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Abstract: 

Development theory has come a long way over the last century. It started with notions of 

economic growth and development, and has eventually reached a stage where 

governments and academics are more concerned with more holistic notions of 

development than merely growth. Sustainable development, eventually, has become the 

most important notion of the day, and provides a more comprehensive definition of 

development, linking ecological services and quality of life with economic growth. Such a 

paradigm shift in less than a century is no less than a revolution. Expectedly, this shift 

has been marked by cognitive dissonance, bitter debates, and scholastic antagonism. This 

article attempts to trace the story of how the road has been traversed and the shift 

achieved. It highlights the various theories of economic growth and development, and 

focuses on the debates among economists that have helped the discipline traverse this 

long way. 
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Ever since political economy evolved out of the writings of Adam Smith and 

David Ricardo, the populist notion of economics being designed to find and explain the 

“nature and causes” of economic development found its roots. The scenario is neither so 

simple nor so comfortable for modern economists; it has always been considered a 

maverick field; lurking somewhere in the background but not really thought of as “real 

economics”—rather an amalgam of sociology, anthropology, history, politics, and all-

too-often, ideology.  

Though various claims from various quarters asserted that economic development 

as a branch of economic science emerged only in the ’50s, there is no doubt that the 

notion of development existed way back in the classical economic thinking. However, it 

is only with the recognition of development economics as a discipline that the past 50 

years have seen marked changes in our understanding of development. The wealth of 

experiments so far has revealed that there are clearly no sure-fire formulas for success; if 

there were, there would have been many more success than what there are today.  

Economic theory has, in fact, evolved to account for both successes and failures.  

Nonetheless, few of the greatest economists actually ignored it outright. The 

Classical School, starting with Adam Smith, was concerned with "economic 

development." However, their notion of economic development was quite different from 

what is defined as development today by development theorists. This difference gets 

reinforced in Smith’s Wealth of Nations, and Ricardo’s Principles of Taxation, and goes 

on  till Schumpeter's classic Theory of Economic Development (1911). The German 

Historical School—and its English and American counterparts—could very well be 

deemed as part of development economics. It was thoroughly geared towards the theory 

of economic growth.  

However, the primary focus of economic research remained confined to 

developed nations till the 1930s. It was Colin Clark’s quantitative study in 1939 that 

made economists realize that most of humankind did not live in an advanced capitalist 

economic system. Yet, the early concern was still Europe; namely, post-war European 

reconstruction and the industrialization of its eastern fringes as exemplified by the 
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pioneering article of Paul Rosenstein-Rodan1 in 1943 and Kurt Mandelbaum’s book2 in 

1947. It was only some time after the war that economists really began to show their 

concerns for Asia, Africa, and Latin America.  

To this end, decolonization was an important catalyst. Faced with a plethora of 

new nations whose standards of living and institutions were so different from the 

European way of life, modern development theory—by which we mean the analysis of 

not only growth but also of institutions that could induce, sustain, and accelerate 

growth—began in earnest to change its focus and rearrange its referential. After the 

Second World War, academes began to think of ways and means of effectively dealing 

with poverty and destitution that heavily weighed upon two-thirds of the human race3.  

The post-war formation of the United Nations and its attendant agencies, such as 

the World Bank, the IMF, the ILO, and various regional commissions, provided an 

impetus to the shift in focus and perceptions. The commissioning of numerous studies by 

these institutions led to the emergence of a non-academic strand of development theory4.  

 

Post-war period: Stage theory of growth and capital formation 

Post-war development was primarily looked at from the viewpoint of growth and 

capital formation. Even before that, developing nations looked at development primarily 

as a process of industrialization. This resulted in the concept of a Third World consisting 

of Latin American, Asian, and African countries, which were to be mostly viewed as 

“underdeveloped” countries. It was believed that they were in the early stages of 

development; and with time, they would be able to transcend the various stages. This was 

contingent upon the way the in which capital was being formed, industrialization was 

taking place, and GDP growth occurred.  

