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The People’s Republic of China (PRC) and India attained unprecedented growth and economic 
development resulting in remarkable poverty reduction and human development in the last three 
decades but continue to struggle with high-income inequality. These two economies share several 
common characteristics, prospects and challenges. However, their approaches and trends in growth 
and development have been distinctly different. This paper examines the differences between the 
PRC and India in the trends and patterns of development as well as their performance in addressing 
three major development challenges—namely, quality of growth and development; poverty reduction 
and income inequality. This topic is particularly relevant with the ongoing COVID-19 pandemic 
which has devasted economies worldwide since January 2020 and will move millions of people 
below the poverty line. In lieu of this crisis, it is very important to examine if the lessons learned 
from PRC and India can be useful for other developing economies that are struggling to improve 
their economic development and quality of growth. Using econometric analyses, this paper explores 
the determinants of poverty reduction. It also empirically analyzes the relation between income 
inequality and its major determinants, particularly growth rate of real GDP for the PRC, India and 
major southeast Asian economies.

JEL Classification: O100, O110, O120, O200, O210, O240, O400, O430, O570

Keywords: Growth and Development, Economic Models, Reforms, Policies and Institutions, PRC, 
India, Comparative Analysis

Introduction 

The People’s Republic of China (PRC) and India have attained unprecedented growth 
and economic development. This has resulted in remarkable poverty reduction in the last 
two to three decades in these two economies. The PRC and India share several common 
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characteristics, prospects and challenges. However, their approaches to growth and 
development as well as their growth models have been distinctly different. Thus, it is 
of interest to examine the differences between the PRC and India in three major areas, 
namely, quality growth and development, sources and drivers of growth; poverty reduction 
and income inequality. We believe that the PRC and India can learn from each other, and 
in particular other developing countries around the world can learn from their experience. 

In view of the ongoing Covid-19 pandemic which has devastated economies worldwide 
since January 2020, it is all the more important to examine if the lessons learned from PRC 
and India in the past three decades are still valid for developing economies post-crisis. 

According to Maddison (2001), both the PRC and India dominated the global economy 
until the 1800s, accounting for the highest shares in world GDP during that period. In 
recent decades, both countries are reemerging as major global economic powers as India 
and the PRC have achieved significantly high economic growth (Table 1 and Figure 1). 
Particularly, Table 1 shows that in the previous decades, the growth rates of both countries 
have caught up, if not exceeded, that of the USA and Japan. In 2010, India and the PRC 
posted real GDP growth rates of 9.6 percent and 10.4 percent, respectively, which was also 
the year in which the PRC overtook Japan in terms of shares in GDP, making the PRC 
the second largest economy in the world, next to the United States. Meanwhile, India was 
expected to become the third largest economy in 2012 in terms of GDP (PPP) in the world 
(Price Waterhouse Coopers 2010) due to its consistently high growth rates, in contrast to 
the low economic growth rates in other major economies. 

Source: World Development Indicators (2011)

Figure 1.  GDP, 1980-2010 (Current US $)

Moreover, both countries remarkably improved their per capita income as the PRC 
increased its per capita GDP by 24-fold from US$341 in 1990 to US$8,234 in 2016; while 
India posted four and half times its growth from US$384 in 1990 to US$1,715 in 2016.

The PRC and India are fast becoming key global economic players as their shares in the 
global economy, trade; finance and population continue to rise. As such, they are poised to 
become the global centers of production and will be future drivers of world consumption as 
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their economies continue to develop. However, while both countries are expanding rapidly, 
both countries have different drivers of growth, taking different approaches in stimulating 
economic growth, strengthening their institutions and improving the quality of lives of 
their people.

In view thereof, this paper aims to investigate the different development and economic 
models adopted by the the PRC and India, the drivers and sources of growth of these 
two economies, and the reforms, strategies, policies and institutions that these countries 
have been pursuing that have contributed to their rapid growth and development and have 
facilitated the steering of their economies into the center stage of global economic affairs 
over the past three decades. 

The paper is structured in the following way. The next section discusses the 
performance and drivers of economic growth and development of the PRC and China in 
the last three decades. The third section presents the performances of the PRC and India in 
poverty reduction and its determinants employing econometric analysis. The fourth section 
examines the quality of growth and development in terms of human development index for 
both countries in comparison to selected advanced and other large developing countries. 
The fifth section discusses the performance of both countries with respect to income 
inequality and the relationship between income equality and its major determinants. The 
last section concludes by presenting appropriate policies to address the challenges ahead to 
further improve the development and growth prospects of the two economies.

2. Economic Growth and Development: Trend and Patterns and Drivers

The PRC and India are often lauded for their robust economic reforms that were succeeded 
by remarkable economic growth. Studies on productivity provide a closer look at the factors 
that have driven these fast growth rates. For one, investment liberalization has attracted 
foreign capital into these countries. Also the internal migration from rural to modern sectors 
supplied the increased labor demand in the growing manufacturing sector in the PRC and 
service sector in India, while education has provided these migrants with skills necessary 
to be absorbed in the growing economy. Other factors such as technology and the diaspora 
also played a role in the growth and economic development of both countries. Thus, the 
major drivers of growth in both the PRC and India can be identified as the following: 
productivity, savings, capital, investment, demographic dividend and labor migration, 
education and human capital development, technology, and the role of the diaspora.

This section analyzes the trends and patterns in economic and population growth for 
both countries, as well as the drivers and sources of their ongoing growth and development 
achievements. 

2.1. Trends and Patterns in Economic and Population Growth

Since the 1970, the PRC and India have witnessed consistently strong growth rates, with a 
few occasions of slow growth. The PRC has exhibited continued rapid growth since 1995 
whereas India has observed the same phenomenon since 2005 (Table 1). 
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Table 1.  Comparative Real GDP Growth Rate (annual %), 1965-2011

Country 1965 1970 1980 1985 1990 1995 2000 2005 2010 2011
India  -2.6 5.2 6.7 5.3 5.5 7.6 4.0 9.3 9.6 6.9
PRC 16.4  19.4 7.8 13.5 3.8 10.9 8.4 11.3 10.4 9.3
USA 6.4 0.2 -0.3 4.1 1.9 2.5 4.2 3.1 3.0 1.7
Japan  5.8  -1.0 2.8 6.3 5.6 1.9 2.3 1.3 4.4 -0.7

Source: World Development Indicators (2012)

Comparing the historical real GDP growth rates of the PRC and India, Table 2 shows that 
the average economic growth rate of the PRC was higher than India in both pre-reform and 
post-reform periods. However, in terms of per capita income, India used to have higher GDP 
per capita compared to the PRC prior to the implementation of reforms. In post-reform, 
the per capita GDP of the PRC is almost twice that of India due to much faster economic 
growth of PRC. The gap between the average growth rates of the PRC and India were more 
significant during the post-reform period. As the major global economies slowed down in 
light of the 2008 global financial crisis and the recent European debt crisis, these two Asian 
giants are still poised to become two of the leading drivers of global growth.

