Economic Development:

Economic Development: 

The process whereby an economy’s real national income increases over a long period of time and if the development is greater than the rate of growth of population.

Or Economic development implies both more output and changes in technical and institutional arrangements by which it is produced and distributed.
Economic Growth: An increase in output per unit of input.

Distinction between Economic Growth and Economic Development: The terms economic growth and economic development are mostly used interchangeably in economic discussion. Economic growth ca be defined as an increase in output per unit of input. Economic growth is related to increasing productive capacity of economy, while economic development is something more than that. It is growth plus change. The process whereby an economy’s real national income increases over a long period of time and if the development is greater than the rate of growth of population. Economic development implies both more output and changes in technical and institutional arrangements by which it is produced and distributed.
Measurements of Economic Development: There are various measures which have been used to assess the level of development in a country. 

1. National Income: Market value of all final goods and services produced in a country in a year. Hence national income is considered as important indicator of economic development.

2.  Per capita income: Per capita income is considered a better measure of economic development. Per capita income is found by dividing the national income (ie. GNP) by population of the country. If the real per capita income increases over time, it will indicate that country is moving towards higher standard of living and is achieving economic growth.
3. Human Development Index: Human development index is also considered a sound measure of economic development. Human development index helps to enlarge the range of people’s choices means increasing their opportunities for education, health care, income and employment etc.

4. Capability poverty measure: Capability poverty measure is also considered a important indicator of economic development. There should be broad expansion of basic human capabilities and the productive use of these capabilities to reduce the intensity of poverty in the country.

Characteristics of Under Developed Economies:

1. Low per capita income: Majority of people residing in developing economy are poor. Poverty is reflected in low per capita income. In short the people in less developed countries are ill-fed, ill-clothed and ill-educated.
2. Agriculture, the main occupation: In developing countries two third or even more of the people live in rural areas. Their main occupation is agriculture, which is in a backward stage. The average land holding and yield per acre is low. The farmers mostly live in very subsistence level. 

3. Dualistic Economy: The economies of developing countries are characterized by dualism. Dualism is economic and social division in the economy. In the developing countries one is market economy and other is subsistence economy. Both the economies exist side by side. The standard of living of people is found high in market economy, while low in subsistence economy. The dualistic nature of economy is not conducive to healthy economic progress. 
4. Under-utilization of natural resources: An important characteristics of the developing countries is that their natural resources either remain un-utilized or under utilized or mis-utilized. Most of the countries are rich in resources but they remain unutilized or under utilized due to lack of capital, primitive techniques of production etc.

5. High rate of population growth: Almost all developing countries are having high population growth rate and a declining death rate. Due to increasing trend of population growth rate in a country, it would be quite difficult to feed the growing demands of large number of people, which results in poverty, crimes and shifting of people from rural to urban areas for employment etc.
6. Unemployment: It also one of the important characteristic of developing economies. The employment is increasing day by day with the spread of education and urbanization.
7. Low level of productivity: In developing countries, the people are economically backward. The main cause of backwardness are low labour efficiency, immobility of labour due to joint family system, cultural and psychological factors leading to low level of productivity.

8. Lack of enterprise and initiative: The less developed countries lack dynamic leadership. The enterprise and initiative of entrepreneurs is hampered due to multiple factors such as small size of market, lack of capital, lack of infrastructural facilities, technological backwardness. Etc.

9. Deficiency of capital: Deficiency of capital is another common sign in all the developing countries of the world. Deficiency of capital is mainly due to (i) per capita income (2) low rate of saving (3) low rate of investment (4) inequalities of wealth (5) adoption of high consumption pattern.

10. Backward rate of technology: All the developing countries are in backward state of technology. Technological backwardness is due to (1) high cost of production (2) Deficiency of capital (3) Unskilled and untrained workers (4) dualism (5) misallocation of resources.

11. Low rate of capital formation: Under developed countries are not only capital deficient but the current rate of capital formation is very low. Low level of capital formation is due to (1) weakness of inducement to invest (2) low propensity to save.

12. Dependence on export of primary goods: LDC’s are still producing and exporting primary commodities to developed countries and importing finished goods and machines from them.

13. Influence of feudal laws: In Pakistan, like many other countries, the poor are under the hard grip of feudal lords and tribal heads. It is in the interest of the feudal lords that the poor should remain poor.

14. Low self esteem and limited freedom: The under developed countries are mostly influenced from external influence and dominance. They have limited freedom of choice in trade, technology, education etc. The people in these countries have low esteem. They are used by others for their own interest.

