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It is a matter of great satisfaction for us to note that our book has received wide acceptance among teachers,
researchers and students of Indian Economy in all universities of the country. We now present the thirty seventh
edition of our book. As in the case of the earlier editions, in this edition also, we critically analyse the performance of
the Indian economy over the years, discuss the problems confronting the different sectors, and carry out a threadbase
evaluation of the different programmes being undertaken by the government in considerable detail. We also examine
the opportunities and challenges facing the Indian economy in the new emerging global environment. This edition also
carries out some innovations. For instance, on persistent demand from our esteemed readers, we have introduced a
new section explaining the concepts and terms used in the book (see ‘Definition of Terms Used in the Book’ after
Preface and Contents). A discussion on ‘Union Budget 2019-20’ has also been included.

The organisation, structure and contents of the present edition are as follows:

Part I of the book ‘Economic Development: A Theoretical Background’ is divided into three chapters. It discusses
the concepts of economic growth and development, common characteristics of underdeveloped countries, the role of
economic and non-economic factors in economic development, the concept of human development, human development
index, gender inequality index, multidimensional poverty index, etc., and issues concerning the relationship between
environment and development.

Part II discusses the ‘Structure of the Indian Economy’ and consists of thirteen chapters. It is devoted to the
discussion of various issues relating to the nature of the Indian economy including the natural resources and ecological
issues, infrastructural development, population problem, unemployment and poverty (including a discussion on universal
basic income), income growth and inequalities, etc.

Part III of the book ‘Basic Issues in Agriculture’ consists of nine chapters. It starts with a discussion of the role,
nature and cropping pattern of Indian agriculture and then takes up for discussion the issues in Indian agricultural
policy (including a review of the new global opportunities and challenges facing Indian agriculture in the wake of the
various agreements concluded under WTO). We then proceed to a discussion of agricultural production and productivity
trends, progress and failures in the field of land reform, green revolution and its impact on the rural economy of the
country, agricultural finance and marketing, agricultural prices and agricultural price policy, the food security system
in India, and agricultural labour.

Part IV on ‘The Industrial Sector and Services in Indian Economy’ consists of ten chapters. It starts with a
discussion of industrial development during the period of planning and then proceeds to discuss some major industries
of India. This is followed by a discussion of small-scale industries, industrial policy, role and performance of public
sector enterprises, the issue of privatisation in public sector enterprises, role of private sector in the Indian economy,
CSR (corporate social responsibility), the problem of industrial sickness, and various issues relating to industrial
labour. The last chapter in this part (Chapter 35) discusses the growth of the services sector and related issues.

Part V of the book concerns ‘Foreign Trade and Foreign Capital.’ Consisting of eight chapters, it starts with a
discussion of the changes in the composition and direction of India’s foreign trade, and then proceeds to a discussion
of India’s balance of payments, trade policy, policy relating to foreign capital, exchange rate and capital account
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convertibility, MNCs (including a discussion on FERA and FEMA), etc. The last two chapters of this part discuss in
detail the opportunities and challenges that the Indian economy faces in the new global environment and also examines
critically the working of the WTO.

Part VI on ‘Money and Banking’ consists of six chapters. It starts with a discussion of the problem of inflation in
India and then takes up the discussion of Indian money market, expansion and progress of commercial banking in
India, Reserve Bank of India and a critical appraisal of its monetary policy, development of capital market in India and
steps taken to strengthen this market in recent years (including steps taken by SEBI) and institutional financing.

Part VII on ‘Public Finance’ contains five chapters. In this part, we start with a discussion of the Indian tax
structure (including a discussion on GST). This is followed by a discussion of public expenditure and public debt in
India. The chapter on ‘India’s Fiscal Policy’ in addition to discussing the various aspects of fiscal policy as is being
implemented in India, examines the issue of fiscal responsibility in detail. The last chapter of this part focuses on the
issues related to federal finance in India. It also discusses the report of the Fourteenth Finance Commission in detail.

Part VIII which is the last part of the book is on ‘Economic Planning and Policy.’ It contains nine chapters.
Starting from a discussion of the rationale, features and objectives of planning, we proceed to discuss the strategy of
development as envisaged in the various five year plans. This is followed by a discussion of the financing pattern of
India’s five year plans, sectoral allocation of resources, regional planning in India, the problem of black money (including
a discussion on demonetisation), and assessment of planning in India (including a detailed discussion of the post-
economic reform period). The last chapter of the book (Chapter 63) considers the Twelfth Five Year Plan in detail.

We take this opportunity to thank the large body of students, candidates appearing in different competitive
examinations, researchers and teachers in various universities and colleges spread all over the country for continuously
patronising our book all through these years and making it a standard textbook in its field. We are overwhelmed by the
tremendous response to our efforts which has been an incentive for us to work hard to constantly revise and update
our analysis and incorporate all new issues on Indian Economy in all their dimensions over the years. We also thank
Dr. Divya Misra of Lady Shri Ram College, Delhi University, and Mrs. Kiran Puri for their help and support in preparing
this edition. We also place on record our deep sense of gratitude to our publishers M/s. Himalaya Publishing House Pvt.
Ltd. for their wholehearted cooperation all through the process of production of this new edition.

V.K. Puri
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The present book discusses the development issues facing the Indian economy. It is the experience of the authors
that the traditional textbooks carry ample description and heaps of data but little analytical framework. The study of
Indian economy is, therefore, reduced to a study of ‘descriptions’ and cramming of data. The student feels bored and
loses interest in the subject. From a long-term point of view, this tendency is harmful for the development of the
subject itself. Undoubtedly, some brilliant studies have been conducted by different scholars on some specific issues
facing the economy but these studies are spread over a number of journals and research papers. The student has
neither the time nor the patience to go through all of them. Their treatment is also highly technical and they are not
easily accessible to the students. The authors have for long felt the need of a book that integrates the main results of
these studies in the main text and supplies the ‘missing links of information’ to the student while strictly maintaining
the overall textbook structure.

