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COURSE CODE: ECO 315 

COURSE TITLE: Development Economics 1 

NUMBER OF UNITS: Two 

COURSE LECTURER: Dr. (Mrs.) Evelyn Ogbeide-Osaretin 

 

LECTURE ONE 

CONCEPT AND MEASUREMENT OF ECONOMIC GROWTH AND DEVELOPMENT. 

Intended Learning outcome 

At the end of this lecture, the students are expected to: 

i) Define economic growth and development. 

ii) Differentiate between economic growth and development 

iii) Have a good knowledge of the different measures of growth and development 

 

Details 

i) Concept of growth and the measures of economic growth 

ii) Concept of economic development 

iii) The core values of development 

iv) Objectives of development 

v) Measure of economic development 

 

Resources  

 Course Lecture Notes: http://www.edouniversity.edu.ng/oer/economics/eco 315 pdf   

 Jhingan, M. L. (2011): The Economics of Development and Planning, Delhi, Vrinda 

Publications (P). Ltd. 

 Todaro, M., and Smith, S. C (2011). Economic Development. England, Pearson 

Education Limited. 

http://www.edouniversity.edu.ng/oer/economics/eco


 United Nation Development Programme (various years): Human Poverty Report. New 

York: United Nations, http://hdr.undp.org/en/reports/ global/hdr2016/. 

 World Bank (various years): World Development Indicators, Washington D.C, World 

Bank 

 

  

 

The terms growth and development are sometimes used interchangeably especially before the 

1960s. 

Concept of economic growth 

Economic growth is the increase in the real value of goods and services produced in a country 

for a period of time, one year or quarterly. It is also defined as the increase in the capacity of a 

country to produce goods and services in comparison between two periods of time or how much 

more the economy produces than it did in the prior period removing the effect of inflation 

(adjusted). 

 

Measures of economic growth 

Economic growth can be measure traditionally using the gross national product or gross national 

income since GDP takes into account all the economic output of a country.  A better measure is 

the growth of gross domestic product (GDP) which is the percentage increase in real GDP. The 

economic growth rate is the geometric rate of growth of GDP between the first and last year over 

a period. 

 

Concept of Economic Development          

Economic development is a multivariate concept and do not have a single satisfactory definition. 

Traditionally, economic development has been defined as a sustained growth in nominal or real 

income per capita of a nation so that output is increased more than the growth in population. It 

has also been viewed as the re-structuring of an economy where the share of agriculture is 

reduced while manufacturing, services, and industries begin to grown. Thus policies on 

development had been focused on enhancing industrialization hindering the growth and well-

being of the rural sector. It was believed that when growth of income is pursued without any 

http://hdr.undp.org/en/reports/


concern of unemployment, poverty and the distribution of income, in later years, growth will be 

trickled down (Kuznets) and other problems that will arise should be taken care of.  

 Modern Definition: the traditional definition was question when some countries where 

experiencing increase in output while the welfare of the people was getting worse and not 

changing particularly between the 1950s and 1960s.  

This led to a redefinition of economic development to mean the reduction in poverty, 

unemployment and inequality in the face of growth of per capita income. Economic 

Development was thus defined as a multidimensional process that requires a change in social 

structures, attitudes of the masses and the national institution to the favour of the masses as well 

as enhancing growth in income. It involves qualitative and quantitative improvements in a 

country’s economy as well as its political and social transformations. Development is concerned 

with “what has been happening to poverty? What has been happening to unemployment? What 

has been happening to inequality? If all three of these have declined from high levels to low 

levels the country is said to be developed.  

 

The core values of development. 

  Development has three core values and they are: sustenance, self-esteem and freedom. 

 Sustenance: This is the ability to meet up with the provisions of basic needs of food, shelter, 

clothing and security for the improvement in the quality of life.  

Self-esteem: This is the feeling of being a person, worthiness, self-respect, independence and not 

being used by others. This may differ among countries, societies and culture. The importance of 

the natural feeling of worthiness, self esteem is measured by economic wealth and technological 

power.  