Importance and Urgencies of the problems of Under Development: 
A country where the average income of the people is much lower than that of developed countries, the economy depends upon a few export crops and where farming is conducted by primary methods is called developing country. Rapid population growth is causing the shortage of food in many developing countries. Criteria to an Under-developed Nation: 

Following are the economic characteristics of under developed countries. 

1- General Poverty and Low Living Standard. 
Poverty cannot be described, it can only be felt. The most of the less developed countries (LDC) are facing the major problem of general as well as absolute poverty and low standard of living. Most of the people in developing nations are ill-fed, ill-housed, ill-clothed and ill-literate. In LDCs almost 1/3 population is much poor. 
2- Burden of Internal and External Debts. 
Under developed countries (UDC) are loans and grants receiving nations. Most of the developing countries of the world are depending on foreign economic loans. An amount of foreign loans is increasing as the years pass. Their foreign trade and political structure is also dependent on the guidance of foreigners. 
3- Low Per Capita Income. 
Due to low national income and huge population growth rate, per capita income in developing countries is very low. 
4- Over Dependence on Agriculture. 
61% Population of Pakistan is living in more than 50,000 villages. Backward agriculture is the major occupation of the population. Agriculture sector is backward due to old and traditional methods of cultivation, in-efficient farmers, lack of credit facilities; un-organized agriculture market etc. 66.7% population is directly or indirectly depending on agriculture sector in Pakistan. 
5- Backward Industrial Sector. 
Backward industrial sector is an additional feature of under developed countries. Industrial sector of Pakistani economy is backward since independence. Pakistan got only 34 (3.7 % of total industrial units) industrial units out of 921 units in sub-continent in 1947. Small and backward industrial sector is based on low level of capital formation, technology, training and education and over dependence on agriculture sector. 
6- Unemployment. 

An outstanding problem of developing countries is their high rate of un-employment, under-employment and disguised-unemployment. More than 3.5 million people are unemployed in Pakistan. There is 16 % underemployed and 20% disguised unemployed of total labour force. Unemployment rate is 6.0%; it is mainly due to high population growth rate, which is 2.03%. 

7- Low level of Productivity. 
The productivity level is very low in under developed countries as compared to developed countries. Low level of productivity is due to economic backwardness of people, lack of skill, illiteracy and ill-training. 
8- Deficit Balance of Payment. 
Third world countries have to import some finished and capital goods to make economic development, on the other hand they have no products to export but raw material. 
9- Dualistic Economy. 
Dualistic economy refers to the existence of advanced & modern sectors with traditional & backward sectors. Pakistani economy is also a dualistic economy as other developing countries on the following grounds: Co-existence of modern and traditional methods of production in urban and rural areas, Co-existence of wealthy, highly educated class with a large number of illiterate poor classes and Co-existence of very high living standard with very low living standard. 

10- Deficiency of Capital. 
Shortage of capital is another serious problem of poor nations. Lack of capital leads to low per capita income, less saving and short investment. National saving is 10.7% of GDP and total investment is 12.5% of GDP in Pakistan. Rate of capital accumulation is very low as 5%. On the other hand, capital output ratio (COR) is very high which is not desirable for economic development. 

11- In-appropriate Use of Natural Resources. 
Mostly there is shortage of natural resources in developing nations and this is also a cause of their economic backwardness. Natural resources are available in various poor countries but they remain un-utilized, under-utilized or mis-utilized due to capital shortage, less efficiency of labour, lack of skill and knowledge, backward state of technology, improper government actions and limited home market. Natural resources contribute to the GDP about 1%. 

12- Market Imperfection. 
Market is imperfect in accordance with market conditions, rules and regulations in the most of developing nations. There exist monopolies, mis-leading information, immobility of factors; hoarding and smuggling etc. that cause the market to remain imperfect. 

13- Limited Foreign Trade. 
Due to backwardness, developing countries have to export raw material because the quality of their products is not according to international standard ISO etc. Lower developing nations have to import finished and capital goods. 
14- Vicious Circle of Poverty. 
According to vicious circle of poverty, less developed nations are trapped by their own poverty. Vicious circle of poverty is also applied in case of Pakistani economy. Due to poverty, national income of Pakistan is low which causes low saving and low investment. So, rate of capital formation is very low results in “a country is poor because she is poor”. 

15- Inflation. 
High rate of inflation causes economic backwardness in poor nations. Due to high level of price, purchasing power, value of money and saving of the consumers tend to decrease. 

