situation with development proceeding more rapidly in one region
than another. The proposition is that economic and social forces will tend to strengthen the
disequilibrium situation by leading to cumulative expansion in the favoured region at the
expense of other regions which then become comparatively worse off, retarding their future
development.

This contrasts with neoclassical equilibrium theory, which assume that through the process of
factor mobility, wage rate and the rate of profit where labour is scarce and capital is abundant,
labour will flow in and capital will flow out, thus reducing wages and raising the rate of profit
while in less prosperous areas where labour is abundant, labour will flow out and capital will
flow in, raising wages and reducing the rate of profit.
In contrast, what Myrdal has in mind is a type of multiplier-accelerator mechanism producing
increasing returns in favoured region. Instead of leading the equality, the forces of supply and
demand interact with each other to produce cumulative movement away from equilibrium.
Since the wage level is the basic determinant of per capita income, let us take an example of
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wages and wage differences to explain the kind of process that Myrdal has in mind. Let us
assume that there are two regions A and B, and assume that wages are determined by supply
and demand as in the given figure.

Figure-1
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Wages are equal in two regions i.e. Wa = Wb. Then assume that stimulus of some sort causes
the demand for labour, and therefore wages, to rise in region A relative to region B; that is, the
demand curve for labour in region A shifts to D1D1, causing wages to rise to W1 . Since labour
tends to respond to differences in economic opportunities of this type, the wage discrepancy
may be assumed to induce labour migration from region B to region A. Equilibrium theory
then predicts that there will be a tendency of wage levels to be equalized once more through a
reduction in labour supply in region B from SS to S1S1 and an increase in labour supply in
region A from SS to S1S1, giving a wage in region A of W2, equal to a wage in B of W1.
According to the hypothesis of cumulative causation, however, changes in supply may be
expected to react on demand in such a way as to counteract the tendency towards equilibrium.
Migration from region B denudes the area of human capital and entrepreneurs, and depresses
the demand for goods and services and factors of production, while movements into region A,
on the other hand, will tend to stimulate enterprise and the demand for products, adding to the
demand for factors of production. In short, migration from region B will cause the demand
curve for labour to shift to the left, D1D1, and migration into region A will cause the demand
curve for labour to shift further to the right, say to D2D2, causing the initial wage discrepancy
at least to persist, if not widen (if the shifts in demand are greater than those assumed). Thus,
once development differences appear, there is set in motion a chain of cumulative expansion
in the favoured region, and this has what Myrdal calls a “backwash effect” on other regions,
causing development differences in general to persist or even diverge.

Capital movements and trade also play a part in the process of cumulative causation. In a free
market, capital like labour, will tend to move to where the prospective return is highest, and
this will be to the region where demand is buoyant. Capital, labour and entrepreneurship will
tend to migrate together. The benefits of trade will also accrue to the host region. Regions
within a nation using a common currency cannot have balance-ofpayments difficulties in the
normal sense, but the maintenance of employment depends on the ability to export, otherwise
unemployment will appear. If production is subject to increasing returns, the region
experiencing the rapid growth of factor supplies will be able to increase its competitive
advantage over the relatively lagging regions containing smaller-scale industries, and increase
its real income accordingly. In this same way, the general freeing and widening of international
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markets and the expansion of world trade will tend to favour the more rapidly growing regions
within nation-states.
The impact of immigration into the expanding region is also likely to induce improvements in
transport and communications, education and health facilities, and so on, improving efficiency
and productivity and widening still further the competitive advantage of the growing region
over the lagging regions experiencing emigration of the factors of production.

Such is the potential strength of the backwash effects of the process of circular and cumulative
causation that Hirschman has suggested that the lagging regions may possibly be better off if
they became sovereign political states. If a lagging area was an independent ‘country’, the
mobility of factors of production could be more easily controlled, completion between the
leading and lagging regions could be lessened, each region could more easily concentrate on
producing goods in which it possessed a comparative cost advantage, separate exchange rates
could be fixed for the two regions, and resort could be more easily made to protection.
Despite these potential advantages of nationhood for a backward region, however, Hirschman
argues against sovereignty because he believes that the forces making for the interregional
transmission of growth are likely to be more powerful than those making for international
transmission. This presupposes, however, that the forces making for the interregional
transmission of growth in sovereign states are lost, and begs the question of whether differential
advantages of being a region within a nation, as distinct from a separate nation; offset the
backwash effects that still remain.
Hirschman recognizes the continued existence of backwash effects and argues that, to offset
them, a nation that is concerned with developing its backward regions should provide certain
equivalents of sovereignty, such as a separate tax system and the right to protect certain
activities. Policies must be designed to reduce what he calls the polarization effects of
interregional differences in development and to strengthen the trickle down effects. The trickle
down effects are the favourable repercussions on backward regions emanating from expanding
regions, which Myrdal calls spread effects. These trickle down or spread effects consist mainly
of an increased demand for the backward areas products and the diffusion of technology and
knowledge. In Myrdal’s view, the spread effects are weaker than the backwash effects, and if
interregional differences are to be narrowed, nations must rely on state intervention through
regional policies. The alternative is to wait for a natural end to process of cumulative causation,
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which may be a long time coming. But the time must eventually come when increasing costs
in the expanding region will halt expansion. The higher cost of living and the external
diseconomies produced by congestion, will ultimately out way the benefits of greater efficiency
and higher money returns to the factors of production. The process of migration will then be
halted, and possibly reversed. In some developed countries, this stage is now beginning to be
reached. The question for governments with certain growth and welfare objectives is whether
they can afford to let the process take its natural course, and to tolerate the inequalities that
may arise before the process ends. In practice, governments in many advanced countries have
taken active steps for many years to redress region imbalances and this is one reason why
regional disparities tend to be less in advanced countries than in developing countries. In the
developing countries, however, Myrdal is of the view that, far from lessening regional
inequalities, the state has been positive force in their persistence: ‘In many of the poorer
countries the natural drift towards inequalities has been supported and magnified by builtin
feudal and other inegalitarian institutions and power structures which aid the rich in exploiting
the poor’ (Myrdal, 1963, p.40)

