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Mint Mint | MAINS RELEVANCE: GS Paper 3 |

🎤
INTERVIEW ANGLE

"India is now the world's 4th largest economy but has a per capita income of USD 2,900. What
structural transformations are required for India to truly become a developed economy by
2047?"

🗞️  WHY IN NEWS

India overtook Japan to become the world’s fourth-largest economy at USD 4.18 trillion — a milestone

celebrated by the government as validation of India’s growth trajectory. But aggregate GDP rank obscures a

more complex developmental reality that demands structural transformation, not merely celebration.

THE TWO INDIAS IN ONE NUMBER

When India’s government announced the USD 4.18 trillion milestone, it was correct in what it said and

incomplete in what it implied. Aggregate GDP and per capita income are fundamentally different things.

India’s per capita GDP is approximately USD 2,900. Japan’s — the country India just overtook — is

approximately USD 33,000. Germany’s, the country just ahead, is USD 55,000. The United States’, the world’s

largest economy, is USD 86,000.

In practical terms: India is a large country with a large population (1.44 billion) producing a large aggregate

output. But the distribution of that output, the quality of that output, and the structural character of the

economy that generates it — these determine whether “4th largest” translates into meaningful human welfare

improvement.

This is not to diminish the achievement. India’s GDP in 2007 was the 12th largest in the world. In two decades,

India has moved 8 positions. The pace is extraordinary by historical standards. But scale is not structure,

and structure is what determines development.
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THE MANUFACTURING DEFICIT AT THE HEART OF THE PROBLEM

Every economy that successfully transitioned from lower-middle income to upper-middle income and high

income — South Korea, Taiwan, China, Germany — did so through manufacturing-led industrialisation.

Manufacturing creates:

Mass formal employment for workers with moderate skill levels (unlike services, which primarily

absorbs highly educated workers)

Technology absorption and spillovers — manufacturing firms learn by doing, build supplier

ecosystems, and generate productivity improvements that diffuse through the economy

Export revenues with higher value-added per unit than raw commodities

Backward linkages — a steel plant creates demand for iron ore mining, coal, logistics, and

engineering services

India’s manufacturing is stuck at approximately 17–18% of GDP — a share that has barely changed in 20

years. Services (particularly IT and finance) dominate at nearly 55% of GDP. Agriculture employs 46% of the

workforce but contributes only ~16% to GDP.

The ambition to raise manufacturing to 25% of GDP (a target articulated in the National Manufacturing

Policy 2011 and reiterated in multiple policy documents since) remains unfulfilled. The PLI (Production

Linked Incentive) scheme in 14 sectors — the most serious manufacturing policy intervention in decades — is

showing early results in mobile phones and pharmaceuticals, but has not yet moved the structural needle.

Why manufacturing is hard in India:

Labour laws (despite the 4-code simplification): state-level variation in implementation

Land acquisition: remains difficult for greenfield industrial investment

Logistics costs: 13–14% of GDP vs. 8% global average (improving with PM Gati Shakti, but not yet

resolved)

Power: reliability and cost (industrial power tariffs remain above those in competitor countries)

Credit: MSMEs face collateral requirements that constrain investment in capital goods

THE LABOUR FORMALISATION GAP

India’s formal economy employs approximately 10–15% of the total workforce (depending on definition).

The remaining 85–90% are in informal employment — without contracts, without social security, without

protections under labour law.

This creates a structural trap:

Informal workers have low and volatile incomes — limiting domestic consumption as a growth driver
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Informal firms have limited access to credit, technology, and markets — constraining productivity

improvement

Informal employment is captured imperfectly in GDP statistics — India’s GDP may undercount value

added in the informal sector

Formalisation requires social security infrastructure (EPFO, ESIC) that current informal workers

cannot access

The GST and formalisation: The GST system has driven meaningful formalisation since 2017 — over 1.4

crore taxpayers added to the GST base in 5 years. But formalisation of employment relationships (not just tax

registration) remains elusive. The Udyam Assist platform and MSME registration drive are steps, but the scale

of informal employment is vast.

THE DEMOGRAPHIC DIVIDEND — OR DEMOGRAPHIC DISASTER?

India’s famous demographic dividend — the bulge of working-age population — is a window, not a

guarantee. The dividend converts to growth only if working-age people have:

Skills that the economy needs

Jobs that absorb them productively

Health that enables sustained labour force participation

On all three dimensions, India faces gaps:

Skills: India’s graduate unemployment rate is approximately 29–30% (various CMIE estimates). This

reflects a mismatch between the output of India’s 45,000+ engineering colleges and polytechnics (producing

graduates in supply) and the skills that the economy demands (specific technical, analytical, and

communication capabilities). SOAR and FutureSkills Prime address the upskilling dimension, but the degree-

to-employability pipeline needs structural repair.