16- Backward Population Explosion. 
Another common feature of lower developing nations is population pressure due to high growth rate and reduction in death rate. Pakistan is at 6th number in the list of the most populous nations. Basic needs like food, clothing, housing, education, sanitations and health facilities are not available for the huge portion of population in these countries. 

17- Poor Health and Diseases. 
M. P. Todaro in his “Economic Development” states, “Many people in developing countries fight a constant battle against malnutrition, diseases and ill health”. Average life expectancy in Pakistan is 65.2 year against 75 years in developed countries. 
18- Pollution. 
There is too much pollution in poor countries. On the one side huge existing population is not provided basic facilities of life, like sanitation, clean water, infrastructure etc. but on the other side due to rapid population growth, industrialization and transportation air, water and earth pollution is increasing. Industries are causing pollution because of non-installation of treatment plants. Number of continuous air pollution monitoring stations is only 7 in Pakistan. Pakistan is at number 29th at the chart of the most polluted nations and at number 6th in Asian countries. 

19- Brain Drain. 
An outflow of the best, brightest and talented student from poor nations to rich nations is called brain drain. There is less reward for the talent, which causes an outflow of best brain in the backward countries. Reward is not paid in accordance with the capability, skill and efficiency in less developed countries. 

20- Inadequate Infrastructure. 
Adequate infrastructure is needed which is not available in poor economies to enhance the process of economic development. Roads, transport, telecommunications, sanitation, health and education facilities are not at their best level in these nations. 
21- High Degree of Illiteracy. 
Illiteracy rate is very high in poor countries while it is almost zero in rich countries. There is lack of technical education and training centers, which is necessary for economic growth and development. 
22- Low Level of Organization. 
There is absence of developed minded leadership in economic activities in third world nations. Decision making power of entrepreneur is very low due to illiteracy, less training and backward techniques. Most of educational institutions are producing employees rather than employers. 

23- Low Self-esteem. 
There is less respect, honour and dignity of people in the lower developed countries. People are honoured due to their powers, relations and castes instead of capabilities. There is poverty, poor health, poor education and shortage of other social services. Government and population of poor countries are under the external influence. 

24- Un-productive Expenditures. 
Population mostly copies the styles of population of developed nations due to demonstration action in poor economies. Their consumption activities not only move around their income but also depend upon the relatives, friends and locality. They spend more on birth, death, marriages and various other ceremonies etc. which reduces their savings and investment. 

25- Political Instability. 
There is political instability in the most of the developing countries. There are a lot of clashes between government and the opposition that is a cause to reduction in domestic as well as foreign investment. Political instability keeps low the level of economic development. 

26- Influence of Feudal Lords. 
The poor class is under the influence of feudal lords and tribal heads in lower developed nations. The feudal lords want to keep the people backward and do not appreciate the development of the poor. About 50.8% poor borrow from landlords and 57.4 % poor are working for feudal lords without wages in Pakistan. 

27- Unproductive Use of Funds. 
The unproductive expenditures are rising day by day in developing countries like Pakistan due to socio-economic and administrative reasons. 

28- Govt. Control by Wealthy Persons. 
Wealthy persons, landlords and elite class not only control the government but also they have full control over all the major sectors of the economy in poor countries. This rich class is not interested to solve the problems of the poor for their welfare but they make government policies for their own improvement. 

29- Frequent Changes in Fiscal Policy. 
Revenues and expenditures policy of government is not stable in developing countries. Government has to change the fiscal policy according to the will of its own people. Industrialists are the main controller of the government and they adjust the fiscal policy in accordance with their own benefits. 

30- Violation of Law and Order. 
Law and order conditions are at their poor stage in Pakistan like other developing countries. A huge portion of saving of people is wasted in costly and lengthy legal process. As in case of Iftikhar Muhammad Chohdery (CJP), he himself has to wait for justices for a long period. 

31- Backward State of Technology. 
Use of modern techniques of production is not adopted in developing countries. It may cause further unemployment. Use of advanced technology is impossible due to shortage of capital, lack of skill and training, high cost of production and lack of foreign exchange reserves. Backward state of technology is results in low production, high cost and wastage of time. 

32- Social Aspects. 
Under developed countries have also some factors such as joint family system, caste system, cultural and religious views, beliefs and values that badly affect their economic development. 

33- Un-fair Wealth and Income Distribution. 
There are not only regional inequalities in developing countries but also wealth and income inequalities. The difference between rich and poor is increasing day by day. 

34- Lack of Experts and Skilled Persons. 
People have to move abroad for advanced study due to illiteracy and lack of training institutes. They adjust them in foreign countries due to low remuneration and less self-esteem. So, there is scarcity of experts, skilled and trained staff that causes the poor nation to remain backward. 