 Freedom:  this is the freedom of choice and the elimination of all forms of dogmatic beliefs, 

oppressive institutions and the removal as much as possible all external constraints in the pursuit 

of developmental goals, gaining control over issues. It is freedom from three evils of want, 

ignorance and squalor. 

Difference between growth and development 

Economic growth is a quantitative sustained increase in the country’s per capita income while, 

economic development is a qualitative increase in the economic, social political and general 

welfare of the people.  However, for development to take place economic growth is a necessary 

condition.  

 



Objectives of economic development   

 To increase the availability and widen the distribution of basic life satisfactory goods 

(foods, shelter, clothing and protection).  

 To raise levels of living (higher incomes, provision of job, education and greater attention 

to cultural and human value) to increase national wellbeing and self-esteem. 

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

 To free them from servitude and dependence. 

 Preservation of natural resources and the environment 

 Solidarity with future generations 

 

 Measures of economic development 

Economic development has many dimensions and there is no single measure of development that 

completely captures the process because it is a multivariate concept. Some of the indicators used 

in the measurement of the level of development are: 

 Income per capita- Income per capita is the income of the country measured by either 

GNI (Gross National Income) or GDP (Gross Domestic Income) divided by the 

population. However the use of these measurement dives inaccurate comprises because of 

the use of official foreign exchange rates in of conversion of the national currency to U.S 

Dollars. To correct these, we employ the Purchasing Power Parity (PPP).  

PPP is the number of unit of a foreign country’s currency needed to buy same quantity of 

goods and services in the local developing country market as $1 would buy in U.S 

adjusted with relative prices across countries. It gives a better measure of standard of 

living and level of development than the ordinary income per capita.  Thus the higher the 

per capita income at PPP of a country the more developed the country is in compensation 

with the other country. For instances, Nigeria’s GDP per capita at exchange rate was 

about $1969 in 2010 and Nigeria’s GDP per capita at PPP was $2000 while in 2015 it 

was $5,639. UK GDP per capita at exchange rate was $46000 and GDP at PPP per capita 

was $36240 and $38,658 in 2000 and 2015 respectively. Kenya’s GDP per capita using 

exchange rate was $730 while PPP was $1500 and $2,901 in 2000 and 2015 respectively.  

 

Merits of per capita income  

 It is a primary indicator which measures economic performance of a country.  



 It is used in measuring standard of living and monitoring growth trend by national and 

international agencies because of its tremendous conceptual and statistical values.  

 Per capita income is the best single index which is readily available and used easily in 

classifying countries into developed and less developed. 

 Use by economic planners and forecasters.  

 It helps in developing policies and plans for development because GDP per capita shows 

whether an economy is improving or not in a more comprehensive manner.  

 It is easily understandable and has been used for measuring human development and 

well-being of a nation and is regarded as a substitute for all economic activity.  

 

Limitations  

 The data available for GDP estimates is not very accurate hence inaccurate GDP per 

capita. Inadequate and unreliable statistical information are usually misleading. 

 Countries having high per capita income do not always have a well educated population 

or a satisfactory level of educational development. For example low income countries are 

having a high level of education. While the DGP per capita in Kenya is $2,901 and 

Nigeria is $5,639, adult literacy rate is 78.0 in Kenya and 59.6 in Nigeria in 2015.  

 Structural and distributional patterns of income are ignored and not reflected by the 

average income. For example net output per capita may be growing by twenty percent but 

only five percent to ten percent of population may experience higher levels of living. If 

national income goes up but there is unequal distribution of income among different 

sections of the society, in that case rise in national income will be meaningless. 

 When we divide national income by population, the problem of population in that case is 

ignored. It confines the scope of the study. 

 In the underdeveloped countries, with the increase in per capita income of these 

countries, there is also increase in unemployment, poverty and income inequalities. This 

cannot be regarded as development. For instance youth unemployment rate in Nigeria 

was 38% in 2014.  