Out of this conviction the present book is born. It is divided into 46 chapters dealing practically with all issues
confronting the Indian economy. The treatment is exhaustive like other competing books but it differs from them in
that particular attention has been paid to ‘analysis’ rather than mere ‘description’ of facts. This should enhance the
utility of the book from the point of view of the students and teachers. Within the framework of a textbook, the
chapters on ‘population problem’, ‘strategy of development’, ‘capital, technology and institutions’, and a number of
other chapters raise a number of issues that are generally glossed over in the traditional textbooks on Indian economy.

Some issues have emerged recently as serious issues of debate. These include the question of inter-sectoral terms
of trade between agriculture and industry, farm size and productivity, underutilisation of capacity in Indian industries,
the paradox of rising saving and investment rate but slow economic growth, etc. These questions are not even raised,
let alone discussed, in traditional textbooks. The authors of the present book have given the respect that is due to these
topics by discussing them in detail.

Conceived thus, the present book should be of immense value to the students of Indian Economics appearing in
various University examinations and competitive examinations. It fills an important gap in the area.

In writing this book, we have benefited immensely from the studies of a number of scholars spread over various
journals and magazines. We are grateful to all of them. We also express our deep sense of gratitude to Miss Divya
Misra, Lecturer in Economics, Lady Shri Ram College, Delhi and Shri Shashi Prakash Sharma, Lecturer in Economics,
Shyam Lal College (Evening), Delhi, for rendering assistance in various forms in preparing the manuscript of this
book. Thanks are also due to Vijay Batra for typing the manuscript with patience and efficiency. We are deeply
indebted to the publisher for bringing out this book in a record time. Suggestions for improving the book are welcome
from all quarters and will be gratefully acknowledged.

V.K. Puri and S.K. Misra
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FFIGURES/UNITS USED IN THE BOOK

One lakh 1,00,000

One million 10 lakh

One crore 10 million

One billion 1,000 million/100 crore

One trillion 1,000 billion/1,00,000 crore
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Economic Development: A Theoretical Background

1. Economic Growth, Development and Underdevelopment
2. Economic and Human Development
3. The Environment and Development

PART – I



I. GNP per capita in US dollars (2018)

– High income economies 44,166

– Upper middle income economies 8,859

– Lower middle income economies 2,245

– Low income economies 790

– India 2,020

– China 9,470

II. HDI, 2018 (HDI calculated for 189 countries)

– Norway (first rank) index value 0.953

– Switzerland (second rank) index value 0.944

– India (130th rank) index value 0.640

– Niger (last rank) index value 0.354

III. GII, 2017

– Values of GII range from an average of 0.270 for Europe and Central Asia to 0.569 for Sub-Saharan Africa and from an average
of 0.170 for the very high human development group to 0.586 for the low human development group.

– India with GII value of 0.524 in 2017 ranks 127th.

IV. Multidimensional Poverty Index (MPI)

– In most of the countries falling in the medium and low human development category, more than one-third of the population
suffers from multidimensional poverty. In fact, in countries falling in low human development category, more than half of the
population suffers from multidimensional poverty.

– In India, 27.5 per cent of the population, i.e., as many as 36.4 crore people suffered from multidimensional poverty. Not only
this, 8.6 per cent of the population lives under conditions of severe poverty (reference year 2015-16).

V. Growth and Environmental Degradation

– According to a World Bank Report published in June 2013, the total cost of environmental degradation in India is about ` 3.75
trillion annually, equivalent to 5.7 per cent of GDP in 2009.

– According to the same Report, over the period 1953-2009, damages from natural disasters stood at ` 150 billion a year on
average (at constant 2009 prices).

– Of the cumulative 1,169.1 billion metric tonnes of carbon dioxide emissions in the world over the period 1850 to 2005, high
income countries accounted for as much as 750 billion metric tonnes (i.e., 64.2 per cent) while the share of low income
countries was just 24.0 billion metric tonnes (2.1 per cent) and the share of middle income countries was 395.1 billion metric
tonnes (34.0 per cent).

Part - I: Summary Statistics



Today, economic growth is everybody’s concern and
in such a milieu, growth theory has received particular
attention of economists. Yet surprisingly, there is no
consensus on the definition of the term. Different economists
have used the term ‘economic growth’ to convey different
meanings. In some cases the concepts differ in essence,
whereas in others only in emphasis. Some other economists
are of the view that the term ‘economic growth’ is very
much obvious and there is no need to frame a precise
definition of it. Thus, quite often no distinction is made
between ‘economic growth’ and ‘economic development’
and the two terms are used interchangeably. Others feel that
clear and unambiguous definitions are a prerequisite to any
precise analysis. Underlying the difficulties which most
social scientists face in the absence of precise definitions,
Ronald A. Shearer stated, “The literature of social sciences
is a testimony to the errors; unnecessary confusions and
prolonged debates which can result from an ambiguity on
the level of basic conceptualisation.”1 There is certainly
weight in Shearer’s observations. We also feel that to avoid
ambiguity, it is better to identify economic growth in terms
of some measurable criteria.

In this chapter, we propose to address the following
issues:

 The concept of economic growth

 The concept of economic development

 Growth and development: A contrast in concepts

 Meaning and indicators of underdevelopment

 Common characteristics of underdeveloped/
developing countries.

TTHE CONCEPT OF ECONOMIC GROWTH

Economic growth may be defined as a rate of expansion
that can move an underdeveloped country from a near
subsistence mode of living to substantially higher levels in
a comparatively short period of time, i.e., in decades rather
than centuries. For nations already advanced economically,
it will mean a continuation of existing rates of growth.
Historically, rapid economic growth has been accompanied

by greater industrialisation. But more accurately the process

ECONOMIC GROWTH,
DEVELOPMENT AND

UNDERDEVELOPMENT

1
Chapter

of economic growth can be described in terms of greater

commercialisation of economic activities.

Rise in gross domestic product. According to some
economists, economic growth is a process whereby an
economy’s gross domestic product (GDP) increases over a
long period of time.2 In this context, it is necessary to
distinguish between gross national product (GNP) and gross
domestic product (GDP). In a closed economy, no distinction
is required to be made between gross national product and
gross domestic product (GDP), whereas in an economy
open to foreign trade, national product may be greater or
less than domestic product depending upon the net inflow
or outflow of income. A country may record an increase in
its GNP if its people have invested massive capital outside
the country and earn big profits therefrom. But this does not
mean that the economy has developed. Therefore, the only
rational approach to the problem will be to differentiate the
term GDP from the term GNP in the context of economic
growth. Obviously, of the two variables, GDP will a more
accurate picture of economic growth as compared to GNP.
In this context, it is pertinent to mention that the increase in
GDP must be steady and prolonged. A short period increase,
as occurs within the boom period of a trade cycle, cannot be
accepted as growth.