Jobs: India needs to create 90 million non-farm jobs by 2030 to absorb demographic entrants. At current

rates of formal job creation (~8–10 million per year, including self-employment), the gap is structural.

Health: India’s NFHS-5 data shows persistent anaemia (57% of women aged 15–49), child stunting (35.5%),

and malnutrition challenges that limit human capital formation. An unhealthy workforce is an unproductive

workforce — and India’s human capital index (World Bank 2020: 0.49, compared to China 0.65 and South

Korea 0.73) reflects this underinvestment.
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THE VIKSIT BHARAT TARGET: AMBITIOUS BUT ACHIEVABLE?

Viksit Bharat 2047 targets high-income country status (per capita GNI > USD 13,845 at 2024 World Bank

threshold) by independence centenary. This requires roughly a 5x increase in per capita income over 22

years — approximately 8% annual real per capita growth.

For comparison: South Korea grew from USD 1,000 per capita (1970) to USD 33,000 today in 55 years.

China grew from USD 300 per capita (1980) to USD 12,000 today in 45 years. Both did so through

manufacturing-led export growth with suppressed consumption and high investment rates.

India’s path is more complex because:

India’s democracy limits the suppression of consumption that authoritarian East Asian states used

India’s federal structure creates coordination failures in policy implementation

India’s size and diversity create heterogeneous development needs across states

India’s resource endowments (limited arable land per capita, water stress) constrain agriculture-led

pathways

The most credible path to Viksit Bharat runs through: deepening manufacturing, universalising quality

education, formalising labour markets, and investing in health and nutrition — none of which can be captured

in a GDP ranking headline.

UPSC RELEVANCE

Prelims: India 4th largest economy USD 4.18 trillion (2025); per capita GDP ~USD 2,900 (lower-middle

income); World Bank income thresholds; Viksit Bharat 2047 (high-income by 2047; USD 13,845 threshold;

USD 35 trillion target); PLI schemes (14 sectors; mobile phones, pharma, solar cells); PM Gati Shakti;

National Manufacturing Policy 2011 (25% manufacturing in GDP target).

Mains GS-3: GDP rank vs. human development — is India’s 4th rank meaningful? | Structural

transformation required for high-income status: manufacturing, labour formalisation, human capital |

Demographic dividend vs. demographic disaster — conditions for converting the window into growth | Viksit

Bharat 2047: feasibility analysis.
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📌  FACTS CORNER — KNOWLEDGEPEDIA

INDIA’S DEVELOPMENT INDICATORS:

VIKSIT BHARAT 2047 TARGETS:

WORLD BANK INCOME CLASSIFICATION:

COMPARISON WITH EAST ASIAN PEERS:

OTHER RELEVANT FACTS:

Sources: PIB, Mint, MoSPI, World Bank

GDP (2025): USD 4.18 trillion (Nominal; 4th largest)

Per capita GDP: ~USD 2,900 (Lower Middle Income)

Manufacturing share of GDP: ~17-18% (target 25% by National Manufacturing Policy)

Services share of GDP: ~55% (IT/ITES, finance, telecom)

Agriculture: ~16% of GDP; ~46% of employment

Formal sector employment: 10-15% of total workforce

Graduate unemployment: ~29-30% (CMIE estimates)

Status: High-income country (GNI per capita > USD 13,845 at 2024 WB threshold)

GDP target: ~USD 35 trillion by 2047

Required growth: ~8-9% per capita real growth for 22 years

Manufacturing target: 25% of GDP

Poverty target: Zero multidimensional poverty

Low Income: GNI per capita ≤ USD 1,135

Lower Middle Income: USD 1,136 – USD 4,465 (India is here)

Upper Middle Income: USD 4,466 – USD 13,845

High Income: > USD 13,845

South Korea: USD 1,000 (1970) → USD 33,000 (2025); 55-year transformation

China: USD 300 (1980) → USD 12,000 (2025); 45-year transformation

Method: Manufacturing-led, export-driven, high investment rate, skilled labour

Human Capital Index (World Bank 2020): India 0.49; China 0.65; South Korea 0.73; USA 0.70

Logistics cost in India: 13-14% of GDP vs 8% global average (target: reduce to 8% via PM Gati Shakti)

PLI Scheme: 14 sectors; mobile phones (most successful: India now 2nd largest mobile manufacturer), pharma
(bulk drugs), solar cells, ACC batteries, specialty steel

GST formalisation: 1.4 crore+ new taxpayers added to GST base since 2017
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