35- Dependence on External Resources. 
The international trade, political activities and other economic activities are under the influence of other advanced countries in less developing countries. Their development plans are financed by the loan giving countries; these plans are made to serve the interests of foreign countries. So, poor nations are loans and grants receiving nations. Conclusion: We conclude that all above characteristics are unfavourable for the developing economies. These features are obstacles in way of economic development. All these features are cause of low rate of capital formation, poverty and creation of vicious circle of poverty.

Major Economic Development and Growth Theories

Linear-stages-of-growth model
An early theory of development economics, the linear-stages-of-growth model was first formulated in the 1950s by W. W. Rostow in The Stages of Growth: A Non-Communist Manifesto, following work of Marx and List. Professor Rostow has described the five stages of economic growth through all the developing countries passes are following;

1. The Traditional Society: It is basic stage of economic development. It is society where production is limited. The level of per capita income is so low that it can hardly meet the minimum level of consumption. The labour force depends upon agriculture. The methods of production are old. There is less mobility of factors of production. There is unequal distribution of wealth in the country. Social change is regarded a sin. There is complete hold of landlords on political power. The people are the slaves of the customs and traditions. In the present age, there is hardly any country which can be called traditional.

2. The Pre-conditions for take off: In this stage people look to economic progress as a healthy sign. They show the desire and willingness to participate the productive activity. The stagnation in various sectors is broken. People begin to apply new techniques of production in various sectors. People accept the importance of education. Banking system always begins to develop. The domestic and foreign trade increases. In this stage savings, income, investment, production and purchasing power increases.

3. The Take off: In third stage, all the obstacles are controlled, the rate of economic development increases. New markets are found. Discoveries and inventions take place. New industries are stabilized. The latest technology is used in the various sectors. Rate of employment increases. According to Rostow take off period is normally 20 to 30 years. This stage has three important characteristics; i) The rate of saving and investment increases from 12 to 15 percent of GNP ii) The growth of one and more than one sector increases more swiftly. iii) There is a resolution in the social, political and economic structure. The country has increases the rate if economic growth. Pakistan is now in the take off stage, because we have achieved the target of saving and investment which is required for this stage. 
4. The drive to maturity: In this stage more refined technology is used in the economy. The rate of investment increases from 12 percent to 20 percent of the national income. The substitutes of imports are produced inside the country. Exports quantity increases and balance of payment improves. The rate of economic growth increases than the rate of population growth. There is increase in per capita income. 

5. The age of high mass consumption: In this stage of economic growth, prosperity is being found in the country. The per capita income is very high and people can save easily after meeting the basic necessities. Rural population moves to urban areas. Durable goods like cars and machines are produced in the country. Government prepares the social welfare plans. Colleges and universities are available in large numbers. College education is within the reach of more than half of the population. Russia is struggling hard to achieve this stage of economic growth. But America, Canada, England, Australia, Japan and Germany have achieved this stage. New people and economies are willing to participate in the economic struggle and they want to increase the rate of development. 

Structural-change theory: Structural-change theory deals with policies focused on changing the economic structures of developing countries from being composed primarily of subsistence agricultural practices to being a "more modern, more urbanized, and more industrially diverse manufacturing and service economy." There are two major forms of structural-change theory; W. Lewis' two-sector surplus model, which views agrarian societies as consisting of large amounts of surplus labor which can be utilized to spur the development of an urbanized industrial sector, and Hollis Chenery's patterns of development approach, which holds that different countries become wealthy via different trajectories. The pattern that a particular country will follow, in this framework, depends on its size and resources, and potentially other factors including its current income level and comparative advantages relative to other nations. Empirical analysis in this framework studies 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 traditional agriculture as the engine of economic growth." 

Structural-change approaches to development economics have faced criticism for their emphasis on urban development at the expense of rural development which can lead to a substantial rise in inequality between internal regions of a country. The two-sector surplus model, which was developed in the 1950s, has been further criticized for its underlying assumption that predominantly agrarian societies suffer from a surplus of labor. Actual empirical studies have shown that such labor surpluses are only seasonal and drawing such labor to urban areas can result in a collapse of the agricultural sector. The patterns of development approach has been criticized for lacking a theoretical framework.