2.4 Regional Inequalities
The international cross-section evidence on regional inequalities, and time-series evidence for
individual countries, suggests that the degree of inequality follows an inverted ‘U’ shape; that
is, regional inequalities first rise with the level of development and then decrease. This pattern
is not hard to explain. Very poor countries are uniformly poor. Regional differences then first
emerge as a result of some favourable shock to one region or set of regions; for example an
export enclave or the development of industrial activities. Once a difference has emerged, it
will tend to be widened by the processes already described. Migration from poor to richer
regions will tend to be selective in early stage of development because only those with skills
and education will be able to afford to migrate. Capital will tend to locate in the more dynamic
regions. Spread effects emanating from prosperous regions will be weak owing to a general
lack of political and economic integration.
The factors that accentuate differences in the early stages of development, however, will tend
to weaken with some time as country gets richer. Migration will become less selective; the
spread effect will become more powerful; industrialization will tend to spread and size of the
agriculture sector shrink; external diseconomies of expansion and congestion in expanding
regions will increase, curbing capital and labour migration from poor to rich regions; and the
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governments may also attempt to rectify imbalances through the implementation of regional
policies.

2.5 Summary
•

Dualism, whether it is social or technological, creates a wide rift between developed
region and backward territory.

•

Developing countries are the best example of circular causation. Because of
globalization some regions and sectors has observed much higher growth and
prosperity while backward regions are completely neglected.

•

World class facilities, civic amenities, better quality of education and health are the
peculiar qualities of urban areas while rural areas are lacking all these. Migration
aggravated this situation further and dualism has become essential features of
developing countries, particularly in the initial phase of development.

•

Myrdal’s theory aptly explains features and cause of dualism in developing countries.

2.6 Text Book
Todaro, Michael P and Stephen C Smith (2006): Economic Development, 8th Edition, Pearson

2.7 Reference Book
Thirlwall, A P (2011): Economics of Development, 9th Edition, Palgrave Macmillan
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UNIT-3

INEQUALITY

Structure:

3.0

3.0

Learning Outcomes

3.1

Introduction

3.2

Concept of Inequality

3.3

Inequality in India

3.4

Inequalities in Land Holdings and Property.

3.5.

Gender Inequality

3.6.

Summary

3.7

References

3.8

Text Book

Learning Outcomes

After studying this module, you shall be able to-

3.1

•

The basic concept of Inequality

•

The kind of inequalities that exist other than just income inequality

•

The current scenario of inequality in India

Introduction

Inequality can be defined as different people having different degrees of something, often
considered in terms of income or consumption but can be equally applied to other dimensions
of living standards showing a perpetual pattern of variation, such as the education level or the
malnutrition degree.
Three concepts of world inequality which need to be sharply differentiated, as it often leads to
ambiguity.
The first concept is un-weighted international inequality. This concept takes country as the unit
of observation, uses its income (or GDP) per capita, disregards its population, and thus
compares all countries in the world as to be of equal size.
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The second type of inequality is population weighted international inequality, where it is still
assumed that everyone in a country receives the same income, but the number of representative
individuals in each of the country represents the size of the population.
The third concept, calculates inequality across all individuals in the world. The author contends
that it is the true world income distribution as it treats, in principle, everybody the same.
The other definition of welfare, which is many a times considered in analysis, is that of
‘relative’ poverty, defined as having less in a specific dimension relative to other society
members. This concept is based on the idea that the way individuals or households perceive
their position in society is an important facet of their welfare.
In last sections, relative poverty line has been used which catch dimension of welfare to a
definite extent by categorizing as ‘poor’ those who have less than some societal norm The
overall level of inequality in a country, region or population group – and more generally the
distribution of consumption, income or other attributes – is also in itself an prominent welfare
dimension in that group. Inequality measures can be calculated for any distribution—not just
for consumption, income or other monetary variables, but also for land and other continuous
and cardinal variables.