Rise in per capita product. However, it is not correct
to define economic growth in the above manner. The reason
is that if the population in a country grows faster than GDP,
product per capita (or income per capita) will decline.
Obviously, this cannot be termed economic growth.
Accordingly, many economists have defined economic
growth as a sustained increase in per capita product (or
income). This, in fact, is the most satisfactory approach to
economic growth. Accordingly, in our study of India’s
problems of growth in this book, we also define economic

growth in terms of a rise in per capita product (or income).

However, it needs to be emphasized here that it is also
necessary to focus on the structural changes that occur
within the country over a period of time because in many
cases these changes are of greater importance than some
increase in per capita product. Charles Bettelheim has
pertinently remarked that, in planning for economic growth,
“the aim should be not quantitative change (large production)

3
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only, but qualitative change too (i.e., higher productivity of

labour). Only on the basis of such qualitative change can an
economy as a whole rise to higher level.”3

TTHE CONCEPT OF ECONOMIC
DEVELOPMENT

Till the 1960s, the term ‘economic development’ was
often used as a synonym of ‘economic growth’ in economic
literature. Now, economic development is no longer
considered identical with economic growth. It is taken to
mean growth plus progressive changes in certain crucial
variables which determine the well-being of the people.
There are qualitative dimensions in the development process
which may be missing in the growth of an economy expressed
in terms of an increase in the national product or the product
per capita. Development economists are no longer impressed
by the growth performance of a country which gets reflected
in the rise in its GDP (or GNP); they now concentrate more
directly on the development process. Mahbub ul Haq, a
leading Pakistani economist has remarked, “the problem of

development must be defined as a selective attack on the

worst forms of poverty. Development goals must be defined

in terms of progressive reduction and eventual elimination

of malnutrition, disease, illiteracy, squalor, unemployment

and inequalities. We were taught to take care of our GNP
because it would take care of poverty. Let us reverse this
and take care of poverty because it will take care of the
GNP. In other words, let us worry about the content of GNP
even more than its rates of increase.”4

The Traditional Approach
In the present-day development economics, one finds

broadly two main approaches to the concept of economic
development. The first one often known to be the traditional
approach, defines development strictly in economic terms.
For the exponents of traditional approach economic

development implies a sustained annual increase in GNP

(or GDP) at rates varying from 5 to 7 per cent or more

together with such alteration in the structure of production

and employment that the share of agriculture declines in

both, whereas that of the manufacturing and tertiary sectors

increases. The policy measures thus suggested are the ones
which induce industrialisation at the expense of agricultural
development. Objectives of poverty elimination, economic
inequalities reduction and employment generation are
mentioned in passing reference only and in most cases, it is
assumed that rapid gains in overall growth in GNP or per
capita national (or domestic) product would trickle down to
people in one form or the other. This is known as the

‘trickle down’ effect of economic growth.

The New View of Economic Development
Having realised that about 40 per cent of the developing

world’s population had not benefited at all from economic
growth during the 1950s and 1960s, an increasing number
of economists called for the rejection of the narrow definition
of economic development. During the 1970s, they redefined
the concept of economic development in terms of the
reduction or elimination of poverty, inequality and
unemployment in the context of a growing economy. In this
phase, “Redistribution with Growth” became the popular
slogan. Talking in this framework, Charles P. Kindleberger
and Bruce Herrick argued, “Economic development is

generally defined to include improvements in material

welfare, especially for persons with the lowest incomes,

the eradication of mass poverty with its correlates of

illiteracy, disease and early death, changes in the

composition of inputs and outputs that generally include

shifts in the underlying structure of production away from

agricultural towards industrial activities, the organisation
of the economy in such a way that productive employment
is general among the working age population rather than the
situation of a privileged minority; and the correspondingly
greater participation of broadly based groups in making
decisions about the directions, economic and otherwise, in
which they should move to improve their welfare.”5

Dudley Seers posed the basic questions about the
meaning of development in the right perspective when he
asserted, “The questions to ask about a country’s
development are therefore: 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, then beyond doubt this has been
a period of development for the country concerned. If one
or two of these central problems have been growing worse,
especially if all three have, it would be strange to call the
result ‘development’ even if per capita income doubled.”6

In light of the environmental destruction that is taking
place all over the world presently in the pursuit of the
objective of growth, protection of environment is now
regarded as an integral part of development. As pointed out
by Dreze and Sen, “In the broader perspective of seeing
development in terms of promoting substantive human
freedom, fighting poverty and being responsible about the
environment cannot but be closely linked... Indeed, important
components of human freedoms – and crucial ingredients of
our quality of life – are thoroughly dependent on the integrity
of the environment, involving the air we breathe, the water
we drink, and the epidemiological surroundings in which
we live. The opportunity to live the kind of lives that

people value – and have reason to value – depends among

other things on the nature and robustness of the
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environment. In this sense, development has to be

environment-inclusive….”7

GGROWTH AND DEVELOPMENT:
A CONTRAST IN CONCEPTS

As stated earlier, in recent literature the term economic

growth refers to increases over time in a country’s real
output of goods and services — or more appropriately
product per capita. Output is generally measured by gross
or net national product, though other measures could also
be employed. The term economic development, in contrast,
is more comprehensive. It implies progressive changes in
the socio-economic structure of a country. Viewed in this
way, economic development involves a steady decline in
agriculture’s share in GNP and a corresponding increase in
the share of industries, trade, banking, construction and
services. This transformation in economic structure is
invariably accompanied by a shift in the occupational structure
of the labour force and an improvement in its skill and
productivity. Charles P. Kindleberger rightly asserts that
whereas economic growth merely refers to a rise in output,
economic development implies changes in technological
and institutional organisation of production as well as in
distributive pattern of income. Compared to the objective of
development, economic growth is easy to realise. By
mobilising larger resources and raising their productivity,
output level can be raised. The process of development is
far more extensive. Apart from a rise in output, it involves
changes in the composition of output as well as a shift in the
allocation of productive resources so as to ensure social
justice.

