
lewis model economic development
lewis model economic development is a foundational theory in development economics
that explains the transition of labor from traditional agricultural sectors to modern
industrial sectors. Developed by economist W. Arthur Lewis in the 1950s, this model
highlights the dual-sector structure commonly found in developing economies and
provides a framework for understanding how economic growth can be achieved through
structural transformation. The theory focuses on the role of surplus labor in agriculture
and its absorption into the industrial sector, which is seen as crucial for economic
development. This article will explore the key components of the Lewis model, its
relevance to economic development, practical applications, and critiques. By examining
these aspects, readers will gain a comprehensive understanding of how the Lewis model
contributes to the study of economic growth and development strategies.
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Understanding the Lewis Model
The Lewis model economic development theory presents a dual-sector hypothesis that
divides the economy into two distinct sectors: the traditional, subsistence agricultural
sector and the modern, capitalist industrial sector. It is centered on the idea that economic
progress in developing countries depends largely on the efficient reallocation of labor. The
agricultural sector is characterized by low productivity and surplus labor, while the
industrial sector offers higher productivity and wages. The model emphasizes that
transferring surplus labor from agriculture to industry can stimulate industrial growth and
overall economic development.

Historical Context
W. Arthur Lewis introduced the model during the post-World War II period when many
developing countries sought solutions for rapid economic growth. At that time, traditional
agriculture dominated these economies, and there was a pressing need to understand how
industrialization could be fostered. The Lewis model provided a theoretical framework
that linked labor dynamics to economic transformation, influencing development policies



in many countries over subsequent decades.

Basic Assumptions
The model relies on several key assumptions, including:

The existence of surplus labor in the agricultural sector that does not affect
agricultural output.

The industrial sector has a higher marginal productivity of labor compared to
agriculture.

Wages in the industrial sector are higher and remain relatively constant during the
initial phase of labor transfer.

Profits generated in the industrial sector are reinvested to expand industrial
capacity.

The economy operates under conditions of full employment in the industrial sector
but underemployment in agriculture.

Key Components of the Lewis Model
The Lewis model economic development framework is built on critical components that
explain the process of structural change in developing economies. Understanding these
elements helps clarify how labor transfer contributes to economic growth.

Dual-Sector Structure
The model divides the economy into two sectors:

Traditional Agricultural Sector: Characterized by low productivity, labor surplus,
and subsistence-level wages.

Modern Industrial Sector: Characterized by higher productivity, capital
accumulation, and higher wages.

This duality underpins the entire development process described by the model.

Surplus Labor Concept
One of the most important contributions of the Lewis model is the concept of surplus labor
in agriculture. Surplus labor refers to the portion of the workforce in agriculture whose



marginal productivity is zero or negligible. This means that removing these workers from
agriculture does not reduce agricultural output, allowing their redeployment to the
industrial sector without harming food production.

Capital Accumulation and Industrial Growth
According to the model, profits generated in the industrial sector are reinvested to expand
capital stock, leading to increased demand for labor. This process results in continuous
industrial growth, which eventually absorbs the surplus labor from agriculture and drives
overall economic development.

Role of Labor Transfer in Economic Development
The transfer of labor from the agricultural sector to the industrial sector is central to the
Lewis model economic development theory. This transition is viewed as a catalyst for
structural transformation and increased productivity.

Mechanism of Labor Migration
Labor migration occurs when industrial wages exceed agricultural wages, motivating
workers to move to cities and industrial jobs. The industrial sector’s higher productivity
and profitability enable it to offer better compensation, attracting surplus agricultural
labor. This migration contributes to the expansion of the industrial workforce and
accelerates economic modernization.

Impact on Productivity and Income
As labor shifts to the industrial sector, overall productivity rises because industrial
workers tend to have higher output per worker than agricultural workers. This shift also
leads to increased average incomes and improved living standards, which are essential
goals of economic development.

Phases of Labor Transfer

Initial Phase: Large surplus labor exists in agriculture; industrial sector expands by1.
absorbing this labor without increasing wages.

Intermediate Phase: Surplus labor diminishes; wages in both sectors begin to rise.2.

Final Phase: Surplus labor is exhausted; the economy reaches full employment, and3.
wages equalize across sectors.



Implications of the Lewis Model for Policy
The Lewis model economic development theory has significant implications for economic
policy, particularly in developing countries seeking to accelerate industrialization and
growth.

Industrialization as a Development Strategy
The model advocates prioritizing industrial development to absorb surplus labor and
generate capital accumulation. Policies that promote investment in manufacturing,
infrastructure, and technology are therefore critical to facilitating this structural
transformation.

Labor Market Policies
Governments are encouraged to create conditions for labor mobility by removing barriers
to migration, improving urban infrastructure, and ensuring fair wages in the industrial
sector. These measures help ensure a smooth transfer of labor and reduce unemployment
or underemployment in rural areas.

Investment in Human Capital
Although the original model focuses on labor quantity, modern interpretations emphasize
the importance of improving labor quality through education and training. Developing
human capital increases labor productivity and supports sustained industrial growth.

Critiques and Limitations of the Lewis Model
Despite its influence, the Lewis model economic development theory has faced several
critiques and limitations that scholars and policymakers must consider.

Assumption of Surplus Labor
The model assumes a large pool of surplus labor in agriculture, but in many developing
countries, this surplus may not exist or may be smaller than expected. This challenges the
feasibility of transferring labor without causing agricultural output declines.

Wage Rigidity
The assumption that industrial wages remain constant during the initial phase has been
questioned. In reality, wages may rise due to labor unions, minimum wage laws, or labor
shortages, which can reduce industrial profits and slow capital accumulation.



