Introduction to Economic Development

Introduction to Economic Development
Key concepts, objectives, and measurement tools

1. What Is Economic Development?

Aspect Description

Definiti A sustained, multi?dimensional process that improves the economic well?being and
efinition
quality of life of a community, region, or nation.

Encompasses growth (increase in output) plus improvements in health, education,

Scope

inequality, environmental sustainability, and institutional quality.

Goal

Raise living standards, reduce poverty, and expand opportunities for all citizens.

2. Core Components

Component

Income &
Production

Human Capital

Physical Capital

Institutional Quality

Social Inclusion

Environmental
Sustainability

Typical Indicators

GDP per capita, GNI, productivity

Literacy rates, school enrollment,
life expectancy, health outcomes

Infrastructure (roads, electricity,
water), capital stock

Rule of law, property rights,
regulatory efficiency, corruption
perception

Poverty rates, Gini coefficient,
gender?gap indices

CO? emissions per capita,
renewable?energy share, forest
cover

Why It Matters

Shows the material resources
available for households and the
government.

Healthy, educated people can work
more efficiently and innovate.

Reduces transaction costs, connects
markets, and enables production.

Provides the framework for secure
investment and fair competition.

Ensures that growth benefits are
broadly shared, reducing social
tension.

Guarantees that development can be
maintained for future generations.




Introduction to Economic Development
3. Theoretical Foundations

Theory

Classical Growth
Theory (e.g., Adam
Smith, David Ricardo)

Neoclassical Solow
Model

Endogenous Growth
Theory

Structural Change
Models (Lewis,
Kuznets)

Institutional Economics
(North, Acemoglu &
Robinson)

Sustainable
Development Paradigm

Main Idea

Economic growth stems from capital
accumulation, labor, and natural
resources.

Long?run growth driven by
technological progress; diminishing
returns to capital & labor.

Knowledge spillovers, human capital,
and R&D generate sustained growth
internally.

Development involves shifting labor
from low?productivity agriculture to
higher?productivity industry/services.

Institutions shape incentives and thus
economic performance.

Economic growth must be compatible
with environmental limits and social
equity.

Policy Implication

Focus on capital formation
and trade liberalization.

Invest in R&D, education, and
policies that foster innovation.

Support R&D subsidies,

higher education, and network

effects.

Promote industrial policies,
rural?urban migration
management, and skill
upgrading.

Strengthen property rights,
reduce corruption, improve
governance.

Adopt green technologies,

social safety nets, and
inclusive policies.

4. Measuring Economic Development

1. Gross Domestic Product (GDP) per capita — basic income measure, but ignores

distribution and non?market activities.

2. Human Development Index (HDI) — combines life expectancy, education, and GNI per

capita.

3. Multidimensional Poverty Index (MPI) — assesses deprivations in health, education, and

living standards.

4. Gini Coefficient — quantifies income inequality (0O = perfect equality, 1 = maximal

inequality).
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5. World Bank’s “Doing Business” indicators — evaluate regulatory environment for firms.
6. Environmental Performance Index (EPI) — tracks ecological sustainability.

Best practice: Use a dashboard of complementary indicators rather than a single number.

5. Drivers of Economic Development

| Driver | Typical Policies / Actions | |-------- |
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