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THEORIES OF MACRO-DISTRIBUTION (SHARE OF WAGES IN 
NATIONAL INCOME) 

Theories in Chronological Order 

1. Ricardian Theory 

2. Marxian Theory 

3. Kalecki Degree of Monopoly power 

4. Keynesian-Kaldor Theory 

5. Neo-Classical Approach 

 

1. Ricardian Theory:  

 
Ricardo uses marginal principle and surplus principle. The land gets rent, labour gets wages and 

entrepreneur gets profit. According to him, land is the most important factor of production and as 

a result rent should be paid first. The remainder of the income would then be divided into wages 

and profits.  

 

2. Marxian Theory: He considered two classes: 

a. Capitalists: Who exploited labour on the basis of surplus value.  

b. Workers 

Capital accumulation reduces the rate of profit 

because capitalists’ source of profit is labour. So if 

labour is equipped with capital, then less profit would 

be left for capitalists.  

 

Constant capital (C) + Variable Capital (V) + Surplus Value (S) 

Degree of exploitation = S/V 

Organic Composition of Capital = C/V 

Constant Capital: Value of goods 

and materials required to produce a 

commodity. 

Variable Capital: Wages paid for 

the production of a commodity.  
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Rate of Profit = S/(C+V) or (S/V) ÷ 1+(C/V) 

If rate of profit is to be increased, then following measures should be taken; 

a. Prolonged working hours of labour. 

b. Reduce the time of labour used by him to produce for his own subsistence. 

c. Capital Accumulation: According to Marx, capitalists will opt for capital accumulation. 

 

3. Kalecki’s Degree of Monopoly: According to him, there are two classes: 

a. One who gets economic profit 

b. One who earns wages 

Kalecki used Lerner’s Measure to identify the monopoly power, that is; 

Monopoly Power = (P-MC)/P 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

True or False 

1. Under Imperfect Competition, MR > AR.  

2. VMP = MR * MP 

3. Marginal Factor Cost is the difference in total wage bill when 

additional labour is employed.  

4. Marginal Productivity theory was propounded by Thunen.  

5. Substitution effect is always negative in case of labour supply.  

6. The concept of monopsonistic competition was given by Joan 

Robinson.  

7. When supply is perfectly elastic, entire value of land is equal to 

economic rent.  

8. Degree of Exploitation is S/V.  

Answers: 1. False, 2. False, 3. True, 4. True, 5. False, 6. False, 7. False, 8. True.  
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THEORIES OF DISTRIBUTION 

Factors of Production Factor Rewards 

Capital Interest 

Labour Wages 

Land Rent 

Entrepreneur Profit 

 

 

 

Theories of Rent 

1) Ricardian theory of rent. 

Book “Principle of Political Economy & Taxation”  

“Rent is that portion of the produce of the earth which is paid to the landlord for the use of the original 

and indestructible power of land.” – Ricardo 

Assumptions: 

1. Rent arises due to differences in the fertility of the land.  

Type of land Output Rent 

A (Most fertile) 50 50-35 = 15 

B (Less fertile than A) 40 40-35 = 5 

C (Least fertile) 35 35-35 = 0 (No rent land) 

  

2. Law of diminishing marginal returns operates. 

3. Considers the supply side of land. 

4. Land has no supply price and no cost of production.  
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According to Ricardo, rent arises due to: 

1. Scarcity of land as a factor. 

2. Differences in the fertility of the soil.  

 
Implications of the theory 

1. Improved methods of cultivation may result in fall in rent.  

2. Rise in population may increase the rent because increased demand for land will bring poor quality land 

into cultivation which would reduce the output of marginal land.  

3. Improved transport facilities would result in fall in rent. 

Criticism  

a) No original and indestructible power of land, that 

is, soil can become infertile  

b) Wrong assumption of no rent land.  

c) Neglect of scarcity principle  

d) Even though land is fixed, as per Ricardo’s 

assumption but it can be put to alternative uses 

making land inelastic and not fixed.  

e) Ricardo believes that rent is attributed only to 

land. However, rent can be associated with any 

factor of production whose supply is inelastic.  

 

2) Modern Theory of Rent  

 Given by Pareto, Joan Robinson, Boulding  

 Rent is determined by forces of Supply and demand. 

Rent

Differential Rent

(Different grades of land 
get different amounts of 
rent due to difference in 

productivity.)