International dependence theory

International dependence theories gained prominence in the 1970s as a reaction to the failure of earlier theories to lead to widespread successes in international development. Unlike earlier theories, international dependence theories have their origins in developing countries and view obstacles to development as being primarily external in nature, rather than internal. These theories view developing countries as being economically and politically dependent on more powerful, developed countries which have an interest in maintaining their dominant position. There are three different, major formulations of international dependence theory: neocolonial dependence theory, the false-paradigm model and the dualistic-dependence model. The first formulation of international dependence theory, neocolonial dependence theory has its origins in Marxism and views the failure of many developing nations to undergo successful development as being the result of the historical development of the international capitalist system.

Neoclassical theory
First gaining prominence with the rise of several conservative governments in the developed world during the 1980s, neoclassical theories represent a radical shift away from International Dependence Theories. Neoclassical theories argue that governments should not intervene in the economy; in other words, these theories are claiming that an unobstructed free market is the best means of inducing rapid and successful development. Competitive free markets unrestrained by excessive government regulation are seen as being able to naturally ensure that the allocation of resources occurs with the greatest efficiency possible and the economic growth is raised and stabilized.

It is important to note that there are several different approaches within the realm of neoclassical theory, each with subtle, but important, differences in their views regarding the extent to which the market should be left unregulated. These different takes on neoclassical theory are the free market approach, public-choice theory, and the market-friendly approach. Of the three, both the free-market approach and public-choice theory contend that the market should be totally free, meaning that any intervention by the government is necessarily bad. Public-choice theory is arguably the more radical of the two with its view, closely associated with libertarianism, that governments themselves are rarely good and therefore should be as minimal as possible.

Academic economists have given varied policy advice to governments of developing countries. See for example, Economy of Chile (Arnold Harberger), Economic history of Taiwan (Sho-Chieh Tsiang). Anne Krueger noted in 1996 that success and failure of policy recommendations worldwide had not consistently been incorporated into prevailing academic writings on trade and development.

The market-friendly approach, unlike the other two, is a more recent development and is often associated with the World Bank. This approach still advocates free markets but recognizes that there are many imperfections in the markets of many developing nations and thus argues that some government intervention is an effective means of fixing such imperfections.

Definition of 'New Growth Theory'

An economic growth theory that posits humans' desires and unlimited wants foster ever-increasing productivity and economic growth. The new growth theory argues that real GDP per person will perpetually increase because of people's pursuit of profits. As competition lowers the profit in one area, people have to constantly seek better ways to do things or invent new products in order to garner a higher profit. This main idea is one of the central tenets of the theory. 


Investopedia explains 'New Growth Theory'

The theory also argues that innovation and new technologies don't occur simply by random chance. Rather, it depends of the number of people seeking out new innovations or technologies and how hard they are looking for them. In addition, people also have control over their knowledge capital, ie: what to study, how hard to study. If the profit incentive is great enough, people will choose to grow human capital and look harder for new innovations. 

Modern Economic Theory 

Deals with the nature of economic definition, scope and method, partial equilibrium and analysis, indifference curve techniques, utility analysis of demand, revealed reference theory, social accounting, determinants of income and employment, and the nature and function of money. 
Growth, Poverty and Income Distribution:
Economic Inequality: When there is gap between rich and poor.
Measuring Inequality:

A. Personal or size distribution of income: Personal or size distribution of income deals with the individual persons or households and the total income they receive.

B. Functional or factor share distribution of income: It uses the share of total national income that each of the factors of production receives.

A. Personal or size distribution of income:

a. Quintiles or deciles

b. Lorenz Curve

c. Gini Coefficients

a. Quintiles or Deciles: Divide the population into successive quintiles or deciles according to ascending income levels and then determine the proportion of national income received by each income group.

b. Lorenz Curve: It shows the actual quantitative relationship between the percentage of income recipients (or population) and percentage of total income they received during a period of time.  It depicts the variance of the size distribution of income from perfect equality.
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Figure 1. Lorenz Curve

c. Gini Coefficient: It measured graphically by dividing the area between the perfect equality line and Lorenz Curve by total area lying to the right of equality line in a Lorenz Curve Diagram. It ranges in value from 0 (perfect equality) and 1 (perfect inequality). 
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Figure 2. Gini Coefficient

Demerits or Limitations of Inequality:
1. It leads to economic inefficiency.

2. It reduces growth.

3. It undermines social stability and solidarity.

4. It results in unfair distribution of resources or income. 

Poverty: When income of individual is insufficient to meet his subsistence needs.

Measuring Absolute Poverty: A situation where a population or sections of populations are able to maintain minimum level of living.
Absolute poverty is measured during Headcount (H), Headcount Index (H/N), Poverty gap etc.