This thought culminated in the “stage” theory of development, made famous by 

Gerschenkron (1962)5 and Rostow (1960)6. The stage theory assumes certain “linearity” 

                                                 
1 Rosenstein-Rodan, P. (1943): “Problems of Industrialisation of Eastern and South-Eastern Europe”, 
Economic Journal, 53, pp. 202–11.  
2 Mandelbaum, K. (1947): Industrialisation of Backward Areas.  
3 Pakdaman, N. (1994): “The story of developmental thinking”, in Salomon, J., F.R. Sagasti and C. Sachs-
Jeante (eds.) The Uncertain Quest: Science, Technology and Development, (United Nations University).  
4 www.cepa.newschool.edu/het  
5 Gerschenkron, A. (1962): Economic Backwardness in Historical Perspective: A Book of Essays. 
(Cambridge: Belknap Press of Harvard University Press).  
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in the development patterns of economies, and argues that “underdevelopment” in some 

of the economies will be converted to “development” over time. A few Asian, African, 

and Latin American countries lagged behind the developed nations as for time. 

Interestingly, to view development, capital formation, and technological change as linear 

functions of time is an assumption that is reductionist, and which does not incorporate 

social and political variables that might result in differential and varying growth 

trajectories.  

However, the role of capital formation as a crucial component that accelerates 

development was not only recognized by Gerschenkron7 and Rostow8, but also by Nurkse 

(1953)9 and Lewis (1955)10. Early Keynesians, such as Kaldor and Robinson, attempted 

to call attention to income distribution as a determinant of savings and growth. Even 

modern Marxists like Maurice Dobb (195111 and 196012) focused on the formation of 

savings. And even orthodox Marxists have had no conflict on this issue. Lewis and even 

Keynesians have argued that savings can be manipulated through government 

intervention [Singer (1950)13, Myrdal (1957)14]. Thus, government involvement—

whether by planning, socio-economic engineering, or effective demand management—

was regarded as a critical tool of economic development.  

 

Post-War Marxist Thinking 

A number of emigrant economists in Britain, influenced by their personal 

experience of late industrialization in Central and Eastern Europe, developed plans for 

the post-war transformation of underdeveloped regions. The contributions of Michael 

Kalecki, Kurt Mandelbaum, Joseph Steindl of Oxford University, and Paul Rosenstein-

                                                                                                                                                 
6 Rostow, W. W. (1960): The Stages of Economic Growth: A Non-Communist Manifesto (Cambridge: 
Cambridge University Press). 
7 Gerschenkron, A. (1962): Economic Backwardness in Historical Perspective: A Book of Essays. 
(Cambridge: Belknap Press of Harvard University Press).  
8 Rostow, W. W. (1960): The Stages of Economic Growth: A Non-Communist Manifesto (Cambridge: 
Cambridge University Press). 
9 Nurkse. R. (1953): Problem of Capital Formation in Underdeveloped Countries.  
10 Lewis, W. A. (1955): The Theory of Economic Growth.  
11 Dobb, M. (1951): Some Aspects of Economic Development 
12 Dobb, M. (1960): An Essay on Economic Growth and Planning.  
13 Singer, H. W. (1950): “Gains and Losses from Trade and Investment in Underdeveloped 

Countries,”American Economic Review, 40 (2), pp. 473–85.  
14 Myrdal, G. (1957): Economic Theory and Underdeveloped Regions.  
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Rodan of the Royal Institute of International Affairs laid the basis of development 

economics as a formal sub-discipline. These Central European economists were more 

familiar with Marx than with Keynes, and the success of the Soviet five-year plans 

played a significant role in their approaches to developmental planning. It is well known 

that Kalecki’s15, 16 model of an economy with under-utilized resources of labour and 

capital was similar to Keynes’, but presented in Marxist rather than the more familiar 

Anglo-Saxon analytical categories. In fact, Kalecki’s contribution to planning for 

economic development deserves to be widely acknowledged.  