In some of the underdeveloped countries, the process
of economic growth has been accompanied by economic
development. This, however, is not necessary. It is quite
probable that a country produces more of the same type of
goods and services, to keep up with a growing population,
while basic structure of the economy remains intact. In a
well-known book on Liberia, Robert Clower had observed
that in spite of the fact that the various concessions to
foreign firms induced exports in a big way and resulted in
a considerable increase in gross national product, there was
virtually no complementary development in other sectors of
the economy. The institutional set-up of the country
essentially remained unaltered in this phase of growth.
Further, the benefits of this growth went almost exclusively
to a privileged few, while the vast majority of the country’s
people remained completely unaffected. Clower thus calls it
“growth without development.”8 Hence, Singer asserts, “for
developing countries it is not difficult to demonstrate from
numerical models, given their high rates of population

increase, increasingly capital-intensive technology, the
technological monopoly of the industrialised countries and
their limited resources, that widespread ‘trickle down’, let
alone the creation of social welfare states, is most unlikely
in the normal context of purely economic growth.”9 However,
in this context, it must be remembered that development

without growth is inconceivable. A substantial rise in a

country’s GNP is required before it can hope to expand its

industries, financial institutions, trade, public utilities,

and government administration. Nowhere in the world has
the occupational distribution of population changed in the
absence of growth.

Emphasizing the importance of economic growth for
achieving development, Jean Dreze and Amartya Sen have
stated, “Economic growth is indeed important, not for itself,
but for what it allows a country to do with the resources that
are generated, expanding both individual incomes and the
public revenue that can be used to meet social
commitments.”10

Most of the underdeveloped countries of today have a
colonial past and their growth pattern is quite similar in
many respects. The essence of this pattern of growth is
dualism. Dualism refers to coexistence of developed and

underdeveloped sectors in a country’s economy side-by-

side. In such an economy, one sector or subsector

experiences perceptible growth, while the rest of the

economy does not. Income generated by this growth in the
past was shared by the representatives of the colonial power
and by a small segment of the native population. Dualistic
growth in a great number of countries has completely
bypassed those areas and people who contributed nothing to
the export economy.11 In the absence of any connection
with the growing sectors of the economy, these self-sufficient
subsistence societies had suffered a long period of stagnation.

Political colonialism which could exclusively be blamed
for enclave growth in backward countries has now
disappeared, but its imprints on the economies of Asian,
African and Latin American countries are still visible. It is
distressing to note that even modern growth processes

leave large segments of the population completely

untouched. Former World Bank President Robert

McNamara had estimated that about 40 per cent of the

developing world’s population did not benefit at all from

the economic growth during the 1950s and 1960s.12 This
experience was rather frustrating to multitudes of population.
It also led to the adoption of an alternative conception of
economic development. This viewpoint is generally referred
to as the basic needs approach. This approach emphasizes
that mere economic growth (even if accompanied by an
equitable distribution of income) cannot meet the basic
needs of the people. Consequently, “policies must be
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implemented to ensure a rising and properly distributed

supply of goods, both private and public, if basic needs are

to be met.”13

UUNDERDEVELOPMENT:
MEANING AND INDICATORS

Since the end of the World War II, economists have
taken particular interest in the problems of relatively backward
economies, and yet there is no definition of underdevelopment
which will be universally acceptable. It is also difficult to
classify different regions of the world into ‘developed’ and
‘underdeveloped’. In fact, there are vast differences in the
natural and human resources of different countries. Levels
of capital formation, technological knowledge and economic
organisation also differ considerably. All these differences
are of such a magnitude that it does not seem possible to
classify countries into developed and underdeveloped on
their basis. USA, UK and Germany are all richly endowed
with natural resources and all of them are classified as
developed countries. However, the countries in Latin America
and the Middle East are classified as underdeveloped in
spite of the presence of large mineral resources. Density of
population is high in India, Bangladesh, Pakistan, Indonesia,
etc., whereas it is distinctly less in Latin American and
African countries. However, all these countries are classified
as underdeveloped. Therefore, density of population also
cannot be relied upon to assess the degree of
underdevelopment.

Occupational Distribution and Underdevelopment

In debates on problems of economic underdevelopment,
occupational distribution of population is often mentioned
as an objective criterion to divide countries between
developed and underdeveloped. No doubt it is a useful
criterion; at the same time from the point of view of analytical
rigour, it is not completely reliable. It is widely held that the

countries in which the primary sector (i.e., agriculture,

forestry, animal husbandry, etc.), provides employment to

a large proportion of labour force, are underdeveloped.

This notion has certainly an objective basis. Most of the
poor countries are essentially agricultural and even if some
industries have been established in these countries, their
impact is yet to be felt on the socio-economic life of the
people. India, Nepal, Bangladesh, Pakistan and Tanzania
fall in this category. In contrast, Mexico, Chile, Brazil and
Argentina, are not agrarian economies, yet these countries
are underdeveloped though the degree of underdevelopment
is not exactly the same as in essentially agrarian economies.
The occupational distribution of population and the sectoral
distribution of national income are surely the indicators of
the direction of economic change but they may not always
correctly indicate the level of development achieved in a
particular country.

Low Per Capita Income as an Indicator of
Underdevelopment

The UN experts have defined an underdeveloped

country as the one in which per capita real income is low

when compared with the per capita real income of the

USA, Canada, Australia and Western Europe.14 This
definition has focused its attention on the relatively lower
levels of real income per capita in Afro-Asian and Latin
American countries.

Natural resources of a country act as a limiting factor
in economic development. Man by his ingenuity can develop
productive forces, but poor natural resources of a region
will always prove to be a serious obstacle to widespread
industrial activity. Therefore, it is quite possible that a
country fails to reach the European level of affluence, though
it has harnessed all of its productive resources. Real income
per capita in such a country may be lower than in the West
European countries, yet it cannot be characterised as
underdeveloped by any logic.