Total Poverty Gap (TPG): TPG = Σ (Yp – Yi)
Where Yp = Absolute Poverty

            Yi = Income of person
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   Figure 3. A relatively large poverty gap
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Figure 3. A relatively small poverty gap
Economic Growth and Inequality: Kunznet’s Hypothesis. In early stages of growth, the distribution of income will tend to worsen, where as later stages it improves.


       Inequality       

                                                                                                                 

                        Income per capita                                                  

Issues of Economic Development
Main issues which the under developed countries, including are generally facing for promoting development can be identified as;

1. Political Instability: In most of the developing countries, the governments are not stable. A new government comes into power overnight, either through general election or army take over. The new government introduces a new system of rules for the operation of business which causes frustration among the people. How political instability affect growth does is discussed in brief below;

a. Influence of political instability: When there is political instability in the country, it closes all sources of internal and external investments.

b. The external investors: The external investor do not invest in a country where there is political instability.

c. Internal investments: Political instability also limits internal investors. The wealthy class in developing countries can invest their savings in profitable projects. Generally, they avoid investing their funds in their own country for fear of political instability, political victimization, nationalization of projects, large scale interference by militants due to insecurity.

d. Internal disorders: The defeated political parties, the rich landlords, various ethnic groups who are not able to capture power, creates law and order situation in the country. All these activities result in creating political instability in the country and as such affect economic development.

2. Corruption: Corruption is another obstacle to economic development in developing countries. The bribery or gift of money has become institutionalized. The employees give gift of money to their superiors. When bribery is an acceptable practice, it then become difficult for businessmen and industrialists to take part, stay and grow in business. Bribery thus limits economic development. 

3. Lack of investment: For an economy to grow, it must have investment. The funds for investment can come either from domestic savings or from abroad. Both these sources of investment funds have their own peculiar problems which in brief are discussed below;

a. Investment funding by domestic savings: For economic development we must give up unnecessary expenditure so that the economy can achieve even greater consumption in the future. There is little investment funding by domestic savings, because due to low per capita income, they have little to put savings. 

b. Investment funding from abroad: Another way to generate funds for investment is to obtain foreign loans, foreign private investment.

4. Right education: The provision of right education to the citizens of a country is a necessary component of any successful development strategy. In developing countries, the educational system is defective. There is mush room growth of English Medium Schools in cities. The syllabi taught to the students at each level of education reflect the western culture and not the culture and requirements of their own country. The result is frustration among them. The outdated syllabi of various classes, the mass failure of the students in various board and university examinations, outflow of the brightest students from less developed countries to the developed countries (Brain drain) create gaps in the availability of skilled human resources for business and administrative circles and hence become obstacle to economic development. 

5. Over population: In developing countries of the world, only 2 to 4% of the population is engaged in agriculture and produces enough food and fibre to meet the requirements of citizens and also earn foreign exchange by exporting surplus goods. The rapid population growth in developing countries is a major obstacle to economic growth. Effective measure shall have to be taken to reduce population growth failing which development of these countries will remain a dream.
6. Insufficient human capital: In addition to physical capital, human capital is also limited in developing countries. The quality of population as measured by its skills, education and health is far below the standard in developed countries of the World. 

7. Dual economy: In developing countries, there are two types of economies which are generally functioning. These economies are somewhat unrelated to each other. One economy is the market economy and other is a traditional non market or subsistence economy. The life style of the people, social customs, the methods of production etc differ very much from each other in these two different economies. The occurrence of dualism stands in the way of optimum utilization of resources. Thus dualism is also considered an obstacle to economic development.

8. Demonstration effect: Demonstration effect on consumption level is also a major constraint on the path of economic development of under developed countries. 
9. Inadequate infrastructure facilities: The under developed countries suffer from lack of basic infrastructure such as transport and communication system, power supply, banking and other financial facilities. The provision of inadequate infrastructure facilities stands in the way of economic development.

10. Inappropriate social structure: Inappropriate social system such as outdated religious beliefs, caste system, irrational attitudes towards family planning etc is also a constraint on economic development of developing countries.

11. Market imperfections: Market imperfection in the form of immobility of factors of production, ignorance of market conditions, price rigidity etc are serious obstacles in the path of economic development.
Summing up we can say that economic development is a complete process, it is directly influenced by economic, social, cultural, administrative and political factors. 
Role of WTO in agriculture development of Pakistan
World Trade Organization (WTO): World Trade Organization is the only global international organization dealing with rules of trade between nations. Its main function is to ensure that trade flows are smoothly and freely as possible.

Mission Statement of WTO: WTO is the international organization whose primary purpose or mission is to open trade for the benefit for all. 