Newly formed economies like India also followed the planning processes, as was 

done by the USSR, and their growth models were based on the Soviet experience.  It was 

generally accepted that the state must play a central role in economic transformation 

because the private sector was either dominated by landed and commercial oligarchies 

with vested interest in the status quo or was simply too weak and disorganized. The 

degree of state involvement in the economy varied across countries, but basic public 

infrastructure and its financing was universally undertaken by the state, which was 

accompanied by some form of long-term economic planning. In the first three post-war 

decades, countries were able to privilege domestic agriculture and industry by 

discretionary access to credit and foreign exchange, subsidies, and a variety of protective 

commercial policies. The principal of sovereignty regarding natural resources, and more 

generally the sovereign right of nations to formulate fiscal, monetary, commercial and all 

other aspects of government policy, was not questioned, although in practice it was often 

violated.  

This was the time (first three post-war decades) when the new orthodoxy emerged 

around the notion of balanced growth with the works of Lewis and Nurkse. However, it 

never took much time for an antithesis to emerge in the notions of “unbalanced growth” 

with the works of Hirschman (196317, 198118) and Streeten (195919). They are of the view 

                                                 
15 Kalecki, M. (1956): “The growth of investment and national income in a socialist economy”, reprinted in 

Jerzy Osiatynski (ed.) Collected Works of Michael Kalecki, Volume III, Socialism: Functioning 
and Long-Run Planning ,Clarendon Press, Oxford, 1992 ,pp.131-144.. 

16 Kalecki, M. (1955): “The impact of armaments on the business cycle after the Second World War”, 
reprinted in Jerzy Osiatynski  (ed.)the Collected Works of Michael Kalecki, Volume II, Capitalism. 
Economic Dynamics, , Clarendon Press, Oxford, 1991, pp.351-373. 

17 Hirschman, A. O. (1963): The Strategy of Economic Development. Yale University Press, New Haven 
and London.  
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that balanced growth is not possible as the theory assumes that a modern sector should be 

superimposed on an old and traditional one. In the process, the “balanced growth” theory 

loses its focus from the processes of change, which, in fact, should have been the real 

focus of development theory.  

 

Neoclassical Growth Theory 

Neoclassical development theorists have emphasized the important role that 

international trade plays as a substitute for low domestic aggregate demand. They argue 

that governments should act as facilitators to promote international trade between 

economies. In the process of positioning the economy on an autonomous, sustained-

growth path, the government has to remove barriers to international trade in commodities. 

Comparative advantage, combined with the Hecksher-Ohlin theorem, can then take care 

of the rest. Subsequent amendments to this position require the removal of price 

distortions in domestic factor and commodity markets (“getting prices right”); this is in 

addition to  the list of government actions that is required to induce suitable movements 

of factors among sectors, encourage the adoption of appropriate technology, and increase 

capital accumulation. In this view, domestic and international liberalization programmes 

suffice to bring about sustained economic growth and structural change.  

Many economies have revealed considerable faith in this framework and have 

relied extensively on export-oriented growth. This has been the main characteristic of 

Southeast Asian economies and present-day China. To a certain extent, even developing 

economies like India and Brazil have also subscribed to this thought process. 

Interestingly, export facilitation in many of the Southeast Asian economies resulted in 

pegged exchange rate regimes and free international mobility of capital. Although 

phenomenal economic growth has been achieved, yet there have often been problems of 

capital flight caused by the lowering of interest rates as currencies were devalued to 

promote exports. Hence, in developing economies like India, which proposes to go for 

full capital account convertibility in recent years, words of cautions have always been 

                                                                                                                                                 
18 Hirschman, A. O. (1981): “The Rise and Decline of Development Economics” in Hirschman, A. O. (ed.) 

Essays in Trespassing: Economics to Politics and Beyond,.: Cambridge University Press, 
Cambridge. 

19 Streeten, P. P. (1959): “Unbalanced Growth”, Oxford Economic Papers, 11 (2), pp. 167-190.  
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forwarded to “go slow” on this front—whether it is right or wrong remains the concern of 

a broader debate.  