Table 2.  Average Economic Growth rates of PRC and India: Pre and Post Reform Period

Growth Rate (%) GDP per capita (US$)
PRC India PRC India 

Pre-reform (1960-1977)
4.8

(1960-1990)
4.2

(1960-1977)
115.24

(1960-1990)
241.78

Post-reform (1978~2010)
10.0

(1991~2010)
6.5

(1978~2010)
980.68

(1991~2010)
604.80

Source: World Bank, World Development Indicators (2012)

Population and demographic shifts are also important factors influencing economic 
growth. The sheer size of the populations of both India and the PRC has significant global 
implications. In 2010, these countries already comprised almost two-fifths of the world 
population (Table 3). While in the past, the PRC had utilized its demographic dividend 
for its rapid industrial expansion, it is expected to face a growing aging population in 
the next decade due to its “one child policy” (Feng, 2005). The population of the PRC is 
expected to peak around 2029 and from then onwards, it will be reduced by 3.4 percent 
per year. In 2050, the population of the PRC is estimated to reach nearly 1.3 billion while 
the population of India is expected to grow continually until it reaches about 1.7 billion 
in 2050. Hence, the labor force of the PRC is also expected to reach its peak around 2020 
whereas that of India is expected to continue to grow and surpass China by 2050 (UN 
2011). The demographic dividend of India will support the rapid growth of the country for 
a long period.
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Table 3.  Trends in Population in PRC and India: 1960-2010 (Billions of people and %)

Billions of people % share
1960 1970 1980 1990 2000 2010 2010 

PRC 0.67 0.82 0.98 1.14 1.26 1.34 19
India 0.45 0.55 0.70 0.87 1.05 1.22 18
ROW 1.93 2.32 2.77 3.29 3.80 4.33 63
Total 3.04 3.69 4.45 5.30 6.12 6.89 100

Source: World Bank, World Development Indicators (2012)

Table 4. Size of Population by Various Class, 2005 (PPP$)

$2-$4 $4-$10 $10-$20 Total $20+
(% of the population)
PRC 33.97 25.17 3.54 62.68 0.68
India 20.45 4.15 0.45 25.05 0.10
Total population (million)
PRC 442.82 328.18 46.16 817.16 8.86
India 223.82 45.41 4.90 274.13 1.14
Annual Expenditures (billion)
PRC 233.72 311.96 95.57 641.25 37.27
India 117.11 44.39 10.96 172.46 9.95

Note: Based on household survey (PRC- 2005; India- 2005)
Source: ADB (2010)

The middle class in both the PRC and India will also become a key driver of their economic 
growth in Asia with their increasing demand for goods and services as well as their savings 
and entrepreneurship (ADB 2011). Both India and the PRC have a sizeable middle class. 
Based on ADB (2010) estimate of population size by various socio-economic classes, the 
share of the population of the middle class was at nearly 4.22 percent for the PRC and 0.55 
percent for India (Table 4). In 2010, based on the ADB and ADBI (2014) study, the middle 
class comprised 20 percent of the population in the PRC and 5 percent in India (Figure 2). 
The expansion of the middle class indicates that in a span of five years, around 14 percent 
of the population in PRC graduated from being in a lower-income class whereas for India, 
this was around 5 percent. 

Source: ADB and ADBI (2014)

Figure 2.  Population Composition by Income Class of PRC and India, 2010 
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(i) Trends in Productivity in PRC and India: Last Two Decades
Productivity is another key factor that led to rapid economic expansion. From 1981-2007, 
total factor productivity (TFP) remained positive for the PRC and India, and the growth 
rates of TFP in both countries were highest during 2001-2007—with around 6 percent in 
the PRC and around 2 percent in India. In general, TFP is three times higher in the PRC 
compared to India and correspondingly, TFP contributed more to the GDP growth in the 
PRC than in India over the decades since the 1980s (Lee and Hong, 2010). Starting in 2001, 
the growth in TFP has become the main contributor to the growth in output of the PRC, 
accounting for more than 50 percent of the GDP growth of the said country (Figure 3). 

Table 5.  Factors of Productivity (annual average growth rate in %), 1981-2007

PRC 1981-90 1991-2000 2001-07 1981-2007
GDP 8.34 9.09 11.15 9.35
GDP per Labor 5.81 7.91 10.22 7.73
Labor input 2.53 1.18 0.93 1.61
Education 0.70 1.19 0.83 0.91
Capital per labor 5.93 8.72 9.16 7.80
Total factor productivity 3.02 3.72 6.06 4.07
India
GDP 5.39 4.74 6.76 5.51
GDP per Labor 3.04 2.69 4.73 3.35
Labor input 2.35 2.06 2.03 2.16
Education 1.10 0.60 0.74 0.82
Capital per labor 2.70 3.45 5.78 3.78
Total factor productivity 1.30 0.95 1.97 1.34

Source: Lee and Hong (2010)

From 1981-2000, the increase in capital had the highest contribution to output growth 
for both the PRC and India. For the period between 2001-2007, there was a shift in the 
economic structure of the PRC as the country had started to source most of its growth from 
TFP, only followed by capital. In the case of India, while capital continued to be the main 
source of its GDP growth, starting in 2001, there was also a shift from labor to TFP as the 
second greatest contributor to output growth. The contribution to output growth of labor 
growth is much higher in India than in the PRC but this contribution has been declining 
for both countries. Meanwhile, the contribution of education, albeit still minimal for both 
the PRC and India, had been higher for the latter than in the former, except in the period 
between 1991-2000. Based on the sources of growth estimate of Zhuang (2011) between 
2000 to 2010, the main contributor to GDP growth for both th PRC and India was the 
growth of TFP, followed only by capital (Figure 3).
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Source: For 1981-2007, estimated by the authors based on data from Lee and Hong (2010)
Between 2000 to 2010 from Zhuang (2011), sources of growth estimate exclude education. 

Figure 3.  Contributions to GDP growth (percentage points), 1981-2010

(ii) Savings, Capital and Investment
Both in the PRC and in India, investment was supported by savings, capital inflows and 
foreign direct investment (FDI). First, high savings as well as financial repression policies 
in the PRC provided cheap finance as well as facilitated capital accumulation in the country 
(Table 6, Prasad (2009)). As shown in Table 6, for the period between 2000-2008, the 
savings and investments rates in the PRC had been quite high at 45.7 percent and 41.0 
percent, respectively, with excess savings. Meanwhile, for the same period in India, the 
share in GDP of savings was 30.8 percent while that of investment was 31.3 percent, with 
a minimal negative savings-investment gap. The savings and investments in the PRC and 
India were significant and these contributed in the rapid growth and development of these 
two countries.