 The improvements of social activities like education, public health, greater leisure are not 

captured by changes in per capita real income. 

 Capability approach: This was developed by Amartya Sen in 1998 when he noted that 

development should be measured by the capabilities of the people rather than the use of 

income or utility. This is based on the functionality of the individuals. What the person 



can do, can be or does. Not what the person consumes but what the person can do with 

what is consumed, e.g a book is useless to an illiterate. The individual’s valuation of the 

kind of life that is worthwhile is important. Capability is thus defined as the freedom 

people have in choice of functioning given one’s personal features and command over 

commodities. 

 Social indicators/basic needs 

 Health: Tools used in measuring health include life expectance, rate of 

undernourishment and mortality rate (less than 5 years, mortality at birth, infant mortality 

and crude death rate).   Life expectancy is the average number of years a new born child 

would live given the mortality risk in the country. The higher of risk, the lower the life 

expectancy while literacy is the percentage of male and female that have basic ability to 

read and write 

 Education: For Education, tools used include the literacy rate, average years of 

schooling, gross enrolment rate etc.    

 Access to Safe Drinking Water and Sanitation: It is the restricted access to safe 

drinking water that affects the health status of the people directly and significantly and 

also the overall quality of life. 

 Composite indices: Some economists have emphasized on reduction in poverty as an 

important indicator of development while it has now become a common practice to 

measure development in terms of composite indices such as HDI (Human Development 

Index), GDI (Gender Development Index), HPI (Human Poverty Index) etc. 

 Physical Quality of Life Index (PQLI): developed by Morris D. Morris in 1979. This 

is calculated by taking account of literacy, life expectancy and infant mortality. Thus, it 

shows improvement in the quality of life with increase in life expectancy (LE), fall in 

infant mortality rate (IMR), and rise in basic literacy rate (BLR). This index was 

considered inadequate as it did not cover important aspects of development and it did not 

measure total welfare either. It also fails to account for changing structure of the 

economy. 

 Human development (HD): This measures development and macroeconomic wellbeing 

by combining the measure of education, health and the adjusted real income per capita (at 

PPP). It ranks countries on a scale of 0 (lowest HD) to 1 (highest HD). Educate (Literacy 

rate and gross enrolment), health (Life expectancy rate) and the income per capita. If HDI 

of a country falls within 0-0.4999, the country is a low developing country. If   0.5 -



07999, the country is medium developed country. If 0.8-0.9, the country is high 

developed country and if 0.9-1, the country is very high developed country.   

Index= actual-minimum/maximum-minimum 

Education index= 2/3(adult literacy rate index) + 1/3(gross enrollment index) 

HDI = 1/3 (Income index)+1/3 (life expectancy index)+ 1/3 (Education index).  

The HDI shows that a country can have high income per capita but low HDI index and a 

country with low income can have a reasonable development index.  

It is however criticized on the following ground: 

i)  The quality of education is not taken into consideration by introducing gross 

enrollment rate in the calculation while the drop outs are not accounted for.  

ii) It measures relative rather than absolute human development.  

iii) HDI ignores other indicators of human development such as infant mortality, 

nutrition etc  

iv) It measures relative rather than absolute human development. 

 

However, HDI has the ability to rise with per capita income because it is expected that 

when a country is rich it can invest in education and health which will increase human 

development and the national development. But in reality this do not always hold e.g 

Nigeria is rich with income of $5,639 and HDI of 0.527; Kenya has income of $2,901 

and higher HDI of 0.5555 ranking 146 while Nigeria ranked 152 and Ghana  has income 

per capita of $3,953 and HDI 0.579 ranking 139 in 2015.  

However, a new HDI has been introduced to account for these lapses in the old one and it 

is the measure current used by United Nation Development. This is called New Human 

development Index (NHDI). It dropped the enrollment rate while the mean years of 

schooling and expected years of schooling were included. Also the GDP that was used in 

the old measure was replaced by GNI.  

