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CO N CEP TS  OFD EVELOP M ENTAND U N D ERD EVELOPMENT

What is D e ve lo p m e nt :Th ep ro b le m a t ic alna t u re o fd e ve lo pme n t ?’

In econ omic  term s ,  de velopmen t  h a sbeen un d e r st ood asa c hie ving  s u s tain a ble

r atesof  g r ow thofinco m e pa  cap ita  to en a ble  the n a ti on to exp a nd  itsou tp u t fa s ter

thanthe  populat ion (Toda r oa n d  Smith 2011 ).  Th is  d efiniti on fa ils  to  takein to

con s ide r ation

pr oblems ofpov e r ty,di sc r imin a ti on, unemploy m ent a ndincom e dis t r ibution;

t h e as sump t ion  being that in cr e ased

ou t putor econ omic g r ow t h wouldde a lwith the se is sue s .

In s ociologi calterm s ,t h eterm  ‘de velopmen t ’isu sed(of t enbyWe s tern

sociologi s t s )  t o

meanindu s tri a lization, e cono m icg r ow t h and the living s tand a r ds as s oci a ted withp r os

pe r it y,  s uchas inc r e a sed life e xpectanc y,he a lt h -

ca r e, fr e e edu cation,etc . Tho s e coun t r ies that h a ve

notyeta chi e vedthe s eobjectivesa r e sa idtobe‘unde veloped’anda r eof t enterm

ed  ‘le s s - developed coun t r ies’(LDC s) .

This definiti on ofde vel opment  is bo th load e dand ethn oce n t r ic–

it r ef lec ts theviewtha t

We s terni sation is the onlyworthwhileand de s ir ab le di r e ction de velopmen t

should take.  N ot a llsociologi s ts

a g r e e withthisdefi n itionof de velopmen t .F or e xa mple, som er e g a r d
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libe r ationf r om oppres s ion

as m or eimpor t a n t to p r og r e ss than indu s t r ia lisati on. Others

r e g ar d indu s tri a lde vel opment   asa p r oblemifit   means inc r e a s ing soci a l

andecon omic  divi s ions within a coun t r y.

The views on de velopmen ta bo ve thinkof de ve lop m ent  asmate r ia l

or s oci a lch a n g e inthe  mate r ia lworld. Howev e r ,ot he r s (Mye r s  1999)p r oviding

a r eli g ious viewon de velopmen t  con s ider it asapo s itive

ch a n g e inthe whole ofh uman life mate r ia lly,  soci a llyand spi r itu a lly.

Mye r sca llsthis tr ansf or mational de velopmen t .

They conclude thatif t hethr eeof the s e h a vede c lined

fr omhi g her levels, thenbeyond  doub t ,this h a sbeen

a pe r iodof de velopmen t .Ifoneorm or eof the sep r oblemsh a ve  been

g r owing wor se, e s pec ia lly  if a llthe  three  h a ve,   then  that  would  be  a   p e r iod  of

‘unde r developm e n t .

Ec o n o m ic s o f D e ve lo pme n t :Co n c e p t s and Ap p ro a c h e s

Econo m ics   of  de velopment r efe r s to   the  p r oblemsof

econ omicde velopmen tof

unde r de veloped coun t r ie s .Inthe e a r lyd a ys, the focusw a son p r oblems that w e r e stati s

tic  in n a ture  and la r g e lyr el a tedto   a  We s tern Eu r opean  fr am e workof soci a l

and cul tu r al

in s ti t u t ion s .Howev e r ,a fter the Second Wor ldWar econ omi s ts s ta r ted de vot ing atte

n t ion  t ow a r dsan a lyz ing the p r oblems ofunde r de veloped coun t r ies andformu lating

the or ies and  m odels ofde velopmen t

and g r ow t h. The inter e s t in econ omics ofde velopmen t  w a s fu r ther

s tim ul a ted bythew a veofpolitical r e su r g e nce that swept a cr os sAs ia

and Afr ic a whi ch  g a inedinde p enden ce

after thewor ld w a r .Aft erthe Second Wor ld Wa r ,thepov e r ty a n d

b a ck w a r d n e s sofs om e  of  theworld  coun t r ies became  extremely con spicuou s .

Many  r e a son s ,includingcolon ialexploita ti on,  d e va s tati on by w a r ,w a r -
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induc e d infl a ti onandthe  like,couldpo ss iblybe sa id to be r e spo n sible

for s ucha s ad s tate of a ffa ir s in m a ny coun t r ies.  It isp r eci s ely

atthis ti m ethat the subje ct ofde velopmen t  econ omics  ca me into being to

s tudy the p r oblems ofb a ck w a r dne s sa nd und e r d e ve lopment of the se n a ti on s .

Developme n t e con omics  (DE)  w a sb a s ica lly   de s ig ned   to  t heor izeon

ec on omic  b a ck w a r d n e s softhe le s sde veloped  coun t r ies (LDCs)

andapp lythe the or etic a lknowled g e

tothe a n a lys isofp a r ticu larp r oblems ofund e r d e velopmen t ,

low income a nd pov e r ty, a nd to  find w a ysandm e a ns to solvethe sep r oble m s .DEisindee d

ablend ofm anytypes of is sues

andque s tion s ,including the an a lys isofca u s ationand its pe r petua t i on,

andpolicies t ow ar ds

solu t ion ofa ho s tof p r oblems r el a ting to unde r d evelopmen t .The pu r po se ofDE h a sbe

e n

mainly to s tudy the phenom e n ology ofunde r d evelopmen t ,andto p r e sc r ibeapp r opr ia

te  policies to e r ad ica te it. Theo r iesde veloped by d evelopm en t

econ omi s tsh a ve enc om p a ss ed  thethe or etic a lunde r p innin g s  of  empi r ical    fa c ts

d r a w n a cr os sthe b oa r df r om  soci o -  econ omi c -

political r e a lm sof life ofmany p oor countrie s .

Ec o n o mic gr o wth Ve rs u s Ec ono mic d ev e lo p me n t

Econo m is ts of t entend t ou se thetwote r m s econ omicde velopment a nd e co n omi

cg r ow t h  interch a n g e ab ly,    as  theyapp e arto  be synonymous  with  e a ch

ot h e r .Theecon omic  de velopmen t ofa  coun t r yisdefined

as the de velopme n t ofthe econ omic we a lthofthe  coun t r y.Econo m ic

de velopmen t isa imed  atthe ove r a ll  we ll-being ofthe citizens  of a

coun t r y,as they ar e the ultimate be n ef icia r ies ofthe de velopmen t ofthe econ omy ofth

e ir  coun t r y.

Econo m ic

d e velopment is a s u s tain a ble bo ost inthe stand a r ds of living ofthe people ofa
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coun t r y.It impliesan inc r e a se inthepe r ca pita income ofeve r ycitizen. It a ls ole a ds tothe

cr e a ti on ofm or e opp or t unities inthe sec t or sofedu cation,he a lthca r e, e mployme n t an

d the  con se r va ti on oftheen vir on m ent.

Econo m icg r ow t hontheo t her h a nd,isa n a r r ower conc e ptthaneco n om icde vel

opmen t .It  isdefined  as the in cr e a se

inthe va lue ofg oodsa n d se r vicesp r oducedby e ve r ysec t or ofthe

econ omy. It is u su a llyexp r e s s ed  intermsoft h e g r os sdo m e s tic  p r oductorGDPofthe

coun t r y.

M eas u rem e n tof ec on o mic d ev e lo p me n t

Econo m icd e velopme n ti s  me a su r ed infour w a ys :-

1.  Gr os sN a ti on a lPr oduct (GNP ):

2.  GNP per cap ita

3.  Welfa r e

4.  Social Indi cators

Gross N a t ion al P ro d u ct

GNPis thet o tal va lue ofa llfin a lgoodsand s e r vicesp r oduced  within a n ation

in a p a r ticul a r yea r ,plusinco m e e a r n e d byits citizens (includ inginco m e of th os eloc a ted

ab r oad), minus  inco m eof non -r e s iden t s loc a tedintha t coun t r y.Basic a lly,

GNP mea s u r es  the va lue  of

goodsand s e r vices that the coun t r y' scit ize nsp r oduced r e g a r d le s softh e ir location.GN

Pis

one measur e ofthe econ omic conditi onof a coun t r y,under th e as sump t ion that a hi g h

er  GNP le a ds to ahi g her

qua lity of livin g ,a llo ther thingsbeinge q u a l.Clo s ely r el a ted toGNP

isGr os sDo m e s tic P r oduct (GDP ):-whi ch is t h et o talma r ket va lue ofa llfin a lgoods a n d

se r vicesp r oduced  in a  coun t r y  in ag iven

ye a r ,equ a ltot otalcon s um e r ,inve s t m ent and  gove r nment  spendin g ,

p lus the va lue ofexpor t s ,minus the va lue ofimpo r t s .

Onecomm onw a yofmeasu ringd evelopm e n t i s th einc r e a s einthe ec on o
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m y’s r e a lna ti ona l  inco m e over along pe r iodof tim e.  GNP

asam e asure ofn a ti on a lde velo p ment  isf a ced wi t h  s eve r al ch a llen g es incl ud in g :-

i.

It fa ils totakein to con s ide r ationch a n g e s ing r owthof populat ion. Ifa r ise in r e a l

n a ti on a l  inco m eisa ccompani e d by af a s ter  g r ow thin populat ion, therewillbeno

econ omic g r ow t hbut r e ta r d a ti on.

ii.

TheGNP fig u r edoes not r ev e a lthe co s ts to s ociety o fenvi r on m ental pollu t ion. It

con s ide r sn a tur a lr e sou r ce sto be fr ee.

iii.  It tellsn othingabou t the di s tribution of inco m e intheecon omy.

iv.   GNP isa lw a ysmeas u r e d  in m oneyte rm s ,butthe r e ar e a

numb e rof goods and  s e r vices whi cha r ediffi cultto measure intermsof m oney

e. g .taki n g  ca r eofthe  child r enby them other.

v.

Double coun t ingwhi cha r ises fr omthe fa ilu r e todi s tingui sh p r oper lyb etween fin a l

andinte rm e di a te  p r odu ct s .

GNP asan  indexof e con omic  de velopme nt

h a snot been s uc ce ss ful in r edu c ing po ve r ty,

unemploymen t , ineq u a lity nor h a s it helped r a ise s tand a r ds of living in d e veloping coun t

r ie s .  The r efo r e,   onitsownGNP ca nnot be r e g a r d ed asa sati s fa ctory   m e asure

ofecon om ic  de velopmen t .

GN Pp e rca p it a

This r el a tes to inc r e a se inthepe r ca pita r e al in com e ofthe econ omy overthe lon

g pe r iod .

Thisindi cator ofecon omic g r ow th emph a s izes thatfor econ omicde ve lop m ent the r ate

of

inc r e a se in r e al p e r ca p ita inco m e s hould beh igh e rthan the g r ow th r ateof popula t io

n.  Howev e r ,s eve r aldifficu lties s till r ema in :-
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i.  Aninc r e ase inper ca pita  income m a ynot r a ise r e al s tand a r d  of living oft h e ma s se s .

ii.

The r eispo ss ibility that t he ma ss es r ema in po or de s pitean inc r e a se inthe r e a lGNP

per ca pita ifthe inc r e a se d inco m e  goes only t o t hefew r ich in s tead ofg oing tothe

many poor.

iii. Intern a tion a l compa r is ons ofthe r e a lGNPper ca pita a r e in a ccu r ate   due to

exch a n g e r ate conv e r sion  ofdiffe r ent cu r r enc ies into a com m on  cu r r en cy .

iv.  The r e a lGNPper ca pi t af a ils totakein to a ccountp r oblems  as s oci a ted with b a sic

needslikenu t r i t ion,   he a lth,  s an itati on ,    h ou s in g ,   w a ter  and

e duc a ti on .The imp r ovement in living s tand a r ds by pr oviding ba s icneedsc a nnot

be measu r e d by  inc r e a se  in GNP p e r cap ita.

De s pitethe se limitatio n s ,the r e a lGNPp e r ca pita  is the m ost wide lyu s edme asu r e  of

econ omic de velopment

Welf a re

Econo m ic de velopment   is  of t en m e asur e d  fr om  a   w elf ar epoint  of

view.F r omthis  pe r spective,econ omic d evelopmen t is r e g a r ded asap r oce sswhe r eby

the r e is a ninc r e ase in

the con sump t ion ofgoodsand s e r vicesbyindi vidua ls .F r oma wel fa r e p e r spec tive, econ o

mic  de velopmen t  isdefinedas a s u s tainedimp r ovemen t  in mate r ia lwel l-

bein g ,whi chis r eflected  in ani n c r e a s ing flowof g oodsand s e r vice s .Welf a r e asamea s u r e

ofe cono m ic de velopme n t  h a s itsown limitation s :-

i.  The fir st limitation a r ises  with  r e g a r d to  t h eweights  to  beat t a chedto

the

con sump t ion of indi vidu a ls .Con sump t ion ofgoo d sand se r vicesdepe n d onthet a s te

andp r ef e r enc es of indi vidua ls .It is thereforeno tco rr e ctto h a ve the sa me weights

in pr ep a r ing the wel fa r e index of indi vidu a ls .

ii.

Ca u t ion s houldbeexe r c ised with r e g a r d tothe com po s ition ofthet o talou tputtha t

isg iving r ise to an inc r e a se inper ca pitacon sump t ion,  and howtheou t p u t is va lued.
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The inc r e a sed t otalou t put may be comp os e d ofca pitalgood s .It may beat theco s t

ofa r edu ced out p utof con sumer g ood s .

iii.  F r omthe wel fa r e pointofview,we m u s t a lsoc on s ider  notonlywh a t isp r oduced

buthowit isp r oduced.  The exp a n s ion ofr e a ln a ti on a lou tputmigh t h a ve r e sulted

fr omlonghour sof la b our and d eter ior a ti on  ofworking conditi ons ofthe la bo u r

for ce.

iv.

Inc r e a se in wel fa r e mig h tbe a ccompani e d by in cr e a sed inequ a lity indi s t r ibutionof

inco m ei.e.  the r ich mi g h t ha vebeco m e r icher a n d thepoor po or e r .

So cial Ind icators

Dueto di ss ati s fa ction with GNP/G N Pper ca p ita  asmeas u r e s

ofecon omic de velopmen t ,  ce r tain econ omi s ts

h a ve triedto measur e itin t e r msof soci a lindi cator s .  Some indi cators  a r e

‘input s ’e. g .nutri t i on  s tanda r ds  or  number  ofho s pitalbeds  or  d octors  per

h e a d of  popula t ion while ot he r sa r eou t puts e. g .  inf a ntm or tality r ate s ,s ickness

r atese tc . Soci al  indi cators a r e norm a llyr efe rr edto asb a s icneeds

ofde velopmen t .Thedi r ect p r ovi s ion of  b a s icneeds s uchash e a lth,  edu cation,

food, w a ter,   s an itati onandhou s ingaff e cts pove r tyin  a

shorte r p e r iodandw ithfewer m oneta r yr e sour c es than GNP/G N Pp er ca p ita str a te

g y  whi cha ims at inc r e a s ing p r oduc t ivity

andinco m es ofthe p oor auto m at ica llyoverthe lon g

r un. Thelimita t ions ofs ocialindi cators  a sme a s u r es ofecon omicde velopmen t include :-

i.  The r e  no u n an imity  among ec on omi s t as  tot h e number andtypeof ite m s tobe

included in s uchan inde x.

ii.  The r e is thep r oblemof as s ig ningweigh ts  tot h e va r ious itemswhi ch maydepe nd

upon t he s oci a l,econ omicandpoli tic a ls et -up of t hecoun t r y.

iii.

Majority ofindi cators ar e ‘input s ’andnot ‘ou t put s ’s uchased uc a t ion ,he a lth e t c

iv.   They involv e ‘va lu e jud g e men t s ’hence they ar e n otpopul ar .
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Ec o n o mic gr o wtha n dinc o me dis t rib u t io n : The Ku z n ets hy p o t h esis

The r e h a sbeenm u ch con t r ove r syamong e cono m is ts overthe iss ue ofwhethe r e

con om ic  g r ow t h inc r e a ses or d e cr e a s es  inco m e  di s tribution.P r of. Sim on

Kuznets w a s  the fir st  econ omi s tto  s tudy  th is  p r oblem empi r ica lly.  He ob s e r ved

thatinthe e a r lys tag e s  o f

econ omicde velopmen t r el a tive inco m einequ a lityinc r e a se s ,s tabiliz e s for a ti m eandth

en  de c lines inlate r s tag e s( forming  Kuz n ets cu r ve a s inthe figu r e below)

Ca u ses of incre a se in in e qu al i t ywi t hd e ve lo p me n t

The r ea r ema n yfa ctors that tend to inc r e a s e r el a tive inco m einequ a lity inthe e a r

lys tag e sofde velopmen t ofpoor coun t r ies.

Po or coun t r ies a r e ch a r a c teri ze d by g e og r aph ic, s oci a l,fin an c ia landte chnol og ic

a l  d u a lism.  Whenthe p r oce s soft r ansi t ion fr om atr a d itional

a g r icultu r al society to m ode r n indu s tri a l  econ omy be g in s ,  it  in cr e a ses inequ a lities

in incomedi s tribution. The r ea r e s truc tur a l  ch a n g eswhi ch

le a d to in cr e a s ingemploymen to p portuni t ies,  exploita ti on  ofnew r e sour c es

and imp r ovement s in t e chnol og y.Allthe s ele a dto inc r e a se inper ca p ita inco m einthe

indu s tri a lsec t or .The incomes

ofwor ke r s ,m an a g e r s ,en t r ep r ene u r setcin u r b a n a r e a s

inc r e a se m or e r ap idly .But inco m e per ca pita ofwor ke r sen g a g e d in a gr ic ultur a land no

n -

a gr icultu r al occu p a tions in r u r al a r e asdoes not r ise due to s ub s is tence a gr ic ulture ,defe

c ti ve  la ndtenu r e sys t em a nd r u r al b a ck w a r d n e s s .
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The indu s tri a lsec t or u s esc a pita l-inten s ive  tec h niques whi ch

abs or bs on lyedu cated, skil led

and tr a ined wor ke r s .Wor ke r s inthis se ctor h a vehi g hinco m esande m ploye r s

e a r n la r g e

p r ofi t s .Thus the m ode r nindu s tri a lsec t or gr ows fas t erthan the r u r al s ub s is tence sec t

or .As

ar e sult, the r el a tive sh a r e of inco m eand p r ofitin n a tion a linco m e of this sec t or r is e s ,m o

r e  than inthe r u r al sec t or .

Themig r ationof r u r alpopula t ion to u r b a n a r e a sdoesnotp r ovide g a inful

employment

opp or tuni t ies tothe unedu catedand u n skilledpeople int owns andcit ie s .Themajori ty

of  themtake u plow s killed  jobs e. g .  ve g e table andf r uit vendor s ,  ca r w a s he r s ,

do m e s tic  se r va n t s   etc.  All  suchpe r s ons   a r e  unde r e mployedand h a ve   low

inco m e s .   Wit h  technol og ica l  ad van ce a nd inc r e a se in fin a ncialf a cilities  in u r b a n

a r e as, new  class of

entre p r eneu r seme r g e swhi ch le a ds to dive r s ific ation in manuf a ctur in g ,t r a de and bu s i

nes s .

Con sequen tly,inco m es a ndp r ofi t sofpe r s onsen g a g ed in them inc r e a se. The r eisa lsou r b a

n

bi a s inthe a lloc a ti on offin a ncial r e sour c es for d e velopmen t on p a r t ofgo ve r nment with

the  r e sult that the r u r a lec ono m yr ema ins b a ck w a r d with di s gu is edunem ployme n t

and low pe r  ca pitai n come.  Above a ll,  hi g h e rg r ow t h r ateof popula tion

among the ma ss es  in LDCs  inc r e a ses the a b s olu te

number ofpeople a nd h e n ce r el a tive inequ a lity.

Ca u ses of re du c t io n in in equ a l i t ywi t hd e ve lop me n t

Kuznets

g ives t wo r e a sons forthe de cr e a se in inequ a lity of inco m e di s tributionw he n t h e

coun t r yr e a ches hi g hin com e

le vels inthe later s tag e sofde velopmen t .F ir st, thepe r cap itainco m eofthe hi g he st inc
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ome g r oups  fa llsbe ca u se their sh a r e of in come fr omp r oper ty  de cr e a se s .Second  the

per  cap itainco m eof  the  lowe s tinco m e gr oups r is es when

go ve r nment t akes le g is la tive  de c is ion  with  r e spec t to

edu cationAndhe a lth se r vice s ,

inhe r itancean dinco m etaxation, soci a ls ecu r ity, full employment a n d e c ono m ic r eliefei

ther  t owholeg r oups or indi vidu a ls .

Asde velopment p r oceeds, it sets inm otion ach a in ofcumul a tiveexp a n s ion inthe i

nd u stri a l  sec t or ,thereby

le a di n g t ohi g her p e r ca p itainc ome. This inturn inc r e ases the dem a nd for  fa r m

p r oduc t sa nd ot herp r oduc t sa nd b a ckw a r d a r e a swhich r a ises theper cap itaincome of

thepeopleofthe sea r e as .Indevelopm e n t e cono m ics liter a ture, this is ca lled “t r i

ckli n g down

effe c t s”or ‘sp r e a dseffe c t’ofdevelopm e n t .Be s id estheinco m esof r u r al a r e a s ,a l

so inc r e a se  fr om u r b a n r emit t an c es andor/f or ei g n r emit t a nce s .Peoplebelon g ing

to r u r al a r e as  but  workingin u r b an  a r e a sandor  livingin for e ig n coun t r ies r emit

la r ge sums  to  their  depend e n t s .

Meani n g  of  Huma n  Develo p m e n t :

The  term  ‘human  developme n t’  may  be  defined  as  an  expansion  of  human

capabilities,  a  widening  of  choices,  ‘an  enhance m e n t  of  freedom,  and  a

fulfillment  of  human  rights.

At  the  beginning,  the  notion  of  human  developme n t  incorpora t e s

the  need  for  income  expansion.  However ,  income  growth  should  consider

expansion  of  human  capabili ties.  Hence  developm en t  cannot  be  equate d

solely  to  income  expansion.

Income  is  not  the  sum- total  of  human  life.  As  income  growth  is

essential ,  so  are  health ,  educa tion,  physical  environm e n t ,  and  freedom.

Human  developme n t  should  embrace  human  rights,  socio- eco- politico

freedoms.  Based  on  the  notion  of  human  developme n t .  Human

Developme n t  Index  (HDI)  is  const ruc t e d .  It  serves  as  a  more  humane
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measu re  of  developm en t  than  a  strictly  .income- based  benchm a r k  of  per

capita  GNP.

The  first  UNDP  Human  Developmen t  Report  published  in  1990

stated  that:  “The  basic  objective  of  developme n t  is  to  creat e  an  enabling

environ ment  for  people  to  enjoy  long,  heal thy  and  crea tive  lives.”  It  also

defined  human  developme n t  as  “a  process  of  enlarging  people’s  choices”,

“and  streng th e n  human  capabili ties”  in  a  way  which  enables  them  to  lead

longer ,  healthie r  and  fuller  lives.

From  this  broad  definition  of  human  deve lopment ,  one  gets  an  idea

of  three  critical  issues  involved  in  human  developme n t  interp r e t a t ion.

These  are:  to  lead  a  long  and  heal thy  life,  to  be  educa ted ,  and  to  enjoy  a

decent  standa r d  of  living.  Barring  these  three  crucial  param e t e r s  of

human  developme n t  as  a  process  enlarging  people’s  choices,  there  are

additional  choices  that  include  political  freedoms;  other  guaran t e e d

human  rights,  and  various  ingredien t s  of  self- respec t .

One  may  conclude  unhesis tan t ly  that  the  absence  of  these  essential

choices  debars  or  blocks  many  other  oppor tuni t ies  that  people  should

have  in  widening  their  choices.  Human  developme n t  is  thus  a  process  of

widening  people’s  choices  as  well  as  raising  the  level  of  well- being

achieved.

What  emerge s  from-  the  above  discussion  is  that  economic  growth

measu re d  in  terms  of  per  capita  GNP  focuses  only  on  one  choice  that  is

income.  On  the  other  hand,  the  notion  of  human  developm en t  embraces

the  widening  of  all  human  choices—whe th e r  economic,  social,  cultura l  or

political.  One  may,  however ,  contes t  GDP/GNP  as  a  useful  measu re  of

developme n t  since  income  growth  enables  persons  in  expanding  their

range  of  choices.

This  argume n t  is,  however ,  faulty.  Most  import an t ly,  human  choices  go
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far  beyond  income  expansion.  There  are  so  many  choices  that  are  not

depende n t  on  income.  Thus,  human  developme n t  covers  all  aspec t s  of

developme n t .  Hence  it  is  a  holistic  concept .  “Economic  growth,  as  such

becomes  only  a  subse t  of  human  developme n t  paradigm.”

Object ive s  of  Huma n  Develo p m e n t :

In  the  tradi tional  developm en t  economics,  developme n t  meant

growth  of  per  capita  real  income.  Later  on,  a  wider  definition  of  develop -

ment  came  to  be  assigned  that  focused  on  distributional  objectives .

Economic  developme n t ,  in  other  words,  came  to  be  redefined  in  terms  of

reduc tion  or  elimination  of  poverty  and  inequality.

These  are,  after  all,  ‘a  goods- oriented’  view  of  developme n t .  True

developme n t  has  to  be  ‘people-  centred’.  When  developme n t  is  defined  in

terms  of  human  welfare  it  means  that  people  are  put  first.  This  ‘people-

oriented’  view  of  developme n t  is  to  be  called  human  developme n t .

It  is  thus  clear  that  per  capita  income  does  not  stand  as  a  true

index  of  developme n t  of  any  country.  To  overcome  this  problem  and  to

under stand  the  dynamics  of  developm en t ,  the  United  Nations

Developme n t  Progra m m e  (UNDP)  developed  the  concept  of  Human

Developme n t  Index  (HDI)  in  the  1990s.  This  index  brough t  in

revolutiona ry  changes  not  only  in  developme n t ,  but  also  in  the  policy

environme n t  in  which  the  governm e n t  was  assigned  a  major  role  instead

of  market  forces.

Economic  developme n t  now  refers  to  expan ding  capabilities.

According  to  AmartyaSe n,  the  basic  objective  of  developm en t  is  ‘the

expansion  of  human  capabili ties’.  The  capability  of  a  person  reflects  the

various  combina tions  of  ‘doings  and  beings’  that  one  can  achieve.  It  then

reflects  that  the  people  are  capable  of  doing  or  being.  Capability  thus

describes  a  person’s  freedom  to  choose  between  differen t  ways  of  living.
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For  exam pl e:

Can  people  read  and  write?  Are  food stuffs  distribu ted  among

people  in  a  universa l  manne r?  Do  poor  studen ts  get  midday  meal  in

schools?  Do  the  poor  children  get  adequa t e ly  nourishing  diets  at  home?

No  one  would  doubt  that  an  illitera t e  poor  person  cannot  have  the  same

capabilities  that  a  rich  litera te  one  gets.  Thus  capability  failure  leads  to

pover ty  and  deprivat ion.  This  perspec t ive  of  developm en t ,  as  enuncia t e d

by  A.  Sen,  sugges t s  why  developme n t  economist s  put  great e r  emphasis

on  education  and  health .

There  are  many  count r ies  in  the  world  which  —despite  high  levels  of  per

capita  GDP  growth/  real  income—experience  high  mortali ty  rate ,

undernou ri sh m e n t  rate ,  poor  literacy,  and  so  on.  This  is  a  case  called

‘growth  without  developme n t’.  M.  P  Todaro  and  S.  C.  Smith  asser t :  “Real

in come  is  essential ,  but  to  convert  the  charac t e r i s t ics  of  commodities

into  functions….  surely  requires  heal th  and  educa tion  as  well  as  income.”

In  other  words,  income  does  not  define  peoples’  ‘well-  being’  adequa t e ly.

Well-being,  although  a  diverse  notion,  should  conside r  health  and

educa tion,  in  addition  to  income.  Sen’s  intellectual  insights  and

fundame n t a l  ideas  induced  UNDP  to  formulat e  HDI  as  a  comprehe n sive

measu re  of  developm en t .  It  may  be  reite ra t e d  that  the  HDI  as  used  in  the

Human  Developme n t  Repor ts  to  compare  differen t  countr ies  in  the  world

has  been  designed  as  alterna t ive  to  per  capita  GDP/GNP.  Today,  it  is  the

most  single  commonly  used  measure  to  evaluat e  developme n t  outcomes .

Compo n e n t s  of  Huma n  Develop m e n t :

The  noted  Pakistani  economist  MahbubulH a q  considere d  four  essen tial

pillars  of  human  developme n t .

These  are:

i.  Equality,
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ii.  Sustainability,

iii.  Produc tivity,  and

iv.  Empower m e n t .

Equali ty:

If  developme n t  is  viewed  in  terms  of  enhancing  people’s  basic

capabilities,  people  must  enjoy  equitable  access  to  oppor tuni ties .  Such

may  be  called  equality- related  capabilities.  To  ensure  equali ty- related

capabilities  or  access  to  opportuni ties  what  is  essential  is  that  the

societal  institut ional  structu r e  needs  to  be  more  favourable  or

progre ss ive.

In  other  words,  the  unfavourable  initial  asse t  distribu tion,  like  land,

can  be  made  more  farmer- friendly  through  land  reform  and  other

redis t ribu tive  measur e s .  In  addition,  uneven  income  distribution  may  be

addresse d  through  various  tax- expendi tu r e  policies.  Economic  or

legislative-  measu re s  that  interfe re s  with  marke t  exchange  may  enable

people  to  enlarge  their  capabili ties  and,  hence,  well- being.

Furthe r ,  to  ensure  basic  equality,  political  oppor tuni ties  need  to  be

more  equal.  In  the  absence  of  effective  political  organisa t ion,

disadvan t a g e d  groups  are  exploited  by  the  ‘rich’  to  furthe r  their  own

intere s t s  rather  than  social  goals.  However ,  par ticipato ry  politics  gets  a

beating  by  the  inequali ty  in  opportuni ties  in  having  basic  educa tion.

It  is  to  be  added  here  that  basic  educa tion  serves  as  a  catalyst  of  social

change.  Once  the  access  to  such  opportuni ty  is  opened  up  in  an  equitable

way,  women  or  religious  minori ties  or  ethnic  minorities  would  be  able  to

remove  socio economic  obstacles  of  developme n t .  This  then  surely  brings

about  a  change  in  power  relations  and  makes  society  more  equitable .

Susta i n a b i l i ty:
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Another  import an t  facet  of  human  developme n t  is  that

developme n t  should  ‘keep  going’,  should  ‘last  long’.  The  concept  of

sustainable  developme n t  focuses  on  the  need  to  maintain  the  long  term

protec tive  capacity  of  the  biosphe r e .  This  then  sugges t s  that  growth

cannot  go  on  indefinitely;  there  are,  of  course,  ‘limits  to  growth.’

Here  we  assume  that  environm e n t  is  an  essen tial  factor  of

produc tion.  In  1987,  the  Bruntland  Commission  Report  (named  after  the

then  Prime  Ministe r  Go  Harlem  Bruntland  of  Norway)  defined

sustainable  developme n t  as  ‘… developme n t  that  meets  the  needs  of  the

presen t  without  compromising  the  ability  of  future  genera t ions  to  meet

their  basic  needs .’  This  means  that  the  term  sustainabili ty  focuses  on  the

desired  balance  between  future  economic  growth  and  environ- mental

quality.  To  attain  the  goal  of  sustainable  developme n t ,  what  is  of  grea t

impor tance  is  the  attainme n t  of  the  goal  of  both  intra-  genera t ion  and

inter- genera t ion  equality.

This  kind  of  inequality  includes  the  term  ‘social  well- being’  not  only

for  the  presen t  genera t ion  but  also  for  the  people  who  will  be  on  the

earth  in  the  future.  Any  kind  of  environme n t a l  decline  is  tanta mou n t  to

violation  of  distribu tive  justice  of  the  disadvan taged  peoples .  Social  well-

being  thus,  then,  depends  on  environ- mental  equality.

Produ ct iv i ty:

Another  compone n t  of  human  developme n t  is  produc tivity  which

requires  investme n t  in  people.  This  is  commonly  called  investme n t  in

human  capital.  Investme n t  in  human  capital—in  addition  to  physical

capital—can  add  more  produc tivity.

The  improveme n t  in  the  quality  of  human  resources  raises  the

produc tivity  of  existing  resource s .  Theodore  W.  Schultz—the  Nobel  Prize-

winning  economist—ar ticula te d  its  impor tanc e:  “The  decisive  factors  of

produc tion  in  improving  the  welfare  of  poor  people  are  not  space,
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energy,  and  crop  land;  the  decisive  factor  is  the  improveme n t  in

popula tion  quality.”  Empirical  evidence  from  many  East  Asian  count ries

corrobora t e  this  view.

Empow e r m e n t :

The  empower m e n t  of  people—par t icula r ly  women—is  another  com -

ponen t  of  human  developm en t .  In  other  words,  genuine  human

developme n t  requires  empowe r ment  in  all  aspect s  of  life.  Empower m e n t

implies  a  political  democracy  in  which  people  themselves  make  the

decisions  about  their  lives.  Under  it,  people  enjoy  grea t e r  political  and

civil  liber ties  and  remain  free  from  excessive  controls  and  regu lations.

Empower m e n t  refers  to  decent r a lisa t ion  of  power  so  that  the  benefits  of

governanc e  are  reaped  by  all  peoples.

It  focuses  on  grass roo ts  par ticipa t ion  which  promotes  democracy

by  enfranchising  the  disadvan t a g e d  groups.  Unfortu nately,  benefits  are

corne re d  by  the  elites  because  of  lack  of  

empowe r m e n t  of  people.  Participa tion  as  a  goal  is  a  featu re  of

‘bottom- up’  developme n t  stra t egy  rathe r  than  ‘top- down’.  Furthe r ,

develop ment  policies  and  stra tegie s  male- domina te d .  But  the  benefits  of

developme n t  are  to  be  made  ‘gende r- sensitive’.

Discrimina tion  agains t  women  in  heal th  and  educa tion  is  very

costly  from  the  viewpoint  of  achieving  developme n t  goals.  Educa tion  of

women  can  lead  to  a  virtuous  circle  of  lower  fertility,  bet te r  care  of

children ,  more  educa tional  oppor tunity,  and  higher  produc tivity.  Above

all,  as  women’s  educa tion  rises,  women’s  independ e nc e  in  making  their

own  choices  also  increas e .

Anyway,  decent r a liza t ion  and  participa t ion  empower  people,

specially  the  women  and  the  poor.  It  then  breaks  the  ‘deprivation  trap’.

MahbubulHa q  asser t s :  “If  people  can  exercise  their  choices  in  the
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political,  social  and  economic  spheres ,  there  is  a  good  prospec t  that

growth  will  be  strong,  democra t ic ,  par ticipa to ry  and  durable.”

Natio n a l  inco m e  

National  income  is  an  uncer t a in  term  which  is  used

intercha n g e a b ly  with  national  dividend,  national  output  and  national

expenditu r e .  On  this  basis,  national  income  has  been  defined  in  a  number

of  ways.  In  common  parlance ,  national  income  means  the  total  value  of

goods  and  services  produced  annually  in  a  count ry.

In  other  words,  the  total  amount  of  income  accruing  to  a  count ry

from  economic  activities  in  a  year’s  time  is  known  as  national  income.  It

includes  payment s  made  to  all  resource s  in  the  form  of  wages ,  interes t ,

rent  and  profits.

1.  Defini t i o n s  of  Nation a l  Inco m e:

The  definitions  of  national  income  can  be  grouped  into  two  classes:

One,  the  tradi tional  definitions  advanced  by  Marshall,  Pigou  and  Fisher;

and  two,  modern  definitions.

The  Marsh al l i a n  Defin i t io n:

According  to  Marshall:  “The  labour  and  capital  of  a  count ry  acting

on  its  natu ra l  resources  produce  annually  a  cer tain  net  aggreg a t e  of

commodities ,  mate rial  and  immate r ial  

including  services  of  all  kinds.  This  is  the  true  net  annual  income  or

revenue  of  the  count ry  or  national  dividend.”  In  this  definition,  the  word

‘net’  refers  to  deduc tions  from  the  gross  national  income  in  respec t  of
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deprecia t ion  and  wearing  out  of  machines .  And  to  this,  must  be  added

income  from  abroad.

Conc e p t s  of  Natio n a l  Inco m e:

There  are  a  number  of  concep ts  pertaining  to  national  income  and

methods  of  measu re m e n t  relating  to  them.

(A)  Gross  Dom e s t i c  Produ c t  (GDP):

GDP  is  the  total  value  of  goods  and  services  produced  within  the  count ry

during  a  year.  This  is  calcula ted  at  marke t  prices  and  is  known  as  GDP  at

market  prices.  Dernbe r g  defines  GDP  at  marke t  price  as  “the  marke t

value  of  the  output  of  final  goods  and  services  produced  in  the  domestic

terri tory  of  a  count ry  during  an  accounting  year.”

There  are  three  differ e n t  ways  to  mea s u r e  GDP:

Produc t  Method,  Income  Method  and  Expenditu r e  Method.

These  three  methods  of  calcula ting  GDP  yield  the  same  result  becaus e

National  Produc t  =  National  Income  =  National  Expenditu r e .

1.  The  Produ c t  Meth o d:

In  this  method,  the  value  of  all  goods  and  services  produced  in

differen t  indust r ies  during  the  year  is  added  up.  This  is  also  known  as  the

value  added  method  to  GDP  or  GDP  at  factor  cost  by  indus t ry  of  origin.

The  following  items  are  included  in  India  in  this:  agricultu r e  and  allied

services;  mining;  manufac tu r ing ,  const ruc t ion,  elect ricity,  gas  and  wate r

supply;  transpor t ,  communica t ion  and  trade;  banking  and  insurance ,  real

esta tes  and  ownership  of  dwellings  and  business  services;  and  public

adminis t ra t ion  and  defense  and  other  services  (or  governm e n t  services).

In  other  words,  it  is  the  sum  of  gross  value  added.
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2.  The  Inco m e  Meth o d:

The  people  of  a  count ry  who  produce  GDP  during  a  year  receive

incomes  from  their  work.  Thus  GDP  by  income  method  is  the  sum  of  all

factor  incomes:  Wages  and  Salaries  (compens a t ion  of  employees)  +  Rent

+  Interes t  +  Profit.

3.  Expen di t ur e  Meth o d:

This  method  focuses  on  goods  and  services  produced  within  the

count ry  during  one  year.

GDP  by  expen d i t ur e  meth o d  includ e s :

(1)  Consume r  expendi tu r e  on  services  and  durable  and  non- durable

goods  (C),

(2)  Investme n t  in  fixed  capital  such  as  residen tial  and  non-

residen tial  building,  machine ry,  and  inventories  (I),

(3)  Governm en t  expendi tu r e  on  final  goods  and  services  (G),

(4)  Export  of  goods  and  services  produced  by  the  people  of  count ry

(X),

(5)  Less  imports  (M).  That  par t  of  consum ption,  investme n t  and

governm e n t  expendi tu r e  which  is  spent  on  imports  is  subt rac t e d  from

GDP.  Similarly,  any  import ed  componen t ,  such  as  raw  mater ials ,  which  is

used  in  the  manufac tu r e  of  expor t  goods,  is  also  excluded.

Thus  GDP  by  expenditu r e  method  at  marke t  prices  =  C+  I +  G +  (X

– M),  where  (X-M)  is  net  expor t  which  can  be  positive  or  negative.

(B)  GDP  at  Factor  Cost:
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GDP  at  factor  cost  is  the  sum  of  net  value  added  by  all  produce r s

within  the  count ry.  Since  the  net  value  added  gets  distribute d  as  income

to  the  owners  of  factors  of  produc tion,  GDP  is  the  sum  of  domestic  factor

incomes  and  fixed  capital  consum ption  (or  deprecia t ion).

Thus  GDP  at  Factor  Cost  =  Net  value  added  +  Deprecia t ion.

GDP  at  factor  cost  inclu d e s :

(i)  Compens a t ion  of  employees  i.e.,  wages,  salaries,  etc.

(ii)  Opera t ing  surplus  which  is  the  business  profit  of  both

incorpora t e d  and  unincorpora t e d  firms.  [Opera t ing  Surplus  =  Gross

Value  Added  at  Factor  Cost—Compens a t ion  of  Employees—Deprecia t ion]

(iii)  Mixed  Income  of  Self-  employed.

Conceptua lly,  GDP  at  factor  cost  and  GDP  at  marke t  price  must  be

identical/This  is  becaus e  the  factor  cost  (payment s  to  factors)  of

producing  goods  must  equal  the  final  value  of  goods  and  services  at

market  prices.  However ,  the  marke t  value  of  goods  and  services  is

differen t  from  the  earnings  of  the  factors  of  produc tion.

In  GDP  at  market  price  are  included  indirec t  taxes  and  are

excluded  subsidies  by  the  governme n t .  Therefore ,  in  order  to  arrive  at

GDP  at  factor  cost,  indirec t  taxes  are  subtrac t e d  and  subsidies  are  added

to  GDP  at  marke t  price.

Thus,  GDP  at  Factor  Cost  =  GDP  at  Marke t  Price  –  Indirec t  Taxes  +

Subsidies.

(C)  Net  Dom e s t i c  Produ c t  (NDP):
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NDP  is  the  value  of  net  output  of  the  economy  during  the  year.

Some  of  the  count ry’s  capital  equipme n t  wears  out  or  becomes  obsole te

each  year  during  the  produc tion  process .  The  value  of  this  capital

consum ption  is  some  percen t ag e  of  gross  investme n t  which  is  deducte d

from  GDP.  Thus  Net  Domestic  Product  =  GDP  at  Factor  Cost  –

Deprecia tion.

(D)  Nomi n a l  and  Real  GDP:

When  GDP  is  measu re d  on  the  basis  of  curren t  price,  it  is  called

GDP  at  curren t  prices  or  nominal  GDP.  On  the  other  hand,  when  GDP  is

calcula ted  on  the  basis  of  fixed  prices  in  some  year,  it  is  called  GDP  at

constan t  prices  or  real  GDP.

Nominal  GDP  is  the  value  of  goods  and  services  produce d  in  a  year

and  measur e d  in  terms  of  rupees  (money)  at  curren t  (marke t)  prices.  In

comparing  one  year  with  anothe r ,  we  are  faced  with  the  problem  that  the

rupee  is  not  a  stable  measur e  of  purchasing  power.  GDP  may  rise  a  grea t

deal  in  a  year,  not  because  the  economy  has  been  growing  rapidly  but

because  of  rise  in  prices  (or  inflation).

On  the  contra ry,  GDP  may  increas e  as  a  result  of  fall  in  prices  in  a

year  but  actually  it  may  be  less  as  compare d  to  the  last  year.  In  both  5

cases,  GDP  does  not  show  the  real  state  of  the  economy.  To  rectify  the

undere s t im a tion  and  overes t ima t ion  of  GDP,  we  need  a  measur e  that

adjusts  for  rising  and  falling  prices.

This  can  be  done  by  measu ring  GDP  at  constan t  prices  which  is

called  real  GDP.  To  find  out  the  real  GDP,  a  base  year  is  chosen  when  the
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genera l  price  level  is  normal,  i.e.,  it  is  neithe r  too  high  nor  too  low.  The

prices  are  set  to  100  (or  1)  in  the  base  year.

Now  the  gen era l  price  level  of  the  year  for  which  real  GDP  is

to  be  calcu la t e d  is  relat e d  to  the  bas e  year  on  the  basi s  of  the

followi n g  formul a  which  is  called  the  defla tor  index:

Suppose  1990- 91  is  the  base  year  and  GDP  for  1999- 2000  is  Rs.  6,

00,000  crores  and  the  price  index  for  this  year  is  300.

Thus,  Real  GDP  for  1999- 2000  =  Rs.  6,  00,000  x  100/300  =  Rs.  2,

00,000  crores

(E)  GDP  Defla tor:

GDP  deflator  is  an  index  of  price  changes  of  goods  and  services

included  in  GDP.  It  is  a  price  index  which  is  calculat ed  by  dividing  the

nominal  GDP  in  a  given  year  by  the  real  GDP  for  the  same  year  and

multiplying  it  by  100.  Thus,

It  shows  that  at  constan t  prices  (1993- 94),  GDP  in  1997- 98

increas ed  by  135.9%  due  to  inflation  (or  rise  in  prices)  from  Rs.  1049.2

thousand  crores  in  1993- 94  to  Rs.  1426.7  thousand  crores  in  1997- 98.

(F)  Gross  Natio n a l  Produ c t  (GNP):
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GNP  is  the  total  measur e  of  the  flow  of  goods  and  services  at

market  value  resulting  from  curren t  produc tion  during  a  year  in  a

count ry,  including  net  income  from  abroad.

GNP  includ e s  four  types  of  final  good s  and  servic e s:

(1)  Consume r s’  goods  and  services  to  satisfy  the  immedia t e  wants

of  the  people;

(2)  Gross  private  domestic  investme n t  in  capital  goods  consis ting  of

fixed  capital  formation,  residen t ial  const ruc t ion  and  inventories  of

finished  and  unfinished  goods;

(3)  Goods  and  services  produce d  by  the  governm e n t ;  and

(4)  Net  export s  of  goods  and  services,  i.e.,  the  difference  between

value  of  expor ts  and  imports  of  goods  and  services ,  known  as  net  income

from  abroad.

In  this  concep t  of  GNP,  there  are  cer tain  factors  that  have  to  be

taken  into  conside ra t ion:  First ,  GNP  is  the  measur e  of  money,  in  which

all  kinds  of  goods  and  services  produce d  in  a  count ry  during  one  year  are

measu re d  in  terms  of  money  at  curren t  prices  and  then  added  togethe r .

But  in  this  manne r ,  due  to  an  increase  or  decreas e  in  the  prices,

the  GNP  shows  a  rise  or  decline,  which  may  not  be  real.  To  guard  against

erring  on  this  accoun t ,  a  particula r  year  (say  for  instance  1990- 91)  when

prices  be  normal,  is  taken  as  the  base  year  and  the  GNP  is  adjusted  in

accorda nce  with  the  index  number  for  that  year.  This  will  be  known  as

GNP  at  1990- 91  prices  or  at  constan t  prices.

Second,  in  estimating  GNP  of  the  economy,  the  marke t  price  of

only  the  final  produc t s  should  be  taken  into  account .  Many  of  the
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produc t s  pass  through  a  number  of  stages  before  they  are  ultimately

purchas e d  by  consume r s .

If  those  product s  were  counted  at  every  stage,  they  would  be

included  many  a  time  in  the  national  produc t .  Conseque n t ly,  the  GNP

would  increase  too  much.  To  avoid  double  counting,  therefore ,  only  the

final  produc ts  and  not  the  interm e dia ry  goods  should  be  taken  into

account .

Third,  goods  and  services  rende r ed  free  of  charge  are  not  included

in  the  GNP,  because  it  is  not  possible  to  have  a  correc t  estimate  of  their

market  price.  For  example,  the  bringing  up  of  a  child  by  the  mother ,

impar ting  instruc t ions  to  his  son  by  a  teache r ,  recitals  to  his  friends  by  a

musician,  etc.

Four th,  the  transac t ions  which  do  not  arise  from  the  produce  of

curren t  year  or  which  do  not  contribu te  in  any  way  to  produc tion  are  not

included  in  the  GNP.  The  sale  and  purchas e  of  old  goods,  and  of  shares ,

bonds  and  asse ts  of  existing  companies  are  not  included  in  GNP  becaus e

these  do  not  make  any  addition  to  the  national  produc t ,  and  the  goods

are  simply  transfe r r e d .

Fifth,  the  paymen t s  received  under  social  securi ty,  e.g.,

unemployme n t  insurance  allowance,  old  age  pension,  and  intere s t  on

public  loans  are  also  not  included  in  GNP,  becaus e  the  recipient s  do  not

provide  any  service  in  lieu  of  them.  But  the  deprecia tion  of  machines ,

plants  and  other  capital  goods  is  not  deduc ted  from  GNP.

Sixth,  the  profits  earned  or  losses  incurre d  on  accoun t  of  changes

in  capital  asse t s  as  a  resul t  of  fluctua t ions  in  marke t  prices  are  not
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included  in  the  GNP  if they  are  not  responsible  for  curren t  produc tion  or

economic  activity.

For  example,  if the  price  of  a  house  or  a  piece  of  land  increas es  due

to  inflation,  the  profit  earned  by  selling  it  will  not  be  a  par t  of  GNP.  But

if,  during  the  curren t  year,  a  portion  of  a  house  is  const ruc t e d  anew,  the

increas e  in  the  value  of  the  house  (after  subtrac t ing  the  cost  of  the  newly

const ruc t e d  portion)  will  be  included  in  the  GNP.  Similarly,  variations  in

the  value  of  asse ts ,  that  can  be  ascer t ained  beforeha n d  and  are  insured

agains t  flood  or  fire,  are  not  included  in  the  GNP.

Last,  the  income  earned  through  illegal  activities  is  not  included  in

the  GNP.  Although  the  goods  sold  in  the  black  marke t  are  priced  and

fulfill  the  needs  of  the  people,  but  as  they  are  not  useful  from  the  social

point  of  view,  the  income  received  from  their  sale  and  purchas e  is  always

excluded  from  the  GNP.

There  are  two  main  reasons  for  this.  One,  it  is  not  known  whethe r

these  things  were  produce d  during  the  curren t  year  or  the  preceding

years.  Two,  many  of  these  goods  are  foreign  made  and  smuggled  and

hence  not  included  in  the  GNP.

Three  Approac h e s  to  GNP:

After  having  studied  the  fundame n t a l  constituen t s  of  GNP,  it  is

essential  to  know  how  it  is  estimated .  Three  approache s  are  employed  for

this  purpose.  One,  the  income  method  to  GNP;  two,  the  expendi tu r e

method  to  GNP  and  three,  the  value  added  method  to  GNP.  Since  gross

income  equals  gross  expendi tu r e ,  GNP  estima te d  by  all  these  methods

would  be  the  same  with  appropria t e  adjustme n t s .

1.  Inco m e  Meth o d  to  GNP:
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The  income  method  to  GNP  consists  of  the  remune r a t ion  paid  in

terms  of  money  to  the  factors  of  produc tion  annually  in  a  count ry.

Thus  GNP  is  the  sum  total  of  the  followin g  item s:

(i)  Wage s  and  salarie s :

Under  this  head  are  included  all  forms  of  wages  and  salaries

earned  through  produc tive  activities  by  workers  and  entrep r e n e u r s .  It

includes  all  sums  received  or  deposited  during  a  year  by  way  of  all  types

of  contribu tions  like  overtime,  commission,  providen t  fund,  insurance ,

etc.

(ii)  Rent s:

Total  rent  includes  the  rents  of  land,  shop,  house,  factory,  etc.  and

the  estimated  rents  of  all  such  asse ts  as  are  used  by  the  owners

themselves .

(iii )  Intere s t :

Under  intere s t  comes  the  income  by  way  of  interes t  received  by  the

individual  of  a  count ry  from  differen t  sources .  To  this  is  added,  the

estimat ed  interes t  on  that  private  capital  which  is  invested  and  not

borrowed  by  the  business m a n  in  his  personal  business .  But  the  intere s t

received  on  governm e n t a l  loans  has  to  be  excluded,  because  it  is  a  mere

transfe r  of  national  income.

(iv)  Divide n d s:

Dividends  earned  by  the  shareholde r s  from  companies  are  included

in  the  GNP.

(v)  Undis tr ib u t e d  corpora t e  profi t s:
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Profits  which  are  not  distribute d  by  companies  and  are  retained  by

them  are  included  in  the  GNP.

(vi)  Mixed  inco m e s :

These  include  profits  of  unincorpor a t e d  business ,  self- employed

persons  and  partne r s hips .  They  form  part  of  GNP.

(vii)  Direct  taxes:

Taxes  levied  on  individuals,  corpora t ions  and  other  businesse s  are

included  in  the  GNP.

(viii )  Indirec t  taxes:

The  governm e n t  levies  a  numbe r  of  indirec t  taxes,  like  excise

duties  and  sales  tax.

These  taxes  are  included  in  the  price  of  commodi ties .  But  revenue

from  these  goes  to  the  governm e n t  treasury  and  not  to  the  factors  of

produc tion.  Therefore ,  the  income  due  to  such  taxes  is  added  to  the  GNP.

(ix)  Deprec i a t i o n:

Every  corpora t ion  makes  allowance  for  expendi tu r e  on  wearing  out

and  deprecia t ion  of  machines ,  plants  and  other  capital  equipme n t .  Since

this  sum  also  is  not  a  par t  of  the  income  received  by  the  factors  of

produc tion,  it  is,  therefore,  also  included  in  the  GNP.

(x)  Net  inco m e  earn e d  from  abroad:

This  is  the  difference  between  the  value  of  exports  of  goods  and

services  and  the  value  of  impor ts  of  goods  and  services.  If  this  difference

is  positive,  it  is  added  to  the  GNP  and  if it  is  negative,  it  is  deducted  from

the  GNP.
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Thus  GNP  according  to  the  Income  Method  =  Wages  and  Salaries

+  Rents  +  Intere s t  +  Dividends  +  Undist ribu te d  Corpora t e  Profits  +

Mixed  Income  +  Direct  Taxes  +  Indirec t  Taxes  +  Deprecia tion  +  Net

Income  from  abroad.

2.  Expen di t ur e  Meth o d  to  GNP:

From  the  expendi tu r e  view  point,  GNP  is  the  sum  total  of

expenditu r e  incurr ed  on  goods  and  services  during  one  year  in  a  count ry.

It  includ e s  the  followin g  item s:

(i)  Private  con s u m p t i o n  expe n d i t u r e:

It  includes  all  types  of  expenditu r e  on  personal  consumption  by  the

individuals  of  a  count ry.  It  comprises  expenses  on  durable  goods  like

watch,  bicycle,  radio,  etc.,  expendi tu r e  on  single- used  consum e r s’  goods

like  milk,  bread,  ghee,  clothes ,  etc.,  as  also  the  expendi tu r e  incurr ed  on

services  of  all  kinds  like  fees  for  school,  doctor,  lawyer  and  transpor t .  All

these  are  taken  as  final  goods.

(ii)  Gross  dom e s t i c  private  inves t m e n t :

Under  this  comes  the  expenditu r e  incurr ed  by  private  ente rp ris e  on

new  investme n t  and  on  replacem e n t  of  old  capital.  It  includes

expenditu r e  on  house  const ruc t ion,  factory-  buildings,  and  all  types  of

machine ry,  plants  and  capital  equipme n t .

In  par ticula r ,  the  increase  or  decreas e  in  invento ry  is  added  to  or

subtrac t e d  from  it.  The  inventory  includes  produced  but  unsold

manufac tu r e d  and  semi- manufac tu r e d  goods  during  the  year  and  the

stocks  of  raw  mater ials ,  which  have  to  be  accoun te d  for  in  GNP.  It  does
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not  take  into  account  the  financial  exchange  of  shares  and  stocks

because  their  sale  and  purchase  is  not  real  investme n t .  But  deprecia t ion

is  added.

(iii )  Net  foreig n  inves t m e n t :

It  means  the  difference  betwee n  expor ts  and  imports  or  expor t

surplus.  Every  count ry  exports  to  or  impor ts  from  certain  foreign

count r ies.  The  import ed  goods  are  not  produced  within  the  country  and

hence  cannot  be  included  in  national  income,  but  the  export ed  goods  are

manufac tu r e d  within  the  count ry.  Therefore ,  the  difference  of  value

between  expor ts  (X)  and  impor ts  (M),  whethe r  positive  or  negative,  is

included  in  the  GNP.

(iv)  Govern m e n t  expen d i t ur e  on  good s  and  service s:

The  expendi tu r e  incurred  by  the  governm e n t  on  goods  and  services

is  a  par t  of  the  GNP.  Central ,  state  or  local  governm e n t s  spend  a  lot  on

their  employees ,  police  and  army.  To  run  the  offices,  the  governm e n t s

have  also  to  spend  on  contingencies  which  include  paper ,  pen,  pencil  and

various  types  of  stationery,  cloth,  furnitur e ,  cars,  etc.

It  also  includes  the  expendi tu r e  on  governm e n t  enterp ri se s .  But

expenditu r e  on  transfe r  paymen t s  is  not  added,  because  these  payment s

are  not  made  in  exchange  for  goods  and  services  produced  during  the

curren t  year.

Thus  GNP  according  to  the  Expenditu r e  Method = P r iva t e

Consum ption  Expendi tu r e  (C)  +  Gross  Domestic  Private  Investm en t  (I)  +

Net  Foreign  Investme n t  (X-M)  +  Governm en t  Expendi tu r e  on  Goods  and

Services  (G)  =  C+  I +  (X-M)  +  G.
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As already  pointed  out  above,  GNP  estimate d  by  either  the  income  or  the

expenditu r e  method  would  work  out  to  be  the  same,  if  all  the  items  are

correc t ly  calcula ted .

3.  Value  Added  Meth o d  to  GNP:

Another  method  of  measuring  GNP  is  by  value  added.  In

calcula ting  GNP,  the  money  value  of  final  goods  and  services  produced  at

curren t  prices  during  a  year  is  taken  into  account .  This  is  one  of  the  ways

to  avoid  double  counting.  But  it  is  difficult  to  distinguish  properly

between  a  final  product  and  an  interm edia t e  product .

For  instance ,  raw  mater ials ,  semi- finished  produc ts ,  fuels  and

services,  etc.  are  sold  as  inputs  by  one  indust ry  to  the  other.  They  may  be

final  goods  for  one  indust ry  and  interme dia t e  for  others .  So,  to  avoid

duplica tion,  the  value  of  interme dia t e  produc ts  used  in  manufac tu r ing

final  produc t s  must  be  subtrac t e d  from  the  value  of  total  output  of  each

indust ry  in  the  economy.

Thus,  the  difference  between  the  value  of  mate rial  outputs  and

inputs  at  each  stage  of  produc tion  is  called  the  value  added.  If  all  such

differences  are  added  up  for  all  indust ries  in  

the  economy,  we  arrive  at  the  GNP  by  value  added.  GNP  by  value

added  =  Gross  value  added  +  net  income  from  abroad.  Its  calculation  is

shown  in  Tables  1,  2  and  3.

Table  1  is  const ruc t ed  on  the  supposi tion  that  the  entire  economy

for  purposes  of  total  produc tion  consists  of  three  sector s.  They  are

agricul tu r e ,  manufac tu r ing ,  and  others ,  consisting  of  the  ter tia ry  sector.

Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce 
&Management, KAHE,                        Page 30



KARPAGAM ACADEMY OF HIGHER EDUCATION
Class:  III  B.COM                Cours e  Nam e:  Indian  

Econ o m y

 Cours e  Code:1 6C M U 6 0 4 A UNIT  – I         Sem e s t e r:  VI       
Year:  201 6 - 19  Batch

Out  of  the  value  of  total  output  of  each  sector  is  deduc te d  the  value

of  its  interm edia t e  purchas es  (or  primary  inputs)  to  arrive  at  the  value

added  for  the  entire  economy.  Thus  the  value  of  total  outpu t  of  the  entire

economy  as  per  Table  1,  is  Rs.  155  crores  and  the  value  of  its  primary

inputs  comes  to  Rs.  80  crores.  Thus  the  GDP  by  value  added  is  Rs.  75

crores  (Rs.  155  minus  Rs.  80  crores).

The  total  value  added  equals  the  value  of  gross  domestic  product  of

the  economy.  Out  of  this  value  added,  the  major  portion  goes  in  the  form

wages  and  salaries ,  rent ,  interes t  and  profits,  a  small  portion  goes  to  the

governm e n t  as  indirec t  taxes  and  the  remaining  amount  is  meant  for

deprecia t ion.  This  is  shown  in  Table  3.

Thus  we  find  that  the  total  gross  value  added  of  an  economy  equals

the  value  of  its  gross  domestic  product .  If  deprecia tion  is  deducted  from

the  gross  value  added,  we  have  net  value  added  which  comes  to  Rs.  67

crores  (Rs.  75  minus  Rs.  8  crores).

This  is  nothing  but  net  domestic  produc t  at  marke t  prices.  Again,  if

indirec t  taxes  (Rs.  7  crores)  are  deduc ted  from  the  net  domes tic  produc t

of  Rs.  67  crores ,  we  get  Rs.  60  crores  as  the  net  value  added  at  factor
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cost  which  is  equivalent  to  net  domestic  produc t  at  factor  cost.  This  is

illust ra t e d  in  Table  2.