 

 

 

From Economic Growth to Economic Development 

Capital formation remained an important component of growth for centuries, and 

even today, its importance remains undiminished. However, over time, its connotation 

has changed. T.W. Schultz (196320 and 197121), and was the first to recognize the need 

for “human capital” formation, as an important appendage to physical capital formation. 

This led to an emphasis on education and training as pre-requisites of growth and the 

identification of the problem of “brain drain” from the Third World to the First.  

Lewis (1965)22 and Singer (1965)23 also subscribed to Schultz’s thesis. Their 

argument was focused toward social development as a whole, which could be brought 

about by education, health, fertility, etc. Improvement in human capital thus began to be 

considered as a necessary pre-requisite for economic growth. In this view, 

industrialization, if it came at the cost of social development, could never be self-

sustaining.  

According to Singer (1965)24, “…Development is growth plus change,” and 

“…change is not only economic but also social and cultural” [Singer (1965: 5)]. He 

pointed out that growth had not resolved the problem of poverty, and suggested “poverty-

biased” policies to affect the lives of the poorest. Till this time, all arguments, even those 

in favour of development, were growth-centric.  

                                                 
20 T.W. Schultz (1963): The Economic Value of Education, : Columbia University Press, New York. 
21 T.W. Schultz (1971): Investment in Human Capital: Role of Education and Research, Free Press, New 

York.  
22 Lewis, W. A. (1965): “A Review of Economic Development”, American Economic Review, 55 (2), pp. 
1–16.  
23 Singer, H. W. (1965): “Social Development: Key Growth Factor”, International Development Review, 7 
(1), pp. 3–8.  
24 Singer, Hans W. (1965): “Social Development: Key Growth Sector,” International Development Review 
7(1), pp. 3–8.  
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The growth-obsession of development theory received a huge jolt when Seers 

(1969)25 published a seminal essay where development was construed as a social 

phenomenon rather than merely being defined in the reductionist mode of per capita 

income growth. Development, in Seers' opinion, involved the movement toward the 

social goals of poverty reduction, employment, and equality.  

Myrdal (1968)26 also supported Seers’ views.  In his presidential address at the 

11th Conference of Society for International Development at New Delhi, Seers (1969) 

presented a more succinct statement of development with distinction: “…It is very 

slipshod for us to confuse development with economic development, and economic 

development with economic growth” [Seers (1969:2)27]. Haq (1971: 6)28 was galvanized 

by Seers’ call to redefine economic development, when he stated, “…We were taught to 

take care of our GNP as this…[would] take care of poverty. Let us reverse this and take 

care of poverty as this will take care of GNP”.  

Thus, structural issues, such as dualism, population growth, inequality, 

urbanization, agricultural transformation, education, health, and unemployment, began to 

be reviewed on their own merits, and not merely as appendages to an underlying growth 

thesis. Eventually, there was an emerging debate on the very desirability of growth, 

which was led by the extremely provocative publication by Schumacher (1973)29 where 

he argued against the desirability of industrialization and inscribed the merits of 

handicrafts economies.  

The social positions of development became even more prominent with the 

adoption of Human Development Index (HDI) as a somewhat rough measure of 

development by academics and multilaterals in the 1990s. The HDI measures life 

expectancy, literacy, education, and standard of living for countries worldwide. This 

provides an indicative measure of the impact of economic policies on the quality of life. 

The index was developed in 1990 by Amartya Sen, and Mahbub ul Haq with help from 

                                                 
25 Seers, D. (1969): “The Meaning of Development”, International Development Review, 11 (4), pp. 2–6.  
26 Myrdal, G. (1968): Asian Drama: An Enquiry into the Poverty of Nations, Twentieth Century Fund, New 
York.  
27 Seers, D. (1969): “The Meaning of Development”, International Development Review, 11 (4), pp. 2–6. 
28 Haq, M. (1971): “Employment and Income Distribution in the 1970s: A New Perspective,” Development 
Digest, 9(4), pp. 3–8.  
29 Schumacher, E. F. (1973): Small is Beautiful: Economics as if People Mattered. (New York: Harper and 
Row).  
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Gustav Ranis of Yale University and Meghnad Desai of the London School of 

Economics. Ever since its development, the United Nations Development Programme 

uses it as a standard measure for categorizing development of a nation in its annual 

Human Development Report. Though a “vulgar measure”, as described by Sen because of 

its limitations, it nonetheless brings forth the broader aspects of development than the per 

capita income measure it supplanted, and provides a pathway for researchers to delve into 

the wide variety of detailed measures contained in the Human Development Reports. 