Table 6. Savings and Investment, 2000-2008 (% of GDP)

Savings (S) Investment (I) (S-I)
PRC 45.65 40.95 4.70
India 30.82 31.32 -0.50

Source: Ohta (2010)

Investment in an economy can be funded through domestic savings or through international 
capital inflows. Figure 4 shows the sources of net capital flows in India and the PRC. 
After 1991, FDI inflows in the PRC had risen significantly when policies that further 
lowered tariffs and liberalized FDIs were enacted in preparation for the country’s accession 
to the World Trade Organization (WTO) in 2001. The involvement of the PRC in the 
regional production networks as well as its abundant supply of low-wage labor provided 
multinational corporations the incentive to invest and relocate production in the country 
(Athukorala 2010).

FDI as a share of GDP has been much lower in India compared to the PRC. Since India 
is not deeply integrated with the East Asian Regional Production Networks like the PRC, 
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the country has not been able to attract large investment from multi-national corporations 
(MNCs). Moreover, India does not have good quality infrastructure like the PRC and 
this discouraged potential investors to treat the country as a hub for producing goods for 
exports. Nevertheless, capital inflows in India are well facilitated through the country’s 
stock markets, which are more developed than that in the PRC due to the Bombay Stock 
Exchange that has expanded over the years and had started operations way back during the 
British colonial rule (Farell and Lund 2006).

Source: IMF-IFS as cited in Ohta (2010)
Note: Etc implies other sources of capital inflows; PRC refers to PRC.

Figure 4.  Capital Inflows, 1979-2007

(iii) Education
The contribution of education and vocational training is important in producing a large 
pool of labor that is able to work in the growing sectors. The same is true for both the 
PRC and India. Both countries benefitted from having educated and well-trained labor 
force which is the result of effective policies taken by both governments in different stages 
of their development. In particular, vocational training facilitated the effective transfer 
of labor from the agriculture sector to the more productive manufacturing sector where 
advanced skills are not necessary in low-technology factories in the PRC. On the other 
hand, the availability of a well-educated and English-speaking labor force facilitated the 
development of the service sector in India. 

Data in Table 7 shows that the PRC and India host the first two largest education systems 
in the world, as together they contain 45 percent of the world population of primary school-
age children (Rao, Cheng, and Narain, 2003). Both countries started building their national 
education systems under comparable conditions in the late 1940s. During that time, both 
the PRC and India prioritized higher education. However, starting the mid-1960s, the PRC 
shifted its policy and focused on primary education and from the 1980s to the early 21st 
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century, the country rebuilt the foundations of higher education and developed vocational 
training. Meanwhile, India took the opposite turn and began to give emphasis on primary 
education (Goldman, Kumar and Liu 2008). 

Different policies, strategies, and historical circumstances have led these countries 
through different routes. The PRC (95 percent in primary and 70 percent in secondary 
education) has outperformed India (82 percent in primary and 53 percent in secondary 
education) in terms of enrollment along a broad spectrum of access, quality, and delivery 
indicators. On the other hand, India enjoys a competitive edge over the PRC in terms of 
higher education. Recently, India has begun to catch up with the PRC in primary and 
secondary education, while the PRC has already overtaken India in terms of college 
enrollment and number of graduates (Goldman, Kumar and Liu 2008).

Table 10 shows that the PRC is well ahead of India in terms of primary education 
completion, enrollment ratio and adult literacy rate. The PRC achieved 94 percent adult 
literacy in 2010 whereas for India it was around 63 percent in 2006. Similarly, while total 
net primary enrolment ratio for both sexes was 97.4 percent in 1991 in the PRC reaching 
100 percent in 2009, it increased from 85 percent in 2000 to 91.4 percent in 2009 in India.

Table 7.  Education achievements, 1990-2010

 
Adult Literacy Rate*

Primary Completion 
Rate*

Net Primary school  
enrollment rate **

Average Year
 of schooling***

1990 2010 1990 2010 Earliest year 2009 2010
PRC 77.8  

(1990)
94.0  

(2009)
109.1
(1991)  …

97.4 
(1991)

100.0 8.16

India 48.2  
(1991)

62.8  
(2006)

71.5 
(2000)

95.69
(2008)

85.0 
(2000)

91.4 5.11

…= not available
Sources: *World Development Indicators, 2012; **MDG (2011); ***Zhuang (2011) from WDI

(iv) Role of Technology and Diaspora
Foreign technology, imitation to innovation and industrial shift played important roles 
in increasing total factor productivity, particularly in the PRC. When the PRC began its 
reforms, it started out as a producer of low quality and low technology products. As foreign 
technology came in along with the inflow of foreign investments, technology transfer 
was achieved first through imitation, then through innovation. UNDP’s Technology 
Achievement Index1 (TAI 2008) shows that the PRC made substantial progress and has 
been the most successful in bridging gaps with the frontier in 2008. However, with TAI 
of 0.299 in the said year, the global position of PRC was 45 among 72 countries. The 
main strength of the PRC is its openness and manufacturing capability. Meanwhile, India 
remains far behind with TAI of 0.201, positioning the country at 63 among 72 countries. 

1. TAI is a measure of an economy’s overall technological development that ranks countries on a comparative global scale. It 
is calculated based on the average of four component indices: technology creation, diffusion of old technology, diffusion of 
new technology and human capital. For each of the four component indices, two indicators are used to construct the index. 
Countries with TAI above 0.5 are termed as leaders; 0.35-0.49 potential leaders; 0.20-0.34 dynamic adopters; and below 
0.20 marginalized. 
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While India is close to the PRC in basic and applied research, it is about twenty years 
behind the PRC in incremental innovation (Hu, 2011).

The influx of foreign technology has driven the increase in productivity in the PRC 
and India. Foreign technology has helped the PRC in becoming a leading exporter of 
electronic goods as the country became integrated in the regional production network; 
foreign technology, particularly advances in telecommunications, has also helped India in 
developing its ICT sectors. Furthermore, foreign technology has allowed these countries to 
take the leap from agriculture production to low-medium technology production, especially 
in electronics in the PRC, and information and computer services in India.

Meanwhile, although the diaspora of skilled and well-educated labor, particularly from 
India, is spurring the debate on “brain drain”, overseas Indians are a source of knowledge, 
resources and expertise, which are supporting innovation in their home country. Having 
connections with the overseas local community, diasporas facilitate in linking markets 
of their host countries with their home countries, sometimes by influencing investment 
decisions in their host countries toward their home countries (Devane in Kuznetsov 
2006). The same is done by overseas Chinese who are linking business opportunities from 
developed countries to their home country. 

