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' d transport facili-
ity markets, highly develope '
g mungjrce the motivation to succeed, an efficient

ducated wor : : :
; alg;‘aiy} to convert new capital effectively 1nto higher levels of

rod- models implicitly assume the existence of
output. The Rtnt;s-ttl?;lﬂézli de;;iglejﬁlTiﬁ - underd[z:vElﬂPEd nations. Yet in many
thesz f}?:;reafe lacking, as are complementary factors such as managirrlnal ;F:;EEL
f::iie, skilled labor, and the ability to plan and admmmtei 3iw1clle f}fzﬂsrtagss theneq
velopment projects. But at an even more fundamental leve ::level{}pirlg natiml;z
tiled to take into account the crucial fact that CDH:[EIHIJDI'HW e 1 even th

are part of a highly integrated and complex international SYSFE“‘;L i €
best and most intelligent development strategies can be nullified by €x OICces

beyond the countries’ control.

well-integrated ¢
ties, a WEll-t[’Elil’lE
governme nt bureau
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Structural-Change Models
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Structural-change theory focuses on the mechanism by which underdeveloped

economies transform their domestic economic structures from a heavy emphasis

- on traditional subsistence agriculture to a more modern, more urbanized, and
- moreindustrially diverse manufacturing and service economy. It employs the tools
- ofneoclassical price and resource allocation theory and modern econometrics to
E '_:.- or describe how this transformation process takes plaCE. Two well-known representa-

=+ &

% i -:a--e;a'fnples.uf the structural-change approach are the “two-sector surplus labor”
~ theoretical ‘model of W. Arthur Lewis and the “patterns of development” empirical
sis of Hollis B. Chenery and his coauthors.
TR

The Lewis Theory of Development

%hhﬂfthe best-known early theoretical models of develo pment that
the structural transformation of a primarily subsistence economy
Tt de HPbEl laureate W. Arthur Lewis in the mid-1950s and later

5113*’-“1 fed :;: ;Kffﬂﬂdﬂd by John Fei and Gustav Ranis.? The Lewis
f*hté_ﬂa? - g most of the 1960s and early 1970s. It still

he Lewis model, the underdevel
i oped economy consist
et Dl o : s of two sectors: a tra-
Iy ucﬁuﬁipty—elﬁatés?tﬂgal Elélfslstenc? Sector characterized by zero marginal
i on that permits Lewis to classify this as surplus labor

put and El'llplﬂ e in e
nt \
Vim In th modern secior. [Th'E modern sector could includﬂ

industrial” as a shorthand). Both
growth are brought about by out-

modern agriculture, byt we will call the sector
sector employment

labor transfer and modern-
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put expansion in that sector r i

b tho Tate of Lnduct. The speed with which th
this expansio
n occurs is deter-

ern sector. Such i ial invest
nves i ment :
tment is made ; and capital accumulation i
possible by the excess of ulation in the mod-
s of modern-se
sector prof-