Scarcity Rent

(Rent due to inelastic or 
fixed supply of land.)
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A point to note here is that Keynes didn’t take into consideration the expectations on the part of 

the buyer.  

Theories from the Basic Keynesian Model 

a) Theory of Consumption:  

 First attempt to determine the relationship between income and consumption.  

 The Keynesian theory of consumption was confirmed by short-run data and not by the 

long run data.  

b) Theory of Investment 

 Relationship between Income and Capital 

 Mathematically represented as: K = βY (β > 0). β here is the accelerator.  

 Implication of accelerator: Volume of intended net investment over a period of time is 

equal to the difference between the actual and the desired capital stock which is 

required to match an expected increase of sales and output.  

 Froyen defines the user cost of capital as the cost to the firm of employing an additional 

unit of capital for one period.  

 Components of user cost of capital: 

 

User cost of 
capital

Rate of 
interest

Rate of 
depreciation 

of capital

Tax incentive 
to investment
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New Classicals: Adaptive Expectations/ Regressive Expectations: The theory was given by 

Cagan and Nerlove in 1956-57.Other New Classicals were Lucas, Sargeant, Wallace, etc.  

 

 Adaptive expectations: Under this, 

people believe that future is in 

continuation of the past. As a result, 

changes due to government policies 

do not take place rapidly. It is a 

backward working approach.  

 

 

Rational Expectations: The theory 

was given by John Muth in 1961. It 

is a forward looking approach and 

people are considered to be rational. 

Any errors in forecasting is random 

in nature.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Assumptions: 

a. Full employment 

b. Wages and prices are flexible. 

c. People will be utility maximisers. 

Rational Expectations

Weak Hypothesis

(People use all possible 
information and 

consider it before 
taking any decision)

Strong Hypothesis

(Subjective value 
becomes equal to 
objective value)
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d. Relevant information is available. 

e. Imperfect information which can alter the decision making. 

f. Inter-temporal utility maximisers, that is, people will maximise utility over a 

period.  

According to the theory, any new policy will be ineffective because it would be 

anticipated before it is being introduced. This was known as policy 

ineffectiveness/irrelevant impotency theory which was given by Lucas.  

Equilibrium will be established at the point where equality is reached between long run 

supplies and short run supply and demand.  

Long run supply 

curve will shift if 

there is a change in 

the labor, capital or 

technology.  
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Even when there is an increase in 

aggregate demand, the price 

increases, monetary wages then 

decrease, and supply of labour 

decreases. As a result, aggregate 

supply curve shifts and reaches 

the full employment level in the 

long run. Thus, money is super 

neutral. Any change would only 

increase the price level, keeping 

the output same.  

 

Lucas Critique (1976): Lucas criticized the 

macro-econometric models because due to 

any policy changes, the models remained 

invariant. He believed that the relations in 

the models should change with any kind of 

policy change. He also stated that 

econometric models are inconsistent or 

unsuitable in explaining the economic 

relationships when the policies are 

changing. The policy should rather be a 

surprise to bring some effect in output.  

 

Neutrality of Money 

Idea that a change in the stock of money affects only 

nominal variables in the economy such as prices, wages, 

and exchange rates with no effect on real variables, like 

employment, real GDP and real consumption.  

Super Neutrality of Money 

Not only is the real economy unaffected by the level of 

money supply but also that the rate of money supply growth 

has no effect on real variables.   
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Supply Side Economics: Given by Arthur Laffer 

The focus of the theory was on: 

a. Increase in Aggregate supply 

b. Tax cuts 

c. Reducing government spending, that is, reduce budget deficit.  

Assumptions of the theory: 

 

1. Perfect Competition. 

2. Wage and Price flexibility    

3. Upward sloping supply curve  

4. Full employment.  

 

Postulates of Supply side economics 

1) Labour supply has a positive slope 

2) Investment is a function of interest rate.  

3) Interest rate is determined by the supply of savings and demand for investment funds. 

4) Advocate free enterprise capitalist system with minimum government intervention. 

 

Central theme of supply side Economics 

1) Factor supply and technology determine medium–term growth rate of output. 

2) Factor supply is determined by post tax return on saving, investment and work effort. 

3) Excessively high rate of taxation reduces tax–revenue, factor supply and prevents growth. 

4) Tax cut is the most effective incentives for saving, investment and work effort. 

5) Excessive control and regulation of business discourages investment and efficiency. 