3.2

Concept of Inequality

Lorenze curve of income distribution, Gini-coefficient of inequality:
This is the most commonly used measure of inequality. The coefficient lies between 0 and 1
representing complete equality and complete inequality respectively (one person has all the
income or consumption, all others have none). Graphically, the area between the Lorenz curve
and the easily line can simply reflect the Gini coefficient.
The Lorenz curve shows the cumulative income share on the vertical axis and the population
distribution on the horizontal axis. In this example, 40 percent of the population obtains around
20 percent of total income. The income distribution curve will be a straight line in the graph, if
every person had the same income or there is total equality – the line of total equality.
To calculate Gini coefficient, the area A is to be divided by the sum of areas A and B. The
Lorenz curve and the line of total equality would merge and the Gini coefficient would be zero
if there is equal distribution of income totally. If a individual has all the income, the Lorenz
curve would pass through the points (0,0), (100,0) and (100,100), and the surfaces A and B
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would be similar, leading to a value of one for the Gini-coefficient. It is sometimes argued that
one of the disadvantages of the Gini coefficient is that it is not additive across groups that is
the total Gini of a society is not equal to the sum of the Ginis for its sub-groups. The Gini
Coefficient of India is 33.9.
Theil-index:
While less common than the Gini coefficient, the Theil-index of inequality has a positive point
of being additive across different subgroups or regions in the country. The Theil index,
however, does not have a straight ahead depiction and fall short of pleading interpretation of
the Gini coefficient. The Theil index is a member of larger family of measures which are known
as the General Entropy class.
Decile dispersion ratio: decile dispersion ratio is used many times, which presents the ratio of
the average consumption or income of the richest 10 percent of the population divided by the
average income of the bottom 10 percent. This ratio can also be calculated for other percentiles
(for instance, dividing the average consumption of the richest 5 percent – the 95th percentile –
by that of the poorest 5 percent – the 5th percentile). This ratio can be interpreted readily, by
depicting the income of the rich as multiples of that of the poor.
Share of income/consumption of the poorest x%: A disadvantage of both the Gini coefficients
and the Theil indices is that they vary when the distribution varies, no matter if the change
occurs at the top or at the bottom or in the middle (any transfer of income between two
individuals has an impact on the indices, irrespective of whether it takes place among the rich,
among the poor or between the rich and the poor). If society’s concern is about the share of
income of the people at the bottom, a better indicator may be a direct measure, such as the
share of income that reaches poorest 10 or 20 percent. Such a measure would not vary, for
example, with changes in tax rates resulting in less disposable income for the top 20 percent at
the advantage of the middle class in lieu of poor.
It is probable that distinct measures will rank the identical set of distributions in distinct ways,
due to their distinct sensitivity to incomes in different parts of the distribution. When rankings
are dubious, another method of stochastic dominance can be applied.
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The attached paper Inequality:
Methods and Tools discuss a type of stochastic dominance, which can be used for unambiguous
comparisons of inequality across distributions: the mean-normalized second-order dominance,
or Lorenz dominance.

3.3

Inequality in India

The same regulatory reforms that led economy of India to grow so promptly over the past 20
years have also had a severe impact on the poorest citizens of nation. According to a 2011
Organisation for Economic Cooperation and Development (OECD) report, income inequality
has doubled in India from the early 1990s.
The richest 10 percent of Indians earn approximately 12 times as much money as the poorest
10 percent, compared to roughly six times in 1990. One of the rapid-growing emerging
economies of any newly industrialized nation in the world is Indian economy, however other
countries have made noticeably more progress in meeting the problem of income inequality.
"Brazil, Indonesia and, on some indicators, Argentina have recorded significant progress in
reducing inequality over the past 20 years," according to the OECD report. "By contrast, China,
India, the Russian Federation and South Africa have all become less equal over time."
Since 1951, the organization which has worked to fight child poverty in the country is Child
fund. Despite the introduction of many initiatives to address the social causes of poverty, there
is much work to be done. The OECD report reported that programs for poverty reduction have
been less compelling than what was thought previously and also implied that 42 percent of the
Indian population stays beneath the poverty line.
The causes of income inequality are highly complex and dependent on a range of factors, and
the effects are damaging to vulnerable populations, especially the young. Children born to
parents in low-income areas are at higher risk of child mortality and disease. According to
UNICEF data, 28 percent of children born in India between 2006 and 2010 were underweight
at birth, and close to 48 percent of children under the age of 5 were affected by moderate to
severe growth stunting as a result of malnutrition.
Through government initiatives and the work of Child Fund and other nongovernmental
organizations, conditions are gradually improving. UNICEF data also implies that 88 percent
of Indians living in a rural area had approach to improved drinking water in 2008, and more
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than 20 percent of rural Indians had approach to better sanitation facilities in during the
identical time period. Despite these gains being encouraging, some additional efforts can be
put to improve the lives of children living in India's poorest communities. The finest way to
aid Child Fund fighting against child poverty is by donating to our Dream Bike campaign.
Furnishing children of rural areas with the support to get into school and attain an education,
this program strives to provide 800 schoolgirls in India and Sri Lanka with bicycles. Till date,
we have supplied over and above 600 bicycles. Another way you can get involved is by
purchasing a gift from our Real Gifts Catalogue. With multiple ways to provide, along with
helping us provide water filters for an Indian school and medical check-ups for disabled
children, our catalogue enables you to help us fight child poverty and offer children a brighter
future.
Though the ranking of India is a low fourth in South Asia taking into account both adult
literacy rate and youth/child literacy, the field of education has got many achievements since
independence, as the data of government shows. The average literacy rate was 65% in 2001
(up from 18% in 1951). The figure of uneducated persons fell for the first time since Census
1951 by almost 32 million in absolute terms between 1991 and 2001.
The fact is that every third illiterate person in the world belongs to India and that is where our
improvements fade away (Samuel and Jagadananda, Eds. ‘Making Sense of Democracy: An
Introduction to Social Watch India). Of close to 200 million children in the 6-14 age-group,
only 120 million are enrolled in school. “Inadequate budget allocation, dismal school
infrastructure in rural areas, high dropout rates, caste-bias, gender-bias etc, are the hallmarks
of our education system,” this report states. There have been consistently regressive budgetary
allocations for education. Unplanned allocation in education fell in real per capita from a
meagre Rs 15.40 to Rs 14.68 between 2002 and 2003. The planned allocation on education
declined from Rs 0.30 per capita in 2002-03 to Rs 0.18 in 2003-04. Significant schemes in
education sector like the National Programme for Women’s Education have been discarded.
Promises are being made by subsequent governments to kick education expenditure up to 6%
of GDP, central and state government spending on education has gone down from 4% in
1991/1992 to 3.2% in 1996/1997. Below half of the total sum is spent on primary education.
India has high Dropout rates —from above 50% from Class I to VIII (CMIE , India’s Social
Sectors, February, 1995). The high rates are not due to lack of demand for schooling from the
relatively poorer households, as is sometimes assumed. The problems mainly crop up from
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supply side. In fact the required infrastructure, such as proper rooms, desks, drinking water
facility, toilets, is not available in most of the schools.
According to the fifth all-India education survey (NCERT, 1990): (i) Barely half of the primary
schools have a stone building (ii) 42% have a single classroom (if any) (iii) Just above half
have a blackboard that can be used, (iv) below half have drinking water facilities (v) urinals
are only 16% (vi) More than 60% have only one or two teachers (if any) for classes I to V and
only 15% have more teachers. Although this is the all-India average figure, the corresponding
figures for rural areas are even worse.