In addition, these diasporas are contributing to the development of the PRC and India 
by sending large remittances. The share of workers’ remittances and compensation of 
employees to GDP in India more than doubled from 1.5 percent in 1980 to 3.2 percent in 
2010, In the PRC, the share also increased from 0.1 percent in 1985 to 0.9 percent in 2010 
(Table 8).

Table 8.  Workers’ remittances and compensation of employees, received 
 1980-2010 (% of GDP)

1980 1985 1990 1995 2000 2005 2010
PRC  … 0.09 0.05 0.12 0.40 1.04 0.89
India 1.45 1.04 0.73 1.70 2.71 2.65 3.21

…= not available
Source: World Development Indicators (2012)

Other factors that aided in output growth of the PRC and India are expansion of exports, 
domestic deregulation and liberalization of markets. These policies shall be discussed in 
further detail in the subsequent sections.

2.3 Drivers of growth

What is interesting about these two Asian giants is that while both countries experienced 
rapid economic growth in recent decades, their economic stories are quite different. Prior 
to reforms, the economies of the PRC and India were primarily based on the agricultural 
sector until the 1980s— comprising about a third of the GDP of the economies of the PRC 
(30.17%) and India (35.70%) in 1980 (Figure 8). As other sectors develop, it then declined 
to a third eventually reaching 10 percent of the economy in the PRC and by around 18 
percent in India in 2009. 
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However, this does not undermine the importance of the agriculture sector since 47 
percent and 57 percent of the population in the PRC and India respectively are still employed 
in that sector in 2004 (Bosworth and Collins 2007). At the same time, the economies of the 
the PRC and India have entered a higher level of economic development as the value-added 
contributions of services and manufacturing have also been increasing. Thus, economic 
growth and development in the PRC and India is driven by both supply side and demand 
side factors influenced by effective reforms in agricultural, manufacturing, financial and 
public sectors.

(i) Supply-side: Manufacturing (PRC) vs. Services (India)
A key driver of economic growth in the PRC was industrialization as it not only provided 
higher productivity work compared to agriculture but it also boosted the demand for locally 
produced products through exports. It also facilitated significantly in reducing poverty in 
the PRC by moving labor from the low-wage and low-productivity agriculture sector to 
the high-wage and high productivity manufacturing sector. Since 1991, the industry or 
manufacturing sector has led the economic growth of the PRC, outpacing the growth of the 
services sector (Figure 7). 

In 2011, the industry or manufacturing sector, which comprised 47 percent of the GDP 
of the PRC remained larger (almost twice) than that of India, which accounted for 26 percent 
of Indian output. In recent years, the PRC is starting to move from the manufacturing sector 
into expanding the services sector. This is apparent with the almost doubling of the share 
in GDP of the service sector from 22 percent in 1980 to 43 percent in 2011 and the slight 
reduction in the share in GDP of the manufacturing sector from 48 percent to 47 percent 
in the same period.

  
 Source: World Development Indicators (2012)

Figure 7.  Sectoral Value-Added Growth Rate, 1991-2011
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Source: World Development Indicators (2012)

Figure 8.  Sectoral Value Added Share in GDP, 1960-2011

Meanwhile, instead of developing the manufacturing sector after moving from an 
agricultural economy, as expected in typical developmental economic models, economic 
growth in India has been driven by the service sector. Since 1991, the Indian services 
sector grew faster than the industry sector (Figure 8). The country benefited from the 
global advances in telecommunications, its well-educated English-speaking labor force 
and the Western acceptance of the business process outsourcing model in an increasingly 
competitive international market. The economic growth and development of India is led by 
the services sector, with its higher value-added share in GDP (Figure 9), which increased 
from 40 percent in 1980 to 56 percent in 2011. Recently, India has also been improving 
the share in GDP of its manufacturing sector, which went up from 24 percent in 1980 to 
26 percent in 2011. 

(ii) Demand Side: Investment and Net Export (PRC) vs. Consumption (India)
Analysis of the demand side drivers of growth for the PRC and India show that the role 
of private consumption remains significant in both countries throughout the years. Net 
exports and investment accounted for more than half of the GDP growth of PRC in 2011. 
As a share of GDP, net exports increased from -0.4 percent in 1980 to 4.1 percent in 
2011 whereas investment increased from 35.2 percent in 1980 to 48.4 percent in 2011. 
Meanwhile, the shares of government consumption reduced (from 14.9% to 13.1%) and 
private consumption declined (from 50.3% to 34.4%) during the same period (Figure 9). 

In contrast, private consumption still plays a big role in the economy of India. In the 
1960s, it comprised more than 70 percent of India’s GDP. While this figure as a proportion 
of GDP has declined in recent years, it still contributed more than 50 percent of the total 
Indian output in 2011. From 1980 to 2011, the share in GDP of government consumption 
increased slightly from 10.1 percent to 11.7 percent while the portion of investment to total 



210  B. Bhattacharyay and M. Bhattacharyay

output increased significantly from 19.2 percent to 35.5 percent in India. However, the 
share of net exports to GDP of the country was reduced further from -3.1 percent to -5.2 
percent in the same period.

Furthermore, the share of consumption to GDP in India is one of the highest among 
emerging Asian economies— with the exception of Philippines where share of private 
consumption to GDP has been more than 70 percent. Consumption contributed to more 
than half of the GDP growth in India from 1995 to 2005, similar to Japan which was 51 
percent and higher than the PRC’s which was slightly above 30 percent. Consumption is 
further fueled by the increased inflow of remittances as discussed earlier, particularly for 
India. The remittances sent by Indian nationals abroad not only stimulate the economy 
of India, but also support the proliferation of micro and small enterprises in the country 
(McKinsey, 2007).

Source: World Development Indicators (2012
Figure 9.   Breakdown of Demand, 1970-2011

(iii) Role of Agriculture Employment Reform 
Agricultural employment reform supported the development of modern sectors in both 
India and the PRC. In the past, the agriculture sectors of both countries were characterized 
by price distortions, which kept food and agriculture prices low (Schiff and Valdez, 1992). 
Earnings in the agriculture sector were also much lower due to price distortions caused 
by government monopoly in purchasing agriculture products below the international 
price (Fan, Chan-Kang, and Mukherjee 2005). This also helped in keeping wages low 
in the manufacturing sector since food comprises were a big portion of the expenditure 
of low-income earners. Meanwhile, the insufficient infrastructure in rural areas and the 
lack of access to capital undermined labor productivity in the agriculture sector. This 
encouraged rural workers to find better paying work in the manufacturing sector where 
labor productivity was higher. 
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Table 9.  Employment by Industry (percent of total employment), 1978-2010

Primary Secondary Tertiary Total

1978
PRC 71 17 12 100
India 71 13 16 100

1993
PRC 56 22 21 100
India 64 15 21 100

2004
PRC 47 23 31 100
India 57 18 25 100

2008 PRC 40 27 33 100
2010 India 51 22 27 100

Source: PRC Data Center and CSY; India National Accounts; India NSSO in Bosworth and Collins (2007)
Note: For 2008 and 2010, World Development Indicators (2012)

The implementation of reforms in the agricultural sector employment helped in 
effectively transferring labor from the primary sector to the secondary sector in both 
countries. In the late 1970s, the share of population employed in the primary sector was 
more than 70 percent in both countries. In 2008 and 2010, these shares were reduced to 
about half, 40 percent in the PRC and 51 percent in India, respectively (Table 9). 