Moreover, we cannot treat a country as developed
merely because its per capita income is comparable to that
of the USA or Australia. Joan Robinson rightly asserts,
“For several of the Arab States, GNP per capita suddenly

Box 1.1

Economic Growth, Development and Underdevelopment

Economic Growth

‘Economic growth’ refers to increase over time in a country’s real output of goods and services – or more appropriately product per capita.

Economic Development

‘Economic development’ implies progressive changes in the socio-economic structure of a country. Further, development goals are defined
in terms of progressive reduction in unemployment, poverty and inequalities.

Economic Underdevelopment

An underdeveloped country is characterised by a low level of per capita income. The Indian Planning Commission defines an underdeveloped
country as one which is characterised by the coexistence of unutilised or underutilised manpower and of unexploited natural resources.



Economic Growth, Development and Underdevelopment 7

jumped to levels which exceed that of the richest Western
States, yet in these countries are found some of the poorest
and least developed communities in the world.”15 This clearly
indicates that underdevelopment or development of a country
or a region may not always be reflected in its per capita
national product or the average living standard.

Poverty Based Concept of Underdevelopment
Modern development economists now define

development as a process involving elimination of poverty,

income inequalities and unemployment. In this framework,

underdevelopment is a situation characterised by

the worst kinds of deprivation. Todaro, while defining
underdevelopment in terms of poverty, goes beyond narrow
economic criteria when he states, “Underdevelopment is a
real fact of life for more than 3 billion people in the world
— a state of mind as much as a state of national poverty.”16

Denis Goulet provides a forceful portrayal of
underdevelopment in terms of poverty. He states,
“Underdevelopment is shocking: the squalor, disease,
unnecessary deaths, and hopelessness of it all! No man
understands if underdevelopment remains for him a mere
statistics reflecting low income, poor housing, premature
mortality or underemployment. The most emphatic observer
can speak objectively about underdevelopment only after
undergoing, personally or vicariously, the ‘shock of
underdevelopment’. This unique culture shock comes to
one as he is initiated to the emotions which prevail in the
‘culture of poverty’. The reverse shock is felt by those
living in destitution when a new self-understanding reveals
to them that their life is neither human nor inevitable... The
prevalent emotion of underdevelopment is a sense of personal
and societal impotence in the face of disease and death, of
confusion and ignorance as one gropes to understand change,
of servility toward men whose decisions govern the course
of events, of hopelessness before hunger and natural
catastrophe. Chronic poverty is a cruel kind of hell; and one
cannot understand how cruel that hell is merely by gazing
upon poverty as an object.”17

Development Potential and Underdevelopment

According to Jacob Viner, development potential of a
country is a much better criterion to judge the extent of its
underdevelopment. Therefore, he defines an underdeveloped
country as the one “which has good potential prospects for
using more capital or more labour or more available natural
resources, or all of these, to support its population on a
higher level of living, or if its per capita income level is
already fairly high, to support a larger population on a not
lower level of living.”18 Definition of an underdeveloped
country given by the Indian Planning Commission in the
First Five Year Plan is akin to the one given by Jacob Viner.

The Indian Planning Commission defines an

underdeveloped country as “one which is characterised by

the coexistence, in greater or less degree, of unutilised or

underutilised manpower on the one hand, and of

unexploited natural resources on the other.”19

The definition of underdevelopment given by Jacob
Viner and the Indian Planning Commission appears to be
quite scientific and logical as it focuses its attention on a
basic characteristic of underdeveloped countries – their
development potential.

CCOMMON CHARACTERISTICS OF
UNDERDEVELOPED/

DEVELOPING COUNTRIES

Notwithstanding differences in approaches to the
question of underdevelopment, it is always possible to identify
some common characteristics of underdeveloped/developing
countries. Most underdeveloped countries, as already
discussed, are poor and their present rate of capital formation
is hardly adequate for sustained development efforts. Their
economies are essentially agrarian and not much
industrialisation has taken place in them, in response to
demand for their products in export markets. In the following
pages, we shall now discuss common characteristics of
underdeveloped countries in some detail:

1. Low GNP per capita. GNP per capita in
underdeveloped countries is appallingly low. Naturally, mass
of the population leads a wretched life under subhuman
conditions. In India, for example, where GNP per capita has
been estimated to be $ 1,680 in 2016 at current prices,
roughly one-third of the population is below the poverty
line. On world scale, income inequalities between the
developed and underdeveloped countries are not only large,
but the gap between them increases with every year that
passes. According to the World Bank estimates, in 2018,
the average GNP per capita of the high income economies
was $ 44,166, whereas it was $ 790 in low income
underdeveloped countries. It is, however, pertinent to mention
that all Third World countries are not equally underdeveloped
in terms of GNP per capita. Brazil, Malaysia, Mexico, and
Turkey are far more affluent than most of the South and
East Asian countries such as India, Nepal, Pakistan,
Bangladesh, Myanmar, and Indonesia. Depending upon the
degree of underdevelopment, the development potentials in
these countries differ significantly.

The estimates of GNP per capita are usually calculated
by converting GNP to US dollars using exchange rates as
conversion factors. These estimates, however, do not reflect
appropriately the purchasing power of currencies due to the
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fact that relative prices of goods and services not traded on
international markets vary substantially from one country to
another. The use of purchasing power parity (PPP) conversion
factors corrects for these differences and may, therefore,
provide a better comparison of average income. If we use
PPP estimates of GNP per capita, we find that income
inequalities between the developed and underdeveloped
countries are somewhat lower than those we observe on the
basis of exchange rates as conversion factors. For instance,
we can see from Table 1.1 that while GNP per capita in
India was only $ 2,020 in 2018 as against $ 62,850 in USA,
the PPP estimate of GNP per capita in India was $ 7,680
against $ 63,390 in USA in 2018. Thus, India’s GNP per
capita was less than one-thirteeth of USA’s GNP per capita
in 2018 but one-eighth of USA’s PPP estimate of GNP per
capita. Nevertheless, one cannot deny that there are substantial
income inequalities as among the developed and the
underdeveloped countries and within the underdeveloped
countries themselves as brought out clearly in Table 1.1.