Even other multilaterals like the World Bank have started focusing their attention on 

social attributes like poverty. As a result, whether in policy making or in academic 

research, social variables began to be factored in and became an integral part of 

development economics.  

Yet, the debate between growth and development continued and took a new twist 

in the late 1980s and became more prominent in the 1990s when the very sustainability of 

economic development was being questioned by environmentalists because of grave 

concerns about the growing environmental crisis. Environmental pollution was seen as an 

externality of “mindless” developmental policies. The question that loomed large was: 

Growth? At what cost? 

 

Sustainable Development 

Around  three and a half decades ago, a group of academics known as the Club of 

Rome put forth the "limits to growth" theory, predicting disaster for humankind unless 

natural resource–depleting economic and technological progress were abandoned. Such 

pessimistic calls were, indeed, extreme in nature. However, the global recognition of the 

linkage between environment and development came as late as 1980 when the 

International Union for the Conservation of Nature (IUCN) published the World 

Conservation Strategy and used the term “sustainable development.”  

The concept came into general use following the publication of the 1987 report of 

the Brundtland Commission30—formally the World Commission on Environment and 

Development (WCED). Set up by the United Nations General Assembly, the Brundtland 

Commission coined what was to become the oft-quoted definition of sustainable 

                                                 
30 WCED (1987): Our Common Future,. Oxford University Press,( Oxford.: Oxford University Press).  



 11

Social 
• Empowerment 
• Inclusion/ 

Consultation 
• Governance 

Environmental 
• Resilience/ biodiversity 
• Natural Resources 
• Pollution 

• Intra-
generation-
al equity 

• Basic 
needs/live-
lihoods 

• Growth 
• Efficiency 
• Stability 

Economic 

Poverty 
Equity 
Sustainability 
Co-evolution 

• Valuation/ 
Internalization 

• Incidence of 
Impacts

development: Development that “meets the needs of the present generation without 

compromising the ability of future generations to meet their own needs” [WCED (1987)]. 

This definition, despite being lauded as the first formal attempt to delineate sustainable 

development, has met with a lot of resistance and cognitive dissonance.  

However, there is a misconception that sustainable development is all about 

environment and ecology. There cannot be anything more disastrous than conceiving 

such a reductionist scope of this notion. Rather than focusing solely on environmental 

issues, sustainable development policies broadly encompass three areas: economic, 

environment, and social. In support of this, several United Nations texts, most recently 

the 2005 World Summit Outcome Document, refer to the “interdependent and mutually 

reinforcing pillars” of sustainable development as economic development, social 

development, and environmental protection31.  

Among many subsequent definitions, the sustainable development triangle in 

Figure 1 shows one of the widely accepted explanations proposed by Munasinghe 

(1992)32 at the 1992 Earth Summit in Rio de Janeiro.  
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31 En.wikipedia.org/wiki/sustainable_development 
32 Munasinghe, M. (1992): “Environmental Economics and Sustainable Development” Paper presented at 
the UN Earth Summit, Rio De Janeiro, and reprinted by the World Bank.  
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Fig. 1: Elements of Sustainable Development 

Source: Munasinghe and Reid (2005)33 
 

All the available documents of sustainable development acknowledge the 

interlinkages between the three domains, and have argued that environmental changes 

(e.g. in ecosystem services like food production and water purification) influence 

economic growth in the short and the long run, institutions, and culture [Munasinghe 

(1992)34, Munasinghe and Reid (2005)35]. Changes in social values and behaviour 

influence economic development and environmental management. And critically, 

economic growth and distribution of wealth and welfare influence both social and 

ecological attributes.  