its over wages on th
e assumpti
the LE.."UE1 of wages in the urb ;n!; I:jthat. capitalists reinv
tem‘fll"led as a given premium ustrial sectoris a est all their profits. Finall
traditional agricul o T R e ok y
ulturalsecto : average subsi constant and de-
B e o higher than av I. (Lewis assumed that sistence level of wages in th
their home areas.) At the c :rage rural income to inlérhan wages would have to bz
the modern sector is consid nstant urban wage, the EEEE workers to migrate from
We can illustra Er.e'j to be perfec e pply curve of rural |
te th tl ab
o : e the Lewis model y elastic, or to
““}Y by using Figure 3.1. Consi : ':’,f modern-sector gro ;
trayed in the two right-sideld' nsider first the traditiunaﬁ "f"rth in a two-sector
how subsistence food produ t-l agrams of Figure 3.1b Th:gnculmfal sector por-
cal agricultural Pfﬂductinn(;' i with increasés inl L};l-.pp[?r Qasie MBSOV
food is determi unction where th abor inputs. Itis a typi-
: ined by changes in tt e total output or prod 1
Even a fixed quantity of capit ]ﬂft 1e amount of the only variable PTD uri-t (TP,) of
iagram, we nging traditional t ik
curves, AP,y and MP, Whichgave the average and marginal ;fil:lncgtug)ﬂ faIn
mediately above. The quantity 1'? derived from the total product -‘:urvu hﬂf labor
both horizont of agricultural I e shown im-
al axes and is e ; abor (Qp4) available is th
an underdevelo xpressed in millions of _5 e same on
; ped econ workers, as Le : .
in rural areas. omy where 80% to 90% of the pnpulatimﬁ]ifrjsi{:]?nbmg
Lewis makes two assumptions about th s R
PhlS lah.nr in the sense o e the traditional sector. First, there is sur-
equally in the outpu 14 is zero, and second, all rural w
i output so that the rural real wage is determi orkers share
e Il'l_HIgma] product of labor (as will be th Erml-nEd by the average and
o rically, this may be thought of as passin E:;ase o the-madem sector).
L from which each takes an equal shareg [th[?und the family rice bowl at
s for the basic :dea to hold). Assume that th sl apebe literally equal
' JT.F"'E d . - ere are LJ,.:_ Hgl'll:lll.‘[lll'al work
ol 1P ood, which is shared equally as W, food per per it il
roduc , which is equal to TP4/Ly) The marginal e e
L hown 4/ LAl nargin product of these Ly w s
Io, as sho' in the bottom diagram of Figure 3.1b; h e
ion applies to all workers in eXCess of i P he surplus-labor
fkﬂl'ﬁ in the upper right diagram) AP B horizontal TP, curve
_left diagram of Fi ‘
;f-ii"ﬂr"g}{l .05 gm:e {::31.1::1 F;llrtrays the total product (production
ior odern mlusm sector. Once again, output of, say
30 ds (,T*PM} is a function of 2 variable labor input, Ly, for a givenl
and technology, [ On the horizontal axes, the quantity of labor
ock Ky, is expressed

L g,ean output of, say; TPy, With capital st
L;.In the Lewls model, the modern-sector capital

Wl o
;_chifease from Kyn 10 Ky to Kyzasa result of the reinvestment
This will cause the total product Curves in Figure

Kyp2) 1O TPy (Kpg3)- The process that
d gmwth is illustrated in

tor marginal labor

yan WOTKers,

fits for reimrestment an
dern-sec
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_Sector Surplus-Labor Economy
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The Lewis Model of Modern-Sector Growt
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how the system works.

W, in the lower diagrams of Fj
of real subsistence income in the traditi
therefore the real wage in the modern capitalist sector At th
rural labor is assumed to be unlimited or perfect] .
zontal labor supply curve WyS;. In other word
wage Wy, above rural average income Wy,
many surplus rural workers as th

is wage, the supply of
y elastic, as shown by the hori-
S, Lewis assumes that at urban
_mndern-sectnr employers can hire as
€y want without fear of rising wages. (Note again




ifttur, Figure 3.1b, is expressed in millions
' PIBUre 3.1a, units of labor are expressed in

':ﬂft'iﬁ ?Etermined by labor’s declining mar-
_ ; - tsatively sloped curve p (Kys) in the lower-
lﬂf;gf;fgg:-gief;?ﬁ: prpflt—mammigj_ng modern-sector Empllmfgs are assumed
maj e _pﬂ;?t wthere thm‘r Mmarginal physical product is equal to the
re eg}gtntz;l Ijn Gdei?mt ; of intersection between the labor demand and supply
Curves/, ~Sector employment will be e l
: qual to L. Total modern-sector
ﬂl{rpur;lTPM' WUUIFI be given by .the area bounded by points OD, FL,. The share of
this total output paid to workers in the form of wages would be equal, therefore, to
the area of the rectangle OW,,F ; ;

L,. The bal
1 alance of the output shown by the area
WDy F'would be the total profits that accrue to the capitalists. Because Lewis as-

sumes th}at {*ﬂl of these profits are reinvested, the total capital stock in the modern
sector will rise from Ky, to K,,,. This larger capital stock causes the total product
cunre‘ of the modern sector to shift to TPy (Kys5), which in turn induces a rise in the
margu_*;a] product d?mand curve for labor. This outward shift in the labor demand
curve is shown by line D,(K,,,) in the bottom half of Figure 3.1a. A new equilib-
rium modern-sector employment level will be established at point Gwith L, work-
ers now employed. Total output rises to TPy, or OD,GL, while total wages and
profits increase to OWyGL, and W), D, G, respectively. Once again, these larger
(WyD,G) profits are reinvested, Increasing the total capital stock to Ky, shifting
the total product and labor demand curves to IPy(Kyp3) and to Dy(Kjy5), respec-
tively, and raising the level of modern-sector employment to L.