A Public Report on Basic Education (PROBE), developed by researcher’s team based at the
Centre for Development Economics, Delhi and other institutions, conducted a thorough survey
of the school system in North India in 1996. In 188 randomly selected villages of Bihar and
Madhya Pradesh, the report inspected the school facilities and interviewed 1,221 households.
It found that parents spend about Rs 366 per year to send a child to a government school. For
an average agricultural labourer, getting two children admitted to primary school would mean
30 days’ wages. Similarly, the teacher-pupil ratio has been declining from 26 primary school
teachers for every 1,000 pupils in 1981, to 21 teachers per 1,000 pupils in 1996, according to
the Probe report.
According to Kiran Bhatty of the Probe team, “These studies bear testimony to the apathy of
the policymakers as rhetoric and reality so obviously continue to follow divergent paths. A
misunderstanding of the real problems and a complete lack of commitment in tackling them
are obvious from the fact that policy after policy and scheme after scheme, have not succeeded
to make any impressive effect. What it indicates is a near total absence of responsibility in the
system, in effect almost a refusal to take responsibility for ensuring the provision of this basic
service, or rather of guaranteeing a fundamental right.”

3.4

Inequalities in Land Holdings and Property

As we have seen, among landless agricultural labourers and their dependents, the problem
which is pervasive is poverty. At Independence, India had a large population of landless poor
in rural areas, and set about an ambitious program of land reform. There was introduction of
National and State laws to restrict the family holdings’ size, and for the protection the tenant
farmers rights.
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Rapid progress at initial stage was followed by a period of slow progress. Corruption at a local
level ensured that much land was not in fact transferred. For one’s who owned land, the benefits
were not long-lived. Loans for improvements of capital and inputs are often secured by land,
which was forfeit if repayments were not made. The fruits were reaped by farmers with small
to medium holdings, who benefitted at the cost of large number of landowners, and little benefit
has reached the poorest. The Green Revolution represents the other clear example of evergrowing inequality. This was a transformation in agricultural practices that occurred in 19671978, associated with the expansion of area under agriculture, double cropping, and the
introduction of High Yielding Varieties (HYVs) of staple foodstuffs such as rice, wheat, and
maize. India welcomed the Green Revolution warmly, as a measure which will assure food
security post-Independence. (A severe famine had occurred in Bengal under British rule, in
1943, when 4 million people died of hunger). Materialistically, the Green Revolution had a
great success: yields remarkably increased. Although, these fruits of benefits were reaped by
larger landowners. HYVs need large amount of inputs of fertiliser and pesticides, which the
poor are not able to buy. The high rates of interest that rural moneylenders demand in India led
to aggravation of the problem. Pesticides have also created environmental problems.
Additionally, the greater mechanisation of agriculture actually reduced the number of labouring
jobs in some areas, making the landless even less secure. Thus, while the Green Revolution has
resulted in benefits for some, it has also tended to increase inequalities in many areas. Plenty
of food is available in India: in most parts of the country, the markets are well stocked with
produce. Malnutrition is caused by a lack of ability to grow or purchase food.

3.5 Gender Inequality
Girls and women is widely discriminated in India, in both the communities be it Hindu or
Muslim. The dowry system (payment of money or goods by the family of a bride) reflects that
girl are characterized by financial burden, and on the other hand, boys are considered as a
source of income and prosperity. Nationwide, girls are fed less and taken to doctors less
frequently, so mortality is greater. Death in childbirth is also unacceptably high: maternal death
rates are over 0.5% of births.
Women have low access to education, and therefore, there are lower literacy rates: nationally,
literacy rates are 64% for males, but only 39% for women. In the poorer states, female literacy
may be less than 25%. As a result, the level of opportunity for women is low. Lack of female
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education and power has been linked to high birth rates and population increase in the
developing world.
Recent government and international financed aid programs which strives to improve education
and economic opportunities focusing women, hoping that more equitable development will
result in an alleviation of poverty and a slowing of population increase.