NHDI= 3√ Income index x health index x education index 

NHDI= 3√ Income index x life expectancy index x education index   

 Human Poverty Index: Human Poverty Index was first launched in 1990 and it is used 

by the United Nations to signify the standard of living in a specific country. It measures 

the amount of deprivation people experience in different countries. Factors such as short 

life expectancy, low literacy rates and overall living conditions are recorded in the human 



poverty index. A recent innovation has been the publication of a new poverty index (HPI-

2) which measures poverty in industrial countries.  
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LECTURE TWO 

CHARACTERISTICS OF UNDER-DEVELOPED NATIONS, DEVELOPMENT GAP, 

POVERTY AND THE BARRIERS TO DEVELOPMENT 

 

Intended learning outcomes 

At the successful completion of this course, students are expected to:   

i) Understand what constitutes a developing country and differentiate between a 

developed and developing country 

ii) Know the concept of poverty 

iii) Discuss the different types and measures of poverty 

iv) Understand the limitations to development in the developing countries. 

 

Course Detail 

i) Characteristics of developing countries. 

ii) Development gap and measurement 

iii) Concept of poverty 

iv) Types of poverty 

v) Measures of poverty 

vi) Barriers to development 

 

Introduction 

Under-development is most times used in synonym with un-developed countries. The term 

under-developed country is referred to a country that has no possibility or expectation of 



developing while un-developed country is one that is not expressing possibility or do not have 

the capacity for development e.g the Arctic (cold) part of Sahara are un-developed while 

counties like Nigeria and Cameroon are under-developed. Under-developed is better referred to 

as poor or backward countries. However a more respectable term is developing or low developed 

countries. 

Under-developed/developing/low developed country is one that is characterized by mass 

absolute poverty, low per capita income among others.  

 

Characteristics of Low Developed Countries 

1. Lower levels of living and productivity 

2. Lower levels of human capita development (health, educate, and skills)  

3. High rate of pupil – teacher ratio. 

4. Shorter life expectancy rate (about 50 years as compare to developed countries with 

about 80 years. Nigeria is about 54 years). 

5. High levels of inequality and absolute poverty. 

6. High population growth rate as a result of high birth rate (average population growth rate 

of 2 percent contrary to 0.7 percent in developed countries. Nigeria is 2.7percent) 

7. High dependency on imported goods and production/exportation of primary goods. 

8. Large rural population and rapid rural urban migration   

9. Lows levels of industrialization and technological backwardness  

10. Under developed market 

11. Lower relative levels of per capita income and GDP. 

12. Under-developed natural resources 

13. High rate of unemployment and disguised unemployment (particularly in urban area) 

. 

Development gap 

Development level differs across countries. The difference in the level of development between 

the rich and poor countries of the world is called development gaps. Data shows that Sub-

Saharan Africa is the poorest region, with more than half of its population living in extreme 

poverty, and with a per capita GDP at only 3,493, the least as compared to other regions and 

which is 23.92% of the world average per capita income in 2015. The region has the lease adult 

literacy rate of 64.3 % young age dependency ratio (0-14) of 79.8, also the highest as compared 

to other regions.  



 

Measures of development gap 

There are various ways of measuring development gaps. Among these are the:  

 $1.25-a-day poverty 

  $1.9-a-day poverty 

 $2-a-day poverty, 

  Per capita GDP at PPP,  

 Life expectancy at birth,  

 Net primary enrollment,  

 adult literacy,  

 under-5 survival 

  Births attended by skilled health personnel. 

Closing this gap is the world’s concern.  

 

Poverty 

Poverty is a broadly used and significant concept in all countries of the world but have a 

contestable definition. Poverty entails the lack of income or expenditure level to sustain or 

maintain a minimum standard of living. UNESCO (United Nations Education Structural and 

Cultural Organisation) in 1997 defined poverty as a general scarcity or the state of one who 

lacks a certain amount of material possessions or money. It is a multifaceted concept, which 

includes social, economic and political elements.  