Net  value  added  at  factor  cost  is  equal  to  the  net  domestic  produc t  at

factor  cost,  as  given  by  the  total  of  items  1  to  4  of  Table  2  (Rs.

45+3 + 4 + 8  crores = R s .  60  crores).  By  adding  indirec t  taxes  (Rs  7  crores)

and  deprecia t ion  (Rs  8  crores),  we  get  gross  value  added  or  GDP  which

comes  to  Rs  75  crores.

If  we  add  net  income  received  from  abroad  to  the  gross  value

added,  this  gives  -us,  gross  national  income.  Suppose  net  income  from

abroad  is  Rs.  5  crores.  Then  the  gross  national  income  is  Rs.  80  crores

(Rs.  75  crores  +  Rs.  5  crores)  as  shown  in  Table  3.
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It’s  Importa n c e :

The  value  added  method  for  measu ring  national  income  is  more

realistic  than  the  product  and  income  methods  becaus e  it  avoids  the

problem  of  double  counting  by  excluding  the  value  of  interm edia t e

produc t s .  Thus  this  method  establishes  the  import ance  of  interme dia t e

produc t s  in  the  national  economy.  Second,  by  studying  the  national

income  accounts  relating  to  value  added,  the  contribu tion  of  each

produc tion  sector  to  the  value  of  the  GNP  can  be  found  out.

For  instance ,  it  can  tell  us  whethe r  agricul tu r e  is  contribu ting  more

or  the  share  of  manufac tu r ing  is  falling,  or  of  the  tertiary  sector  is

increasing  in  the  curren t  year  as  compare d  to  some  previous  years.

Third,  this  method  is  highly  useful  becaus e  “it  provides  a  means  of

checking  the  GNP  estimate s  obtained  by  summing  the  various  types  of

commodity  purchase s .”

It’s  Difficu l t i e s :

However ,  difficulties  arise  in  the  calcula tion  of  value  added  in  the

case  of  certain  public  services  like  police,  military,  heal th,  education,  etc.

which  cannot  be  estimated  accura t e ly  in  money  terms.  Similarly,  it  is

difficult  to  estimate  the  contribu tion  made  to  value  added  by  profits

earned  on  irrigation  and  power  project s .

(G)  GNP  at  Market  Price s:

When  we  multiply  the  total  output  produced  in  one  year  by  their

market  prices  prevalen t  during  that  year  in  a  country,  we  get  the  Gross

National  Produc t  at  marke t  prices.  Thus  GNP  at  marke t  prices  means  the

gross  value  of  final  goods  and  services  produced  annually  in  a  count ry

plus  net  income  from  abroad.  It  includes  the  gross  value  of  output  of  all
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items  from  (1)  to  (4)  mentioned  under  GNP.  GNP  at  Market  Prices  =  GDP

at  Market  Prices  +  Net  Income  from  Abroad.

(H)  GNP  at  Factor  Cost:

GNP  at  factor  cost  is  the  sum  of  the  money  value  of  the  income

produced  by  and  accruing  to  the  various  factors  of  produc tion  in  one  year

in  a  count ry.  It  includes  all  items  mentioned  above  under  income  method

to  GNP  less  indirec t  taxes.

GNP  at  marke t  prices  always  includes  indirec t  taxes  levied  by  the

governm e n t  on  goods  which  raise  their  prices.  But  GNP  at  factor  cost  is

the  income  which  the  factors  of  produc tion  receive  in  return  for  their

services  alone.  It  is  the  cost  of  produc tion.

Thus  GNP  at  marke t  prices  is  always  higher  than  GNP  at  factor

cost.  Therefore ,  in  order  to  arrive  at  GNP  at  factor  cost,  we  deduc t

indirec t  taxes  from  GNP  at  marke t  prices.  Again,  it  often  happens  that

the  cost  of  produc tion  of  a  commodity  to  the  produce r  is  higher  than  a

price  of  a  similar  commodi ty  in  the  marke t .

In  order  to  protec t  such  produce r s ,  the  governm e n t  helps  them  by

granting  moneta ry  help  in  the  form  of  a  subsidy  equal  to  the  difference

between  the  market  price  and  the  cost  of  produc tion  of  the  commodity.

As  a  result ,  the  price  of  the  commodi ty  to  the  produce r  is  reduced  and

equals  the  marke t  price  of  similar  commodi ty.

For  example  if  the  marke t  price  of  rice  is  Rs.  3  per  kg  but  it  costs

the  produce r s  in  cer tain  areas  Rs.  3.50.  The  governm e n t  gives  a  subsidy

of  50  paisa  per  kg  to  them  in  order  to  meet  their  cost  of  production.  Thus

in  order  to  arrive  at  GNP  at  factor  cost,  subsidies  are  added  to  GNP  at

market  prices.
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GNP  at  Factor  Cost  =  GNP  at  Market  Prices  – Indirec t  Taxes  +

Subsidies.

(I)  Net  Nation a l  Produ c t  (NNP):

NNP  includes  the  value  of  total  outpu t  of  consumption  goods  and

investm en t  goods.  But  the  process  of  produc tion  uses  up  a  certain

amount  of  fixed  capital.  Some  fixed  equipme n t  wears  out,  its  other

componen t s  are  damage d  or  dest royed,  and  still  others  are  rende re d

obsolete  through  technological  changes .

All  this  process  is  termed  deprecia t ion  or  capital  consum ption

allowance.  In  order  to  arrive  at  NNP,  we  deduct  deprecia t ion  from  GNP.

The  word  ‘net’  refers  to  the  exclusion  of  that  par t  of  total  outpu t  which

repres e n t s  deprecia t ion.  So  NNP  =  GNP—Deprecia t ion.

(J)  NNP  at  Market  Price s:

Net  National  Produc t  at  marke t  prices  is  the  net  value  of  final

goods  and  services  evaluat ed  at  marke t  prices  in  the  course  of  one  year

in  a  count ry.  If  we  deduc t  deprecia t ion  from  GNP  at  market  prices,  we

get  NNP  at  marke t  prices.  So  NNP  at  Marke t  Prices  =  GNP  at  Marke t

Prices—Depreci a t ion.

(K)  NNP  at  Factor  Cost:

Net  National  Produc t  at  factor  cost  is  the  net  output  evaluate d  at

factor  prices.  It  includes  income  earned  by  factors  of  production  through

participat ion  in  the  production  process  such  as  wages  and  salaries,  rents,

profits,  etc.  It  is  also  called  National  Income.  This  measu re  differs  from
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NNP  at  marke t  prices  in  that  indirec t  taxes  are  deduc te d  and  subsidies

are  added  to  NNP  at  marke t  prices  in  order  to  arrive  at  NNP  at  factor

cost.  Thus

NNP  at  Factor  Cost  =  NNP  at  Market  Prices  –  Indirec t  taxes +

Subsidies

=  GNP  at  Marke t  Prices  –  Deprecia t ion  –  Indirec t  taxes  +

Subsidies.

=  National  Income.

Normally,  NNP  at  market  prices  is  higher  than  NNP  at  factor  cost

because  indirec t  taxes  exceed  governm e n t  subsidies.  However ,  NNP  at

market  prices  can  be  less  than  NNP  at  factor  cost  when  governm e n t

subsidies  exceed  indirec t  taxes.

(L)  Dom e s t i c  Inco m e:

Income  genera t e d  (or  earned)  by  factors  of  produc tion  within  the

count ry  from  its  own  resources  is  called  domestic  income  or  domestic

produc t .

Dom e s t i c  inco m e  inclu d e s :

(i)  Wages  and  salaries,  (ii)  rents,  including  imputed  house  rents,

(iii)  intere s t ,  (iv)  dividends,  (v)  undist ribu te d  corpora t e  profits,  including

surpluses  of  public  under t akings ,  (vi)  mixed  incomes  consisting  of  profits

of  unincorpor a t e d  firms,  self-  employed  persons,  par tne r s hips ,  etc.,  and

(vii)  direc t  taxes.

Since  domestic  income  does  not  include  income  earned  from

abroad,  it  can  also  be  shown  as:  Domestic  Income  =  National  Income- Net

income  earned  from  abroad.  Thus  the  difference  between  domes tic
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income  f  and  national  income  is  the  net  income  earned  from  abroad.  If

we  add  net  income  from  abroad  to  domestic  income,  we  get  national

income,  i.e.,  National  Income  =  Domestic  Income  +  Net  income  earned

from  abroad.

But  the  net  national  income  earned  from  abroad  may  be  positive  or

nega tive.  If  export s  exceed  impor t,  net  income  earned  from  abroad  is

positive.  In  this  case,  national  income  is  great e r  than  domestic  income.

On  the  other  hand,  when  import s  exceed  expor ts ,  net  income  earned

from  abroad  is  negative  and  domestic  income  is  great e r  than  national

income.

(M)  Private  Inco m e:

Private  income  is  income  obtained  by  private  individuals  from  any

source ,  productive  or  otherwise ,  and  the  retained  income  of

corpora t ions .  It  can  be  arrived  at  from  NNP  at  Factor  Cost  by  making

certain  additions  and  deduc tions.

The  additions  include  transfe r  payment s  such  as  pensions,

unemployme n t  allowances ,  sickness  and  other  social  securi ty  benefits,

gifts  and  remit tance s  from  abroad,  windfall  gains  from  lotteries  or  from

horse  racing,  and  interes t  on  public  debt.  The  deductions  include  income

from  governme n t  depar t m e n t s  as  well  as  surpluses  from  public

under t akings ,  and  employees’  contribution  to  social  securi ty  scheme s

like  providen t  funds,  life  insurance ,  etc.

Thus  Private  Income  =  National  Income  (or  NNP  at  Factor  Cost)  +

Transfer  Payments  +  Interes t  on  Public  Debt  — Social  Securi ty  — Profits

and  Surpluses  of  Public  Under t akings .

(N)  Perso n a l  Inco m e:
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Personal  income  is  the  total  income  received  by  the  individuals  of  a

count ry  from  all  sources  before  payment  of  direct  taxes  in  one  year.

Personal  income  is  never  equal  to  the  national  income,  because  the

former  includes  the  transfe r  paymen ts  where as  they  are  not  included  in

national  income.

Personal  income  is  derived  from  national  income  by  deducting

undist ribu t ed  corpora t e  profits,  profit  taxes,  and  employees’

contributions  to  social  securi ty  schemes .  These  three  compone n t s  are

excluded  from  national  income  because  they  do  reach  individuals.

But  business  and  governm e n t  transfe r  payment s ,  and  transfer

payment s  from  abroad  in  the  form  of  gifts  and  remit tance s ,  windfall

gains,  and  interes t  on  public  debt  which  are  a  source  of  income  for

individuals  are  added  to  national  income.  Thus  Personal  Income  =

National  Income  – Undist ribu te d  Corpora t e  Profits  – Profit  Taxes  – Social

Securi ty  Contribu tion  +  Transfe r  Payment s  +  Intere s t  on  Public  Debt.

Personal  income  differs  from  private  income  in  that  it  is  less  than

the  latter  because  it  excludes  undist ribu t e d  corpora t e  profits.

Thus  Personal  Income  =  Private  Income  –  Undist ribu te d  Corpora t e

Profits  – Profit  Taxes.

(O)  Dispo s a b l e  Inco m e:

Disposable  income  or  personal  disposable  income  means  the  actual

income  which  can  be  spent  on  consumption  by  individuals  and  families.

The  whole  of  the  personal  income  cannot  be  spent  on  consumption ,

because  it  is  the  income  that  accrues  before  direc t  taxes  have  actually

been  paid.  Therefore ,  in  order  to  obtain  disposable  income,  direc t  taxes
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are  deduc ted  from  personal  income.  Thus  Disposable  Income = P e r s o n a l

Income  – Direct  Taxes.

But  the  whole  of  disposable  income  is  not  spent  on  consumption

and  a  par t  of  it  is  saved.  Therefore ,  disposable  income  is  divided  into

consum ption  expendi tu r e  and  savings.  Thus  Disposable  Income  =

Consum ption  Expendi tu r e  +  Savings.

If  disposable  income  is  to  be  deduced  from  national  income,  we

deduc t  indirec t  taxes  plus  subsidies,  direc t  taxes  on  personal  and  on

business ,  social  securi ty  payment s ,  undis t ribu t ed  corpora t e  profits  or

business  savings  from  it  and  add  transfe r  payment s  and  net  income  from

abroad  to  it.

Thus  Disposable  Income  =  National  Income  – Business  Savings  –

Indirec t  Taxes  +  Subsidies  – Direct  Taxes  on  Persons  – Direct  Taxes  on

Business  – Social  Securi ty  Payment s  +  Transfe r  Payment s  +  Net  Income

from  abroad.

(P)  Real  Inco m e:

Real  income  is  national  income  expressed  in  terms  of  a  general

level  of  prices  of  a  par ticula r  year  taken  as  base.  National  income  is  the

value  of  goods  and  services  produced  as  expresse d  in  terms  of  money  at

curren t  prices.  But  it  does  not  indicate  the  real  state  of  the  economy.

It  is  possible  that  the  net  national  product  of  goods  and  services

this  year  might  have  been  less  than  that  of  the  last  year,  but  owing  to  an

increas e  in  prices,  NNP  might  be  higher  this  year.  On  the  contra ry,  it  is

also  possible  that  NNP  might  have  increas ed  but  the  price  level  might

have  fallen,  as  a  resul t  national  income  would  appea r  to  be  less  than  that

of  the  last  year.  In  both  the  situa tions ,  the  national  income  does  not
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depict  the  real  state  of  the  count ry.  To  rectify  such  a  mistake ,  the

concept  of  real  income  has  been  evolved.

In  order  to  find  out  the  real  income  of  a  country,  a  par ticula r  year

is  taken  as  the  base  year  when  the  genera l  price  level  is  neither  too  high

nor  too  low  and  the  price  level  for  that  year  is  assumed  to  be  100.  Now

the  general  level  of  prices  of  the  given  year  for  which  the  national

income  (real)  is  to  be  dete rmine d  is  assessed  in  accorda nce  with  the

prices  of  the  base  year.  For  this  purpose  the  following  formula  is

employed.

Real  NNP  =  NNP  for  the  Curren t  Year  x  Base  Year  Index  (=100)  /

Curren t  Year  Index

Suppose  1990- 91  is  the  base  year  and  the  national  income  for  1999- 2000

is  Rs.  20,000  crores  and  the  index  number  for  this  year  is  250.  Hence,

Real  National  Income  for  1999- 2000  will  be  =  20000  x  100/250  =  Rs.

8000  crores .  This  is  also  known  as  national  income  at  constan t  prices.

(Q)  Per  Capita  Inco m e:

The  average  income  of  the  people  of  a  count ry  in  a  par ticula r  year

is  called  Per  Capita  Income  for  that  year.  This  concep t  also  refers  to  the

measu re m e n t  of  income  at  curren t  prices  and  at  constan t  prices.  For

instance ,  in  order  to  find  out  the  per  capita  income  for  2001,  at  curren t

prices,  the  national  income  of  a  count ry  is  divided  by  the  popula tion  of

the  count ry  in  that  year.

Similarly,  for  the  purpose  of  arriving  at  the  Real  Per  Capita

Income,  this  very  formula  is  used.
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This  concep t  enables  us  to  know  the  average  income  and  the

standa r d  of  living  of  the  people.  But  it  is  not  very  reliable,  because  in

every  count ry  due  to  unequal  distribu tion  of  national  income,  a  major

portion  of  it  goes  to  the  richer  sections  of  the  society  and  thus  income

received  by  the  common  man  is  lower  than  the  per  capita  income.

3.  Meth o d s  of  Meas ur i n g  Natio n a l  Inco m e:

There  are  four  methods  of  measu ring  national  income.  Which

method  is  to  be  used  depends  on  the  availability  of  data  in  a  count ry  and

the  purpose  in  hand.

(1)  Produ c t  Meth o d:

According  to  this  method,  the  total  value  of  final  goods  and

services  produce d  in  a  count ry  during  a  year  is  calculat ed  at  market

prices.  To  find  out  the  GNP,  the  data  of  all  produc tive  activities,  such  as

agricul tu r al  produc ts ,  wood  received  from  forests ,  minera ls  received

from  mines,  commodi ties  produce d  by  indust ries,  the  contribu tions  to

produc tion  made  by  transpor t ,  communica t ions ,  insurance  companie s ,

lawyers,  doctors,  teache r s ,  etc.  are  collected  and  assesse d  at  marke t

prices.  Only  the  final  goods  and  services  are  included  and  the

interme dia ry  goods  and  services  are  left  out.

(2)  Inco m e  Meth o d:

According  to  this  method,  the  net  income  payment s  received  by  all

citizens  of  a  country  in  a  par ticula r  year  are  added  up,  i.e.,  net  incomes

that  accrue  to  all  factors  of  produc tion  by  way  of  net  rents,  net  wages,

net  interes t  and  net  profits  are  all  added  togethe r  but  incomes  received

in  the  form  of  transfe r  payment s  are  not  included  in  it.  The  data
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pertaining  to  income  are  obtained  from  differen t  sources ,  for  instance ,

from  income  tax  depar t m e n t  in  respec t  of  high  income  groups  and  in

case  of  workers  from  their  wage  bills.

(3)  Expen di t ur e  Meth o d:

According  to  this  method,  the  total  expendi tu r e  incurr ed  by  the

society  in  a  par ticula r  year  is  added  togethe r  and  includes  personal

consum ption  expenditu r e ,  net  domestic  investm en t ,  governm e n t

expenditu r e  on  goods  and  services ,  and  net  foreign  investmen t .  This

concept  is  based  on  the  assumption  that  national  income  equals  national

expenditu r e .

(4)  Value  Added  Meth o d:

Another  method  of  measuring  national  income  is  the  value  added

by  indust ries.  The  difference  between  the  value  of  mate r ial  outputs  and

inputs  at  each  stage  of  produc tion  is  the  value  added.  If  all  such

differences  are  added  up  for  all  indust ries  in  the  economy,  we  arrive  at

the  gross  domestic  produc t .

4.  Difficu l t i e s  or  Limitat io n s  in  Meas u r i n g  Nation a l  Inco m e:

There  are  many  conceptu al  and  statis tical  problems  involved  in

measu ring  national  income  by  the  income  method,  produc t  method,  and

expenditu r e  method.

 (A)  Proble m s  in  Inco m e  Meth o d:

The  followin g  proble m s  arise  in  the  comp u t a t i o n  of  Natio n a l

Inco m e  by  inco m e  meth o d:

1.  Owner- occu pi e d  Hou s e s :
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A person  who  rents  a  house  to  anothe r  earns  rental  income,  but  if

he  occupies  the  house  himself,  will  the  services  of  the  house- owner  be

included  in  national  income.  The  services  of  the  owner- occupied  house

are  included  in  national  income  as  if  the  owner  sells  to  himself  as  a

tenan t  its  services.

For  the  purpose  of  national  income  account s ,  the  amount  of

imputed  rent  is  estimated  as  the  sum  for  which  the  owner- occupied

house  could  have  been  rented.  The  imputed  net  rent  is  calcula ted  as  that

portion  of  the  amount  that  would  have  accrued  to  the  house- owner  after

deduc ting  all  expens es .

2.  Self- empl oy e d  Perso n s :

Another  problem  arises  with  regard  to  the  income  of  self- employed

persons.  In  their  case,  it  is  very  difficult  to  find  out  the  differen t  inputs

provided  by  the  owner  himself.  He  might  be  contribu ting  his  capital ,

land,  labour  and  his  abilities  in  the  business .  But  it  is  not  possible  to

estimat e  the  value  of  each  factor  input  to  produc tion.  So  he  gets  a  mixed

income  consisting  of  intere s t ,  rent,  wage  and  profits  for  his  factor

services.  This  is  included  in  national  income.

3.  Goods  mea n t  for  Self- cons u m p t i o n:

In  under- developed  count ries  like  India,  farmers  keep  a  large

portion  of  food  and  other  goods  produced  on  the  farm  for  self-

consum ption.  The  problem  is  whethe r  that  par t  of  the  produce  which  is

not  sold  in  the  marke t  can  be  included  in  national  income  or  not.  If  the

farmer  were  to  sell  his  entire  produce  in  the  marke t ,  he  will  have  to  buy

what  he  needs  for  self- consum ption  out  of  his  money  income.  If,  instead
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he  keeps  some  produce  for  his  self- consumption,  it  has  money  value

which  must  be  included  in  national  income.

4.  Wage s  and  Salari e s  paid  in  Kind:

Another  problem  arises  with  regard  to  wages  and  salaries  paid  in

kind  to  the  employees  in  the  form  of  free  food,  lodging,  dress  and  other

ameni ties.  Payments  in  kind  by  employers  are  included  in  national

income.  This  is  because  the  employees  would  have  received  money

income  equal  to  the  value  of  free  food,  lodging,  etc.  from  the  employer

and  spent  the  same  in  paying  for  food,  lodging,  etc.

(B)  Proble m s  in  Produ ct  Meth o d:

The  followin g  proble m s  arise  in  the  comp u t a t i o n  of  nation a l

inco m e  by  produ c t  meth o d:

1.  Servic e s  of  Hous e w iv e s :

The  estimation  of  the  unpaid  services  of  the  housewife  in  the

national  income  presen ts  a  serious  difficulty.  A  housewife  rende rs  a

number  of  useful  services  like  prepa ra t ion  of  meals,  serving,  tailoring,

mending,  washing,  cleaning,  bringing  up  children ,  etc.

She  is  not  paid  for  them  and  her  services  are  not  including  in  national

income.  Such  services  performe d  by  paid  servant s  are  included  in

national  income.  The  national  income  is,  therefore ,  undere s t ima t e d  by

excluding  the  services  of  a  housewife.

The  reason  for  the  exclusion  of  her  services  from  national  income  is

that  the  love  and  affection  of  a  housewife  in  performing  her  domestic

work  cannot  be  measu re d  in  moneta ry  terms.  That  is  why  when  the

owner  of  a  firm  marries  his  lady  secre t a ry,  her  services  are  not  included
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in  national  income  when  she  stops  working  as  a  secre t a ry  and  becomes  a

housewife.

When  a  teache r  teaches  his  own  children ,  his  work  is  also  not

included  in  national  income.  Similarly,  there  are  a  number  of  goods  and

services  which  are  difficult  to  be  assesse d  in  money  terms  for  the  reason

stated  above,  such  as  painting,  singing,  dancing,  etc.  as  hobbies.

2.  Inter m e d i a t e  and  Final  Goods:

The  grea te s t  difficulty  in  estimating  national  income  by  produc t

method  is  the  failure  to  distinguish  properly  between  interm e dia t e  and

final  goods.  There  is  always  the  possibility  of  including  a  good  or  service

more  than  once,  wherea s  only  final  goods  are  included  in  national  income

estimat es .  This  leads  to  the  problem  of  double  counting  which  leads  to

the  overes t ima t ion  of  national  income.

3.  Seco n d- hand  Goods  and  Asset s:

Another  problem  arises  with  regard  to  the  sale  and  purchas e  of

second- hand  goods  and  asset s .  We  find  that  old  scoote r s ,  cars,  houses,

machine ry,  etc.  are  transac t ed  daily  in  the  count ry.  But  they  are  not

included  in  national  income  becaus e  they  were  counted  in  the  national

produc t  in  the  year  they  were  manufac tu r e d .

If  they  are  included  every  time  they  are  bough t  and  sold,  national

income  would  increas e  many  times.  Similarly,  the  sale  and  purchas e  of

old  stocks,  share s ,  and  bonds  of  companie s  are  not  included  in  national

income  because  they  were  included  in  national  income  when  the

companies  were  star t ed  for  the  first  time.  Now  they  are  simply  financial

transac t ions  and  repre se n t  claims.
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But  the  commission  or  fees  charged  by  the  brokers  in  the

repurch a s e  and  resale  of  old  shares ,  bonds,  houses ,  cars  or  scoote r s ,  etc.

are  included  in  national  income.  For  these  are  the  payment s  they  receive

for  their  produc tive  services  during  the  year.

4.  Illega l  Activit i e s :

Income  earned  through  illegal  activities  like  gambling,  smuggling,

illicit  extrac tion  of  wine,  etc.  is  not  included  in  national  income.  Such

activities  have  value  and  satisfy  the  wants  of  the  people  but  they  are  not

considere d  produc tive  from  the  point  of  view  of  society.  But  in  count ries

like  Nepal  and  Monaco  where  gambling  is  legalised,  it  is  included  in

national  income.  Similarly,  horse- racing  is  a  legal  activity  in  England  and

is  included  in  national  income.

5.  Cons u m e r s’  Servic e:

There  are  a  number  of  persons  in  society  who  rende r  services  to

consum e r s  but  they  do  not  produce  anything  tangible.  They  are  the

actors,  dancers ,  doctors,  singers ,  teache r s ,  musicians ,  lawyers,  barbe rs ,

etc.  The  problem  arises  about  the  inclusion  of  their  services  in  national

income  since  they  do  not  produce  tangible  commodities .  But  as  they

satisfy  human  wants  and  receive  payment s  for  their  services,  their

services  are  included  as  final  goods  in  estimating  national  income.

6.  Capital  Gains:

The  problem  also  arises  with  rega rd  to  capital  gains.  Capital  gains

arise  when  a  capital  asse t  such  as  a  house,  some  other  proper ty,  stocks

or  shares ,  etc.  is  sold  at  higher  price  than  was  paid  for  it  at  the  time  of

purchas e .  Capital  gains  are  excluded  from  national  income  because  these

Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce 
&Management, KAHE,                        Page 46



KARPAGAM ACADEMY OF HIGHER EDUCATION
Class:  III  B.COM                Cours e  Nam e:  Indian  

Econ o m y

 Cours e  Code:1 6C M U 6 0 4 A UNIT  – I         Sem e s t e r:  VI       
Year:  201 6 - 19  Batch
do  not  arise  from  curren t  economic  activities.  Similarly,  capital  losses  are

not  taken  into  accoun t  while  estimating  national  income.

7.  Inventory  Chan g e s :

All  inventory  changes  (or  changes  in  stocks)  whethe r  positive  or

nega tive  are  included  in  national  income.  The  procedu r e  is  to  take

changes  in  physical  units  of  inventories  for  the  year  valued  at  average

curren t  prices  paid  for  them.

The  value  of  changes  in  inventories  may  be  positive  or  nega tive

which  is  added  or  subtrac t e d  from  the  curren t  produc tion  of  the  firm.

Rememb e r ,  it  is  the  change  in  invento ries  and  not  total  inventories  for

the  year  that  are  taken  into  account  in  national  income  estimate s .

8.  Depre c i a t i o n:

Deprecia tion  is  deducte d  from  GNP  in  order  to  arrive  at  NNP.  Thus

deprecia t ion  lowers  the  national  income.  But  the  problem  is  of  estimating

the  curren t  deprecia t e d  value  of,  say,  a  machine ,  whose  expected  life  is

supposed  to  be  thirty  years.  Firms  calcula te  the  deprecia t ion  value  on  the

original  cost  of  machines  for  their  expected  life.  This  does  not  solve  the

problem  because  the  prices  of  machines  change  almost  every  year.

9.  Price  Chan g e s :

National  income  by  produc t  method  is  measur e d  by  the  value  of

final  goods  and  services  at  curren t  market  prices.  But  prices  do  not

remain  stable.  They  rise  or  fall.  When  the  price  level  rises,  the  national

income  also  rises,  though  the  national  production  might  have  fallen.

On  the  contra ry,  with  the  fall  in  the  price  level,  the  national  income

also  falls,  though  the  national  production  might  have  increas e d .  So  price

changes  do  not  adequa t e ly  measu re  national  income.  To  solve  this
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problem,  economis t s  calculat e  the  real  national  income  at  a  constan t

price  level  by  the  consum e r  price  index.

(C)  Proble m s  in  Expen di t ur e  Meth o d:

The  followin g  proble m s  arise  in  the  calcu la t io n  of  natio n a l

inco m e  by  expe n d i t u r e  meth o d:

(1)  Govern m e n t  Service s:

In  calcula ting  national  income  by,  expenditu r e  method,  the

problem  of  estimating  governm e n t  services  arises.  Governm e n t  provides

a  number  of  services,  such  as  police  and  military  services,  adminis t ra t ive

and  legal  services.  Should  expendi tu r e  on  governm e n t  services  be

included  in  national  income?

If they  are  final  goods,  then  only  they  would  be  included  in  national

income.  On  the  other  hand,  if they  are  used  as  interm edia t e  goods,  meant

for  furthe r  produc tion,  they  would  not  be  included  in  national  income.

There  are  many  divergen t  views  on  this  issue.

One  view  is  that  if  police,  military,  legal  and  adminis t ra t ive

services  protect  the  lives,  proper ty  and  liber ty  of  the  people,  they  are

trea t ed  as  final  goods  and  hence  form  part  of  national  income.  If  they

help  in  the  smooth  functioning  of  the  produc tion  process  by  maintaining

peace  and  securi ty,  then  they  are  like  interme dia t e  goods  that  do  not

enter  into  national  income.

In  reality,  it  is  not  possible  to  make  a  clear  demarca t ion  as  to  which

service  protec t s  the  people  and  which  protec t s  the  produc tive  process .

Therefore ,  all  such  services  are  regarde d  as  final  goods  and  are  included

in  national  income.
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(2)  Transfer  Payme n t s :

There  arises  the  problem  of  including  transfe r  payment s  in  national

income.  Governm e n t  makes  payment s  in  the  form  of  pensions ,

unemployme n t  allowance,  subsidies,  interes t  on  national  debt ,  etc.  These

are  governm e n t  expendi tu r e s  but  they  are  not  included  in  national

income  because  they  are  paid  without  adding  anything  to  the  production

process  during  the  curren t  year.

For  instance ,  pensions  and  unemploymen t  allowances  are  paid  to

individuals  by  the  governm e n t  without  doing  any  produc tive  work  during

the  year.  Subsidies  tend  to  lower  the  marke t  price  of  the  commodi ties .

Interes t  on  national  or  public  debt  is  also  considere d  a  transfe r  paymen t

because  it  is  paid  by  the  governm e n t  to  individuals  and  firms  on  their

past  savings  without  any  produc tive  work.

(3)  Durabl e- use  Cons u m e r s ’  Goods:

Durable- use  consum e r s’  goods  also  pose  a  problem.  Such  durable-

use  consum e r s’  goods  as  scooter s ,  cars,  fans,  TVs,  furnitur e’s,  etc.  are

bought  in  one  year  but  they  are  used  for  a  number  of  years.  Should  they

be  included  under  investme n t  expendi tu r e  or  consumption  expenditu r e  in

national  income  estimates?  The  expenditu r e  on  them  is  rega rde d  as  final

consum ption  expendi tu r e  becaus e  it  is  not  possible  to  measur e  their  used

up  value  for  the  subseque n t  years.

But  there  is  one  exception.  The  expendi tu r e  on  a  new  house  is

rega rde d  as  investme n t  expendi tu r e  and  not  consumption  expendi tu r e .

This  is  because  the  rental  income  or  the  imputed  rent  which  the  house-

owner  gets  is  for  making  investm en t  on  the  new  house.  However ,

expenditu r e  on  a  car  by  a  household  is  consumption  expenditu r e .  But  if

he  spends  the  amount  for  using  it  as  a  taxi,  it  is  investme n t  expendi tu r e .
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(4)  Public  Expen di t ur e:

Governm e n t  spends  on  police,  military,  adminis t ra t ive  and  legal

services,  parks,  stree t  lighting,  irrigat ion,  museum s,  educa tion,  public

health ,  roads,  canals,  buildings,  etc.  The  problem  is  to  find  out  which

expenditu r e  is  consumption  expendi tu r e  and  which  investme n t

expenditu r e  is.

Expenses  on  educa tion,  museu ms,  public  heal th ,  police,  parks,

stree t  lighting,  civil  and  judicial  adminis t ra t ion  are  consum ption

expenditu r e .  Expenses  on  roads,  canals,  buildings,  etc.  are  investme n t

expenditu r e .  But  expenses  on  defence  equipme n t  are  trea t ed  as

consum ption  expenditu r e  becaus e  they  are  consum e d  during  a  war  as

they  are  dest royed  or  become  obsolete .  However ,  all  such  expenses

including  the  salaries  of  armed  personnel  are  included  in  national

income.

5.  Importa n c e  of  Nation a l  Inco m e  Analysi s:

The  natio n a l  inco m e  data  have  the  followi n g  importa n c e :

1.  For  the  Econ o m y:

National  income  data  are  of  great  impor tanc e  for  the  economy  of  a

count ry.  These  days  the  national  income  data  are  rega rd e d  as  accoun ts

of  the  economy,  which  are  known  as  social  account s .  These  refer  to  net

national  income  and  net  national  expenditu r e ,  which  ultimate ly  equal

each  other.

Social  account s  tell  us  how  the  aggreg a t e s  of  a  nation’s  income,

output  and  produc t  resul t  from  the  income  of  differen t  individuals,

produc t s  of  indust r ies  and  transac t ions  of  interna t ional  trade.  Their  main
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consti tuen t s  are  inter- related  and  each  particula r  account  can  be  used  to

verify  the  correctne ss  of  any  other  account .

2.  Nation a l  Polici e s :

National  income  data  form  the  basis  of  national  policies  such  as

employmen t  policy,  becaus e  these  figures  enable  us  to  know  the

direc tion  in  which  the  indust r ial  outpu t ,  investme n t  and  savings,  etc.

change,  and  proper  measu re s  can  be  adopted  to  bring  the  economy  to

the  right  path.

3.  Econ o m i c  Planni n g:

In  the  presen t  age  of  planning,  the  national  data  are  of  great

import anc e .  For  economic  planning,  it  is  essential  that  the  data

pertaining  to  a  country’s  gross  income,  output ,  saving  and  consum ption

from  differen t  sources  should  be  available.  Without  these,  planning  is  not

possible.

4.  Econ o m i c  Model s :

The  economis t s  propound  short- run  as  well  as  long- run  economic

models  or  long- run  investme n t  models  in  which  the  national  income  data

are  very  widely  used.

5.  Rese ar c h:

The  national  income  data  are  also  made  use  of  by  the  resea r ch

scholar s  of  economics.  They  make  use  of  the  various  data  of  the  count ry’s

input,  outpu t ,  income,  saving,  consumption,  investme n t ,  employmen t ,

etc.,  which  are  obtained  from  social  accoun ts .

6.  Per  Capita  Inco m e:
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National  income  data  are  significant  for  a  country’s  per  capita

income  which  reflects  the  economic  welfare  of  the  count ry.  The  higher

the  per  capita  income,  the  higher  the  economic  welfare  of  the  count ry.

7.  Distrib u t i o n  of  Inco m e:

National  income  statistics  enable  us  to  know  about  the  distribution

of  income  in  the  count ry.  From  the  data  per taining  to  wages ,  rent,

intere s t  and  profits,  we  learn  of  the  dispari t ies  in  the  incomes  of  differen t

sections  of  the  society.  Similarly,  the  regional  distribution  of  income  is

revealed.

It  is  only  on  the  basis  of  these  that  the  governm e n t  can  adopt

measu re s  to  remove  the  inequali ties  in  income  distribu tion  and  to  restore

regional  equilibrium.  With  a  view  to  removing  these  personal  and

regional  disequib ria ,  the  decisions  to  levy  more  taxes  and  increas e  public

expenditu r e  also  rest  on  national  income  statis tics.

Econ o m i c  Develo p m e n t  of  Occup at i o n a l  Struc tu r e:

Economic  developme n t  create s  various  types  of  occupa tions  in  an

economy.  All  these  various  occupa tions  can  be  broadly  classified  into

three  categories ,  viz.,  primary,  seconda ry  and  tertiary.  The  primary

occupa tions  include  all  those  essential  activities  such  as  agricul tu r e  and

allied  activities  like  animal  husband ry,  fores t ry,  fishery,  poultry  farming

etc.

Seconda ry  activities  include  manufac tu r ing  indus t r ies  composed  of  both

large  and  small  scale  and  mining.  Tertia ry  activities  include  all  other

activities  like  transpor t ,  communica t ion,  banking,  insuranc e ,  trade  etc.

The  occupa t ional  struc tu r e  indicated  the  distribution  as  well  as

absorp tion  of  popula t ion  into  these  various  types  of  occupa tions .
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In  underd eveloped  count r ies,  majori ty  of  the  popula tion  are  still

engage d  in  agricul tu r e  and  other  primary  activities.  Even  in  some

developed  count r ies  like  Japan,  England,  Norway  fishing  continues  to  be

an  importan t  occupa tion,  providing  employmen t  to  a  subst an t ial  number

of  popula tions .

Developme n t  experience  shows  that  with  the  gradual  developme n t

of  a  backward  economy,  the  import anc e  of  primary  occupa tions  gradually

declines  with  the  growth  of  indust r ies  and  ter tia ry  activities.  In  the

seconda ry  sector ,  large  scale  indust ries ,  being  more  capital- intensive

cannot  provide  much  employmen t  oppor tuni ties .

But  it  is  the  developm en t  of  small  scale  and  cottage  indust ries ,

mining  activities  etc.,  being  largely  labour- intensive,  can  provide  huge

number  of  employment  oppor tuni ties.

Again  the  ter tia ry  occupa tions  are  also  considere d  very  import an t

as  these  have  a  huge  employment  potential .  In  developed  count ries,  the

absorp tion  capaci ty  of  this  sector  is  very  high.  According  to  World

Developme n t  Repor t ,  1983,  wherea s  about  45  to  66  per  cent  of  the  work

force  of  developed  count r ies  was  employed  in  the  tertiary  sector  but

India  could  absorb  only  18  per  cent  of  total  force  in  this  sector .

Changes  in  occupa t ional  structu r e  are  very  much  associa t ed  with

economic  developme n t .  The  rate  of  economic  developme n t  and  the  level

of  per  capita  income  increas e  as  more  and  more  work  force  shifts  from

primary  sector  to  seconda ry  and  ter tia ry  sector .

As  A.G.B.  Fisher  writes,  “We  may  say  that  in  every  progress ive

economy  there  has  been  a  steady  shift  of  employment  and  investme n t

from  the  essential  ‘Primary  activities’  to  seconda ry  activities  of  all  kinds

and  to  a  still  grea te r  extent  into  tertiary  produc tion.”

While  putting  importance  on  the  change  in  occupa tional  struc tu r e ,

Colin  Clark  observes,  “A  high  average  level  of  real  income  per  head  is
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always  associat ed  with  a  high  propor t ion  of  working  popula t ion  engage d

in  tertiary  indust ries  low  real  income  per  head  is  always  associat ed  with

a  low  propor t ion  of  the  working  popula tion  engaged  in  tertia ry

produc tion  and  a  high  percen t a g e  in  primary  produc tion.”

Thus  to  attain  a  high  rate  of  economic  developme n t  inter- sectoral

transfe r  of  work  force  is  very  much  necessa ry.  This  would  be  possible

only  when  produc tivity  of  agricul tu re  increas es  due  to  introduc tion  of

improved  technology  in  it.

The  increase  in  produc tivity  in  agricul tu r e  transfe r s  surplus  work

force  from  agricul tu r e  to  other  sectors .  The  extent  and  pace  of  inter-

sectoral  transfe r  of  work  force  depend  very  much  on  the  rate  of  increase

in  produc tivity  in  the  primary  sector  in  relation  to  other  sectors .

Occu pat i o n a l  Distribu t i o n  of  Populat i o n  in  India:

Occupa tional  distribu tion  of  population  reflects  on  the  degree  of

developme n t  and  the  diversification  achieved  in  an  economy.  Let  us  now

turn  our  discussion  on  the  occupa tional  structu r e  of  India.  The

occupa tional  structu r e  of  India  clearly  reflects  a  high  degree  of

backward n e s s  prevailing  in  Indian  economy.

Since  the  turn  of  the  presen t  centu ry  the  occupa tional  struc tu r e  in

India  was  tilted  towards  the  primary  sector.  Over  the  last  80  years  (1901-

1981),  the  propor tion  of  working  force  engaged  in  primary  occupa tions

remained  very  steady,  i.e.,  around  70  per  cent  and  that  in  seconda ry  and

tertiary  sector  was  ranging  betwee n  28  to  30  per  cent  only.

Let  us  now  make  a  detailed  study  on  the  occupa tion  structu r e  of

India  during  this  long  100- years  period.

Occu pat i o n a l  Struct ur e  durin g  190 1 - 195 1:

During  the  first  half  of  the  presen t  centu ry,  occupa tional

distribution  of  popula tion  in  India  did  not  repor t  any  appreciable  change.

Agricultur e  occupied  the  dominan t  position  and  its  absorp tion  capacity
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had  increas e d  marginally  from  66.9  per  cent  in  1901  to  69.7  per  cent  in

1951.

The  commercial  policy  of  the  British  had  paved  the  way  for  the

introduc tion  of  British  machine- made  goods  in  Indian  marke t  leading  to

dest ruc t ion  of  tradi tional  Indian  handicraf t s .  This  forced  the  laboure r s  of

this  household  indust ry  to  engage  themselves  in  agricul tu ra l  opera t ions

for  earning  their  livelihood.

All  these  led  to  a  marked  increas e  in  the  propor t ion  of  landless

agricul tu r al  laboure r s  to  total  labour  force  from  17  per  cent  in  1901  to

nearly  20  per  cent  in  1951.  The  percen t a g e  of  population  engaged  in

other  allied  activities  like  fores t ry,  livestock,  fishery  etc.  declined  from

4.3  per  cent  in  1901  to  only  2.3  per  cent  of  the  total  work  force  in  1951.

During  this  period,  indust rial  activity  was  very  much  rest ric t ed  to

planta t ion  and  textile  indust ry  and  was  also  suppor t e d  by  import ed

machine ry  resul ting  limited  backward  linkage  effects  and  lack  of

diffusion  of  spread  effect  of  indust rialisa t ion.  Thus  this  process  of

indust rialisa t ion  had  creat ed  a  very  little  impact  on  the  genera t ion  of

employmen t  opportuni t ies .

On  this  indus t r ialisa t ion  issue,  PriyatoshMai t r a  rightly  observed,

“In  Indian  experience  employment  multiplier  seems  to  be  small  and,

therefore ,  occupa tional  struc tu r e  remained  almost  static  Limited

employmen t  horizons,  resul ting  from  a  process  of  indust r ialisa t ion  devoid

of  ‘built- in  technological  process’  effects ,  streng th e n  the  hold  of

produc tion  techniques  with  built- in  under  employment .”

Moreover ,’  the  depress e d  and  overc rowde d  agricul tu r e  could  not

offer  a  significant  portion  of  marke ta ble  surplus  which  could  raise  the

demand  for  indust r ial  goods  and  the  ter tiary  sector  could  not  increase  its

absorp tion  capacity  significantly.
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However ,  T.  Krishna mu r ty  wrote,  “Between  1901  and  1951  factory

employmen t  expande d  partly  at  the  expense  of  non- factory  sectors ,  the

modern  branches  grew  at  the  cost  of  a  number  of  tradi tional  ones;  and

manufac tu r ing  output  per  head  increased .  While  the  share  of  transpor t ,

storage  and  communica t ions  rose,  for  the  other  branche s  of  services

trends  are  unclea r .

Many  services  associa ted  with  modernisa t ion  under  colonial  rule

expanded ,  in  par ticula r ,  public,  educa tional ,  medical  and  legal  services.”

Occu pat i o n a l  Struct ur e  durin g  195 1 - 200 0:

After  independ e n c e  and  especially  after  the  introduc tion  of

planning  in  India,  attemp t  was  made  by  the  planning  to  acceler a t e  the

process  of  indust rialisa tion  and  also  to  change  the  occupa tional  structu r e

by  transfe r r ing  a  section  of  working  force  from  agricul tu r e  to  seconda ry

and  tertiary  sectors .

Accordingly,  the  Second  Plan  observed,  “By  1975- 76,  the

propor tion  of  agricul tu r al  labour  force  to  the  total  should  come  down  to

60  per  cent  or  so.  But  for  this  to  happen  something  like  a  fourfold

increas e  in  the  number s  engage d  in  mining  and  factory  establishm e n t

has  to  be  brough t  about ,  and  the  investme n t  pat te rn  in  the  plans  has  to

be  adjusted  to  these  require m e n t s .”

Just  to  fulfill  these  require m e n t s  it  was  necess a ry  to  increas e  the

agricul tu r al  produc tivity  through  adoption  of  modern  technology  for

meeting  food  and  raw  mater ial  requirem e n t s  of  the  developing  economy.

It  was  also  necessa ry  to  reduce  the  depende nc e  on  agricul tu r e  by

genera t ing  alterna t ive  employmen t  oppor tuni t ies  in  the  rural  areas.

All  these  technological  changes  in  agricul tu re  along- with  land

reforms  measu re s  were  introduce d  in  India  in  order  to  increas e

agricul tu r al  produc tion  and  produc tivity  and  to  transfe r  surplus  labour

force  from  agricul tu r a l  sector  to  seconda ry  and  ter tia ry  sector .
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On  the  other  hand,  to  change  the  occupa tional  structu r e  in  India,

import anc e  of  designing  a  suitable  employmen t  policy  was  felt.  With  the

introduc tion  of  planning,  a  considera ble  increase  in  employmen t

oppor tuni ties  was  expected .

The  planned  economic  developme n t  anticipat e d  a  rapid  progress  in

the  expansion  of  irrigation,  power,  basic  indust ries ,  other  manufac tu r ing

and  household  indust ries  and  the  expansion  of  ter tiary  activities  in  the

service  sector  like  expansion  of  trade,  banking,  insuranc e ,  transpor t a t ion

and  communica t ion  etc.  But  after  two  decades  of  planning  occupa t ional

structu r e  in  India  could  not  show  any  remarka ble  change.

Although  both  seconda ry  and  tertiary  sector  expanded  and  their

absorp tion  capacity  also  increas ed  substan t ially  but  the  rate  of  increase

in  employment  opportuni ties  fell  far  short  of  rate  of  increas e  in  the

labour  force.

Moreover ,  anothe r  import an t  condition  for  realising  the  change  in

occupa tional  structu r e ,  viz.,  a  significant  increase  in  agricul tu r a l

produc tivity  could  not  be  fulfilled.  Again  the  allied  activities  of  the

primary  sector  and  developme n t  of  village  indust ries  could  not  make

much  headway  in  engaging  the  surplus  populat ion  from  the  agricul tu r al

sector .  All  these  led  to  growing  pressu re  of  populat ion  on  agricultu r al

sector  and  resulted  in  wide spread  disguised  unemployme n t  in  rural

areas.

Considering  this  situa tion,  the  Planning  Commission  in  its  Fifth

Plan  documen t  mentioned,  “At  the  presen t  pace  of  indus t r ialisa t ion  any

mass- scale  transfe r  of  the  labour  force  from  agricul tu r e  to  non-

agricul tu r e  sectors  is  ruled  out.  The  growing  labour  force  in  agricul tu r e

has  to  be  provided  with  fuller  employmen t  within  agricul tu r e .”

Thus,  Table  6.11  shows  that  during  the  period  1951- 71,  the

propor tion  of  work  force  engage d  in  the  primary  sector  remained
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constan t  at  72.1  per  cent.  In- spite  of  heavy  investme n t  made  on

manufac tu r ing  and  service  sector  during  these  two  decades  of  planning

the  absorp tion  capaci ty  of  seconda ry  and  tertia ry  sectors  jointly

remained  the  same  at  28  per  cent  of  the  total  work  force.

Occu pat i o n a l  Distribu t i o n  of  Workin g  Popula t i o n  in  India

Again  during  the  next  1971- 2000  period,  the  propor t ion  of  work

force  engaged  in  the  primary  sector  declined  marginally  to  56.7  per  cent.

Another  noticeable  change  that  was  recorde d  was  that  the  propor tion  of

cultivato rs  declined  from  50  per  cent  in  1951  to  38.4  per  cent  in  1991

and  that  of  agricultu r a l  laboure r s  increased  horn  20  per  cent  to  26  per

cent  during  the  same  period.

This  shows  the  growing  concen t r a t ion  of  land  in  the  hands  of  rich

and  well- to- do  farmers  and  the  transform a t ion  of  small  and  marginal

farmers  into  landless  agricul tu r a l  laboure r s .  Moreover ,  the  propor tion  of

work  force  engaged  in  the  seconda ry  sector  increase d  marginally  from

11.2  per  cent  to  17.5  per  cent  during  the  1971- 2000  period  and  that  of

engage d  in  ter tia ry  sector  increas e d  slightly  from  16.7  per  cent  to  25.8

per  cent  during  the  same  period.

The  absorp tion  capacity  of  both  the  seconda ry  and  ter tia ry  sector

jointly  increase d  from  28  per  cent  to  43.3  per  cent  during  this  1971- 2000

period.

Again  the  World  Developme n t  Repor t ,  1995  shows  that  in  1993,  the

percen t a g e s  of  work  force,  both  wages  and  non- wages  engage d  in

agricul tu r e ,  indust ry  and  services  were  to  the  extent  of  63.2  per  cent,

14.2  per  cent  and  22.6  per  cent  respec tively.

Considering  the  earlier  mentioned  position  we  can  conclude  that

there  was  virtually  no  clear  shift  of  working  popula t ion  from  primary

sector  to  seconda ry  and  ter tia ry  sectors .  Thus  the  planning  process  in

India  has  totally  failed  to  bring  any  change  in  its  occupa tional  struc tu r e .
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Factors  Resp o n s i b l e  for  Failure  of  Occupat i o n a l  Struct ur e:

1.  Indian  planne rs  failed  to  make  any  serious  attemp t  for  the

developme n t  of  rural  economy  for  utilizing  the  vast  idle  labour  force  and

also  to  raise  the  produc tivity  of  laboure r s .  Due  to  poor  organisa t ion,  the

progra m m e s  of  reducing  unemploymen t  and  under- employment  problem

in  the  rural  areas  failed  miserably.

Moreover ,  planne r s  did  not  make  any  serious  attemp t  to  enlarge

the  scope  of  non- agricul tu r a l  rural  employmen t .

2.  Land  reforms  in  India  failed  miserably  to  realise  its  goal  and  to

creat e  small  owner  holding.  These  reforms  could  not  diffuse  the

ownership  of  land  among  a  large  number  of  marginal  cultivators .

3.  Various  other  facilities  provided  by  the  Governm e n t  such  as

cheape r  credit ,  marke ting,  subsidy  on  fertilizer  price  etc.  only  benefit ted

rich  farmer s  and  poor  and  marginal  farmers  could  not  reap  any  benefit

from  these  facilities  leading  to  a  failure  in  raising  their  agricul tu r a l

produc tivity.

4.  Efforts  of  the  planne r s  to  develop  indust ries  helped  the  large

scale  capital  goods  sector  and  the  plans  could  not  crea te  much  response

to  the  developm e n t  of  small  scale  and  cottage  indust ries .  This

developme n t  of  large  scale  highly  capital- intensive  indust ries  could  not

creat e  much  employmen t  poten tial  and  thus  crea ted  no  impact  on  the

occupa tional  structu r e  of  the  count ry.

5.  The  high  rate  of  growth  of  labour  force  is  also  an  importa n t

factor  which  has  been  creat ing  serious  drags  on  the  path  of  changing  the

occupa tional  structu r e  in  India.  This  fast  growing  labour  force  without

get ting  any  subsidia ry  occupa tion  open  to  them  in  the  rural  areas  stated

to  eke  out  their  living  from  agricul tu r a l  sector  alone.

This  led  to  a  huge  depende nc e  as  well  as  a  high  degree  of  disguised

unemployme n t  in  the  agricul tu r a l  sectors .
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Thus  under  this  presen t  situa tion  occupa tional  structu r e  in  India

can  be  amende d  suitable  only  when  the  country  will  star t  to  develop  its

labour- intensive  sectors  that  include  small  scale  and  cottage  indust ries ,

allied  activities  in  the  primary  sector  such  as  animal  husband ry,  fishing,

poultry  farming  etc.  and  the  service  sectors  as  well  as  so  to  foster  the

growth  of  non- agricul tu r a l  employment  side  by  side  with  modern  large

scale  indust rial  sector.

Developme n t  of  this  huge  labour- intensive  sector  will  raise  the

level  of  employment  and  income  both  in  the  rural  and  urban  areas

leading  to  an  enlarge m e n t  of  aggrega t e  demand  for  various  goods  and

services  produced  by  large  scale  indust ries .

Thus  the  developme n t  of  this  labour  intensive  sector  will  be  able  to

bring  changes  in  the  occupa tional  distribu tion  of  popula tion  from

agricultu r al  to  non- agricul tu r al  occupa tions  and  will  also  be  able  to

suppor t  the  large  scale  manufac tu r ing  sector  by  enlarging  the  demand

for  their  produc ts  and  while  doing  so  they  can  save  these  large  scale

indust ries  from  recession.

Importa n t  Ques t i o n s  

2mark s

1.  Define  an  under  developed  economy.

2.  What  is  Economic  developm e n t?

3.  Gives  the  meaning  of  Gross  Domestic  Product  (GDP).

4.  What  are  the  three  dimensions  of  under  developm en t?

5.  What  is  meant  by  occupa tional  distribution?

6.  List  out  the  import an t  problems  of  Indian  economy

7.  List  out  featu re s  of  Indian  economy
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8.  Define  national  income

9.  List  out  the  factors  which  are  responsible  for  the  promotion  of  Indian

economy

10  Write  short  note  on  occupa tional  structu r e  in  India

6mark s

1. What  are  the  charac t e r i s t ics  of  an  under  developed  count ry?  Is

India  an  underdeveloped                  Count ry?

2. Describe  the  sectoral  composition  of  National  income  in  India  

3. Explain  the  various  charac t e r i s t ics  featu re s  of  Indian  Economy?

4. What  are  the  various  indicato rs  of  human  developm en t?

5. Discuss  the  methods  used  in  india  for  computing  national  income  

6. Examine  the  charac t e r i s t ics  of  the  indian  economy  

7. Explain  the  factors  that  promote  economic  developme n t  in  india.

8. Briefly  explain  the  sectora l  composition  of  national  income  

9. Explain  the  various  featur es  of  indian  economy  

10. Discuss  differen t  concept s  of  national  income  

11. Discuss  difficulties  in  measur e m e n t  of  national  income

12. Explain  the  major  reta rding  factors  which  affect  the  growth

of  the  indian  economy.

13. Explain  the  main  featur e s  of  an  underdeveloped  economy.  Do

you  think  india  is  an  underdeveloped  economy?
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UNIT  - 1
INDIAN  ECONOMY

S.N
O

Quest io n OPTION  A OPTION  B OPTION  C OPTION  D Answer

1 An 
underd evelo
ped  
economy  is  
genera lly  
charac t e r i se
d  by  

Iow  per  
capita  
income   

employmen
t  
genera t ion

Iow  depend e n cy  figure working  
force  largely
in  the  
tertia ry  
sector

Iow  per  
capita  
inco m e   

2 Who  
releases  the  
Human  
Developme n t
Report?

World  bank  World  
economic  
forum

 United  Nations UNCTAD  Unite d  
Natio n s

3  Who  
invented  the  
Human  
Developme n t
Index?

Paul  
krugma n

Mahbub  – 
ul  Haq

 Jean  dreze Alfred  
marshal

Mahbu b  – ul
Haq

4 The  best  
indicato r  of  
economic  
developme n t
of  any  
count ry  is  ?

Its  
agricultu re

Its  
transpo r t

Its  gross  produc tion Its  per  
capita  
income

its  per  
capita  
inco m e

5 What  is  the  
mainstay  of  
Indian  
economy  ?

Manufac tu r
ing

Business Public  sector Agricultu re Agricul t ur e

6 The  data  of  
estimation  of
India 's  
National  
income  is  

Planning  
Commision

National  
Data  
Cente r

Centr al  Statistical  
Organsa t ion

None  of  
above

Central  
Stat i s t i c a l  
Organ s a t i o n



issued  by  ?

7 Which  of  the
following  
denotes  an  
underd evelo
ped  
economy?

High  level  
of  
inequali ties

 Low  level  
of  capital  
product ivit
y

 A relatively  closed  
economy

 All the  
above

All  the  
above

8 The  
compone n t / s
of  HDI  is/are

Life  
expectancy
index

Infant  
mortali ty  
rate

Popula tion  growth  rate All the  
above

Life  
expec t a n c y  
index

9 The  phase  of
gradu al  fall  
in  income,  
output  and  
employment  
is

Boom Recession Depression Recovery Rec e s s i o n

10  The  value  of
national  
income  
adjusted  for  
inflation  is  
called

Per  capita  
income

Disposable  
income

Inflation  rate Real  
national  
income

Real  
natio n a l  
inco m e

11 The  averag e  
income  of  
the  count ry  
is

Per  capita  
income

Disposable  
income

Inflation  rate Real  
national  
income

Per  capita  
inco m e

12 Which  of  the
following  is  
added  to  
national  
income  
while  
calcula ting  
personal  
income?

Transfer  
payments  
to  
individuals

Social  
securi ty  
contribu tio
ns

Corpora t e  taxes Undist r ibute
d  profits

Transf er  
paym e n t s  to
individua l s



13 The  period  
of  10th  Plan  
in  India  is

2000- 2005 2001- 2006 2002- 2007 2003- 2008 20 0 2 - 200 7

14 One  of  the  
reasons  for  
India 's  
occupa tion al
struc tu r e  
remaining  
more  or  less  
the  same  
over  the  
years  has  
been  that

investme n t  
patte rn  has
been  
directed  
towards  
capital  
intensive  
indust ries

product ivit
y in  
agricultu re  
has  been  
high  
enough  to  
induce  
people  to  
stay  with  
agricultu re

ceiling  on  land  holdings  
have  enabled  more  people  
to  own  land  and  hence  
their  prefere nc e  to  stay  
with  agricul tu re

inves t m e n t  pattern  has  
been  direc t e d  towards  
capita l  inten s iv e  
indus tr i e s

15 What  is  the  
mainstay  of  
Indian  
economy?

Manufac tu r
ing

Business Public  sector Agricultu re Agricul t ur e

16 Indian  
Economy  is  :

Socialistic  
Economy

Mixed  
Economy

Ghandian  Economy Free  
Economy

Mixed  
Econo m y

17 Who  is  the  
Chairm an  of  
the  Planning
Commission  
in  India?

Presiden t Prime  
Ministe r

Vice  Presiden t Finance  
Ministe r

Prim e  
Minis t er

18 Who  was  the
Chairm an  of  
the  13th  
Finance  
Commission  
of  India?

Indira  
Rajaram a n

C 
Rangarajan

Vijay  Kelkar None  of  the  
above

Vijay  Kelkar

19 Which  of  the
following  is  
used  for  the  
measur e m e n
t  of  

Laffer  
Curve

Engel’s  
Law

Gini- Lorenz  Curve Philip  Curve Gini- Lorenz  
Curve



distribu tion  
of  income?

20 Who  was  the
first  
adminis t r a to
r- states m a n  
to  attemp t  
planning  as  
a  means  for  
economic  
developme n t
?

Sir  CP  
Ramaswa m
i Aiyyar

M  
Viswesvara
yya

VT Krishna m a c h a r i C 
Rajagopalac
hari

M  
Viswe sv ar ay
ya

21 Which  of  the
following  
Five  Year  
Plans  
recognized  
human  
developme n t
as  the  core  
of  all  
developme n t
al  efforts?