3.6 Summary
After 50 years of Independence, India has made great progress. Remarkable industrial and
economic development has been made, and the country is reaching self-sufficiency swiftly.
India has a promptly growing middle class, with unparalleled access to goods and opportunity.
Nevertheless, inequality is still very much a fact of life in India, largely a result of deep-rooted
social and economic structures that perpetuate privilege and limit opportunities for the poor.
The degree to which poverty and inequality have been addressed varies between regions. In
the southern state of Kerala (which has a communist administration) is one of the most
egalitarian, with high rates of literacy among both men and women. In contrast, the northeastern state of Orissa lags far behind, partly a legacy of the Bengali zaminadari system
perpetuated by the British. Nationwide, despite the radical programs of land reforms and
preferential treatment of the Scheduled castes, those in power have proved unwilling to transfer
wealth or opportunity at their own cost. Future should target upon: reforms of money-lending,
especially in rural areas, to break the cycle of poverty and debt continuing breakdown of the
worst excesses of the caste system continuing to ensure security of tenure, and improving the
education and opportunities for women.
World's largest democracy i.e. India with a population of over and above 1.2 billion people.
Inspite of making noticeable financial gains since the initiation of market-based economic
reforms in the early 1990s, India continues to strife with multiple major problems, including
poverty, poor infrastructure and economic inequality. Though much progress has been made
to meet the social causes of poverty in India, millions of children face a questionable future.
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3.7 Text Book
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3.8 Reference Book
Thirlwall, A P (2011): Economics of Development, 9th Edition, Palgrave Macmillan

32

UNIT-4 DEPENDENCY THEORY OF DEVELOPMENT AND
DIXIT AND MARGLIN MODEL
Structure:
4.0 Learning Outcomes
4.1 Introduction
4.2 Crux of Dependency theory
4.3 Major Assumptions of model
4.4 Explanation of the theory
4.5 Dixit Margin model of dependency theory of development
4.6 Summary
4.7 Text Book
4.8 Reference Book

4.0 Learning Outcomes
After studying this module, you shall be able to

4.1

•

Learn the meaning of Dependency Theorem

•

Know about the central proposition of dependency theory

•

Identify the criticism of theory

Introduction

The theory of dependency is one type of structuralist theory of development. The theory of
dependency was developed by Raul Prebisch and his colleagues in the late 1950s for Latin
America. Dependency theory is the concept that resources flow from a "periphery" of poor and
underdeveloped states to a "core" of wealthy states, enriching the latter at the expense of the
former. It can be termed as an description of the economic development of a state in terms of
the external influences--political, economic, and cultural--on national development policies.

4.2 Crux of Dependency theory
The main crux of the dependency theories are as follows:

33

Underdevelopment discusses to a situation in which resources are not being used optimally. It
also refers to a state in which resources are being actively used, but used in a way which
benefits dominant states and not the poorer states in which the resources are found.
According to dependency theories the poor countries are behind the rich countries of the world
not due to the lack of scientific transformation rather due to the coercively integrated to
developed economic system only as producer of raw materials or serve as supplier of cheap
labour and were deprived of the opportunity to market their resources in any way that competed
with dominant states.
Dependency theory suggests that alternate uses of resources are desirable to the resource usage
patterns imposed by dominant states. There is no clear definition of what these preferred
patterns might be, but some criteria are invoked. The criticizing point is that many poor
countries experience rather higher rates of malnutrition even though they produce great
amounts of food for export. Many dependency theorists would argue that those agricultural
development possibilities of subordinate countries.
Though the main architect of the theory of dependency was Perbisch –Singer, the other
advocate of the theory were Paul Baran, Paul Sweezy, Andre Gundur Frank, Matias Vernengo,
an economist also developed dependency theory. Two early writers relevant to dependency
theory were François Perroux and Kurt Rothschild. The leading dependency theorist in the
Islamic world is the Egyptian economist Samir Amin.
The three major common character of the dependency theory these in which most dependency
theorists were agreed upon are:
First, dependency characterizes the international system as consists of 2 sets of states, variously
explained as dominant/dependent, metropolitan/satellite. The dominant states are the advanced
industrial nations in the Organization of Economic Co-operation and Development (OECD).
The dependent states are those states of Latin America, Asia, and Africa which have low per
capita GNPs and which rely heavily on the export of a single commodity for foreign exchange
earnings.
Second, both definitions have in common assumption, that external forces are of singular
importance to the economic activities within the dependent states. These external forces include
MNC’s, international goods markets, foreign assistance, communications, and any other means
by which the advanced industrialized countries can represent their economic interests abroad.
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Third, the explanation of dependency indicates that the relations b/w leading & dependent
states are dynamic as the interactions between the two sets of states tend to not only strengthen
but also intensify the unequal patterns.
The theory of dependency attempts to describe the present underdeveloped state of many
countries in the world by scrutinizing the patterns of interactions among countries and by
arguing that inequality among nations is an intrinsic part of those interactions. The model also
pointed out the precise relationship between the two sectors in dual economy between a
traditional as well as advanced sector. The model took both income elasticity as well as price
elasticity of the demand for food to apply this model through shadow price.