Source: World Development Indicators (2012)

Figure 10.  Distribution of Employment by Sector of PRC (2008) and India (2010)

Meanwhile, the contribution of the tertiary sector to employment significantly increased 
for both countries, from 12 percent in 1978 to 33 percent in 2008 for the PRC and from 
16 percent in 1978 to 27 percent in 2010 for India (Table 14). In the case of the PRC, the 
movement of labor was facilitated by the relaxation of the ‘Hukou’ registration system2 
in the mid-1980s (Fan, Chan-Kang, and Mukherjee, 2005). Thus, with reforms in the 
agricultural sector employment, the secondary and tertiary sectors expanded. However, in 
2008, agriculture was still the main source of employment (40%) in the PRC, despite the 

2. Hukou registration system is the residency registration system adopted in PRC in 1958 to restrict migration of peasant from 
the countryside to the city
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low value-added share (10%) of this sector in the PRC’s economy. The same is the case 
for India in 2010, as the said sector employed more than half of the total employment in 
the country while its value-added share was less than one-fifth of the Indian economy. 
Meanwhile, the services sector served as the second highest source of employment for 
both the PRC and India, although the industry sector accounted for the bulk of the PRC’s 
GDP. The industry sector accounted for about 50 percent and 30 percent of the respective 
total GDPs of the PRC and India but the share of the sector’s employment was less than 30 
percent for both countries (Figure 10).

3. Performances in and Determinants of Poverty Reduction: An Empirical Analysis

According to Mahler, et., al., (2020) forecast, as a consequence of the COVID-19 
pandemic which started in January 2020 worldwide, the world is expected to witness the 
first significant increase in poverty incidence since the Asian Financial Crisis. The global 
poverty as measured by the share of the world’s population living on less than $1.90 per 
day is forecasted to rise from 8.2% or 632 million in 2019 to 8.6% or 665 million in 2020. 
Around 12 million people in India and more than one million people in PRC are forecasted 
to move into extreme poverty. It is, therefore, important to examine the determinants of 
poverty reduction in India and the PRC to poverty indices and the time required for the 
PRC and India to reach pre-COVID-19 poverty levels.

The major indicators of quality of development include income indicators (e.g., per 
capita GDP and poverty reduction) and non-income indicators (e.g., quality of life—
Human Development Index). In terms of development, both the PRC and India became 
middle income countries in four decades. Along with economic growth, a rise in GDP per 
capita is apparent in both India and the PRC (Table 12). While India started with 50 percent 
higher per capita GDP compared to the PRC in 1950, the per capita GDP of both countries 
were almost the same in 1970, but in 2010, the per capita GDP of the PRC was more than 
three times that of India (Table 10). Within four decades, per capita GDP rose significantly 
in both countries, but the rate of increase in PRC was much faster. 

Table 10.  GDP per capita of PRC and India, 1950-2010 (current US$)

Country 19501 1970 1975 1980 1985 1990 1995 2000 2005 2010
PRC 101.0 111.8 175.9 193.0 291.8 314.4 604.2 949.2 1,731.1 4,433.0
India 154.0 114.7 161.1 270.8 301.6 373.8 380.1 450.4 731.7 1,375.4

Source: World Development Indicators (2012)

3.1. Poverty Reduction: An Econometric Analysis 

Both countries also performed remarkably in poverty reduction along with rapid increase 
in GDP per capita. Consistent with the rapid increase in per capita income of the PRC, a 
sharper decline in poverty is observed in the country relative to India (Table 11). In terms 
of $1.25 a day poverty line, poverty incidence in the PRC fell from around 84 percent in 
the 1981 to 13.1 percent in 2010. Meanwhile, in India, this fell from 59.8 percent to 32.7 
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percent during the same period. The poverty incidence in India is about 2.5 times that of 
the PRC at $1.25 per. (Table 11). 

Table 11.  Trends in Poverty Headcount Indices and Per Capita GDP of  
PRC and India: 1981-2010

Year 1981 1983 1988 1990 1994 1996 1999 2002 2005 2010
PRC
Poverty (%) 84 69.4 54 60.2 53.7 36.4 35.6 28.4 16.3 13.1
Per Capita GDP 
(USD)

197.07 225.43 283.54 317.88 473.49 709.41 873.29 1148.51 1,731.10 4550.45

India 
Poverty (%) 59.8 55.5 53.6 51.3 49.4 46.6 44.8 43.9 41.6 32.7
Per Capita GDP 
(USD)

270.47 291.24 354.15 367.56 346.1 399.95 441 470.99 731.7 1357.56

Source: Chen-Ravillion (2008); and World Development Indicators (2012)
Note: Poverty index is the number of people living below $1.25 a day

Source: Poverty- Chen and Ravillion (2008), GDP per capita- World Development Indicators (2012)

Figure 5.  GDP per Capita and Poverty Incidence, 1981-2008

3.1.1 Determinants of Poverty Reduction: An Empirical Analysis  
Using Multiple Regression

Based on the available limited data for both countries, GDP growth, Human Development 
Index (HDI) and per capita GDP are considered as the major determinates of poverty. As 
one component of HDI is the poverty level, HDI is not considered here to identify the 
major determinants or the poverty.

Conducting a correlation analysis clearly shows that that growth in GDP per capita and 
poverty incidence are strongly associated (Figure 5). The correlation between poverty and 
GDP was -0.87% for India with a significance of t-statistics at 99% confidence level and 
-0.75% for PRC with a significance of t-statistics at 95% confidence level. This indicates 
a stronger relationship between GDP per capita and poverty incidence for both the PRC 
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and India. On the other hand, GDP growth has a weak relation with poverty in terms of 
correlation for both the PRC (-0.5%) and India (-0.2%). 

Multivariate regression analyses using variables without and with log transformation 
had been performed to identify the determinants of poverty reduction in the PRC and India 
based on time series data from 1981-2010. A double log transformation model provides 
the best fit. Table 12 and 13 present the Eview results for multiple regressions for PRC and 
India respectively. 