This implies that poverty is a state of derivation, multi-dimensional and not limited to income. 

It has to do with the lack of control over resources including land, skills, knowledge, capita and 

social connections.  

 

Perspectives of poverty measure.  

i) Income: An individual is facing income poverty when he does not have enough money to 

obtain a given standard of living  

ii) Basic need poverty: This occurs when the individual is not able to meet up with the basic 

need of life (food, shelter and clothing) he is facing lack of basic need poverty.  



In the measurement of poverty, consumption is considered as more suitable than income. Life 

expectancy, infant mortality rate, literacy, nutrition, access to primary school, health clinic and 

drinking water are the important factors giving appendix information of poverty. 

 

Poverty line  

The poverty line is an annual income level that marks the dividing line between poor 

households and those that are not poor. It is obtained from data on individual and household 

consumption, where a cut-off threshold is laid down below which individuals and households 

are considered to be poor. According to World Bank Living Standard Measurement Survey 

(LSMS 1997), the poverty line regards people as poor if they survive on less than $1.9 Dollar 

per person per day.  

 

The poor 

Any individual or group of individuals that is deprived of the means that are considered basic is 

classified as poor because he is not capable of satisfying his needs in the way that he desires. 

This criterion values the importance of people's freedom to decide on the use of the means that 

they have at their disposal in a way that is appropriate for them. 

Classification/types of Poverty 

 Absolute Poverty or Food Energy In-take: this is synonymous with destitution and 

occurs when people cannot obtain adequate resources (measured in calories or nutrition) to 

support a minimum level of physical health. It is the situation of being unable or barely able to 

meet the subsistence essentials of food, clothing and shelter.  

 Relative Poverty: This is the comparison of the living standard of people in a given 

society within a specified period of time. For example, a family can be considered poor if it 

cannot buy presents for children at Christmas, or cannot send it’s young to the university like the 

rest of the community even when they can provide the basic food, shelter and clothing or it is 

provided by government. Relative poverty can also be objective and subjective. When the 

differences in the level of satisfaction is analysed by value judgment irrespective of the 

individual’s view, we have objective relative poverty while if the assessment is done by the 

individual, we have subjective relative poverty. 



 Transitory Poverty: people or families can be poor because of some adversities like 

earthquake, floods or a serious illness. Sometimes, people can help themselves out of these 

situations when given a little assistance. Transitory poverty is poverty for some time. 

 Chronic poverty: this is a more complicated type. This is when poverty is handed over 

to individuals and families from generations before them. In this type, there is usually no escape 

from it, as people are trapped in its causes and have no access or tools that will help them get out 

of it.  

 Material Poverty: it is defined as scantiness or insufficiency of materials. Thus, non-

material poverty would include a dearth of ideas, a lack of education, a loss of ambition etc. 

 

Measures of Poverty 

The extent of poverty of an individual, household or country can be determined using any of the 

measures of poverty. This gives the information on the poverty state and comparison can also be 

done.  

 The head count ratios/incidence of poverty: this is the proportion of a country’s 

population living below the poverty line. The current world poverty line is $1.9 (PPP). It 

is the simplest and best known poverty measure or index and is simply the ratio of the 

number of poor individuals to the total number of individuals in the population. The 

poverty head count, H or Po can be expressed as; 

  H=Po =q 

               N 

Where; q=number of people below the poverty line 

             n= total number of people in the population. 

 The poverty gap/income shortfall: this is the difference between the poverty line and the 

mean income of the poor, as a ratio of the poverty line. This shows the depth of poverty or 

the extent to which income of the poor lies below the poverty line. It also measures the level 

of income transfer to the poor which is the amount of money it would take to raise the 

income of the average poor person up to the poverty line per day.  