This process of modern-sector self-sustaining growth and employment ex-
pansion is assumed to continue until all surplus rural labor is absorbed in the new
industrial sector. Thereafter, additional workers can be withdrawn from the agri-
cultural sector only at a higher cost of lost food production because the declinin g
labor-to-land ratio means that the marginal product of rural labor is no longer
zero. Thus the labor supply curve becomes positively sloped as modern-sector
wages and employment continue to grow. The structural trar{sfnrn?a.tinn c}f ’Phe
economy will have taken place, with the balance of economic activity shifting

from traditional rural agriculture to modern urban industry.

Criticisms of the Lewis Model Although the Lewis two-sector development
model is simple and roughly reflects the historical experience of economic growth

in the West, four of its key assumptions do net fit the institutional and economic
Yl

iti ‘ tries.
realities of most contemporary developing coun
First, the model implicitly assumes that the rate of labor transfer and employ-

[ i ] . f modern-sector
ment creation in the modern sector is proportional to the rate o _

M creation i R e of capital accumulation, the higher the
capital accumulation. The faster the rat pl

growth rate of the modern sector and the faster the rate of new job creation. But

what if capitalist profits are reinvested in more snphisti{:a_ted lah!:lrs.aﬂnig _capita{
o pt_h n just duplicating the existing capital as s Implicitly as-
‘quipment rather than ] of course, here accepting the debatable as-

BH!Z.IIE:EI" in the I£W1S I{ME_I.? (:;",TEI ‘:r;; fact reinvested in the local economy and not
Sumption that capltﬂh%it_ql flight” to be added to the deposits of Western
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. : B
The Lewis Model Modified by Laborsaving Capital Accumulati
Employment Implications

Real wage (= MP, ,,)

Quantity of labor

banks.) Figure 3.2 reproduces the lower, modern-sector diagram of Figure 3.1a,
only this time the labor demand curves do not shift uniformly outward but in fact
cross. Demand curve D,(K,,) has a greater negative slope than D,(K,,,) to reflect
- the fact that additions to the capital stock embody laborsaving technical
~ progress—that is, KM, technology requires much less labor per unit of output
~ than KM, technology does.
: - We see that even though total output has grown substantially (i.e., OD,EL,, is
Bl i significantly greater than OD, EL,), total wages (OW\,EL,) and employment (L,)
e remain unchanged. All of the extra output accrues to capitalists in the form of
- protits. Figure 3.2 therefore provides an illustration of what some might call “anti-
- developmental” economic growth—al] the €xtra income and output growth are
distributed to the few owners of capital, while income and employment levels for

remain largely unchanged, Although total GDP would rise,
there would be little or no improvement i

rural locations. True, there are hoth

rule (e.g., parts of China and the Asia

: _ | n subcontinent, some Carribean islands, and
isolated regions of Latin America where land ownership j
and large, development eCconomists

surplus labor is generally not valid.

The third unreal assumption is the notion of 3 tOmpetitive modern-sector 11-
bor market t!'tat guarantees the continued existence of constant real urban wages
up to the point where the supply of rural surplus labor is exhausted, Prior to the

b
—ﬁ% Ry
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Lo e Itutional factors such i
aining power, ci : uch as union bar-
8 &P , cIvil service wage scales, and multinational corporations’ hiring

Pfﬂ;%‘ijj f{:r?cm ﬂEg.altle competitive forces in LDC modern-sector labor markets
e fnrg wit' :he Lewis model is its assumption of diminishing returns
ustrial sector. Yet there is much evidence that increasing returns

prevail in that sector, posing special problems fo ; :
i r devel ;
we examine in Chapter 4. elopment policymaking, as

We conclude, therefore, +that when one takes into account the laborsaving bias
of mu_st modern technological transfer, the existence of substantial capital flight,
the widespread nonexistence of rural surplus labor, the growing prevalence of ur-
ban surplus labor, and the tendency for modern-sector wages to rise rapidly even
where substantial open unemployment exists, the Lewis two-sector model—
though extremely valuable as an early conceptual portrayal of the development
process of sectoral interaction and structural change—requires considerable

modification in assumptions and analysis to fit the reality of contemporary devel-
oping nations.