Eighth  Five
Year  Plan

Seventh  
Five  Year  
Plan

Fifth  Five  Year  Plan Third  Five  
Year  Plan

Eighth  Five  
Year  Plan

22 Which  of  the
following  
plans  aimed  
at  improving
the  standa r d
of  living?

Third  Plan Fifth  Plan Fourth  Plan Sixth  Plan Fourth  Plan

23 Gross  
domestic  
capital  
formation  is  
defined  as

flow  of  
expendi tu r
e  devoted  
to  
increas ed  
or  
maintainin

expendi tu re
incur re d  on
physical  
asse ts  only

product ion  exceeding  
deman d

net  addition  
to  stock  
after  
deprecia t ion

net  additio n
to  stock  
after  
depre c ia t i o
n



g  of  the  
capital  
stock

24 National  
income  
refers  to

A Money  
value  of  
stocks  and  
shares  of  a  
count ry  
during  a  
year

B  Money  
value  of  
capital  
goods  
produced  
by  a  
count ry  
during  a  
year

C Money  value  of  
consum e r  goods  produced  
by  a  count ry  during  a  year

D  Money  
value  of  
goods  and  
services  
produced  in  
a  count ry  
during  a  
year

B  Mon ey  
value  of  
capita l  
goods  
produc e d  by
a  country  
durin g  a  
year

25 Per  capita  
income  is  
obtained  by  
dividing  
National  
Income  by

A Area  of  
the  count ry

B  Volume  
of  capital  
used

C Total  working  
populat ion

D  Total  
populat ion  
of  the  
count ry

D  Total  
populat io n  
of  the  
country

26 GDP  at  
Factor  Cost  
is

A GDP  
minus  
indirec t  
taxes  plus  
subsidies

B  GDP  
minus  
subsidies  
plus  
indirec t  
taxes

C NNP  plus  deprecia t ion  
allowances

D  GDP  
minus  
deprecia t ion
allowances

A GDP  
minu s  
indire c t  
taxes  plus  
subs id i e s

27 NREGP  is  
the  
abbrevia t ed  
form  of

A National  
Rapid  
Employmen
t  
Guaran t e e  
Progra m m e

B  National  
Rapid  
Educational
Guaran t e e  
Progra m m e

C National  Rural  
Employmen t  Guaran te e  
Progra m m e

D  National  
Rural  
Educa tional  
Guaran t e e  
Progra m m e

C Natio n a l  
Rural  
Employ m e n
t  Guarant e e
Progra m m e

28 Gross  
Domestic  
Produc t  is  
defined  as  
the  value  of  
all

A Goods  
produced  
in  an  
economy  in
a  year

B  Goods  
and  
services  
produced  in
an  economy
in  a  year

C Final  goods  produce d  in  
an  economy  in  a  year

D  Final  
goods  and  
services  
produced  in  
an  economy  
in  a  year

D  Final  
goods  and  
servic e s  
produc e d  in
an  eco n o m y  
in  a  year



29 Which  of  the
following  is  
not  a  part  of  
national  
income?

A Rent B  Profits C Wages  and  Salaries D  Intere s t  
on  national  
debt

A Rent

30 Which  of  the
following  is  
the  larges t  
employer  in  
India?

A Steel  
Authori ty  
of  India

B  Indian  
Railways

C Food  Corpora tion  of  
India

D  Posts  and  
Telegrap h s  
Depar tm e n t

B  Indian  
Railways

31 Which  one  of
the  following
is  not  
included  
while  
estimating  
national  
income  
through  
income  
method?

A Rent B  Pension C Mixed  Income D  Undist r ib
uted  profits

D  Undis tr ib
uted  profi t s

32 he  main  
difference  
betwee n  
Gross  
Domestic  
Produc t  
(GDP)  and  
Gross  
National  
Produc t  
(GNP)  is

A Capital  
gains

B  Transfer  
payments

C Net  foreign  income  from
abroad

D  Capital  
consump tio
n  allowance

C Net  
forei g n  
inco m e  
from  abroad

33 Social  
accoun ting  
system  in  
India  is  

A Enterp r i s
e,  
households
and  

B  Assets,  
liabilities  
and  debt  
position

C Income,  product  and  
expendi tu re

D  Public  
sector,  
private  
sector  and  

C Inco m e ,  
produc t  and
expen d i t ur e



classified  
into

governm e n
t

joint  sector

34 Whose   
estimate  of   
per  capita  
income  of   
India   during
colonial  
period  was  
conside re d  
very  
significant .

Dadabai  
Naoroji,

V.K.R.V 
Rao,  

 William  Digby  R.C.Desai. Dadabai  
Naoroji ,

35 Which  of  
the  
followi n g  is
not  one  of  
the  factors  
relate d  to  
HDI  
Hum a n  
Develo p m e
nt  Index.

Longevity Literacy descen t  standa r d  of  lving Increas e  in  
Govt.  Jobs.

Increa s e  in  
Govt.  Jobs.

36 The  
compone n t s  
of  Human  
Developme n t
Index  are

Life  
expectancy
, per  capita
GDP  and  
sex  ratio

Sex  ratio,  
educa tional
attainme n t  
and  pure  
drinking  
water

Life  expectan cy,  per  capita
GDP  and  educa tional  
attainme n t

Per  capita  
GDP,  
infras t ruc t u
re  and  sex  
ratio

Life  
expec t a n c y ,  
per  capita  
GDP  and  
educ a t i o n a l  
attain m e n t

37 n  economic  
terminology  
the  final  
product ion  
of  goods  and
services  
valued  at  
marke t  

Gross  
Domestic  
Produc t

Gross  
National  
Produc t

National  Income Net  
National  
Produc t

Gross  
Natio n a l  
Produc t



prices  
during  a  
year  of  a  
nation  is  
known  as

38  The  net  
value  of  
GDP  after  
deduc t i n g  
depre c ia t i o
n  from  GDP
is

Net  
national  
product

Net  
domestic  
product

Gross  national  produc t Disposable  
income

Net  
dom e s t i c  
produc t

39 When  
depre c ia t i o
n  is  
deduc t e d  
from  GNP,  
the  net  
value  is

Net  
national  
product

Net  
domestic  
product

Gross  national  produc t Disposable  
income

Net  natio n a l
produc t

40 The  value  
of  NNP  at  
cons u m e r  
point  is

NNP  at  
factor  cost

NNP  at  
marke t  
price

GNP  at  marke t  price GNP  at  
factor  cost

NNP  at  
market  
price

41 The  value  
of  NNP  at  
produc t i o n  
point  is  
called

NNP  at  
factor  cost

NNP  at  
marke t  
price

GNP  at  marke t  price GNP  at  
factor  cost

NNP  at  
market  
price

42 What  base  
year  is  used
to  calcu la t e
per  capita  
inco m e  in  
India?

2004- 05  2011- 12 2001- 2002 2014- 15  201 1- 12

43  Which  
stat e  of  

Goa Delhi Mahar as h t r a Punjab Goa



India  
curre nt ly  
has  the  
high e s t  Per
Capita  
Inco m e ?

44  At  pres e n t ,
how  muc h  
is  India's  
Per  Capita  
Inco m e  
(bas e d  on  
market  
price s )?

Rs.72350 Rs.93293 Rs.85261 Rs.10300 7 Rs.1 0 3 0 0 7

45 How  muc h  
does  the  
primary  
sect or  
contribut e  
to  India's  
GDP?

26% 20% 53% 14% 20%

46 Which  
sect or  
contribut e s
the  most  to
India's  
econ o m y ?

Service  
sector

Manufac tu r
ing  sector

Agricultu ral  sector Small  scale  
indust ries

Servic e  
sect or

47 The  
conc e p t  of  
PQLI  was  
develo p e d  
by

Morris  D 
Morris

UNO UNDP  Oxford  
Pover ty  and  
Human  
Developme n
t  Initiative

Morris  D  
Morris

48 The  
para m e t e r /
s  of  the  
PQLI  is/are

 Life  
Expecta ncy
Index

Stand ar d  of
living  index

Infant  mortality  rate A and  C A and  C



49 The  primary  
sector  is  
compose d  of

 
Agricultu re

Forest  Fishery   All the  
above

 All  the  
above

50 The  
contribu tion  
of  primary  
sector  has  

 Constan t  Increas ed  Decrease d  All of  the  
above

Decre a s e d  

51 Generally,  
an  economy  
is  divided  
into  _______ 
sectors .

Primary  Seconda ry  Tertia ry  Three Three

52 The  highes t  
employment  
growth  rate  
is  found  in  
_______ 

Const ruc tio
n         

Real  Estate Insuranc e  and  Financial  All the  
above  

Constru c t i o
n         

53 The  
movemen t  of
workers  
from  _______ 
to  other  
sectors  give  
rise  to  
labour  
product ivity  
________ 

Agricultu re
Sector  

Seconda ry  
Sector  

Tertia ry  Sector  Informa tion  
Technology

Seco n d a ry  
Sect or  

54 Since  ______ 
made  India  
is  one  of  the  
World’s  
fastes t  
growing  
economies .

1990 2000 1996 1980 19 9 0

55  In  2011,  
about  ______ 

64% 61% 70% 58% 61%



of  the  
working  
populat ion  
was  engag e d
in  
agricultu re .

56  In  Indian  
Mixed  
Economy  
______ 
sectors  go  
side  by  side.

Private  Public  Both  None  of  the  
above

Both  

57  The  feature  
of  capitalis t  
economy  is  
economic  
______

 Equality  Inequali ty  Both  None  of  the  
above

Inequa l i ty  

58    _______ 
Economy  
incorpora t e  
aspec ts  of  
more  than  
one  
economic  
system.

Capitalis t Socialist  Mixed  Corpora t e Mixed  

59 What  is  the  
rank  of  India
in  the  
Human  
Developme n t
Index  2018?

142 nd  136 th  140 th  130 th  13 0 th  

60 Globalisa t ion
of  indian  
economy  
means

giving  up  
progra m m e
s  of  import  
substi tu t io
n

stepping  up
external  
borrowings

establishing  indian  
business  units  abroad

having  
minimum  
possible  
res t r ic tion  
on  economic

having  
mini m u m  
poss ib l e  
restri c t i o n  
on  



relation  with
other  
count ries

econ o m i c  
relatio n  
with  other  
countr i e s
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Concept  on  Planning:  Planning  is  a  continuous  process  that  involves

choices  and  decision  making  about  allocation  of  available

resourc es  with  the  objective  of  achieving  effective  and  efficient

utilisation  and  growth  of  these  resourc es .  In  India,  planning  is

done  both  at  the  cente r  as  well  as  the  state  level.  Economic

planning  is  done  by  the  centra l  authori ty  after  a  complet e  survey

of  the  economic  situation.  The  policy  objectives  are  designed

based  on  the  future  developme n t  goals  of  the  country.  In  India,

until  2014,  planning  was  the  responsibility  of  the  National

Planning  Commission  that  was  established  on  March  15,  1950.

The  first  five- year  plan  was  prepa re d  by  the  Planning  Commission

for  the  period  1951- 56.  The  first  Prime  Minister  of  India,  Pandit

Jawaha rlal  Nehru  was  the  first  chairma n  of  the  Planning

Commission.  The  Prime  Ministe r  was  always  the  ex-officio

chairma n  of  the  Planning  Commission.  The  Deputy  Chairma n  who

was  nomina te d  by  commission  held  the  rank  of  a  cabinet  ministe r .

In  2014,  the  governm e n t  led  by  Prime  Minister  Narend ra Mo di

dissolved  the  Planning  Commission  and  replaced  it  by  the  think

tank  called  NITI  Aayog.  NITI  here,  stands  for  National  Institut ion

for  Transforming  India.  Objectives  of  Planning:  Planning  plays  a

very  significant  role  especially  in  a  developing  count ry  like  India.

The  following  are  some  of  the  objectives  of  economic  planning  in

India:  1.  Economic  Growth  and  Developme n t :  Every  five- year  plan

had  a  growth  targe t  that  had  to  be  achieved  by  the  end  of  the

planning  period.  In  order  to  bring  about  an  improveme n t  in

standa r d  of  living  of  the  people,  the  per  capita  income  has  to  rise.

A rise  in  per  capita  income  is  necessa ry  to  overcome  the  problems

of pover ty  and  its  effects .  2.  Increase  in  Employment :  
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The  developing  economies  generally  suffer  from  open  unemployme n t  and

disguised  unemployme n t .  India  is  no  exception  to  it.  Slow  growth

of  the  agricul tu r a l  sector  and  lack  of  investme n t s  in  the  indust rial

sector  are  major  causes  for  high  levels  of  unemploymen t  in  the

count ry.  Measure s  have  been  taken  in  every  five-  year  plan  to

creat e  employmen t  oppor tuni ties,  thereby,  increasing  labor

produc tivity.  3.  Increas e  in  Investme n t :  Economic  growth  cannot

be  achieved  unless  adequa t e  investme n t s  are  made  to  bring  about

an  increas e  in  output  capacity.  Investme n t s  help  in  crea ting

employmen t  oppor tuni ties.  One  of  the  objectives  of  planning  is,

thus,  to  push  up  the  rate  of  investme n t  to  ensure  smooth  flow  of

capital  to  various  sectors  of  the  economy.  4.  Social  Justice  and

Equity:  The  five- year  plans  also  focused  on  reducing  inequalities

in  the  distribu tion  of  income  in  order  to  ensure  social  justice.

Prevalence  of  inequali ties  in  the  economy  results  in  exploita tion  of

the  poor  wherein  the  rich  become  richer  and  the  poor  become

poorer .  5.  Balanced  Regional  Developme n t :  In  India,  there  exists  a

wide  gap  in  the  developme n t  of  differen t  states  and  regions.  While

Gujara t ,  Tamil  Nadu,  Maha ras h t r a  etc.,  enjoy  high  levels  of

developme n t ,  there  are  states  like  Bihar,  Odisha,  Nagaland  etc.,

which  remain  backward .  Planning  aims  at  bringing  about  a

balanced  regional  developm en t  by  diverting  more  resources  to  the

poor  and  backward  regions.  6.  Modernisa t ion:  Modernisa t ion

refers  to  a  shift  in  the  composi tion  of  output ,  innovation  and

advance m e n t  in  technology.  Modernisa t ion  helps  an  economy  to

advance  at  a  faste r  pace  and  compete  with  the  developed  nations

of  the  world.  The  objective  of  planning  is  to  encoura g e  and

incentivise  investmen t s  into  various  sectors  of  the  economy,

especially  the  indust rial  sector,  to  help  them  adopt  new
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technologies  and  thus,  increase  efficiency.  Evaluation  of

Planning(An  Overview  of  the  Five  Year  Plans  in  India)  First  Five-

Year  Plan:  It  was  formula ted  for  the  period  1951- 56,  when  India

was  confronting  the  problems  of  huge  influx  of  refugees ,  food

shortage  and  severe  inflation.  The  plan,  thus,  focused  on  the

primary  sector,  that  is,  the  agricul tu r a l  sector  to  increas e  the  food

produc tion  in  India  to  overcom e  the  crisis.  The  monsoon  was

favorable  to  agricul tu r e  in  those  years  and  therefore ,  the

produc tion  increase d .  The  first  five- year  plan  was  quite  successful

as  the  targe t ed  growth  rate  was  2.1  percen t  and  the  achieved

growth  rate  was  3.6  percen t .  
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Second  Five- Year  Plan:  It  was  formulated  for  the  period  1956- 61  and  it

focused  on  rapid  indust r ialisa t ion.  The  plan  aimed  at  the

developme n t  of  heavy  and  basic  indust ries  and  conceived  that

agricul tu r al  sector  could  be  given  lower  priority  as  it  has  been

able  to  achieve  its  targe t s  in  the  previous  plan.  The  second  plan

achieved  only  a  modera t e  success  due  to  the  severe  shortage  of

foreign  exchange  on  accoun t  of  huge  impor ts  to  meet  the

requirem e n t s  of  the  indust rial  sector.  The  actual  growth  rate

achieved  in  the  plan  was  4.3  percen t  against  the  targe t  of  4.5

percen t .  Third  Five- Year  Plan:  It  was  formulat ed  for  the  period

1961- 66.  The  third  five-  year  plan  was  prepa r e d  with  the  mindse t

that  India  has  enter ed  the  ‘take- off  stage’  and  it  is  time  for  it  to

become  a  self- reliant  and  self- genera t ing  economy.  The  plan  gave

priority  to  both  agricul tu r e  as  well  as  the  indust r ial  sector .

However ,  the  Indo- China  conflict  in  1962  and  the  Indo- Pakistan

conflict  in  1965  made  the  plan  a  complete  failure  as  huge  amount

of  expenditu r e  had  to  be  allocated  to  meet  the  defence

requirem e n t s .  The  actual  growth  rate  achieved  in  the  plan  was  2.8

percen t  as  agains t  the  targe t  of  5.6  percen t .  The  failure  of  the

third  plan  led  to  the  formulation  of  three  annual  plans  for  the

years  196667,  1967- 68  and  1968- 69,  before  the  launch  of  the

fourth  plan.  The  period  from  1966  to  1969  was,  therefore ,  terme d

as  “Plan  Holiday”.  It  was  during  this  period  that  green  revolution

was  introduced  to  overcome  the  food  crisis.  Green  revolution

advocated  the  use  of  high- yielding  variety  of  seeds,  fertilizers,

pesticides  and  extensive  use  of  irrigation.  Four th  Five- Year  Plan:

It  was  formulated  for  the  period  1969- 74  and  had  two  basic

objectives  growth  with  stability  and  progre ss ive  achieveme n t  of

self- reliance .  It  stress ed  upon  the  growth  of  the  agricul tu r a l
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sector  and  it  was  during  this  period  that  various  family  planning

measu re s  were  introduced  to  control  the  rising  popula tion.  While

the  plan  aimed  at  a  highly  ambitious  growth  rate  of  5.7  per  cent,

it  could  achieve  only  3.3  percen t .  This  failure  could  be  att ribute d

to  the  huge  influx  of  refugees  from  Banglades h  and  the  Indo-

Pakistan  war  in  1972.  Fifth  Five- Year  Plan:  It  was  formulate d  for

the  period  1974- 79  and  proposed  two  main  objectives  removal  of

pover ty  and  attainme n t  of  self- reliance .  The  plan  aimed  at

achieving  its  objectives  by  achieving  high  growth  rate ,  equitable

distribution  of  income  and  increase  in  domestic  savings.  However ,

the  plan  was  an  utte r  failure  due  to  high  levels  of  inflation.  
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With  the  Janta  Governm e n t  taking  over  the  power,  the  plan  was

termina te d  in  1978.  The  growth  rate  achieved  during  this  period

was  4.8  percen t  as  agains t  the  targe t  of  4.4  percen t .  The  Janta

Governm e n t  formulat ed  the  sixth  five- year  plan  for  the  period

1978- 83  with  the  objective  of  crea t ing  employment  opportuni ties.

The  Janta  Governme n t ,  to  its  misfortune ,  lasted  only  for  two  years

and  was  replaced  by  the  Congress  Governm e n t  that  came  up  with

a  differen t  plan.  The  Planning  Commission,  in  the  meanwhile,

introduce d  the  ‘Rolling  Plan’  in  1978,  which  is  said  to  incorpora t e

three  kinds  of  plans  first  plan  for  the  curren t  year,  second  plan  for

a  specific  period  of  3,  4  or  5  years,  according  to  the  needs  of  the

Indian  economy  and  the  third  plan,  for  a  longer  term  like  10,  15  or

20  years.  The  rolling  plan  was,  however ,  subjected  to  many

criticisms  and  was  later  abandone d  with  Congress  Governm e n t

coming  up  with  the  sixth  five- year  plan.  Sixth  Five- Year  Plan:  It

was  introduced  by  the  Congress  Governme n t  for  the  period  1980-

85.  It  was  based  on  Nehru’s  model  of  growth  and  aimed  at  a

direc t  attack  on  the  problem  of  poverty  by  creat ing  conditions  for

increasing  employmen t  oppor tuni t ies .  Many  employment

genera t ion  schem es  such  as  Training  of  Rural  Youth  for  Self

Employmen t  (TRYSEM)  and  Integra t e d  Rural  Developmen t

Progra m m e  (IRDP)  were  introduced .  Though  the  plan  progress e d

as  perceived  by  the  planner s  during  the  first  four  years,  a  severe

famine  occurr ed  in  the  fifth  year  i.e.,  1984- 85.  Therefore ,  the

agricul tu r al  output  declined  dras tically.  However ,  the  economy

still  manage d  to  grow  at  5.7  percen t  as  agains t  the  targe t  of  5.2

percen t .  Seventh  Five- Year  Plan:  It  was  formulat ed  for  the  period

1985- 1990  and  it  aimed  at  acceler a t ing  food  grain  production,

creat ing  employment  opportuni t ies  and  raising  labor  produc tivity.
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The  focus  of  the  plan  was  on  ‘food,  work  and  produc tivity’.  The

plan  was  quite  successful  and  recorded  a  growth  rate  of  6  per

cent  as  against  the  targe t e d  growth  rate  of  5  per  cent.  Eighth

Five- Year  Plan:  This  plan  could  not  be  formulate d  in  1990  due  to

uncer t a in  political  situa tion  at  the  centre .  Therefore ,  two  annual

plans  for  the  years  1990- 91  and  1991- 92  were  formulate d .  During

1991,  India  had  to  face  severe  balance  of  payment  crisis.  The  debt

burden  was  mounting  and  the  fiscal  deficit  was  widening.  The

inflation  level  was  rising  and  the  indust rial  sector  was  going

through  a  recession.  Because  of  this  crisis  and  the  pressu re  from

Interna t ional  Organisa t ions  such  as  IMF,  the  governm e n t  led  by

P.V.  NarasimhaRao  introduce d  the  economic  reforms  in  1991,

post  which  the  eighth  plan  was  launched  in  1992  for  the  period

1992- 97  reflec ting  the  reforms  with  various  struc tu r a l  adjustm en t

policies.  The  role  of  the  private  sector  increase d  and  several

liberalisa tion  measur e s  were  introduce d.  As  a  resul t ,  the  growth

rate  was  the  highes t  as  compare d  to  the  previous  plans.  The

eighth  plan  achieved  a  growth  rate  of  6.8  percen t  as  against  the

targe t ed  growth  rate  of  5.6  percen t .  Ninth  Five- Year  Plan:  It  was

formulate d  for  the  period  1997- 2002  and  its  aim  was  to  achieve

“growth  with  social  justice  and  equality”.  The  plan  recognised  the

critical  role  of  the  state  in  the  social  sectors  such  as  health  care,

educa tion  and  infras t ruc tu r e ,  since  the  market  forces,  by

themselves ,  may  not  make  these  areas  att r ac t ive  to  the  private

sector .  The  plan  stressed  upon  the  need  for  public  investme n t  in

these  areas .  The  ninth  plan  aimed  at  a  GDP  growth  rate  of  7

percen t .  Howeve r ,  due  to  poor  performa nc e  of  the  economy

during  1997- 98,  the  growth  targe t  was  revised  to  6.5  percen t .  Yet,

the  targe t  could  not  be  achieved  and  the  economy  grew  only  at  a
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rate  of  5.4  percen t .  Tenth  Five- Year  Plan:  It  was  formulate d  for

the  period  2002- 2007.  It  was  realised  that  the  developm e n t  goals

cannot  be  achieved  by  targe ting  the  economic  growth  alone.

Therefore ,  the  tenth  five  year  plan  set  forth  measur a ble  targe t s  on

developme n t  indicato r s  such  as  infant  mortali ty  rate,  literacy,

access  to  elect ricity,  sanita t ion  facilities,  sustainable  food

produc tion  and  environme n t .  The  tenth  plan  targe t e d  a  growth

rate  of  8  percen t .  Furthe r ,  it  laid  down  targe t s  for  each  state  to

ensure  balanced  developme n t .  The  tenth  plan  was,  however ,  not

successful  in  terms  of  pover ty  reduction,  genera t ing  employmen t

oppor tuni ties  and  performa nc e  of  agricul tu r al  sector.  Many  poor

states  faced  deceler a t ing  growth.  Thus,  the  plan  was  not

successful  in  bringing  about  balanced  regional  developme n t  as

well.  The  plan  also  failed  to  achieve  its  targe t  on  infant  mortali ty

and  mate rn al  mortali ty  rate.  The  tenth  plan  recorde d  a  growth

rate  of  7.6  percen t  as  agains t  the  targe t e d  growth  rate  of  8

percen t .  Eleventh  Five- Year  Plan:  It  was  formulated  for  the  period

2007- 2012  and  the  plan  documen t  was  titled  “Towards  faster  and

more  inclusive  growth”.  With  the  objective  of  achieving  fast  and

inclusive  growth,  the  eleventh  plan  had  set  targe t s  for  various

socio- economic  indicato r s .  It  aimed  at  achieving  a  GDP  growth

rate  of  9  percen t ,  agricul tu r al  growth  rate  of  4  percen t ,

genera t ing  58  million  employmen t  opportuni ties ,  increas e  in

wages  of  unskilled  laborer s ,  reduction  in  pover ty  by  10  percen t ,

reduc tion  in  drop- out  rate,  increasing  literacy  to  85  percen t ,

reducing  gende r  gap,  infant  mortali ty  rate  and  total  fertility  rate,

reducing  malnut r i tion  among  children,  provision  of  safe  drinking

water ,  improveme n t  in  sex  ratio,  developme n t  of  infras t ruc t u r e

and  communica t ion.  It  also  had  measu ra ble  targe t s  for
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environme n t a l  protec tion  such  as  increas e  in  fores t  and  tree  cover

by  5  percen t ,  improving  air  quality  and  increasing  energy

efficiency.  The  eleventh  plan  had  an  ambitious  targe t  of  achieving

a  growth  rate  of  9  percen t .  Though,  the  economy  took  off  well

achieving  a  growth  rate  of  9.3  percen t  during  the  first  year,  it  had

a  dras t ic  fall  to  6.7  percen t  in  2008- 09  due  to  the  global  financial

crisis.  The  economy,  however ,  manage d  to  achieve  a  growth  rate

of  8  percen t  during  this  plan  due  to  expansiona ry  measu re s  taken

by  the  governm e n t .  Twelfth  Five- Year  Plan:  It  was  formulated  for

the  period  2012- 2017  and  it  focused  on  achieving  faster ,  inclusive

and  sustainable  growth.  It  aimed  at  achieving  an  inclusive  growth

by  reducing  pover ty,  reducing  inequali ty,  empowering  people  and

by  bringing  in  balanced  regional  developme n t .  The  goals  towards

sustainable  developme n t  focused  on  environme n t a l  sustain  ability,

improveme n t s  in  health  and  educa tion  sector  and  developme n t  of

physical  infras t ruc t u r e  such  as  transpor t ,  telecomm u nica t ion,

power  etc.  It  had  set  a  growth  targe t  of  8  percen t  and  had  set

monitor  able  targe t s  for  pover ty,  educa tion,  health,  infras t ruc t u r e ,

environme n t  and  sustainabili ty.  It  also  aimed  at  providing  banking

services  to  90  percen t  of  the  households  and  introduce d  Adhaar

based  direc t  cash  transfe r  of  subsidies  and  welfare  payment s .  The

Planning  Commission  was  replaced  by  the  think  tank  called  NITI

Aayog  (National  Insti tution  for  Transforming  India).  The  appraisal

of  the  twelfth  five  year  plan  is  now  the  responsibility  of  the  NITI

Aayog.  Furthe r ,  it  has  also  been  stated  by  the  Vice  Chairman  of

the  NITI  Aayog,  Mr.ArvindPana g a r iya  that  the  five  year  plans

would  now  termina t e  with  the  end  of  the  twelfth  five- year  plan

and  would  be  replaced  by  three  documen t s .  The  documen t s  are

said  to  cover  the  short- term  by  the  formulation  of  a  three- year
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Action  Plan,  the  medium- term  by  the  concep tua lisa t ion  of  a  seven-

year  strat egy  and  the  long- term  by  laying  down  a  15  year  Vision

Documen t .  The  Vision  documen t  is  said  to  express  what  India

would  achieve  in  2022- 23.  India  is,  thus,  all  set  to  experience  the

new  action  plans  of  the  NITI  Aayog.  

NitiAayo g

India  has  undergon e  a  paradigm  shift  over  the  past  six  decades  –

politically,  economically,  

socially,  technologically  as  well  as  demogra p hically.  The  role  of

Governm e n t  in  national  developm en t  has  seen  a  parallel

evolution.  Keeping  with  these  changing  times,  the  Governme n t  of

India  has  decided  to  set  up  NITI  Aayog  (National  Insti tu tion  for

Transforming  India),  in  place  of  the  erstwhile  Planning

Commission,  as  a  means  to  bet te r  serve  the  needs  and  aspira t ions

of  the  people  of  India.  The  new  institut ion  will  be  a  catalyst  to  the

developme n t a l  process;  nurtu r ing  an  overall  enabling

environme n t ,  through  a  holistic  approach  to  developme n t  going

beyond  the  limited  sphere  of  the  Public  Sector  and  Governme n t  of

India.  

The  NITI  Aayog  will  comprise  the  following:  
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a.  Prime  Ministe r  of  India  as  the  Chairpe r son  b.  Governing  Council

comprising  the  Chief  Ministe r s  of  all  the  States  and  Lt.  Governors

of  Union  Territories  c.  Regional  Councils  will  be  formed  to

address  specific  issues  and  contingencies  impacting  more  than

one  state  or  a  region.  These  will  be  formed  for  a  specified  tenure .

The  Regional  Councils  will  be  convened  by  the  Prime  Ministe r  and

will  comprise  of  the  Chief  Ministe r s  of  States  and  Lt.  Governors  of

Union  Territories  in  the  region.  These  will  be  chaired  by  the

Chairpe rson  of  the  NITI  Aayog  or  his  nominee.  d.  Exper t s ,

specialists  and  practi t ione r s  with  relevan t  domain  knowledge  as

special  invitees  nomina ted  by  the  Prime  Ministe r  e.  The  full- time

organiza tional  framework  will  comprise  of,  in  addition  to  the

Prime  Minister  

as  the  Chairpe r son:  

i.  Vice- Chairper son:  To  be  appointed  by  the  Prime  Ministe r  

ii.  Member s:  Full- time  

iii.  Part- time  member s :  Maximum  of  2  from  leading  universi t ies  resea rc h

organiza tions  and  other  relevan t  institutions  in  an  ex- officio

capacity.  Part  time  member s  will  be  on  a  rotational  basis.  

iv.  Ex  Officio  membe rs :  Maximum  of  4  member s  of  the  Union  Council  of

Ministe r s  to  be  nomina te d  by  the  Prime  Ministe r .   

v.  Chief  Executive  Officer:  To  be  appointed  by  the  Prime  Ministe r  for  a

fixed  tenure ,  in  the  rank  of  Secre t a ry  to  the  Governm e n t  of  India.  

vi.  Secre t a r ia t  as  deemed  necessa ry.  

The  NITI  Aayog  will  aim  to  accomplish  the  following  objectives  and

oppor tuni ties:  
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•  An  administ r a t ion  paradigm  in  which  the  Governm e n t  is  an  “enable r”

rather  than  a  “provider  of  first  and  last  resor t .”  

•  Progress  from  “food  securi ty”  to  focus  on  a  mix  of  agricul tu r a l

produc tion,  as  well  as  

actual  retu rn s  that  farmer s  get  from  their  produce.  

•  Ensure  that  India  is  an  active  player  in  the  debate s  and  delibera t ions

on  the  global  commons.  

•  Ensure  that  the  economically  vibrant  middle- class  remains  engage d,

and  its  potential  is  

fully  realized.  

•  Leverage  India’s  pool  of  entrep re n e u r i al ,  scientific  and  intellectual

human  capital.  

•  Incorpora t e  the  significan t  geo- economic  and  geo- political  streng t h  of

the  Non- Residen t  

Indian  Communi ty.

•  Use  urbaniza t ion  as  an  oppor tuni ty  to  creat e  a  wholesom e  and  secure

habita t  through  the  

use  of  modern  technology.  

•  Use  technology  to  reduce  opacity  and  potential  for  misadven tu r e s  in

governanc e .  

The  NITI  Aayog  aims  to  enable  India  to  bet te r  face  complex  challenges ,

through  the  following:  
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•  Leveraging  of  India’s  demogra p hic  dividend,  and  realization  of  the

poten tial  of  youth,  men  and  women,  through  educa tion,  skill

developme n t ,  elimination  of  gende r  bias,  and  

employmen t .  

•  Elimina tion  of  poverty,  and  the  chance  for  every  Indian  to  live  a  life  of

dignity  and  selfrespec t .  

•  Reddress a l  of  inequalit ies  based  on  gende r  bias,  caste  and  economic

dispari t ies.  

•  Integra t e  villages  institu tionally  into  the  developme n t  process .  

•  Policy  suppor t  to  more  than  50  million  small  businesse s ,  which  are  a

major  source  of  employment  creation.  

•  Safegua rding  of  our  environm e n t a l  and  ecological  asse ts .  

Plannin g  Proce d ur e:

States  Involvemen t  in  Planning  Procedu r e:  In  planning  process ,  the

Commission  does  not  unilate r a lly  act,  but  very  actively  involves

the  State  Governme n t s  in  it.  In  India  first  draft  of  the  plan  is

prepa re d  by  the  Planning  Commission  after  consulting  Minist ries

of  central  governm e n t  and  state  governm e n t s  and  taking  into

considera t ion  available  and  potential  resourc es .  

Draft  proposals  are  then  placed  before  National  Developmen t  Council

and  after  it  has  reacted  to  Draft  the  plan,  it  is  circulat ed  to  the

Union  Minist ries  and  State  governm e n t s .  At  the  state  level  there

is  a  well- developed  plan  co-ordina tion  system  in  which  Secre t a r i es

of  various  developm en t  depar t m e n t s  are  involved.  In  the  states

there  are  separa t e  State  Planning  Boards.  
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The  plan  is  finally  approved  by  the  State  Cabine t .  Since  the  demands  put

on  the  Commission  are  always  very  heavy,  as  compare d  with  the

available  resources ,  therefore,  the  Commission  takes  several

factors  into  considera t ion  while  making  its  sugges t ions  on  the

plan  proposals  e.g.,  availability  of  resources ,  adminis t ra t ive  and

technical  manpowe r ,  removal  of  regional  imbalances ,  extent  to

which  resources  can  be  raised  from  internal  and  external  sources ,

popula tion  of  the  state ,  availability  of  raw  material ,  economic

conditions  of  the  people,  nation’s  tax  paying  capacity  and

blending  of  the  schem es  in  such  a  way  that  economic  resource s

and  social  needs  are  fully  met.  Thus,  task  of  the  planne rs  is  no

way  easy.  

After  taking  all  these  factors  into  considera t ion,  the  Commission

prepa re s  a  draft  plan  which  is  then  widely  circula ted  to  the  Union

Ministries,  State  Governme n t s ,  the  public,  political  par ties  and  all

concerne d  and  their  commen t s  and  sugges t ions  are  invited.  The

draft  plan  is  considered  by  the  central  cabinet  and  in  the  states  at

differen t  levels  before  it  is  finally  approved  as  official  plan

documen t  

Planning  Commission  being  an  advisory  body  has  nothing  to  do  with  the

implemen t a t ion  part  of  the  plan.  It  has  not  been  given  any

responsibili ty  to  direc tly  adminis te r  any  plan  project .  

It,  however ,  plays  a  very  significant  role  by  providing  necessa ry

information  about  achieving  the  plan  targe t s  by  giving  wide

publicity  to  plan  objectives  and  sugges t ing  ways  and  means  by

which  hindranc es ,  if  any,  can  be  removed.  The  Commission

evalua te s  plan  projects  and  progra m m e s .  
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Com mit t e e  on  Plan  Project s :  The  Commit tee  on  Plan  Projects  was  set

up  in  1956,  as  a  resul t  of  resolution  of  National  Developme n t

Council.  It  is  headed  by  Home  Ministe r ,  with  Planning  Ministe r

and  Deputy  Chairma n,  Planning  Commission  as  its  member s .

Some  State  Chief  Ministe r s  are  nomina ted  by  the  Prime  Ministe r

on  this  Commit tee .  Union  Cabinet  Ministe r s  concerne d  with  a

particula r  project  are  invited,  when  necessa ry.  

The  Commit tee  inspect s  on  the  spot  importan t  project s  approved  by  the

Commission  and  sugges t s  ways  and  means  by  which  plans  can  be

executed  efficiently  and  wasteful  expendi tu r e  avoided.  It  is  also

expected  of  the  Commit te e  to  make  the  resul t  of  its  studies

available  to  other  projects ,  so  that  all  are  benefited  by  that.  It  also

sugges t s  ways  and  means  by  which  economies  can  be  introduced

without  sacrificing  efficiency.  

Progra m m e  Evaluat i o n  Organi s a t i o n:

Progra m m e  Evalua tion  Organisa t ion  was  set  up  in  1952  with  the

assistanc e  of  Ford  Founda tion.  It  functions  under  over  all

supervision  and  control  of  Planning  Commission  and  in  close  co-

opera t ion  with  Minist ries  of  Governm e n t  of  India.  It  provides

necessa ry  statis tical  data  and  information  to  the  Commission.  

The  organisa t ion  scru tinises  repor t s  which  are  received  from  the  field  for

the  prepa r a t ion  of  final  repor t .  It  has  been  allowed  to  function

independ e n t ly,  without  any  interfe r enc e  from  even  the  Planning

Commission.  The  organisa t ion  is  required  to  have  genera l

appraisal  of  the  progre ss  of  the  progra m m e  and  conduc t  field

surveys  with  a  view  to  finding  out  the  effect  of  the  program m e  on

the  life  of  the  society.  
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The  organisa t ion  is  neithe r  concerne d  with  the  checking  of  figures  nor

finding  out  whethe r  investm en t  being  made  commens u r a t e  with

the  success  achieved,  but  is  concerned  with  finding  out  how  far

the  methods  being  used  are  suited  for  successful  impleme nt a t ion

of  the  progra m m e.  

Since  it  is  an  advisory  body,  it  is  not  binding  on  the  governm e n t  to  accep t

its  recomm e n d a t ions .  It  also  aims  at  winning  the  co- opera t ion  of

the  people  for  communi ty  developme n t  progra m m e s .  

Co-ordina tion  Commit tee  for  Public  Co-opera t ion:  It  is  one  of  the

Advisory  Commit tee s  of  the  Planning  Commission  which  was  set

up  in  1952  with  a  view  to  winning  the  co- opera t ion  of  the  public  in

the  execution  of  plan  progra m m e s .  It  has  eminen t  persons  drawn

from  differen t  walks  of  life  as  its  member s .  The  Chairma n  and

Deputy  Chairma n  of  the  Commission  usually  remain  associa ted

with  it.  

Advisory  Commit tee  on  Irriga tion  and  Power  Projects:  It  is  another

advisory  commit tee  of  the  Commission.  It  helps  in  the  scrutiny  of

various  scheme s  prepa re d  by  the  governm e n t  bodies  about

irrigat ion  and  power  progra m m e s ,  including  their  financial  and

technical  aspec t s .  Ministe r  of  Planning  is  its  Chairman.  It  includes

repres e n t a t ives  from  Ministries  of  Irriga tion  and  Powers .  

Planning  Commission’s  Performa nc e:  Planning  Commission  is  now  45

years  old  and  during  its  existence  it  has  given  seven  FiveYear

Plans  to  the  count ry.  During  the  period  of  its  existence  it  has

considera bly  helped  in  the  growth  of  national  economy,  but  still  it

suffers  from  several  defects.  
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Criticism  of  Planning  Commission:  There  is,  however ,  mounting  criticism

that  Planning  Commission  in  India  has  failed  to  perform  its  role.

Take  e.g.,  employmen t .  Every  time  the  nation  is  fed  on  the

promise  that  unemploymen t  will  be  ended  and  pover ty  eradica t e d ,

but  no  substan t ial  break-  through  has  been  made.  

The  numbe r  of  people  living  below  pover ty  line  is  very  high  and

unemployme n t  is  of  serious  magnitude .  It  is  also  said  that  the

Commission  has  obviously  failed  to  play  its  role  of  distributive

justice.  As  a  resul t  of  plans  all  have  not  been  benefited,  but  the

rich  have  become  richer  and  poor  still  poorer .  

Planning  Commission  and  Administ ra t ion:  After  independ e nc e  sphere  of

state  activity  has  considera bly  increas ed  and  such  activities  which

were  hither to  out  of  the  sphere  of  state  activity  have  now  come

under  state  purview.  There  has  been  considera ble  increas e  in

adminis t ra t ive  activities  in  public  and  private  establishm e n t s .  

Due  to  increas e d  activities  contact  of  the  masses  with  administ r a to r s  and

technocr a t s  has  much  increas ed  and  the  role  of  Planning

Commission  in  administ r a t ion  has  too  very  considera bly

increas ed .  

There  can  be  no  expansion  in  adminis t ra t ion  and  adminis t ra t ive

expenditu r e  cannot  be  increas ed  without  Commission’s  approval.

Every  developme n t a l  task  must  have  approval  of  the  Commission

before  its  commenc e m e n t .  
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The  Commission’s  approval  of  the  progra m m e s  results  in  the

establishme n t  of  special  functional  cadre s  and  creation  of  such

adminis t ra t ive  and  executive  services  as  are  considere d  necessa ry

for  the  successful  implemen t a t ion  of  plan  program m e s .  Civil

servan ts  are  to  be  trained  in  a  manne r  that  they  can  successfully

implemen t  plan  project s .  

Not  only  this,  but  Planning  Commission  has  played  a  significant  role  in

the  delega tion  of  financial  powers .  Since  the  planning  has  brough t

the  people  and  adminis t ra to r s  neare r  and  closer  to  each  other,

therefore ,  those  officers  who  are  even  at  the  lower  rank,  but  come

in  close  contac t  with  the  masses ,  had  to  be  delega te d  with

decision- making  powers,  so  that  grievances  and  problems  of  the

people  were  redress e d  and  solved  on  the  spot.  Thus,  they  have

been  made  to  shoulder  more  responsibilities.  

The  Commission  has  also  played  a  big  role  in  the  field  of  democra t ic

decent r a lisa t ion.  It  has  also  performe d  its  role  in  the  legisla tive

field.  Every  legislative  measu re ,  financial  proposal  and

adminis t ra t ive  measur e  which  is  introduce d  in  the  House  has  an

eye  on  the  allocations  of  funds  and  achieveme n t  of  targe t s .  

No  cabinet  will  usually  introduce  a  measur e  which  has  financial

implications,  but  which  it  feels  it  cannot  get  approved  from  the

Commission.  
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Achievemen t s  of  Economic  Planning  in  India:  Economic  planning  in  India,

formally  conceived  in  1951,  has  come  a  long  way  in  helping  the

economy  to  tackle  the  challenges  in  various  sectors  and  has

enabled  it  to  achieve  rapid  economic  progre ss .   Some  of  the  major

achieveme n t s  of  planning  in  India  are  as  follows:  1.  Economic

Growth:  Economic  planning  in  India  has  been  successful  in

increasing  the  national  income  and  the  per  capita  income  of  the

count ry  resul ting  in  economic  growth.  The  net  national  income  at

factor  cost  increas ed  from  Rs.  4393.45  billion  in  1966-  67  to

Rs.45,  733  billion  in  2011- 12  (at  200405  prices).  The  per  capita

income  increas ed  from  Rs.8876  to  Rs.38,  048  during  the  same

period  (at  2004- 05  prices).  The  average  growth  rate  has  increas ed

from  3.5  percen t  during  1950  to  1970  to  about  5.5  percen t  after

1990’s.  The  economy  recorded  a  growth  rate  of  7.8  percen t

during  the  eleventh  five-  year  plan.  2.  Progress  in  Agricultu re :  The

first  five- year  plan  focused  on  agricul tu r a l  developme n t .  However ,

agricul tu r al  sector  did  not  receive  priority  in  the  subseque n t

plans.  Yet,  with  various  initiatives  implemen t e d  in  the  agricul tu r a l

sector  such  as  the  green  revolution  and  agricul tu r a l  pricing

policies,  there  has  been  a  conside rable  increase  in  the  output  of

the  agricultu r al  sector .  The  index  of  agricul tu r a l  produc tion

increas ed  from  85.9  in  1970- 71  to  165.7  in  1999- 2000  (Base  year-

1981- 82).  The  produc tion  of  major  food  grains  which  includes

rice,  wheat ,  coarse  cereals  and  pulses  has  increas ed  from  77.14

million  tons  in  1958- 59  to  252.22  tons  in  201516.  With  the

introduc tion  of  green  revolution,  the  yield  per  hecta r e  of  food

grains  has  increas ed  from  662  kg  in  1959- 60  to  2056  kg  in  2015-

16.  Similarly,  the  produc tion  of  commercial  crops  has  also

recorde d  an  increasing  trend.  Various  reforms  in  the  agricul tu r a l
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sector  such  as  the  Rashtr iyaKrishiBimaYojana  and  Kisan  credit

cards  during  the  ninth  plan  and  National  Food  Securi ty  Mission

and  Rashtr iyaKrishiVikasYojana  during  the  eleventh  plan  have

been  quite  successful  in  improving  the  perform a nc e  of  the

agricul tu r al  sector.  3.  Indust rial  Growth:  Economic  planning  has

also  contribu ted  to  the  progress  of  the  indust rial  sector.  The  index

of  indus t r ial  produc tion  increas ed  from  54.8  in  1950- 51  to  152.0

in  1965- 66  (Base  year-  196061)  which  is  about  176  percen t

increas e  in  produc tion  during  the  first  three  five- year  plans.  
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It  went  up  from  109.3  in  1981- 82  to  232.0  in  1993- 94  (Base  year-  1980-

81).  Taking  2004- 05  as  the  base  year,  the  index  of  indus t r ial

produc tion  recorde d  an  increas e  from  108.6  in  200506  to  181.1  in

2015- 16.  The  introduc tion  of  reforms  in  1991  relieved  the

indust rial  sector  from  numerous  bureauc r a t ic  rest rictions  that

were  prevalen t  earlier .  This  has  led  to  the  rapid  growth  of  the

indust rial  sector  in  India.  India  has  made  remarka ble  progress  in

cotton  textiles,  paper ,  medicines,  food  processing ,  consume r

goods,  light  enginee ring  goods  etc.  4.  Public  Sector:  The  public

sector  played  a  predominan t  role  in  the  economy  immediat e ly

after  the  independ e nc e .  While  there  were  only  5  indust rial  public

sector  enterp ri se s  in  1951,  the  number  increase d  to  244  in  1990

with  an  investm en t  of  Rs.99,  330  cores.  However ,  the  number  of

public  sector  enterp ri se s  fell  to  217  in  March  2010.  Yet,  the

cumulative  investme n t  went  up  to  Rs.5,  79,920  cores.  The  ratio  of

gross  profit  to  capital  employed  increas e d  from  11.6  percen t  in

1991- 92  to  21.5  percen t  in  2004- 05.  Heavy  enginee ring  and

transpor t  equipmen t  indust r ies  recorde d  a  117  percen t  and  111

percen t  growth  respec tively  in  2006- 07  over  the  previous  year.

Very  high  profits  were  recorded  by  petroleum,  telecom m u nica t ion

services,  power  genera t ion,  coal  and  lignite,  financial  services,

transpor t  services  and  minerals  and  metal  indus t ries .  The

governm e n t  has  eliminated  a  numbe r  of  res t ric tions  on  the

opera t ional  and  financial  powers  of  the  Navara t n as ,  Minira tna s

and  several  other  profit  making  public  sector  ente rp ri se s .  5.

Infras t ruc t u r e :  Developme n t  of  infras t ruc tu r e  such  as  transpo r t

and  communica t ion,  power,  irriga tion  etc.,  is  a  pre- requisi te  to

rapid  economic  growth  and  developm en t .  Expansion  of  transpo r t

facilities  enables  easy  movemen t  of  goods  and  services  and  also
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enlarges  the  market .  Irrigat ion  project s  contribut e  significantly  to

rural  developme n t .  Power  projects  help  in  meeting  the  growing

demand  for  power  by  both  indus t r ial  and  household  sector .  The

total  road  length  increase d  from  about  400,000  km  in  1951  to

about  4.7  million  km  in  2011.  India  has  the  second  larges t  road

network  in  the  world  with  about  5,472,444  kilomete r s  of  road,  as

on  March  31,  2015.  The  route  length  of  the  Indian  railway

network  has  increas e d  from  about  53,596  km  in  1951  to  about

64,450  km  in  2011.  The  investme n t  in  infras t ruc tu r e  as  a

percen t a g e  of  GDP  was  about  5.9  percen t  during  the  tenth  plan

and  increas ed  to  about  7.2  percen t  during  the  eleventh  plan.  

6.  Educat i o n  and  Heal th  Care:  

Education  and  health  care  are  considere d  as  human  capital  as  they

contribute  to  increase d  produc tivity  of  human  beings.  Considerable

progre ss  was  achieved  in  the  educa tion  as  well  as  heal th  sector  during

the  five- year  plans.  The  number  of  universi t ies  increas e d  from  about  22

in  1950- 51  to  254  in  2000- 01.  There  were  about  22  central  universi ties,

345  state  universi ties,  123  deemed  universi ties  and  about  41,435

colleges  in  2016.  The  number  of  institu tions  in  higher  educa tion  has

increas ed  to  over  100  percen t  since  2008.  With  the  growth  in  the  numbe r

of  insti tu tions,  the  literacy  rate  in  India  has  increas ed  from  16.7  percen t

in  1950- 51  to  74.04  percen t  in  2011.  With  improveme n t s  in  the  health

infras t ruc t u r e ,  India  has  been  able  to  successfully  control  a  number  of

life  threa t e ning  diseases  such  as  small  pox,  cholera ,  polio,  TB  etc.  As  a

result ,  there  has  been  a  fall  in  the  death  rate  from  27.4  per  thousand

persons  in  1950- 51  to  7.3  per  thousand  persons  in  2016.  The  life

expectancy  has  increas ed  from  about  32.1  years  in  1951  to  68.01  years  in

2014.  The  infant  mortali ty  rate  has  declined  from  149  per  thousand  in

1966  to  37.42  per  thousand  in  2015.
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7.  Growth  of  Servic e  Sector:

 Service  sector  is  the  key  contribu to r  to  the  economic  growth  of  India.

The  service  sector  contribu te d  to  about  53.2  percen t  of  the  gross  value

added  growth  in  2015- 16.  The  contribu tion  of  the  IT  sector  to  India’s

GDP  increas ed  from  about  1.2  percen t  in  1998  to  9.5  percen t  in  2015.

The  service  sector  has  recorded  a  growth  rate  of  about  138.5  percen t  in

the  last  decade.  Financial  services ,  insurance ,  real  estat e  and  business

services  are  some  of  the  leading  services  that  have  been  recording  a

robus t  growth  in  the  past  few  years.  The  rapid  growth  of  the  service

sector  in  India  could  be  att ribute d  to  the  inflow  of  huge  amount  of  FDI  in

this  sector.  India’s  share  of  service  expor ts  in  the  world  service  exports

has  increase d  from  0.6  percen t  in  1990  to  3.3  percen t  in  2011.  8.  Savings

and  Investme n t :  Savings  and  Investme n t s  are  major  driving  forces  of

economic  growth.  The  gross  domestic  savings  in  India  as  a  propor tion  of

GDP  has  increase d  from  8.6  percen t  in  1950- 51  to  about  30  percen t  in

2012- 13.  The  gross  capital  formation  has  increase d  from  8.4  percen t  in

1950- 51  to  34.70  in  2012- 13.  Capital  accumula t ion  is  the  key  to  economic

developme n t .  It  helps  in  achieving  rapid  economic  growth  and  has  the

ability  to  break  the  vicious  circle  of  poverty.

 9.  Scie n c e  and  Tech n o l o g y:  

India  is  the  third  most  prefer r e d  destina tion  for  technology  investme n t s .

It  is  among  the  top  most  count ries  in  scientific  resea r ch  and  space

explora t ion.  India  is  also  making  rapid  progress  in  nuclear  technology.

ISRO  has  made  a  record  of  launching  104  satellites  in  one  go  on  a  single

rocket.  India  today  has  the  third  larges t  scientific  manpowe r  after  U.S.A

and  Russia.  The  governm e n t  has  under t ake n  various  measu re s  such  as

set ting  up  of  new  institu tions  for  science  education  and  resea rc h ,

launching  the  technology  and  innovation  policy  in  2013,  streng th e n ing

Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce 
&Management, KAHE,                        Page 26



KARPAGAM ACADEMY OF HIGHER EDUCATION
Class:  III  B.COM                Cours e  Nam e:  Indian  

Econ o m y

 Cours e  Code:1 6C M U 6 0 4 A            UNIT  – II         Sem e s t e r:  VI    
Year:  201 6 - 19  Batch
the  infras t ruc t u r e  for  resear ch  and  developme n t  in  universi ties ,  and

encouraging  public-  private  par tne r s hip  etc.  10.  Foreign  Trade:  On  the

eve  of  independ e n c e ,  India’s  primary  export s  were  agricul tu r a l

commodities  and  UK  and  US  were  its  major  trading  partne r s .  India  was

largely  depende n t  on  other  count r ies  for  various  capital  and  consume r

goods.  However ,  with  the  developme n t  of  heavy  indust ries  during  the

five- year  plans,  India  has  been  able  to  reduce  its  depende nc e  on  other

count r ies  and  was  able  to  achieve  self- reliance  in  a  number  of

commodities .  With  the  liberalisa tion  of  trade ,  India  now  export s  about

7500  commodities  to  about  190  count r ies  and  it  import s  about  6000

commodities  from  about  140  count ries .  The  export s  of  the  count ry

increas ed  from  Rs.  54.08  billion  in  1977-  78  to  Rs.  17,144.24  billion  in

2015- 16.  And  impor ts  have  increase d  from  Rs.  60.20  billion  in  1977- 78  to

Rs.  24,  859.27  billion  in  2015- 16.  Shortcomings  of  Economic  Planning  in

India:  1.  Slow  Growth:  The  planning  process  in  India  has  been  able  to

achieve  conside rable  increase  in  the  national  income  and  per  capita

income.  Yet,  the  rate  of  increase  has  been  slow  as  compared  to

developing  countr ies  like  China,  which  have  been  able  to  achieve  more

than  10  percen t  growth  rate  consis ten t ly.  India  was  able  to  achieve  a

growth  rate  of  only  about  4  to  5  percen t  during  the  pre- reform  period.  It

was  only  during  the  post  reform  period  that  is  after  1991,  that  the

count ry  could  experience  a  growth  rate  of  over  7  percen t .  2.  Neglect  of

Agricultur e :  The  five  year  plans  failed  to  pay  atten t ion  to  the  agricul tu r al

sector  except  for  the  first  fiveyear  plan.  As  a  resul t ,  the  agricul tu r a l

growth  rate  declined  from  3.62  percen t  in  1991- 92  to  0.81  percen t

during  2009- 10.  And  the  share  of  agricul tu r e  in  GDP  declined  from  about

50  percen t  during  1950- 51  to  about  16  percen t  of  the  GDP  in  2015.  3.

Unemploymen t :  \
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The  plans  have  failed  to  address  the  problem  of  unemploymen t  which  is  a

cause  of  many  social  evils.  The  unemploymen t  rate  has  marginally

reduced  from  8.35  percen t  during  197273  to  about  6.53  percen t  in  2009-

10.  It  was  about  4.19  percen t  in  2013.  The  growth  rate  of  employmen t

has  recorded  a  decline  from  2.61  percen t  in  1972- 73  to  1.50  percen t

during  2009- 10.  The  employmen t  in  primary  sector  recorded  a  negative

growth  rate  of  0.13  percen t  in  2009- 10.  4.  Widespre a d  Poverty:  Failure

to  address  the  problem  of  unemploymen t  has  resul ted  in  widespre a d

pover ty  in  the  count ry.  The  first  four  plans  failed  to  addres s  the  problem

of  poverty.  It  was  only  during  the  fifth  five- year  plan  that  measur e s  were

taken  to  tackle  poverty  directly  by  introducing  various  poverty  alleviation

progra m m e s .  These  progra m m e s ,  however ,  have  achieved  only  limited

success .  The  pover ty  rate  in  India  declined  from  about  26.1  percen t  in

2000  to  21.9  percen t  in  2011.  5.  Inflation:  Poverty  is  aggrava t ed  under

the  situat ion  of  inflation.  The  five- year  plans  have  not  been  able  to

stabilise  the  prices  due  to  which  there  has  been  a  steep  rise  in  the

genera l  prices.  The  inflation  rate  was  around  10  percen t  in  2012.  6.

Rising  Inequality:  With  rapid  economic  growth,  the  count ry  has  been

witness ing  a  rise  in  the  level  of  inequality.  It  has  been  estimated  that  the

riches t  1  percen t  own  about  58  percen t  of  the  count ry’s  wealth.  Poor

performa nc e  of  the  agricul tu r al  sector  and  lack  of  investme n t s  in  rural

infras t ruc t u r e  are  cited  as  the  primary  reason  for  such  rising

inequali ties.  7.  Political  Instability:  Political  instability  and  inefficient

adminis t ra t ion  are  the  major  hurdles  in  successful  implemen t a t ion  of  the

plans.  Though  the  plans  are  formulate d  after  complet e  analysis  of  the

economic  situation,  most  of  the  plans  fail  to  achieve  the  targe t s  due  to

inefficient  administ r a t ion,  corrup tion,  vested  interes t s  and  red  tapism.

The  achieveme n t s  and  failures  of  the  economic  planning  in  India,  thus,

reveal  the  underlying  gaps  in  the  process  of  planning.  It  is  an  undeniable
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fact  that  the  curren t  level  of  growth  and  developme n t  that  the  count ry

has  achieved  could  not  have  been  possible  without  planning.  Yet,

systema t ic  and  efficient  implemen t a t ion  of  the  plans  and  stra tegic

policies  to  tackle  the  problem  of  unemploymen t  and  pover ty  could  take

the  count ry  to  grea te r  heights.  It  is  strongly  believed  that  the  NITI  Aayog

would  addre ss  these  gaps  that  existed  in  the  planning  process  in  India

and  would  strive  to  build  a  vibrant  economy  over  the  years.  

Import  Subst i t u t i o n  Indus tr ia l iz a t i o n  (ISI)  

What  is  'Impor t  Substi tu t ion  Indus t rializat ion  (ISI)'?  Impor t  substi tu t ion

indust rializat ion  is  a  theory  of  economics  typically  adhered  to  by

developing  count ries  or  emerging- marke t  nations  that  seek  to  decreas e

their  depende nc e  on  developed  count ries  and  increas e  their  self-

sufficiency.  The  theory  targe t s  the  protect ion  and  incuba tion  of  newly

formed  domestic  indust ries  to  fully  develop  sector s  so  the  goods

produced  are  competi t ive  with  impor ted  goods.  Under  ISI  theory,  this

process  makes  local  economies  self- sufficient .  

'Impor t  Substi tu t ion  Indus t rializa tion  (ISI)'  

The  ISI  theory  emerge d  in  Latin  American  countr ies  following  World  War

II.  The  primary  goal  of  the  impleme n t e d  theory  is  to  protec t ,  streng t h e n

and  grow  local  indust ries  using  a  variety  of  tactics,  including  tariffs,

import  quotas  and  subsidized  governm e n t  loans.  Count ries  that

implemen t  this  theory  attemp t  to  shore  up  produc tion  channels  for  each

stage  of  a  produc t ' s  developme n t .  This  theory  runs  direc tly  counte r  to

compara t ive  advantage ,  which  is  when  count ries  specialize  in  producing

goods  at  a  lower  oppor tuni ty  cost  and  expor t  them.  
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ISI  policies  were  initially  implemen t e d  by  count ries  in  the  global  south,

where  the  intention  was  to  develop  self- sufficiency  by  creating  an

internal  market  within  each  count ry.  The  success  of  ISI  policies  was

facilita ted  by  subsidizing  prominen t  indust r ies  such  as  power  genera t ion

and  agricul tu r e ,  as  well  as  subsidizing  nationalization,  grea t e r  taxation

and  protec t ionis t  trade  policies.  Developing  count r ies  slowly  turned  away

from  ISI  in  the  1980s  and  1990s  after  insistence  was  placed  on  global

market- driven  liberalization,  a  concep t  based  on  the  structu r a l

adjustm en t  program s  of  the  Interna t ional  Moneta ry  Fund  and  the  World

Bank.  

Indus tr ia l  Policy  

Indus t rial  policy  is  a  documen t  that  sets  the  tone  in  implemen t ing ,

promoting  the  regula to ry  roles  of  the  governme n t .  It  was  an  effort  to

expand  the  indust rializat ion  and  uplift  the  economy  to  its  deserved

heights .  It  signified  the  involvement  of  Indian  governm e n t  in  the

developme n t  of  indust r ial  sector .  

With  the  introduc tion  of  new  economic  policies,  the  main  aim  of  the

governm e n t  was  to  free  the  Indian  indust ry  from  the  chains  of  licensing.

The  regula to ry  roles  of  the  Indian  governm e n t  refer  to  the  policies

towards  indust ries ,  their  establishme n t s ,  their  functioning,  their

expansion,  their  growth  as  well  as  their  manage m e n t .  