Table 12 and 13 show a high adjusted R-squared of 0.95 and 0.91 for the PRC and 
India respectively indicating a strong relationship between the determinants and poverty. 
The regression coefficients of per capita GDP have the right negative sign and is highly 
significant at the 99% confidence level whereas the coefficients for GDP growth are not 
significant. The impact of per capita GDP on the poverty index is 1.6 times higher for the 
PRC with regression coefficient of -0.58 compared to India with regression coefficient of 
-0.35. This confirms better success by the PRC in poverty reduction compared to India. 

Table 12.  PRC: Eview Multiple Regression Results: Impact of GDP Growth and  
Per capita GDP on Poverty Reduction

LOG POVCHN = 7.54* -.0.58* LOG (PGDPCHN) - 0.01 GDPGCH, 

where GDPGCH is GDP growth of PRC, PGDPCHN is per capita GDP of PRC, and 
POVCHN is the poverty index for PRC

Dependent Variable: LOG (Poverty Indices)
Method: Least Squares
Date: 04/05/20 Time: 20:41
Sample: 1981 2010
Included observations: 10

Variable Coefficient Std. Error t-Statistic Prob.  
GDPGCH -0.011995 0.018091 -0.663039 0.5285
LOG (PGDPCHN) -0.584641 0.051706 -11.30696 0.0000
C 7.543043 0.304307 24.78759 0.0000
R-squared 0.959583     Mean dependent var 3.661785
Adjusted R-squared 0.948036     S.D. dependent var 0.613042
S.E. of regression 0.139747     Akaike info criterion -0.854639
Sum squared resid 0.136705     Schwarz criterion -0.763864
Log likelihood 7.273196     Hannan-Quinn criter. -0.954220
F-statistic 83.09779     Durbin-Watson stat 2.287161
Prob (F-statistic) 0.000013
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Table 13.  India: Eview Regression Results: Impact of GDP Growth and Per capita GDP

LOG POV = 5.94* -.0.35* LOG (PGDPIN) +.01 GDPGIN, 

where GDPGIN is GDP growth of India, PGDPIND is per capita GDP of India, and POVIN 
is the poverty index for India

Dependent Variable: LOG (Poverty Indices)
Method: Least Squares
Date: 04/05/20 Time: 20:43
Sample: 1981 2010
Included observations: 10

Variable Coefficient Std. Error t-Statistic Prob.  
GDPGIN 0.006356 0.010264 0.619256 0.5554
LOG(PGDPIND) -0.350100 0.036914 -9.484292 0.0000
C 5.944744 0.217625 27.31645 0.0000
R-squared 0.930693     Mean dependent var 3.856778
Adjusted R-squared 0.910891     S.D. dependent var 0.171964
S.E. of regression 0.051333     Akaike info criterion -2.857634
Sum squared resid 0.018446     Schwarz criterion -2.766858
Log likelihood 17.28817     Hannan-Quinn criter. -2.957214
F-statistic 46.99992     Durbin-Watson stat 0.858880
Prob (F-statistic) 0.000088

Breusch-Godfrey Serial Correlation LM Test:
Null hypothesis: No serial correlation at up to 2 lags  
F-statistic 0.709659  Prob. F (2,5)  0.5354
Obs*R-squared 2.211011  Prob. Chi-Square (2) 0.3310
Heteroskedasticity Test: White
Null hypothesis: Homoskedasticity
F-statistic  1.242783  Prob. F (5,4) 0.4287
Obs*R-squared  6.083774  Prob. Chi-Square (5) 0.2982
Scaled explained SS 1.090696  Prob. Chi-Square (5) 0.9549

With respect to regression analysis results for the PRC, the Durbin-Watson statistics is 
2.2 and close to 2.0 indicating that there is no autocorrelation detected in the sample. For 
regression analysis results for India however, the Durbin-Watson statistic is 0.86 implying 
a possibility that the errors are positively correlated. A formal test, however, rejects the 
hypotheses that the errors are correlated and/or heteroscedastic (Table 13). 

3.1.2 Determinants of Poverty Reduction: An Empirical Analysis Using Panel Model 
with Fixed Effect and Cross-sectional Error Correlation 

The panel model with fixed effects and the cross-sectional error correlation correction is
LOG POVit = c + a LOG (PGDPit) + b GDPGit + ε(it), where
GDPGit is GDP growth of ith Country and time t,
PGDPit is per capita GDP of ith country and time t, 
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POVit is the poverty index for ith country and time
μ(it) is the error term. 

Table 14 presents the Eview results for the above fixed effect models with combined data 
for of the PRC and India. The estimated equation is:. 
	 LOG POVit = 7.22 -0.54 LOG (PGDPit) - .008 GDPGit
The results are similar to the individual multiple regression estimation with high Adjusted 
R-squared of 0.92 and Durbin-Watson statistics of 1.5 (close to 2.0). This indicates a good 
fit and absence of autocorrelation in the error terms.

Table 14:  Eview Results of Estimation of Panel Model with Fixed Effect and  
Cross-sectional Error Correlation for PRC and India

Dependent Variable: LOG(PV)
Method: Panel Least Squares
Date: 05/02/20   Time: 17:00
Sample: 1981 2010
 
Periods included: 10
 
Cross-sections included: 2
Total panel (balanced) observations: 20
White cross-section standard errors & covariance (d.f. corrected)

Variable Coefficient Std. Error t-Statistic Prob.  
GDPG -0.007957 0.013663 -0.582340 0.5685
LOG(PGDP) -0.542005 0.038932 -13.92198 0.0000
C 7.224172 0.225225 32.07537 0.0000
  Effects Specification    
Cross-section fixed (dummy variables)
R-squared 0.929661     Mean dependent var 3.759282
Adjusted R-squared 0.916472     S.D. dependent var 0.449481
S.E. of regression 0.129905     Akaike info criterion -1.067167
Sum squared resid 0.270006     Schwarz criterion -0.868021
Log likelihood 14.67167     Hannan-Quinn criter. -1.028292
F-statistic 70.48997     Durbin-Watson stat 1.454988
Prob(F-statistic) 0.000000      

As discussed at the beginning of this section, the above models can be used to predict the 
time required for the PRC and India to reach pre-COVID 19 poverty level.

4. Quality of Development

Another major challenge in development is ensuring the quality of growth is reflected in 
the quality of life. The GDP growth, per capita GDP and poverty level reflects the impact 
of growth and development in monetary terms. These indicators, however, do not fully 
reflect non-monetary measures with respect to the quality of growth and development. 
The Human Develop Index (HDI) (as measured by longevity, knowledge, and a decent 
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standard of living) better reflects the quality of growth and the quality of life. The Human 
Development Index (HDI) is a composite index that measures a country’s average 
achievements in three basic aspects of human development: longevity, knowledge, and a 
decent standard of living. Longevity is measured by life expectancy at birth; knowledge is 
measured by a combination of the adult literacy rate and the combined primary, secondary, 
and tertiary gross enrollment ratio; and standard of living is measured by GDP per capita.