Sustainable development, eventually, led to the recognition that life support 

systems that are crucial to human development are given by nature and can be finite, 

diminishing, yet replenishable at times. In the context of non-replenishability, there is an 

utmost need to look for alternative sources so that the exploitation of such resources is 

diminished. It also gave recognition to the fact that a given stock, composition, and 

productivity of society’s capital—natural, man-made, and human—can contribute toward 

meeting basic human needs in a sustained manner over time, but only up to a maximum 

limit [Sengupta and Sinha (2003)36].   

Yet, the debate still rages. Despite various attempts to define “sustainable 

development”, in terms of pathways, values, indicators, goals, practice, etc., yet a clear, 

fixed, and immutable definition remains elusive [Kates et al (2005)37]. It has also led 

                                                 
33 Munasinghe, M. and W. Reid (2005): “The Role of Ecosystems in Sustainable Development,” in N. 
Sengupta and J. Bandyopadhyay (eds.) Biodiversity and Quality of Life, Macmillan, New Delhi.  
34 Munasinghe (1992): “Environmental Economics and Sustainable Development”, Paper presented at the 
UN Earth Summit, Rio de Janeiro, and reprinted by the World Bank, Washington DC. 
35 Op. cit. 
36 Sengupta, R. and A. Sinha (2003): “Population. Life Support and Human Development” in Sengupta, R. 
and A. Sinha (eds.) Challenge of Sustainable Development: The Indian Dynamics, CDEP and Manak 
Publications. 
37 Kates, R. W., T. M. Parris, and A. A. Leiserowitz (2005): “What is Sustainable Development? Goals, 
Indicators, Values and Practice,” Environment: Science and Policy for Sustainable Development, 47 (3), 
pp. 8–21.   
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some to infer that sustainable development is an oxymoron: “development” and 

“sustainability” cannot be reconciled. Verily, Kates et al (2005: 20)38 state, “… 

Sustainable development draws much of its resonance, power, and creativity from its 

very ambiguity…its malleability allows it to remain an open, dynamic, and evolving idea 

that can be adopted to fit these very different situations and contexts across space and 

time. Likewise, its openness to interpretation enables participants at multiple levels, from 

local to global, within and across activity sectors, and in institutions of governance, 

business, and civil society to redefine and reinterpret its meaning to fit their own 

situation… Despite this creative ambiguity and openness to interpretation, sustainable 

development has evolved a core set of guiding principles and values, based on 

Brundtland Commission’s standard definition to meet the needs, now and in the future, 

for human, economic, and social development within the restraints of life-support 

systems of the planet.” 

Hence, no ambiguity can deter one from concluding that sustainable development 

is probably one of the most powerful and holistic thought process that has enriched the 

development discourse, by challenging the reconciliation of what apparently seems to be 

the “irreconcilable trinity” of economic growth, social development, and environmental 

sustenance, thereby providing opportunities for a healthier and sustainable future.  

 

Is sustainable development opposed to economic growth? 

Sustainable development has sometimes been treated as a notion emerging from 

the communistic thought processes, and sometimes as a tool used by antagonistic 

ecological activists. Both of these are widespread misconceptions about the notion. 

Rather, the notion is much more objective than being treated as inclined toward a 

particular tradition. The concrete challenges of sustainable development are at least as 

heterogeneous and complex as the diversity of human societies and natural ecosystems 

around the world. Unfortunately, both socialistic thought processes and ecological 

antagonism have used the notion as a powerful tool to talk against economic growth, and 

this has even deterred many market-oriented thinkers to adopt this notion. It needs to be 

remembered that sustainable development is not opposed to economic growth or 

                                                 
38 Op. cit.  
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development; rather, it talks of sustaining the process of growth and development over 

generations.  

The most powerful statement in favour of reconciliation of growth and ecological 

sustainability is the Environmental Kuznets’ Curve (EKC). EKC presents a hypothetical 

relation between various indicators of environmental degradation and income per capita. 