Indus t rial  growth  of  a  count ry  is  guided  and  regula te d  through  its

indust rial  policies.  Let’s  unders t an d  the  journey  of  various  indust r ial

policies  

I.  Indust r ial  Policy  of  1948  The  first  indust rial  policy  after  independ e nc e

was  announce d  on  6th  April  1948.  It  was  presen t ed  by  Dr  Shyama  Prasad

Mukherjee  then  Indust ry  Ministe r .  The  main  goal  of  this  policy  was  to
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acceler a t e  the  indust r ial  developme n t  by  introducing  a  mixed  economy

where  the  private  and  public  sector  was  accepted  as  impor tan t  in  the

developme n t  of  the  economy.  It  saw  Indian  economy  in  socialistic

pat te rn s .  The  large  indust ries  were  classified  into  four  categories :  

�  Indust ries  with  exclusive  State  Monopoly/Str a t e gic  indust r ies :   It

included  indust r ies  engaged  in  the  activity  of  atomic  energy,  railways

and  arms  and  ammuni tion.  

�  Indust ries  with  Governm e n t  control:  This  category  included  indust r ies

of  national  import anc e .  18  such  categories  were  mentioned  in  this

category  such  as  fertilizers,  heavy  machine ry,  defence  equipmen t ,  heavy

chemicals,  etc.  

�  Indust ries  with  Mixed  sector :  This  category  included  indust r ies  that

were  allowed  to  opera t e  independ e n t ly  in  private  or  public  sector.  The

governm e n t  was  allowed  to  review  the  situation  to  acquire  any  existing

private  under t aking.  

�  Indust ry  in  the  Private  sector:  Indust ries  which  were  not  mentioned  in

the  above  categories  fall  into  this  category.  High  importanc e  was  granted

to  small  business es  and  small  indust ries ,  leading  to  the  utilization  of  local

resourc es  and  crea ting  employmen t .  

II.  Industr ia l  Policy  Resol u t i o n ,  195 6  

This  second  indus t rial  policy  was  announc ed  on  April  20,  1956,  which

replaced  the  policy  of  1948.  The  feature s  of  this  policy  were:  

�  A new  classifica tion  of  Indust r ies .  

�  Non- discrimina to ry  and  fair  trea tm e n t  for  the  private  sector .Promotion

of  village  and  small- scale  indust r ies .
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�  To  achieve  developme n t  by  removing  regional  dispari ty.  

�  Labour  welfare.

The  IRDA divided  indust r ies  into  three  categories :  

�  Schedule  A indust ries:  The  indust r ies  that  were  under  the  monopoly  of

the  state  or  governm e n t .  It  included  7  indust r ies .  The  private  sector  was

also  introduce d  in  this  indust r ies  if national  intere s t  required .  

�  Schedule  B  indust ries :  In  this  category  of  indust ries ,  the  state  was

allowed  to  establish  new  units  but  the  private  sector  was  not  denied  to

set  up  or  expand  existing  units  e.g.  chemical  indust ries ,  fertilizer,

synthe t ic,  rubbe r ,  aluminium  etc.  

�  Schedule  C  indust ries :  So  the  indust ries  that  were  not  a  par t  of  the

above- mentioned  indust ries  then  it  formed  a  par t  of  Schedule  C

indust ries.  

To  summa rize,  the  policy  of  1956  in  which  the  state  was  given  a  primary

role  for  indus t r ial  developme n t  as  capital  was  scarce  and  business  was

not  strong.  

III.  Indian  Policy  State m e n t ,  197 3  

Indian  Policy  Statem e n t  of  1973  identified  high  priority  indus t ries  with

investm en t  from  large  indust rial  houses  and  foreign  companies  were

permit t ed .  Large  indust r ies  were  permit ted  to  star t  opera t ions  in  rural

and  backward  areas  with  a  view  to  developing  those  areas  and  enabling

the  growth  of  small  indus t ries  around.  And  so  the  basic  featu re s  of  Indian

Policy  Statem e n t  were:  

�  The  policy  was  direc ted  towards  removing  the  distor tions ,  it  provided

for  closer  interac t ion  betwee n  agricul tu r e  and  indust r ial  sector .  
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�  Priority  was  given  towards  genera t ion  and  transmission  of  power.  

�  The  list  of  indust r ies  rese rved  for  the  small- scale  sector  was  expande d.  

�  Special  legisla tion  was  made  to  protec t  cottage  and  household

indust ries  were  introduce d .  

III.  Indian  Policy  Statem e n t  1977  Indian  Policy  State me n t  was  announc ed

by  George  Fernand e s  then  union  indust ry  ministe r  of  the  parliame n t .  The

highlights  of  this  policy  are:  

A] Target  on  the  developme n t  of  small- scale  and  cottage  indust ries .  

�  Household  and  cottage  indust ries  for  self- employment .

�  Tiny  sector  investme n t  up  to  1  lakhs.  

�  Smallscale  indus t r ies  for  investm en t  up  to  1-15  lakhs.

B] Large- scale  sector  

�  Basic  indust r ies:  infras t ruc tu r e  and  developm en t  of  small- scale  and

village  indust r ies .  

�  Capital  goods  indust r ies :  meeting  the  require m e n t  of  cottage

indust ries.  

�  High  technological  indus t r ies :  developme n t  of  agricul tu r e  and

smallscale  indust r ies  such  as  petroche micals ,  fertilizers  and  pesticides .  

C]  Restrict  the  control  of  big  business  houses .  

D]  Role  of  the  public  sector :  

�  Developme n t  of  ancillary  indust ries .
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�  To  make  available  exper tise  in  technology  and  manage m e n t  in  small

and  cottage  indust r ies .  

E]  Revival  and  rehabilita tion  of  sick  units.  

V. Indust rial  Policy,  1980  

The  Congress  governm e n t  announc ed  this  policy  on  July  23rd,  1980.  The

featur e s  of  this  policy  are:  

�  Promotion  of  balanced  growth.

�  Extension  and  simplification  of  automa t ic  expansion.

�  Taking  over  indust rial  sick  units.  

�  Regula tion  and  control  of  unautho rized  excess  production  capabilities

installed  for  indust rial  houses .  

�  Redefining  the  role  of  small- scale  units.  

�  Improving  the  performa nc e  of  the  public  sector.  

VI.  New  Indust r ial  Policy,  1991  The  featur e s  of  NIP,  1991  are  as  follows:  

�  Public  sector  de- rese rva t ion  and  privatiza tion  of  public  sector  through

disinvestm e n t .

�  Indus t rial  licensing.

�  Amendme n t s  to  Monopolies  and  Restrictive  Trade  Practices  (MRTP)

Act,  1969.

�  Liberalised  Foreign  Investme n t  Policy.  

�  Foreign  Technology  Agreem en t s  (FTA).
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�  Dilution  of  protec tion  to  SSI  and  emphasi s  on  competi t iveness

enhance m e n t .

The  all-around  changes  introduce d  in  the  indust rial  policy  framework

have  given  a  new  direction  to  the  future  indus t r ializa tion  of  the  count ry.

There  are  encoura ging  trends  on  diverse  fronts.  Indust r ial  growth  was

1.7  percen t  in  1991- 92  that  has  increase d  to  9.2  percen t  in  200708.The

indust rial  struc tu r e  is  much  more  balanced.  The  impact  of  indust r ial

reforms  is  reflected  in  multiple  increase s  in  investme n t  envisage d,  both

domestic  and  foreign.  

ECONOMIC  REFORMS  SINCE  199 1

Econ o m i c  Reform s:  Economic  reforms  or  structu r a l  adjustme n t  is  a

long  term  multi  dimensional  package  of  various  policies  (Liberalisa t ion,

privatisa tion  and  globalisa tion)  and  progra m m e  for  the  speedy  growth,

efficiency  in  produc tion  and  make  a  competi t ive  environm en t .  Economic

reforms  were  adopted  by  Indian  Govt.  in  1991.  

Factor’s  responsible  for  Economic  reforms.  1.  Fall  in  foreign  exchange

reserve  :  as  import s  grew  faster  than  export s  2.  Adverse  balance  of

payment s  resul ted  repayme n t  crisis  3.  Mounting  fiscal  deficit  as  govt.

expenditu r e  grew  faster  than  revenue  4.  Rise  in  prices,  which  has  the

nega tive  impact  on  Investm e n t .  5.  Failure  of  public  ente rp r ise s :-  very  low

return  on  high  Investm en t  6.  Gulf  crisis  increases  crude  oil  prices  which

nega tively  affected  BOP.  7.  High  rate  of  deficit  financing  8.  Collapse  of

soviet  block.

New  Economic  Policy:-  It  refers  to  economic  reforms  introduce d  since

1991  to  improve  the  produc tivity  and  profitability  of  economy  and  to

make  it  globally  competi t ive.  Measure s  of  New  Economic  policy

Stabilisation  measur e s :  These  are  short  run  measu re s  introduced  by  Govt
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to  control  rise  in  price,  adverse  balance  of  payment  and  fall  in  foreign  ex-

change  rese rve.  

Structu r a l  adjustme n t :  These  are  long  run  policies,  aimed  at  improving

the  efficiency  of  the  economy  and  increasing  its  interna t ional

competivene ss  by  removing  the  rigidity  in  various  segmen t  of  the  Indian

economy.  

In  the  new  economic  policy  1991,  Structu r a l  reforms  can  be  seen  with

respect  to.   -Liberalisa tion.  

 -Privatisa t ion  - Globalisa tion.  

Liberalisa tion  Liberalisa t ion  means  removing  all  unnecess a ry  control  and

rest ric tions  like  permits  licences,  protec t ionis t  duties  quotas  etc.  In  other

words,  It  may  defined  as  loosening  of  govt.  regula t ion  in  a  country  to

allow  for  private  sector  companies  to  opera t e  business  trans ac t ions  with

fewer  res t ric tions.  Objectives  of  liberalisa tion  :-   1.To  decreas e  debt

burden  of  the  country  2.  To  expand  size  of  the  market  3.To  increase

competi t ion  among  domestic  indust r ies  4.To  encourag e  expor t  and

import  of  goods  and  services.  Economic  reforms  under  liberalisa t ion.  1.

Indus t rial  sector  reforms  �  Abolition  of  Indust rial  Licensing  �  Contrac t ion

off  Public  Sector  �  Freedom  to  Import  capital  goods  2.  Financial  sector

reforms.

�  Reducing  various  Ratios(SLR,  CRR)  �  Change  in  role  of  RBI  from

regula to r  to  facilita tor  �  De- regula t ion  of  interes t  rates  3.  Fiscal

reforms/Tax  reforms  4.  Foreign  exchang e  reforms  

�  Devaluat ion  of  rupee  5.Trade  and  investm en t  reforms.

Privatisa tion  Privatisa t ion  is  the  genera l  process  of  involving  the  private

sector  in  the  ownership  or  opera t ion  of  a  state  owned  ente rp ri ses .
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Policies  adopted  for  privatisa t ion  1.  Contrac t ion  of  public  sector .  2.

Abolish  the  ownership  of  Govt.  in  the  manage m e n t  of  public  ente rp r ise s .

3.  Sale  of  shares  of  public  enterp r ise s .  Objectives  of  Privatisa t ion:-  1.

Raising  funds  from  Disinves tme n t  2.Improving  the  financial  condition  of

the  govt.  3.Bringing  healthy  competi t ion  within  an  economy  4.  Making

Way  for  Foreign  Direct  Investm e n t  Globalisat ion  Globalisa tion  may  be

defined  as  a  process  associa ted  with  increasing  opennes s ,  growing

economic  interdep e n d e n c e  and  deepening  economic  integra t ion  in  the

world  economy.  

KARPAGAM  ACADEMY  OF  HIGHER  EDUCATION,  COIMBATORE  Class:

III  B.COM                   Course  Name:  Indian  Economy  

 Course  Code:16CMU 604A               UNIT  – 2      Semes te r :  VI     Year:

2016- 19  Batch  

Prepa re d  by  Vishnupriya  S,  Assistant  Professor ,  Dept  of  Manage m e n t ,

KAHE,   Page  24/31  

Policy  promoting  globalisa tion.  1.  Increase  in  equity  limit  of  foreign

investm en t .  2.  Partial  conver tibility.  3.  Long  term  trade  policy.  4.

Reduction  in  tariff.  

An  Appraisal  of  LPG  Policies  1.  Increas e  in  foreign  investme n t .  2.

Increase  in  foreign  exchange  rese rves .  3.  A check  of  inflation.  4.  Increas e

in  national  income.  5.  Increase  in  expor ts .  6.  Consum e r  sovereign ty.

Negative  Impac t:  1.  Neglect  of  agricul tu r e .  2.  Jobless  growth.  3.  Increase

income  inequalities .  4.  Adverse  effect  of  disinvestm e n t  policy.  5.  Spread

of  consum e r is m.  6.  Cultural  erosion.  7.  Encourage s  economic  colonialism
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World  Trade  Organisa t ion(WTO)  World  Trade  Organisa t ion,  as  an

institu tion  was  established  in  1995.  It  replaced  General  Agreem en t  on

Trade  and  Tariffs  (GATT)  which  was  in  place  since  1946.  The  overriding

objective  of  the  World  Trade  Organisa t ion  is  to  help  trade  flow  smoothly,

freely,  fairly  and  predictably;  to  meet  its  objective  WTO  performs  the

following  functions:-  

�   Administe r ing  W.T.O  Trade  Agreeme n t s .  �   Acting  as  a  Forum  for

trade  negotia tions .  �  Settling  and  Handling  Trade  disputes  �  Monitoring

and  reviewing  national  trade  policies,  �  Assisting  the  membe r  in  trade

policies  through  technical  assistance  and  training  progra m m e s  �

Technical  assistanc e  and  training  for  developing  countr ies .  �   Co-

opera t ion  with  other  Interna t ional  Organisa t ion  

7  Major  Steps  of  Economic  Reforms  Taken  by  Governm e n t  of  India  

For  the  attainm e n t  of  the  above- mentioned  objectives,  the  governm e n t  of

India  has  

taken  the  following  major  steps:  

�  (1)  New  Indus t rial  Policy  

�  Under  Indus t rial  Policy,  keeping  in  view  the  priorities  of  the  count ry

and  its  economic  

developme n t ,  the  roles  of  the  public  and  private  sector s  are  clearly

decided.  

�  Under  the  New  Indust r ial  Policy,  the  indust ries  have  been  freed  to  a

large  extent  from  
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the  licenses  and  other  controls.  In  order  to  encoura g e  modernisa t ion,

stress  has  been  

laid  upon  the  use  of  lates t  technology.  A  great  reduction  has  been

effected  in  the  role  

of  the  public  sector.  

�  Efforts  have  been  made  to  encourag e  foreign  investme n t .  Investme n t

decision  by  

companies  has  been  facilita ted  by  ending  rest ric tions  imposed  by  the

MRTP  Act.  

Similarly,  Foreign  Exchange  Regula tion  Act  (FERA)  has  been  replaced

with  Foreign  

Exchange  Manage m e n t  Act  (FEMA).  

�  Some  impor tan t  points  of  the  New  Indust r ial  Policy  have  been

highlighted  here  

 (i)  Abolition  of  Licensing:  

�  Before  the  advent  of  the  New  Indust r ial  Policy,  the  Indian  indust ries

were  opera t ing  

under  strict  licensing  system.  Now,  most  indust ries  have  been  freed  from

licensing  

and  other  rest ric tions .  

�  (ii)  Freedom  to  Impor t  Technology:  

�  The  use  of  lates t  technology  has  been  given  prominence  in  the  New

Indus t rial  Policy.  
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Therefore ,  foreign  technological  collabora t ion  has  been  allowed.  

�  (iii)  Contrac t ion  of  Public  Sector:  

�  A policy  of  not  expanding  unprofitable  indust rial  units  in  the  public

sector  has  been  

adopted .  Apart  from  this,  the  governm e n t  is  following  the  course  of

disinvestm e n t  in  

such  public  sector  under t aking.  (Selling  some  shares  of  public  sector

enterp ri se s  to  

private  sector  entrep r e n e u r s  is  called  disinves tm e n t .  This  is  a  medium  of  

privatisa tion.)  

�  (iv)  Free  Entry  of  Foreign  Investme n t :  

�  Many  steps  have  been  taken  to  att rac t  foreign  investme n t .  Some  of

these  are  as  

follows:  

�  (a)  In  1991,  51%  of  foreign  investm en t  in  34  high  priority  indus t r ies

was  allowed  

without  seeking  governme n t  permission.  

�   (b)  Non- Resident  Indians  (NRIs)  were  allowed  to  invest  100%  in  the

expor t  houses ,  

hospitals ,  hotels,  etc.  

�  (c)  Foreign  Investm en t  Promotion  Board  (FIPB)  was  established  with  a

view  to  
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speedily  clear  foreign  investme n t  proposals.  

�  (d)  Restrictions  which  were  previously  in  opera t ion  to  regula te

dividends  repat r ia t ion  

by  the  foreign  investors  have  been  removed.  They  can  now  take

dividends  to  their  

native  count ries.  

�  (v)  MRTP  Restrictions  Removed:  

�  Monopolies  and  Restrictive  Trade  Practices  Act  has  been  done  away

with.  Now  the  

companies  do  not  need  to  seek  governme n t  permission  to  issue  share s ,

extend  their  

area  of  opera t ion  and  establish  a  new  unit.  

�  (vi)  FERA  Restrictions  Removed:  

�  Foreign  Exchange  Regula tion  Act  (FERA)  has  been  replaced  by  Foreign

Exchange  

Manage m e n t  Act  (FEMA).  It  regula t es  the  foreign  trans ac t ions .  These

transac t ions  

have  now  become  simpler .  

�  (vii)  Increas e  in  the  Import anc e  of  Small  Indus t ries :  

�  Efforts  have  been  made  to  give  importance  to  the  small  indust r ies  in

the  economic  

developme n t  of  the  count ry.  
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�  (2)  New  Trade  Policy  

�  Trade  policy  means  the  policy  through  which  the  foreign  trade  is

controlled  and  

regula te d .  As  a  resul t  of  liberalisa t ion,  trade  policy  has  undergon e

tremen dous  

changes .  Especially  the  foreign  trade  has  been  freed  from  the

unnecess a ry  controls.  

�  The  age- old  rest ric tions  have  been  eliminated  at  one  go.  Some  of  the

chief  

charac t e r i s t ics  of  the  New  Trade  Policy  are  as  follows:  

�  (i)  Reduction  in  Rest rictions  of  Export- Import :  

�  Restrictions  on  the  export s- import s  have  almost  disappe a r e d  leaving

only  a  few  items.  

�  (ii)  Reduction  in  Export- Impor t  Tax:  

�  Export- import  tax  on  some  items  has  been  complet ely  abolished  and  on

some  other  

items  it  has  been  reduced  to  the  minimum  level.  

�  (iii)  Easy  Procedu re  of  Export- Import:  

�  Impor t- export  procedu r e  has  been  simplified.  

�  (iv)  Establishm e n t  of  Foreign  Capital  Marke t:  

�  Foreign  capital  marke t  has  been  established  for  sale  and  purchase  of

foreign  exchange  
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in  the  open  marke t .  

�  (v)  Full  Conver tibility  on  Curren t  Account:  

�  In  1994- 95,  full  conver tibility  became  applicable  on  curren t  account .  

�  Here  it  is  impor tan t  to  clarify  the  meaning  of  curren t  account  and  full

conver tibili ty.  

Therefore ,  this  has  been  done  as  follows:  

�  Curren t  Account:  

�  Transac t ions  with  the  foreign  count ries  are  placed  in  two  categories:  (i)

transac t ion  

with  curren t  account ,  for  example,  impor t- expor t,  (ii)  Capital  account

transac t ions ,  

like  investm en t .  

�  Full  Conver t ibility:  

�  In  short,  full  conver tibility  means  unres t r ic t ed  sale  and  purchas e  of

foreign  exchange  

in  the  foreign  exchange  marke t  for  the  purpose  of  payment s  and  receipt s

on  the  items  

connected  with  curren t  accoun t .  It  means  that  there  is  no  governm e n t

rest ric tion  on  

the  sale  and  purchas e  of  foreign  exchange  connec ted  with  curren t

account .  

�  On  the  other  hand,  sale  and  purchas e  of  foreign  exchange  connec ted

with  capital  
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account  can  be  carried  on  under  the  rates  dete rmined  by  the  Reserve

Bank  of  India  

(RBI),  

�  (vi)  Providing  Incentive  for  Export :  

�  Many  incentives  have  been  allowed  to  Export-  oriented  Units  (EOU)

and  Export  

Processing  Zones  (EPZ)  for  increasing  export  trade.  

�  (3)  Fiscal  Reforms  

�  The  policy  of  the  governm e n t  connecte d  with  the  income  and

expenditu r e  is  called  

fiscal  policy.  The  grea t e s t  problem  confronting  the  Indian  governme n t  is

excessive  

fiscal  deficit.  In  1990- 91,  the  fiscal  deficit  was  8%  of  the  GDP.  (It  is

import an t  to  

unders t a n d  the  meaning  of  fiscal  deficit  and  GDP.)  

�  (i)  Fiscal  Deficit:  

�  A  fiscal  deficit  means  that  the  count ry  is  spending  more  than  its

income,  

�  (ii)  Gross  Domestic  Produc t  (GDP):  

�  The  GDP  is  the  sum  total  of  the  financial  value  of  all  the  produce d

goods  and  services  

during  a  year  in  a  count ry.  Generally,  the  financial  deficit  is  calcula ted  in

the  form  of  
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GDP’s  percen t a g e .  Presen t ly,  the  governm e n t  of  India  is  making  efforts

to  take  it  to  

4%.  

�  Solutions  of  Fiscal  Deficit  

�  In  order  to  handle  the  problem  of  fiscal  deficit,  basic  changes  were

made  in  the  tax  

system.  The  following  are  the  major  steps  taken  in  this  direc tion:  

�  (i)  The  rate  of  the  individual  and  corpora t e  tax  has  been  reduced  in

order  to  bring  

more  people  in  the  tax  net.  

�  (ii)  Tax  procedu r e  has  been  simplified.  

�  (iii)  Heavy  reduc tion  in  the  import  duties  has  been  implemen t e d .  

�  (4)  Moneta ry  Reforms  

�  Moneta ry  policy  is  a  sort  of  control  policy  through  which  the  central

bank  controls  the  

supply  of  money  with  a  view  to  achieving  the  objectives  of  the  genera l

economic  

policy.  Reforms  in  this  policy  are  called  moneta ry  reforms.  The  major

points  with  

rega rd  to  the  moneta ry  reforms  are  given  below:  

�  (i)  Statu to ry  Liquidity  Ratio  (SLR)  has  been  lowered.  (A  commercial

bank  has  to  
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maintain  a  definite  percen t a g e  of  liquid  funds  in  relation  to  its  net

demand  and  time  

liabilities.  This  is  called  SLR.  In  liquid  funds,  cash  investme n t  in

permit t ed  securi ties  

and  balance  in  curren t  accoun t  with  nationalised  banks  are  included.)  

�  (ii)  The  banks  have  been  allowed  freedom  to  decide  the  rate  of  interes t

on  the  amount  

deposi ted .  

�  (iii)  New  standa rd s  have  been  laid  down  for  the  income  recogni tion  for

the  banks.  (By  

recognition  of  income,  we  mean  what  is  to  be  considere d  as  the  income

of the  bank.  

For  example,  should  the  interes t  on  the  bad  debt  be  considere d  as  the

income  of  the  

bank  direc tions  have  been  issued  in  this  context.  

�  (iv)  Permission  to  collect  money  by  issuing  shares  in  the  capital  market

has  been  

granted  to  nationalised  banks.  

�  (v)  Permission  to  open  banks  in  the  private  sector  has  also  been

granted .  

�  (5)  Capital  Marke t  Reforms  

�  The  marke t  in  which  securi ties  are  sold  and  bought  is  known  as  the

capital  marke t .  
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The  reforms  connec ted  with  it  are  known  as  capital  marke t  reforms.  This

market  is  the  

pivot  of  the  economy  of  a  count ry.  The  governm e n t  has  taken  the

following  steps  for  

the  developme n t  of  this  marke t:  

�  (i)  Under  the  Portfolio  Investme n t  Scheme,  the  limit  for  investm en t  by

the  NRIs  and  

foreign  companies  in  the  shares  and  deben tu r e s  of  the  Indian  companie s

has  been  

raised.  (Portfolio  Investme n t  Scheme  means  investing  in  securi ties.)  

�  (ii)  In  order  to  control  the  capital  marke t ,  the  Securi ties  and  Exchange

Board  of  India  

(SEBI)  has  been  established.  

�  (iii)  The  res t ric tion  in  respec t  of  intere s t  on  deben tu r e s  has  been  lifted.

Now,  it  is  

decided  on  the  basis  of  demand  and  supply.  

�  (iv)  The  office  of  the  Controller  of  Capital  Issue  which  used  to

determine  the  price  of  

shares  to  be  issued  has  been  dispensed  with.  Now,  the  companies  are

free  to  

determine  the  price  of  the  shares .  

�  (v)  Private  sector  has  been  permit ted  to  establish  Mutual  Fund.  

�  (vi)  The  regist ra t ion  of  the  sub  broker  has  been  made  manda to ry.  
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�  (6)  Phasing  out  Subsidies  

�  Cash  Compensa to ry  Suppor t  (CCS)  which  was  earlier  given  as  expor t

subsidy  has  

been  stopped.  CCS  can  be  unders tood  with  the  help  of  an  example.  

�  If  an  exporte r  wants  to  impor t  some  raw  mater ial  which  is  available

abroad  for  100,  

but  the  same  mater ial  is  available  in  India  for  120  and  the  governm e n t s

wants  the  raw  

material  to  be  purchas ed  by  the  export e r  from  India  itself  for  the

protec tion  of  

indigenous  indust r ies ,  the  governm e n t  is  ready  to  pay  the  difference  of

20  to  the  

expor te r  in  the  form  of  subsidy.  

�  The  payment  of  20  will  be  considere d  as  CCS.  In  addition  to  this,  the

CCS  has  been  

reduced  in  case  of  fertilizers  and  petro  produc ts .  

�  (7)  Dismantling  Price  Control  

�  The  governm e n t  has  taken  steps  to  remove  price  control  in  case  of

many  product s .  

(Price  Control  means  that  the  companie s  will  sell  goods  at  the  prices

determined  by  

the  governm e n t . )  The  efforts  to  remove  price  control  were  mostly  in

respect  of  
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fertilizers,  steel  and  iron  and  pet ro  produc ts .  Restrictions  on  the  import

of  these  

produc t s  have  also  been  removed  

3  years  of  Modig ovt:  

6  economic  policies  that  have  made  BJP  stronge r ,  harde r  to  defeat  

  Prime  Ministe r  Narend ra Mo di  is  less  than  ten  days  away  from

completing  actionpacke d  three  years  at  South  Block.  This  month  on  26

May,  the  Modi  governm e n t  will  ente r  into  fourth  year  of  its  five- year

term.  Prime  Ministe r  Modi  promised  many  economic  reforms  including

ease  of  doing  business ,  inflation  control,  fiscal  deficit,  trade  deficit,  job

creat ion,  manufac tu r ing  revival  - that  seems  to  have  been  delivered  with

the  exception  of  job  creat ion  on  which  India  has,  so  far,  failed  to  perform

as  expected .  Whatever  may  be  the  reason  behind  falling  job  creat ion  and

slow  down  in  manufactu r ing  indust ry,  the  Prime  Minister  has  seemingly

tried  to  address  these  two  issues  by  introducing  several  key  initiatives

such  as  'Make  in  India ',  'Skill  India ',  'Star t- up  India' .  Also,  the  Prime

Ministe r  last  year  on  Novembe r  8  demonet ised  large  currency  notes

which  was  later  termed  'the  single  most  economic  reform  in  the  history

of  independ e n t  India ' .  Let's  take  a  look  at  his  economic  achievem e n t s  in

three  years  in  office:   

 GST:  The  GST  bill,  which  is  scheduled  to  be  effective  from  July  1,  is  the

bigges t  tax  reform  being  under t ake n  since  Independ e nc e .  It  will  subsume

all  indirec t  taxes  to  create  one  rate  and  integra t e  the  count ry  into  a

single  marke t .  Once  the  GST  is  in  force,  it  will  replace  at  least  17  state

and  federal  taxes  and  bring  them  under  single  unified  tax  structu r e .  GST

is  a  compre he n s ive  indirec t  tax  on  manufac tu r e ,  sale  and  consum ption  of

goods  and  services  throughout  India  to  replace  taxes  levied  by  the
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centra l  and  state  governme n t s .  It  is  expected  to  bring  about  a  qualita t ive

change  in  the  tax  system  by  redis t ribu t ing  the  burden  of  taxation

equitably  between  manufac tu r ing  and  services .  While  officials  are  busy

in  laying  down  the  guidelines  for  effective  GST  regime,  the  Interna t ional

Moneta ry  Fund  has  already  apprecia t e d  India 's  effort  to  reform  count ry 's

taxation  system.  "The  governm e n t  has  made  significan t  progre ss  on

import an t  economic  reforms  that  will  suppor t  strong  and  sustainable

growth  going  forward,"  IMF  Deputy  Managing  Director  Tao  Zhang  said.  

 Demonetisa t ion  Last  year  on  Novembe r  8,  the  Prime  Ministe r  scrappe d

old  Rs  500  and  Rs  1,000  notes  to  what  he  called  a  step  to  root- out  black

money  and  fake  currency  in  the  system.  Six  months  later,  it  was  noticed

that  the  move  couldn ' t  achieve  the  desired  resul ts  as  fake  currencie s

were  still  running  and  corrup tion  was  still  rampan t .  However ,  the

governm e n t  succeede d  in  profiling  the  people  by  getting  to  know  the

differences  between  actual  flow  of  money  and  the  undecla r e d  money.

Recently  ,it  was  repor t ed  that  India  has  more  car  buyers  than  the

taxpaye rs  in  the  count ry.  In  last  assessm e n t  year,  there  were  only  5.5

lakh  people,  out  of  the  3.65  crore  individuals  who  filed  retu rn s ,  paid

income  tax  of  more  than  Rs  5  lakh  and  accoun te d  for  57  per  cent  of  the

total  tax  collection.  This  essentially  means  that  only  1.5  per  cent  of  those

filing  tax  retu rn s  (3.65  crore)  were  contribu ting  to  57  per  cent  of  tax

kitty.  The  Prime  Ministe r  wanted  to  address  this  issue  by  bringing  the

unaccoun t e d  money  into  banking  channel .  While  many  top- notch

economis t s  were  divided  over  its  impact  on  the  economy,  former  UIDAI

Chairman  NandanNilekani  hailed  Modi'sde mon e t i sa ion  move  and  said

that  it  would  see  a  massive  activation  of  digitisa tion  of  financial  services

in  the  count ry.  He  also  explained  as  to  how  India's  over  80  per  cent  work

force  will  come  into  formal  channel,  he  said:  "The  more  impor tan t  thing

is  when  the  economy  becomes  formal,  when  everybody's  financial
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transac t ions  are  digitised  ...India  is  going  to  go  from  data  poor  to  data

rich  and  that  will  make  it  more  and  more  difficult  for  people  to  do

dishones t  things  or  to  be  outside  the  system.  You  will  reduce  the  amount

of  black  money  in  the  system."  

Jan- Dhan:  It  was  15  August  2014  when  Prime  Ministe r  Narend r a M o di

launched  India's  bigges t  ever  financial  inclusion  drive.  PM  Modi

launched  his  first  flagship  progra m m e  called  Pradhan M a n t r i  Jan-

DhanYojana  which  was  count ry ' s  National  Mission  for  financial  inclusion

to  ensure  access  to  financial  services,  namely  savings  accoun ts ,

remit tanc e ,  credit ,  insurance ,  pension  in  an  affordable  manne r .  Prime

Ministe r ' s  move  was  to  provide  access  to  formal  banking  services  to

more  than  15  per  cent  of  the  unbanke d  popula t ion  in  the  count ry.  It

helped  Prime  Ministe r  Modi  re- establish  his  image  as  the  leader  of

masses .  Jan  DhanYojna  was  not  just  about  banking  but  also  about  several

other  benefits  that  the  Prime  Ministe r  Modi  offered  with  the  accoun ts .

Under  the  schem e,  if a  person  holds  an  accoun t  for  more  than  six  months

s/he  is  allowed  an  overdraf t  of  up  to  Rs  5,000.  Last  year,  the  ET  repor te d

that  over  19  lakh  accoun t  holders  had  already  availed  an  overdraf t

amounting  to  Rs  256  crore.  Jan  Dhan  accoun ts  holders  are  also  able  to

claim  acciden ta l  insurance  cover  of  Rs  1  lakh.  The  scheme  also  provides

life  cover  of  Rs.  30,000  payable  on  death  of  the  beneficiary.  Prime

Ministe r  Modi  tapped  count ry 's  over  15  per  cent  popula tion  with  just  one

economic  policy.  So  far,  over  27.84  crore  accounts  have  been  opened

under  Jan  DhanYojna.

Affordabl e H o u s i n g :  After  promising  banking  for  all,  Prime  Minister

Narend r a M odi  launche d  anothe r  flagship  housing  scheme

'Pradha nM a n t r iGra minAwasYojna '  with  the  aim  of  providing  'Housing
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For  All'  by  2022.  The  scheme  was  designed  entirely  for  the  rural  masses .

The  ambitious  scheme  aimed  to  provide  affordable  houses  to  4  crore

people  living  below  the  pover ty  line.  Under  the  new  rural  housing

scheme,  the  centra l  governm e n t  will  provide  a  financial  assistance  of  Rs

120000/-  for  const ruc t ing  the  home.  An  additional  assistance  of  Rs  12000

would  be  provided  for  const ruc t ion  of  toilets  in  households .  

Pradha nM a n t r iAwasYojna  says  that  "By  the  time  the  Nation  completes  75

years  of  its  Independ e n c e ,  Pradha nM a n t r iAwasYojna  will  bring  a  'Pucca

house '  for  every  family  in  urban  cities  with  wate r  connection,  toilet

facilities,  24x7  elect ricity  supply  and  complet e  access."  In  Uttar  Pradesh

alone  there  are  '1.5  crore  people  who  don' t  have  houses ' .

deendayalupa d hyaya  gram  jyotiyojana:  Gram  JyotiYojana  was  launched  to

ensure  round  the  clock  elect rici ty  supply  to  farmers  and  rural

households .  The  schem e  was  kick- star ted  by  the  Prime  Ministe r  on  25

July  2015.  The  progra m m e  was  expected  to  initiate  much  awaited

reforms  in  the  rural  areas .  During  his  Independ e nc e  Day  speech  in  2015,

the  Prime  Ministe r  had  announce d  that  all  of  the  count ry 's  villages  would

be  elect rified  in  1,000  days  and  that  by  December  2018,  all  Indian

citizens  would  have  access  to  elect rici ty.  "At  the  time  when  the  NDA

governm e n t  came  to  power,  there  were  18,452  un- elect rified  villages.

Out  of  these,  we  have  elect rified  12,022  villages  under  the

DeenDayalUpad hyaya  Gram  JyotiYojna(DDUGJY).  The  minist ry  is  trying

its  best  to  complet e  the  targe t  by  1  May  2018,"  The  Sunday  Guardian

quoted  a  minist ry  official  as  saying.  

 PM  Ujjwalayojana:   Last  year  on  May  1,  Prime  Ministe r  Narend r a M o di

launched  an  ambitious  social  welfare  scheme  -

Pradha nM a n t r iUjjwalaYojana  -  with  the  aim  of  providing  5  crore  LPG

connections  to  women  below  the  pover ty  line  across  the  count ry.  The

Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce 
&Management, KAHE,                        Page 52



KARPAGAM ACADEMY OF HIGHER EDUCATION
Class:  III  B.COM                Cours e  Nam e:  Indian  

Econ o m y

 Cours e  Code:1 6C M U 6 0 4 A            UNIT  – II         Sem e s t e r:  VI    
Year:  201 6 - 19  Batch
scheme  was  aimed  at  replacing  the  unclean  cooking  fuels  mostly  used  in

the  rural  India  with  the  clean  and  more  efficient  LPG  Gas.  Prime  Minister

Modi's  pledge  to  provide  cooking  gas  cylinders  to  every  households  has

helped  India  to  become  the  world 's  second- larges t  impor te r  of  liquefied

petroleum  gas  or  LPG.  Earlier  Bloomberg  repor t e d  that  India 's  impor t  of

LPG,  mostly  used  as  cooking  fuel,  increase d  23  per  cent  during  the

financial  year  that  ended  March  31  to  11  million  tons.  India  replaced

Japan  from  the  second  position  whose  impor ts  slipped  3.2  per  cent

during  the  same  period  to  10.6  million  tons.    

Fiscal  and  moneta ry  policies  can  ensure  the  smooth  running  of  the

economy  of  a  count ry.  Flexible  policies  that  can  be  change d  over  time

can  make  the  economy  strong  and  stable.  Today,  the  world  is  going

through  terrible  phases  in  terms  of  economic  conditions,  and  many

economies  are  in  the  downward  period.  In  an  economic  crunch,  only

flexible  moneta ry  and  fiscal  policies  can  suppor t  the  economic  system  as

policies  can  easily  be  adjusted  to  fit  what  is  best.  

To  really  unders t a n d  the  impact  of  fiscal  and  moneta ry  policy  on  the

economy,  unders t an d ing  of  the  basic  concep ts  of  fiscal  and  moneta ry

policies  is  manda to ry.  Here  is  a  brief  descrip tion  of  what  fiscal  and

moneta ry  policies  are:  

  Fiscal  Policy:  

Fiscal  policies  are  pursued  by  state  governm e n t s  throughou t  the  world

and  mainly  related  to  spending  and  taxing  progra m s.  These  policies  can

affect  the  overall  business  sectors  in  two  dimensions:  genera l  legislation

and  targe t ed  legislation.  

The  general  legislation  stimula t es  the  entire  economy  while  targe t ed

legislation  is  aimed  at  a  specific  segme n t  of  the  economy.  In  case  of
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genera l  legislation,  the  governm e n t  focuses  on  tax  or  spending  progra m s

that  will  have  a  direct  impact  on  the  overall  business  and  indust ry.  While

in  targe t e d  legislation  sectors  like  energy,  infras t ruc t u r e  projects  are

taken  into  conside ra t ion  to  benefit  those  firms  that  are  involved  in  such

project s.  

Mon et ary  Policy  

Moneta ry  policy  is  the  action  of  concerne d  authori ties  that  establish  the

rate  and  growth  of  money  supply,  keeping  in  view  the  interes t  rates.

Actions  like  modification  in  interes t  rates,  buying  and  selling  of

governm e n t  securi t ies  or  modifying  the  amount  of  rese rve .  

Moneta ry  policy  can  be  categorized  into  two  types  i.e.  expansiona ry  and

contrac t iona ry.  In  an  expansiona ry  policy,  a  central  bank  increas es  the

money  supply  to  avoid  unemploymen t  issues  and  enhance  consum er

spending.  The  contrac t iona ry  moneta ry  policy  is  the  opposite  of

expansiona ry  policy  and  a  centra l  bank  tries  to  slow  down  the  money

supply  to  curb  inflation.  

Impact  of  Fiscal  and  Mon et ary  Polic i e s  on  Econ o m y  

Fiscal  and  moneta ry  policies  are  powerful  tools  that  the  governme n t  and

concerne d  moneta ry  authori t ies  use  to  influence  the  economy  based  on

reaction  to  cer tain  issues  and  predic tion  of  where  the  economy  is

moving.  The  moneta ry  authori ties  need  to  make  accura t e  predic tions

based  on  solid  information  to  properly  adjust  the  money  flow  and  rates  of

intere s t .  There  is  an  inverse  relationship  in  money  flow  and  intere s t

rates .  Increasing  money  flow  and  decreasing  interes t  rates  can

encourag e  spending  and,  as  a  resul t ,  stimula te s  the  economy.  More

spending  means  more  jobs  and  curbing  unemployme n t .  
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For  creat ing  balance  in  the  economy,  normally  a  central  bank  uses

various  techniques  of  contrac t ion  and  expansion.  These  techniques  are

helpful  if based  on  accura t e  data  and  records .  

A central  bank  buys  and  sells  governm e n t  securi ties  to  bring  accura t e

momentu m  and  money  flow.  Sometimes  a  cent ral  bank  sets  a  required

reserve  ratio  which  bound  other  commercial  banks  to  keep  a  certain

amount  of  cash  with  them  at  all  times.  One  of  the  techniques  is  to  offer  a

discoun t  or  lower  the  interes t  rate  to  encourag e  borrowing,  and  as  a

result ,  involve  more  people  in  borrowing  and  spending.  These  are  some

of  the  quanti t a t ive  techniques  that  central  banks  exercise  to  regula t e

economy  prope rly.  Apart  from  that,  a  cent ral  bank  can  exercise  cer tain

qualita tive  techniques  like  Regula tion  of  consum e r  credit ,  Direct  Action

and  Rationing  of  the  credit  to  ensure  the  smooth  running  of  the  economy.

It  is  a  continuous  process  and  changes  with  the  require m e n t s  of  the

economy.  

The  fiscal  and  moneta ry  policies  have  an  impact  on  individual’s  life  too.  If

a  governme n t  thinks  the  economy  is  overhea t ing  and  growing  very  fast,

there  are  chances  of  inflation  so,  the  governm e n t  may  decreas e

spending.  Decline  in  governm e n t  spending  means  lowering  the  overall

demand  in  the  economy  and,  as  a  resul t ,  there  will  be  lower  produc tion.

Low  produc tion  means  lower  hiring  and  investme n t s .  So,  a  cut  in

governm e n t  spending  will  hurt  general  people  as  they  will  have  less

money  in  pockets  to  invest  in  their  stores  or  shops  and  there  will  be  a

genera l  decline  in  the  economy.  

Similarly,  taxes  play  a  vital  role  in  fiscal  and  moneta ry  policy.  Decreasing

in  taxes  can  stimula t e  the  economy  as  people  will  have  more  money  in

pockets  to  either  invest  or  save.  The  investme n t s  will  increas e  produc tion

and  more  people  will  be  hired  reducing  the  level  of  unemploymen t .  
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On  the  other  hand  if  the  extra  amount  is  put  into  banks,  the  banks  will

furthe r  loan  it  and  the  borrowe r s  will  spend.  Here,  it  is  importa n t  to  note

that  all  of  these  techniques  are  effective  only  if  the  governm e n t  has

enough  money  to  suppor t  the  economy  when  it  needs  money.  If  the

governm e n t  is  not  able  or  doesn’t  have  enough  revenue  to  suppor t

spending,  these  techniques  will  have  a  crowding  out  effects .  It  is  because

the  governm e n t  will  borrow  in  case  of  lower  revenue  resources .

Governm e n t  borrowing  can  give  boost  to  intere s t  rates.  Increasing  of

intere s t  rates  can  discourage  individual  and  businesse s ,  from  borrowing

money  from  banks.  Tight  borrowing  can  affect  investme n t s  negatively.

So,  the  implemen t a t ion  of  fiscal  and  moneta ry  policies  depends  upon

governm e n t’s  financial  streng th s .  

Inflation  is  one  of  the  major  issues  that  influence  fiscal  and  moneta ry

policies  all  over  the  world.  When  the  financial  authori t ies,  for  example,

decide  to  reduce  the  main  funds  rate,  the  resul ting  stronge r  demands  for

goods  and  services  will  give  birth  to  higher  wages  and  other  costs.  The

higher  costs  reflect  higher  demands  for  labors  and  mate r ials  that  the

primary  requirem e n t s  of  produc tion.  The  higher  costs  not  only  influence

curren t  inflation  but  also  influence  economic  perform a nc e  and

expecta t ions  about  prices  and  wages.  All these  expecta t ion  can  influence

inflation  in  the  economy.  

The  Botto m  Lines  

Fiscal  and  moneta ry  policies  are  extrem ely  vital  in  keeping  the  economy

strong  and  secure .  Since  the  early  nineteen  hundreds ,  we  can  say  the

time  of  economic  growth  dominate s  the  time  of  economic  crunch  or

recession.  Due  to  lack  of  proper  implemen t a t ion  or  political  instabili ties

in  the  world  the  grea t  depre ssion  (the  1930s)  occurre d  and  hopefully  will

not  occur  again,  or  will  occur  will  lesse r  intensi ty  like  in  2008  onwards .
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Due  to  proper  economic  manage m e n t  and  stable  business  cycles  in  the

world  the  economies  of  various  nations  will  enhance  and  maintain  the

level  of  stability  that  is  satisfac tory.

Importa n t  ques t i o n

2mark s

1. What  is  Indust r ialisa t ion?

2. Define  ISI  and  List  the  few  policies  under  ISI.

3.  What  is  moneta ry  policy?

4. Define  fiscal  policy?

5. Write  note  on  economic  planning  in  india

6. State  the  feature s  of  new  economic  policy

6mark s

1. Discuss  the  pat te rn  of  Indust rialisa t ion  in  India  in  India  since

Independ e n t .

2. Discuss  about  economic  policies  implemen t e d  by  Modi  Governm e n t

3. What  are  the  Achieveme n t s  and  failures  of  economic  planning  in

India?

4. Briefly  discuss  about  economic  reforms  since  1991.

5. List  out  the  effects  of  economic  policies  on  indust rial  developm en t

6. Discuss  objectives  and  stra tegie s  of  economic  planning  in  India

7. Briefly  discuss  about  economic  reforms  since  1991.

8. What  do  you  mean  by  new  economic  reforms?  Has  it  been

beneficial.

9. Explain  the  objectives  of  fiscal  policy  in  india

10. Explain  the  objective  of  moneta ry  policy  
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11. Explain  quanti t a t ive  instrum e n t s  of  credit  control  of

moneta ry  policy.

12. Briefly  explain  the  role  of  economic  reforms  in  reducing

pover ty  in  india

13. Distinguish  between  moneta ry  policy  and  fiscal  policy  

14. Explain  the  broad  featu re s  of  indust rial  policy  1991

15. Explain  the  various  economic  reforms  under t ake n  in  India

since  1991

16. Discuss  main  economic  reforms  taken  up  in  indian  economy  
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UNIT  - II
INDIAN  ECONOMY

S.N
O

Quest i o n OPTION  A OPTION  B OPTION  
C

OPTION  D Answer

1 The  concep t  of  Economic  
Planning  in  India  is  
derived  from  ?

USA UK Australia Russia Russ ia

2  First  five  year  plan  in  
India  was  from

1947  - 
1952

1949  - 
1954

1950  - 
1955

1951  - 1956 19 5 1  - 195 6

3 First  five  year  plan  was  
based  on  ?

Herold  
-Domar  
Model

P.C.  
Mahalanob
is  Model

Both  of  
above

None  of  above Herold  -Domar
Model

4  Which  five  year  plan  is  
also  known  as  "Gadgil  
Yojana"  ?

Second  
Five  Year  
Plan

Third  Five  
Year  Plan

Fourth  
Five  Year  
Plan

Fifth  Five  Year  
Plan

Fourth  Five  
Year  Plan

5 Which  five  year  plan  
focused  on  "Growth  with  
social  justice  and  equity".

Ninth  Five  
Year  Plan

Eight  Five  
Year  Plan

Seventh  
Five  Year  
Plan

Sixth  Five  Year
Plan

Ninth  Five  
Year  Plan

6  Planning  Commission  
was  consti tu t e d  on  ?

15  March,  
1948

15  March,  
1949

15  March,  
1950

15  March,  
1951

15  March,  
19 5 0

7  National  Developmen t  
Council  was  consti tu t e d  
on

2  August,  
1952

6  August ,  
1952

8  August ,  
1952

12  August,  
1952

6  Augus t ,  195 2

8 What  is  NSSO  ? National  
Social  
Science  
Organisa t io
n

National  
Social  
Study  
Organisa t io
n

National  
Securi ty  
Science  
Organisa t i
on

National  
Sample  Survey  
Organisa t ion

Natio n a l  
Sampl e  Survey
Organi s a t i o n

9 The  planning  commision  
of  india  is  
called___________

A 
consti tu t io
nal  body

A 
indepen d e n
t  and  
autonomou
s  body

A non-  
sta tuory  
body

A statuory  body A non-  
statu ory  body

10 ____________ plan  gave  
emphasis  on  removal  of  
pover ty  for  the  first  time

Fourth Fifth sixth seventh Fifth



11 The  Planning  Commission
of  India  was  consti tu t e d  
in  the  year___________

1942 1947 1950 1955 19 5 0

12 A rolling  plan  refer  to  a  
plan  which__________

does  not  
change  it  
targe t  
every  year

Changes  its
allocation  
every  year

Changes  
its  
allocation  
and  targe t  
every  year

Changes  only  
its  targe t  every
year

Chang e s  its  
alloc at i o n  and  
targ e t  every  
year

13 In  India  the  concept  of  
‘minimum  needs’  and  
‘directed  anti  pover ty  
progra m m e s’  were  the  
innovation  of___________

4th  Five  
year  Plan

Fifth  five  
year  plan

Sixth  five  
year  plan

seventh  five  
year  plan

Fifth  five  year  
plan

14 The  planning  commission  
was  established  
on___________

10th  
March  
1950

15th  march
1950

20th  
march  
1950

16th  march  
1951

15th  marc h  
19 5 0

15 Economic  Planning  is  in  
_____________

Union  List State  list Concur re n
t  list

Not  any  
specified  list

Concurr e n t  
list

16 National  Developmen t  
Council  was  consti tu t e d  
in___________

August  16,  
1950

August  6,  
1952

August  1,  
1951

August  16,  
1952

Augus t  6,  195 2

17 In  an  economy,  the  
sectors  are  classified  into  
public  and  private  on  the  
basis  of___________

Employme
nt  
condition  

Natu re  of  
economic  
activities

Ownership
of  
ente rp r i se
s

use  of  raw  
materials

Owners h i p  of  
enterpri s e s

18 The  term  “mixed  
economy”  denoted_______
____

Existence  
of  both  
urban  and  
rural  
sectors

Existence  
of  both  
private  and
public  
sectors

Existence  
of  both  
heavy  and  
small  
sectors

Existence  of  
both  developed
and   
underd evelope
d  sectors

Existe n c e  of  
both  private  
and  public  
sect or s

19 The  “Dual  Economy”  is  a  
mixture  of_____________

traditional  
agricultu re

indust rial  
sector  and  

sta te  
ownership  

indust r ia l  
sector  and  

tradit io n a l  
agricu l t ur e  



sector  and  
modern  
indust r ia l  
sector

manufac tu r
ing  sectors  

of  the  
means  of  
product ion

trading  of  
goods  obtained
through  
imports

sect or  and  
moder n  
indus tr ia l  
sect or

20 __________ sector  of  
Indian  Economy  has  
shown  remarka ble  
expansion  during  the  last  
decade.

Private  
sectors

Seconda ry  
Sectors

Terita ry  
Sectors

Mining  sectors Teritary  
Sect or s

21 When  developm en t  in  
economy  takes  place,  the  
share  of  tertia ry  sector  in
National  Income  
is_________

First  falls  
and  the  
rises

First  rises  
and  then  
falls

keeps  on  
increasing

Remains  
constan t

keep s  on  
increa s i n g

22 In  India,  planned  
economy  is  based  
on___________-

Gandhian  
System

Socialist  
System

Capitalis t  
system

Mixed  
eceonomy  
system

Socia l i s t  
Syste m

23 ___________ is  the  state  in  
India  is  estima te d  to  have
larges t  coal  reserve  

Bihar Jharkand Madhya  
prades h

Orisaa Jharkand

24 Nuclea r  energy  is  a  
mineral- based  energy  
source.  It  is  derived  
from________

uranium Thorium Plutonium Sulpha te uraniu m

25 In  India,  the  state  is  
known  for  its  sandalwood
is_________

Karna tak a Assam Kerala West  Bengal Karnata k a

26 GDP  at  factor  cost  
is_____________

     

27 The  centr al  banking  
functions  in  India  are  
performe d  by  
the____________

Central  
Bank  of  
India

Reserve  
Bank  of  
India

State  Bank
of  India

  Reserv e  Bank  
of  India

28 Developme n t  expendi tu re
of  the  Central  
govern m e n t  does  not  

defence  
expendi tu r
e

expendi tu r
e  on  
economic  

expendi tu r
e  on  social  
and  

grant  to  states defe n c e  
expen d i t ur e



include____________ services communi ty
services

29  
In  the  last  one  decade ,  
_________sectors  has  
attrac t e d  the  highes t  
foreign  direct  investme n t  
inflows  into  India.

Chemicals  
other  than  
fertilizers

Services  
sector

Food  
processing

Telecomm u nica
tion

Telec o m m u n i c
ation

30 In  the  second  
nationalization  of  
commercial  banks,  
_______ banks  were  
nationalized.

4 5 6 8 6

31 Deprecia t ion  
means___________

closure  of  a
plant  due  
to  lock  out

closure  of  a
plant  due  
to  labour  
trouble

loss  of  
equipme n t
over  time  
due  to  
wear  and  
tear

dest ruc t ion  of  a
plant  in  a  fire  
acciden t

loss  of  
equip m e n t  
over  tim e  due  
to  wear  and  
tear

32 ________is  the  base  year  
to  calcula te  the  National  
income  in  India?

2004- 05 2010- 11 2014- 15 2011- 12 20 1 1 - 12

33 _________ is  the  per  capita
Net  National  income  of  
India  during  FY 2017- 18?

Rs.  
1,11,782

Rs.  
1,03,219

Rs.  82,269 Rs.  99215 Rs.  1,1 1 , 7 8 2

34 __________ is  the  core  
sector  has  the  highes t  
weight  in  the  Index  of  
Indust ria l  produc tion.

Steel Refinery  
Produc ts

Coal Cement Refinery  
Produc t s

35 The  ____________country  is
sending  the  larges t  share  
of  FDI  inflow  in  India.

Singapore  Mauritius USA China  Maurit iu s

36  Curren t  percen t  share  of  
agricultu re  sector  in  the  
Indian  Economy  is  
________.

53% 25% 17% 33% 17%



37 The  centr al  co- opera tive  
banks  are  in  direct  touch  
with_________

farmers state  co-
opera tive  
banks

land  
developme
nt  banks

centr al  
govern m e n t

stat e  co-
operativ e  
banks

38 Which  of  the  following  is  
the  first  Indian  private  
company  to  sign  an  
accord  with  Govern me n t  
of  Myanma r  for  oil  
explora tion  in  two  
offshore  blocks  in  that  
count ry?

Reliance  
Energy

Essar  Oil GAIL ONGC Essar  Oil

39 Non  Tax  revenu es  can  be  
increase d  by  improving  
the  working  of  
the__________

State  Road  
Transpor t  
Corpora t io
ns

elect rici ty  
boards

commercia
l irrigation
projects

Indust ria l  
sector  and  
trading  

com m e r c i a l  
irrigat i o n  
projec t s

40 The  condition  of  indirec t  
taxes  in  the  country 's  
revenue  is  
approxima tely__________

70  percen t 75  percen t 80  percen t 86  percen t 86  perc e n t

41 Revenue  of  the  sta te  
govern m e n t s  are  raised  
from  the  following  
sources ,  except_________

enter t a in m
ent  tax

expendi tu r
e  tax

agricultu ra
l income  
tax

land  revenue agricu l t ur a l  
inco m e  tax

42 Of the  gross  tax  revenue  
of  the  Union  Governm e n t  
the  indirect  taxes  accoun t
for  nearly_________

70  per  cent 70  per  cent 65  percen t 60  percen t 65  perc e n t

43  Fiscal  deficit  is  that  part  
of  total  govern m e n t  
expendi tu r e  which  is  met  
by________

Imposing  
more  taxes

Selling  
shares  held
by  
governm e n
t

Borrowing
s

centr al  
govern m e n t

Borrowi n g s

44 Indust ria l  policy  of  1991  
was__________

Anti-
private  

Pro- private
sector  

Anti- public
sector  

Pro- public  
sector  policy

Pro- public  
sect or  policy



sector  
policy

policy policy

45 The  most  urgen t  problem  
with  prompte d  the  
introduc tion  of  New  
Economic  Policy  in  1991  
was___________

Poor  
performa n c
e  of  public  
sector

High  tax  
rate  
leading  to  
tax  evasion

Foreign  
exchang e  
crisis

defence  
expendi tu r e

Foreig n  
excha n g e  
cris i s

46 Liberalisa tion  leads  to  
some  limitation_________

Lesser  
participa tio
n  of  foreign
investors

It  neglect s  
the  social  
welfare

No  
improvem e
nt  in  
product ivit
y

No  
improveme n t  in
financial  sector

It  neg l e c t s  the
soc ia l  welfar e

47 ___________ is  NOT  a  
subsidia ry  of  RBI?  

National  
Housing  
Bank

NABARD Bhara tiya  
Reserve  
Bank  Note  
Mudra n  
Private  
Limited

SIDBI SIDBI

48 ____________ is  a  
qualita t ive  tool  of  
moneta ry  policy?  

Bank  Rate Credit  
Ceiling

Credit  
rationing

Cash  Reserve  
Ratio

Credit  
ration i n g

49 During  April  –Nov.2017-
18,  which  of  the  following
is  the  larges t  export ing  
item  in  Indian  export  
basket_____________

Gems  and  
Jewellry

Petroleu m  
crude  
product s

Textile  and
allied  
product s

Enginee r ing  
goods

Engin e e r i n g  
goods

50 In  India,  inflation  
measu re d  by  
the___________

Wholesale  
Price  Index
number

Consume r s
Price  Index
for  urban  
non-
manual  
workers

Consume r s
Price  
Index  for  
agricultu ra
l workers

National  
Income  
Deflation

Whole s a l e  
Price  Index  
num b er

51 The  annual  yield  from  
which  of  the  following  
Union  Governm e n t  taxes  
is  the  

Custom  
duties

Corpora t io
n  tax  and  
income  tax

Inheri tanc
e  tax,  
wealth  tax,
interes t  

Excise  duties Excis e  dutie s



highes t_____________ tax  and  
gift  tax

52 The  average  rate  of  
domestic  savings  (gross)  
for  the  Indian  economy  is  
curren t ly  estima te d  to  be  
in  the  range  
of______________

15  to  20  
percen t

20  to  25  
percen t

25  to  30  
percen t

30  to  35  
percen t

20  to  25  
perc e n t

53 In  India,  which  one  
among  the  following  
formula t e s  the  fiscal  
policy____________

Planning  
Commissio
n

Minist ry  of  
Finance

Finance  
Commissio
n

The  Reserve  
Bank  of  India

Ministry  of  
Financ e

54 Foreign  Direct  
Investme n t  ceilings  in  the
telecom  sector  have  been  
raised  from  74  percen t  
to___________

80  percen t 83  percen t 90  percen t 100  percen t 10 0  perce n t

55 FEMA  Stands  
for___________

Foreign  
Exchang e  
manage m e
nt  act

Funds  
Exchang e  
manag e m e
nt  Act

Finance  
exchang e  
Moneta ry  
Act

Future  
Exchang e  
manage m e n t  
act

Foreig n  
Excha n g e  
mana g e m e n t  
act

56 The  past  two  decades  of  
globalisa tion  has  seen  
rapid  movement s  
in__________

goods,  
services  
and  people  
betwee n  
count r ies

 goods,  
services  
and  
investme n t
s  betwee n  
count ries

goods,  
investme n t
s  and  
people  
betwee n  
count ries

Goods,Trad e  
and  Financial  
Institut ions

 good s ,  
servic e s  and  
inves t m e n t s  
betw e e n  
countr i e s

57 The  most  common  route  
for  investmen t s  by  MNCs  
in  count ries  around  the  
world  is  To__________

set  up  new  
factories

buy  
existing  
local  
companies

form  
par tne r s hi
ps  with  
local  
companies

Foreign  
exchang e  
policies

form  
partner s h i p s  
with  local  
comp a n i e s

58 Which  among  the  
following  indus t ry  
gene ra t e s  invisible  
export s?

Fishing Travel  & 
Tourism

Jewellery Handicraf t s  



59 Income  tax,  corpora t e  
tax,  inheri tanc e  tax  etc.  
are  incident  on  the  
person  or  organisa t ion.  
These  taxes  are  
called___________

local  tax indirec t  tax direct  tax rate direc t  tax

60 Rate  of  growth  of  an  
economy  is  measu re d  in  
terms  of_________

per  capita  
income

indust rial  
developme
nt

number  of  
people  
who  have  
been  lifted
above  the  
pover ty  
line

national  
income

natio n a l  
inco m e
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Growth,  struct ura l  and  Chan g e  and  the  Indian  Econ o m y:  A  Brief

Introd u c t o ry  Overview  

That  major  structu r a l  shifts  in  output  and  employmen t  always

accompany  a  sustained  and  rapid  growth  of  per  capita  outpu t  of  a

count ry  has  been  an  established  truism  since  the  original  studies  of

economic  growth  by  Fisher ,  Clark  and  Kuznets1.   Such  structu r a l  shifts

have  been  seen  as  mechanis ms  influencing  the  pace  of  growth  as  well  as

being  the  resul t  of  growth.  Either  of  the  two  tripar t i t e  divisions  of  the

economy  closely  resembling  each  other—the  primary seconda ry ter t i a ry‐ ‐

or  agricul tu r e indus t ry services  divisions—  have  been  used  to  describe‐ ‐

the  typical  pat te rn  of  struc tu r a l  change  associa ted  with  what  Kuznets

called  modern  economic  growth2.  This  typical  pat te rn  involves  initially  a

shift  from  an  agricul tu r a l  to  an  indust r ial  economy  through

indust rializat ion—an  increas e  in  the  share  of  the  indust r ial/second a ry

sector  in  output  and  employmen t  combined  with  a  declining  import anc e
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Concerns-  Demogra phic  Constrain t s :  Interac t ion  between  popula tion

change  and  economic  developme n t .
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of  the  agricul tu r e /p r ima ry  sector .  The  subseque n t  post  indust rializat ion‐

or  de indus t r ializa tion  stage  is  one  whose  chief  feature  is  the  rising‐

import anc e   of   the   services/ te r t i a ry   sector,   even   at   the   expense   of

indust ry,   or   the  transi tion  to  a  service  economy.