4.3 Major Assumptions of Model

Both writers have adopted the Lewis model that perfectly elastic supply of labour in traditional
rural sector to the modern sector at institutionally fixed wage rate.
Exponential population growth, which also includes the instanteous valuation function of
population growth.
Dixit and Marglin model just apply the consumption out of output of the advanced sector in
their model and output from the traditional sector is not valued.
Importance of intra –generational distribution consequences of employment policy is ignored.
Outputs in the traditional sector are produced with labour only with constant return to scale.
All wages and income in traditional sector are consumed.
All surplus generated from advanced sector are saved.
There is no distinction between private and public sector since the model assumed the control
of advanced sector.
Introduction of shadow prices to integrate the significance of investment in the model.
But there is some differ between Dixit and Marglin model, though both have many similarities,
Marglin has shown that in an underdeveloped economy whose features described by Lewis and
Ranis-Fei over a finite planning horizon, a dynamic optimal employment policy maximizes
neither output nor surplus, but the economy would attain full employment within a given finite
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time horizon by pursuing a dynamic investment policy. But in Dixit model both consumption
and full employment appear as constraints.

4.4 Explanation of the theory
According to dependency theorist the main reason of underdevelopment of the countries is the
dependence on the industrial countries. The development of industrial countries and
underdevelopment of developing countries are due to the historical process of development.
As the developing nations are dependent, the economic and political benefit of the
industrialized nations determine the development of developing countries. so, the
underdevelopment is not backwardness rather intentional downward development by the first
world countries.
As the causes of dependence the various theories differ but economic factors always
dominating. The theories of external trade emphasized on economic relation between
developed and developing countries. The supporters of Imperialism theories emphasized on
the political and the economic interest while dependency theories concentrate on the
deformation of internal structures by dependence which continues the situation. Dependence
theories concentrate on descriptions of the genesis of underdevelopment & pay little attention
to strategies for overcoming this situation, Prebisch’s initial explanation for the phenomenon
was very forthright that poor countries exported primary goods to the rich nations that then
manufactured goods out of those goods and sold them back to the poorer nations. The “value
added” by manufacturing usable product always cost higher than the primary products used to
create those products. Therefore, poorer nations would never be earning sufficient from their
export to pay for imports. Theory was seen as a possible way of explaining the insistent poverty
of the poorer nations. The motive force behind dependency relationships is the international
accumulation of capital as argued by most of the dependency theorist. According to this view,
a rigid international division of labor has been enforced by capitalist system which is
responsible for the underdevelopment of many areas of the world. According to Baran
extraction of surplus and dispersion of capital at the center of his analysis. The dependent states
provide cheap minerals, agricultural commodities, labour, and also serve as the source of
surplus capital, old technologies and manufactured good.
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4.5 Dixit-Marglin Model of Dependency Theory of Development
There has been considerable interest in recent periods in the development of models to
illuminate the problems of optimum investment and employment in the advanced sector of
underdeveloped countries. The dual economy models have been extended to include dynamics
behavior. These models are fairly complex as they deal with dynamics optimization problems.
The labour for the advanced sector is assumed to be provided by the traditional sector. Marglin
and Dixit have developed optimum growth models to indicate how the decision should be to
achieve optimum growth. All the three writer Sen, Dixit and Marglin has taken the assumption
of perfectly elastic supply of the labour from the traditional sector at an institutionally fixed
wage which was adopted by Lewis in his model of development.
The crux of the model is optimal growth i.e. development in optimal path by the economy.
Dixit-Marglin model found three phases of development in optimal growth. Those phases are
as follows:
1.Unemployment and minimum wages
2. Full employment and minimum wages
3. Full employment and rising wages.
By the end of phase-1 enough capital accumulation takes place but unemployment is allowed
to persist. In phase2, full employment persists but wage rate is equal to percapita consumption.
As phase 2 ends per-capita consumption is allowed to rise as the economy enters the
neoclassical era. Hence to achieve familiar optimum growth path with capital per head and
wages increasing, consumption and investment are kept valuable. The unique character of the
model distinct it from other dualistic model of development is the inclusion of shadow –price.
The shadow wage rate is different from market wage rate. This model has focused only two
aspects of the shadow wage rate are:
•

The shadow price of investment

•

The examination of the degree to which allowances should be made for the
consumption benefits of transferring a worker from a lower income sector to higher
income group. The consumption benefit should be counted with a shadow price
investment.
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Though the Dixit-Marglin model developed theory of dependence but still there is little
different. Dixit in 1968 analyse the dynamic properties of Lewis static model , in which he
assumed that labourers dose not save as there MPC s very high whereas capitalists save all the
surplus which generated by them in the production process, though in 1976 Marglin treats
similar model of development but it differ from Dixit in the sense that rate of time discount is
zero in Marglin model.
Drawbacks of The Model:
However, this model does not pay much attention either to the agricultural sector or to the terms
of trade between agriculture and industry and market surplus. Again this model, assumed that
the only role played by the traditional sector i.e. agricultural sector is food production which is
not acceptable to recent development, the traditional sector also enters into non-agricultural
activities.

4.6 Summary

•

The dual economy model have been extended to include dynamic behaviours.

•

The model fairly complex as it deals with dynamic problems.

•

Optimal growth path achieved by three different phases.

•
•

Shadow price play a major role in the model.
The model has not given much important to the agriculture sector while
achieving development.