I = ∑ (z - ya)/z      

Taking the product of H and I will incorporate both the numbers of the poor and the depth of their 

poverty. This is called P1  

P1 =  HI  =  1   q (Z -  Yi) 

                              N   ∑       Z 



            i=1 

 

Yi= consumption expenditure or income of the poor 

Z= poverty line; N is the population 

For the nation as a whole, we will be calculating the total poverty gap (TPG). TGP is the total 

amount of income needed to move every one that is poor (below the poverty line) up to the 

minimum line. It is given as     

  H  

              q (Z -  Yi) 

TPG  =   ∑      

              i=1   

 

 

 

 

 

 

Though the index P1 is an improvement on P0, it is only sensitive to the average poor person and 

does not show the concern for the poorest of the poor. In other words, the income gap ratio only 

gives a good indication of the depth of poverty but is not sensitive to the distribution of the 

standard of living indicator among the poor.  

 

Composite Poverty Measure 

 The Pa Class Measures of Poverty: This is a class of additively decomposable measures 

(Pa) proposed by Foster, Greer and Thorbecke (1984). The Pa measure includes the 

headcount index and the poverty gap, as well as providing a distributional sensitive measure, 

using the choice of a ‘poverty aversion parameter α: the larger α is, the greater the weight 

given by the index to the severity of poverty. These parametric poverty measures satisfy 

Sen’s three axioms  

(1) The focus axiom requires that the poverty measure be dependent only on the incomes of 

the poor, hence the incomes of the non-poor and any changes therein are irrelevant. The 

headcount ratio, the income gap ratio, and the Gini coefficient satisfy this axiom.  

(2) The monotonicity axiom stipulates that the poverty index increase when the incomes of 

the poor increase. Both the headcount ratio and the Gini coefficient fails to satisfy this 

axiom but the income gap ratio does.  
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(3) The weak transfer axiom stipulates that the poverty measure be sensitive to changes in 

the income distribution of the poor as well as changes in the income gap, and changes in the 

number of the poor. The Foster-Greer-Thorbecke (FGT) index measures the social-valuation 

of different degrees of poverty. 

Pa  =              1   q (Z -  Yi)
a
 , 0 ≤ α ≤ 2 for Yi ≤ 2 

                               N  ∑       Z 

      i=1       

Pα = the measure of poverty 

α = poverty aversion parameter (≥ 0). It represents the weight attached to gain by the poorest. It 

takes the values of 0, 1 and 2 

n = total number of household 

q = number of households below the poverty line 

Y =  household income 

Z = poverty line 

The three members of the FGT class are: 

i. The FGT poverty measure for a 0: this equals the headcount ratio: 

   Po =    1   q (Z -  Yi)
0

  = q/H  

                                                                     N    ∑       Z 

                             i=1  

The FGT poverty measure for a = 1: Here the Pa is the headcount times the average income 

shortfall:         P1 =        1   q (Z -  Yi)
a
 = HI                                       

         N    ∑       Z 

           i=1                                      

iii. The FGT poverty measure for a ≥ 2: This measure is sensitive to the distribution of 

income among the poor and it satisfies axiom’ which requires that when a transfer is made from 

a poor person to someone who is poorer, the measure indicates a decrease in aggregate poverty. 

Most analysts prefer this measure because it has desirable properties and exhibits some 

consistency between the values that underlie the measure and the values of the policy maker. 

 The Human Development Index (HDI): The HDI is the most recent composite index 

developed by the UNDP. It focuses on human development and incorporates both income 

and non-income factors. Three factors – longevity, knowledge and income – are used. 

Longevity is measured by life expectancy birth (e0). Knowledge is measured by literacy data 

while income is proxied by per capita income.  HDI is shown as: 

  HDI = f(e0, lit, Y)  

Where: a 



 e0  = life expectancy at birth 

 lit =  literacy rate 

 Y = per capita income 

 Disparity of income distribution: these are measures of absolute poverty that have to do 

with the distribution of income among the poor and not of the overall population.  