A  variety   of   factors   have   been   highlighted   in   attempt s   to

explain   the   observed  associa tion  betwee n  growth  and  structu r a l  shifts

in  output  and  employmen t4 .  On  the  demand  side,  the  opera t ion  of

Engel’s  Law  leading  to  shifts  in  the  pat te rn  of  demand  as  incomes  rise

has  been  one  such  factor.  On  the  supply  side,  inheren tly  differen tial

produc tivities  and  produc tivity  growth  of  the  three  sectors  has  been

advanced  as  an  importa n t  source  of  this  associa tion.  The  growing

demand  of  firms  for  services  and  increasing  outsourcing  of  these  have

also  been  highlighted  as  impor tan t  in  explaining  at  least  the  eventual

shift  towards  services.  While  these  explana to ry  factors  do  indicate  why

structu r a l  changes  in  outpu t  and  employment  are  an  inevitable  par t  of

economic  growth,  it  remains  unclear  why  their  pat te rn s  cannot  be

differen t  for  count ries  making  their  transi tions  to  rapid  and  sustained

growth  at  very  differen t  points  of  time  and  under  very  differen t

technological  and  trade  contexts.  However ,  leaving  aside  the  Indian  case,

the  historical  experience  of  not  only  developed  count ries  but  also

developing  economies  appea rs  to  suppor t  the  case  for  there  being  a

universa l  pat te rn

When   the   large   role   of   services   in   Indian   growth   was   first

noted,   it   tended   to   be  described  as  “dispropor t ionali ty”  or  an  “excess

growth”  of  services8.  Curren tly,  many  are  prone  to  term  it  as  India’s

“services  revolution”9.  The  phenome non  has  also  provoked  a  lot  of

deba te  regarding  the  factors  explaining  it,  its  desirabili ty  and  long term‐

sustainabili ty10.  It  has  also  led  to  the  raising  of  the  ques tion  Is  India
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pioneering  a  new  patte rn  where  services  can  play  the  same  role  as

indust ry  had  for  other  count r ies  in  the  past?11    Measure m e n t   issues

have   also   come   under   the   scanne r  How   much   of   the  growth  of

services  is  real  and  how  much  purely  statis tical?12  Whatever  be  one’s

prefer r e d  viewpoint  on  these  issues,  however ,  there  is  little  doubt  that

the  exceptional  growth  of  services  makes  the  Indian  case  of  structu r a l

change  an  odd  one,  an  exception  to  the  genera l  rule.  Two  widely  noted

featur e s  have  marked  out  this  oddness .  The  first  is  the  prema t u r e  natu re

of  the  transi tion  to  a  services  domina te d  economy,  at  an  exceptionally

low  level  of  per  capita  income  and  without  achieving  full fledged‐

indust rializat ion.   The  second  is  that  the  large  share  of  services  in  output

has  not  been  matched  by  a  corresponding  one  in  employment .  These

have  of  course  distinguished  the  Indian  case  from  the  experience  of  the

developed  count r ies ,  where  both  the  attainm e n t  of  high  levels  of

indust rializat ion  and  the  shift  of  employment  towards  services  precede d

the  decisive  shift  towards  tertiariza t ion  of  output

Phas e s  of   Growth   and   Struc tu ra l   Chan g e:

The  post indepe nd e n c e  process  of  growth  and  structu r a l  change  in‐

India  has  gone  through  four  phases:

Phase  1:  Independ e n c e  to  Mid 1960s  – Accelera t ion  in  growth  and‐

structu r a l  change  driven  chiefly  by  the  indust rial  sector.

Phase   2:   Mid 1960s   to   1980   –  Slackening   of   the   momentu m‐

of  indust rial  growth  and  the  winding  down  of  the  Phase  1  trajecto ry.

Phase  3:  1980  to  Early  and  Mid 1990s  –  Second  stage  growth‐

acceler a t ion  accompa nied  by  shift  towards  services  domina ted  growth.

Rising  share  of  public  sector  as  the  main  source  of  increasing  share  of

services  in  GDP.

Phase   4:   Mid 1990s   onwards   –  Private   Organized   sector   led‐

decisive  reinforcem e n t  of  services  domina ted  growth  trajec tory.

Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce 
&Management, KAHE,                        Page 3



KARPAGAM ACADEMY OF HIGHER EDUCATION
Class:  III  B.COM                Cours e  Nam e:  Indian  

Econ o m y

 Cours e  Code:  16CMU 6 0 4 A            UNIT  – III          Sem e s t e r:  VI 
Year:  201 6 - 19  Batch

This  periodizat ion  of  India’s  post indepe n d e n c e  economic  history‐

points  towards  the  import anc e  of  going  beyond  relating  the  dynamics  of

the  Indian  economy  to  the  degree  to  which  the  prevalen t  economic  policy

regime  was  interven tionis t  or  liberal  in  differen t  periods .   Let  us  see

some  of  the  reasons  why.

The  history  of  an  indust r ial  sector  driven  process  of  growth

acceler a t ion  and  structu r a l  change  was  a  very  short  one  in  India,  limited

to  the  decade  and  a  half  right  at  the  beginning  of  our  reference  period.

The  policy  regime  at  that  time  was  interven t ionis t ,  and  it  remained  so

even  as  the  momentu m  of  indust r ializa tion  ebbed.  Indus t rializa tion,

however ,  continued  to  remain  held  back  despite  subsequ e n t

liberaliza tion  in  policy  and  even  the  transi tion  from  an  agricul tu r e

domina te d  to  services  domina te d  economy.  That  is  what  makes  the  mid‐

1960s  turning  point  one  of  the  most  significan t  ones  in  the  history  of

Indian  indus t rializa tion.  Clearly  India’s  limited  indust rialization  is  a  long‐

term  story  related  to  const rain t s  embedd e d  in  her  economic  structu r e ,

which  neither  the  actual  interven tions  nor  liberaliza tion  have  been  able

to  eliminate .  It  is  these  const ra in t s  that  need   to   be   investiga t ed   if  we

are   to   move   towards   properly   unders t a n d ing   the  peculiari ty  of  Indian

economic  change.

The  acceler a t ion  in  trend  growth  after  1980  only  re empha sizes‐

this  peculiari ty.  It  was  associa ted  with  anothe r  break  with  the  pat te rn  of

the  previous  three  decades  in  the  form  of  a  shift  towards  the  increasing

service  orienta t ion  of  non agricultu r a l  growth.  In  other  words,  it  was  in‐

services  growth  rather  than  indus t r ial  growth  that  a  long term  transi tion‐

occur re d .  How  and  why  did  such  a  transi tion  occur?  Why  did  the

const r ain t s  that  continued  to  impede  indust r ializa t ion  not  prevent  this

transi tion  in  the  case  of  services?  Equally,  why  did  the  rapid  growth  of
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services  not  itself  spur  a  more  rapid  indust rialization  process?  These  are

some  of  the  impor tan t  questions  posed  by  the  post‐

198 0  exper ie n c e  of  growth  and  struc tu ra l  chan g e .

Explaining  accelera t e d  growth  after  1980  as  a  consequen c e  of

liberaliza tion  of  economic  policy  has  always  confronted  one  major

problem.  This  is  the  absence  of  any  significant  upward  shift  in  the  trend

growth  rate  of  the  Indian  economy  to  the  decidedly  more  major

liberaliza tion  of  the  1990s.  The  fact  that  this  accele ra t ion  was  not  rooted

in  indust r ializa tion  but  rathe r  a  shift  towards  services  only  adds  to  the

difficulties  of  policy  shift  based  explana t ions ,  at  least  of  the  usual  kind.

This  is  especially  because  the  initial  service  orienta t ion  of  growth  related

to  an  expanding  public  sector,  which  negate s  even  the  story  of  the  1980s

being  the  resul t  of  an  increasing  ‘pro business’  orienta t ion  as  a  prelude‐

to  the  ‘pro marke t’  orient a t ion  after  1991.  In  fact,  it  is  hard  to  separa t e‐

the  pre  and  post 1991  growth  phases  on  a  pro business  versus  pro‐ ‐ ‐ ‐

market  basis.  The  most  impor tan t  breaks  between  the  first  to  the  second

are  actually  the  shift  from  public  sector  to  private  sector  driven  growth

of  services,  and  the  decisive  shift  of  the  private  organized  sector  towards

services.  Thus,  the  private  sector  role  in  growth  becomes  prominen t  from

the  mid 1990s,  but  it  only  reinforced  an  already  existing  tendency‐

towards  services  dominate d  growth.  Moreover ,  given  the  direc t  and‐

indirec t  role  of  the  public  sector  in  the  developme n t  of  many  of  the  areas

of  rapid  service  growth,  there  may  exist  other

deepe r  continuities  betwee n  the  1980s  and  later.  Furthe r ,  the  roots

of  such  a  public  sector  role  may  even  lie  in  the  interven tions  of  even  the

pre 1980  period.‐

All these,  of  course ,  do  not  sugges t  that  state  economic  policy  was

unimpor t a n t  or  irrelevan t  to  the  Indian  story  of  economic  change.  They

do,  however ,  remind  us  that  economic  contexts  with  which  are  associa ted

Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce 
&Management, KAHE,                        Page 5



KARPAGAM ACADEMY OF HIGHER EDUCATION
Class:  III  B.COM                Cours e  Nam e:  Indian  

Econ o m y

 Cours e  Code:  16CMU 6 0 4 A            UNIT  – III          Sem e s t e r:  VI 
Year:  201 6 - 19  Batch
definite  tendencies  cannot  be  defined  or  distinguishe d  merely  or

primarily  by  whethe r  the  prevailing  policy  regime  has  an  interven tionis t

or  a  liberal  essence .  Neither  kind  of  policy  succeede d  in  ensuring  India’s

full fledged  indus t r ializa tion,  but  both  appea r  to  have  played  a  role  in‐

fuelling  or  facilita ting  the  exceptional  expansion  of  services .  Insofar  as

this  somewha t  paradoxical  combina tion  of  tendencie s  has  been  the

hallmark  of  the  Indian  story  of  output  growth  and  struc tu r a l  change  after

independ e n c e ,  a  simple  policy regime  centred  explana tion  of  that  story  is‐

clearly  inadequ a t e .

The  Inst i tu t io n a l  fram e w ork ,  Patt ern  of  Asset  owner s h i p  in

agricu l t ur e  and  Industry

1.  Insti tu tional  Framework,  Pat te rn s  of  Asset  Ownership  in  Agricultu re

and  Indust ry;  Policies  for  rest ruc tu r ing  agra rian  relations  and  for

regula ting  concen t r a t ion  of  economic  power.  Prof.  Mahendr a  Kumar

Ghadoliya  www.gha doliyaseconomics- mahend r a .blogspo t . in

2.  Charac t e r i s t ics  of  the  Agrarian  structu r e  of  India  •  The  main

charac t e r i s t ics  of  the  agra rian  structu r e  which  independ e n t  India

inherit ed  were:  a)  absen te e  land  ownership;  b)  exploita tion  of  tenan ts

through  high  rents  and  insecuri ty  of  tenure;  c)  unequal  distribu tion  of

land;  d)  tiny  and  fragmen t e d  holdings;  and  e)  lack  of  adequa t e

institu tional  finance  to  agricul tu r e .

3.  Why  Land  Reform  Needed  •  The  owners hip  and  control  over  land  was

highly  concen t r a t e d  in  the  hands  of  few  land  lords  and  a  few

interme dia r ies .  •  Size  and  distribu tion  of  land  holding-  •  Ownership

holding  is  defined  as  the  area  of  land  which  a  person  or  a  family  owns.

The  problem  was  of  subdivision  and  fragme n t a t ion .  •  When  a  holding  is

held  in  several  scat te r ed  plots,  it  is  called  a  ‘fragme n te d  holding’  and  the
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process  creat ing  such  holdings  is  termed  ‘fragmen t a t ion’.  •  Operat ional

Holding  =  Ownership  Holding  — Land  Leased  out  +  Land  Leased  in)

4.  Objectives  of  Agrarian  Reforms  i)  To  change  the  unequal  and

unproduc t ive  agra r ian  struc tu r e ;  ii)  To  remove  exploita tive  agra rian

relations,  often  known  as  pat ron- client  relationship  in  agricul tu r e ,  iii)  To

promote  agricul tu r e  growth  with  social  justice  After  Independ e n c e ,  the

Indian  National  Congress  appointed  the  Agrarian  Reforms  Commit tee

under  the  Chairma ns hip  of  J.C.  Kumarapp p a ,  for  making  an  in-depth

study  of  the  agra rian  relations  prevailing  in  the  count ry.  The  commit tee

submit t ed  its  repor t  in  1949  which  has  conside rable  impact  on  Agrarian

Reforms  Policy.

5.  The  five  componen t s  of  land  reform  are  as  follows:  1)  Abolition  of  the

Interme dia r ies ,  2)  Tenancy  Reforms-  i)  Regula tion  of  Rent  ii)  Securi ty  of

Tenure  iii)  Ownership  Rights  for  tenan ts  3)  Reorganisa t ion  of  land

i)Redist ribu tion  of  Land  ii)Consolida tion  of  holdings ,  and  iii)coope ra t ive

farming.  4)  Compilation  and  updating  of  land  records .  5)  Ceiling  on  Land

6.  1.  Abolition  of  the  Interme dia r ie s  •  States  enact ed  acts  in  1950  for

Abolition  of  the  Interm edia r ie s ,  although  the  natu re  and  effects  of  such

legislation  varied  from  state  to  state .  In  some  states  such  as  West  Bengal

and  J&K  imposed  ceiling  others  states  allowed  interme dia r ies  to  keep

land  for  personal  cultivation  without  limit  being  set.  Ceiling  laws  were

passed  in  1960  by  this  time  many  land  owners  transfe r r e d  land  in  legal

or  illegal  manne r .  Therefore,  many  large  interme dia r ie s  continued  to

exist  even  after  formal  abolition  of  zaminda r i .  After  abolition  of

interme dia r ies  nearly  20  million  cultivator s  in  the  count ry  were  brough t

into  direc t  contac t  with  the  Governm e n t .
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7.  Advantages  of  Abolition  of  the  Interm edia r ie s :  •  20  Million  farmer s  /

tenan ts  were  estimate d  to  have  come  into  direc t  contac t  with  the  State

making  them  owners  of  land.  •  The  abolition  of  interm e dia r ies  has  led  to

the  end  of  a  parasi t e  class.  •  More  land  for  distribution  to  landless

farmers  was  available.  •  Tenants  took  interes t  in  the  developme n t  of  land

8.  Disadvan ta g e s  of  Abolition  of  the  Interme dia r i es :  1.  Abolition  of

interme dia r ies  has  resul ted  in  a  heavy  burden  on  the  state  excheque r  .

The  ex- interm edia r ies  have  been  given  a  compens a t ion  amounting  to  Rs.

670  crores  in  cash  and  in  bonds.  2.  It  has  led  to  large- scale  eviction.

Large- scale  eviction,  in  turn,  has  given  rise  to  several  problems  – social,

economic,  adminis t ra t ive  and  legal.  3.  Absentee  land- lords  as  a  class

emerge d  and  garbed  the  land.

9.  2.  Tenancy  Reforms  1.  Regula tion  of  Rent:  The  Agrarian  Reforms

Commit tee  recom m e n d e d  that  rent  must  be  regula te d .  Some  states

banned  tenancy  whereas  some  banned  leasing.  2.  Securi ty  of  Tenure:

Securi ty  was  provided  to  tenan ts  but  in  absence  of  proper  land  records

tenan ts  were  evicted.  3.  Ownership  Rights  to  Tenan ts:  Legislations  were

passed  to  confer  ownership  rights  on  tenan t  cultivator .  In  some  states

tenan ts  were  made  the  owner  and  asked  to  pay  compens a t ion  to  the

previous  owner.

10.  3.  Reorganisa t ion  of  Land-  i)  Redist ribu tion  of  land  1.VinobaBhave

launched  these  moveme n t s  in  Telengan a  The  objective  was  to  persuade

landowne r s  in  each  concerne d  villlage  to  renounce  their  land  rights ,  after

which  all  the  lands  would  become  the  proper ty  of  a  village  associa tion  for

the  egalita r ian  redist ribu tion  and  for  purpose  of  joint  cultivation.  2.

VinobaBhave  hoped  to  elimina te  private  ownership  of  land  through

Bhoodan  and  Gramda n  and  maintained  that  the  moveme n t  would  go  a

long  way  to  ensure  the  just  redist ribu tion  of  land,  the  consolida tion  of
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holding  and  their  joint  cultivation  3.  The  movemen t  failed  to  achieve  its

objectives.  Land  donated  was  unfit  for  cultivation.

11.  ii)  Consolidat ion  of  Holdings:  1.  The  term  ‘Consolida tion  of  holdings’

refers  to  amalgam a t ion  and  redist ribu tion  of  the  fragmen t e d  land  with  a

view  to  bringing  togethe r  all  plots  of  land  of  a  cultivator  in  one  compac t

block.  2.  After  independe nc e  almost  all  States  passed  law  for  the

consolidat ion  of  holdings.  It  was  made  compulsory  in  Punjab  and

Haryana.  3.  Consolida tion  provided  for  Prohibi tion  of  fragmen t a t ion

below  standa rd  area,  fixation  of  minimum  standa rd  area  for  regula t ing

transfe r s ,  scheme s  of  Consolidation  by  exchange  of  holdings ,  reserva t ion

of  land  for  common  areas  and  procedu re  for  its  implemen t a t ion.

12.  iii)  Coopera t ive  Farming  •  Coopera t ive  farming  refers  to  an

organisa t ion  in  which:  •  each  member- farmer  remains  the  owner  of  his

land  individually.  But  farming  is  done  jointly.  •  Profit  is  distribute d

among  the  member- farmer s  in  the  ratio  of  land  owned  by  them.  •  Wages

distributed  among  the  member- farmers  according  to  number  of  days  they

worked.  •  In  other  words,  Coopera t ive  farming =  pooling  of  land  and

practicing  joint  agricul tu r e .  Coopera t ive  farming  is  not  a  new  concept  in

India.  Since  ancient  times,  Indian  farmers  have  been  giving  mutual  aid  to

each  other  in  weeding,  harves ting  etc.

13.  4.  Compilation  and  upda ting  of  land  records .  •  In  the  Sixth  five  year

Plan  it  was  said  that  compilation  and  updating  of  land  records  would  be

complet ed  in  a  phased  manne r  by  1985.  •  Regular  periodical  updating  of

land  record-  •  Compilation  and  updating  of  the  land  records  are  an

essential  condition  for  the  effective  implemen t a t ion  of  land  reforms

progra m m e.  In  recent  years  the  states  have  been  urged  to  take  all

measu re s  for  updating  land  records  with  the  utmost  urgency  by  adopting
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a  time- bound  progra m m e.  Efforts  are  also  being  made  to  maintain  the

land  records  through  compute r iza t ion.

14.  5.  Ceilings  on  Land  Holding:  1.  The  term  ‘ceiling  on  land  holdings’

refers  to  the  legally  stipula ted  maximum  size  beyond  which  no  individual

farmer  or  farm  household  can  hold  any  land.  2.  Several  states  passed

differen t  legislations  and  gave  many  relaxations.  As  a  resul t  the  surplus

land  available  for  redist ribu t ion  was  negligible.  3.  Efforts  should  be  made

to  redist ribu te  ceiling  surplus  land  and  to  enforce  ceiling  laws  effectively.

15.  Distribution  of  Number  of  Holdings  and  area  Opera te d  in  India  2000-

01  Size  Group  No.  of  Holdings  (in  Million  )  Area  Opera t ed  (in  Million

Hecta r e s)  Average  area  per  Holding  % of  Holdings  to  total  Holdings  % of

Area  Opera t ed  to  total  area  Marginal  (Below  1  Ha)  75.41  29.81  0.40

62.88  18.70  Small  (1-2  Ha)  22.69  32.14  1.42  18.92  20.16  Semi- medium

(2-4  Ha)  14.02  38.19  2.72  11.69  23.96  Medium  (4-10  Ha)  6.58  38.22  5.81

5.48  23.97  Large  10  Ha.  And  Above  )  1.23  21.07  17.12  1.03  13.22  All

Holdings  119.93  159.49  1.33  100.00  100.00

16.  •  There  has  been  a  sharp  rise  in  the  landlessnes s  in  rural  India  •

Propor t ion  of  households  who  do  nor  possess  any  land  which  was  25%  in

the  year  2004- 05  has  gone  up  to  26  %  in  the  year  2011- 12.  •  Similarly

the  Percen ta g e  of  households  who  do  not  cultivate  any  land  was  35  %  in

1987- 88  that  has  gone  up  to  49%  in  the  year  2011- 12.  •  In  the  year  2011-

12  top  10  %  of  the  households  cultivated  nearly  50%  of  land  where  as

bottom  50%  of  the  households  cultivated  only  0.4%  of  the  land.  Nearly

62%  of  Dalits  and  39%  of  Adavasi  do  not  cultivate  any  land.  •  VikasRawal

(2013- 14),“Change s  in  the  distribu tion  of  Opera tional  landholdings  in

rural  India:  A study  of  NSS  Data”  Review  of  Agrarian  Studies  Vol.3  N0.2

July  13  Jan.  14

Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce 
&Management, KAHE,                        Page 10



KARPAGAM ACADEMY OF HIGHER EDUCATION
Class:  III  B.COM                Cours e  Nam e:  Indian  

Econ o m y

 Cours e  Code:  16CMU 6 0 4 A            UNIT  – III          Sem e s t e r:  VI 
Year:  201 6 - 19  Batch
17.  Causes  of  slow  progre ss  of  land  reforms:  1.  Lack  of  political  will  2.

Flaws  in  legislation-  definition  of  personal  cultivation  3.  No  limit  for

personal  cultivation  4.  Malafide  transfe r s  of  land  5.  Inadequ a t e  proofs  of

tenan ts4 p ro ble m  of  volunta ry  surrend e r  6.  Inadequ a t e  ceiling  laws  7.

Legal  hurdles  8.Absence  of  proper  land  records .  ***

18.  Patte rn  of  Asset  owners hip  in  Indust ry  •  The  IDRA  -1951  and

indust rial  licensing  Policy  had  the  objective  of  reducing  concen t r a t ion  of

economic  power  and  monopolis tic  tendencies .  •  Concent r a t ion  of

economic  power  and  MRTP  Act  1969  •  Large  under t aking-  Assets  worth

20  cr  •  Dominan t  under t aking-  Commending  one- fourth  of  marke t  share

19.  MRTP  Act  1969  •  The  Principal  objectives  of  this  Act  as  spelt  out  in

the  preamble  were:  •  i)  Prevention  of  concent r a t ion  of  economic  power

to  the  common  detrimen t  •  ii)  For  the  control  of  monopolies  •  iii)  For  the

prohibi tion  of  monopolis tic  trade  practices  •  iv)  Prohibi tion  of  rest ric tive

trade  practices  •  Main  Provisions  •  Prior  approval  •  Regulation  of

monopolistic  trade  practices  •  MRTP  Commission  to  enquire  the

rest ric tive  trade  practice  distor ting  competi t ion  •  Enquire  into  any  unfair

trade  practice

20.  Amendme n t s  in  MRTP  Act  •  The  MRTP  Act  has  been  amende d

repea te dly  in  1974,  1980,  1982,  1984,  1985,  1986,  1988  and  1991.  •

Dominan t  under t aking  defined  •  Definition  of  Good  and  services  enlarge d

•  More  strict  penalty  provisions  •  Amended  the  definition  of  unfair  trade

practices  •  Power  of  MRTP  Commission  widened  •  Prelimina ry

inspection  by  the  Director  General  made  optional  •  Scrapping  of  Asset

Limit

21.  Competi t ion  Act,  2002  •  Salient  Featu r e s  of  New  competi t ion  Policy  –

•  IDRA Act  1951  No  longer  needed  •  Indust rial  Dispute  Act,  1947  need  to
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be  amende d-  easy  exit  •  Board  for  Indust r ial  Finance  and  Restruc tu r ing

(BIFR)  be  abolished  •  WTO  and  agree m e n t s  relating  to  foreign

investm en t ,  intellectual  prope r ty  rights,  subsidies,  counte rvailing  duties,

anti- dumping  measu re s  technical  bar rie r s  to  trade  and  governm e n t

procure m e n t  need  to  be  reckoned  in  competi t ion  law  •  MRTP  Act  ,  1969

may  be  repealed.  Cases  be  transfe r r e d  to  consum e r  court s  under

consum e r  protec tion  act,  1986.

22.  Compone n t s  of  Competi t ion  Act,  2002  •  Competi t ion  Law  •  It  is  a  tool

to  implemen t  and  enforce  competi t ion  policy  and  to  preven t  and  punish

anti- competi t ive  business  practices  by  firms  and  unnecess a ry

Governm e n t  interfe r enc e  in  the  marke t .  •  Competi tion  Law  generally

covers  3  areas:  •  – Anti  - Competi t ive  Agreem e n t s ,  e.g.,  cartels ,  •  – Abuse

of  Dominan t  Position  by  ente rp r ise s ,  e.g.,  preda to ry  pricing,  bar rie r s  to

entry  and  •  – Regula tion  of  Merge r s  and  Acquisitions  (M&As).

23.  Anti- competi t ive  Agreeme n t s  These  are  agree m e n t s  which  cause  or

are  likely  to  cause  an  appreciable  adverse  effect  on  competi t ion  within

India:  •  Horizontal  Agreeme n t s :  These  are  between  and  among

competi to rs  who  are  at  the  same  stage  of  produc tion,  supply,

distribution,  etc.  These  are  presum e d  to  be  illegal  Examples:  car tels,  bid

rigging,  collusive  bidding,  sharing  of  marke t s ,  etc.

24.  Anti-Competi t ive  Agreem e n t s  •  Vertical  Agreeme n t s :  •  Vertical

Agreem en t s  are  between  parties  at  differen t  stages  of  production,

supply,  distribution,  etc.  •  These  are  not  presum e d  illegal;  are  subject  to

rule  of  reason.  Examples:  tie- in  arrang e m e n t s ,  exclusive

supply/dis t ribu tion  agree m e n t s ,  refusal  to  deal.

25.  Powers  of  Competi t ion  Commission  as  Regards  Agreeme n t s  •  After

the  inquiry  into  the  Agreem en t ,  Competi t ion  Commission  can:  •  direc t
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parties  to  discontinue  the  agree m e n t  •  prohibit  par ties  from  re- enter ing

such  agree m e n t  •  direc t  modification  of  the  agree m e n t  •  impose  penalty

up  to  10%  of  average  turnover  of  the  enterp ri se

26.  Abuse  of  Dominance  •  “Dominan t  position”  is  defined  as  a  position  of

streng t h  which  enables  the  enterp r ise  •  to  opera t e  independ e n t ly  of

competi t ive  forces  in  the  marke t ,  or  •  to  affect  its  competi tor s  or

consum e r s  in  its  favour.  •  No  mathe m a t ical  or  statis tical  formula  is

adopted  to  “measur e”  dominance  –  •  Abuse  of  Dominan t  Position

Includes  practices  like:  •  Unfair  or  discrimina to ry  conditions  or  prices,  •

Limiting  or  res t ricting  production  or  technical/scien t ific  developme n t ,  •

Denial  of  marke t  access ,  and  •  Preda to ry  pricing  - the  pricing  of  goods  or

services  at  such  a  low  level  that  other  firms  cannot  compete  and  are

forced  to  leave  the  marke t .

27.  Combina tions  Regulation  •  Combina tions ,  in  terms  of  the  meaning

given  to  them  in  the  Act,  include  merge r s ,  amalga m a t ions ,  acquisi tions.  •

in  order  to  establish  whethe r  the  higher  concen t r a t ion  in  the  marke t

resulting  from  the  merge r  will  increase  the  possibility  of  collusive  or

unilate r ally  harmful  behaviour ,  it  must  first  be  established  as  to  what  the

relevant  market  is  •  Horizontal  Merge r s  •  Vertical  Merge rs  •

Conglome ra t e  Merge r s  •  Pre- Notification  -The  require m e n t s  for  prior

notifica tion

28.  Competi t ion  Advocacy  •  The  Competi tion  Commission  of  India,  in

terms  of  advocacy  provisions  in  the  Act,  is  enabled  to  par ticipa te  in  the

formulation  of  the  count ry’s  economic  policies  and  to  par ticipa t e  in  the

reviewing  of  laws  related  to  competi t ion  at  the  instance  of  the  Centra l

Governm e n t .  •  Commission  is  required  to  take  measu re s  for  promotion  of

Competi t ion  Advocacy,  crea ting  Awareness  and  impar t ing  Training  about

competi t ion  issues  [Section  49(3)]
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29.  Advocacy  means  competi t ion  promotion  through  non-  enforce m e n t

measu re s  •  For  promotion  of  competi t ion  advocacy  and  creat ion  of

awaren e ss  about  competi t ion  issues,  the  Commission  may:-  •  i)

Under t ake  appropria t e  progra m m e s  /  activities  etc.;  •  ii)  Encourag e  and

interac t  with  the  organiza tions  of  stakeholde r s ,  academic  communi ty  etc.

to  under t ake  activities,  progra m m e s ,  studies ,  resea r ch  work,  etc.  on

competi t ion  issues;  ***

Une m p l oy m e n t  and  poverty

In  this  chapte r  we  are  feel  free  to  study  the  problems  of

unemployme n t ,  causes  and  measu re s ,  problems  of  poverty  ,problems  of

rising  economic  and  social  inequali ty  and  problems  of  regional  imbalance

in  India.

4.2.1  Proble m  of  une m p l oy m e n t  :

I)  Introd u c t i o n:-

India  is  developing  count ry  with  many  problems  among  them  one

problem  is  that  of  unemployme n t .  There  are  many  under- employed.  In

India  we  find  various  forms  of  unemploymen t  such  as,  disguised,  open,

seasonal  and  educa tional  unemploymen t .

Basically  India’s  unemploymen t  is  struc tu r a l  in  natur e .  It  is

associa ted  with  the  inadequacy  of  productive  capacity  to  create  enough

jobs  for  all  those  able  and  willing  to  work

II)  Meani n g  of  une m p l oy m e n t :

1)  “Many  people  remain  without  work  that’s  called  unemployme n t”.

2)“Quite  a  number ,  though  educate d ,  find  no  or  little  work  to  use

their  talent  or  skill  itscalled  unemploymen t”.

3  “a  large  number  of  worker  are  forced  to  remain  jobless  both  in

rural  and  urban  areas  is  the  unemploymen t” .

III)  Exten t  of  Une m p l oy m e n t  in  India:
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According  the  commit tee  of  exper t s  of  unemploymen t  under  the

chairma ns hip  ofBhagwa t i  (1973)  the  likely  numbe r s  of  unemploymen t

in1971,  may  be  reasonably  taken  at  18.7  million.

According  to  N.S.S  data  (19  th  round),  the  commit te e  on

unemployme n t  estimat ed  that  8.5  million  persons  in  rural  areas  and  1.3

million  persons  in  urban  areas  were  working  less  than  14  hours  per

week.

IV)  Types  of  une m p l oy m e n t :

Following  are  the  types  of  unemployme n t  that  exists  in  India

1.  Struct u ra l  une m p l oy m e n t :

It  is  associa ted  with  the  inadequa cy  of  produc tive  capacity  to

creat e  enough  jobs  for  all  those  able  and  willing  to  work.

2.  Disg u i s e d  une m p l oy m e n t :

Disguised  unemployme n t  is  invisible  in  Indian  villages,  where  most

of  the  unemploymen t  exists  in  the  form  and  urban  unemploymen t  among

the  educa ted  classes .  In  exact  way  disguised  unemploymen t  means

people  work  below  their  capacity  or  they  possess  zero  marginal  physical

produc tivity.

3.  Cyclica l  une m p l oy m e n t :

It  is  associa ted  with  the  inflation  and  depress ion  phase  of  business

cycle.

4.  Friction a l  une m p l oy m e n t :

The  product s ,  the  resourc es  and  the  technologies  undergo  changes ,

making  the  structu r e  of  an  economy  a  picture  of  perman e n t  change.

Frictional  unemploymen t  exits  when  the  process  of  rationalizat ion

star ted  in  India  since  1950  also  caused  displacem e n t  of  labour.

5.  Seas o n a l  une m p l oy m e n t :

It  occurs  at  certain  seasons  of  the  year.  Associated  mainly  with

agricul tu r e  it  is  a  widespre a d  phenom eno n  in  Indian  village.
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V)  Caus e s  of  une m p l oy m e n t  in  India:

1.  Risin g  in  populat i o n:

In  India  productive  capaci ty  is  below  the  needed  quanti ty  as

agains t  this  additions  to  labour  force  are  being  made  at  a  fast  rate

on  account  of  the  rapidly  growing  populat ion.

Thus,  while  new  produc tive  jobs  are  on  the  increase  the  rate  of

increas e  being  low,  the  absolute  numbe r  of  unemployed  persons  is  rising

from  year  to  year.

2.  Slow  growth  of  agricu l t ur e:

The  volume  of  economic  activities  of  presen t  is  being  dete rmine d

largely  by  agricul tu r e  the  rate  of  rise  in  such  activities  is  small.

3.  Slow  growth  of  indus try:

The  modern  indust rial  sector  which  was  to  provide  increasing

avenues  of  employmen t  is  growing  at  a  very  slow  place.

4.  Destroye d  indus tr i e s :

During  the  British  period,  the  flourishing  indigenous  small- scale

and  cottage  indust r ies  instead  of  expanding  and  transforming  themselves

in  to  modern  indust ries  were  dest royed.

5.  Slow  capita l  format io n:

The  slow  capital  formation  also  inhabited  the  growth  –potential  of

activities  both  in  the  agricul tu r a l  sectors  and  the  indust rial  sector.  The

inadequ acy  of  irrigat ion  facilities  the  shortage  of  fertilized  and  power

unsatisfac to ry  transpor t  facilities  etc  all  caused  largely  by  slow  growth  of

the  capital  goods  sectors  have  adversely  affected  the  expansion  rate  of

work  oppor tunis m  in  India.

6.  Retre n c h m e n t  of  labour:

In  India  after  the  second  world  war  when  war- time  indust ries  were

being  closed  there  was  a  good  deal  of  frictional  unemploymen t  caused  by
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ret renc h m e n t  in  the  army  ordnance  factories  etc  these  workers  were  to

be  absorbed  in  peace  time  indust r ies .

7.  Ration a l i za t i o n:

The  process  of  rationalization  which  is  star ted  in  India  since  1950

also  caused  of  displace me n t  of  labour.

8.  Shorta g e  of  capita l  equip m e n t :

In  India,  it  is  not  the  resul t  of  deficiency  in  effective  demand  in  the

Keynesian  sense  but  a  conseque nc e  of  shortage  of  capital  equipmen t  or

other  complem e n t a ry  resource s .

9.  Inade q u a t e  employ m e n t  planni n g:

Planning  in  India  is  opera t ing  since  1951  has  not  contribute d

adequa t e ly  to  the  solution  of  this  problem  this  is  largely  becaus e  of  the

lower  priority  to  the  employmen t  objectives  and  the  under- rationing  of

human- resources .

10.  Labour  –surplu s e s :

In  India  governm e n t  has  no  considera t ion  in  approp ria t e  real  wage

rate  policy  as  instrum e n t s  of  labour  intensive  techniques  in  a  big  way

where  without  prejudice  to  output  furthe r  little  has  been  done  to  utilize

the  Nurks  variety  of  labor  surpluses  in  village.

11.  Weak  man- power  planni n g :

In  some  sectors  of  the  Indian  economy  there  is  more  than  we  need,

while  other s  there  is  less  than  we  required ,  so  is  the  case  in  many

regions  and  skills.  These  imbalances  have  caused  by  increasing

unemployme n t .

VI)  Meas ur e s  to  remov e  une m p l oy m e n t :

1.  Rural  work  progra m s :

The  emphasis  under  the  program s  was  on  the  const ruc t ion  of

civil  works  of  a  perman e n t  natur e  as  would  contribu te  to  the
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mitigation  if  not  the  total  eradica t ion  of  the  scarci ty  condition  in

the  areas  concerne d .

2.  Area  develop e d  sch e m e :

This  scheme  is  relate  to  the  developme n t  of  adequa te

infras t ruc t u r e  facilities  like  roads,  marke t  complexes  etc.  in  areas

command  by  ten  major  irrigation  projects .

3.  Expandi n g  volu m e  of  work:

One  and  the  foremost  solution  to  the  problem  of

unemployme n t  lie  in  enlarging  oppor tuni ties  for  work.  This  is

needed  to  be  done  rapidi ty  and  at  an  increas ed  scale  so  as  to  clear

the  backlog  of  unemploymen t  which  is  subst an ti al .

4.  Risin g  capita l  format io n:

It  is  also  necessa ry  that  the  accumula t ion  of  capital  is

stepped  up  it  helps  increasing  employment .

5.  Appropriat e  mix  of  produ ct i o n  tech n i q u e s  :

It  is  also  necessa ry  to  choose  such  a  combina tion  of  capital  –

intensive  and  labor–

intensive  technologies  of  produc tion  as  it  genera t e  maximum

employmen t .

6.  Spec ia l  employ m e n t s  progra m:

The  remedies  sugges t  that  employment  genera t ion  through  a

faste r  growth  of  the  economy  as  well  as  an  expansion  of  capital

intensive  based  activities  people  for  whom  special  employmen t

progra m s  are  needed  for  landless  agricul tu r a l  labors,  marginal

farmers ,  village’s  artisans ,  and  tribal  people  living  in  remote  areas

of  the  count ry  as  also  people  in  the  hilly  areas.

7.  Manp ow e r  planni n g :

For  achieving  employmen t  for  all  it  is  necess a ry  also  to

manage  human  resources  in  a  scientific  manne r .
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8.  Spec ia l  employ m e n t  progra m:

A number  of  special  employmen t  progra m  for  self  and  wage

employmen t  have  been  in  opera t ion  in  rural  and  urban  areas .  In

the  rural  areas,  self- employed  scheme  such  as  SwarnJaynti  Gram

Swarozga rYojna  (1999)  ,Jawaha r  Gram  SamuridhiYojna,

Jawaha rRozga rYojna  ,  Integra t e d  Rural  Developme n t  Progra m m e,

Training  For  Rural  Youth  For  Self  Employment  etc.In  urban  areas ,

Prime  Ministe r  RozgarYojna  (1995),

SwarnaJayntiSha h a r iRozga rYojna,  and  Urban  Poverty  Alleviation

Progra m s  were  launched.

9.  Agro-  servic e  cent er s :

The  schemes  provided  assistance s  for  self  employmen t  to  the

unemployme n t  people  availed  through  Agro  service  centre s .

10.  Margin a l  farmer s  and  agricu l t ur a l  labours:

Under  this  scheme  families  were  to  be  assisted  with  subsides ,

credit  suppor t s  for  agricul tu r a l  and  subsidized  occupa tions  like

dairy  poultry,  fishery,  etc.

11.  Smal l  farmer’s  develop m e n t  sch e m e:

The  object  of  the  schemes  was  to  make  credit  available  to

small  farmers  to  enable

them  to  make  use  of  the  lates t  technology  and  to  practice  intensive

agricul tu r al  and  diversify  their  activities.I t  is  necessa ry  through  the

above  schemes  that  governm e n t  conseque n t ly  try  to  remove

unemployme n t .

4.2.2Pr o b l e m s o f p o v e r ty :

A) Introdu c t i o n:-

its  basic  necessi ties  of  life.  The  poverty  in  India  is  a  problem  with

some  grave  dimension;  it  is  on  the  one  hand,  quanti t a t ively  a  very  big

problem  as  the  numbe r  of  the  poor.  Indeed  a  massive  aspect  is  that  it  is  a
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problem  of  very  low  produc tivity  of  the  poor,  these  peoples  resource s  are

poor  in  terms  of  asse ts ,  skills,  credit ,  availability  ,etc.  this  makes  their

earning  to  be  dismally  small.

B)  Meani n g  of  poverty  :

1.“All  all  those  who  cannot  under t ake  consum ption- expendi tu r e

required  for  the  minimum  calorie- intake  fall  poor”.

2.“Any  person  who  is  not  able  to  get  minimum  level  of  living  that

is  poor”.

Thus,  pover ty  expresse d  in  terms  of  minimum  require m e n t s  of

vegetables ,  cereals ,  pulse,  milk,  butte r ,  clothing,  or  calorie  intake  is

conditioned  by  the  relative  levels  of  living  prevalen t  in  the  count ry.

C)  Poverty  in  India  :

V.M.  Dandeka r  estimate d  that  in  1983- 84  at  total  of  286  million

(44.4)  persons  were  living  below  the  poverty  line.

Planning  commission  Exper t  Group  (1993)  estimate d  that  rural

pover ty  ratio  has  declined  from  56.4%  in1973  to  39.1%  in  1987- 88  as

agains t  it  there  is  a  relatively  smaller  decline  in  urban  pover ty  ratio

which  has  come  down  from  42.9%  in1973- 74  to  40.1%  in

1987- 88.

The  overall  poverty  ratio  has,  therefore  declined  from  54.9%  in  1973- 74

to  39.3%in  1987- 88.  Recently,  scholars  have  not  agreed  on  the  new

parame t e r s  of  pover ty.

D)  Caus e s  of  poverty:

1.  Paradox  of  poverty  with  growth:

The  Indian  economy  is  beset  with  a  paradox  or  contradic t ion

because  on  one  hand  increase  in  growth  of  economy,  on  the  other  hand

these  growth  benefits  did  not  reach  to  large  masses  of  the  people.
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2.  Rapid  growth  of  populat i o n:

The  incidence  of  poverty  is  to  an  extent  also  caused  by  the

popula tion  growthw hich  is  large  among  the  poor  at  all- India  rate.

3.  Destroye d  indus tr i e s :

During  the  British  period  flourishing  indigenous  small- scale  and

cottage  indust ries  instead  of  expanding  and  transforming  themselves  in

to  modern  indus t r ies  were  dest royed.

4.  Une m p l oy m e n t :

In  India  conside rable  degree  of  unemploymen t  and  under-

employmen t  is  found  among  rural  labours.  It  has  been  established  that

incidence  of  unemploymen t  and  under-  unemploymen t  is  the  highes t

among  casual  labours .

5.  Weak  bargai n i n g  power:

Even  during  periods  of  unemploymen t ,  due  to  their  week

bargaining  power,  low  wages  being  paid  to  them  so  that  their  extent  of

pover ty  has  increas e d .

6.  Low  ass e t s :

In  India  asset s  distribu tion  in  rural  and  urban  area  is  unequal

according  to  RBI  data27%  of  rural  households  owing  asset s  worth  less

than  Rs.20,  000  accounte d  for  only2.4%  of  total  asset s .

7)  Low  educa t i o n:

The  low  educa tion  attainme n t s  of  the  poor  and  educa tional

differen tials  are  the  main  factors  for  relatively  lower  levels  of  income

among  the  poor.  Poor  paren t s  are  not  able  to  help  their  children  to

access  higher  educational  level.

8)  Inad eq u a c y  of  anti- poverty  progra m s:
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Another  suppleme n t  to  the  transfe r  could  be  the  various  special

progra m m e s  to  ameliora t e  the  conditions  of  the  poor.  These  however ,

have  not  as  yet  made  subst an ti al  impact  on  the  pover ty.

9)  Strate g y  of  develo p m e n t :

The  emphasis  all  along  since  the  second  plan  till  recen tly  has

been  on  the  building  of  the  capacity  for  capital  goods.  This  meant  to

things  investme n t  in  capital  -intensive  projects  or  less  employment .

E)  Meas ur e s  of  removal  to  poverty:

1.  Risin g  inco m e  and  cons u m p t i o n:

To  remove  poverty  it  will  require  such  an  ordering  of  priorities  in

respect  of  produc t-  mix  and  technology  mix  that  goods  of  mass

consum ption  /wages  goods  and  the  labour-  intensive  technologies  get  the

highes t  ranking  growth  of  consum ption  goods  and  large  employment

oppor tuni ties  for  the  poor,  where  by  their  income  and  consumption  may

rise.

2.  Risin g  socia l  cons u m p t i o n :

The  solution  of  the  poor  which  includes  rising  the  provision  of

social  consumption  for  the  poor  .an  example  of  the  same  is  the  minimum

needs  progra m s.  This  is  such  items  as  element a ry  education,  health ,

housing,  wate r  supply  etc.

3.  General  growth:

The  growth  stra tegy  in  a  manne r  that  helped  to  some  extent  in

improving  the  condition  of  the  poor,  this  involved  such  a  re- structu r ing  of

the  production  and  of  produc t-  mix  that  provided  more  work  income  and

mass  goods  to  the  poor.

4.  Improvin g  socia l  statu s:

Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce 
&Management, KAHE,                        Page 22



KARPAGAM ACADEMY OF HIGHER EDUCATION
Class:  III  B.COM                Cours e  Nam e:  Indian  

Econ o m y

 Cours e  Code:  16CMU 6 0 4 A            UNIT  – III          Sem e s t e r:  VI 
Year:  201 6 - 19  Batch

Improving  the  social  status  of  the  poor  which  also  upgrade  their

produc tive  capabili ties,  effort  at  rising  literacy  ,widening  the  access  to

educa tion  and  heal th  facilities  for  the  weaker  section  belonging  to  the

scheduled  caste  and  backward  classes,  enhance  the  status ,  the  skill  and

health  of  the  poor.

5.  Spec ia l  progra m m e :

There  are  certain  special  program m e s  for  the  developm e n t  of

women  and  children  were  launched,  which  empower  them  in  various

ways,  including  in  respec t  of  their  legal  rights  like  social  welfare

schemes .

6.  Self- employ m e n t :

Special  program m e s  involving  the  use  of  local  resource s  and

manpowe r  can  be  devised  to  provide  employmen t  on  wages  and  self-

employed  basis

7.  Increa s i n g  educ a t i o n:

To  remove  poverty  it  is  necessi ty  to  provide  bette r  educa tion  which

is  pro-  occupa tional  and  increase s  labour  skill  and  wages.

8.  Trainin g   progra m m e :

The  training  progra m m e  which  helps  the  poor  in  earning  by

providing  them  assets ,  inputs,  credit  marke ting  facilities  for  skill

formation  etc.

9.  Govern m e n t  progra m m e :

The  governm e n t  has  been  implemen t e d  various  program m e s  for

the  eradica tion  of  poverty  such  as  IRDP,  NREP,  RLGEP,  dry  land

developing  progra m m e  ,public  distribu tion  system  etc.The  measur e s

which  have  listed  above  togethe r  mark  a  well- conceived  stra tegy  for

eradica t ing  pover ty.  But,  the  import an t  thing  is  that  it  should  have  been

implemen t e d  effectively.

Environ m e n t a l  conc er n s
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1.  Introd u c t i o n

Economic  developme n t  has  involved  continuous  interac t ion

between  the  efforts  ofhuman  beings  to  improve  their  mate rial  well- being,

and  the  processe s  of  natu re .  Whilethe  environme n t a l  challenges  of

developme n t  have  induced  many  scientific  discoveriesan d  innovations  in

technology  and  social  organiza t ion,  efforts  at  developm en t

havesome t ime s  resul ted  in  environme n t a l  degrada t ion,  economic  and

social  stagna tion,  andhum a n  suffering.  The  major  environme n t a l  issues

relating  to  the  developme n t  processa r e  discussed  here  within  the  broad

framework  of  the  relation  between  the  humansys te m  and  the  system  of

natu re .

2.  Econ o m y—Environ m e n t  Relatio n s h i p

Conventional  developme n t  economics  presum e s  that  the  well- being

of  a  society  depends  on  the  flow  of  consumption  of  goods  and  services  by

its  people.  With  the  help  of  science  and  technology  and  their  own  labor,

human  beings  transform  the  resource s  of  natur e  into  goods  and  services

produc t s ,  which  are  used  for  either  consum ption  or  capital  formation.

After  the  consumption  or  capital  use,  the  physical  conten t  of  the  product

flows  back  into  natu re  in  a  degrade d  state  as  wastes .  In  such  economic

processe s  of  transforma t ion  of  natu ra l  resources—biotic  and  abiotic—into

economic  produc ts ,  and  in  their  subsequ e n t  use,  no  basic  constituen t

element s  of  mat te r  and  energy  would  be  lost.  However ,  any  biotic  or

abiotic  resource  has  a  cer tain  ordered  structu r e .  It  is  these  orderly

charac t e r i s t ics  that  enable  the  resource  to  rende r  the  useful  service  or  to

do  the  concerne d  work.  With  every  use  of  the  resourc e ,  its  structu r e

loses  orderliness .  The  degree  of  disorde r  is  called  entropy.  In  the  course

of  circular  movemen t  from  the  source  in  natur e  to  the  economy  and  from

the  economy  to  the  sink  of  natu re ,  the  basic  element s  of  energy  and

resourc es  rende r  utility  to  humans  while  moving  along  an  increasing
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entropy  gradien t .  3.  Environme n t a l  Capital  Base  and  Environme n t a l

Crisis  The  availability  of  low  entropy  matte r  and  energy  is  limited  in  the

earth.  Stocks  of  exhaus t ible  resources  like  minerals  or  fossil  fuels  cannot

be  augmen t e d  in  the  human  time  scale.  However ,  ecological  processe s

regene r a t e  renewable  resource s  in  the  ear th.  A small  portion  of  solar

light  energy  is  transform e d  into  chemical  bond  energy  through

photosynthe sis  in  plants.  This  chemical  energy  provides  food  not  only  to

the  plants  themselves  but  also  to  all  kinds  of  animal  organis ms,  including

decompos e r s  and  microorga nis ms .  Some  of  the  low  entropy  biotic

resourc es  thus  genera t e d  are  used  as  renewa ble  resource  input  for  the

human  economic  system,  for  food  and  non- food  enduse  purposes  (e.g.,

biomass  fuel,  fores t ry  based  indust rial  raw  materials ,  organic  chemicals,

etc.).  The  diversi ty  of  such  biological  resourc es  is  itself  an  importan t

dimension  of  the  natu ra l  resource  base.  Apart  from  supplying  inputs  for

the  human  economy’s  produc tion  system,  natu re  provides  a  range  of

other  services  that  form  the  underpinning  for  all  human  activity,  and

which  are  therefore  of  fundame n t a l  value.  The  bio- geo- chemical

processe s  of  the  Earth  as  driven  by  solar  energy  ensure  the  opera tion  of

hydrological  cycles  that  supply  wate r  resources ,  regene r a t e  soil,  recycle

nutrien t s ,  control  climate  and  floods,  assimilate  wastes,  pollinate  crops,

and  purify  air  to  maintain  the  gaseous  composition  of  the  atmosphe r e .

The  biodiversi ty  of  the  ecosyste m  has  on  the  one  hand  significan t

influence  on  the  gaseous  composi tion  and  climate  condition.  It  contains

and  prese rves ,  on  the  other  hand,  a  huge  library  of  genetic  information,

which  has  immense  option  value  because  of  the  possible  future  human

discoveries  of  their  new  end- uses.  The  totality  of  ecosystems  that

genera t e  the  biotic  resource  input  for  the  human  economic  system  and

provide  all  the  above  non- marke t  ecological  services—which  are  crucial

for  human  survival—forms  the  environme n t a l  resource  base  of  the
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economy.  This  environm e n t a l  resourc e  base,  along  with  the  non-

renewable  deposits  of  minerals ,  ores,  and  fossil  fuels  constitu t e s  the

natu ral  capital  base  (stock)  of  the  economy.  With  any  renew able  or

regene r a t ive  resourc e  there  is  potentially  a  dange r  of  exhaus t ion  due  to

overuse .  If  the  economic  system  uses  such  resources  at  a  rate  higher

than  its  rate  of  regene r a t ion,  there  will  be  depletion  in  the  stock  of

renewable  resource s  over  time.  For  example,  harves ting  of  fores t

biomass  for  fuel  or  timber  use  at  a  rate  higher  than  the  rate  of

regene r a t ion  of  the  plant  biomass  leads  to  degrada t ion  of  fores ts .  Or,

crop  uptake  of  nutrien t s  in  agricul tu r a l  activities  can  exceed  the  natu ra l

rate  of  regene r a t ion  of  nutrien t s  in  the  soil  through  the  opera t ion  of  the

nutrien t  cycles  of  natu re .  It  is  in  fact  essentially  the  rate  of  flow  of  solar

energy  that  ultimately  sets  a  bound  on  the  rate  of  regene r a t ion  of

resourc es ,  along  with  that  on  the  time  rate  of  delivery  of  all  eco-  services

Another  import an t  eco- service  provided  by  the  environme n t a l

resourc e  base  is  the  degrada t ion  of  the  mate rial  wastes  genera t e d  by  the

economic  system.  The  regene r a t ion  of  resource s  and  the  degrada t ion  of

wastes  are  two  services  jointly  delivered  by  the  ecological  process es  of

natu re .  If  the  waste  produc ts  of  the  economic  system  are  par ticula r ly

biodegrad a b le ,  these  processe s  transform  themselves  in  the  course  of

interac t ive  ecological  process es  between  organisms  and  their  abiotic

environme n t  through  the  bio- geoche mical  cycles  driven  by  energy  flow

through  the  food  chain.

There  are,  however ,  limits  on  the  time  rates  of  such  absorp tion  of

wastes  by  natu re  dete rmine d  by  the  time  rate  of  ecological  process es .  If

the  wastes  of  economic  processe s  are  not  biodegra d a b le ,  they  will  be

degrade d  and  rende r e d  harmless  only  through  natur al  weathe r ing

processe s  involving  often  quite  slow  geo- chemical  transform a t ion

through  interac t ion  with  the  environm e n t  over  a  long  period.  The
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hazardous  wastes  that  are  man- made  compounds  can  ente r  the  biological

system  by  get ting  concen t r a t e d  in  the  tissues  of  living  organisms  without

being  degrad e d .

The  rate  of  extrac tion  of  resources  by  an  economy  from  the

ecosyste m  and  the  retu rn  of  wastes  by  the  former  to  the  latter  are

determined  by  the  rate  of  growth  of  economic  activities,  along  with  the

growth  of  the  human  populat ion  of  the  economy  concerne d .

The  maximum  rate  at  which  natur e  can  absorb  a  given  waste

produc t  or  supply  a  given  resourc e  by  regene r a t ion  through  the

ecological  process es  of  a  region  is  often  far  exceeded  by  the  rate  of  this

process  as  required  by  economic  developme n t ,  if  the  latter  is  to  be

sustainable.  A resourc e  crisis  arises  if  the  rate  of  regene ra t ion  of  low

entropy  resource s  falls  short  of  the  required  flow  of  resources  from  the

ecosyste m  to  the  economic  system,  render ing  the  pre- existing  growth

level  unsus t ainable .  If  the  rate  of  the  produc tion  of  high  entropy  wastes ,

on  the  other  hand,  exceeds  the  rate  of  absorp tion  of  waste  by  natu re  per

unit  of  time,  the  balance  of  waste  is  deposi ted  in  the  ecosystem  as

pollutan t .  The  stock  of  the  latter  would  accumula t e  and  such

accumula t ing  stock  would  affect  adversely  the  produc tivity  of  the  natu ra l

system,  human  health,  and  the  regene r a t ive  function  of  natur e .  While  the

carrying  capacity  of  an  ecosystem  is  considered  to  be  the  maximum  life-

suppor t  it  can  provide  at  a  level  sustainable  for  its  biological  systems,  its

opera t ive  definition  in  the  economic  developme n t a l  context  is  considere d

in  terms  of  the  maximum  size  of  human  popula t ion—along  with  the

economic  activities  of  the  latter—tha t  it  can  sustainably  suppor t .

Demo g r a p h i c  cons tra i n t s

Introd u c t i o n

The  growth  in  popula tion  explains  the  difference  in  the  growth  of

national  income  and  the  per  capita  income  since  human  resource s  have  a
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major  role  in  genera t ing  aggreg a t e  flow  of  goods  and  services.  Thus,  the

demograp h ic  featu re s  and  indicator s  of  developm en t  are  closely  related.

For  instance ,  human  resources  have  a  two- pronged  relationship  with

economic  growth.  We  see  that  as  a  resource ,  people  are  available  as

factors  of  produc tion  to  work  in  combina tion  with  other  factors  of

produc tion  such  as  land,  capital  and  ente rp r ise .  Moreover ,  as  consume r s ,

human  beings  make  demand  on  the  national  produc t  of  the  economy.  In

this  way,  the  size  of  popula t ion  is  a  significant  determina n t  of  economic

growth.  It  may  be  noted  that  a  large  popula t ion  may  not  necessa r ily

contribute  to  economic  growth.  Thus,  a  large  fast- rising  popula tion  may

find  itself  in  a  situa tion  of  over- popula tion.  We  may  discuss  whethe r

economic  growth  alone  consti tu t e s  economic  developm en t  and  see  that  it

is  not  the  case.  Therefore ,  we  must  know  about  economic  developm en t

and  the  indicator s  of  economic  developm en t .  6.1  Dem o gr a p h i c

Featur e s  and  Indica tor s  of  Develo p m e n t

With  the  help  of  Indian  census  data,  a  concise  demogra p hic  profile

of  the  count ry  can  be  prepa r e d .  In  1872,  the  count ry’s  first  all- India

Census  was  completed .  Decennial  census es  have  been  organised  then  on

in  1881,  1891,  1901,  1911,  1921,  etc.  The  14th  census  was  completed  in

March,  2001.  It  may  be  noted  that  the  census  in  India  is  conduc ted  under

the  Census  Act,  1948,  which  makes  it  obligatory  for  the  public  to  provide

all  answer s  correct ly  and  fully  for  a  correct  analysis.  Trends  in

Population  Growth  However ,  India  has  got  only  2.4%  of  the  total  land

area  of  the  world.  Thus,  India  has  been  seriously  handicapp e d  a  large

propor tion  of  the  world  populat ion  is  found  jam- packed  in  a  small  area  of

the  count ry.  Major  trends  of  Indian  popula tion  are  given  as  under  :

1.  Since  1951,  the  upward  trend  in  popula tion  growth  rate  was

maintained  which  got  reversed  during  the  decades  1981- 2001.  
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2.  The  increas e  in  popula t ion  after  the  count ry’s  independ e nc e  was

more  rapid.  Before  that  the  census  of  1931  and  the  following  census  of

1941  recorde d  an  increas e  of  the  magnitude  of  about  Indian  Economic

Policy  2.76  crore  and  3.97  crore  respect ively.  In  this  way,  while  India’s

popula tion  had  increase d  by  about  12  crores  during  the  first  fifty  years  of

the  presen t  centu ry,  i.e.  during  1901- 51,  it  increas e d  by  about  32.5  crore

during  the  three  decade  period  of  1951  to  1981  itself.

 3.  The  year  1921  is  known  as  the  ‘Year  of  Great  Divide’.  Here,  it

may  be  noted  that  before  1921,  the  growth  of  popula t ion  was  very  slow.

A  decline  was  caused  by  famines  and  epidemics  during  the  1911- 21.