According to a UNDP study (Kovacevic and Jahic, 2020), the impact of the COVID-19 
pandemic is expected to cause an unprecedented decline in human development index 
with about 9 in 10 students out of school and large recessions in most economies along 
with a 4% percent drop in GNI per capita worldwide. The magnitude of the decline in 
the index indicates a narrowing in capabilities that could be equivalent to erasing all the 
progress in human development in the past six years. The analysis of the past performance 
of both countries in HDI can indicate the time required for these countries to reach their 
pre COVID-19 levels. 

Table 15 presents the trend in HDI and GDP growth in the PRC and India during 1965-
2015. Both countries witnessed a continuous increase during this period. The HDI of India 
reached 0.38 in 2015— a 138% increase compared to 1965 whereas the HDI of the PRC 
reached 0.54— a rise 135% in the same period. 

Table 15.  Trends in HDI and GDP Growth of India and PRC: 1965-2015

Year India PRC
HDI GDP 

Growth
HDI GDP 

Growth
1965 0.16 2.63 0.23 16.85
1970 0.17 5.16 0.25 19.3
1975 0.18 9.15 0.28 8.72
1980 0.2 6.74 0.29 7.8
1985 0.21 5.25 0.3 13.44
1990 0.23 5.53 0.31 3.91
1995 0.25 7.57 0.35 10.95
2000 0.27 3.84 0.39 8.49
2005 0.29 7.92 0.42 11.39
2010 0.33 8.5 0.48 10.64
2015 0.38 8 0.54 6.9

Source: World Bank, Development Indicators (2016) and United Nations (2016)

Moreover, an improvement in the quality of life has also been observed along with 
economic growth. The Human Development Index (HDI) of both the PRC and India show 
a remarkable improvement. As indicated in Figure 6, the HDI levels of the PRC and India 
in the 1980s were not significantly different. However, in a span of thirty years, the HDI 
of the PRC increased from 0.368 to 0.663 while that of India went up from 0.320 to 0.519 
(Table 15). The greater improvement in the HDI of the PRC is reflective of the higher 
economic growth that the country has achieved compared to India during the same period.
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Notwithstanding, a comparative analysis of overall HDI ranking shows that the PRC 
and India still rank way behind with other major world economies in 2010 (Figure 7). In 
the said year, major economies like the United States ranked 6th, Russian Federation was 
at 58th and Brazil at 59th, higher than the ranks of the PRC and India at 75th and 100th, 
respectively. It is notable that while the HDI of the PRC is consistently higher than that of 
India, the country still consistently lags behind other emerging economies like Brazil and 
Russia, albeit it is better off compared to South Africa. This calls for the formulation and 
implementation of appropriate policies for further enhancing the quality of life along with 
enhancing the income level in the PRC and India.

Source: UNDP Human Development Indicators (2010)

Figure 6.  Human Development Index for Major Economies, 1980-2010

5. Determinants of the Income Equality: An Empirical Analysis 

Another major challenge for policy makers of developing countries is to reduce income 
inequality while achieving high growth. In view of rising inequality in fast growing Asian 
developing countries, it is important to study the relationship between economic growth 
and income inequity. 

For both the PRC and China, the impact of high growth did not manage to trickle down 
to all segments of the population. Despite remarkable achievement in poverty reduction, the 
economic growth did not improve the distribution of income, thus resulting in continuing 
high income inequality.

The income inequality as measured by the Gini coefficient3 of per capita income 
between 1993 and 2008, rose by 24% in the PRC and by 16% in India compared to 5.5% 
in OECD countries (OECD, 2008).

This section examines the performance of THE PRC and India together with OTHER 
Southeast Asian economies in terms of income inequality. We also undertake an econometric 

3. Gini coefficients are based on equivalised incomes for OECD countries; per capita incomes for China and per capita con-
sumption for India
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analysis to identify the major determinants of income inequality. A panel time-series cross-
section analysis is performed using data from the PRC and India as well as eight southeast 
Asian economies, namely Cambodia, Lao PDR, Indonesia, Malaysia, Myanmar, Thailand, 
the Philippines, and Vietnam—countries for which relevant data are available. 

5.1 Estimation of the Relationship Between Income Inequality and Growth and Other 
Major Determinants4 

Based on the methodology of Baele et al., (2006), the following regression model is 
developed to identify the major determinants of income inequality in a cross-section and 
time series panel data set of above 10 countries over 22 years (1990 – 2012). It is specified 
as: 

INQit = β1 INQit-1 + β2 GROWTHit + β3 GROWTHit
2  + β4 GROWTHit

3  + β5 Cit+ μit 
where, 

INQit: A measure of inequality in country i at date t, 
INQit-1; lagged value of INQit
GROWTHit: Annual growth rate of real GDP of country i at date t, 
Cit: Set of control variables including (ignoring the time and country subscripts): 

1.	 Country EXPORT measures the internalisation of the economy & is captured through 
annual value of exported goods and services (not scaled by GDP) 

2.	 Country FOODP is a proxy for the cost of living with significant impacts on inequality 
and is captured by the index of food prices

3.	 Proxy for country’s available productive capacity is ENERGYO and is captured by the 
value of energy output. 

4.	 Annual country PCGDP is the per capita GDP at constant prices and used as a proxy 
for economic development of the country. 

5.	 Annual foreign direct investment (FDI) is a proxy for internationalisation of the econ-
omy as well as a measure of productive capacity of the country. 

6.	 Annual value of private capital formation (KFORM) at constant prices is a proxy for 
the additional capital goods available for production purposes in the country. 

7.	 The ratio of debt to GDP, DEBTGDP, is a proxy for financial deepening and the finan-
cial vulnerability of the country. 

8.	 POPG is the annual increase in the size of population of a country, which is used as a 
proxy for the expansion of the labour input as well as an indicator of budgetary needs 
of government to keep inequality low. 

The real income growth data are obtained from the Penn World Table. The income 
inequality data are obtained from the “Estimated Household Income Inequality Data Set 
(EHII)” from the World Bank’s Deininger and Squire data set (see http://utip.gov.utexas.
edu/about.html). The remaining data have been collected from the Asian Development 
Bank. 