In the early stages of economic growth, degradation and pollution increase, but beyond a 

threshold level of per capita income the trend reverses, so that at high-income levels 

economic growth leads to environmental improvement. This implies that the 

environmental impact indicator is an inverted U-shaped function of per capita income, as 

presented in Figure 2. EKC is named after Simon Kuznets (1955)39, who hypothesized 

that income inequality initially rises with per capita GDP and then falls as economic 

development proceeds beyond a threshold level.  
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39 Kuznets, S., (1955): “Economic growth and income inequality”, American Economic Review, 49(1), pp. 
1–28. 
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Fig. 2: The Environmental Kuznets Curve 

 

The EKC concept emerged in the early 1990s with Grossman and Krueger’s (1993)40 

pathbreaking study of the potential impacts of NAFTA and Shafik and Bandyopadhyay’s 

(1992)41 background study for the 1992 World Development Report. However, the idea 

that economic growth is necessary for environmental quality to be maintained or 

improved is an essential part of the sustainable development argument promulgated by 

the WCED (1987)42. However, EKC is an empirical phenomenon, despite research papers 

on the topic being inflicted by weak econometrics. 

On the other hand, the convincing statements made by Munasinghe (1992 and 

2005)43 and the recently published Millennium Ecosystem Assessment44 on ecosystem 

services affecting economic behaviour reveal that ecological services and economic 

development cannot be dissociated or disintegrated, and that the causality flows from 

both directions.  

 

Sustainable Development and Role of Markets 

From the discussion so far, it is clear that from the viewpoint of policymaking, a 

development path that is “sustainable” should also take into consideration institutions that 

will be conducive for greater participation of citizens at various levels. One of the critical 

elements that have been implicitly pointed out in this debate is the crucial role of market 

mechanism. Unfortunately, the role of market in sustainable development has not 

received much attention, and rather, in many cases, the same has been criticized by 

myopic and biased communist groups.  

Economists have argued that ecosystems services should be viewed as natural 

capital; investment in which can prove more effective than that of the built capital to 

                                                 
40 Grossman, G.M. and Krueger, A.B. (1993): Environmental Impacts of a North American Free Trade 
Agreement,in  P. Garber (ed.), The Mexico-U.S. Free Trade Agreement,. MIT Press, Cambridge, Mass. 

41 Shafik, N. and S. Bandyopadhyay, 1992: “Economic Growth and Environmental Quality: Time Series 
and Cross-Country Evidence, background paper,” World Development Report 1992,The World Bank, 
Washington DC. 
42 Op. cit.  
43 Op. cit.  
44 Millennium Ecosystem Assessment (2005), Ecosystems and Human Wellbeing: Synthesis, Island Press, 
Washington DC. 
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deliver key services. “As an example, consider the case of flood control. One can address 

floodwaters through built capital, such as engineered works (e.g. construction and 

maintenance of dikes and levees) or through natural capital, such as landscape 

management (e.g. restoration of wetlands in flood plains). In some instances, perhaps 

many, landscape management may prove a better public and private investment strategy 

for providing flood control, once one accounts for the positive externalities of improved 

water quality, wildlife habitat, and recreational amenities.” [Salzman (2005)]45 Many 

solutions have been proposed to halt environmental degradation and reverse the 

downward trend in ecosystem services. Some have been successful, while others have 

failed. An assessment of response strategies undertaken by the Millennium Ecosystem 

Assessment46 highlighted the potential of market-based strategies to mitigate the 

degradation of ecosystem services. 

There have been establishments of markets for ecosystem services, and as argued 

by many, payments for ecosystem services can help in rural poverty alleviation and the 

process of conservation simultaneously [Uddhammar and Ghosh (2006)47, Ghosh 

(2007)48]. Economists have also been instrumental in devising tools like environmental 

valuation to assess the value of the benefits accrued to human civilization by the 

environment [e.g. Costanza et al (1997)49, Chopra and Adhikari (2004) 50]. This has often 

helped in devising rules of compensation for environmental damages that cause economic 

losses to backward communities [e.g., Ghosh and Shylajan (2005)51 

                                                 
45 J. Salzman (2005): “Creating Markets for Ecosystem Services: Notes from the Field,” New York 

University Law Review, 80 (600), pp 101–184.  
46 Millennium Ecosystem Assessment (MA) (2005): Ecosystems and Human Wellbeing: Opportunities and 

Challenges for Business and Industry”, World Resources Institute, Washington DC:. 
47 Uddhammar, E., and N. Ghosh, (2006): “Ecotourism and Development in East Africa and India: 

Biodiversity changes and Institutional designs in four protected areas”, presented at the Ninth Biennial 
Conference of International Society for Ecological Economics, ISEE 2006, 16–18 December. 