4.7 Text Book
Todaro, Michael P and Stephen C Smith (2006): Economic Development, 8th Edition, Pearson

4.8 Reference Book
Thirlwall, A P (2011): Economics of Development, 9th Edition, Palgrave Macmillan
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UNIT-5 RANIS AND FEI MODEL
Structure:
5.0 Learning Outcomes
5.1 Introduction
5.2 Features of Fei and Ranis Model
5.3 Criticism of Fei and Ranis Model
5.4 Summary
5.5 Text Book
5.6 Reference Book

5.0 Learning Outcomes
After studying this module, you shall be able to
•

Know about Fei-Ranis Model of Dualism

•

Learn the interrelationship between Traditional Subsistence sector and Modern
Industrial sector

5.1

•

Identify the difference between Lewis model and Fei-Ranis model

•

Evaluate the criticism of the Fei-Ranis model

Introduction

The Fei–Ranis model of economic growth is a dualism model in developmental economics or
welfare economics that has been develop by Johnc.h.fei and Gaustav Ranis and can be
understood as an extension of the Lewis Model. It is also known as the Surplus Labor model.
It recognizes the presence of a dual economy comprising both the modern and the primitive
sector and takes the economic situation of unemployment and underemployment of resources
into account, unlike many other growth models that consider underdeveloped countries to be
homogenous in nature. According to this theory, the primitive sector consists of the existing
agricultural sector in the economy, and the modern sector is the rapidly emerging but small
industrial sector. Both the sectors co-exist in the economy, wherein lies the crux of the
development problem. Development can be brought about only by a complete shift in the focal
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point of progress from the agricultural to the industrial economy, such that there is
augmentation of industrial output. This is done by transfer of labor from the agricultural sector
to the industrial one, showing that underdeveloped countries do not suffer from constraints of
labor supply. At the same time, growth in the agricultural sector must not be negligible and its
output should be sufficient to support the whole economy with food and raw materials. Like in
the Harrod-Domar model, saving and investment become the driving forces when it comes to
economic development of underdeveloped countries, in this model both primary and secondary
sector are both driving force of economic development in developing countries.

5.2 Features of Fei and Ranis Model
Like Lewis model, Fei-Ranis model is also based on the Nurkse’s model of Economic
Development. Fei-Ranis model tries to overcome the limitations of the Lewis model by
incorporating certain major departures from it due to which Fei-Ranis model is seen as an
improvement over the Lewis model. These departures are as under:

• Lewis model invariably underscores the significance of the agriculture sector, it talks
about a model of growth in which there is no interaction between the capitalist sector
and agriculture sector, except that the surplus labour force moves from agriculture
sector to the capitalist sector. In this model, one sector continues to grow while the other
to lag behind, i.e. capitalist sector grows at the expense of the agriculture sector.
However, Fei-Ranis model emphasize that the interaction between K sector and
agriculture sector is significant and this interaction accelerates the process of overall
economic development in the economy.

• Fei-Ranis model is closer to reality prevailing in the LDC as it takes into account the
impact of population growth on labour force. This feature is completely missing in
Lewis model.

• Lewis model does not assign any role to the landlord i.e. landlord is a passive factor
and does not have any important role to play. But in Fei-Ranis model landlord plays an
important role in the sense that he maybe prompted to introduce innovation and
technological progress in the agriculture sector under two circumstances:

(a) If the price of agriculture sector products is allowed to rise
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(b) In case of subsidization of input cost
• In Lewis model, the speed of transfer of labour force from agriculture to capitalist
sector depends upon the growth of profits of the capitalist sector only. In Fei-Ranis
model, it depends upon rate of growth of population, nature of technological
progress and growth of industrial capital. Industrial capital depends upon growth of
profits of industries and surplus generated in agriculture sector.

• In the Lewis model, the end result is a lopsided pattern of development because
capitalist sector grows at the expense of agriculture sector. The two cannot grow
simultaneously and the gap tends to increase overtime. In the Fei-Ranis model on
the other hand, balanced growth of capitalist and agriculture sector is necessary
because otherwise the end product will be stagnation.

•

In Fei-Ranis model when the surplus labour force is exhausted, the supply of labour
curve turns upward implying thereby that higher wage rate must be paid to the workers
if more labourers are to be employed. In Lewis model, the supply curve is perfectly
elastic.
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Three Stages of the Process of Transition