Neglect of Agricultural Sector Development
The Lewis model places little emphasis on improving agricultural productivity, which is
essential for food security and rural income growth. Ignoring agricultural development
can lead to imbalanced growth and social issues.

Urban Unemployment and Informal Sector Growth
Labor migration to urban areas may result in unemployment or underemployment if the
industrial sector cannot absorb all migrants. This often leads to the expansion of the
informal sector, which the model does not adequately address.

Contemporary Relevance of the Lewis Model
Although formulated over half a century ago, the Lewis model economic development
theory remains relevant for understanding economic transitions in many developing
countries. Its core insights into labor dynamics and structural change continue to inform
development economics and policy design.

Application in Emerging Economies
Countries such as China, India, and Vietnam have demonstrated patterns consistent with
Lewis’s dual-sector model, where labor shifts from agriculture to manufacturing and
services have driven rapid economic growth and poverty reduction.

Integration with Modern Development Theories
The Lewis model’s focus on labor transfer is often integrated with contemporary theories
emphasizing technology, globalization, and human capital. This holistic approach better
addresses the complexities of modern economic development.

Policy Lessons for Sustainable Development
Modern policymakers draw lessons from the Lewis model to balance industrial growth
with agricultural modernization, ensure inclusive labor markets, and promote investments
in education and infrastructure to support sustainable development trajectories.

Frequently Asked Questions



What is the Lewis Model of economic development?
The Lewis Model, also known as the Dual Sector Model, is an economic development
theory proposed by W. Arthur Lewis. It explains the transition of an economy from a
traditional agricultural sector to a modern industrial sector, emphasizing the movement of
surplus labor from agriculture to industry to fuel economic growth.

How does the Lewis Model explain economic
development?
The Lewis Model explains economic development through the transfer of surplus labor
from the traditional agricultural sector, where labor productivity is low, to the modern
industrial sector, where productivity and wages are higher. This shift increases overall
productivity and drives economic growth until the surplus labor is fully absorbed.

What are the key assumptions of the Lewis Model?
Key assumptions of the Lewis Model include the existence of surplus labor in the
agricultural sector, fixed wages in the industrial sector, reinvestment of industrial profits
for expansion, and a dual economy consisting of a traditional agricultural sector and a
modern industrial sector.

What are the limitations of the Lewis Model in
explaining economic development?
Limitations of the Lewis Model include its assumption of unlimited surplus labor,
overlooking labor market imperfections, ignoring the role of technological change in
agriculture, and assuming that industrial profits are always reinvested, which may not
hold true in all economies.

How is the Lewis Model relevant to developing countries
today?
The Lewis Model remains relevant as many developing countries still have large
agricultural sectors with surplus labor. It provides a framework for understanding
structural transformation and guiding policies that promote industrialization and labor
transfer to boost economic development.

Additional Resources
1. The Lewis Model and Economic Development: Foundations and Applications
This book offers a comprehensive introduction to the Lewis model, explaining its
theoretical framework and historical context. It explores how the dual-sector economy
concept has influenced development policies in emerging economies. Through case
studies, the book illustrates the model's relevance and limitations in contemporary
economic development.



2. Dual Economies and Structural Change: Revisiting Lewis’ Theory
Focusing on the dual-sector hypothesis, this volume delves into the structural
transformation from traditional agriculture to modern industry. It critically examines the
assumptions behind Lewis’ model and presents empirical evidence from various
developing countries. The book also discusses policy implications for sustainable economic
growth.

3. Economic Development in Practice: Insights from the Lewis Model
This practical guide links Lewis’ theoretical insights to real-world development challenges.
It analyzes labor surplus, capital accumulation, and industrialization processes in
developing nations. The author provides policy recommendations to harness the model’s
principles for effective economic planning.

4. Lewis’ Dual Sector Model: Historical Perspectives and Modern Critiques
Offering a historical overview, this book traces the origins and evolution of the Lewis
model in development economics. It presents critiques and alternative theories that have
emerged over time. Readers gain a nuanced understanding of the model’s strengths and
weaknesses in light of modern development theory.

5. Transforming Economies: The Role of Labor Surplus in Development
This book centers on the concept of labor surplus as proposed by Lewis, exploring its
significance in economic transformation. It discusses mechanisms for shifting labor from
low-productivity agriculture to high-productivity industry. The text also addresses
challenges such as urban unemployment and wage dynamics.

6. Industrialization Strategies in Developing Countries: Lessons from the Lewis Model
Examining industrial policy through the lens of the Lewis model, this work highlights
strategies for fostering industrial growth. It emphasizes the importance of capital
accumulation and labor absorption in the manufacturing sector. Case studies illustrate
successes and failures in implementing these strategies.

7. Capital Accumulation and Economic Growth: Revisiting Lewis’ Framework
This book analyzes the role of capital accumulation in driving economic growth within the
dual-sector framework. It incorporates modern economic data and models to reassess
Lewis’ assumptions. The author discusses how capital investment can be optimized for
balanced development.

8. Labor Markets and Economic Development: Insights from the Lewis Model
Focusing on labor market dynamics, this text explores wage determination, labor mobility,
and employment patterns in developing economies. It links these factors to the structural
changes described by Lewis. The book offers policy insights to improve labor market
outcomes in the context of development.

9. The Lewis Model in Contemporary Development Economics
This volume brings together recent research and applications of the Lewis model in
today’s economic environment. It explores adaptations of the model to include
technological change, globalization, and informal sectors. The book is ideal for readers
interested in the ongoing relevance of classical development theories.
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