48 Ghosh, N. (2007): “Trading in the Ecosystems Services: A Market for Nature”, Commodity Vision, 1(2), 
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The recent expansions of markets for other environmental services suggest that 

they may rapidly become a central point of sustainable development financing, 

representing tens of billions of dollars annually within the next 10 to 15 years. All these 

moves toward markets have been triggered by two major drivers that include conscious 

national environmental policy movements towards market-based instruments, and rising 

demand for environmental goods and services from public authorities, private entities, 

and consumers. On the one hand, there are new public regulations along with the 

establishment of market-based instruments, and on the other, it has become quite 

lucrative and fashionable for private players to show initiatives toward efforts of 

biodiversity protection. Consumer demand for derivatives of healthy ecosystems in the 

form of organic foods, fair trade products, and eco-tourism has also increased over time. 

Its positive incidence on human health and overall welfare is also being steadily 

documented.  

Hence, market institutions make the common man understand the value of the 

services that the ecosystem provides to the economy as a whole, the incidence of 

economic activity on the ecosystem, and finally, its possible repercussions on the quality 

of life. This dictates the supply-side phenomenon of an economy, including human 

health, welfare, and eventually, labour markets. At the same time, trade in ecosystem 

services has the potential to become the new growth industry. Areas and projects where 

such trade is possible are likely to generate significant secondary benefits, such as eco-

tourism, with multiplier effect on incomes and employment. The potential for synergies 

among various initiatives therefore are plenty. Not only can an economy fulfil its 

obligations under the various environmental conventions to combat desertification, 

biodiversity degradation, and global climate change, but the possibility also exists to 

engage various rural communities in formal market transactions, reducing thereby the 

extent and magnitude of poverty.  

 
 

Concluding Remarks 

                                                                                                                                                 
Sengupta, N. and J. Bandyopadhyay (eds.) Biodiversity and Quality of Life, Macmillan Publishers, 
New Delhi, pp.294–315. 
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Development theories have transcended various disciplinary barriers for finally 

arriving at the concept of sustainable development from the notion of economic growth. 

Sustainable development, by all means, is an all-encompassing notion involving 

parameters of human health, labour, education, industrialisation, and demand-side factors 

along with the recognition of the contribution of nature to the economy. Such a 

paradigmatic shift to a holistic concept of development from a reductionist notion in less 

than a century is no less than a revolution.  

The “quality of life” indicators52, rather than simply growth, have increasingly 

become important for governments and academics, as disciplines are being transcended. 

As the bio-physical constraints of land, soil, and water put an upper limit on the carrying 

capacity of nature, there is the utmost need to develop institutions like markets to manage 

the limited resources efficiently, ensure equity in the distribution of these resources, and 

allow substantial time for replenishment of the resources, and find alternatives to 

guarantee sustainability. This would simultaneously require a trans-disciplinary 

knowledge base53, public action, and design of appropriate macro and sectoral policies. 

More critically, the entire discourse of public policy needs to be viewed in the wider 

context of inclusive development, including those of future generations. A policy toward 

sustainable development can substantially reduce the inequalities in the economic, 

environmental, and social sectors, and one can never ignore markets and market-based 

instruments as important forces in helping attain that goal.  

 

 

                                                 
52 Oswald, A. J. (1997): “Happiness and Economic Performance”, Economic Journal, 107, 1815 – 31.  
53 Sustainomics has been suggested by Munasinghe (1992) as a trans-disciplinary knowledge base 
emerging out of knowledge of economics, ecology and society.  