 

Factors responsible for the emergence of this school are: 

a. Gulf war crisis in 1973: This was one of the major supply shocks. In gulf war crisis,  

 

b. U.S. was an exporter of agricultural products.  

c. Depreciation of dollars, which made imports expensive, increasing the cost of production 

and hence supply decreased.  

d. Vietnam War: Government funded more on war which reduced the production and hence 

prices increased excessively.  

Supply 
decreased

Oil price 
increased

Cost 
increased

Prices 
increased 
overall
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If you are the smartest person in the room, 

you are in the wrong room. 
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OLS METHOD 
 

Ordinary Least Square (OLS) was introduced by Carl Gauss 

According to the method,  

 

 

 

We have to choose the Stochastic Regression Function in such a manner that it is as close as 

possible to the actual income (y). The choice among the lines has to be done on the basis of 

least squares criteria. This implies, the smaller the deviation from the line, the better the fit of 

the line.  

⅀(𝑦𝑖 − 𝛽1̂ − 𝛽2̂𝑋𝑖)
2 

𝛃�̂� = �̅� − 𝛃�̂��̅� 

𝛃�̂� =
∑ 𝐱𝐢𝐲𝐢

∑ 𝐱𝐢
𝟐

 

 

Assumptions of OLS/Simple Linear Regression Model 

Following are the assumptions of OLS Model: 

1. Model should be linear. 

2. X values are fixed in repeated sampling.  

3. �̅�value or expected value of the random term is zero. 

 

E(ui/Xi) = 0 

 

4. No auto-correlation between the random terms. 

Cov (uiuj) = 0 

 

5. Homoscedasticity or constant variance of the error term.  

 

 

 

If the assumption is violated then this implies presence of heteroscedasticity. The variance 

of error term about its mean is constant for all values of X.  

⅀(𝒚𝒊 − 𝒚�̂�)
2 should be minimum 

 

Var (ui/Xi) = E[ui – E(ui/Xi)]2 = σ2 
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6. No multi-collinearity, that is, explanatory variables should not be related to each other. In 

other words, one variable cannot be expressed in terms of other variables.  

 

7. Specification of the model should be correct. 

 

8. Error term is independent of the explanatory variables. 

Cov (uiXi) = 0 

9. Number of observations in the sample should be greater than the number of parameters 

estimated.  

 

10. Variance of the explanatory variable should be a positive number.  

Properties of Estimates 

1. Small Sample or Finite Sample Properties:  

Following are the properties which should be satisfied regardless of the size of the sample:  

a. Unbiasedness: Unbiased means that the expected value should be equal to the 

actual value. Therefore, the property can be represented as, 

 

�̂� = 𝐄(�̂�) 

 

b. Linearity: The model should be linear. 

c. Minimum Variance: OLS estimates give us minimum variance. 

d. Efficiency: When the property of unbiasedness and minimum variance hold true, it 

means that the model is efficient.  

e. Sufficiency property: OLS estimates are sufficient because it utilises all the 

information a sample contains about the true parameter. For example, mean is a 

sufficient estimator.  

f. Minimum ‘Mean Square Estimator’ (MSE): An estimator is a minimum MSE if it 

has a smallest mean square error.  

𝐌𝐒𝐄 = 𝐄(�̂� − 𝐛)𝟐 

These properties are called the BLUE properties, that is, Best Linear Unbiased Efficient 

properties. 

 

 

 

 

 

By The Way! 

Mean square error is the 

average squared difference 

between estimated value and 

actual value. It is also known as 

mean squared deviation of an 

estimator.  
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2. Large Sample/Asymptotic properties: When sample sizes increases infinitely, then these 

properties should be satisfied: 

a. Unbiasness: This means that asymptotic mean of the estimator should be equal to 

the true value of the parameter. It only holds for large samples and not for finite 

samples.  

b. Asymptotic consistency: Any estimator is consistent then the true population 

parameters satisfy the two conditions: 

 Asymptotic unbiasness 

 Asymptotic variance 

c. Asymptotic efficiency: An estimator is efficient if: 

 �̂� is consistent 

 It has the smallest asymptotic variance as compared to any other consistent 

estimator.  

When the sample size increases, variance becomes minimum. Also, with the increase in sample 

size, the estimators converge to unbiasedness.  

Gauss Markov Theory 

If all the assumptions of classical linear regression model are fulfilled, then the estimates that 

we obtain are linear, unbiased or in other words they are best linear unbiased estimators. These 

properties are also called BLUE properties.  