2. Scarcity of capital. The rate of capital formation
is relatively low in most of the low income less developed
economies due to widespread poverty. When the absolute
income is high, the ability to save is also high. This explains
why the rate of capital formation is high in Japan, a highly
developed economy. In other developed countries, saving
rates are modest because of the sway of consumerism. The
saving rates are presently very high in some of the fast
growing East Asian economies. For example, the saving
rate in Malaysia, China and Singapore was 40 per cent or
more than 40 per cent of GDP, on an average, during 1997-
2003.20 In most of the low income underdeveloped
economies, the saving rate continues to be very low (less
than 20 per cent of GDP in many cases). It has been

argued by Ragnar Nurkse that most of the underdeveloped

countries have been caught in the vicious circle of poverty,

and thus their capacity to save is very low. On the demand

side, the small size of the market acts as a disincentive and

the potential savers indulge in wasteful consumption which

they might not do, if adequate investment opportunities

are available.

3. Rapid population growth and high dependency
burden. Population has been increasing in underdeveloped
countries at the rate of 2 per cent per annum or more over
the past several decades. This demographic trend has been
determined mainly by the fact that the medical facilities
now available in these countries have effectively brought
down the mortality rates among all sections of the society,
whereas the birth rate continues to be high due to widespread
poverty, ignorance and religious orthodoxy. Fast growing

population in the Third World countries is both a cause

and an effect of underdevelopment.

Over the past seven decades, the population in African,
South Asian and Latin American countries has increased at
an alarming rate making any significant improvement in the
living standards of the people rather difficult. Some of the
agrarian economies in these regions have actually recorded
some decline in the living standards of the multitude of
population in recent periods. Though this trend is unfortunate,
it is not at all surprising. In any country where population
grows roughly at a rate of 2 per cent per annum, for a stable
per capita income the GNP must also record an annual
increase of 2 per cent. Assuming a capital-output ratio of
4.0:1, which according to available statistical evidence is
fairly reliable, an average 2 per cent annual increase in GNP
would require an investment rate of 8 per cent. Therefore,

Table 1.1

GNP Per Capita and PPP Estimates of GNP Per Capita in US Dollars (2018)
(Selected Regions/Countries)

Developed Regions GNP PPP estimates Underdeveloped/Developing GNP PPP estimates
per capita of GNP regions per capita of GNP

per capita per capita

High Income Economies 44,166 51,175 Low Income Economies 790 2,225
USA 62,850 63,390 Lower Middle Income 2,245 7,586
Germany 47,450 55,800 Upper Middle Income 8,859 18,745
UK 42,390 45,660 Malaysia 10,460 30,600
France 41,070 46,900 China 9,470 18,140
Japan 41,340 45,000 Brazil 9,140 15,820
Ita ly 33,560 42,490 Thailand 6,610 18,160
Korea, Rep. of 30,600 40,450 Indonesia 3,840 12,650
Greece 19,540 29,600 India 2,020 7,680

Bangladesh 1,750 4,560
Pakistan 1,580 5,840
Ethiopia 790 2,010

Note: Countries are arranged in order of GNP per capita.
Source: World Bank, World Development Indicators, 2018.
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any country which plans for an annual 8 per cent rise in
GNP (or 6 per cent annual rise in its GNP per capita) will
have to mobilise roughly 32 per cent of its GNP for investment
purposes. This, under given socio-economic framework of
underdeveloped countries, appears to be rather difficult.

4. Low levels of productivity. Productivity of labour
in underdeveloped countries is generally low. It is both a
cause and an effect of the low levels of living in these
countries. According to Todaro, “low levels of living and

low productivity are self-reinforcing social and economic

phenomena in Third World countries, and, as such, are

the principal manifestations of and contributors to their

underdevelopment.”21 Obviously, at low levels of
productivity the national income will be small and thus,
apart from a microscopic minority, rest of the people in the
country will have an appallingly low living standard. Hence,
for raising the living standards of the mass of the presently
deprived people, productivity of labour must rise
considerably.

Labour productivity depends on a number of factors,
such as, availability of other inputs which are combined
with labour in production process, health and skill of workers,
motivation for work and institutional set-up. The two inputs,
viz., capital and managerial skill when combined with labour
in the required quantity raise its productivity substantially.
But in underdeveloped countries these inputs are in short
supply. If these countries wish to raise the productivity of
labour, they will have to augment the supplies of these
strategic inputs. Moreover, there are clear linkages between
poverty of the workers and their health and skill which
determine their productivity levels. Therefore, tackling of
poverty in underdeveloped countries is required not merely
because it involves a human problem, but it is quite important
from the point of view of growth as well.

5. Technological backwardness. In underdeveloped
countries over a wide range of industrial activity, production
techniques are backward. Often, lack of Research and
Development (R&D) is blamed for the technological
backwardness in these countries. In certain cases, weak
communication system between the research institutes and
the producers is believed to be the cause of sorry state of
affairs in this regard. This, however, does not explain the
whole situation. In most cases, it is not the ignorance which
prevents producers from making use of most sophisticated
technology requiring extensive supply of capital. Many
underdeveloped countries willingly opt for labour-intensive
technology and their choice, though often dictated by their
relative poverty, is not altogether irrational under the given
circumstances. In the absence of any social security against
unemployment, workers’ unions oppose introduction of

labour displacing technology in industries. This organised
attempt of workers is certainly a retrogressive act from the
point of view of economic growth, but in order to check an
increase in unemployment, the State in underdeveloped
countries cannot permit unrestricted replacement of outmoded
machines by the most sophisticated ones.