4. Based on Gangopadhayay and Bhattacharyay (2015)
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5.2 Empirical Results

After performing appropriate statistical analysis using various models, we found that 
there is a non-linear relationship between inequality and growth. In order to capture the 
potential nonlinear effects of economic growth on inequality, a cubic polynomial of INQ 
as a function GROWTH is used in the econometric model. A model of panel estimation 
based on GMM regressions is used to estimate the above equation. The GMM regressions 
can address the problem of potential endogeneity of all the regressors and also incorporates 
fixed effects. 

The two approaches of estimation of the above model, namely, (i) the difference-
GMM estimation arising from Arellano and Bond (1991) and (ii) the system-GMM 
estimation arising from Blundell and Bond (1998) are used. The first-differencing and 
usage of lagged values of endogenous variables as instruments are used for identification. 
The lagged levels are used to instrument for the differenced right-hand side variables in 
the Arellano-Bond estimator. On the other hand, the estimation system of the Blundell-
Bond estimator consists of the difference equation instrumented with lagged levels as 
in the Arellano-Bond estimator and the level equation which is estimated using lagged 
differences as instruments. Table 16 presents the panel estimation results based on Model 
1: Arellano-Bond estimation, and Model 2: the GMM estimate,

Except for FDI, POGP and GROWTH (square), all the variables are important 
determinates of income inequality as per the results of at least one model. With significant 
positive coefficients, ENERGYO, PCGDP, FOODP, POPG and GROWTH(CUBIC) are 
found to increase income inequality for the above countries. On the other hand, KFORM, 
DEBTGDP and GROWTH are found to lower income inequality with significant negative 
coefficients. The ultimate impact of growth is increased income inequality with positive 
impact of GROWTH (cubic) overtaking the negative impact of GROWTH. The Sargan test 
result confirms that the system GMM’s overidentified restrictions are valid. 

Table 16:  Determinants of INCOME Inequality: GMM Regression Results
(Dependent variable is a measure of inequality (INQ) within a country)
Variable Model 1 (Arenallo-Bond) Model 2 (System GMM)

Lagged INQ -0.074
(-0.41)

0.62
(6.05)*

EXPORT -0.0001
(-1.71)**

-6.59 e07
(-0.18)

ENERGYO 0.0005
(2.56)*

2.28e-06
(0.61)

PCGDP 0.013
(2.66)*

0.002
(1.57)***

GROWTH -0.4
(1.66)**

0.11
(-0.57)

GROWTH2 0.002
(1.41)

-0.011
(-1.16)
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Variable Model 1 (Arenallo-Bond) Model 2 (System GMM)
GROWTH3 0.02

(1.49)***
0.0004
(0.37)

FDI -0.0003
(-0.07)

-0.0006
(-1.07))

KFORM -0.01
(-1.30)

-0.013
(1.92)**

DEBTGDP -0.04
(1.91)**

0.015
(1.36)

POPG 0.11
(0.05)

1.23
(0.99)

FOODP 0.06
(1.66)***

0.007
(0.62) 

CONSTANT 29,2
(4.35)*

14.66
(2.99)*

Sigmau = 11.91, Sigmae = 2.57, Rho = 0.96, F(5,44) = 12.75, Prob > F = 0.0
Observations 220

Number of Groups
Sargan Test

10
Prob> Chi2=0.048

GMM Estimation Method Difference Difference
Number of Instruments 51

Note: *: Significant, for double-sided critical value, at the 0.05 level, **: Significant, for one-sided criti-
cal value, at the 0.05 level ***: Marginally (one-sided) significant. The values in the parentheses are the 
t-statistics of the coefficient of the independent variables.

6. Conclusion

While many studies refer to the PRC and India as emerging economies, looking at a longer 
historical data as we have done in this paper, the term re-emerging economies for these 
two countries is more appropriate. Recently USA has terminated India’s designation as a 
beneficiary developing nation under the key GSP trade programme with USD 5.7 billion 
in imports to the US given duty-free status5. In recent decades, the PRC and India have 
experienced impressive growth and they are expected to lead the global economy in the 
years to come. This remarkable growth has not only reduced poverty and increased per 
capita income, but it has also improved the overall human development in both countries. 
Moreover, both countries shifted out from centrally planned states to market-oriented 
economies, thus, attracting foreign capital, increasing productivity and expanding trade. 

Our analysis revealed that while both countries continue to grow rapidly, the PRC and 
India took different growth paths and followed different growth models in different stages 
of their development. On one hand, the PRC has emerged as a manufacturing powerhouse 

5. Business Line (2019), Trump terminates preferential trade status for India under GSP PTI Washington, June 01, 2019, 
https://www.thehindubusinessline.com/economy/ trump-terminates -preferential-trade-status-for-india-under-gsp/arti-
cle27398318.ece#
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of the world and on the other hand, India became a strong service sector center. The PRC’s 
growth has been driven by net exports, its manufacturing sector and investment while for 
India, its growth is driven by consumption and its services sector. Various policies starting 
from each countries’ education policies which prioritized primary education in the PRC 
and higher education in India to infrastructure development policies which stimulated trade 
in goods in the PRC and the ICT sector in India helped each country achieve this outcome. 

While there are differences in the approaches that these countries took, a key similarity 
between both is that liberalization, deregulation and opening up of markets have contributed 
to the growth of the PRC’s and India’s economies. Trade policies opened up their markets 
to trade, and hence spurred greater local competition, increased market efficiency and 
competitiveness in both countries. Undertaking several bilateral FTAs facilitated their 
access to foreign markets which, in turn, allowed them to expand their exports. In addition, 
investment incentives not only increased capital formation but also brought in foreign 
technology to their countries.

The econometric analysis conducted in this paper indicates that per capita GDP is the 
key determinant for poverty reduction in both countries with a stronger relation reflected 
in the results for the PRC compared to India. For both countries higher GDP and per capita 
GDP growth led to higher income inequality. The productive capacity as measured by the 
value of energy output, population growth, the cost of living as measured by the index of 
food prices also significantly increases income inequality. 

The PRC and India can learn from each other’s experiences. There is a need for 
increased cooperation, connection and integration between these two economic giants of 
Asia. A bilateral FTA and increased hard and soft infrastructure connectivity, particularly 
through the Asian Highway and Railway programs and the new “One Belt, One Road” 
(ancient silk road) initiative could contribute significantly toward sustainable growth and 
development6 for both countries and Asia at large. 

Since 2018, both the PRC and India, have witnessed slower growth. It is important 
to reexamine their development policies that can help them become an upper middle-
income country in the near future and also help uplift the quality of life of their citizens. 
The ongoing COVID-19 pandemic is expected to have an unprecedented and devastating 
impact on all developing countries, including the PRC and India, particularly with respect 
to the level of poverty level and human development. The developing countries that are 
struggling to improve their economic development and quality of life amidst slowing 
economic growth in recent years enhanced by the COVID-19 pandemic, can learn from the 
history and experiences of India and PRC outlined in this paper.
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