(1) The Lorenz curve is a graphical representation of the relationship between the 

cumulative shares of income (on the horizontal axis) and the cumulative percentage of 

the population (on the vertical axis). 

 

 

(2) On the other hand, the Gini coefficient (G) measures income inequality as based on the 

Lorenz curve. 

G = Area between the Lorenz curve and the diagonal line 

       Total area between the diagonal line and the horizontal axis 

 

 

 

 

Barriers to Development 

The solutions to these barriers will close the development gap. 

 

(1) Vicious cycle of poverty: the circular force that tends to keep a poor country poor 

from one generation to the other. This is as a result of the low productivity of the 

country. 

 

 

Low Productivity 

Capital Deficiency Low Income 



 

 

 

 

(2) Low capital formation: this tends to be the major key. Poverty can lead to and also a 

consequence of low capital formation. In the face of poverty the people are illiterates and 

unskilled and as such they use poor method and tools of production leading to low 

productivity, low income, low savings, low investment, difficulty is securing fund/ getting 

capital and underdevelopment.  

(3) Politics: Governments can play significant roles in the development of the country. This 

can be achieved through good governance. Good governance results when the leaders of a 

country are able to have long term plans for the country, address their problems with the 

optimal legislation and attracting capable and honest people into government while the citizens 

help in voting in good/honest/competent politicians and leaders. 

(4) Culture/ social state: This includes the social and cultural attitude of the people to 

education, modern health care and religious believes. A welcoming attitude will create room for 

development by enhancing education and health status of the people which will make them 

productive. 

(5) Low level of human capita development:  Heath and education are important factors 

for the development of any country. When the people are educated, labour productivity is 

improved. This will facilitate technological innovation, and also help to improve health 

outcomes. Also, good health can improve development by boosting human capital 

accumulation— healthy individuals have a greater capacity to learn skills and to exploit them 

economically, and are more productive because they are able to work longer hours. 

(6) Institutional quality:  Low quality of the institution (constitutions, regulatory authority, 

legal systems, and distribution of power) can hinder development of a country as it will 

discourage both domestic and foreign investment into the country.  

(7) Unending corruption: In the face of high level of corruption, resources that will be used 

for the development of the country are diverted to individual accounts which are usually 

transferred to other countries.    

(8) Poor infrastructure facilities: Infrastructural facilities are paramount for the 

development of any country. Good roads, water supply, sewerage systems, power supply, and 

Low Investment Low Demand/low 

saving 



telecommunications enhance the production of goods and services which increase economic 

growth and development. Poor facilities hinders the movement of factors of production, 

increases the cost of production, reduces efficiency and development is hindered.  

(9) Financial Sector Development: the financial sector is seen as the foundation of every 

country. A developed financial sector will support economic growth through effective 

mobilization of savings to investment; transfer of information that will enhance resource 

allocation and promote both domestic and foreign trade. It can also reduce poverty by 

increasing the access of credit to the poor. However, good macroeconomic policies are needed 

to protect the country from external shocks from liberalization. 

Resources 
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Press 
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 National Bureau of Statistics (2012): Poverty profile in Nigeria, NBS press briefing and 

Nigeria poverty profile report, www.nigerianstat.gov.ng. 
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 Sen, A (1999), Development as freedom. New York, Knopf 

 

 

 
COURSE CODE: ECO 315 

COURSE TITLE: Development Economics 1 

NUMBER OF UNITS: Two 

COURSE LECTURER: Dr. (Mrs.) Evelyn Ogbeide-Osaretin 

LECTURE THREE 

INDUSTRIALIZATION AND ITS IMPACT ON ECONOMIC 

DEVELOPMENT 

 

http://www.edouniversity.edu.ng/oer/economics/eco


Intended Learning outcome 

At the end of this lecture, the students are expected to: 

iv) Have a good knowledge of the concept of industrialization. 

v) Know the importance of industrialization the development of an economy 

vi) Identify some challenges faced by developing countries in the process of 

development.  