Multiple Linear Regression Model 

Multiple Linear Regression Model is used when there are more than one explanatory variables 

in the model. For example, 

y = β1 + β2X1i + β3X2i + ui 

Where: β2 and β3 are the partial slope coefficients 

The assumptions in case of Multiple Linear Regression Models are the same as OLS. 

 

….under 

both, Simple or Multiple Linear Regression Model if 

any of the assumptions are violated, then there can be 

three consequences: 

 

1. Multi-collinearity 

2. Heteroscedasticity 

3. Auto-correlation 
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And we are back with the quiz! 

Answer the following: 

1. OLS was given by  

2. Can you mathematically express ‘no autocorrelation’? 

3. Homoscedasticity means that the variance is ____________. 

4. Mathematically express the property of unbiasedness.  

5. What are the conditions of asymptotic consistency? 

6. An estimator is asymptotically efficiency if? (State the two properties) 

7. What are the possible consequences if any of the assumptions of OLS are 

violated? 

You can do it! 
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“The road to success is dotted with many 

tempting parking spaces.” – Will Rogers 
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Types of Sequences 

 

Other definitions of non-convergent sequences 

 A sequence which neither diverges to +∞ or -∞ then it is known as non-divergent 

sequence. 

 A sequence is said to oscillate finitely if it is bounded and it neither converges nor 

diverges.  

 A sequence is said to oscillate infinitely if it is not bounded and it neither converges nor 

diverges.  

Note: A bounded sequence either converges or oscillates finitely. On the other hand, an 

unbounded sequence either diverges to +∞ or -∞ or oscillates infinitely.  

Basic Theorems regarding the convergent or non-convergent sequences 

1. A sequence cannot converge to more than one limit.  

2. Every convergent sequence is bounded but the opposite is not true.  

3. If an and bn be two sequences, then 

Sequence

Convergent Sequence

(A sequence <an> is said to be 
convergent sequence when there 
exists a limit. For example, m is 

the limit to the convergent 
sequence and it will be written as

lim
𝑛→∞

𝑎𝑛 = 𝑚 or lim an = m 

Divergent Sequence

It is an infinite series and is not 
convergent. In other words, it 

means that the series does not have 
a finite limit. It either diverges to 

+∞ or -∞
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 Lim (an ± bn) = lim an ± limbn = a 

± b 

 Lim (anbn) = (lim an) (limbn) = ab 

 Lim (an/bn) = (lim an/limbn) = a/b 

4. If an ≥ 0 and 𝑙𝑖𝑚
𝑛→∞

𝑎𝑛 = 𝑚, then m ≥ 0 

5. If an and bn be two sequences such that an 

≤ bn , then lim an ≤ limbn 

6. If an, bn and cn are three sequences so that, an ≤ bn ≤ cn and 𝑙𝑖𝑚
𝑛→∞

𝑎𝑛 = 𝑚 =  𝑙𝑖𝑚
𝑛→∞

𝑏𝑛 

7. Cauchy’s first theorem on limits: If a sequence an converges to m then the sequence bn 

also converges to m. 

8. Cauchy’s second theorem on limits: If lim
𝑛→∞

𝑎𝑛 = 𝑚 then lim
𝑛 →∞

(𝑎1, 𝑎2, … . 𝑎𝑛)1/𝑛 = 𝑚 

9. If 𝑙𝑖𝑚
𝑛→∞

𝑎𝑛 = 𝑚 then m is the only limit point of 

an sequence.  

10. Every bounded sequence has a limit point.  

11. The set of limit points of a bounded sequence is 

bounded. 

12. Every Cauchy sequence is bounded, however 

the opposite may not be true.  

13. A sequence of real numbers converges if and 

only if it is a Cauchy sequence.  

Monotonic Sequences 
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A sequence an = (a1, a2, .....) is said 
to be monotonically increasing if 

an+1 ≥ an

A sequence an = (a1, a2, .....) is said 
to be monotonically decreasing if 

an+1 ≤ an

A sequence is said to be monotonic 
if it is either monotonically 
increasing or decreasing. 

Limit point or Cluster point 

A real number x is said to be a limit point of 

a sequence if every neighborhood point 

around point x contains an infinite number 

of elements of the given sequence.  

Cauchy sequence 

A sequence an is said to be a Cauchy 

sequence if for any Ɛ>0, there exists a 

positive integer m such that |an-am| < Ɛ 

whenever n ≥ m. 