6. High levels of unemployment and
underemployment. Widespread unemployment particularly
among the unskilled workers is an universal phenomenon in
the Third World. Bulk of rural as well as urban unemployment
in underdeveloped countries is involuntary. Due to high
levels of poverty in these countries, markets for industrial
products are small and provide little incentive to industrialists
to expand their activities. Faced with lack of effective demand,
industries grow haltingly and offer too few new job
opportunities to the continuously increasing number of
working population. The traditional agriculture characterised
by low productivity also suffers from lack of labour absorption
capacity. Hence, with an increasing pressure of population
on land, disguised unemployment continues to grow. Peasants
are often aware of this phenomenon, but in the absence of
alternative employment opportunities, they stick to small
pieces of land which are not adequate even for subsistence
living. Over a period of time, structural unemployment in
underdeveloped countries tends to grow worse. This is due
to the absence of any automatic mechanism that could be
called into play as unemployment rose. At present, the
gravity of the situation can be followed from the fact that
“almost 35 per cent of the combined urban and rural

labour forces in poor nations is unutilised.”22

7. Lower level of human well-being. Generally, three
broad kinds of indices are used in constructing a measure of
a person’s well-being: his current and prospective real income,
his health and educational attainments. We have earlier
stated in this chapter that in less developed countries, the
GNP per capita is much lower than in developed countries.
When we consider the two other indices, we find that the
human well-being in less developed countries is far lower
than that in developed countries. Let us now consider the
health indicator first. In most studies, experts have relied

on mortality indices and morbidity to judge the state of

health. On these indicators, less developed countries are

far behind the developed countries of the West. In 2017,
life expectancy at birth for males was 61 years and for
females 65.0 years in low income economies (as against
this, life expectancy at birth for males was 78 years and for
females 83.0 years in high income economies). Further,
under five mortality rate in the low income economies was
69 per 1,000 live births in contrast to 5 in the high income
economies in 2017. Quantitative measurement of morbidity
is not easy. Yet, there is no doubt about the fact that the
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degree of morbidity is significantly higher in underdeveloped
countries than in the developed countries.

The output of education is a durable good and thus its
contribution to human well-being is significant. Further,
among different levels of education it is the primary level
that has the highest productive value (a rate of return of
about 26 per cent). However, less developed countries have

consistently underinvested in primary education relatively

to education’s higher reaches.23 As a consequence of this
neglect of primary education, adult illiteracy rate in low
income countries over the period 2005-14 was as high as 34
per cent for males and 52 per cent for females whereas it
was almost nil in high income countries.

8. Wide income inequalities. Compared to developed
countries, income inequalities are larger in underdeveloped
countries. Data published in the World Development
Indicators, 2017 suggest that income disparities are far
greater in many less developed countries than in the developed
countries. For example, if we compare the share of national
income accruing to the poorest 10 per cent of a country’s
population with that of the richest 10 per cent as a rough
measure of income inequalities, we note that a great number
of underdeveloped countries, e.g., Kenya, Namibia, Lesotho,
Nigeria, Zambia, Colombia, Malaysia, Brazil, Mexico and
Argentina have considerable degree of income inequality,
while developed industrial market economies such as Finland,
Denmark, Netherlands, Sweden, Germany, France and Japan
have relatively less inequalities. (See Table 1.2 for data on
income inequalities for some developed and developing
countries).

World Development Report 2006 asserts that “From
an equity perspective, the estimation of opportunities matters
more than the distribution of outcomes.”24 Unequal
opportunities are large within many underdeveloped
countries. Inequalities in health and education in these
countries often translate into unequal economic opportunities.

9. High incidence of poverty. The extent of absolute
poverty is an important dimension of the problem of income
distribution in the developing countries. At relatively lower
levels of GNP per capita, large income inequalities, as they
exist in the developing countries of Asia, Africa and Latin
America, have resulted in widespread poverty. The poverty
problem could perhaps be overcome in these countries with
a more equitable income distribution. In near future, if
developing countries wish to wipe out poverty they have no
choice except to improve the income distribution so as to
ensure a minimum standard of living in terms of calorie
intake and nutrition levels, clothing, sanitation, health,
education and so on.

Poverty is, however, not easy to define and whatever
be the approach, there is bound to be an element of
arbitrariness in it. The World Bank now uses a poverty line
of $ 1.90 (2011 purchasing power parity $) a day a person
to compare poverty levels. According to this international
poverty line, 44.6 per cent of the people were below the
poverty line in South Asia in 1990 and 15.1 per cent in
2013. In Sub-Saharan Africa, 54.3 per cent of the people
were below the poverty line in 1990 and 41.0 per cent in
2013. The number of poor people in South Asia was
256 million in 2013 while the number of poor people in

Table 1.2

Income Inequality in Selected Countries

Country Survey Share of income or expenditure Inequality measures

Year Poorest 10% Richest 10% Richest 10% Gini index*
to Poorest 10%

Developed Countries
Denmark 2015 3.7 23.8 6.4 28.2
France 2015 3.1 26.6 8.6 32.7
Germany 2015 3.1 24.8 8.0 31.7
Netherlands 2015 3.5 23.0 6.6 28.2
Norway 2015 3.5 22.3 6.4 27.5
Sweden 2015 3.10 22.9 7.0 29.2

Underdeveloped Countries
Brazil 2017 1.0 41.9 41.9 53.3
Colombia 2017 1.4 39.0 27.8 49.7
India 2011 3.5 30.1 8.6 35.7
Malaysia 2015 2.3 31.3 13.6 41.0
Mexico 2016 2.2 34.8 15.8 43.4
Nigeria 2009 2.0 32.7 16.4 43.0
Zambia 2015 1.0 44.4 44.4 57.1

* The Gini index lies between 0 and 100. A value of 0 represents absolute equality and 100 absolute inequality.

Source: World Bank, World Development Indicators 2018 (Washington DC, 2018), Table 1.3.
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Sub-Saharan Africa was 389 million in that year.25 Levels
of poverty in other underdeveloped regions of the world are
also at comparable levels. Moreover, as pointed out by
Human Development Report 2014, sizeable portions of the
population of the developing countries are close to the
poverty threshold (the ‘near poor’) and any ‘shocks’ could
easily push a large number of people back into poverty.26

Also, in addition to the fact of low levels of income on
which the vast mass of the population has to subsist in the
developing countries, there is ample evidence of malnutrition,
disease, ill-health and illiteracy in less developed countries.

10. Agrarian economy. According to Harvey
Leibenstein, underdeveloped economies are essentially
agrarian in their character.27 About 30 to 75 per cent of the
population depends on agriculture in these countries.
Therefore, it is quite natural that a significant part of the
GDP originates in this sector (See Table 1.3). The share of
income in agriculture is, however, less than the share of
employment in agriculture which clearly reflects the relatively
low productivity per labour unit in the agricultural sector.
Moreover, as J.K. Galbraith has stated, “a purely agricultural

country is likely to be unprogressive even in its agriculture”.