Distribution  of  Popula tion  by  States  :  Different  States  of  India  have

differen t  number  of  inhabitan t s  with  a  large  gap.  For  instance ,  Utta r

Pradesh  has  a  population  as  large  as  16.60  crore  while  Sikkim  has  barely

5.40  lakh  people.  Some  relatively  large  states  have  a  popula tion  of  more

than  5  crore  such  as  Bihar,  Mahara s h t r a ,  West  Bengal,  Andhra  Pradesh ,

Madhya  Pradesh ,  Tamil  Nadu,  Gujara t ,  Karnataka  and  Rajas than.  There

are  other  states  with  less  than  5  crore  populat ion.

According  to  the  2001  census ,  India  is  the  second  larges t  count ry

in  the  world  with  the  total  populat ion  of  102.7  crore  consti tu t ing  about

16%  of  the  total  popula tion  of  the  world.

Growth  Rate  of  Population  The  change  in  popula tion  caused  by  net

migra tion  as  a  propor t ion  of  total  popula tion  of  the  country  is  almost

insignifican t  and,  therefore,  can  be  easily  ignored .  The  birth  and  death

rates  in  India  have  followed  the  genera l  trends  indicated  in  the  theory  of

demograp h ic  transi tion.  The  following  conclusions  may  be  made  for

India’s  populat ion  growth  :

1.  The  natu ra l  growth  rate  of  popula tion  picked  up  to  reach  the

maximum  at  22.20  per  thousand  or  about  2.22%  per  annum  during  1971-

1981  (and  21.1%  during  1981- 91).  The  crude  death  rate  showed  a
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marked  decline  in  the  decade  1921- 31  and  ever  since  has  been

continuously  declining.  However ,  during  this  period  lasting  till  the  mid-

1970s,  there  was  hardly  any  fall  in  the  birth  rate.  

2.  The  stage  for  the  third  phase  of  transi tion  was  set  with  the

beginning  with  the  1970s  when  the  birth  rate  regis te r ed  a  fall.  However ,

this  has  been  neutr alised  by  declining  mortali ty.  Here,  it  may  be  noted

that  the  growth  rate  of  popula tion  during  1981- 1991  and  1991- 2001  has

been  less  than  that  in  1971- 1981  which  is  an  indication  of  third  stage  of

transi tion.  Density  of  Popula tion  The  density  of  popula tion  in  the  count ry

is  324  (Census  2001).  It  is  calculat ed  as  a  ratio  of  the  number  of  persons

per  sq.  km.  of  land  area.  It  may  be  noted  that  a  country  like  Myanma r

with  a  densi ty  of  popula tion  of  only  75  has  a  per  capita  income  of  only

$200  as  agains t  $530  in  India.  However ,  Japan  with  a  densi ty  of  349  has

a  per  capita  income  of  $34,510.  In  this  way,  the  densi ty  of  popula tion

helps  to  dete rmine  the  magnitude  of  the  burden  that  land  is  being  called

upon  to  carry  and  to  dete rmine  the  future  potentials  of  growth  in  the

count ry.

 Inter- State  Variation s  :  Generally,  the  densi ty  is  genera lly  high  in

indust rially- developed  states  or  in  those  regions  which  have  a  bet te r

climate,  rainfall  and  irrigation  facilities.  India  is  an  economy  where  the

agrarian  sector  domina tes  and  hence  the  above  factors  exercise  an

influence  on  the  density  of  population  in  the  count ry.  Life  Expectancy

The  occurr enc e  of  high  death  rate  and/or  death  at  an  early  age  means

life  expectancy  will  below.  However ,  if the  death  rate  is  low  and/or  death

occurs  at  an  advanced  age,  life  expecta ncy  will  be  high  for  a  given  area.

It  has  been  observed  that  in  the  last  few  decades ,  the  death  rate  in  India

has  recorded  a  percep t ible  fall  which  is  reflec ted  in  the  rising  life

expectancy.  At  presen t ,  life  expecta ncy  at  birth  is  63.87  years  for  males
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and  66.91  years  for  females.  We  see  that  rising  life  expecta ncy  hassocial

implications.  

For  instance ,  it  crea te s  pressu re  on  the  job  marke t .  As  persons

reaching  retirem e n t  age  remain  fit  to  work,  they  seek  extension  of  their

jobs  or  fresh  employmen t .  Moreover ,  as  the  elderly  continue  to  live

longer ,  the  number  of  joint  or  multi- genera t ional  families  tends  to

increas e .  But  we  know  that  the  average  size  of  households  has  not

increas ed  significan tly  over  the  last  five  decades  and  the  total  number  of

households  has  risen  sharply  for  the  period.

Age  and  Sex  Comp o s i t i o n  :  The  conseque nc e  of  past  trends  in  fertility

and  mortali ty  is  reflected  in  the  age  and  sex  composition.  If  high  birth

and  death  rates  persist  for  a  fairly  long  time  it  would  resul t  in  a  bottom-

heavy  age  pyramid.  For  India,  the  age  distribu tion  indicates  that  every

one  person,  on  an  average ,  has  to  earn  for  himself  and  for  one  depende n t

also.  Here,  the  depende ncy  ratio  of  the  popula tion  is  about  64.07%.  A

high  depende ncy  ratio  acts  as  a  serious  drag  on  produc tion  and

improveme n t  of  living  standa r ds  of  the  populat ion.

The  difference  between  the  birth  rate  and  the  death  rate  measu re s

the  growth  rate  of  popula tion.Lite r acy  A person  may  be  called  litera t e  if

he  or  she  can  read  and  write  with  unders t a n ding  in  any  language .  In

India,  a  substan t i al  progres s  in  literacy  has  been  made  during  the  1951-

2001.  At  the  same  time,  sex  differen tials  in  literacy  rates  are  narrowing

down.  For  instance ,  in  1951,  the  female  literacy  rate  as  a  percen t a g e  of

male  literacy  rate  was  about  33  which  has  gone  upto  71.40  in  2001.  6.2

Nature  of  the  Population  Problem  in  India

India  has  a  large  population  and  is  densely  popula ted .  Moreover ,

since  the  1950s,  the  growth  rate  of  popula tion  has  been  consisten t ly

high.  It  is  due  to  persis tence  of  high  fertility  and  declining  mortali ty.

Apart  from  this,  persis tence  of  high  birth  and  death  rate  for  fairly  long
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time  has  resul ted  in  a  bottomhe avy  age  pyramid;  the  depende ncy  ratio  in

the  economy  has  been  very  high.  Furthe r ,  the  count ry  shows  a  rising

masculinity  with  the  propor t ion  of  women  in  the  total  popula tion

gradually  falling.  The  rural  sector  dominate s  the  economy.  Finally,  about

one- third  of  the  total  popula tion  is  illitera te .  

Effect s  on  Econ o m i c  Deve lop m e n t  :  The  fast  growth  of  popula tion  in

India  has  caused  a  numbe r  of  problems  as  given  below  : 

1.  Coale  and  Hoover’s  Argumen t  :Coale  and  Hoover  say  that  the

GNP  per  capita  would  be  lower  under  higher  fertility  than  under  lower

fertility.  Undoubte dly,  per  capita  produc t  in  India  is  lower  than  it  would

have  been  had  popula tion  been  growing  more  slowly,  because  of  three

reasons  given  below  :  •  Due  to  the  smaller  number  of  workers ,  the

amount  of  capital  per  worker  would  have  been  grea te r .  •  The  labour

force  would  have  been  little  smaller  in  size  in  case  the  fertility  had  been

lower  for  a  longer  period.  However ,  the  numbe r  of  people  it  had  to

suppor t  would  have  been  much  smaller  during  the  period.  •  If  the  effect

of  diminishing  returns  in  agricul tu r e  was  equivalent  to  a  lower  average

produc tivity  of  capital ,  the  capital  itself  would  have  been  more

produc tive.  

2.  Cassen’sArgum e n t  :  According  to  R.H.  Cassen ,  there  are  two

main  relationships  through  which  popula tion  growth  affects  the  economy

: savings  effect  and  composition  of  investme n t  effect.  

(a)  Savings  Effect  :  According  to  this,  savings  are  reduced  by

popula tion  growth  because  of  the  increas e  of  burden  of  depende ncy.  As

all  must  consume  while  relatively  fewer  produce,  consumption  per  head

rises  and  savings  per  head  falls.

 (b)  Composition  of  Investm en t  Effect  :  With  an  increasing

popula tion,  a  share  of  investible  resourc es  has  to  be  utilised  towards

reproducing  for  additional  people  ‘unproduc tive’  facilities  of  the
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economy.  Thus,  the  pressu re s  of  popula t ion  growth  have  become

progress ively  more  intense .  Population  Policy  in  India  The  popula tion

problem  in  India  needs  a  policy  which  aims  at  a  rapid  reduction  in  the

birth  rate  of  the  count ry.  The  focus  of  the  popula tion  policy  should  be  :

1.  To  increas e  the  rate  of  employmen t  at  a  rate  that  it  will  do  away

with  unemployme n t  among  popula tion  of  working  age.  2.  To  control  the

growth  of  popula tion  through  family  planning.  National  Popula tion

Policy,  2000  The  National  Population  Policy,  2000  has  the  following

aims  :  1.  The  immedia t e  objective  is  to  meet  the  “unmet”  needs  for

contrac ep t ion,  heal th  care  infras t ruc tu r e ,  health  personnel  and

integra t e d  service  delivery  in  the  count ry.  

2.  The  mid- term  objective  is  to  bring  the  total  fertility  to

replace m e n t  levels,  that  is,  two  children  per  couple.  3.  The  long- term

objective  is  aimed  at  stabilisa tion  of  popula tion  by  2045.  In  the  policy,  16

promotional  and  motivational  measu re s  have  been  outlined  to  implemen t

it.  Some  of  the  impor tan t  are  given  below  : 1.  For  couples  below  poverty

line,  with  two  living  children ,  who  undergo  sterilisa tion,  a  health

insurance  cover  of  Rs.  5,000  has  been  fixed.  2.  Panchaya t s  and

ZilaParisha ds  to  be  reward ed  for  promoting  small  family  norm.  

3.  Child  Marriage  Restrain t  Act  and  Pre- natal  Diagnos tics

Techniques  Act,  to  strictly  enforced.  

4.  Provision  of  funds  and  soft  loans  for  providing  ambulance

services  in  rural  areas.  

5.  Abortion  facilities  scheme  to  be  streng th e n e d .  

6.  Couples  below  pover ty  line,  who  marry  after  legal  age,  have  first

child  after  the  mother  reaches  21,  accep t  small  family  norm  and  undergo

sterilisa tion  after  birth  of  two  children  are  to  be  rewarde d .  Governm e n t

has  established  a  National  Commission  on  Popula tion,  headed  by  the

Prime  Ministe r ,  to  monitor  the  new  policy  measur e s .  Indicator s  of
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Developme n t  National  income  estimate s  (and  the  corresponding  per

capita  income  estimat e s)  are  used  as  indicato rs  of  economic  growth.

There  is  anothe r  concep t  called  economic  developme n t  which  is  a

broade r  concep t  than  economic  growth.  

Econ o m i c  Growth  and  Econ o m i c  Devel op m e n t  :  An  increase  in  real

terms  of  the  output  of  goods  and  services  that  is  sustained  over  a  long

period  of  time,  measu re d  in  terms  of  value  added  may  be  defined  as

economic  growth.  On  the  other  hand,  the  concept  of  economic

developme n t  focuses  on  the  achievem e n t  of  the  following  three  aims  :

1.  Increasing  the  availability  and  widening  the  distribu tion  of  basic

life  sustaining  goods.  2.  Enhancing  the  levels  of  living.

 3.  Widening  the  range  of  economic  and  social  choice  to  individuals

and  nations  by  freeing  them  from  servitude  and  depende n c e  not

only  in  relation  to  other  people  and  nation- states ,  but  also  to  the

forces  of  ignorance  and  human  misery  in  society.  Keeping  the

above  three  objectives  in  mind,  the  quality  of  life  is  regarde d  as  an

import an t  index  of  developm en t .  Several  factors  are  involved  in  the

measu re m e n t  of  such  ‘quality’.  For  example,  life  expecta ncy,  the

level  of  nutri tion,  educa tion  and  literacy  rates,  consum ption  of

energy  per  head  andso  on.  While  some  of  these  factors  are  ‘non-

moneta ry’,  other s  are  ‘moneta ry’.  In  this  direc tion,  at  least  two

most  impor tan t  indices  are  Human  Developme n t  Index  and

Economic  Developme n t  Index.  

Huma n  Develo p m e n t  Index  :

 A  process  of  enlarging  people’s  choices  may  be  called  Human

developme n t .  The  United  Nations  Developme n t  Progra m m e  prepar e s  the

Human  Developmen t  Index  (HDI)  annually.  In  theory,  the  choices  can  be

infinite  and  change  over  time.  Computa t ion  of  HDI  :  There  are  three

indicato r s  of  HDI.  First ,  longevity,  as  measur e d  by  life  expectancy  at
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birth  (25  years  and  85  years);  second,  educa tional  attainme n t ,  as

measu re d  by  a  combina tion  of  adult  literacy  (two- thirds  weight)  (0%  and

100%)  and  combined  primary,  seconda ry  and  tertiary  enrolment  ratios

(one- third  weight)  (0%  and  100%);  and  third  standa rd  of  living,  as

measu re d  by  real  GDP  per  capita  (PPP$)  ($100  and  $40,000  (PPP$)).For

each  of  these  indicator s ,  fixed  minimum  and  maximum  values  have  been

set  in  order  to  const ruc t  the  index  :  General  formula  for  computing

individual  for  any  componen t  of  the  HDI  :

Index  =  Actual  value- Minimum  value  Maximum  value- Minimum  value  

Accordingly,  the  HDI  is  a  simple  average  of  the  life  expectancy

index,  educational  attainm e n t  index  and  adjusted  real  GDP  per  capita

(PPP$)  index.  Thus,  it  is  derived  by  dividing  the  sum  of  these  three

indices  by  3.  According  to  the  Human  Developmen t  Report ,  2004  India

ranked  127  in  the  group  of  177  count ries .  Economic  Developme n t  Index

(EDI)  :  National  Council  of  Applied  Economic  Research  (NCAER)  of  New

Delhi  has  developed  a  new  measur e  called  EDI.  We  may  note  that  the

EDI  develops  further  on  the  HDI  and  is  based  on  three  componen t s  the

health  attainm e n t  index,  the  educa tion  attainm e n t  index,  and  per  capita

GDP  of  the  economy.  NCAER’s  model  can  analyse  policy  changes  in

Governm e n t  expendi tu r e  on  health  and  education  and  changes  in  public

investm en t  and  tax  rates  on  macroecono mic  variables  such  as  outpu t ,

prices  and  the  curren t  account  balance  as  well  as  on  human  developme n t

in  the  count ry.

Importa n t  ques t i o n s
2mark s

1. State  human  developme n t  index

2. List  a  few  pover ty  eradicat ion  progra m m e s  in  our  country.

3. What  is  densi ty  of  popula tion?

4. Expand  IRDP

5. Define  poverty

Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce 
&Management, KAHE,                        Page 35



KARPAGAM ACADEMY OF HIGHER EDUCATION
Class:  III  B.COM                Cours e  Nam e:  Indian  

Econ o m y

 Cours e  Code:  16CMU 6 0 4 A            UNIT  – III          Sem e s t e r:  VI 
Year:  201 6 - 19  Batch
6mark s

1. Briefly  explain  the  importance  of  indust r ialisa tion  and  state  the

indust rial  revolution   policies  impleme n te d  by  the  govt.

2. Explain  the  two  phases  of  green  revolution  and  write  about

achieveme n t s  and  failures     of  the  green  revolution.

3. Explain  the  broad  featu re s  of  Indian  popula tion

4. What  are  the  causes  of  unemploymen t  in  India?  and  explain  the

types  of  unemploymen t

5. Give  an  elabora t e  note  on  “popula tion  is  factor  of  economic

developme n t”

6. Discuss  the  main  componen t s  of  green  revolution;  discuss  critically

the  achieveme n t s  of  green  revolution.    

7. Give  an  accoun t  of  the  salient  featu re s  of  Indian  demogra p hic

structu r e .

8.What  do  you  know  about  pover ty  in  India,  how  can  it  be  reduce?

9. Examine  the  measu re s  to  promote  Human  Developmen t  through

educa tion  in  India

10. Examine  the  natu re  and  extent  of  unemploymen t  in  India.

11. Analyse  the  growth  of  indust ries  in  the  post  reform  period  in  india

12. Discuss  briefly  the  banking  sector  reforms  introduce d  in  india  since

1991

13. India’s  Human  Developme n t  record  continues  to  be  gloomy.  Can

you  sugges t  measu re s  to  improve  it  

14. Indus t rial  developme n t  and  agricul tu r a l  developme n t  are  the  two

sides  of  the  same  coin.  What  policy  prescr ip t ions  would  you

advocate  in  the  context  of  the  indian  economy?

15. Explain  the  structu r a l  changes  in  the  indian  economy

16. Explain  the  causes  for  popula tion  explosion  and  sugges t  measu re s

to  control  popula tion.
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17. Explain  the  theory  of  demogra p hic  transi tion  
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UNIT  - III
INDIAN  ECONOMY

S.N
O

Quest io n OPTION  A OPTION  
B

OPTION  C OPTION  D Answer

1 Green  Revolution  
star t ed  in

1964- 65 1965- 66 1966- 67 1967- 68 196 6- 67

2 National  Rural  
Employmen t  
Progra m m e  star te d  
in  ?

1979 1980 1981 1982 198 0

3 Pradha n  Mant ri  
Gramod aya  Yojana  
star t ed  in  ?

1999 2000 2001 2002 200 0

4 National  Rural  
Employmen t  
Guaran t e e  
Progra m m e  star te d  
in  ?

2005 2006 2007 2008 200 6

5 Which  of  the  
following  explains  
the  term  economic  
growth?

 Increas e  in  
per  capita  
product ion

Increase  in
per  capita  
real  
income

 struc tu r a l  
change  in  
the  
economy

 all  the  above  
are  right

 all  the  
above  are  
right

6 Economic  growth  in  
India  will  happen  
necess a r ily  if there  is

Popula tion  
growth

Capital  
formation

Technical  
progress  in  
the  global  
economy

 All the  above Capital  
format io n

7 Indian  Green  
Revolution  is  the  
most  successful  in

Wheat  and  
Potato

Jwar  and  
Oil  seeds

Wheat  and  
Rice

Tea  and  
Coffee

Wheat  and
Rice

8 Which  place  India  
holds  in  Milk  
product ion?

Fourth Third Second First First

9 In  Sugar  produc tion  
in  the  world  India  
placed  at

First  rank Second  
rank

Third  rank Fourth  rank First  rank



10 Which  count ry  
produces  Maximum  
Tea  in  the  world?

India China Srilanka Japan India

11  Contribu tion  of  
agricultu re  to  Gross  
National  Product  is  
approximat e?

14% 15% 16.50% 17.50% 17.5 0%

12 An economy  is  at  the  
take  off  stage  on  its  
path  to  developme n t  
when  it

becomes  
stagna n t

begins  
steady  
growth

is  
liberalized

gets  maximum
foreign  aid

begin s  
steady  
growth

13 Who  advocated  the  
adoption  of  ‘PURA’ 
model  to  eradica t e  
rural  pover ty?

A A.M.  
Khusro

B Dr.  A.P.J.
Abdul  
Kalam

C M.S.  
Swami  
Nathan

D Maulana  
Abul  Kalam  
Azad

B  Dr.  
A.P.J.  
Abdul  
Kala m

14  The  Communi ty  
Developme n t  
Progra m m e  was  
launched  in  the  year

A 1950 B 1952 C 1954 D 1956 B  19 5 2

15 In  agricultu r al  
product ion,  Food  
grains  include

Only  cerals Cereals  
and  pulses

Cereals  and
oilseeds

Pulses  and  
oilseeds

Cereal s  
and  
oilse e d s

16 Among  the  agro-
based  indust r ies  in  
India  which  one  is  
the  second  larges t  
indust ry  after  cotton  
textile?

Jute  
Indust ry

Silk  
Indust ry

Woolen  
Textile

Sugar  
Indust ry

Jute  
Indus try

17 The  most  appropria t e
measur e  of  a  
count ry 's  economic  
growth  is

GDP NDP Per  capita  
real  income

GNP Per  capita  
real  
inco m e

18 In  which  stage  of  
demogr ap hic  
transi tion  is  the  
populat ion  growth  

First Second Third Fourth Seco n d



rate  highes t?

19 The  state  with  lowest
death  rate  is

West  Bengal Haryan a Bihar Kerala West  
Beng a l

20 The  state  with  lowest
birth  rate  is

West  Bengal Kerala Karna tak a Assam  Kerala

21 Which  five  year  plan  
sta ted  the  objective  
of  stabilizing  the  
populat ion  growth  to  
be  the  centr al  feature
of  planning?

First Second Third Fourth Third

22  Which  of  the  
following  is/are  
immedia t e  objective  
of  the  populat ion  
policy  of  2000?

meet  the  
needs  of  
contrac e p t io
n

meet  the  
needs  of  
health  
infras t ruc t
ure

meet  the  
needs  of  
health  
personn el

all  the  above all  the  
above

23 the  12th  five  year  
plan  aims  at  reducing
the  total  fertility  rate  
to

2.1 1.1 3.1 none  of  the  
above

2.1

24 The  larges t  urban  
agglomer a t ion  in  
India  is

grea te r  
Mumbai

delhi  Kolkata Chennai great e r  
Mumb ai

25  Arrange  the  UA in  
the  order  of  highes t  
to  lowest  populat ion.

Grea te r  
Mumbai,  
Chennai,  
Kolkata ,  
Delhi

Greate r  
Mumbai,  
Delhi,  
Kolkata,  
Chennai

Delhi,  
grea te r  
Mumbai,  
Kolkata ,  
Chennai

Delhi,  grea t e r  
Mumbai,  
Chennai ,  
Kolkata

Greater  
Mumb ai ,  
Delh i ,  
Kolkata ,  
Chenn ai

26 Which  of  the  
following  is  a  method
to  measu re  relative  
pover ty?

Gini  
coefficient

Lorenz  
curve

Both  a  and  
b

Poverty  line Both  a  and
b

27  Which  of  the  
following  is  
associate d  with  

Tendulkar  
commit te e

Lakdawala
commit tee

Saxena  
commit te e

All the  above All  the  
above



poverty  estima tion  ?

28 Which  of  the  
following  state  
introduce d  
Employmen t  
Guaran t e e  Scheme  
first?

Madhya  
Prades h

Mahar as h t
ra

Tamil  Nadu Karna tak a Mahara s h t
ra

29 Which  of  the  
following  is  not  a  
compone n t  of  Bhara t  
Nirman?

Irriga tion Sanita tion Drinking  
water

Elect rifica tion Sanita t io n

30 In  which  among  the  
following  years,  a  
new  “Liberalized  
Indust rial  Policy”  in  
India  was  announc e d  
for  the  first  time?  

1986 1991 1992 1993 199 1

31 In  the  Indust ria l  
Policy  of  1991,  how  
many  indust r ies  were
rese rved  only  for  
Public  Sector?

7 8 11 13 8

32 Which  among  the  
following  was  NOT  a  
reason  behind  India’s
pover ty  as  pointed  
out  by  Dadabhai  
Naoroji  in  his  famous
work  “Pover ty  and  
Un- British  Rule  in  
India

Expenditu re  
of  the  
Europe a n  
Officials  in  
England

Money  
sent  by  the
British  
profession
als  to  
England

India’s  
Popula tion  
growth

Bringing  of  
British  Capital
in  India

India’s  
Popula t i o n
growth

33 Which  among  the  
following  repres e n t s  
a  decrea s e  in  the  
Owner’s  equity?

Issue  of  
Bonus  
Shares

Redemptio
n  of  the  
Debentu r e
s

Redemp tion
of  the  
Preferen ce  
Shares

Purchas e  of  
the  Building

Rede m p t i o
n  of  the  
Debe nt ur e
s



34 Popula tion  Explosion  
in  a  count ry  means

High  birth  
rate  and  
high  death  
rate

High  birth  
rate  and  
low  death  
rate

Low  birth  
rate  and  
high  death  
rate

 Low  birth  
rate  and  low  
death  rate

High  birth  
rate  and  
low  death  
rate

35 In  India,  while  
defining  an  urban  
area,  the  most  
importa n t  
conside ra t ion  besides
the  size  of  its  
populat ion  is  that  it  
should  have

Half  of  its  
male  
working  in  
non- primary
sector

A police  
station,  a  
telegra p h  
office  and  
telephon e  
facility

A police  
sta tion,  a  
college  and  
a  hospital

Three- fourth  
of  its  male  
working  on  
non-
agricultu r al  
pursui ts

Thre e-
fourth  of  
its  male  
workin g  
on  non-
agric u l t ur
al  pursu i t s

36 The  pover ty  line  has  
been  defined  in  the

Seventh  
Five- Year  
Plan

Sixth  Five-
Year  Plan

Eighth  Five-
Year  Plan

Fifth  Five-
Year  Plan

Fifth  Five-
Year  Plan

37 Capital  is  that  wealth Which  is  
used  for  the  
product ion  
of  wealth

Which  is  
kept  in  
boxes  and  
lockers

Which  is  
buried  in  
the  land

Which  is  
stored  for  
consump tion

Which  is  
used  for  
the  
produc t i o n
of  wealt h

38 The  measu re m e n t  of  
pover ty  line  is  based  
on  the  criteria  of

Their  
dwelling  
houses

The  natur e
of  
employme
nt

 Caloric  
consump tio
n

Level  of  
educa tion

 Caloric  
cons u m p t i
on

39 Which  of  the  
following  sectors  of  
the  economy  is  state-
owned  and  its  service
sector  is  a  public  
ente rp r i se?

 Mining  Education Transpor t a t
ion

 None  of  these  Non e  of  
the s e

40 The  term  which  
refers  to  the  total  
amount  of  sales  made
by  a  firm  in  one  year  
or  the  total  amount  of
money  changing  

Trade  gap Turnover Reserves  Referend u m Turnov er



hands  in  business ,  is

41 The  co- opera tive  
credit  societies  have  
a

Two- tier  
struc tu r e

Three- tier  
structu r e

Four- tier  
struc tu r e

 Five- tier  
structu r e

Four- tier  
struc t ur e

42 Since  the  inception  of
the  co- opera tive  
movemen t ,  rural  
credits  has  been

Institu tionali
zed

Rationalize
d

Cheape n e d All of  the  
above

All  of  the  
above

43 In  terms  of  
geograp hical  area  
India  occupies  what  
position  in  the  world?

five six seven Three seven

44 Which  among  the  
following  is  the  main  
difference  betwee n  
the  Intensive  
Agricultu re  
Developme n t  
progra m  (IADP)  & 
Community  
Developme n t  
Progra m m e  (CDP)?

The  basic  
unit  of  the  
CDP  was  a  
village,  the  
basic  unit  of  
IADP  was  a  
Taluka

The  CDP  
was  a  
gene ral  
developme
nt  
progra m m
e,  IADP  
was  a  
sectoral  
developme
nt  plan

CDP  
envisaged  
no  loans  
and  
financial  
assistanc e,  
IADP  had  a  
packag e  for
financial  
assistanc e

CDP  was  
based  upon  
area  
approac h,  
IADP  was  
based  upon  
service  
approac h  Hide
Answer

The  CDP  
was  a  
gen er a l  
develo p m e
nt  
progra m m
e,  IADP  
was  a  
sect ora l  
develo p m e
nt  plan

45 A village  in  the  plain  
area  of  India  comes  
under  the  Pradh an  
Mantri  Gram  Sadak  
Yojna  , if its  
populat ion  is  more  
than  ___?

500 1000 1500 2000 500

46 What  is  the  impact  on
the  “Social  overhea d  
capital  require m e n t s”
of  an  economy,  if the  
populat ion  increas es?

Social  
overhea d  
capital  
require m e n t
s  fall

Social  
overhe a d  
capital  
require m e
nts  remain

Social  
overhea d  
capital  
require m e n
ts  increase

Social  
overhe a d  
capital  
require m e n t s  
fall  drastically

Socia l  
overhe a d  
capita l  
require m e
nts  



unchan g e d incre a s e
47 Which  among  the  

following  progra m m e
was  star ted  with  the  
assistanc e  ofFord  
Founda t ion?

Community  
Developme n
t  
Progra m m e

Intensive  
Agricultur
e  
Developme
nt  progra m
(IADP)

Intensive  
Agricultu re  
Area  
progra m m e
(IAAP)

High  Yielding  
Variety  
Progra m m e  
(HYVP)

Inten s iv e  
Agricu l t ur
e  
Develo p m e
nt  
progra m  
(IADP)

48 A period  of  rapid  
populat ion  growth  
betwee n  a  
preindus t r ial  stable  
populat ion  
charac t e r ized  by  high
birth  and  death  rates  
and  a  later  modern ,  
stable  populat ion  
marked  by  low  
fertility  and  mortality
is  known  as:

demogr ap hi
c  transi tion

populat ion  
maturi ty

demobilizin
g  
populat ion

birth- death  
transform a t io
n

dem o g r a p
hic  
trans i t i o n

49 The  ______ is  the  ratio
of  the  non- working  
populat ion  (under  15  
year  old  and  over  64  
years  old)  to  the  
working- age  
populat ion

labor  force  
par ticipa tion
rate

 per  capita
populat ion  
ratio

depend e n cy
ratio

female  labour  
force  
participa tion

depe n d e n c
y ratio

50 A stationa ry  
populat ion  is  when  
populat ion  growth  is:

increasing  
at  an  
increasing  
rate

decreasing  zero 100%  zero

51 Which  of  the  
following  is  not  a  
possible  cost  of  high  
fertility  rates  and  
rapid  populat ion  

 increasing  
returns  to  
natur al  
resource s  
with  a  direc t

increase d  
urbaniza ti
on  and  
conges tion

a  highe r  
labor  force  
growth  rate
and  highe r  
unemploym

a  working  
populat ion  
that  must  
suppor t  a  
large  number  

 increa s i n g
return s  to  
natural  
reso urc e s  
with  a  



growth? impact  on  
averag e  
food  
consump tion

ent of  depend e n t s direc t  
impac t  on  
avera g e  
food  
cons u m p t i
on

52 Malthus’s  theory  was
that  populat ion:

 increas ed  
propor t ional
ly to  
economic  
growth

increase d  
geomet r ica
lly,  
outs t r ippin
g  food  
supply  
which  
grew  
arithmet ic
ally

increas ed  
stagna n t ly  
with  food  
supply  and  
economic  
developme n
t

increase d  
dispropor t iona
tely  
surpassing  
agricultu r al  
production

incre a s e d  
geo m e t r i c
ally,  
outs tr ippi
ng  food  
supply  
which  
grew  
arith m e t i c
ally

53 Which  of  the  
following  two  
progra m m e s  are  
merged  with  
MGNREGA?

SGRY & 
NFFWP

SGRY & 
SJSY

NFFWP  & 
JRY

None  of  these SGRY  & 
NFFWP

54 “TRYSEM”  a  
Progra m m e  made  
for   the:

 Employmen
t  to  Rural  
youths

 Employme
nt  to  
Urban  
youths

Developme
nt  of  
nutri tion  
intake  in  
the  food  of  
poor  of  the  
count ry.

Providing  road
connectivity  to
the  villages .

 Employ m e
nt  to  Rural
youth s

55 Which  one  of  the  
following  count ries  
has  the  highes t  life  
expectancy  at  birth?

Pakistan India Nepal Sri  Lanka Sri  Lanka

56 Economic  growth  is  
usually  coupled  with

 Deflation Inflation Stagflation  Hyperinfla tio
n

Inflat io n

57 India  is  rega rd e d  as  a
count ry  with  

Its  high  
populat ion  

 Its  high  
populat ion  

Its  high  
populat ion  

 Its  high  total  
populat ion

 Its  high  
popula t i o n



"Demogra p hic  
Dividend".  This  is  due
to

in  the  age  
group  below
15  years

in  the  age  
group  of  
15- 64  
years

in  the  age  
group  
above  65  
years

in  the  age  
group  of  
15- 64  
years

58 In  which  of  the  
following  sector  
NGOs  are  playing  an  
importa n t  role

In  governing
the  police  
force  

In  framing  
the  policy  
related  to  
laws

In  framing  
the  
environm e n
tal  policy

In  
Defores t a t ion  

In  framin g
the  
environ m e
ntal  policy

59 Under  which  domain  
7th  five  year  plan  
helped  in  the  
protec tion  of  
environm e n t

Environm e n
t  Protec tion  
Act,1986

Indian  
Fores t  
Act,1927

Wildlife  
Protec tion  
Act,  1972

National  
Fores t  
Policy,1988

Environ m e
nt  
Prote c t i o n  
Act,1 9 8 6

60 The  concept  of  PQLI  
was  developed  by

Morris  D 
Morris

UNO UNDP Oxford  
pover ty  and  
Human  
Developme n t  
Initia tive

Morris  D  
Morris
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Introd u c t i o n

Agricultur e  is  the  primary  source  of  livelihood  for  about  58  per

cent  of  India’s  popula t ion.  Gross  Value  Added  by  agricul tu re ,  fores t ry

and  fishing  is  estimate d  at  Rs  17.67  trillion  (US$  274.23  billion)  in  FY18.

The  Indian  food  indust ry  is  poised  for  huge  growth,  increasing  its

contribution  to  world  food  trade  every  year  due  to  its  immense  potential

for  value  addition,  par ticula r ly  within  the  food  processing  indus t ry.  The

Indian  food  and  grocery  marke t  is  the  world’s  sixth  larges t ,  with  retail

contributing  70  per  cent  of  the  sales.  The  Indian  food  processing  indust ry

account s  for  32  per  cent  of  the  count ry’s  total  food  marke t ,  one  of  the

larges t  indust r ies  in  India  and  is  ranked  fifth  in  terms  of  produc tion,

consum ption,  export  and  expected  growth.  It  contribute s  around  8.80

and  8.39  per  cent  of  Gross  Value  Added  (GVA)  in  Manufac tu r ing  and

Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce 
&Management, KAHE,                        Page 1

SYLLABUS

UNIT- 4  -  Sectoral  Trends  and  Issues:-  Agricultur e  sector:  Agrarian

Growth  and  performa nc e  in  differen t  phases  of  policy  regimes  i.e.

pre  green  revolution  and  the  two  phases  of  green  revolution;

Factors  influencing  produc tivity  and  growth;  the  role  of  technology

and  institu tions- Indust ry  and  service  sectors ,  Phases  of

Indust rializa tion- Public  sector- Its  role,  Perform anc e  and  reforms,

The  small  scale  sector,  Role  of  Foreign  Capital- Financial  sector:

Structu r e ,  Perform anc e  and  reforms.  Foreign  trade  and  balance  of

paymen t s ,   policy  debate ,  Export  policies  and  performa nc e
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Agricultur e  respec t ively,  13  per  cent  of  India’s  expor ts  and  six  per  cent

of  total  indust rial  investme n t .

Market  Size

During  2017- 18*  crop  year,  food  grain  production  is  estimate d  at

record  284.83  million  tonnes .  In  2018- 19,  Governm e n t  of  India  is

targe t ing  food  grain  produc tion  of  285.2  million  tonnes.  Milk  produc tion

was  estimate d  at  165.4  million  tonnes  during  FY17,  while  meat

produc tion  was  7.4  million  tonnes .  As  of  Septe mb e r  2018,  total  area

sown  with  kharif  crops  in  India  reached  105.78  million  hecta r e s .

India  is  the  second  larges t  fruit  produce r  in  the  world.  Production  of

horticul tu r e  crops  is  estimate d  at  record  307.16  million  tonnes  (mt)  in

2017- 18  as  per  second  advance  estimat es .

Total  agricul tu r a l  export s  from  India  grew  at  a  CAGR  of  16.45  per  cent

over  FY10- 18  to  reach  US$  38.21  billion  in  FY18.  In  April-August  2018

agricultu r e  expor ts  were  US$  15.67  billion.  India  is  the  larges t  produce r ,

consum e r  and  exporte r  of  spices  and  spice  produc ts .  Spice  exports  from

India  reached  US$  3.1  billion  in  2017- 18.  Tea  export s  from  India  reached

a  36  year  high  of  240.68  million  kgs  in  CY  2017  while  coffee  export s

reache d  record  395,000  tonnes  in  2017- 18.

Food  & Grocery  retail  marke t  in  India  was  worth  US$  380  billion  in  2017.

Inves t m e n t s

According  to  the  Depar t m e n t  of  Indus t rial  Policy  and  Promotion

(DIPP),  the  Indian  food  processing  indust ry  has  cumula tively  attr ac t ed

Foreign  Direct  Investme n t  (FDI)  equity  inflow  of  about  US$  8.57  billion

between  April  2000  and  June  2018.

Some  major  investme n t s  and  developme n t s  in  agricul tu re  are  as  follows:

 The  first  mega  food  park  in  Rajas tha n  was  inaugu ra t e d  in  March

2018.
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 In  2017,  agricul tu r e  sector  in  India  witnesse d  18  M&A  deals  worth

US$  251  million.

 A  loan  agree m e n t  of  US$  318  million  was  signed  between  the

Governm e n t  of  India,  Governm e n t  of  Tamil  Nadu  and  the  World

Bank  in  Decembe r  2017  for  the  ‘Tamil  Nadu  Irrigat ed  Agriculture

Moderniza t ion  Project '  through  which  is  expected  to  benefit  around

500,000  farmer s  in  the  state .

Govern m e n t  Initiat ive s

Some  of  the  recent  major  governm e n t  initiatives  in  the  sector  are  as

follows:

 In  Septemb e r  2018,  the  Governm e n t  of  India  announce d  Rs  15,053

crore  (US$  2.25  billion)  procure m e n t  policy  named

‘PradhanM a n t r iAnna d a t aAaySan r a ks H a nAbhiyan '  (PM- AASHA),

under  which  states  can  decide  the  compens a t ion  scheme  and  can

also  partne r  with  private  agencies  to  ensure  fair  prices  for  farmers

in  the  count ry.

 In  Septe mb e r  2018,  the  Cabinet  Commit tee  on  Economic  Affairs

(CCEA)  approved  aRs  5,500  crore  (US$  820.41  million)  assistance

package  for  the  sugar  indus t ry  in  India.

 As of  March  2018,  the  Governme n t  is  working  on  a  plan  to  provide

air  cargo  suppor t  to  promote  agricul tu r e  expor ts  from  India.

 The  implemen t a t ion  of  Pradhan M a n t r iF as a lBimaYojana  (PMFBY)

will  be  made  faster  and  the  governme n t  is  aiming  to  increas e  the

coverage  under  the  schem e  to  50  per  cent  of  gross  cropped  area  in

2018- 19.

 The  Governm e n t  of  India  is  going  to  provide  Rs  2,000  crore  (US$

306.29  million)  for  compute r i sa t ion  of  Primary  Agricultur a l  Credit
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Society  (PACS)  to  ensure  coopera t ives  are  benefit t ed  through

digital  technology.

 Around  100  million  Soil  Health  Cards  (SHCs)  have  been  distribu te d

in  the  count ry  during  2015- 17  and  a  soil  health  mobile  app  has

been  launche d  to  help  Indian  farmers .

 With  an  aim  to  boost  innovation  and  entrep r e n e u r s hip  in

agricul tu r e ,  the  Governme n t  of  India  is  introducing  a  new  AGRI-

UDAAN  progra m m e  to  mentor  star t- ups  and  to  enable  them  to

connect  with  potential  investor s .

 The  Governm e n t  of  India  has  launched  the

Pradha nM a n t r iKrishiSinchaiYojana  (PMKSY)  with  an  investme n t  of

Rs  50,000  crore  (US$  7.7  billion)  aimed  at  developme n t  of

irrigat ion  sources  for  providing  a  perman e n t  solution  from  drough t .

 The  Governme n t  of  India  plans  to  triple  the  capaci ty  of  food

processing  sector  in  India  from  the  curren t  10  per  cent  of

agricul tu r e  produce  and  has  also  commit ted  Rs  6,000  crore  (US$

936.38  billion)  as  investme n t s  for  mega  food  parks  in  the  count ry,

as  a  part  of  the  Schem e  for  Agro- Marine  Processing  and

Developme n t  of  Agro- Processing  Cluste r s  (SAMPADA).

 The  Governm e n t  of  India  has  allowed  100  per  cent  FDI  in

marketing  of  food  produc ts  and  in  food  produc t  e-comme rce  under

the  automat ic  route.

Road  Ahead

India  is  expected  to  achieve  the  ambitious  goal  of  doubling  farm

income  by  2022.  The  agricul tu r e  sector  in  India  is  expected  to  genera t e

bette r  momentu m  in  the  next  few  years  due  to  increas e d  investme n t s  in

agricul tu r al  infras t ruc t u r e  such  as  irrigation  facilities,  warehousing  and

cold  storage .  Furthe r m o r e ,  the  growing  use  of  gene tically  modified  crops

will  likely  improve  the  yield  for  Indian  farmers .  India  is  expected  to  be
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self- sufficient  in  pulses  in  the  coming  few  years  due  to  concer t e d  efforts

of  scientis t s  to  get  early- maturing  varieties  of  pulses  and  the  increase  in

minimum  suppor t  price.

The  governm e n t  of  India  target s  to  increas e  the  average  income  of  a

farmer  household  at  curren t  prices  to  Rs  219,724  (US$  3,420.21)  by

2022- 23  from  Rs  96,703  (US$  1,505.27)  in  2015- 16.

Going  forward ,  the  adoption  of  food  safety  and  quality  assuranc e

mechanism s  such  as  Total  Quality  Manage m e n t  (TQM)  including  ISO

9000,  ISO  22000,  Hazard  Analysis  and  Critical  Control  Points  (HACCP),

Good  Manufac tu r ing  Practices  (GMP)  and  Good  Hygienic  Practices

(GHP)  by  the  food  processing  indust ry  will  offer  several  benefits

India’s  agricul tu r e  sector  is  likely  to  grow  at  2.1  per  cent  in  2017-

18,  followed  by  Indust ry  (4.4  per  cent)  and  services  (8.3  per  cent),

according  to  the  Economic  Survey  2017- 18  which  tabled  in  Parliame n t  

Economic  Survey  indicated  that  the  governm e n t  was  keen  on  doubling

farmers’  income  by  2022,  for  which  it  has  launched  several  new

initiatives  that  encompas s  activities  from  seed  to  marke ting .  

Credit  from  institutional  sources  will  complem en t  all  such  governm e n t

initiatives  like  Soil  Health  Card,  Input  Manage m e n t ,  Per  Drop  More  Crop

in  Pradhan M a n t r iKrishiSinchaiYojana  (PMKSY),  PMFBY,  e-Nam,  etc,  the

survey  said.  

Indian  farmer s  are  adapting  to  farm  mechanisa t ion  at  a  faster  rate  in

comparison  to  recent  past.  The  Economic  Survey  furthe r  added  sale  of

tracto r s  to  a  grea t  extent  reflects  the  level  of  mechanisa t ion.  Indian

tracto r  indust r ies  have  emerge d  as  the  larges t  in  the  world  and  account

for  about  one- third  of  total  global  trac to r  produc tion,  the  Survey  added.  
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According  to  the  World  Bank  estimate s ,  half  of  the  Indian

popula tion  would  be  urban  by  the  year  2050.  It  is  estimate d  that

percen t a g e  of  agricul tu r a l  workers  in  total  work  force  would  drop  to  25.7

per  cent  by  2050  from  58.2  per  cent  in  2001.  Thus,  there  is  a  need  to

enhance  the  level  of  farm  mechanisa t ion  in  the  count ry.  

GDP  From  Agriculture  in  India  decreas e d  to  3461.02  INR  Billion  in  the

third  quar te r  of  2018  from  4197.47  INR  Billion  in  the  second  quar t e r  of

2018.  GDP  From  Agriculture  in  India  averaged  4037.84  INR  Billion  from

2011  until  2018,  reaching  an  all  time  high  of  5666.82  INR  Billion  in  the

fourth  quar te r  of  2017  and  a  record  low  of  2690.74  INR  Billion  in  the

third  quar t e r  of  2011.

Agricul t ur e  in  Indian  Econ o m y

Indian  is  an  agricul tu r e  based  count ry,  where  more  than  50%  of

popula tion  is  depend  on  agricul tu r e .  This  structu r e s  the  main  sourc e  of

inco m e .  The  commitme n t  of  agribusiness  in  the  national  income  in  India

is  all  the  more,  subsequ e n t ly,  it  is  said  that  agricul tu r e  in  India  is  a

backbone  for  Indian  Economy.  The  contribu tion  of  agricul tu r e  in  the

initial  two  decades  towards  the  total  national  output  is  betwee n  48%  and

60%.  In  the  year  2001- 2002,  this  contribu tion  declined  to  just  around

26%.  The  aggreg a t e  Share  of  Agricultur e  and  Allied  Sectors ,  Including

agribusines s ,  domes tica t e d  animals,  and  range r  service  and  fishery  sub

segmen t s  as  far  as  rate  of  GDP  is  13.9  percen t  during  2013-  14  at  2004-

05  prices.  Agricultu ra l  export s  consti tu t e  a  fifth  of  the  total  export s  of  the

count ry.  In  perspec t ive  of  the  overwhelming  position  of  the  Agricultu r al

Sector,  gathe ring  and  suppor t  of  Agricultur a l  Statis tics  expect  incredible

significance.
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According  to  the  fourth  Advance  Estimate s  of  Production  of  food

grain s   for  2013- 14,  aggreg a t e  food  grain  produc tion  is  assess ed  to  be

264.77  million  tons  (MT).

Export  of  spices  from  India  are  relied  upon  to  reach  US$  3  billion

by  2016- 17,  on  the  back  of  imagina t ive  promoting  stra tegies ,  inventive

bundling,  quality  in  quality  and  an  in  number  appropria t ion  system.  The

Indian  flavors  business  is  pegged  at  Rs  40,000  crore  (US$  6.42  billion)

every  year,  of  which  the  marked  portion  repres e n t s  15%  

The  National  Food  Securi ty  Mission  (NFSM)  was  launched  from  Rabi,

2007- 08.  The  fundam en t a l  targe t s  of  the  National  Food  Securi ty  Mission

(NFSM)  is  to  expand  production  of  rice,  whea t ,  pulses  and  coarse  cereals

through  region  extension  and  efficiency  upgrade  in  a  suppor t able  way  in

the  recognized  locale  of  the  nation;  restoring  soil  ripeness  and

profitability  at  the  individual  ranch  level;  and  improving  farm  level

economy  (i.e.  ranch  benefits)  to  restore  confidence  amongs t  the  farmer s .

The  Mission  met  with  a  stagge r ing  achieveme n t  and  accomplished  the

focused  on  extra  genera t ion  of  rice,  wheat  and  hear tbe a t s .  The  Mission  is

being  kept  amid  Twelfth  Five  Year  Plan  with  new  focuses  of  extra

genera t ion  of  sustena nc e  grains  of  25  million  tons  including  10  million

tons  of  rice,  8  million  tons  of  wheat ,  4  million  tons  of  pulses  and  3  million

tons  of  coarse  cereals  by  the  end  of  twelfth  five  year  plan  

Training  is  an  impor tan t  procedu r e  of  capacity  building  of  people

as  to  enhance  the  execution.  Conseque n t ly,  training  needs  appraisal  is

impera t ive  to  the  training  process .  It  serves  to  recognize  presen t  issues

and  future  difficulties  to  be  met  through  training  and  improveme n t .  It  is

obliged  to  figure  out  the  needs  of  individual  trainee  on  which  proficient
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skills  ought  to  be  assembled  to  do  the  relega t e d  occupa tion  in  the

associa tions  

The  6%  of  agricul tu r al  produc tion  is  conver t ed  in  to  processe d

food,  which  is  focused  to  achieve  20%  in  coming  future.  The  business  is

work  escala ted  and  contribu te s  around  50%  for  indus t r ial  produc tion.

Multi-  National  Food  Companies  have  assum ed  a  par t  of  making  business

sector  draw  and  rivalry.  Selection  of  inventive  and  experime n t a l  bundling

strat egie s  by  food  indust ry  has  empowere d  the  assembling  of  shelter ed

and  quality  sustena nc e  

Three  Phas e s  of  Agricul t ura l  Transfor m a t i o n  in  India!

Agricultur a l  sector  in  India  has  moved  from  a  tradi tional  agricul tu r e  in

the  1950s  to  the  modern  technologically  dynamic  high  capital  intensive

agricul tu r e ,  in  which  along  with  food  and  non- food  crops,  horticul tu r e

and  other  allied  activities  have  also  expande d .

ADVERTISEMENTS:

A  study  of  the  economic  framework  within  which  tradi tionally  low

produc tivity  agricultu r e  is  transform e d  into  high  produc tivity  modem

agricultu r e  is  importa n t  in  policy- formulat ion  and  planning  for  growth.

Produc tivity  here  refers  to  produc tivity  of  agricul tu r al  land,  labour  and

capital  resources ;  and  this  involves  the  larger  use  of  scarce  resourc es

like  capital,  foreign  exchange  and  exper t  personnel .

An  absolute  criterion  cannot  be  laid  down  about  the  conten t  and

chronological  order  of  such  composi tions ,  since  agricultu r e  varies  vastly

from  area  to  area  in  terms  of  physical  conditions  (i.e.  soil  moistur e ,

cropping  pat te rn ,  response s ,  availability  of  labour,  etc.),  cultural  factors

(education,  receptivity  to  innovations ,  consumption  pat te rn ,  etc.),
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economic  factors  (prices  of  input  and  outputs)  and  institutional  factors

(natur e  of  resear ch ,  extension,  marketing  supply  and  other  insti tu tions).

Neverth e l e s s ,  in  the  cont ex t  of  Indian  agric ul t u r e ,  three  dist in c t

phas e s  of  growth  can  be  dist in g u i s h e d  as  follows:

Phas e  I: Tradit ion a l  Agricul tur e:

This  is  a  technologically  stagnan t  phase  in  which  a  larger  farm

produc tion  becomes  genera lly  possible  only  through  increase d

applica tion  of  all  three  tradi tional  inputs,  vis.  land,  labour  and  capital .

The  rate  of  increase  of  output  is  normally  smaller  than  the  rate  of

increas e  in  inputs- revealing  diminishing  produc tivity  of  inputs,  even  at  a

low  yield.

Even  if  some  element s  of  dynamic  agricul tu r e  like  application  of

fertiliser,  improved  seeds  and  land  reform  are  introduced ,  the  increas e  in

produc tivity  is  smaller .

Furthe r ,  given  their  resources  and  knowledge,  the  traditional  farmers

cannot  become  any  more  efficient  as  both  these  factors  strongly  limit

their  par ticipat ing  actively  in  contribu ting  to  higher  produc tion.  Till  mid-

1960s,  the  Indian  agricul tu r e  was  typically  embodied  within  the

framework  of  traditional  agricultu r e  outlined  above.

The  period  195 0 -  51  to  196 6 - 67  can  be  easi ly  divided  into  two  sub-

period s  as  follow s:

i.  First  sub- period  (19 5 1 - 61):

This  period  lasted  over  the  first  decade  of  economic  planning  spread  over

the  period  covered  by  the  first  and  second  Five  Year  Plans.  The  primary

charac t e r i s t ic  of  this  period  was  that  produc tion  of  agricul tu r a l  crops

consis ten t ly  maintained  an  upward  trend,  except  for  small  dips  in  two
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years,  1957- 58  and  1959- 60.  The  index  number  of  production  of  all  crops

went  up  from  45.6  in  1950- 51  to  66.8  in  1960- 61  (Base:  1981-  82=10 0).’

ii.  Seco n d  sub- period  (19 6 1 - 67):

During  this  period  (i.e.  1960- 61  to  1966- 67)  produc tion  either  declined  or

remained  stagnan t  in  the  case  of  a  number  of  major  crops,  especially

food  grains,  as  can  be  seen  from  Table  13.1:

Table  13.1:  Produ c t i o n  of  Food  Grains  in  India

Year Output

1%1 60.9

1%2 61.8

1963 60.2

1964 61.8

1965 67.3

1966 54.6

This  led  to  a  serious  crisis  in  the  Indian  economy  prompting  a  re appraisal

of  the  growth  stra tegy  pursued  in  the  agricul tu ra l  sector .  This

reappra i sa l  of  policies  and  strat egies  brough t  about  a  transform a t ion  in

Indian  agricul tu r e ,  leading  to  what  can  be  marked  as  phase  II  of  Indian

agricultu r e .

Phas e  II:  Tech n o l o g i c a l ly  Dyna mi c  Agricul tur e  with  Low  Capital

Inte n s i ty:

The  Indian  agricul tu r e  ente re d  the  next  phase  after  1960s.  This  is

described  as  phase  II  marked  for  technologically  dynamic  agricul tu r e
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with  low  capital  intensi ty.  This  is  the  beginning  of  the  process  of

transform a t ion  from  traditional  agricul tu r e  to  modernisa t ion.  In  this

phase ,  agricul tu r e  still  repres e n t s  a  large  portion  of  the  total  economy.

But  popula tion  and  incomes  would  be  rising,  increasing  the  demand  for

agricul tu r al  product s  while  the  size  of  the  average  holding  would  be

coming  down.  There  is  scarcity  of  capital  both  in  indust ry  and

agricultu r e .  The  farm  sector  tends  to  use  more  labour  than  capital,  since

labour,  owned  or  hired,  would  be  still,  relatively  cheape r  than

mechanisa t ion.

The  distinguishing  featur e  of  phase  II  is  the  applica t ion  of  science  and

technology,  evolved  by  resea rc h  institutions ,  in  a  progress ively  large

measu re .  This  increas es  the  produc tivity  of  farms  when  small  capital

additions  are  made  in  the  form  of  improved  seeds ,  fertiliser s  and

pesticides.  The  profitable  innovations  are  accepted  by  the  farmers

despite  imperfect ions  in  land  tenure ,  marke ting  and  input  supply  system.

The  stagnancy  that  had  marked  the  agricul tu r a l  sector  during  the  early-

1960s,  had  largely  been  overcome  around  the  end  of  the  decade.  In  the

wake  of  the  new  agricultu r a l  stra tegy  of  growth  (called  the  Borlaug  seed-

fertiliser- technology)  that  had  been  adopted ,  agricul tu r a l  produc tion

especially  food  grains,  began  to  increas e  sharply  Table  13.2.

Table  13.2:  Produ c t i o n  of  Major  crops:

Crop 196 0- 61 197 0- 71 198 0- 81 199 0- 91

Food

grains

82.0 108.4 129.6 176.4
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Oil  seeds 7.0 9.6 9.4 18.6

Sugarca

ne

110.0 126.4 154.2 241.0

Cotton 5.6 4.8 7.0 9.8

Jute 5.3 6.2 6.5 7.9

This  fact  is  brough t  out  more  clearly  by  the  index  numbe rs  of  agricul tu r a l

produc tion  presen t ed  in  Table  13.3.

Table  13.3:  Index  Nu m b e r s  of  Agricul tur a l  Produ c t i o n:

Year Index  No.

1960-

61

66.8

1970-

71

85.9

1980-

81

104.1

1990-

91

148.4

Increa s e  in  agric ul t ur a l  produ ct i o n  can  be  attribut e d  eith er:

(i)  To  increase  in  area  under  cultivation  (i.e.  horizontal  expansion),  or

(ii)  To  an  improvem en t  in  yield  per  hecta re  (i.e.  vertical  expansion),  or
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(iii)  To  both  an  increase  in  area  under  cultivation  and  an  improvem e n t  in

yield  per  hecta r e .

During  this  phase  of  transform a t ion,  significant  contribu tion  to  improved

agricultu r al  outpu t  was  achieved  by  way  of  improvem en t  in  agricultu r a l

produc tivity  with  little  change  in  area  under  cultivation.  Index  numbe r  of

area  under  cultivation  change d  marginally  from  96.3  in  1970- 71  to  105.2

in  1990- 91.

On  the  hand,  the  index  number  of  agricul tu r a l  produc tion  increas e d  from

85.9  in  1970- 71  to  148.4  in  1990- 91  (Base:  1981- 82  =  100).  This  phase  of

agricul tu r e  transform a t ion  came  to  be  known  as  the  period  of  Green

Revolution.  The  green  revolution  was,  however ,  confined  to  a  few  crops-

whea t  and  rice,  and  to  few  regions .

Phas e  III:  Tech n o l o g i c a l ly  Dynami c  Agricu l tu r e  with  High  Capital

Inte n s i ty:

As  phase  11  advances ,  more  and  more  innovations  giving  small  returns

singly,  but  large  returns  jointly  would  be  accepted  leading  to  higher

produc tivity.  In  order  to  expedite  progre ss ,  there  should  be  an  extensive

utilisation  of  available  abunda n t  factors.  At  the  same  time,  relatively

scarce  infras t ruc tu r a l  facilities  like  resea rc h ,  extension,  marke ting ,  etc.

should  be  utilised  optimally  with  efforts  direc ted  towards  expanding  the

infras t ruc t u r a l  resources .

Indian  agricul tu r e  ente re d  the  third  phase  of  technologically  dynamic

agricultu r e  with  high  capital  intensi ty  towards  the  end  of  the  decade  of
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1980s.  This  was  precisely  the  period  when  the  non- agricul tu r a l  sectors

also  began  their  march  towards  modernisa t ion.

Non- agricul tu r al  sectors  were  facilita ted  in  their  move  towards

aggressive  modernisa t ion  by  the  new  policies  of  liberalisa tion,

privatisa tion  and  globalisa tion.  This  phase  of  agricul tu r a l  transform a t ion

is  thus  charac t e r i sed  by  the  substi tu t ion  of  labour  by  capital  by  way  of

large- scale  farm  machine ry,  and  conside rable  competi t ion  betwee n  the

sector s  for  capital .

FACTORS  INFLUENCING  PRODUCTIVITYAND  GROWTH:

Some  of  the  import an t  factors  influencing  indust r ial  produc tivity

are  :  (i)  Technological  Developme n t  (ii)  Quality  of  Human  Resources  (iii)

Availability  of  Finance  (iv)  Manage r ia l  Talent  (v)  Governme n t  Policy  (vi)

Natura l  Factors!

The  factors  affecting  indust rial  produc tivity  are  inter- related  and  inter -

depende n t  and  it  is  a  difficult  task  to  evaluate  the  influence  of  each

individual  factor  on  the  overall  produc tivity  of  indus t r ial  units.

The  impact  of  certain  importa n t  factors  is  brief ly  exami n e d  below:

(i)  Tech n o l o g i c a l  Develo p m e n t :

:

Technological  developme n t  plays  an  import an t  par t  to  influence  the

indust rial  produc tivity.  “The  application  of  motive  power  and  mechanical

improveme n t s  to  the  process  of  produc tion  has  acceler a t e d  the  peace  of

indust rialisa t ion  to  an  unprec ed e n t e d  degree ,  and  has  given  us  the  vision

of  the  vast  and  unexplored  frontie rs  that  still  lie  ahead  of  us  in  the  realm

of applied  science  and  technology.”
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The  technological  factors  include  degree  of  mechanisa t ion,  technical

know- how,  produc t  design,  etc.  Improvem en t  in  any  of  the  technological

factors  will  contribut e  towards  the  increase  in  indust r ial  productivity.  In

India,  applica tion  of  mechanical  power,  introduc tion  of  semi- automa t ic

and  automa tic  machines ,  improvem e n t s  in  the  produc tion  processe s ,

bet te r  Morale  and  Produc tivity  integra t ion  of  produc tion  processe s  and

higher  degree  of  specialisa t ion  have  contribu ted  a  lot  towards  the

increas es  in  indust rial  produc tivity.

(ii)  Quali ty  of  Huma n  Reso ur c e s :

Manpow er  plays  a  significan t  role.  In  raising  indust r ial  produc tivity  in

most  of  the  indust ries.  If  the  labour  force  is  not  adequa te ly  qualified

and/or  is  not  properly  motivated,  all  the  steps  taken  to  increase  the

indust rial  produc tivity  will  have  no  resul t  the  employees’  perform a nc e

and  atti tudes  have  an  immense  effect  on  the  produc tivity  of  any

indust rial  unit.  Three  importan t  factors  which  influence  the  productivity

of  labour  area  (a)  ability  of  the  worker ,  (b)  willingness  of  the  worker ,  and

(c)  the  environme n t  under  which  he  has  to  work.

(iii )  Availabi l i ty  of  Finan c e :

The  ambitious  plans  of  an  indus t r ial  unit  to  increas e  the  produc tivity  will

remain  mere  dreams  if  adequa t e  financial  resources  are  not  available  to

introduce  technical  improveme n t s  and  give  approp ria t e  training  to  the

workers .