In simple words, a sequence is said to 

be Cauchy if all its terms eventually 

become arbitrarily close to one 

another. 
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Theorems 

1. A necessary and sufficient condition for the 

convergence of a monotonic sequence is that it is 

bounded. This condition is necessary.  

2. A monotonically increasing sequence which is not 

bounded, diverges to infinity.  

3. A real number r is a limit point of a sequence an if and 

only if there exists a subsequence of an converging to r.  

4. If a sequence converges to a real number r, then every 

subsequence converges to r.  

Arithmetic Progression 

It is a type of sequence that increases or decreases by a fixed number.  

An+1 – An = constant for all n.  

General term of an arithmetic progression 

An = a + (n-1)d  

Where: a is the first term and d is the common difference of an AP.  

Sum of n terms of an AP 

𝑆𝑢𝑚 =  
𝑛

2
[2𝑎 + (𝑛 − 1)𝑑] 

Or 

𝑆𝑢𝑚 =  
𝑛

2
(𝐹𝑖𝑟𝑠𝑡 𝑡𝑒𝑟𝑚 + 𝐿𝑎𝑠𝑡 𝑡𝑒𝑟𝑚) 

Geometric Progression 

It is a type of sequence where ratio of each term, except the first one, by its preceding term is 

always constant.  

(An+1)/An = constant 

General term of a Geometric Progression 

An = Arn-1 

Or 

Last term = Arn-1 

Note 

The sufficient condition is that 

every monotonically 

increasing bounded above 

sequence converges. Similarly, 

every monotonically 

decreasing bounded below 

sequence converges.  



Unit – 4: Mathematical Economics 
 

UGC-NET Economics Study Material by Economics Harbour 
(8th Edition) Page 12 

Sum of First n terms of a geometric progression 

When r < 1, 

𝑆𝑢𝑚 =  
𝑎(1 − 𝑟𝑛)

(1 − 𝑟)
 

When r > 1,  

𝑆𝑢𝑚 =  
𝑎(𝑟𝑛 − 1)

(𝑟 − 1)
 

Sum of an infinite geometric progression 

𝑆𝑢𝑚 =  
𝐴

(1 − 𝑟)
 

Sum of first n natural numbers 

𝑆𝑢𝑚 =  
𝑛(𝑛 + 1)

2
 

Sum of squares of first n natural numbers 

𝑆𝑢𝑚 =  
𝑛(𝑛 + 1)(2𝑛 + 1)

6
 

Sum of cubes of first n natural numbers 

𝑆𝑢𝑚 =  [
𝑛(𝑛 + 1)

2
]

2
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“A clear conscience is a sure sign of a bad 

memory” – Mark Twain 
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INCOME ABSORPTION APPROACH 
 

The concept was given by Sidney Alexander in 1952.  

The theory is based on Keynesian national income 

relationships.  

According to this theory, if a country has a deficit in its balance 

of payments, it means that people are ‘absorbing’ more than 

they produce. In other words, domestic expenditure on 

consumption and investment is greater than national income. 

Thus, the trade balance of a country can improve if the 

domestic absorption is reduced.  

X-M = y – (C+I) 

Where: X-M= Exports – Imports = Trade Balance 

C+I = Consumption + Investment = Absorption  

y = income 

So, 

Trade balance = Income – Absorption 

Trade balance will improve if either there is increase in income or decrease in absorption. 

Total absorption depends on the marginal propensity to absorb when there is devaluation. If it is 

less than one, devaluation will increase exports and reduce imports. Output and income will rise 

and balance of payments on current account will improve. On the other hand, if marginal 

propensity to absorb is greater than one, it will adversely affect the balance of payments account. 

This would imply that people are absorbing more than what the country is producing. This will 

lead to a rise in imports. 
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MONETARY APPROACH REGARDING BALANCE OF PAYMENT 
The concept was given by Robert Mundell and Harey Johnson. The concept was simply an 

extension of monetarism. According to them, balance of payment is a monetary phenomenon and 

money plays a very important role in it. The concept is explained in terms of both fixed and flexible 

exchange rates. 

Before moving forward, let’s understand the meaning and difference between fixed and flexible 

exchange rates: 

Basis Fixed exchange rate Flexible exchange rate 

Definition System where the government 

decides the exchange rate.  

System which is dependent on 

the demand and supply of the 

currency in the market.  