In spite of transfer of agricultural technology from developed
countries to less developed countries, the situation has not
significantly changed and Galbraith’s observations remain
as much correct now, as they were a few decades ago.

In underdeveloped countries, technologically
agriculture is far more backward than in developed countries.
Application of chemical fertilisers to soil is rather small and
high-yielding variety (HYV) seeds have not been developed
for all crops. In all those countries where per capita cultivable
land is small due to high pressure of population, operational
holdings are both subdivided and fragmented. Survival of

feudal relations of production in agriculture has made the
situation worse, as it has arrested development of agriculture
on modern lines.

11. Lower participation in foreign trade. Some
economists have asserted that most underdeveloped
economies have foreign trade orientation. But this does not
necessarily suggest that their proportions of exports and
imports to domestic product are much higher than those of
developed countries. According to Simon Kuznets, the extent
of participation of a country in foreign trade cannot be
measured directly because the proportion of foreign trade to
total output is affected by the size of a country. He is
therefore of the view that the effects of size should first be
quantified and eliminated. “Once this adjustment is made, it
becomes clear that the extent of participation in foreign

trade by underdeveloped countries is distinctly lower than

that of developed countries.”28 Underdevelopment of a
country cannot, by itself, induce large foreign trade. The
inadequate development of infrastructure for foreign trade,
particularly transportation system, trade organisation and
banks with overseas branches prevent growth of foreign
trade. In addition, backwardness of production technology
in underdeveloped countries is one such factor that would
make large exports and imports impossible.

12. Dependence . Since the process of
underdevelopment began in Asia, Africa and Latin America
with their colonial exploitation by the metropolitan countries,
and their economies over time got conditioned by the
development in advanced capitalist countries, even though
these countries have won political freedom, their dependence
persists on their former rulers. This phenomenon has been
caused by the integration of the economy of the colony with
that of the metropolitan country giving rise to an international

Table 1.3

Employment and Income in Agriculture in Some Selected Developing Countries

Country Agricultural Employment as Percentage of GDP Originating
Percentage of Total Employment in Agriculture, value added (% of GDP)

2018 2017

(1) (2) (3)

Bhutan 57.0 17.4 (2017)
Ethiopia 66.0 31.1 (2018)
Ghana 34.0 19.7 (2017)
Guinea 67.0 17.8 (2018)
India 44.0 14.5 (2018)
Malawi 72.0 26.1 (2017)
Nepal 70.0 25.0 (2018)
Pakistan 42.0 22.6 (2018)
Sudan 43.0 31.5 (2018)
Uganda 71.0 24.2 (2018)
Vietnam 40.0 14.6 (2018)

Source: World Bank, World Development Indicators, 2018.
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division of labour which allows industrial development to
take place only in the latter. The economies of colonies in
the process became subservient to metropolitan interests
and were forced to specialise in primary producing activities.
The pattern and direction of their foreign trade is also
conditioned by this basic development taking place in their
structure. While most of the economy remains backward, a
few industries are sometimes established in response to
demand in foreign markets.29 This explains why for a long
period tea and jute contributed a major part of India’s
exports. Similarly, Brazil’s great dependence on the exports
of coffee, Malaysia’s on rubber and Cuba’s on sugar reflected
the backward nature of their economies.

Apart from the above-mentioned characteristics of
underdeveloped economies, there are a few other
distinguishing features of these economies. For example,
social life in the Third World countries is traditional. People
are generally orthodox in their outlook and hardly make any
attempt to change outdated socio-economic relations. The

economic organisation thus remains retrogressive and

proves to be a serious obstacle to development. Even though
land reforms have been carried out in some underdeveloped
countries, their rural structure continues to remain medieval.
In some of these countries, special institutions of agricultural
finance have not been set up and thus the grip of moneylenders
on agriculture is quite strong.

As compared to developed countries, the human

capital is also far less developed in the Third World

countries. Whereas the adult literacy rate is as high as 98
per cent in high income countries, it is as low as 62 per cent
in low income countries. Furthermore, the expenditure on
research is pitiably low in underdeveloped countries.

Lastly, almost all underdeveloped countries are ‘soft

States’. Their characterisation as soft States implies that
they lack social discipline. The legal system is also defective
and various legislative measures are generally scuttled at
implementation level. This happens because the bureaucracy
operates under the influence of those very people whose

Box 1.2

Underdeveloped/Developing Countries: Common Characteristics

 Low GNP per capita — According to World Bank, low income economies and middle income economies are underdeveloped/
developing economies.

— GNP per capita in low income economies (2018) $ 790

— GNP per capita in lower middle income economies (2018) $ 2,245

— GNP per capita in India (2018) at market exchange rates $ 2,020

— GNP per capita in India (2018) in PPP terms $ 7,680

 Scarcity of capital — Most underdeveloped countries save less than 20 per cent of their GDP and they have smaller
stock of capital.

 Rapid population growth — 2 per cent per annum or more.

 Low levels of productivity — Low levels of productivity and low levels of living reinforce each other.

 Technological backwardness

— Lack of R&D

— Labour displacing technology is opposed by the workers.

 Unemployment and underemployment

— Almost 30 per cent of labour remains unutilised or underutilised

— Disguised unemployment in agriculture is widespread.

 Lower level of human well-being in low income economies

— Adult illiteracy rate (2005-14): 34 per cent for males and 52 per cent for females

— Life expectancy at birth (2017): 61 years for males and 65 years for females

— Under five mortality rate (2017): 69 per thousand.

 High incidence of poverty — 256 million people in South Asia below the poverty line in 2013 (15.1 per cent of total population).

 Agrarian economy — 30-70 per cent of the workforce employed in agriculture.

 Lower participation in foreign trade

 Dependence

 Less development of human capital

 Developing economies are ‘Soft States’.
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activities are to be regulated by the State. In Gunnar Myrdal’s
opinion, this acts as a serious obstacle to development in the
Third World countries.
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