Goal of WTO: The ultimate goal of WTO is to help producers of goods and services, exporters and importers conduct their business.

Establishment of WTO: WTO is the successor of General Agreement for Tariff and Trade (GATT) established in 1948, While WTO was found on January 1, 1995. 

Role of WTO in Pakistan: Pakistan is the participant of Uruguay Round and also the WTO. As a member of it has to abide by the WTO’s objective of putting an end to the import duties which have been reduced from maximum over 80% nine years ago to 30% at present. Basically Pakistan is agriculture based country, whose cotton and textile make up of 60% of export earnings and rise also plays an important part. United States is one of the top trading partners of Pakistan offers fair and equitable trade as per WTO terms. Opening up of more sectors for free trade will give developing economies like Pakistan more access to the resources of developed countries. Since US enjoys immense influence in WTO, which is quite often use to further expand their market. Pakistan has found many anti-dumping and quota related problems with US for exporting their cotton and textile products. While WTO claims to work as a mediator, developed countries have found a resourceful way of interpreting the WTO agreements to protect their industries. 

For developing countries like Pakistan, which have been able to establish a range of industries to cut its dependence on imports to save foreign exchange. The  industries producing range of finished goods in Pakistan are still heavily dependent on imported basic and raw material. In Pakistan increasing cost of utilities, frequent increase in power, gas and petroleum prices have pushed the production costs to an uncompetitive level. This has result in less demand locally but primarily to a declining purchasing power, increasing unemployment level and spreading sense of uncertainly.    

The developing countries like Pakistan should specialize in agric.goods, but it is painful reality on the ground that such developing countries are producing agriculture goods and offering services are far below the international standard of WTO. No doubt, the presently developed countries of the world followed the policy of international specialization and division of labour in connection with world trade. As UK are dependent upon wool, New Zealand on dairy products and US on tobacco. With the help of such agriculture exports these developed countries earned the foreign exchange to be used for their development. The people of the world got the goods cheaper and a balance was restored between demand and supply at international level. 

The biggest problem attached with specialization of agriculture goods on the part of developing countries like Pakistan due to price and yield uncertainties. Moreover weather and climatic conditions affect the agriculture goods. There are droughts as well as floods. The pests affect the crop like cotton. The rice is affected due to shortage of water. This will affect the income of farmers and foreign exchange of developing countries like Pakistan.     
Solutions to agriculture development in Pakistan:
1. Opening of new markets for foreign goods: After the implementation of WTO we will have to open our new markets for the foreign agriculture goods, for which we have comparative more advantage over other developed countries like dhakki date palm, langra mango market, red delicious Apple, citrus and other value added fruits and vegetables produced and exported by Pakistan.

2. Abolition of domestic support prices: WTO, following the drive for globalization, wishes to promote forces of demand and supply and free markets. Accordingly it is desired to abolish state run mechanism of fixing support prices whereby the Government machinery purchases the surplus amount of food and agriculture goods at a minimum price announced by government each year. But most of farmers are unable to store their commodities due to financial reasons. As a result they have to sell their produce at the earliest possible time.
3. Provision of subsidies: The large sectors like Textile in Pakistan have started modernizing to face the challenges of post-WTO era. But it is not the case with the farming community, as major part is illiterate and conservative. Our farmers especially small farmers will also be discouraged when they have to face the rising cost of production after the withdrawal of subsidies on electricity, fuel, fertilizers and other inputs.  
Role of NGO in development:

Nongovernmental organizations (NGOs) are entities, usually international nonprofits, which work in an independent fashion yet complement the work of governments for the benefit of constituencies in civil society. The nature of NGOs runs the gamut from lobbying and advocacy to operations and project-oriented organizations. Their mandates often but not always include working to complement the efforts of state and local governments. Since becoming players in the international economic development world in the early 1980s, NGOs have proliferated in both developed and developing countries.

Foundations are institutions through which private wealth is contributed and distributed for public purposes. They are institutions financed by charitable contributions or endowments and can either be for-profit or nonprofit entities depending on the manner in which their money is invested and managed. Foundations generally grant funds to certain causes in keeping with their mandate and mission. In the case of education, foundations often supplement the public provision of financing for education, many times specifically channeling funds to needy or underserved populations. The board of a given foundation establishes the grant-making policies from which the programming agenda is then derived. Foundations provide grant money to a variety of types of organizations, including nonprofits and NGOs, as well as to universities and schools. The programming agenda is periodically revised to keep abreast of changes in society. For example, following the 2000 U.S. presidential election controversy, the Carnegie Foundation changed its programming agenda to include strengthening U.S. democracy as one of its four main programmatic areas.