Structural Change and Patterns of Development

Like the earlier Lewis model, the patterns-of-development analysis of structural
change focuses on the sequential process through which the economic, industrial,
and institutional structure of an underdeveloped economy is transformed over
time to permit new industries to replace traditim:jal agriculture as ﬂ_le_ engine of
economic growth. However, in contrast to the Lewis model and tl?e original stages
view of development, increased savings and investment are peyc_ewed by patterns-
of-development analysts as necessary but not sufficient conditions for economic
growth. In addition to the accumulation of capital, both physical and hl.‘lman, a set
of interrelated changes in the economic structure of a country are required for the
transition from a traditional economic system to a mnd:ern one. These stru_ctural
changes involve virtually all economic fl..lt:ll:tlntlﬂ, including the trans_fﬂrmanr:)n g{
production and changes in the Cﬂmp{mlt{nn -l.’JfFﬂﬂSUH"jEI: demand, m}tlemaul?n
trade, and resource use as well as changes in s0C10€CONOMIC factors such as urban-

ctributi ! lation.
izati wih and distribution of a country s popu : _
i E'ﬂ?d € grﬂt al-change analysts emphasize both domestic and 1r_1terna-
L mpiiieg sipuciuT ic ones include economic con-

* b The domestl i
1] nstraints on development. : i : il
straunjalnt: 211{::: 45 a country’s resource endowment and its physical and population 4

% as government policies and objec-
szizﬂ as well as instltuu::::]! Iﬂgiﬁﬂz;ﬁm iEclude access to external capital,
el Intematlcmfﬂl i tional trade. Differences in dEﬁTElUPmEI:_lt level among de-
tﬂphﬂfﬂﬂg}ﬂ ﬂﬂd_‘“temi}a ely ascribed to these domestic and mternatmn‘a‘] con-

3 + é@??ﬁﬁ;ﬁi:;r;:s;r; thrs . ternational constraints that make the transition of

. o differ from that of now industrialized countries. To
~ currently developing cnqntneﬁmﬁmﬂes O P ccess to the opportunities presen B
ng

P uﬂilﬂe‘-‘ftent that developi

e ¥ A
r o
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the industrial countries as sources of capital, technology, and _mam;fact““fd
‘ Il as markets for exports, they can make the t_ranﬁltlﬂn & ven
SRRl hieved bv the industrial countries during the early periods
faster e i t.hat T like the earlier stages model, the struc-
of their economic development. Thus, unlike ) _ oy
tural-change model recognizes the fact that developing CUUTFI? a}rth};?; dt} a1ﬂ
integrated international system that can promote (as well as hinder evel-
t.

ﬂp?}f: best-known model of structural change is the one based Iarge_ly on the em-
pirical work of the late Harvard economist Hollis B. Chenery apd his colleagues,
who examined patterns of development for numerous developing c+r.)untr les dur-
ing the postwar period.? Their empirical studies, both cmss-se_ctmnal (among
countries at a given point in time) and time-series (over long p_Errmd_S of time), of
countries at different levels of per capita income led to the identification nfi several
characteristic features of the development process. These included the shift from
agricultural to industrial production, the steady accumulation of physical and hu-
man capital, the change in consumer demands from emphasis on food and basic
necessities to desires for diverse manufactured goods and services, the growth of
cities and urban industries as people migrate from farms and small towns, and the
decline in family size and overall population growth as children lose their eco-
nomic value and parents substitute child quality (education) for quantity (see
Chapter 6), with population growth first increasing and then decreasing in the
process of development. Proponents of this school often call for development
specialists to “let the facts speak for themselves,” rather than get bogged down in

the arcana of theories such as the stages of growth. This is a valuable counterbal-
ance to empty theorizing, but it also has its own limits.