Impact on currency Currency is either devalued or 

revalued. 

Currency appreciates or 

depreciates. 

Role of Central bank Helps determine the exchange 

rate. 

No role in deciding the 

exchange rate but may 

introduce measures to restore 

equilibrium. 

Need for maintaining foreign 

reserves. 

Need to be maintained.  No need to maintain the 

foreign reserves. 

Impact on Balance of 

Payments 

Can cause deficit in balance of 

payments that may become 

difficult to adjust. 

Deficit or surplus are 

automatically corrected. 

 

1. Fixed Exchange Rate: According to this, disequilibrium will be settled by inflow and 

outflow of foreign exchange in the economy.  

We know,  

Demand for Money (Md) = kPy 

Supply of Money (Ms) = m(D+F) 

Where: m is the money multiplier and D is the domestic component, F is the foreign 

exchange.  

Case 1: If Md>Ms; This implies excess demand for money which cannot be handled by 

the authorities and hence this will lead to inflow of foreign reserves in the economy. As a 

result, there will be surplus in the balance of payment. 

Case 2: If Md<Ms; this implies excess supply of money which could not be handled by the 

authorities and hence there will be outflow of foreign reserves in the economy, leading to 

deficit in the balance of payment. 

 

2. Flexible Exchange Rate: Under this, the central authority has the control on the money 

supply in the economy. Therefore, the changes in balance of payment will take place with 

changes in the exchange rates and domestic prices. 
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Case 1: Excess supply of money 

 

 
 

 

Case 2: Excess demand for money 

 

 

  

Deficit in Balance of Payment

Inflationary pressures in the economy

Depreciation of the currency

Demand for money increases 

Excess supply will be absorbed

Surplus in Balance of Payment

Currency appreciates

Decrease in demand for money and decrease in domestic 
prices as well

Excess demand for money is absorbed
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MARSHALL-LERNER CONDITION 
 

Devaluation or depreciation of a currency can be successful depending on the elasticities of 

foreign demand of exports (ex) and elasticity of domestic demand for imports (em).  

If ex + em> 1, implies that devaluation is successful. 

If ex + em = 1, implies devaluation will have no effect on the balance of payment. 

If ex + em< 1, implies that devaluation will worsen the balance of payment.  

If ex = 0, then em should be greater than one to improve the balance of payment situation due 

to devaluation.  

If em = 0, then ex should be greater than one to improve the balance of payment situation.  

J-Curve 

The concept of J-Curve was given by Harberger and Houthakker in 1960s. They based 

the concept on empirical findings on efforts to improve trade balance.  

 

     

     

     

     

     

     

     

     

     

     

     

     

             

             

   

Initial efforts to improve the trade balance by devaluation or depreciation will keep the balance of 

payment in deficit for some time but later it will turn into surplus because import prices move 

much faster than the export prices.  



Unit-5: International Economics 
 

UGC-NET Economics Study Material by Economics Harbour 
(8th Edition) Page 22 

Why J-Curve? 

1. Pre-existing trade contracts have to be honoured. 

2. Elasticities are not very responsive in short run or insensitiveness of demand for exports 

and imports. 

3. Consumers and producers are also not able to react immediately.  

Currency Pass Through 

It is the extent to which changing currency values lead to changes in import and export prices. J-

Curve analysis assumes that a given change in exchange rate brings about a proportionate change 

in the import prices. This is known as a complete currency pass through.  

Partial Currency Pass Through 

It means that changes in exchange rate brings less than proportionate change in the import and 

export prices. This concept was empirically supported by J-Curve.  

Prebisch-Singer Hypothesis 

The hypothesis was discussed by Raul Prebisch and Hans Singer in 1950s. The theory is one of 

the most influencing theories in terms of “terms of trade and development” in developing 

countries.  

The theory states that there will be a long-term deterioration of terms of trade in developing 

countries due to long term decline in the prices of primary goods which were exported by 

developing countries in comparison to the prices of manufactured goods imported by the 

developing countries.  

Immiserising Growth 

The ‘Theory of Immiserizing Growth’ was given by Jagdish Bhagwati in 1958. The theory 

states that a country, if focuses on economic growth, could lead it to in the fall in terms of trade 

and making the country worse-off than before. According to the theory, if the growth is heavily 

export biased, it will result into worsening of the situation of the country. However, such kind of 

growth is beneficial only when the country can influence the world prices. 

 