The  grea te r  the  degree  of  mechanis t ion  to  be  introduced ,  the  great e r  is

the  need  for  capital .  Capital  will  also  be  required  for  investme n t  in

resea rc h  and  developme n t  activities,  adver tisem e n t  campaign,  bet te r

working  conditions  to  the  workers ,  up- keep  of  plant  and  machine ry,  etc.
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(iv)  Mana g e r ia l  Talent:

The  significance  of  manage r i al  talent  has  increas e d  with  the

advance m e n t  in  technology.  Professional  manage r s  are  required  to  make

bette r  use  of  the  new  technological  developme n t .  Since  the  modern

enterp ri se s  are  run  on  a  large  scale,  the  manage r s  must  possess

imagina t ion,  judgmen t  and  willingness  to  take  imitative.

The  manage r s  should  be  devoted  towards  their  profession  and  they

should  unders t a n d  their  social  responsibili ties  towards  the  owners  of  the

business ,  workers ,  custome r s ,  suppliers .  Governme n t ,  and  the  society

this  is  essential  if  the  manage r s  want  to  manage  their  organisa t ions

effectively.  The  manage r s  should  have  concep tu al ,  human  relations  and

technical  skills  in  order  to  increase s  the  produc tivity  of  the  ente rp r ise .

(v)  Govern m e n t  Policy:

The  indust rial  policies  of  the  Governm en t  have  an  import an t  impact  on

the  indust rial  produc tivity;  The  Governme n t  should  frame  and  impleme n t

such  policies  which  creat e  favourable  conditions  for  saving,  investme n t ,

flow  of  capital  from  one  indust rial  sector  to  anothe r  and  conserva t ion  of

national  resources .  Certain  indus t r ies  may  be  granted  protec tion,  and

incentives  may  be  given  to  the  other s  for  the  developme n t  in  view  of  the

national  interes t .

The  Governm e n t  should  flow  the  taxation  policy  which  does  not

discourag e  the  furthe r  expansion  of  business .  It  is  also  the  duty  of  the

Governm e n t  to  check  the  growth  of  monopolistic  ente rp ri se s  so  that  the

intere s t ,  of  the  consume r s  and  the  workers  are  not  jeopardise .

(vi)  Natural  Factors:

The  natur al  factors  such  as  physical,  geograp hical  and  climatic  exercise

considera ble  impact  on  the  indust r ial  productivity.  The  relative
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import anc e  of  these  factors  depends  upon  the  natu re  of  the  indust ry,

goods  and  services  produced  and  the  extent  to  which  physical  conditions

are  controlled.

“The  geological  and  physical  factors  play  a  very  dominan t  role  in

determining  the  produc tivity  of  extrac tive  indust r ies  likes  coal- mining  in

which  the  physical  output  per  head  is  great ly  influenced  by  the  depth  of

the  coal- mines,  the  thickness  of  the  coal  seams,  the  topogra phy  of  the

region  and  the  quality  of  coal  available.  In  other  indust ries  like  tailoring,

grain- milling,  hosiery,  soap- making,  confectiona ry,  medium  and  coarse

cotton  manufac tu r ing ,  etc.,  the  geographical,  geological  and  physical

factors  exercise  little  influence  on  produc tivity”.

Sector  wise  contribu tion  in  GDP  of  India

As  per  lates t  news  published  by  the  World  Economic  Forum,  India  is  the

7th  larges t  economy  of  the  world.  The  Interna t ional  Moneta ry  Fund

(IMF)  has  predic ted  that  the  Indian  econ o m y  will  be  the  fastes t
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growing  economy  in  the  world  and  expected  to  grow  at  the  rate  of  7.4%

in  the  FY 2018.

Indian  Econ o m y  is  clas s i f i e d  in  three  major  sector s;

1.  Agricul tur e  &  Allied  Sector:  This  sector  includes  fores t ry  and

fishing  also.  This  sector  is  also  known  as  the  primary  sect or  of  the

econ o m y .  At  the  time  of  Indian  independ e n c e  this  sector  had  bigges t

share  in  the  Gross  Domestic  Produc t  of  India.  But  year  by  year  its

contribution  goes  on  declining  and  curren tly  it  contribute s  only  17%  of

Indian  GDP  at  curren t  prices.  It  is  worth  to  mention  that  agricultu r e

sector  provides  jobs  to  around  53%  popula tion  of  India.

2.  Indus try  Sector:  This  sector  includes  'Mining  &  quarrying ' ,

Manufactu r ing  (Registe r e d  &  Unregis t e r e d) ,  Gas,  Elect ricity,

Construc t ion  and  Water  supply.  This  is  also  known  as  the  sec o n d ary

sect ors  of  the  econ o m y .  Curren t ly  it  is  contributing  around  31%  of  the

Indian  GDP  (at  curren t  prices).

3.  Service s  Sector:  Services  sector  includes  'Financial,  real  esta te  &

professional  services ,  Public  Administ ra t ion,  defence  and  other  services,
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trade,  hotels ,  transpo r t ,  communica t ion  and  services  related  to

broadcas t ing .  This  sector  is  also  known  as  tertiary  sector  of  the

econ o m y .  Curren tly  this  sector  is  the  backb o n e  of  the  Indian

econ o m y  and  contrib u t i n g  aroun d  53%  of  the  Indian  GDP.

Services  sector  is  the  larges t  sector  of  India.  Gross  Value  Added  (GVA) at

curren t  prices  for  Services  sector  is  estimat ed  at  73.79  lakh  crore  INR  in

2016- 17.  Services  sector  accoun ts  for  53.66%  of  total  India 's  GVA  of

137.51  lakh  crore  Indian  rupees .

Indus t rial  sector  contribu te s  29.02%  with  GVA  of  Rs.  39.90  lakh  crore.

While,  Primary  Sector  of  the  economy  i.e.  Agricultu re  and  allied  sector

contribute s  17.32%  and  its  GVA  is  around  Rs.  23.82  lakh  crore  at  the

curren t  prices  in  the  FY 2016- 17.

Let's  have  a  look  on  the  all  three  sectors  of  the  Indian  econ o m y  in

the  FY 201 6- 17  at  the  curren t  price .

        Sector    GVA  (Rup e e s  in

Crore)  at  curre nt

price s  (20 1 6 - 17)

      Perce n t a g e  share

 1.0  Agricultur e  Sector  2,382,289   17.32  %

 1.1

Agricultur e ,fores t ry&

fishing

 2,382,289               17.32  %

 2.0   Indus t ry  Sector  3,989,791   29.02  %
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 2.1  Mining  & quar rying  309,178   2.25  %

 2.2  Manufactu r ing  2,278,149               16.57  %

 2.3  Elect ricity,  gas,

wate r  supply  &  other

utility  services

 338,396   2.46  %

 2.4  Construc t ion  1,064,068               7.74  %

 3.0  Servic e s  Sector
 7,378,705               53.66  %

 3.1  Trade,  hotels,

transpor t ,  

communica t ion  and

services  related  to

broadcas t ing

 2,538,162               18.46  %

 3.2  Financial,  real

esta te  & prof  services

 2,896,300               21.06  %

 3.3  Public

Administ ra t ion,  defence

and  other  services

 1,944,243               14.14  %

 GVA  at  Current

Price s

  13,7 5 0 , 7 8 6             100 . 0 0  %

The  above  table  shows  that  the  service  sector  is  the  backbone  of  the

Indian  economy;  contribu ting  the  most  in  Indian  GDP  followed  by  the
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indust rial  sector .  But  the  declining  percen ta g e  of  the  agricul tu re  and

allied  sector  in  the  Indian  GDP  is  the  cause  of  concern  for  the  policy

makers  because  this  sector  still  provides  livelihood  to  around  53%

popula tion  of  the  count ry  but  its  contribu tion  in  the  economy  is  declining

year  by  year

R ol e  o f  Dif f er e n t  In d u s tr i e s  i n  t h e  I n di a n  Ec o n o m y

An  economy  is  made  from  the  composi tion  of  many  differen t  indust ries

like  agricul tu r e ,  service,  enginee r ing ,  manufactu r ing  etc.  These

indust ries  provide  so  many  benefits  to  the  economy  i.e.  employment

genera t ion,  produc tion  of  goods  and  services,  equal  income  distribu tion

in  the  whole  economy.  Service  sector  contribu te s  60%  of  the  Indian  GDP

while  agricultu r e  gives  around  14%  of  GDP .

Som e  importa n t  sectors  of  the  Indian  econ o m i e s  is  given  below:

1.  Cotton  and  Textil e  Indus try:  Indian  cotton  indus t ry  is  the  broad

based  indust ry  which  accoun ts  for  about  12%  of  indust rial

produc tion,  4%  of  GDP,  and  employmen t  to  35  millions  of  skilled  and

semi  skilled  workers  and  12%  of  total  expor t  earnings .  The  first  modern

cotton  mill  was  established  at  Kolkata  in  1818.

Textile  indus t ry  is  labour  intensive  indust ry.  It  provides  employmen t  to

45  million  peoples.  It  has  major  presenc e  in  unorganized  sector  in

India.  India  produced  48194  million  kgs  of  cloth  every  year  in  2014- 15.
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2.  Iron  and  Ste e l  Indus try:   This  indust ry  took  birth  in  India  in  1870

when  Bengal  iron  Works  Company  established  its  plant  in  West

Bengal.  In  1974,  The  Steel  Authori ty  of  India  Limited  (SAIL)  was

established  and  made  responsible  for  the  developm en t  of  the  steel

indust ry  in  the  count ry.  Indian  ranked  at  the  4 th  position  in  the

produc tion  of  crude  steel  (85  million  tonnes)  in  the  world  during  2014

after  China,  Japan  and  USA.
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3.  Ferti l iz er  Indu stry:  India  today  is  the  3 rd  larges t  produce r  of

nitrogenous  fertilizers  in  the  world  only  behind  china  and  USA.  India  is

meeting  80%  of  its  urea  requirem e n t  through  indigenous  produc tion  but

is  largely  import  depende n t  for  meeting  the  phospho rous  and  potassium

requirem e n t .  Total  domestic  produc tion  is  given  in  the  picture  below:-
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Welfare  Progra m m e s  by  the  Govern m e n t  of  India

4.  Ceme n t  Indu stry:  The  produc tion  of  cement  was  star t ed  in  1904  at

the  madras  but  the  foundation  of  stable  Indian  cement  indust ry  was  laid

in  1914  when  Indian  Cement  Company  limited  star t ed  produc tion  in

Gujara t .  As  on  March  2015  there  are  185  big  cement  plant  of  installed

capacity  of  325  million  tones  are  opera t ing  in  the  count ry.  In  the  year

2015- 16,  India  produce d  289  million  tones  cement  in  the  country.

Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce 
&Management, KAHE,                        Page 24

http://www.jagranjosh.com/general-knowledge/welfare-programmes-by-the-government-of-india-1448434362-1


KARPAGAM ACADEMY OF HIGHER EDUCATION
Class:  III  B.COM                Cours e  Nam e:  Indian  

Econ o m y

 Cours e  Code:1 6C M U 6 0 4 A        UNIT  – IV        Sem e s t e r:  VI     Year:
201 6 - 19  Batc h

Image  source:www.business- standa r d .com

5.  Coal  Indus try:  Credit  to  invent  coal  in  India  is  given  to  two  English

men  ‘Sambha r  and  Hatley’.  They  star ted  mining  coal  in  Raniganj  district

of  west  Bengal  in  1814.  Coal  account s  for  67%  of  the  count ry’s

commercial  require m e n t s .  As  on  2014- 15  Indian  coal  produc tion  was  486

million  tones  and  import  was  138  million  tones.  India  makes  58%

elect rici ty  from  coal.
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6.  Gems  and  Jewel l ery  Industry:   Gems  and  Jewellery  sector

contributing  about  12%  of  India’s  total  mercha ndise  exports  made  it  as

the  larges t  cutting  and  polishing  centre  of  diamonds  in  the  world.  India’s

share  in  this  market  is  about  80%  of  the  world  market .  Indian  expor t  of

Gems  and  Jewellery  was  around  $31  billion  in  2015- 16.

Image  source:www.ibef.org

Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce 
&Management, KAHE,                        Page 26



KARPAGAM ACADEMY OF HIGHER EDUCATION
Class:  III  B.COM                Cours e  Nam e:  Indian  

Econ o m y

 Cours e  Code:1 6C M U 6 0 4 A        UNIT  – IV        Sem e s t e r:  VI     Year:
201 6 - 19  Batc h
7.  Petrol e u m  Indus try:  According  to  India  2015:  there  are  22

refineries ,  17  in  the  public  sector ,  3  in  private  sector  and  2  in  joint

ventu re .  All  these  refineries  have  refining  capacity  of  220  million  tonnes

per  annum.  As we  now  that  India  impor ts  20%  of  its  total  consum ption.oil

and  gas  constitu t e  around  45%  of  the  total  energy  consumption  of  India.

Image  source:www.ibef.org
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8.  Chemi c a l  Industry:  Chemical  indust ry  is  the  one  of  the  oldest

indust ry  of  India.  It  includes  pet roche mical ,  fertilizers,  paints  and

varnishes ,  gases,  soap,  perfumes ,  toiletries  and  pharm ac e u t ica ls .   This

indust ry  covers  more  than  70,000  commercial  produc ts .  It  contribu te s

around  3%  of  Indian  GDP.  The  chemical  and  pet roche micals  sector  in

India  consti tu t e s  14%  of  the  domestic  indust rial  activity.
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9.  Auto m o b i l e  Indus try:  automobile  indus t ry  was  delicensed  in  1991

after  the  implemen t a t ion  of  new  economic  policy.  However  the  passeng e r

car  was  delicensed  in  1993.  At  presen t  100%  FDI  is  permit ted  in  this

sector  under  the  automa t ic  route.  This  indust ry  given  employmen t  to  13

million  peoples  roughly  and  gives  6%  to  the  GDP  of  India.

 

Image  source:www.newindianexp r es s .com

10.  Leath er  Industry:  Leathe r  and  its  product s  are  top  10  export

earner s  for  the  count ry.  It  is  one  of  the  tradi tional  product s  of  India.  The

small  scale,  cottage  and  artisan  sector  accoun ts  for  more  than  75%  of  the

leathe r  produc tion  in  India.   This  sector  provided  employmen t  to  around

3  million  peoples  out  of  which  30%  are  women.
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11 . Sugar  Indu stry:  It  is  very  crucial  agricultu r e  based  indust ry.  This

indust ry  is  the  second  larges t  indust ry  after  the  textile  & cotton  based  on

the  agricultu r e .  As  on  2014,  there  were  680  installed  sugar  factories  in

the  count ry  as  agains t  138  in  1951- 52.  India  is  the  larges t  consum e r  of

sugar  and  second  larges t  produce r  of  sugar  with  a  share  of  15%  of  the

world  count .Total  produc tion  of  sugar  was  around  28  million  tonnes  in

2015- 16  in  the  count ry.
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R ol e  o f  Dif f er e n t  In d u s tr i e s  i n  t h e  I n di a n  Ec o n o m y

An  economy  is  made  from  the  composi tion  of  many  differen t  indust ries

like  agricul tu r e ,  service,  enginee r ing ,  manufactu r ing  etc.  These

indust ries  provide  so  many  benefits  to  the  economy  i.e.  employment

genera t ion,  produc tion  of  goods  and  services,  equal  income  distribu tion

in  the  whole  economy.  Service  sector  contribu te s  60%  of  the  Indian  GDP

while  agricultu r e  gives  around  14%  of  GDP .

Som e  importa n t  sectors  of  the  Indian  econ o m i e s  is  given  below:

1.  Cotton  and  Textil e  Indus try:  Indian  cotton  indus t ry  is  the  broad

based  indust ry  which  accoun ts  for  about  12%  of  indust rial

produc tion,  4%  of  GDP,  and  employmen t  to  35  millions  of  skilled  and
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semi  skilled  workers  and  12%  of  total  expor t  earnings .  The  first  modern

cotton  mill  was  established  at  Kolkata  in  1818.

Textile  indus t ry  is  labour  intensive  indust ry.  It  provides  employmen t  to

45  million  peoples.  It  has  major  presenc e  in  unorganized  sector  in

India.  India  produced  48194  million  kgs  of  cloth  every  year  in  2014- 15.

Image  source:www.com m odi t iescon t rol.com

2.  Iron  and  Ste e l  Indus try:   This  indust ry  took  birth  in  India  in  1870

when  Bengal  iron  Works  Company  established  its  plant  in  West

Bengal.  In  1974,  The  Steel  Authori ty  of  India  Limited  (SAIL)  was

established  and  made  responsible  for  the  developm en t  of  the  steel

indust ry  in  the  count ry.  Indian  ranked  at  the  4 th  position  in  the

produc tion  of  crude  steel  (85  million  tonnes)  in  the  world  during  2014

after  China,  Japan  and  USA.
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3.  Ferti l iz er  Indu stry:  India  today  is  the  3 rd  larges t  produce r  of

nitrogenous  fertilizers  in  the  world  only  behind  china  and  USA.  India  is

meeting  80%  of  its  urea  requirem e n t  through  indigenous  produc tion  but

is  largely  import  depende n t  for  meeting  the  phospho rous  and  potassium

requirem e n t .  Total  domestic  produc tion  is  given  in  the  picture  below:-
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Image  source:www.krishijag ra n .com

Welfare  Progra m m e s  by  the  Govern m e n t  of  India

4.  Ceme n t  Indu stry:  The  produc tion  of  cement  was  star t ed  in  1904  at

the  madras  but  the  foundation  of  stable  Indian  cement  indust ry  was  laid

in  1914  when  Indian  Cement  Company  limited  star t ed  produc tion  in

Gujara t .  As  on  March  2015  there  are  185  big  cement  plant  of  installed

capacity  of  325  million  tones  are  opera t ing  in  the  count ry.  In  the  year

2015- 16,  India  produce d  289  million  tones  cement  in  the  country.
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Image  source:www.business- standa r d .com

5.  Coal  Indus try:  Credit  to  invent  coal  in  India  is  given  to  two  English

men  ‘Sambha r  and  Hatley’.  They  star ted  mining  coal  in  Raniganj  district

of  west  Bengal  in  1814.  Coal  account s  for  67%  of  the  count ry’s

commercial  require m e n t s .  As  on  2014- 15  Indian  coal  produc tion  was  486

million  tones  and  import  was  138  million  tones.  India  makes  58%

elect rici ty  from  coal.
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 6.  Gems  and  Jewel l ery  Industry:   Gems  and  Jewellery  sector

contributing  about  12%  of  India’s  total  mercha ndise  exports  made  it  as

the  larges t  cutting  and  polishing  centre  of  diamonds  in  the  world.  India’s

share  in  this  market  is  about  80%  of  the  world  market .  Indian  expor t  of

Gems  and  Jewellery  was  around  $31  billion  in  2015- 16.

7.  Petrol e u m  Indus try:  According  to  India  2015:  there  are  22

refineries ,  17  in  the  public  sector ,  3  in  private  sector  and  2  in  joint
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venture .  All  these  refineries  have  refining  capacity  of  220  million  tonnes

per  annum.  As we  now  that  India  impor ts  20%  of  its  total  consum ption.oil

and  gas  constitu t e  around  45%  of  the  total  energy  consumption  of  India.

8.  Chemi c a l  Industry:  Chemical  indust ry  is  the  one  of  the  oldest

indust ry  of  India.  It  includes  pet roche mical ,  fertilizers,  paints  and
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varnishes ,  gases,  soap,  perfumes ,  toiletries  and  pharm ac e u t ica ls .   This

indust ry  covers  more  than  70,000  commercial  produc ts .  It  contribu te s

around  3%  of  Indian  GDP.  The  chemical  and  pet roche micals  sector  in

India  consti tu t e s  14%  of  the  domestic  indust rial  activity.

9.  Auto m o b i l e  Indus try:  automobile  indus t ry  was  delicensed  in  1991

after  the  implemen t a t ion  of  new  economic  policy.  However  the  passeng e r
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car  was  delicensed  in  1993.  At  presen t  100%  FDI  is  permit ted  in  this

sector  under  the  automa t ic  route.  This  indust ry  given  employmen t  to  13

million  peoples  roughly  and  gives  6%  to  the  GDP  of  India.

 

Image  source:www.newindianexp r es s .com

10.  Leath er  Industry:  Leathe r  and  its  product s  are  top  10  export

earner s  for  the  count ry.  It  is  one  of  the  tradi tional  product s  of  India.  The

small  scale,  cottage  and  artisan  sector  accoun ts  for  more  than  75%  of  the

leathe r  produc tion  in  India.   This  sector  provided  employmen t  to  around

3  million  peoples  out  of  which  30%  are  women.
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Image  source:www.the d a ilys t a r .ne t

11 . Sugar  Indu stry:  It  is  very  crucial  agricultu r e  based  indust ry.  This

indust ry  is  the  second  larges t  indust ry  after  the  textile  & cotton  based  on

the  agricultu r e .  As  on  2014,  there  were  680  installed  sugar  factories  in

the  count ry  as  agains t  138  in  1951- 52.  India  is  the  larges t  consum e r  of

sugar  and  second  larges t  produce r  of  sugar  with  a  share  of  15%  of  the

world  count .Total  produc tion  of  sugar  was  around  28  million  tonnes  in

2015- 16  in  the  count ry.
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The  indu s tr ia l  growth  patt er n  in  India  can  be  divide d  into  

four  phas e s  as  explain e d  below:

 1.  First  Phas e  (19 5 1 - 65):  Stron g  Indus tr ia l  Base :

 The  first  phase  of  indust rial  growth  consists  of  the  first  three  plan

periods  which  had  build  a  strong  indust r ial  base  in  India.  During

this  phase ,  huge  investme n t s  were  made  in  major  indust ries  like

iron  and  steel,  heavy  enginee r ing  and  machine  building  indust ries.

The  annual  compound  growth  rate  of  indus t r ial  produc tion  during

the  first  three  plan  periods  moved  between  5.7  per  cent  to  9.0

percen t .

 The  capital  goods  indust ries  had  registe r ed  its  annual  average

compound  growth  rate  between  9.8  per  cent  to  19.6  per  cent

during  this  period.  Again  the  annual  rate  of  growth  of  basic

indust ries  moved  between  4.7  per  cent  to  12.1  per  cent  over  the
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same  period.  Thus,  a  strong  indust rial  base  was  laid  during  the  first

phase  covering  the  first  three  plan  periods.

 2.  Seco n d  Phas e  (19 6 5 - 80):  Dec e l e ra t i o n  and  Retrogr e s s i o n:

 The  second  phase  of  indust rial  growth  covers  the  period  of  three

Ad-hoc  Annual  Plans,  Four th  Plan  and  Fifth  Plan.  The  annual

compound  growth  rate  in  indust rial  produc tion  declined  from  9.0

per  cent  during  the  Third  Plan  to  only  4,1  per  cent  covering  the

period  of  1965  to  1976.  In  1976- 77,  the  annual  rate  of  growth  of

indust rial  output  was  6.1  per  cent.  In  1979- 80,  a  negative  annual

growth  rate  of  (—)  1.6  per  cent  was  recorde d  in  respec t  of

indust rial  outputs  as  the  index  of  indus t r ial  produc tion  in  this  year

(Base  1970  =  100)  has  declined  to  148.2  as  compare d  to  150.7  in

1978- 79.

 The  indust rial  sector  faced  a  structu r a l  retrog re s s ion  during  the

second  phase.  The  capital  goods  indust ries  registe r e d  its  annual

average  growth  rate  of  only  2.6  per  cent  during  the  second  phase

Fifth  Plan  recorde d  the  annual  growth  rate  of  5.7  per  cent  which

was  far  below  as  compare d  to  that  of  first  three  five  year  plans.

For,  basic  indust ries ,  the  annual  growth  rate  during  the  second

phase  was  far  below  as  compare d  to  that  of  Third  Plan.  Thus  basic

indust ries  were  engage d  in  the  production  of  ferrous  metal  groups,

const ruc t ion  mate r ials ,  mechanical  enginee r ing  indust r ies  etc.

 Caus e s  of  Dec e l e ra t i o n  and  Retro gr e s s i o n :

 The  cau s e s  of  dece l er a t i o n  and  struc t ur a l  retro gr e s s i o n

durin g  the  seco n d  phas e  are;
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 (a)  The  wars  of  1962,  1965  and  1971.  During  this  period

investm en t  was  made  into  unproduc tive  uses.  Successive  drough t s

of  1965- 67  and  1971- 73,  and  oil  crisis  of  1973  was  also  responsible

for  supply  const ra in t s .

 (b)  Considera ble  slackening  of  real  investme n t ;

 (c)  Unequal  distribu tion  of  income  in  favour  of  the  rich  followed  by

stagna tion  in  demand  for  consume r  goods;

 (d)  Unsatisfac to ry  perform a nc e  of  the  agricultu r a l  sector;

 (e)  Policy  const rain t s  and  bureauc r a t ic  obstacles  on  indust rial

growth;

 (f)  Conflicts  in  the  dominan t  coalition  betwee n  proprie t a ry  classes ,

capitalist  class  and  the  class  repres e n t ing  rich  agricul tu r al  farmer s .

 3.  Third  Phas e:  Indus tr ia l  Recovery  in  Eight i e s  (19 8 1  to

199 1 ):

 The  third  phase  of  indust rial  growth  covers  the  period  of  eighties

consis ting  of  both  Sixth  and  Seventh  Plan.  This  period  of  eighties

experience d  indust rial  recovery.  During  the  period  1981- 85,  the

average  annual  rate  of  growth  of  indust r ial  production  was

acceler a t e d  to  7.0  per  cent  which  furthe r  increase d  to  8.6  per  cent

during  1985- 90.  In  1990- 91  also,  the  annual  rate  of  indust rial

growth  was  regis te r e d  at  9.0  per  cent.

 The  growth  rate  for  consume r  durable  goods  increase d  to  16.9

percen t  in  1985- 89.  In  1981- 90,  there  was  a  set  back  as  the
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segmen t  recorde d  only  1.7  per  cent  growth  rate  and  then  the  same

rate  again  shot  up  to  14.8  per  cent  in  1990- 91.

 The  basic  goods  indust ries  maintained  the  annual  average  growth

rate  of  8.8  and  8.9  per  cent  during  1980- 85  and  1985- 89

respectively.  But  gradually  declined  to  5.4  per  cent  and  3.8  per

cent  in  1989- 90  and  1990- 91  respect ively.  The  capital  goods

indust ries  recorded  6.3  per  cent  annual  rate  of  growth  during

1980- 85  which  experience d  increase  in  its  growth  rate  of  13.0  per

cent  in  1985- 89  and  then  significantly  24.0  percen t  in  1989- 90.  The

growth  rate  of  capital  goods  was  17.4  per  cent  in  1990- 91.

 Thus  during  this  third  phase ,  there  is  a  clear  shift  in  the  pat te rn  of

indust rialisa t ion  in  the  count ry.  Looking  at  the  growth  of  differen t

produc t  group  in  the  manufac tu r ing  sector,  chemicals,

pet roche mic al s  and  allied  indust ries  recorded  a  faster  rate  as

compare d  to  other s.  During  this  period,  the  produc tion  of

chemicals  and  chemical  produc t  indus t r ies ,  expanded  at  an  annual

average  rate  of  11.19  per  cent  as  compare d  to  that  of  only  5.47  per

cent  in  machine  building  sector.

 Moreover ,  during  this  period,  iron  and  steel,  basic  metal  and  alloys

and  metal  produc t s  recorded  only  5.15  percen t  4.94  per  cent  and

3.95  per  cent.  It  shows  a  clear  shift  in  the  growth  patte rn  of  the

indust rial  sector  during  eighties  (Third  Phase)  as  compare d  to  two

earlier  phases .

 Caus e s  of  Industr ia l  Recov ery:
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 The  main  factor s  which  were  respo n s i b l e  for  the  indu str ia l

recovery  durin g  eigh t i e s  are  descr ib e d  as  und er:

 (a)  Introduc tion  of  new  indust r ial  policy  and  liberal  fiscal  period.

 (b)  Higher  contribu tion  of  agricul tu r a l  sector  in  some  of  the  regions

in  the  count ry  which  helped  in  raising  the  demand  for  indust rial

inputs  used  for  agricul tu r a l  produc tion.

 (c)  Revival  of  investmen t  in  the  infras t ruc tu r e  sector s  and  its

effects  in  raising  the  degree  of  efficiency  of  the  indust rial  sector.

 4.  Fourth  Phas e:  Industr ia l  Retro gr e s s i o n  follow e d  by  an

Upturn  and  Downt ur n  Nine t i e s  (19 9 1 - 92  to  199 7 - 98) :

 The  fourth  phase  of  indus t r ial  growth  covers  the  early  par t  of

nineties,  i.e.,  from  1991- 92  to  1997- 98.  This  short  period

experience d  a  sharp  indust r ial  retrogre ss ion  followed  by  an

immedia t e  upturn  in  the  indust rial  growth  of  the  count ry.

 During  1991- 92,  the  count ry  had  a  bitter  experience  of  negative

growth  rate  of  (—)  0.10  per  cent  as  compare d  to  that  of  8.5  per

cent  in  1990- 91.  This  is  the  clear  evidence  of  sharp  indust rial

ret rog re ss ion  in  the  count ry.

 But  after  that  in  1995- 96  the  count ry  experience d  an  indust rial

upturn  trend  as  annual  growth  rate  during  this  year  stood  at  11,7

per  cent,  During  the  year  1996- 97  indust rial  output  has  increas ed

by  7.1  per  cent  and  furthe r  8.6  per  cent  in  1997- 98.

 The  indust rial  growth  rates  by  use- based  indust rial  classifica tion

again  showed  downwar d  trend  from  April  to  Feb.  1997  to  7.2  and
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10.2  per  cent  in  April  to  Feb.  1998.  The  growth  rate  of  consume r

non-  durables  decreas e d  to  4.2  per  cent  and  2.4  per  cent  during

April-Feb.  1996- 97  and  1997- 98  respect ively.  The  growth  rate  of

capital  goods  indus t ry  declined  to  7.2  per  cent  in  1996- 97  and  to

1.8  per  cent  in  1997- 98.  During  the  same  period,  the  genera l

growth  rate  of  indust r ial  production  declined  from  7.7  per  cent  in

1996- 97  to  only  4.7  per  cent  in  1997- 98.

 Caus e s  of  Industr ia l  Slow  down:

 The  factor s  respo n s i b l e  for  indu str ia l  slow  down  in  the

fourth  phas e  are  su m m ar iz e d  as  below:

 (a)  Decline  in  the  growth  of  export  to  4.6  per  cent  in  the  first  eight

months  betwee n  April  and  November  1997.

 (b)  The  impact  of  the  tight  money  policy  followed  in  1995- 96  when

the  moneta ry  expansion  was  about  13.7  per  cent;

 (c)  Significant  build  up  indus t rial  capacity  in  the  first  phase  of

liberaliza tion;

 (d)  In  some  cases  the  rate  of  demand  growth  was  overes tima t e d .

 Sign s  of  Susta in e d  Indus tr ia l  Recovery  in  199 9 - 200 0 :

 The  accelera t ion  of  growth  rates  in  various  sector s  of  the  economy

underline  the  significance  of  indust rial  recovery  in  the  curren t  year

and  cyclical  downtu rn .

 How ev er,  followi n g  are  som e  of  the  major  indica t or s  of

indu str ia l  recovery  in  rece n t  years:
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 (a)  Overall  indus t r ial  output  of  the  country  i.e.  6.2  per  cent  in  April-

Decembe r  1999  as  compare d  to  that  of  only  3.7  per  cent  in  April-

Decembe r  1998.

 (b)  The  position  of  elect rici ty  genera t ion  remained  much  bette r  in

1999- 2000.

 (c)  Manufac tu r ing  segmen t  of  indust r ial  sector  has  grown  by  6.7

per  cent  in  April  to  Decembe r  1998.

 (d)  As per  use  based  classification,  basic  goods,  interm edia t e  goods

and  consume r  goods,  are  having  higher  growth  in  1999-  2000.

 (e)  Non- metallic  mineral  product s ,  machine ry  and  equipmen t ,  wool,

leathe r ,  paper  and  basic  chemicals  are  some  of  the  indust r ies

growing  at  more  than  10  percen t  during  1999- 2000.

 (f)  Indus t ries  like  elect ricity,  crude  oil,  coal,  steel  and  cement

having  a  weight  of  26.7  per  cent  in  overall  IIP,  grew  at  8.2  per  cent

in  April-Decembe r  1999.

 (g)  Better  corpora t e  perform a nc e  in  1999- 2000  compare d  to

previous  year.

 Indus tr ia l  Slowdo w n  since  200 1:

 In  recen t  years,  the  count ry  is  experiencing  a  serious  phase  of

indust rial  slowdown  during  2000- 01  and  in  2001-  02.  The  overall

indust rial  growth  during  April-  Decembe r  2001- 02  at  2.3  per  cent,

is  substan ti ally  lower  than  the  5.8  per  cent  achieved  during  the

corresponding  period  of  2000-  01.  In  fact,  the  growth  rate  of  the
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indust rial  sector  during  the  first  nine  months  of  2001- 02  is

considere d  as  the  lowest  during  the  last  ten  years.

 Indus t rial  slowdown  was  recorded  in  all  broad  sector s  such  as

manufac tu r ing ,  elect ricity  and  mining  an  all  end  use  based  groups

such  as  capital  goods,  interm e dia t e  goods,  consume r  goods  both

durables  and  non- durables.  However ,  the  reasons  for  slowdown  in

indust rial  growth  during  this  period  is  due  to  a  number  of

structu r a l  and  cyclical  factors.

Public  Sector  AND  its  performa nc e  after  reforms:

 The  poor  perfor m a n c e  of  the  public  sec to r  especial ly  in

educa t ion ,  heal th  and  othe r  social  services  has  been  the  subjec t

of  a  lot  of  deba t e s  in  the  last  few  decad e s .  The  domina n t  nar r a t ive

has  at t r ibu t e d  implem e n t a t io n  failures  to  corru p t ion ,  lack  of

accoun t a b il i ty,  poor  incen t ive  mecha n is m s  and  over- sized

govern m e n t  – aspec t s  of  inefficiency  and  rent- seeking  assum e d  to

be  inhere n t  in  sta t e  syste m s.  Solutions  put  forth  ther efo r e  focus

on  circumve n t in g  the  syste m,  throug h  technological

inte rve n t ions ,  or  non- stat e  par t icipa t ion  tha t  is  aimed  at  eithe r

replacing  the  govern m e n t  syste m  comple t e ly  or  par t i ally  throug h

public- privat e  par tn e r s h i p s .  While  it  canno t  be  denied  that  the

syste m  is  far  from  perfec t ,  the  sugge s t e d  solutions  do  not  addre s s

the  core  insti tu t iona l  shor t co min g s  that  exis t .  Henc e,  they  migh t

show  some  positive  resul t s  in  the  shor t- term,  but  are  neithe r

sust a ina bl e  nor  scalable .

 One  of  the  glaring  proble m s  affec ting  the  perfor m a n c e  of  the

public  sec to r  is  the  acute  shor tfa ll  in  huma n  resou rc e s

throug h o u t  the  implem e n t a t ion  struc t u r e .  This  is  reflec te d  not
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just  in  the  abse nc e  of  numbe r s ,  but  also  in  the  inade q u a c ie s  of

training  and  qualifica t ion  of  the  person n e l  involved.  In  fact,  far

from  having  an  over- sized  govern m e n t ,  tha t  has  prompt e d  calls

for  “minimu m  govern m e n t ” ,  India  has  one  of  the  smalles t

govern m e n t s  in  the  world  in  rela tion  to  its  popula t ion .   The  US,

for  instanc e ,  not  conside r e d  a  propone n t  of  large  govern m e n t ,  has

668  govern m e n t  employee s  per  lakh  popula t ion ,  compa r e d  to  139

in  India .

 The  shor t a g e s  in  the  crucial  area s  of  educa t ion  and  heal th  fall

below  inte rn a t ion a lly  accep t e d  norms  as  well.  Hence ,  WHO  data

show  nursing  and  midwife ry  per son n e l  in  India  at  2.094  per

1000 popula t ion ,  compar e d  with  5.229  in  South  Africa,  4.124  in

Malaysia  and  7.444  in  Brazil.  In  fact,  the  shor tfa lls  exist  even

when  meas u r e d  agains t  the  govern m e n t’ s  own  bench m a r k  of

staffing  requi r e m e n t s .  Rural  heal th  sta t i s t ics  for  2018,  for

instanc e ,  show  vacancie s  to  the  tune  of  37%  for  male  heal th

worke r s  at  sub- cent r e s  and  24%  for  docto r s  at  prima ry  heal th

cent r e s .  In  educa t ion ,  

 the  situa t ion  is  no  bet t e r .  The  annu al  work  plan  and  budge t

docum e n t s  (2016- 17)  of  the  educa t ion  minis t ry,  show  more  than

ten  lakh  [10,31,122]  teach e r s’  posts  vacan t  in  govern m e n t

schools  across  the  coun t ry.  In  Jharkha n d ,  this  amoun t e d  to  38.4%

vacancie s ;  in  Bihar  34.4%;  in  UP  23.4%;  and  in  Delhi  25%.  And

this  is  not  accoun t ing  for  the  teache r  requi r e m e n t  for  the  millions

of  childr e n  curr e n t ly  out  of  school  [estima t e s  range  from  six  to  40

million].  What  is  worse  is  tha t  25%  of  teache r s  tha t  are  appoin t e d

do  not  possess  the  requisi t e  qualifica t ions  [U-DISE  2017- 18],
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reflec t ing  anothe r  dimension  of  poor  capaci ty,  besides  being  a

violation  of  the  RTE  Act.

 While  these  figures  reflec t  the  lowes t  rung  of  govern m e n t ,  the

shor t a g e s  extend  to  the  block  and  dist ric t  levels  as  well,  adding  to

the  burde n  of  inefficien t  delivery.  For  instanc e ,  a  recen t  study  of

five  sta t e s  (Rajas t h a n ,  Odisha ,  Himach a l  Prade s h ,  Karna t a k a  and

Delhi),  conduc t e d  at  the  Cent r e  for  Policy  Resea r c h ,  showed  that

70%  of  the  dist r ic t  educa t ion  officer s  and  42%  of  block  educa t ion

officer s  had  ‘dual  charg e’,  i.e,  they  were  in  charg e  of  more  than

one  dist r ic t  or  block.  With  each  dist r ic t  cate r ing  to  hund r e d s  of

schools,  this  is  no  mean  task.  Fur th e r ,  only  30%  of  the  Block

Resourc e  Coordina to r s  and  54%  Cluste r  Resourc e  Coordina to r s

had  received  training  for  their  jobs.  For  the  ICDS  progra m m e s

too,  Child  Developm e n t  Protec t ion  Officer s  (CDPOs)  –  in  charg e

of  100  or  more  anga n w a di  cent r e s  –  have  to  double  up  for  the

39%  vacan t  posi tions  in  their  ranks .  Similar ly,  in  heal th ,  the  gaps

extend  beyond  the  frontline  to  specialis t s  in  hospi t a l s ,  with  a  67%

shor tfa ll  in  paedia t r i cia ns  and  68%  in  total  specialis ts  at

commu ni ty  heal th  cent r e s .

          The  Modi  Govern m e n t  is  Losing  the  Plot  on  Public  Secto r  Banks   :

 Even  as  these  shor tfalls  abound ,  the  range  of  tasks  expec te d  by

the  lower  bure a u c r a cy  has  only  grown,  withou t  comme n s u r a t e

training  or  assis t a n c e  for  the  incre as e d  work  load.  For  instanc e ,

in  addi tion  to  the  regula r  work  of  dispens ing  finance s ,

appoin t m e n t s ,  transfe r s ,  and  othe r  provisioning,  educa t ion

officials  are  now  expec t e d  to  collec t  and  collate  large r  amoun t s  of

dat a  (hund r e d s  of  forma t s  collated  at  the  block  level),  follow  up

on  ever- increa sin g  legal  cases  and  be  available  for  a  myriad  othe r

govern m e n t  duties .  But  ther e  are  no  legal  assis t an t s  or  data
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enum e r a t o r s  (only  dat a  ent ry  opera to r s )  in  the  system.  It  comes

as  no  surp r is e  then  that  a  recen t ly  conclude d  study  by  NIEPA  has

found  tha t  teach e r s  are  able  to  devote  only  19%  of  thei r  time  to

teaching  –  the  res t  being  consu m e d  by  non- teaching  tasks

imposed  on  them.  Read  along  with  the  shor t a g e s  in  staffing  it  is

no  wonde r  tha t  learning  levels  have  declined  in  the  mann e r  they

have.

 Unfor tu n a t e ly ,  most  of  the  ‘reform s’  that  are  being  introduc e d  to

addre s s  poor  delivery  of  social  services  are  silent  on  the  issue  of

inadeq u a t e  huma n  resou rc e s ,  among  othe r  shor tfalls  in  capaci ty.

It  does  not  take  much  to  see  that  withou t  trained  staff  to  overse e

the  technological  revolut ion ,  digital  class roo m s  canno t  work,  in

addit ion  to  the  fact  tha t  most  rural  schools  have  little  or  no  digi tal

pene t r a t ion .  After  all,  school  tutor ia ls  provided  throug h  mobile

apps  can  serve  to  provide  addit ional  suppo r t  but  do  not  addre s s

the  basic  shor tco mi ng s  in  the  class roo m,  most  impor t a n t ly  the

absenc e  of  a  teach e r .

 Simila rly,  mobile  phones  for  anga n w a d i  worke r s  for  real  time

data- ent ry  are  useful  only  when  ther e  are  enough  CDPOs  –  the

block  level  officials  to  handle  the  data  collec te d .  But  with  39%  of

sanc tione d  posi tions  for  CDPOs  and  35%  for  secto r

supe rvi so r s  lying  vacan t  in  2017,  it  is  hard  to  see  technology

itself  do  the  job.  Unfor tun a t e ly ,  in  a  rush  to  find  ‘solutions’  and  at

low  costs ,  acade mic  and  policy  circles  are  neglec t ing  to  open  the

‘black- box’  of  implem e n t a t ion  to  identify  the  funda m e n t a l

proble ms  –  struc t u r a l  and  syste mic  –  tha t  plague  the  syste m

withou t  which  any  solution  is  unlikely  to  have  a  lasting  impac t .

 While  capaci ty  issues  extend  to  othe r  facet s  of  the  syste m  as  well,

it  is  impor t a n t  to  recognis e  that  withou t  sufficien t  huma n
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resou rc e s ,  especia lly  at  the  lower  ends  of  the  delivery  chain,  no

amoun t  of  tinke ring  with  technology,  perfor m a n c e  pay,

surveillanc e  or  privat e  secto r  mana g e m e n t ,  can  achieve  the

resul t s  we  seek  and  at  the  scale  we  do.

Small  scale  indu s try  in  Indian  econ o m y:

Small  scale  industries  are  important  because  it  helps  in  increasing

employment  and  economic  development  of  India.  It  improves  the  growth  of

the  country  by  increasing  urban  and  rural  growth.  Role  of  Small  and

medium  scale  enterprises  are  to  help  the  government  in  increasing

infrastructu r es  and  manufacturing  industries,  reducing  issues  like

pollution,  slums,  poverty,  and  many  development  acts.  Small  scale

manufacturing  industries  and  cottage  industries  play  a  very  important  role

in  the  economic  development  of  India.  If  any  amount  of  capital  is  invested

in  small  scale  industries  it  will  help  in  reducing  unemployment  in  India  and

increasing  self-employment.  The  industry  is  a  sector  in  which  the

production  of  goods  is  a  segment  of  the  economy.  Let  us  learn  more  about

the  importance  of  Small  scale  industries  and  how  SSI  helps  in  developing

the  country.

Small  Scale  Industri e s  Definit ion

Previously,  the  definition  of  small  scale  industries  depended  upon  the

business’s  capital  and  labour.  This  definition  is  still  used  to  demarca te

between  small,  medium  and  large- scale  indust ries.

The  Central  Government  has  the  authority  to  determine  capital  investment

requirement s  for  small- scale  industries.  These  requirements  are  listed

under  the  Industries  (Development  and  Regulation)  Act,  1951.
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A  small  enterp rise  in  which  investment  in  plant  &  machinery  ranges

between  Rs.  25  lakhs  to  Rs.  5  crores  is  a  small- scale  industry.

Similarly,  for  industries  that  provide  services,  the  investment  requirement

is  between  Rs.  10  lakhs  and  Rs.  2  crores.

Foreig n  Capital  in  India:  Need  and  Forms  of  Forei g n  Capital !

Everywhere  in  the  world,  including  the  developed  count ries ,

governm e n t s  are  vying  with  each  other  to  att rac t  foreign  capital .  The

belief  that  foreign  capital  plays  a  const ruc t ive  role  in  a  count ry’s

economic  developm e n t ,  it  has  become  even  stronge r  since  mid- 1980.

The  experienc e  of  South  East  Asian  Countries  (1986- 1995)  has  especially

confirmed  this  belief  and  has  led  to  a  progre ssive  reduc tion  in

regula tions  and  rest ra in t s  that  could  have  inhibited  the  inflow  of  foreign

capital.

1.  Need  for  Foreign  Capital:

The  need  for  foreign  capital  arises  because  of  the  following  reasons.  In

most  developing  count r ies  like  India,  domes tic  capital  is  inadequa t e  for

the  purpose  of  economic  growth.  Foreign  capital  is  typically  seen  as  a

way  of  filling  in  gaps  between  the  domestically  available  supplies  of

savings ,  foreign  exchange ,  governm e n t  revenue  and  the  planned

investm en t  necessa ry  to  achieve  developm e n t a l  targe t s .  To  give  an

example  of  this  ‘savings- investme n t’  gap,  let  us  suppose  that  planned

rate  of  growth  output  per  annum  is  7  percen t  and  the  capital- output  ratio

is  3  percen t ,  then  the  rate  of  saving  required  is  21  percen t .

If  the  saving  that  can  be  domes tically  mobilized  is  16  percen t ,  there  is  a

shortfall  or  a  savings  gap  of  5  percen t .  Thus  the  foremost  contribution  of

foreign  capital  to  national  developme n t  is  its  role  in  filling  the  resource

gap  between  targe t e d  investme n t  and  locally  mobilized  savings.  Foreign
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capital  is  needed  to  fill  the  gap  between  the  targe t e d  foreign  exchange

requirem e n t s  and  those  derived  from  net  export  earnings  plus  net  public

foreign  aid.  This  is  generally  called  the  foreign  exchange  or  trade  gap.

An  inflow  of  private  foreign  capital  helps  in  removing  deficit  in  the

balance  of  payment s  over  time  if  the  foreign- owned  enterp r ise  can

genera t e  a  net  positive  flow  of  export  earnings .

The  third  gap  that  the  foreign  capital  and  specifically,  foreign  investme n t

helps  to  fill  is  that  between  governm e n t a l  tax  revenue  and  the  locally

raised  taxes.  By  taxing  the  profits  of  the  foreign  ente rp ri ses  the

governm e n t s  of  developing  count r ies  are  able  to  mobilize  funds  for

project s  (like  energy,  infras t ruc t u r e )  that  are  badly  needed  for  economic

developme n t .

Foreign  investme n t  meets  the  gap  in  manage m e n t ,  ent rep r e n e u r s h ip ,

technology  and  skill.  The  package  of  these  much- needed  resourc es  is

transfe r r e d  to  the  local  count ry  through  training  progra m m e s  and  the

process  of  learning  by  doing’.  Furthe r  foreign  companies  bring  with  them

sophis tica t ed  technological  knowledge  about  produc tion  processe s  while

transfe r r ing  modern  machinery  equipme n t  to  the  capital- poor  developing

count r ies.

In  fact,  in  this  era  of  globaliza tion,  there  is  a  great  belief  that  foreign

capital  transforms  the  produc tive  structu r e s  of  the  developing  economics

leading  to  high  rates  of  growth.  Besides the  above,  foreign  capital,  by

creat ing  new  produc tive  asse ts ,  contribu te s  to  the  genera t ion  of

employmen t  a  prime  need  of  a  count ry  like  India.
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2.  Forms  of  Foreig n  Capital:

Foreign  Capital  can  be  obtained  in  the  form  of  foreign  investme n t  or  non-

concessional  assistance  or  concessional  assistance .

1.  Foreign  Investme n t  includes  Foreign  Direct  Investme n t  (FDI)  and

Foreign  Portfolio  Investm en t  (FPI).  FPI  includes  the  amounts  raised  by

Indian  corpora t e  through  Euro  Equities,  Global  Deposi tory  Receipt s

(GDR’s),  and  American  Deposi tory  Receipts  (ADR’s).

2.  Non- Concessional  Assistance  mainly  includes  External  Commercial

Borrowings  (ECB’s),  loans  from  governm e n t s  of  other

count r ies/mul tilat e r a l  agencies  on  marke t  terms  and  deposi ts  obtained

from  Non- Resident  Indians  (NRIs).

3.  Concessional  Assistance  includes  grants  and  loans  obtained  at  low

rates  of  interes t  with  long  maturi ty  periods.  Such  assis tanc e  is  genera lly

provided  on  a  bilate ra l  basis  or  through  multilate r a l  agencies  like  the

World  Bank,  Interna t ional  Moneta ry  Fund  (IMF),  and  Interna t ional

Developme n t  Association  (IDA)  etc.  Loans  have  to  be  repaid  genera lly  in

terms  of  foreign  currency  but  in  cer tain  cases  the  donor  may  allow  the

recipien t  count ry  to  repay  in  terms  of  its  own  currency.

Grants  do  not  carry  any  obligation  of  repaym en t  and  are  mostly  made

available  to  meet  some  tempora ry  crisis.  Foreign  Aid  can  also  be

received  in  terms  of  direct  supplies  of  agricul tu r al  commodi ties  or

indust rial  raw  mate rials  to  overcome  tempora ry  shortag es  in  the

economy.  Foreign  Aid  may  also  be  given  in  the  form  of  technical

assistanc e .

FINANCIAL  SECTOR  REFORMS

When  India  became  independ e n t  in  1947,  it  was  a  backward ,

primarily  agra r ian ,  stagnan t ,  and  low- income  economy.  Institu tional  set
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up  and  infras t ruc tu r e  was  terribly  weak.  We  star t ed  with  a  cent rally

planned  process  of  economic  developm en t  but  the  progres s  for  a  period

of  over  four  decades  had  been  far  from  satisfac to ry.  Whethe r  looked  at

from  an  economic  angle  or  a  social  view  point  there  were  problems  of

various  kinds.  On  the  whole,  slow  and  uneven  progre ss  had  taken  place.

In  the  beginning  of  1990s  India  was  faced  with  serious  fiscal  and

financial  problems.  It  had  to  approach  the  World  Bank  and  other

interna t ional  financial  insti tu tions  for  financial  assistance .  It  was  agains t

this  backdrop,  that  wide- ranging  reforms,  encompa ss ing  all  sectors  of

the  economy  were  initiated .  This  chapte r  outlines  the  need  for  reforms  in

the  financial  sector  and  presen ts  a  summary  of  these  reforms

NEED  FOR  REFORMS

 The  Indian  financial  system  of  the  pre- reform  period  essentially

cate red  to  the  needs  of  planned  developme n t  in  a  mixed  economy

framework,  where  the  governm e n t  had  a  pre- dominan t  role  in  economic

activity.  In  order  to  facilita te  the  large  borrowing  requirem e n t s  of

governm e n t ,  SLR  was  frequen t ly  revised  upwards  and  maintained  at  high

levels.  Interes t  rates  on  governm e n t  securi ties  were  artificially  too  low,

unrela t ed  to  the  marke t  conditions.  

The  governm e n t  securi t ies  marke t  could  not  develop.  The  provision  of

fiscal  accommod a t ion  through  adhoc  treasu ry  bills  (at  4.6%)  led  to  high

levels  of  monetiza t ion  of  fiscal  deficit.  To  check  the  moneta ry  effects ,

CRR  was  frequen t ly  revised  upwards .  The  CRR  and  SLR  on  the  eve  of  the

reforms  were  quite  high  and  the  associa ted  interes t  rates  low.4  The

environme n t  in  the  financial  sector  in  those  years  was  charac t e r ized  by

segmen t e d  and  under  developed  financial  marke t s  with  paucity  of

instrum e n t s .  The  existence  of  a  complex  structu r e  of  interes t  rates

arising  from  economic  and  social  concerns  of  providing  concessional
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credit  to  certain  sector s  had  resulted  in  cross  subsidiza t ion  which

implied  that  higher  rates  were  charged  to  non- concessional  borrowe r s .

The  regula tion  of  lending  rates  led  to  the  regula t ion  of  deposi t  rates  to

keep  the  cost  of  funds  to  banks  at  reasona ble  levels.  The  system  of

adminis te r e d  rates  had  led  to  multiplicity  and  complexity  of  interes t

rates .  On  the  whole  the  direc ted  and  concessional  availability  of  bank

credit  with  respec t  to  certain  sectors  resul ted  in  distor t ing  the  interes t

rate  mechanis m  and  adversely  affected  the  viability  and  profitabili ty  of

the  banks.  Lack  of  recogni tion  of  the  import anc e  of  transpa r e n cy,

account abili ty,  and  pruden t ial  norms  in  the  opera t ions  of  banking  system

led  to  a  rising  burden  of  non- performing  asse ts .  The  policies  pursued  did

have  many  benefits .  The  post  nationalizat ion  phase  witnesse d  significant

branch  expansion  to  mobilize  savings

THE  REFORMS  OF  199 1  (NCR- I)  

On  the  whole,  banks,  other  financial  institutions ,  and  financial  marke t s

were  all  opera t ing  in  a  highly  controlled  and  regula te d  environm en t .

Some  steps  towards  liberaliza tion  were  taken  during  1980s.  In  1991,

wide  ranging  economy  wide  reforms  were  under t ake n .  In  August  1991

the  governm e n t  of  India  appointed  a  commit t ee  on  the  financial  system

under  the  chairmans hip  of  ShriM.Nara si m h a m,  a  former  governor  of  the

RBI.  The  Commit tee  was  to  examine  the  existing  structu r e  of  the

financial  system  and  its  various  compone n t s  and  to  make

recomm e n d a t ions  for  improving  the  efficiency  and  effectivenes s  of  the

system  with  particula r  referenc e  to  the  economy  of  opera t ions ,

account abili ty  and  profitability  of  the  commercial  banks  and  financial

insti tu tions

 Role  of  Foreig n  Trade  in  India

            Foreign  trade  is  playing  an  increasingly  large  role  in  the  Indian

economy.  The  size  of  Indian  foreign  trade  and  its  value  both  have
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increas ed  during  post- independ e n c e  period.  The  increase  in  foreign  trade

however ,  cannot  be  said  satisfac to ry  during  initial  period  of  planning

because  Indian  share  in  total  world  trade  has  remained  remarka bly  low

and  it  decreas e d  over  the  years.  In  1950’s,  India’s  share  in  world  export s

was  1.9  percen t .  This  compared  favorably  with  0.9  percen t  in  China  and

1.4  percen t  in  Japan.  By  1965,  the  share  had  dropped  to  1  percen t

(Bhagwa t i  and  Desai,  1970)  and  it  continued  to  fall  progre ss ively  to  0.45

percen t  in  1980  and  recovered  marginally  in  1997  to  0.62  percen t  which

has  furthe r  increase d  to  1.04  percen t  2007.  According  to  WTO  data,

India’s  share  in  world  trade  (expor ts  and  import s  taken  togethe r )

increas ed  from  1.2  per  cent  in  2006  to  1.3  per  cent  in  2007.  During  2007,

India’s  impor ts  were  1.5  per  cent  of  world  import s .   India  was  the

26 th  larges t  expor te r  and  the  18 th  larges t  importe r  in  the  world  in

2007.This  is  in  sharp  contras t  with  other  developing  nations  that  lay

emphasis  on  progres sive  integra t ion  of  economy  with  world  economies.

India,  on  the  other  hand,  persis ted  with  the  inward  orienta t ion  in  its

policies  till  1991  with  agradual  change  towards  globalization  after  that.

It  clearly  indicate s  that  India  has  failed  to  increase  its  share  in  the  total

world  trade  in  the  initial  period  of  developm e n t .  The  pat te rn  of  India’s

foreign  trade  can  be  summa rized  with  its  salient  feature s .  The  total  value

of  India’s  foreign  trade  has  gone  up  from  US$2542  million  in  1950- 51  to

US$398658  million  in  2007- 08.  But  much  of  this  increase  was

concen t r a t e d  in  the  last  ten  years.  The  value  of  India’s  impor ts  has

increas ed  becaus e  of  rapid  indust rializa tion,  periodic  hike  in  oil  prices,

policy  of  import  liberaliza tion,  and  impor ts  to  control  inflationa ry

pressu re  within  the  count ry.

The  first  twenty  years  of  Indian  Planning  were  marked  by  “Expor t

Pessimism”.  During  this  period  the  focus  of  the  planner s  was  on  import

substi tu t ion  rathe r  than  export  promotion.  It  was  from  early  1970’s  that
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India  star ted  realizing  the  import anc e  of  an  aggre ss ive  expor t  policy

when  it  was  confronte d  with  the  worst  balance  of  payment  crisis  due  to

sharp  rise  in  the  interna t ional  price  of  pet roleum  produc ts  by  the  OPEC

nations.  As  a  resul t,  India  adopted  export  promotion  measu re s .  However ,

the  basic  framework  of  indust r ial  and  trade  policies  remained

unchang e d .  It  was  only  from  1991  that  export s  was  seen  as  an  integral

part  of  indust rial  and  developme n t  policy.  The  policy  thereaf te r

emphasized  technological  up  grada tion,  reduc tion  of  custom  duties,  freer

import s  and  domestic  and  interna t ional  competi t ion  for  the  entire

indust rial  sector  as  pre- requisit e  for  expor t  promotion.

            The  structu r e  of  India’s  foreign  trade  is  typically  of  a  developing

economy.  India  has  been  an  exporte r  of  agricultu r al  raw  materials  agro

based  manufac tu r e d  produc t s .  There  has  been  a  continuous  decline  in

the  share  of  agricul tu r a l  raw  materials  and  allied  produc ts .  One  of  the

reasons  for  this  trend  is  increase d  popula tion  and  local  demand  for  these

produc t s .  On  the  other  side  the  expor ts  of  non- tradi tional  items  is  gaining

import anc e .  Enginee ring ,  handicraf ts ,  iron  ad  steel,  chemical,  readymad e

garmen t s ,  fish  and  fish  product s  etc  are  gaining  impor tanc e  as

expor table  produc t s .  Two  major  items  viz.  elect ronics  and  software

shows  very  sharp  increas e .

 There  has  been  marked  change  in  the  relative  share  of  trade  to  various

count r ies  signifying  the  emerging  new  economic  relationship.  The  OECD

group  (Organiza t ion  for  Economic  Co-opera t ion  and  Developme n t )

count r ies  (viz.  Europe an  Union,  USA,  Canada ,  Australia ,  Japan  etc.)  are

the  larges t  trading  partne r ,  its  share  is  declining  in  recent  years  Whereas

trade  with   OPEC(Organiza t ion  of  Petroleum  Exporting  Countries)

count r ies  like  Iran,  Iraq  etc,  Easte rn  Europe  and  other  developing

nations  is  assuming  grea te r  impor tance .
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 Balan c e  of  Paym e n t  and  Balan c e  of  Trade

 The  Balan c e  of  Payme n t s  of  a  country  is  a  system a t ic  record  of

all  economic  transac t ions  betwee n  the  residen t s  of  a  count ry  and  the  rest

of  the  world.  It  is  composed  of  all  receip ts  on  accoun t  of  goods  expor ted ,

services  rende re d  and  capital  received  by  residen ts  and  payment s  made

by  them  on  accoun t  of  goods  imported ,  services  received  and  capital

transfe r r e d  to  non- residen t s  or  foreigner s .