 

Details 

vi) Concept of industrialization. 

vii) Importance of industrialization to economic development 

viii) Effects of industrialization on the developing countries 

 

Concept of industrialization 

Industrialization is a major pre-requisite for economic development.  

Industrialization is the process of converting raw materials into the manufacturing of capital or 

consumers goods and services for the individuals and business. 

 

Importance of industrialization to economic development.  

1. Employment: industrialization provides employment for the unemployed particularly for 

those that cannot be absorbed by the agricultural sector because they need workers. 

2. Return to scale: Industrialization enhances return to scale and economics of scale as a 

result of the low cost of production and the time saving from the use of modern 

technology as a result of the use of. This also saves time. 

3. Self- sufficient: the developing countries become self-sufficient by producing what they 

need.    

4. Control of price fluctuation: LDCs are known to be producers of primary products which 

are always prone to price fluctuation. Hence, industrialization will help to take care of 

these negative effects of fluctuations in prices of primary products as they go into the 

production of manufactured goods. This will also improve their terms of trade. 

5. Social transformation: Industrialization also brings about social transformation, social 

equality and equality in the distribution of income. 

6. Improvement of the agricultural sector: Industrialization brings about the use of modern 

technology which is also applied to the agricultural sector. Modern and effective 



agricultural practices are introduced to the sector that enhances the productivity of the 

sector. 

Negative effect of industrialization in the developing countries. 

Although industrialization has been advocated as a need tool for the economic development of 

the developing countries, industrial activities in the developing countries also have their negative 

effects such as: 

1. Rural stagnation: Most industrial activities usually take place in the urban area and this 

usually results in rural urban migration which will lead to the stagnation of the rural area. 

2. High urban population growth: The rapid rural urban migration increases the population 

growth rate of the urban area. For instance, urban population is 47.8 percent in Nigeria. 

3. Environmental degradation and depletion of natural resources. Most industries activities 

degrade the environment through air, water, land population etc. This is as a result of the 

use coal and fuel for power as well as spillage from these industries. There is also the 

problem of deforestation and taken up of agricultural land. 

4. Increases inequality: industrialization although leads to the reduction of absolute poverty 

(incidence of poverty), it tends to increase inequality as in the case of China. The 

concentration of the industries in the urban areas usually increases the level of inequality 

between the urban and rural dwellers. This is because the people in the industrial 

sector/urban areas seem to earn more than the people in the agricultural sector/rural areas.  

 

However, promoting development of rural non-agricultural activities, like production in 

small and medium-sized enterprises (SMEs), may decrease this disparity. Also, 

industrialization requires the use of skill-biased technologies, particularly in the level of 

education. This will increase the level of inequality between the highly educated and low 

level human capital. 

 

Effective industrial policies  

The rate at which industrial development can effectively reduce poverty and inequality depends 

on the pattern of industrialization. It can thus be concluded that the drive for development of the 

developing countries should not be based only on industrialization at the neglect of the other 

sectors but a blending of the various sectors through diversification. Industrialization will 

effectively enhance development:  

 When the poor benefits from the growth as a result of the industrialization. 



 When the industries employ a high proportion of unskilled workers and/or use domestic 

inputs and raw materials that are produced with labor-intensive technologies which can 

have positive effects on incomes of the poor, for example Taiwan.   

 Pro-poor economic and industrial policies are pursued focusing on increasing the 

economic returns of the productive factors that the poor possess, e.g. raising returns to 

unskilled labour, as against policies of promoting higher returns to capital and land that 

tend to increase inequality. However, when industrialization includes changes in existing 

patterns of concentration of physical and human capital and of land ownership from a 

group to even distribution, it can also be developmental.  

 The geographical location of industry can also affect the extent to which industrialization 

is pro-poor. 

 In the long run, investment in human capital and technological upgrading are important 

tools for the significant impact of industrialization on the development of the countries. 

This will make them competitive in the international market and be able to sustain 

economic prosperity, examples are Korea and Taiwan.  
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