Although the work of foundations may be regarded collectively, several people have written scholarly pieces on the work of specific foundations (Robert F. Arnove on the Carnegie, Ford, and Rockefeller foundations; Jeffrey Puryear on the impact of the Ford Foundation's programs in Chile; and James S. Coleman and David Court on the Rockefeller Foundation's impact in Africa). The debate about foundations includes the position that foundations promote the causes that the elite and powerful determine worthwhile (Arnove) versus the argument that they facilitate institution building (Puryear, Coleman, and Court). Although these two positions may seem diametrically opposed, they both start with the premise that social change and development–as a result of the planning, research, expertise, and leadership of people interested in particular social causes–becomes more viable with funding from private charitable contributions. It is frequently NGOs that are conduits or tangential beneficiaries of the programming decisions or internal policies of these very foundations. Without trying to resolve the debate, it is imperative to recognize the role in international development that both foundations and NGOs play, together with the multilateral development banks, bilateral aid agencies, and governments. The descriptions that follow provide details on the individual organizations, their mandates, objectives, programming agendas, and target populations.
Some of the prominent NGO’s in Pakistan are Sarhad Rural Support Programme (SRSP), Integrated Rural Development Progarmme (IRDP), Village Agriculture and Industrial Development (VAID), Rural Works Programme (RWP), Participatory Rural Appraisal (PRA), People Works Programme (PWP) etc.   
Globalization and its implications in Pakistan:

There is a long list of benefits of economic globalization for the developing countries:

· The export-lead growth overcomes the limit of domestic purchasing power at early stage of development and pushes domestic producers to be exposed to international market competition and high standards. 

· Freer trade brings in needed equipment and technology to improve the production capacity; and increase the social welfare by importing lower price of high quality goods. 

· Foreign direct investment brings capital, technology, management know-how into the economy; 

· Foreign trade and Foreign direct investment also bring the competition into the economy, increase the pressures for reforms, force the domestic companies “following the international rules”, and make regulators start to play with more sophisticated players. Therefore, external opening promotes domestic reform. 
There is no doubt, as many advocates, the globalization provides good opportunities for the developing countries to grow more quickly, due to the capital inflows and technology transfer. What the developing countries lack the most now are moving more freely towards their economies to meet what they have the most: the cheap labor. By economic theory, such a movement would change, or more positively, improve the structure of the economic resource endowments of the countries in concern and therefore bring up the prosperity. 

Constrains of Globalization or liberalization to the developing countries like Pakistan:
In today’s world, it seems no need to teach the developing countries’ people about how good the opening will be. Actually, the basic incentive for the developing countries to develop their economy and to reform their institutions is to join the global market and to be an equal partners in the global market. No opening, no catching up. Because no opening you have nothing to catch up. And if you do not participate in the globalization, you will be simply marginalized. 

The real question in today’s world is why so many economies have not benefited much from the globalization but rather suffered continuously the poverty, social instability, financial turmoil and economic crisis? 

Back to the history, most of former colonial territories, which enjoyed high (maybe highest) degree of freedom of commodity trade, capital inflows and technology transfers, did not prosper and still remain in the category of the most backward countries. Why such a good thing like globalization is always so highly praised by multinationals or governments of developed countries, but rather skeptically or hesitantly taken by the developing world?

Fundamentally, there is an “unequal footing” problem in the globalization. The developing countries are constrained by their domestic problems in the international competition and they are more vulnerable to the risks of international market. It should be realized that a country needs more things to prosper, not only the flowing-in capital, transferred technology, and the local cheap labor. There are “other factors” that matter in a “production function” of a nation (or, there are different functions). The globalization can immediately bring in capital and technology, but it hardly to be quick to bring in (1) competitive economic structures; (2) good institutions and (3) market management capabilities (experiences, know-how, etc.), even (4) basic education that is necessary to make the cheap labor become a real factor of “comparative advantage”,  which all are crucial for economic prosperity and catching up. 
 

When people keep repeating the all-correct suggestions (that got no opposition from the developing countries) that the developing countries should reform their institutions, should develop their education (and technology research), should adjust their economic structures, should learn how to manage the market risks, should ……, they forget one simplest fact, that is that all these take time, not 1-2 years or 5-7 years, but perhaps 10-20 years, or 50 years (it took 200-300 years for the developed countries to develop their market system as it is). And then the real question is, how we can do during the process of reform and development of domestic capacity? 

. 





PAGE  
23