by

Conclusions and Implications

The structural changes that we have described are the ‘average” patterns of devel-
opment Chenery and colleagues observed among countries in time-series and
Cross-sectional analyses. The major hypothesis of the structural-change model is
that development is an identifiable process of growth and change whose main fea-
tures are similar in all countries. However, as mentioned earlier, the model does
recognize that differences can arise among countries in the pace and pattern of de-
velopment, depending on their particular set of circumstances. Factors influe ncing

the development process include a country’s resource endowment and size, its

government's policies and objectives, the availability of external capital and tech-

nology, and the international trade environment,

One limitation to keep in mind is that b
theory, this approach runs the risk of leading practitioners to draw the wron g
conclusions about causality, in effect, to ‘put the cart before the horse.” Observ-
ing de‘velnped-cnuntr},r patterns such as the decline of the share of the l.;i.hﬁr force
In agriculture over time, many clevelnping-cnuntry policymakers have been in-
clined to neglect that vital sector. But as we will see in Chapter 9, that is preciscly
the opposite conclusion than should be drawn. Observing the i;‘npnrtarlft mllv of

higher education in developed countries, policymakers may be inclined to em-
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phasize the development of an advanced universi :
: : ersity syst -
ity of the population has gained ba ¥ system even before a major

4 : sic literacy, a policy that has led to gross in-
equilies even in countries at least nominally committed to egalitarian outcomes,
such as Tanzania.

Empirical studies on the process of structural change lead to the conclusion
that _thE pace and pattern of development can vary according to both domestic
and international factors, many of which lie beyond the control of an individual
developing n:':ltmn. Yet despite this variation, structural-change economists argue
that one can identify certain patterns occurring in almost all countries during the
development process. And these patterns, they argue, may be affected by the
choice of development policies pursued by LDC governments as well as the inter-
national trade and foreign-assistance policies of developed nations. Hence struc-
tural-change analysts are basically optimistic that the “correct” mix of economic
policies will generate beneficial patterns of self-sustaining growth. The interna-
tional-dependence school to which we now turn is, in contrast, much less san-
guine and is in many cases downright pessimistic.

o e
3 . .-'._- |'—!- %_—:i._'::‘r-‘l o

During the 1970s, international-dependence models gained increasing support,
especially among developing-country intellectuals, as a result of growing disen-
chantment with both the stages and structural-change models. ‘-.ﬁufhile ﬂll:& theory to
a large degree went out of favor during the 1980s and 1990, versions of it have en-
joyed a resurgence in the early years of the twenty-first century, as some of its views
have been adopted, albeit in modified form, bg theorists and leaders of _1111:
antiglobalization movement.” Essentially, internatlw?r.lal-dependence mud_el.s view
developing countries as beset by institutional, Enhtlﬂal, and economic rlg.ldltlﬂs,
both domestic and international, and caughtup ina dependence and dominance
relationship with rich countries. within this general approach arje] three néfi]ur
streams of thought: the neacolonial dependence model, the false-paradigm

model, and the dualistic-development thesis.

The Neocolonial Dependence Model

; : the neocolonial dependence model, is an in-
Eﬁftr sh?a]iin;ﬁé:u};ctﬁziﬁla; It attributes the f:xistencerand cuntinue;x_‘lce af
gro imarily to the historical evolution of a highly unequa inter
mu!erdevelﬂlpietn; E:em of rich country-poor cnuntn{' relati_nnshlps. ﬂ;tlet};.f]r l[J ;ﬂ
natmna_l capitalist sy . tentionally exploitative or unintentionally neglectiul, ;
cause rich nations HIEd oor nations in an international system dominated ‘EJ},F suc
coexistence of rich an phi < hetween the center (the developed CDUI:ltI‘lEEJ dn_d the
unequal power relationsiip ttempts by poor nations to be self—re.hant and inde-
periphery (the LDCs) renders a ven impossible.® Certain groups in the develop-
pendent diﬂicu:}nﬂéilsds;;lﬁii: ds, entrepreneurs, military rulers, merchants,
ing countries (1 |