OM is the total quantity of labour force, which is fixed while the demand for labour is given
by the marginal product curve of labour which is MPL. OL amount of labour force is
productively employed and LM is underemployed or unemployed. In the first stage, that labour
will get transferred from A Sr to K Sr whose marginal product is negative or zero so that there
is no difference on the performance of A sector with the departure of that labour force. In the
second stage, that labour force is transferred whose marginal product is positive but less than
the subsistence wage rate. This departure would make a difference to the A Sr output. In the
third stage, there is commercialization of agriculture whereby the agriculture sector and K Sr
compete with each other for labour force. Hence, they bid the wage rate and whosoever
provides an increased wage rate will succeed in getting the surplus labour force.
Assumptions of Fei-Ranis Model
1. There is a presence of dual economy. Traditional or agriculture sector is passive and stagnant
in nature while the capitalist sector is active and progressive in nature.
2. Supply of land is fixed, and both A sector and K sector makes use of the land.
3. Population is an exogenous factor i.e. it is determined by factors other than those present in
the model.
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4. Real wage rate in the industrial sector is fixed. This wage rate is equal to initial level
productivity and is also called constant institutional wage rate.
5. There are constant returns to scale with respect to labour where labour acts as a variable
factor in both A Sr and K Sr.
6. There is no accumulation of K in the A Sr. except in one form, i.e., land reclamation. It
means that if there is no technological breakthrough in agriculture, the sector will become nonremunerative and it will be characterized by fatigue. Therefore, land’s fertility has to be
maintained.
7. Output of the A Sr. depends upon land and labour, while that of the K Sr. depends upon
labour and capital.
8. Marginal product of labour is zero at some points and such labour force can be transferred
from A Sr to K Sr, where the productive capacity is more without any loss to A Sr.
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In part (a), the total supply of labour in the economy is fixed at OP on the x-axis and the total
amount of land available is OL on the y-axis. OA and OB are the ridgelines, they are the
boundaries within which there is a possibility of substitution between various factors of
production i.e. land and labour. The curves joining the two lines- R, R’, R’’ are the production
frontier lines. Labour force productively employed is LU, therefore, labour force and surplus
is UV.
In part (b), we have amount of labour on the x-axis and the total product of labour on the yaxis.
Total product of labour is OM, after N it slightly diminishes. OF is the corresponding wage
bill.
In part (c), quantities of labour lies on the x-axis while the marginal product of labour on the
y-axis. OW is the initial wage rate fixed at subsistence level. At G, MPL is zero; therefore,
beyond G there is all surplus amount of labour force (GP).
In the first stage of transition, let us assume for the sake of convenience that from the surplus
labour force (UV=QP=GP) we withdraw YP [from part (b)]. We make use of OY labour force
to produce XY level of output and the total wage bill is ZY. Therefore, the total agricultural
surplus is XZ. In the Fei-Ranis model, this XZ is the source of hidden savings which can be
mobilized; leading to higher capital accumulation and can put the economy on the path of
higher growth. If these savings are not visualized for the K Sr., they will remain hidden. Hence,
agriculture sector makes two important contributions to the process of growth – surplus labour
force and surplus output for the growth of Kist Sr.
In the second stage of transition, that labour force is transferred whose marginal productivity
is positive but less than the constant institutional wage rate SQ. Finally, in the third stage, there
will be commercialization of agriculture and both the sectors will compete for OS amount of
labour force.
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Part (a) has labour on the x-axis, while capital lies on the y-axis. IQ0, IQ1 and IQ2 are the
isoquant curves representing various combinations of L and K for a given level of output.
Higher isoquant represents higher level of output. OM is the expansion path of K Sr
corresponding to OK0, if we apply Lo amount of labour force we get MP0 curve (in Part (b)).
It tells us that if the wage rate is OE and OL0 labour force is applied, then the total wage bill
is OExOL0, and the total output is OPE0L0. Therefore, the total surplus is EPE0. Every
capitalist is tempted to increase its surplus and hence he ploughs back this surplus in the
business. This leads to increase in capital to K1 and increase in labour to L1 corresponding to
a higher marginal product MP1 and surplus will be even higher. This surplus will again be
ploughed back only till the point where labour force gets fully exhausted from A Sr (till E2).
Beyond this, any further amount of labour force will only be available at a higher wage rate.
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In Part (a), SS’ is the labour supply curve in the K Sr. and DL is the marginal product of labour.
Initially the K Sr. uses OG’ amount of labour force and correspondingly AG part of labour
force gets transferred from A Sr. to K Sr. Corresponding to G, we have point F and J in Part
(b). OX is the total wage bill and OF is the total physical productivity curve in the A Sr.
With OG’ amount of labour force, the total surplus of the K Sr. is DSE corresponding to which
the total wage bill is OSEG’. So the capitalist is prompted to reinvest DSE in the K Sr. due to
which the DL curve shifts upward to D’L’ and E’ is the new point of equilibrium corresponding
to which M’ is employed in the K Sr. For M’ amount of labour force, OM is withdrawn from
the A Sr. leading to MN wage bill and NC agricultural surplus. Now with M’ amount of labour
force in the K Sr. the total surplus in the K Sr. amounts to D’SE’ which will again be reinvested
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in the business. This process of transfer of labour force from A Sr. to K Sr. will continue to
happen until point “S” where the gap between the total physical productivity and the wage bill
is maximum.

5.3 Criticism of Fei and Ranis Model
•

According to Berry and Soligo agricultural output in first phase of Ranis –Fei model
will not remain constant and may fall whereas FR model assumed that MPL is equal to
zero in agricultural sector in initial stage.

•

This model has been criticized on the grounds that capital also play major role in
determining output in agricultural sector which was neglected by the Ranis-Fei model
which maintained that output is only determined by land and labour .

•

As Fei and Ranis model assumed closed economy, so it has neglected the role of foreign
trade.

•

Last but not least, in LDC the subsistence agricultural sector has low productivity which
caused the sluggish nature of industrial sector, but according to Jorgenson, who argued
that for improvement of the modern sector drive the traditional sector.

5.4 Summary
•

Ranis and Fei (1961) formalised the Lewis theory and defined three “phases” of
dualistic economic development by sub-dividing the first stage in the Lewis model in
to two phases.

•

Ranis-Fei theory of dualistic economic development therefore provides a Suitable
theoretical framework for studying the growth path of labour-surplus developing
economies Like Asian countries.

•

Fei-Ranis (FR) model of dual economy explains how the increased productivity in agri.
sector would become helpful in promoting industrial sector.

•

Fei –Ranis model ignored the role of foreign trade as it is assumed closed economy
rather than open economy.
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5.5 Text Book
Todaro, Michael P and Stephen C Smith (2006): Economic Development, 8th Edition, Pearson

5.6 Reference Book
Thirlwall, A P (2011): Economics of Development, 9th Edition, Palgrave Macmillan
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