Foreig n  Trade  Policy  and  Balan c e  of  Payme n t s

o Foreign  Trade  Policy  and  Balance  of  Payment s

o Main  Featu r e s  of  India’s  Trade  Policy

o Phases  of  India’s  Trade  Policy

o India’s  Foreign  Trade  Policy,  1991

o Major  Trade  Reforms

o Assessme n t  of  the  New  Trade  Policy

o Balance  of  Payments  (BoP)

o Curren t  Account  Deficit  (CAD)

o Capital  Account  Deficit

o Other  Non- debt  Flow

o India’s  exports  grew  at  an  average  pace  of  12%  in  the  April-

Novembe r  2017  period  from  a  year  earlier ,  slower  than  those  of  

Vietnam  and  Indonesia ,  which  grew  at  24%  and  16%,  respec t ively.

o While  India’s  double- digit  growth  in  export s  marks  an  improveme n t

over  fiscal  2017  when  expor ts  grew  at  slightly  above  5%,  there  are  

several  worrying  signs  in  the  export  data.

o The  disaggre g a t e d  export s  data  show  that  the  rebound  in  India’s  

expor ts  growth  in  the  curren t  fiscal  year  has  been  very  uneven.  
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Exports  of  two  commodi ty- based  sector s—pet roleu m  product s  and  

iron  and  steel  (and  other  metals)—have  accoun te d  for  more  than  

half  of  the  expor t  growth  in  the  curren t  fiscal  year.

o The  most  worrying  part  about  India’s  export  performa nc e  is  the  

growing  divergenc e  betwee n  labour- intensive  sectors  and  other  

sector s.  As the  chart  below  shows,  the  aggreg a t e  export  growth  in  

labour- intensive  sectors—textiles,  electronic  goods,  gems  and  

jewellery,  leathe r ,  and  agricul tu r a l  produc ts—has  remained  

anaemic  even  as  overall  export s  growth  has  picked  up  pace  in  

recen t  months .

o The  char t  sugges t s  that  a  key  engine  of  job  crea tion  in  the  Indian  

economy  has  been  malfunc tioning.

o The  sluggish  growth  in  labour- intensive  expor ts  comes  at  a  time  

when  global  trade  has  picked  up  pace,  and  when  currency  levels  

have  been  relatively  stable.  This  sugges t s  that  domestic  

developme n t s  such  as  the  ham- handed  implemen t a t ion  of  the  goods

and  services  tax  (GST)  are  to  blame,  wrote  economis t s  Dharm aki r t i

Joshi,  AdhishVerm a,  and  PankhuriTandon  of  CRISIL  in  a  recen t  

note  on  export s .  The  economis t s  argued  that  the  implemen t a t ion  of

GST  and  the  associa t ed  glitches  have  hit  the  small  and  medium-

scale  ente rp ri se s  the  hardes t ,  derailing  growth  in  sectors  

S

o such  as  textiles,  gems  and  jewellery,  and  leathe r—wher e  such  

enterp ri se s  domina te  the  supply  chain.
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o But  they  also  pointed  out  that  while  the  clumsy  impleme n t a t ion  of  

the  GST  may  have  exacerba t e d  the  woes  of  these  sectors  in  recen t  

months,  these  sector s  have  been  losing  competi t iveness  over  a  

much  longer  stre tch  of  time.

o What  this  sugges t s  is  that  the  real  fix in  reviving  India’s  expor t  

engine  will  lie  in  structu r a l  solutions  involving  ease  of  access  to  

basic  infras t ruc t u r e  such  as  roads,  ports,  and  power  as  well  as  

simplifica tion  of  business  regula t ions  and  labour  laws.  While  a  

simpler  GST  structu r e  would  definitely  help  exporte r s ,  especially  

smaller  ente rp r ise s ,  this  needs  to  be  followed  up  with  more  broad-

ranging  reforms.

o The  Narend r a Mo di  governm e n t’s  ability  to  deliver  on  its  promise  of

job  crea tion  before  it  faces  general  elections  in  2019  will  hinge  

crucially  on  how  far  it  is  able  to  facilita te  a  recovery  in  key  labour-

intensive  indust ries .

2mark s

1. composition  of  india’s  foreign  trade.

2. Mention  any  four  insti tutional  sources  of  agricul tu r a l  finance

3. Mention  main  impor ts  in  India

4. What  is  excise  duty?

5. What  is  deficit  finance?

6. What  do  you  mean  by  sectora l  composition?

7. What  is  irrigat ion  

6mark s

1. Discuss  the  major  technological  changes  in  agricul tu r e  sector  and

how  it  is  implemen t e d   for  presen t  agra r ian  society.
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2. Explain  the  concep t  of  agricul tu r a l  produc tivity

3. Discuss  the  changes  in  the  direction  of  India’s  foreign  trade  since

1991

4. Briefly  evaluat e  the  role  of  foreign  capital  in  india

5. Describe  the  main  featu re s  of  new  indust rial  policy  of  1991

6. Analyse  various  causes  of  indust rial  sickness  in  India

7. Discuss  the  causes  disequilibrium  in  balance  of  paymen t s  position

of  India.  Sugges t  the  remedial  measu re s .

8. Describe  the  import anc e  of  indus t r ies  in  indian  economy

9. Distinguish  between  economic  growth  and  economic  developme n t .

Identify  any  four  indicato r s  of  economic  developm en t .

10. Outline  the  impor tance  of  foreign  trade  in  the  economic

developme n t  of  a  count ry.

11. Discuss  the  merits  and  demeri t s  of  public  sector  in  indian  economy

12. Analyse  the  importa nc e  of  the  role  of  private  sector  in  indian

economy

13. Explain  the  significance  of  service  sector  in  India

14. Explain  the  composition  of  expor ts  in  India

15. State  and  explain  the  major  financial  insti tu tions  in  India  providing

financial  assistance  to  indus t ries

16. Distinguish  between  balance  of  trade  and  balance  of  payment s .

Why  must  the  balance  of  payment s  balance  in  the  long  run?
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17. Explain  india’s  trade  policy  since  1991
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UNIT  - IV
INDIAN  ECONOMY

S.N
O

Quest io n OPTION  A OPTION  B OPTION  C OPTION  D Answer

1 Banking  
regula tion  act  
was  passed  in  ?

1947 1948 1949 1950 194 9

2 Arrange  in  the  
right  order  the  
contribu tion  of  
sectors  to  the  
GDP  from  
highes t  to  lowest.

Agricultu re ,
manufac tu r i
ng,  ter tia ry

Agriculture ,  
ter tia ry,  
manufac tu r i
ng

Tertia ry,  
manufac tu r i
ng,  
agricultu re

Manufac tu r i
ng,  ter tia ry,  
agricultu re

Tertiary,  
manuf a c t ur i
ng,  
agric u l t ur e

3 The  Headq u a r t e r
of  RBI  is  in

Delhi Kanpur Mumbai Nasik Mumb ai

4 20  rupee  and  
above  value  
notes  are  printed
in

Currency  
Note  Press,  
Nasik

Securi ty  
Printing  
Press ,  
Hydera b a d

Bank  Note  
Press,  
Dewas

All of  these Securi ty  
Printin g  
Pres s ,  
Hyderab a d

5 India  has  the  
Maximum  foreign
trade  with

Japan Germa ny U.S.A. U.K. U.S.A.

6  What  
percen t a g e  of  
populat ion  of  
India  are  
engag e d  in  
primary  sector?

50% 60% 70% 65% 70%

7 Which  is  the  
bigges t  tax  
paying  sector  in  
India?

A Banking  
sector

B Transpor t  
sector

C Indust rial  
sector

D Agricultu r
e  sector

C Indus tr ia l  
sect or

8 Which  one  of  the  
following  is  not  
an  objective  of  
Fiscal  Policy  in  

A Price  
Stability

B Full  
Employme nt

C Regulat ion
of  
Inte rna t ional
Trade

D Equitable  
Distribution  
of  Wealth  
and  Incomes

C Regul a t i o
n  of  
Interna t i o n a
l  Trade



India?

9 The  best  example
of  a  capital  
intensive  
indust ry  in  India  
is

A Steel  
Indust ry

B Tourism  
Indust ry

C Textile  
Indust ry

D Sports  
Goods  
Indust ry

A Ste e l  
Indus try

10 Which  of  the  
following  is  not  
an  objective  of  
the  moneta ry  
policy  of  the  RBI?

A Boost  
economic  
developme n
t

B Control  
inflationa ry  
pressur e

C Ensure  
social  justice

D Direct  
credit  in  
desirable  
direction

C Ensur e  
socia l  
justic e

11 In  which  sector,  
indust ries  are  
included?

Primary  
Sector

Seconda ry  
Sector

Service  
Sector

None  of  the  
above

Seco n d ary  
Sector

12 Which  among  the
following  will  be  
a  debit  entry  in  
India’s  balance  of
payments?

Imports  of  
goods  by  
India

 Income  of  
Indian  
investme n t s  
abroad

 Receipt s  of  
transfe r  
payments

Exports  of  
services  by  
India

 Inco m e  of  
Indian  
inves t m e n t s
abroad

13 The  company  
that  has  acquir ed
interes t  in  
different  
indust ries  by  
taking  over  or  
merging  with  
other  companies ,
is  called

Collate r al Coalition Conglomer a t
e

None  of  the  
above

Conglo m e r a
te

14 Which  Bank  has  
the  maximum  
number  of  
branche s?

 ICICI  Bank HDFC  Bank State  Bank  
of  India

State  Bank  
of  Patiala

State  Bank  
of  India

15 Gilt- edged  
marke t  means

Bullion  
marke t

Market  of  
govern m e n t  
securi ties

 Marke t  of  
guns

Marke t  of  
pure  metals

Market  of  
gover n m e n t  
securi t i e s



16 In  the  state  of  
India,  the  State  
Financial  
Corpora t ion  have
given  assistance  
mainly  to  develop

Agricultu ral
farms

Cottage  
indust ry

Large- scale  
indust ries

Medium  and
small- scale  
indust ries

Mediu m  and
smal l- scale  
indus tr i e s

17 Our  financial  
system  has  
provided  for  the  
transfe r  of  
resource s  from  
the  cente r  to  the  
sta te s;  
the  importa n t  
means  of  
resource  transfer
are

Tax  sharing  Grant- in-
aids

 Loans All the  
above

All  the  
above

18 Deficit  financing  
means  that  the  
governm e n t  
borrows  money  
from  the

 RBI Local  bodies Big  
business m e n

 IMF  RBI

19  Short- term  
finance  is  usually
for  a  period  
ranging  up  to

5  months  10  months  12  months 15  months  12  mont h s

20 Which  of  the  
following  items  
would  not  appea r
in  a  company' s  
balance  sheet?

Value  of  
stocks  of  
raw  
materials  
held

Total  issued  
capital

Revenue  
from  sales  of
the  
company' s  
product s

Cash  held  at
the  bank

Reve n u e  
from  sale s  
of  the  
comp a ny' s  
produc t s

21 The  banks  are  
required  to  
maintain  a  
certain  ratio  
betwee n  their  

Statu to ry  
Bank  Ratio  
(SBR)

Statu to ry  
Liquid  Ratio  
(SLR)

Centr al  
Bank  
Reserve  
(CBR)

Centr al  
Liquid  
Reserve  
(CLR)

Statu t ory  
Liquid  Ratio
(SLR)



cash  in  the  hand  
and  totals  asset s .
This  is  called

22 ICICI  is  the  name
of  a

Chemical  
indust ry

Bureau Corpora t ion Financial  
institu tion

Finan c i a l  
inst i tu t i o n

23 The  first  wholly  
Indian  Bank  was  
set  up  in

1794 1894  1896 1902 189 4

24 Paper  currency  
first  star ted  in  
India  in

1861  1542 1601 1880 186 1

25  Which  among  
the  following  is  
included  in  the  
primary  sector?

Teaching Dairy Lawyers Textile Dairy

26 Which  sector  
emerg e d  as  the  
larges t  producing
sector  in  India  in  
the  year  2003?

Primary Seconda ry Tertia ry All the  
above

Tertiary

27 Under  which  
schem e,  the  
people  in  need  of
employment  are  
guaran te e d  100  
days  of  
employment  in  a  
year  by  the  
governm e n t?

Prime  
Ministe r  
Rozgar  
Yojna

National  
Rural  
Employme nt  
Guaran te e  
Act,  2005

Swarnajaya n
ti  gram  
Swarozga r  
Yojna

Rural  
Employmen t
Genera t ion  
Progra m m e

Rural  
Employ m e n t
Generat i o n  
Progra m m e

28 Which  of  the  
following  
activities  are  
included  in  the  
tertia ry  sector?

Banking Fishing Agricultu re Processing Banki n g

29 The  balance  of  
payment  

a  curren t  
accoun t  of  

a  capital  
account  of  

 official  
settleme n t  

all  of  these all  of  thes e



comprises goods  and  
services  
only

financial  
asset s  only

accoun ts  
only

30 Which  among  the
following  duties  
is  applied  by  a  
Govern me n t  to  
control  the  
export s  of  a  
commodity,  so  
that  the  
commodity  can  
be  used  by  the  
local  mark

Custom  
Duty

Excise  Duty Anti  
Dumping  
Duty

Dumping  
Duty

Custo m  
Duty

31 Which  of  the  
following  
agricultu ra l  
commodity  of  
India  gives  
larges t  in  terms  
of  expor t  value?

Tea Basmat i  Rice spices cotton Bas m a t i  
Rice

32 Maximum  share  
in  total  extern al  
debt  of  India  is  of
___

Long- term  
borrowings

Short  Term  
Borrowings

Medium  
Term  
Borrowings

Ultra- Long  
term  
borrowings

Long- term  
borrowin g s

33 Which  among  the
following  
indust ry  
genera t e s  
invisible  export s?

Fishing Travel  & 
Tourism

Jewellery Handicraf ts Travel  & 
Touris m

34 Foreign  Direct  
Investme n t(FDI)  
and  Foreign  
Institu tional  
Investme n t(FII)  
are  distinct  in  

FDI  brings  
capital,  
technology  
& 
manag e m e n
t  and  FII  

FDI  targe t s  
specific  
sectors  and  
FII  help  in  
increasing  
foreign  

FII  is  
conside re d  
more  stable

FII  targe t s  
both  
primary  and  
seconda ry  
marke t  
while  FDI  

FDI  bring s  
capita l ,  
tech n o l o g y  
& 
mana g e m e n
t  and  FII  



terms  of? brings  only  
capital

capital  
availability

targe t s  only  
primary.

bring s  only  
capita l

35 How  many  key  
infras t ruc t u r e  
sectors  are  
known  as  Core  
sector  in  Indian  
Economy,use d  
for  Index  of  
Indust rial  
Produc tion  (IIP)  
data?

5 6 7 8 8

36 Who  among  the  
following  was  the
chairma n  
Financial  Sector  
Legisla tive  
Reforms  
Commission  
(FSLRC)?

Justice  B N  
Srikrishn a

Justice  Debi  
Prasad  Pal

Prof.  Y H  
Malega m

Justice  
Shivraj  V 
patil

Justic e  B  N  
Srikris h n a

37 The  purchas e  of  
shares  and  bonds
of  Indian  
companies  by  
Foreign  
Institu tional  
Investors  is  
called?

FDI Portfolio  
Investme n t

NRI  
Investme n t

Foreign  
Indirec t  
Investme n t

Forei g n  
Indirec t  
Inves t m e n t

38 In  context  with  
the  Balance  of  
Payment s ,  
the  Merchan dise  
export s,  which  
refer  to  sale  of  
goods  abroad  
belong  to  which  

Credit  
Entry  in  the
Curren t  
Account

Debit  Entry  
in  the  
Curren t  
account

Credit  entry  
in  the  
Capital  
Account

Debit  entry  
in  the  
Capital  
Account

Credit  Entry
in  the  
Current  
Accou nt



among  the  
following?

39 Which  among  the
following  state  
has  highes t  
number  of  Export
Oriented  Units  in
India?

Tamil  Nadu Mahar as t r a Karna tak a Andhra  
Prades h

Karnata ka

40 Which  of  the  
following  brings  
out  the  
'Consum e r  Price  
Index  Numbe r  
for  Indus t ria l  
Workers '?

The  
Reserve  
Bank  of  
India

The  
Depar t m e n t  
of  Economic  
Affairs

The  Labour  
Bureau

The  
Depar tm e n t  
of  Personnel
and  Training

The  Labour  
Burea u

41 A "closed  
economy"  is  an  
economy  in  
which

 the  money  
supply  is  
fully  
controlled

deficit  
financing  
takes  place

only  export s  
take  place

neither  
export s  nor  
import s  take
place

neith e r  
export s  nor  
import s  
take  plac e

42 which  among  the
following  does  
not  belong  to  
india 's  major  
large  scale  
indust ries

cotton  
textile  
indust ry

iron  and  
steel  
indust ry

jute  indust ry khadi  and  
village  
indust ry

khadi  and  
villag e  
indus try

43 who  
manufac tu r e s  the
larges t  quanti ty  
of  jute  goods  in  
the  world

India Banglades h Thailand Myanma r India

44 which  is  the  
larges t  
shipbuilding  unit  
in  india

Cochin  
shipyard

Hindus t a n  
shipyard

Goa  
shipyard

garden  
Reach  
shipyard

Cochin  
shipyard

45 which  of  the  
following  

Alcohol Tobacco Drugs  and  
Pharma c e u t i

all  the  above all  the  
above



indust ries  are  to  
be  given  
compulsory  
licensing

cals  

46 which  out  of  the  
following  is  a  
mineral  based  
indust ry

sugar tea coffee petroch e mic
als

petroc h e m i c
als

47 what  is  the  major
contribu tion  of  
the  elect ronics  
indust ry  to  the  
count ry

maximised  
wealth  
formation

reduced  
pover ty

improved  
standa r d  of  
living

encoura g e d  
employment

enco ur a g e d  
employ m e n t

48 public  sector  
plants  marke t  
their  steel  
through

TISCO Tata  Steel SAIL GAIL SAIL

49 a  mechanical  
means  of  trea ting
indust rial  
effluents

sediment a t i
on

rainwate r  
harves t ing

recycling  of  
waste  water

biologically sedi m e n t a t i
on

50 which  out  of  the  
following  
indust ries  helps  
in  the  
manufac tu r e  of  
telephone s,  
compute r s ,  
rada r s ,  etc

Aluminium Informa t ion  
Technology

Steel Elect ronics Electro n i c s

51 which  city  in  
India  has  
emerg e d  as  the  
elect ronic  capital
of  india

Chennai Mumbai Bangalore Delhi Bang al or e

52 the  portfolio  
investme n t  by  

FDI FII Balance  of  
Payment

SDR FII



foreign  
institu tional  
investors  is  
called

53 the  earlie r  name  
of  WTO  was

UNCTAD GATT UNIDO OECD GATT

54 The  term  'pape r  
Gold'  means

special  
drawing  
right  (sdr)of
the  IMF

Special  
accommod a t
ion  facility  of
the  world  
bank

currencies  
still  on  gold  
standa r d

 deficit  
financing

spe c ia l  
drawin g  
right  (sdr)o f
the  IMF

55 who  among  the  
following  served  
as  the  chief  
Economis t  of  the  
interna t ional  
moneta ry  fund

Ashok  
Lahiri

Sumant r a  
Ghoshal

Saumit r a  
Chaudh u ri

Raghura m  
Rajan

Ragh ur a m  
Rajan

56 balance  of  
payment  refers  
to  

Transac t ion
in  the  flow  
of  capital

transac tions  
relating  only
to  expor ts  
and  import

transac t ions  
relating  to  
receipt s  and  
payment  of  
invisibles

Systema t ic  
record  of  all  
its  economic
transac t ions  
betwee n  
residen ts  
and  with  the
rest  of  the  
world  in  a  
certain  
period

Syst e m a t i c  
record  of  all
its  eco n o m i c
transa c t i o n s
betwe e n  
reside n t s  
and  with  the
rest  of  the  
world  in  a  
certa in  
period

57 A count ry  that  
does  not  traade  
with  other  
count ries  is  
called  an  
economy

open closed indepen d e n t none  of  
these

clos e d

58 Which  of  the  
following  

The  balance
of  payments

the  balance  
of  trade

the  
exchang e  

the  terms  of  
trade

the  term s  of
trade



compa re s  the  
averag e  price  of  
export s  to  
averag e  price  of  
import s

rate

59 export s  of  goods  
is  called  trade  in  

visible  
goods  

invisible  
goods

basic  goods real  goods visibl e  
good s

60 Net  export s  
equal

export s  X 
import s

export s + i m p
orts

export s-
import s

export s  of  
services  only

export s -
import s
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INFLATION

The  problem  of  inflation  is  as  old  as  marke t  system.  But,  a  persis ten t ,

continuous  and  high  rate  of  inflation—gene r al ly,  5%  or  more—has

emerge d  during  the  post- War  II  period  as  the  most  intrac t able  economic

problem  for  both  theore t icians  and  policy- makers  all  over  the  world.  The

problem  of  inflation  has  received  a  more  serious  attent ion  since  the  early

1970s.  A continuous  rise  in  the  genera l  price  level  over  a  long  period  of

time  has  been  the  most  common  featu re  of  both  developed  and

developing  economies .  For  example,  the  US  is  curren t ly  facing  the

problem  of  rate  of  inflation  (around  5  percen t)  even  though  the  US

economy  is  facing  recession.  India,  a  fast  developing  nation—growing  at

the  rate  of  9%  per  annum  was  facing  a  high  rate  of  inflation—over  12%  in

the  2nd  half  of  2008  which  had  crea ted  economic,  social  and  also

political  problems  of  the  count ry.  Persis ten t  inflation  is  perhaps  the

second  most  serious  macroeconomic  problem  confronting  the  world

economy  today—second  only  to  hunger  and  pover ty  in  the  ‘third  world.’

Some  authors  consider  inflation  as  the  ‘dominan t  economic  problem’  in

modern  times.  The  persisten t  inflation  and  the  problems  associa ted  with

inflation  have  claimed  more  attent ion  of  the  economist s ,  policy  makers
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SYLLABUS

UNIT  5: Inflation,  Unemploymen t  and  Labour  marke t-  Inflation-  Causes  of

Rising  and  Falling  Inflation,  Inflation  and  Interes t  Rates,  Social  Costs  of

Inflation-  Unemploymen t-  Natural  Rate  of  Unemploymen t ,  Frictional  and

Wait  Unemploymen t .  Labour  Market  and  its  Interac t ion  with  Production

System-  Phillips  curve,  the  trade- off  between  inflation  and  unemployme n t ,

Sacrifice  ratio,  role  of  expecta t ions  adaptive  and  rational.



KARPAGAM ACADEMY OF HIGHER EDUCATION
Class:  III  B.COM                Cours e  Nam e:  Indian  

Econ o m y

 Cours e  Code:1 6C M U 6 0 4 A        UNIT  – V      Sem e s t e r:  VI        Year:
201 6 - 19  Batc h
and  politicians  than  any  other  macroecono mic  problem.  This  has  led  to

abounding  increase  in  the  litera tu r e  on  inflation.  In  this  introduc to ry

Chapte r ,  we  discuss  three  main  aspect s  of  inflation—meaning,

measu re m e n t  and  effects  of  inflation.  The  theories  of  inflation  and  the

relationship  between  inflation  and  unemployme n t  are  discussed  in  two

subsequ e n t  chapte r s .

According  to  Coulborn,  inflation  is  a  situa tion  of  “too  much  money

chasing  too  few  goods.”  According  to  Kemmere r ,  “Inflation  is  ...  too  much

currency  in  relation  to  physical  volume  of  business .”  Crowthe r  defined

inflation  as,  “a  state  in  which  the  value  of  money  is  falling,  that  is,  prices

are  rising.”  The  genera l  drawback  of  these  definitions  is  that  they  tell  the

cause  of  inflation  rathe r  than  telling  what  inflation  is.  The  definitions  of

this  orienta t ion  do  not  captu re  the  full  implica tions  of  the  inflationa ry

situat ion.  Besides,  despite  being  theore t ically  unsound,  these  definitions

are  alleged  to  be  of  little  use  in  the  formula tion  of  anti- inflation  policies,

especially  under  modern  economic  conditions  charac t e r ized  by

complexity  of  factors  causing  inflation.

What  Rate  of  Price  Rise  is  Inflation?  If  one  goes  by  the  definition  of

inflation  given  by  some  modern  economist s ,  any  rise  in  the  genera l  price

level  is  not  inflation.  In  their  opinion,  only  a  ‘persis ten t’,  ‘prolonged’  and

‘sustained’  and  a  ‘considera ble’  and  ‘appreciable’  rise  in  the  genera l

price  level  can  be  called  ‘inflation’.  Though  the  terms  ‘persisten t’,

‘prolonged’  and  ‘sustained’  are  not  defined  precisely,  it  implies  that  if

price  rise  is  not  ‘persis ten t’,  prolonged  or  sustained,  it  is  not  inflation

whatever  the  rate  of  rise  in  the  general  price  level.  Nor  do  the

economis t s  specify  what  rate  of  price  rise  is  ‘considera ble’  or’

appreciable’  - 1%,  5%,  10%,  20%  or  what  ?  They  do  not  provide  a  specific

answer  to  this  question  too.  It  may  thus  be  concluded  that  modern

economis t s  do  not  provide  a  definite  answer  to  the  ques tion  as  to  ‘what
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rate  of  increase  in  price  rise  is  inflation’.  However ,  if  one  goes  by

Samuelson- Nordhaus  definition  of  inflation,  ‘a  rise  in  the  genera l  level  of

prices’  is  inflation.  It  means  that  any  rise  in  the  genera l  price  level  over

and  above  the  baseyea r  level  is  inflation.  This  is  the  concep t  of  inflation

which  is  genera lly  used  in  the  analysis  of  price  behaviour .  For  instance ,

the  rate  of  price  rise  in  India  during  April-May  2009  was  below  1%  and

had  gone  down  to  0.13%  in  the  last  week  of  May  2009  - the  lowest  in  30

years.  This  almost  zero  rate  of  rise  in  the  genera l  price  was  called

inflation  in  public  repor t .  This  is  the  practice,  in  fact,  in  all  other

count r ies  and  adopted  also  by  the  interna t ional  organizat ions  like  World

Bank  and  IMF.  Now  a  question  arises  here  : What  is  the  desirable  rate  of

inflation  ?  The  economis t s’  point  of  view  on  this  question  is  discussed

below.  What  is  Desirable  Rate  of  Inflation?  The  question  as  to  what  is  a

desirable  rate  of  inflation  can  be  answere d  by  linking  it  to  the  economic

and  social  needs  of  the  count ry.  In  genera l ,  a  modera t e  rate  of  inflation  is

considere d  to  be  desirable  and  accep ta ble  for  at  least  three  reasons .  (i)  A

modera t e  rate  of  inflation  keeps  the  economic  outlook  optimistic,

promotes  economic  activity  and  preven ts  economic  stagna tion.  (ii)  It  is

helpful  in  the  mobilization  of  resource s  by  increasing  the  overall  rate  of

savings  and  investme n t—inflationa ry  financing  has,  in  fact,  been  widely

used  to  finance  economic  growth  of  the  underdeveloped  count ries .

(iii)  It  is  historically  evident  that,  despite  intermit t en t  deflation,  the

genera l  price  level  has  exhibited  a  rising  trend,  and  some  increas e  in  the

genera l  price  level  is  inevitable  in  a  dynamic  and  progre ss ive  economy.  A

rate  of  inflation  higher  than  the  desirable  rate  of  inflation  is  considere d

to  be  ‘considerable’.  Now  the  question  arises  :  What  is  the  Modera t e

Rate  of  Inflation  ?  This  question  cannot  be  answere d  in  specific

percen t a g e  terms  because  desirability  of  inflation  depends  on  the  need

and  the  absorption  capacity  of  a  count ry  which  are  subject  to  variation
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from  time  to  time.  The  capacity  of  a  count ry  to  absorb  inflation  may  be

defined  in  terms  of  the  limit  of  the  price  rise  beyond  which  the  economy

gets  overhea t e d  and  macro  variables  like  savings,  investme n t ,  growth  of

output ,  BOP  position,  and  employmen t  get  adversely  affected .  The

absorp tion  capaci ty,  so  defined,  varies  from  count ry  to  country  and  from

time  to  time  depending  on  their  growth  potentials .  Therefore ,  the

desirable  limit  or  the  modera t e  limit  of  inflation  has  to  be  dete rmine d  for

each  country  and  for  differen t  periods  of  time.  There  is  no  definite  rule  in

this  regard .  However ,  based  on  the  past  experience ,  it  is  some  times

sugges t ed  that  1-2  percen t  inflation  in  developed  count r ies  and  4-6

percen t  inflation  in  less  developed  count ries  is  the  approp ria t e  and

desirable  limit  of  modera t e  inflation.  As  rega rds  the  desirable  rate  of

inflation  for  India,  the  Chakrava r ty  Committe e  (1985),  a  Commit tee  set

up  by  the  RBI  to  review  the  moneta ry  system  of  the  count ry,  conside red  a

4-percen t  rate  of  inflation  in  India  socially  desirable  and  conducive  to

economic  growth.  Some  economist s  consider  a  lower  rate  of  inflation  to

be  desirable.  “Some  people  who  rega rd  inflation  as  an  economic  evil

believe  that  a  price  level  rising  at  a  rate  of  around  1.5  percen t  ...  assists

in  achieving  and  maintaining  full  employmen t  and  a  satisfac to ry  rate  of

growth.”  However ,  if  one  goes  by  the  recent  record  of  inflation,  inflation

rate  of  1.5  percen t  appea r s  to  be  too  low  to  maintain  “full  employment

and  a  satisfacto ry  growth  rate .”  To  conclude,  a  price  rise  of  2-3  percen t

per  annum  in  the  developed  economy  and  4-5  percen t  per  annum  in  the

developing  economies  is  generally  conside red  as  the  desirable  rate  of

inflation.  Therefore ,  a  price  rise  in  excess  of  2-3  percen t  in  developed

count r ies  and  4-5  percen t  in  developing  count r ies  can  be  regarde d  as

‘considerable’  and  undesi rable .  This  definition  may  not  be  theore t ically

defendable  but  it  is  empirically  defendable .  Also,  it  has  an  import an t

policy  implication,  i.e.,  so  long  as  (i)  the  genera l  level  of  price  rises  at  an
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annual  average  rate  of  a  2-3  percen t  in  developed  count ries  and  4-5

percen t  in  less  developed  count ries ,  and  (ii)  macrovariables  are  not

adversely  affected  by  the  price  rise,  an  anti- inflationa ry  policy  is  not

advisable  as  it  may  distor t  the  price  system  and  affect  adverse ly  the

employmen t  and  growth  process .  9.2  Methods  of  Measu ring  Inflation

There  are  two  common  methods  of  measu ring  inflation  :  (i)  percen ta g e

change  in  Price  Index  Number s  (PIN),  and  (ii)  change  in  GNP  Deflator.

The  two  methods  of  measu ring  inflation  are  discussed  below.  Measuring

Inflation  by  PIN  The  following  formula  is  used  for  measu ring  the  rate  of

inflation  through  the  change  in  the  PIN.

The  formula  used  for  calcula ting  inflation  through  PINs  is  as  follows:

Rate  of  Inflation  =  PINt- PINt- 1/PINt- 1  * 100

Where,  PINt  =  Price  Index  Number  for  year  t

PINt- 1  =  Price  Index  Number  for  the  preceding  year  (t-1)

The  most  commonly  used  price  indices  for  calculating  inflation  through

PINs  are  as  follows:

(a)  Consu m e r  Price  Index  (CPI):

Refers  to  the  price  index  that  measu re s  the  change  occur red  in

the  prices  of  consume r  goods  and  services  purchas e d  by  households  over

a  period  of  time.  The  Bureau  of  Labor  Statis tics,  U.S.,  has  defined  CPI  as

“a  measu re  of  the  average  change  over  time  in  the  prices  paid  by  urban

consum e r s  for  a  market  basket  of  consum er  goods  and  services.”

(b)  Whole s a l e  Price  Index  (WPI):

Refers  to  the  price  index  that  is  used  to  estimate  the  average

change  in  price  of  goods  in  wholesale  marke t .  W  PI  is  also  known  as

Produce r s  Price  Index  (PPI).  It  is  differen t  from  CPI  as  the  amount  paid

by  consum e r s  does  not  come  direc tly  to  produce r s .  This  is  becaus e  of  the

reason  that  the  revenue  genera t e d  from  the  sales  of  goods  and  services

is  subject  to  price  subsidiza tion,  profits,  and  taxes.
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(c)  Let  us  unders t a n d  the  computa t ion  of  inflation  rate  with  the  help  of

PIN.  Suppose  CPI  of  a  count ry  in  Februa ry  2007  was  202.416,  while  in

Februa ry  2008  was  211.080.

Rate  of  Inflation  =  PINt- PINt- 1/PINt- 1  * 100

Where,  PINt  =  211.080

PINt  =  202.416

Rate  of  Inflation  =  211.080-  202.416  /202.416  * 100

Rate  of  Inflation  =  4.28%

Throu g h  GNP  Deflator:

Apart  from  PIN,  GNP  deflator  is  also  used  for  the  measuring  the  rate  of

inflation.  GNP  deflator  is  the  measur e  of  price  levels  of  all  the  final  goods

and  services  produced  in  an  economy  in  a  specific  period  of  time.

The  formula  used  for  the  calculation  of  GNP  deflator  is  as  follows:

GNP  Deflator  =  (Nominal  GNP  ÷  Real  GNP)  * 100

Where  Nominal  GNP  =  GNP  at  curren t  prices

Real  GNP  =  GNP  at  constan t  prices

The  percen t a g e  change  in  GNP  deflator  of  two  consecu t ive  years

provides  the  rate  of  inflation.

Let  us  calcula te  the  rate  of  inflation  through  GNP  deflator  with  the  help

of  an  example.  Suppose  nominal  GNP  of  a  count ry  in  2006- 2007  is  Rs.

1840  thousand  crores  and  real  GNP  is  Rs.  1236  thousand  crores.  In

addition,  in  2005- 2006,  the  nominal  GNP  is  Rs.  1560  thousand  crores  and

real  GNP  is  Rs.  1100  thousand  crores .

Now,  the  rate  of  inflation  is  calcula ted  as  follows:

GNP  Deflator  (2006- 2007)  =  (1840/1236)*  100  =  149

Now,  GNP  Deflator  (2005- 2006)  =  (1560/1100)  * 100  =142

Therefore ,  the  rate  of  inflation  in  the  count ry  between  2005- 2006  and

2006- 2007  would  be  as  follows:

Rate  of  Inflation  =  [(149- 142)/142]  *100
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=  (7/142)*  100

=  4.9%

UNEMPLOYMENT

Unemploymen t  occurs  when  a  person  who  is  actively  searching  for

employmen t  is  unable  to  find  work.  Unemployme n t  is  often  used  as  a

measu re  of  the  health  of  the  economy.  The  most  frequen t  measur e  of

unemployme n t  is  the  unemploymen t  rate ,  which  is  the  number  of

unemployed  people  divided  by  the  number  of  people  in  the  labor  force.

While  the  definition  of  unemploymen t  is  clear,  economist s  divide

unemployme n t  into  many  differen t  categories .  The  two  broades t

categories  of  unemploymen t  are  volunta ry  and  involunta ry

unemployme n t .  When  unemployme n t  is  volunta ry,  it  means  that  a  person

has  left  his  job  willingly  in  search  of  other  employment .  When  it  is

involunta ry,  it  means  that  a  person  has  been  fired  or  laid  off  and  must

now  look  for  another  job.  Digging  deeper ,  unemploymen t  —  both

volunta ry  and  involunta ry  — is  broken  down  into  three  types.

Friction a l  Une m p l oy m e n t

Frictional  unemploymen t  arises  when  a  person  is  in  between  jobs.  After  a

person  leaves  a  company,  it  natu ra lly  takes  time  to  find  another  job,

making  this  type  of  unemployme n t  short- lived.  It  is  also  the  least

problema t ic  from  an  economic  standpoin t .  Arizona,  for  example,  has

faced  rising  frictional  unemploymen t  in  May  2016,  due  to  the  fact  that

unemployme n t  has  been  historically  low  for  the  state .  Arizona  citizens

feel  confident  leaving  their  jobs  with  no  safety  net  in  search  of  bet te r

employmen t .

Cyclica l  Une m p l oy m e n t

Cyclical  unemploymen t  comes  around  due  to  the  business  cycle  itself.

Cyclical  unemployme n t  rises  during  recessiona ry  periods  and  declines

during  periods  of  economic  growth.  For  example,  the  number  of  weekly
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jobless  claims  in  the  United  States  has  slowed  in  the  month  of  June,  as  oil

prices  begin  to  rise  and  the  economy  star t s  to  stabilize,  adding  jobs  to

the  marke t .

Struct u ra l  Une m p l oy m e n t

Structu r a l  unemploymen t  comes  about  through  technological  advances

when  people  lose  their  jobs  because  their  skills  are  outda t ed .  Illinois,  for

example,  after  seeing  increas e d  unemployme n t  rates  in  May  2016,

sought  to  implemen t  "struc tu r a l  reforms"  that  will  give  people  new  skills

and  therefore  more  job  oppor tuni ties .

Differe n c e s  in  Theorie s  of  Une m p l oy m e n t

Many  variations  of  the  unemploymen t  rate  exist  with  differen t  definitions

concerning  who  is  an  "unemployed  person"  and  who  is  in  the  "labor

force."  For  example,  the  Bureau  of  Labor  Statis tics  (BLS)  commonly  cites

the  "U-3"  unemploymen t  rate  as  the  official  unemploymen t  rate ,  but  this

definition  of  unemploymen t  does  not  include  unemployed  workers  who

have  become  discourag e d  by  a  tough  labor  marke t  and  are  no  longer

looking  for  work.

Additionally,  various  schools  of  economic  though t  differ  on  the  cause  of

unemployme n t .  Keynesian  economics,  for  example,  proposes  that  there  is

a  "natur al  rate"  of  unemploymen t  even  under  the  best  economic

conditions.  Neoclassical  economics,  on  the  other  hand,  postula te s  that

the  labor  marke t  is  efficient  if  left  alone  but  that  various  interven tions ,

such  a  minimum  wage  laws  and  unionization,  put  supply  and  demand  out

of  balance .

Calculat i n g  Une m p l oy m e n t

In  the  United  States,  the  governm e n t  relies  on  a  survey  to  track

unemployme n t  data.  Many  people  believe  that  the  governm e n t  uses

unemployme n t  insurance  to  weigh  the  number s ,  which  isn’t  always
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accura t e  or  complete ,  since  people  may  still  be  unemployed  after  their  EI

benefits  run  out.  

The  BLS  conduc t s  a  monthly  survey  called  the  Curren t  Popula t ion  Survey

(CPS)  in  order  to  measu re  the  nation’s  unemployme n t  rate.  This  survey

has  been  done  every  month  since  1940.  The  sample  consists  of  about

60,000  eligible  households ,  transla t ing  to  about  110,000  people  each

month.  The  survey  changes  one- fourth  of  the  households  in  the  sample  so

that  no  household  is  repres en t e d  for  more  than  four  consecu tive  months

in  order  to  streng th e n  the  reliability  of  the  estimate s .

The  labor  marke t ,  also  known  as  the  job  marke t ,  refers  to  the  supply  and

demand  for  labor  in  which  employees  provide  the  supply  and  employers

the  demand.  It  is  a  major  componen t  of  any  economy  and  is  intrica tely

tied  in  with  marke ts  for  capital,  goods  and  services.

At  the  macroeconomic  level,  supply  and  demand  are  influenced  by

domestic  and  interna t ional  marke t  dynamics,  as  well  as  factors  such  as

immigra t ion,  the  age  of  the  population  and  educa tion  levels.  Relevant

measu re s  include  unemploymen t ,  produc tivity,  par ticipat ion  rates ,  total

income  and  gross  domestic  produc t  (GDP).

At  the  microeconomic  level,  individual  firms  interac t  with  employees ,

hiring  them,  firing  them  and  raising  or  cut ting  wages  and  hours.  The

relationship  between  supply  and  demand  influences  the  hours  the

employee  works  and  compens a t ion  she  receives  in  wages,  salary  and

benefits .

The  Labor  Market  in  Macro e c o n o m i c  Theory  

According  to  macroeconomic  theory,  the  fact  that  wage  growth  lags

produc tivity  growth  indicate s  that  supply  of  labor  has  outpaced  demand.

When  that  happens ,  there  is  downwar d  pressu re  on  wages ,  as  workers

compete  for  a  scarce  numbe r  of  jobs  and  employers  have  their  pick  of  the

litte r .  Conversely,  if  demand  outpaces  supply,  there  is  upward  pressur e
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on  wages,  as  workers  have  more  bargaining  power  and  are  more  likely  to

be  able  to  switch  to  a  higher  paying  job,  while  employers  must  compete

for  scarce  labor.

Some  factors  can  influence  labor  supply  and  demand.  For  example,  an

increas e  in  immigra t ion  to  a  count ry  can  grow  the  labor  supply  and

poten tially  depres s  wages ,  par ticula rly  if  newly  arrived  workers  are

willing  to  accept  lower  pay.  An  aging  populat ion  can  deple te  the  supply

of  labor  and  potentially  drive  up  wages.

These  factors  don' t  always  have  such  straigh tforw a rd  conseque nc e s ,

though.  A count ry  with  an  aging  popula tion  will  see  demand  for  many

goods  and  services  decline,  while  demand  for  healthca r e  increase s .  Not

every  worker  who  loses  his  job  can  simply  move  into  healthca r e  work,

particula rly  if the  jobs  in  demand  are  highly  skilled  and  specialized,  such

as  doctors .  For  this  reason,  demand  can  exceed  supply  in  cer tain  sector s,

even  if supply  exceeds  demand  in  the  labor  marke t  as  a  whole.

Factor s  influencing  supply  and  demand  don' t  work  in  isolation,  either .  If

it  weren ' t  for  immigra t ion,  the  U.S.  would  be  a  much  older,  and  probably

less  dynamic  society,  so  while  an  influx  of  unskilled  workers  might  have

exer ted  downward  pressu re  on  wages,  it  likely  offset  declines  in

demand.  

Other  factors  influencing  contempor a ry  labor  market s ,  and  the  U.S.  labor

market  in  par ticula r ,  include:  the  threa t  of  automa t ion  as  compute r

progra m s  gain  the  ability  to  do  more  complex  tasks;  the  effects

of  globalization  as  enhanced  communica t ion  and  bet te r  transpo r t  links

allow  work  to  be  moved  across  border s ;  the  price,  quality  and  availability

of  educa tion;  and  a  whole  array  of  policies  such  as  the  minimum  wage.

The  Labor  Market  in  Microe c o n o m i c  Theory

Microeconomic  theory  analyzes  labor  supply  and  demand  at  the  level  of

the  individual  firm  and  worker .  Supply,  or  the  hours  an  employee  is
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willing  to  work,  initially  increases  as  wage  increases .  No  workers  will

work  volunta r ily  for  nothing  (unpaid  interns  are,  in  theory,  working  to

gain  experience  and  increase  their  desirability  to  other  employers)  and

more  people  are  willing  to  work  for  20  dollars  an  hour  than  $5.

Gains  in  supply  may  acceler a t e  as  wages  increase ,  since  the  oppor tuni ty

cost  of  not  working  additional  hours  grows.  But  supply  may  then

decreas e  at  a  certain  wage  level:  the  difference  betwee n  $1000  an  hour

and  $1050  is  hardly  noticeable ,  and  the  highly- paid  worker  who's

presen t ed  with  the  option  of  working  an  extra  hour  or  spending  her

money  on  leisure  activities  may  well  opt  for  the  latte r .

Demand  at  the  microeconomic  level  depends  on  two  factors,  marginal

cost  and  marginal  revenue  produc t .  If  the  marginal  cost  of  hiring  an

additional  employee,  or  having  existing  employees  work  more  hours,

exceeds  the  marginal  revenue  produc t ,  it  will  cut  into  earnings ,  and  the

firm  would  theore t ically  reject  that  option.  If  the  opposite  is  true,  it

makes  rational  sense  to  take  on  more  labor.

Neoclassical  microeconomic  theories  of  labor  supply  and  demand  have

received  criticism  on  some  fronts.  Most  conten tious  is  the  assumption

of  "rational"  choice  maximizing  money  while  minimizing  work  which  to

critics  is  not  only  cynical  but  not  always  suppor t ed  by  the

evidence.  Homo  sapiens ,  unlike  Homo  economics ,  may  have  all  sorts  of

motivations  for  making  specific  choices.  The  existence  of  some

professions  in  the  arts  and  non- profit  sector  undermine s  the  notion  of

maximizing  utility.  Defende r s  of  neoclassical  theory  counte r  that  their

predictions  may  have  little  bearing  on  a  given  individual,  but  are  useful

when  taking  large  number s  of  workers  in  aggrega t e .

Phil l ip s  curve
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The  Phillips  curve  given  by  A.W.  Phillips  shows  that  there  exist  an

inverse  relationship  between  the  rate  of  unemploymen t  and  the  rate  of

increas e  in  nominal  wages.

A lower  rate  of  unemploymen t  is  associat ed  with  higher  wage  rate  or

inflation,  and  vice  versa.  In  other  words,  there  is  a  tradeoff  betwee n

wage  inflation  and  unemploymen t .

Thus,  decreas e  in  unemployme n t  leads  to  increase  in  the  wage  (Fig.

13.6).  But  when  wage  increases ,  the  firms  cost  of  produc tion  increase s

which  leads  to  increas e  in  price.  Therefore  it  is  also  called  wage  inflation,

that  is,  decreas e  in  unemployme n t  leads  to  wage  inflation.  (Fig.  13.6)

This  shows  that  there  exists  inverse  relationship  betwee n  the  rate  of

unemployme n t  and  growth  rate  of  money  wages .
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The  Phillips  Curve  shows  that  wages  and  prices  adjust  slowly  to

changes  in  AD  due  to  imperfect ions  in  the  labour  marke t . e .g .  Assume:

Initially,  the  economy  is  in  equilibrium  with  stable  prices  and

unemployme n t  at  NRU  (U*)  (Fig.  13.7)

If  Money  supply  increase s  by  10%,  with  price  level  constan t ,  real  money

supply  (M/P)  will  increase .  This  will  lead  to  decreas e  in  interes t  rate  and

thus  increas e  in  AD which  in  turn  will  lead  to  an  increase  in  both  wages

and  prices  by  10%  so  that  the  economy  reaches  back  to  the  full

employmen t  equilibrium  level  (U*)  i.e.  at  NRU.

Thus,  Phillips  curve  shows  that  when  wage  increase s  by  10%,

unemployme n t  rate  will  fall  from  U* to  U1.  This  will  cause  the  wage  rate

to  increas e ,  but  when  wage  increase s ,  prices  will  also  increas e  and

eventually  the  economy  will  retu rn  back  to  the  full-employmen t  level  of

output  and  unemployme n t .

Equa tion  shows  that  wages  will  increase  only  if U  <  U*

Since  Phillips  curve  shows  a  tradeoff  between  inflation  and

unemployme n t  rate,  any  attempt  to  solve  the  problem  of  inflation  will

lead  to  an  increas e  in  the  unemploymen t .  Similarly,  any  attemp t  to

decreas e  unemployme n t  will  aggrava te  inflation.  Thus,  the  nega tive

sloped  Phillips  Curve  sugges t e d  that  the  policy  makers  in  the  short  run

could  choose  differen t  combina tions  of  unemploymen t  and  inflation  rates.
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In  the  long  run,  however ,  perman e n t  unemploymen t  – inflation  tradeoff  is

not  possible  because  in  the  long  run  Phillips  curve  is  vertical.  Since  in

the  short  run  AS  curve  (Phillips  Curve)  is  quite  flat,  therefore ,  a  tradeoff

between  unemploymen t  and  inflation  rate  is  possible .  It  offers  the  policy

makers  to  choose  a  combina tion  of  approp ria t e  rate  of  unemploymen t

and  inflation.

The  Trade- Off  betw e e n  Inflat io n  and  Une m p l oy m e n t .

A.  W.  Phillips,  in  his  resea rch  paper  published  in  1958,

indicated  a  nega tive  statis tical  relationship  between  the  rate  of  change  of

money  wage  and  the  unemploymen t  rate.  It  was  also  shown  that  a  similar

nega tive  relationship  holds  for  rate  of  change  of  prices  (i.e.,  inflation)

and  the  unemploymen t  level.  This  relation  is  usually  generalized  in  the

Phillips  Curve.

Phillips  Curve  drawn  in  Fig.  11.8  shows  that  as  the  unemploymen t  level

rises  the  rate  of  inflation  falls.

Zero  rate  of  inflation  can  only  be  achieved  with  a  high  positive  rate  of

unemployme n t  of,  say,  5  p.c.,  or  near- full  employment  situa tion  can  be

attained  only  at  the  cost  of  high  rate  of  inflation.Thus,  there  exists  a

trade- off  betwee n  inflation  and  unemployme n t :The  higher  the  inflation

rate ,  the  lower  is  the  unemployme n t  level.
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This  Phillips  Curve  relation  poses  a  dilemma  to  the  policy  makers .  If  the

objective  of  price  stability  is  to  be  attained,  the  country  must  accept  a

high  unemploymen t  rate  or  if  the  count ry  designs  to  reduce

unemployme n t ,  it  will  have  to  sacrifice  the  objective  of  price  stability.

However ,  towards  the  end  of  the  1960s,  the  stable  relationship

between  the  two  began  to  look  unstable  as  unemploymen t ,  wages ,  price

all  began  to  rise.  All  these  developme n t s  resul ted  in  the  emergenc e  of

newer  theories  and,  hence,  economic  policies.Anyway,  the  policy

conclusions  genera t e d  by  the  Phillips  Curve  lost  relevance  in  the  1970s

and  1980s  when  both  inflation  and  unemploymen t  rose.  This  sugges t s  the

disappe a r a n c e  of  trade- off  betwee n  inflation  and  unemploymen t  as

envisaged  by  A.W.  Phillips.  Moneta ry  economis t  headed  by  Milton

Friedma n  challenged  the  concept  of  stable  relationship  betwee n  inflation

and  unemploymen t  as  shown  in  Fig.  11.8.

According  to  Friedma n  such  trade- offnega tive  sloping  Phillips

Curve  can  exist  in  the  short  run  at  least,  but  not  in  the  long  run.  In  the

short  run,  Phillips  Curve  may  shift  either  in  the  upward  or  downward

direction  as  the  relationship  betwee n  these  two  macroeconomic  variables
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is  not  stable.  On  the  other  hand,  in  the  long  run,  according  to  Friedm an ,

no  trade- off  exists  between  inflation  and  unemploymen t .

Regarding  shifting  of  the  Phillips  Curve,  Friedma n  considers

influence  of  the  ‘expecta t ions’  on  inflation.  This  is  called  theory  of

adaptive  expecta t ions—expec t a t ions  that  are  altered  or  ‘adapted’  to

experience d  events.  In  the  short  run,  people  make  incorrec t  expecta tions

of  the  price  changes  because  of  incomplet e  information.

That  is  why  a  trade- off  relationship  emerges .  But,  in  the  long  run,

actual  and  expected  price  changes  become  equal  as  expecta t ion

rega rding  price  changes  tend  to  become  rational.  This  rational

expecta t ions  view  sugges t s  that  people  guess  the  future  economic  events

correc t ly.

Thus  the  impact  of  expecta t ions ,  whethe r  adaptive  or  rational,

has  an  impor tan t  bearing  on  the  relationship  between  inflation  and

unemployme n t  rate .  It  is  because  of  expecta t ion,  Friedma n  argues ,  that

there  is  no  trade- off  betwee n  inflation  and  unemployme n t  in  the  long  run.

To  explain  Friedma n’s  long  run  Phillips  curve,  we  need  to  learn

the  concep t  of  ‘natura l  rate  of  unemploymen t’.  Unemployme n t  is

‘natural’  when  some  people  do  not  want  to  work  at  the  going  wage  rate

or  their  services  are  no  longer  required .  Long  run  Phillips  Curve  has

been  shown  in  Fig.  11.9.
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In  this  Figure ,  OA  the  ‘natural  rate  unemploymen t’  is  associa t ed  with

zero  inflation.  The  curve  SRPC1  is  the  short  run  Phillips  Curve  showing

low  or  zero  expected  inflation.  For  obvious  reasons,  SRPC3  describes

high  expected  inflation.  As  people’s  expecta t ions  regarding  future  price

level  changes ,  short  run  Phillips  Curve  shifts  upwards  showing  trade- offs

between  inflation  and  unemploymen t .

Since,  in  the  long  run,  expected  inflation  matches  with  the  actual

inflation,  the  long  run  Phillips  Curve  LRPC  becomes  vertical  at  the

‘natural  rate  of  unemployme n t’.  It  follows  then  that,  in  the  long  run  there

is  no  trade- off.  In  the  long  run  any  rate  of  inflation  can  occur  with  a

natu ral  rate  of  unemployme n t  or  the  ‘non-  acceler a t ing- inflation  rate  of

unemployme n t’  (NAIRU).

SACRIFICE  RATIO

The  sacrifice  ratio  is  an  economic  ratio  that  measu re s  the  effect  of  rising

and  falling  inflation  on  a  count ry 's  total  produc tion  and  output .  Costs  are

associa ted  with  the  slowing  of  economic  output  in  response  to  a  drop  in

inflation.  When  prices  fall,  companies  are  less  incentivized  to  produce

goods  and  may  cut  back  on  produc tion.  The  ratio  measur e s  the  loss  in

output  per  each  1%  change  in  inflation.  By examining  a  count ry 's  historic
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sacrifice  ratios  through  time,  a  governing  body  can  predict  what  effect

their  policies  will  have  on  the  count ry 's  output .

Or  Sacrifice  Ratio  =  Loss  of  level  of  outpu t/Every  percen ta g e  fall  in  rate

of  inflation

Due  to  inflation,  aggreg a t e  demand  (AD)  falls  and  therefore  output  falls.

There  is  loss  of  outpu t .

For  Example:Infla tion  rate  is  decreas e d  from  10  to  4%  over  3  years  at  the

cost  of  output  10%,  8%  and  6%  below  the  poten tial  outpu t  (full

employmen t)  in  first,  second  and  third  year,  respec t ively.

Sacrifice  Ratio  in  India  Since  time  series  data  on  unemploymen t  rate  is

not  available  in  India,  we  can  examine  only  the  inflation- output  trade- off.

For  this  purpose ,  we  consider  the  period  of  the  last  32  yearsfrom  1980-

81  to  2011- 12.  We  need  to  examine  the  data  on  inflation,  growth  in  broad

money  (M3)  and  fiscal  deficit  as  a  percen ta g e  of  GDP  over  the  period  to

identify  episodes  of  delibera t e  disinflation  and  inflation  in  recent  years.

Although  it  is  alleged  by  Kapur  and  Patra  (2003)  that  in  such  a  direc t

approach,  the  choice  about  the  length  of  the  episodes  is  arbit r a ry,

actually  it  is  often  possible  to  justify  the  length  of  the  episode  from  the

data  only  and  hence  would  not  be  arbit ra ry.

Theorie s  of  expec t a t i o n s  format i o n  in  econ o m i c  theory.

Theory  1  Cobweb  Model:

As  a  model  of  expecta t ion,  the  ‘Cobweb  Model’  of  a  marke t  is  familiar  to

practically  all  studen t s  of  economics .While  this  model  is  known  as  an

example  of  dynamics  and  marke t  stability;  it  is  the  first  formulat ion  of

expecta t ions  in  an  economic  model.
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It,  thus,  makes  a  useful  star t ing  point.  The  essence  on  the  Cobweb  Model

is  some  delay  between  the  formation  of  produc tion  plans  and  their

realization.

It  is,  therefore ,  often  applied  to  agricul tu r a l  marke t s ,  where  farmer s

decide  in  one  season  how  much  land  to  plant  under  a  crop  which  will  be

harves t ed  in  the  following  season.  It  is  only  at  the  time  of  the  harves t

that  the  actual  quanti ty  of  the  crop  available  (the  actual  supply)  is  known

and  the  price  which  prevails  is  the  one  which  clears  the  marke t .  But  how

does  the  farmer  decide  how  much  land  to  plant  under  a  crop?  In  order  to

make  this  decision  he  has  to  form  some  expecta t ions  of  the  price  that  will

prevail  when  the  crop  is  ready,  harves t ed  and  marke te d .

The  farmer  will  base  his  expecta t ions  of  future  prices  on  the  price  ruling

at  the  time  of  planting  the  crops.  Since  all  the  farmers  think  and  behave

in  the  same  manne r ,  the  model  predicts  that  year  of  ‘glut’  (plenty)  will  be

followed  by  a  year  of  ‘scarci ty’;  again  followed  by  anothe r  year  of  plenty

and  so  on  in  the  familiar  Cobweb  fashion  (a  featu re  that  gives)  the  model

its  name.

Under  cer tain  conditions,  the  oscillations  will  converge  towards

equilibrium  under  other  conditions,  these  may  diverge .  But,  the  Cobweb

Model  does  not  att r ac t  much  empirical  suppor t  since  it  assumes  that

farmers  conduc t  their  business  in  a  most  naive  manne r ,  because  their

behaviour  ignores  the  impact  of  similar  actions  of  all  the  other  farmer s .

Again,  even  if  they  are  not  smar t  enough  to  conside r  the  impact  of  their

joint  actions,  one  might  well  expect  the  farmers  to  learn  from  their

experience  and  to  benefit  from  that.

The  Cobweb  Model  follows  a  regula r  pat te rn ,  namely- over  supply- under

supply  over  supply-  under  supply.  The  assumptions  of  the  Cobweb  model

do  not  allow  any  learning  on  the  part  of  the  farmer s  and  therefore  as  a
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Model  of  expecta t ions ,  the  Cobweb  Model  is  unsatisfac to ry.  Despite

these  limita tions  the  model  does  illust ra t e  the  impor tanc e  of  expecta t ions

and  highlights  the  advanta ge s  of  alterna t e  model  of  expecta t ions .

Theory  2  Extrapola t iv e  Expec ta t i o n s :

In  an  attemp t  to  overcome  the  limitations  (naivety)  of  Cobweb  Models,

Metzler  (1941)  introduced  the  idea  of  extrapola t ive  expecta t ions .  He

reasoned  that  future  expecta t ions  should  be  based  not  only  on  the  past

level  of  an  economic  variable,  but  also  on  its  direc tion  of  change.  The

extrapola tive  expecta t ions  in  any  period  is  equal  to  the  price  level  in  the

previous  period  plus  (or  minus)  some  propor t ion  of  the  change  between

the  previous  two  periods.

In  this  way  extrapola t ive  mechanis m  allows  for  more  variety  in  the

behaviour  of  the  model,  which,  in  turn,  depends  upon  the  underlying

economic  structu r e  of  the  model.  Extrapola t ive  expecta t ions ,  thus,  make

it  clear  that  the  structu r e  of  the  model  plays  a  very  importan t  par t  in  the

appropria t e  expecta t ions  mechanis m.

A  more  sophistica t ed  version  of  this  model  was  proposed  by  Hicks

(1946).  Hicks’  original  Model  asser t e d  that  the  expected  rate  of  inflation

equals  the  curren t  inflation  rate  plus  an  adjustm en t  factor  which  allows

for  the  rate  of  change  of  inflation.

In  other  words,  people  are  forming  their  expecta t ions  not  simply  about

the  rate  of  inflation,  but  also  the  rate  of  change  of  that.  This  is  basically  a

second  order  expecta t ions  mechanis m,  and  as  such  seems  rathe r  over-

sophis tica t ed  for  times  of  normal  inflation.  Since  Hicks  wrote  the  term

extrapola tive  hypothesis  has  been  used  to  describe  any  method  of

expecta t ion  formation  which  is  based  upon  a  distributed  lag  of  actual

prices.

Theory  3  Adaptive  Expec ta t i o n s :
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Yet  anothe r  approach  to  expecta t ions  formation,  which  can  also  be

viewed  as  a  special  case  of  the  extrapola t ive  hypothesis  has  come  to

domina te  much  of  the  work  done  on  expecta t ions .  This  is  the  adaptive

expecta t ions  hypothesis ,  first  put  forward  by  Cagan  (1956)  and  Neriove

(1958).  It  states  that  expecta t ions  are  revised  in  accordanc e  with  the  last

forecas t ing  error;  hence  its  alterna t ive  name,  the  error  learning

hypothesis .

Another  variation  of  the  extrapola t ive  theme,  which  has  received  some

prominenc e  recently,  is  the  regress ive  (effect- cause  relationship)—

extrapola tive  expecta t ions  hypothesis .  This  was  first  put  forward  by

Duesenbe r ry  (1958)  and  expande d  by  Modigliani  and  Sutch  (1966).

They  sugges t  that  there  might  be  both  extrapola t ive  and  regres sive

element s  presen t  in  the  process  by  which  expecta t ions  are  formed.  The

latter  implies  a  reversion  of  expecta t ions  towards  a  long  run  ‘normal’

level,  which  may  in  itself  be  given  parame t e r  of  the  system,  or  a  lagged

function  of  actual  price  changes ,  where  the  lag  may  extend  over  several

years.  In  the  latter  case,  the  hypothesis  once  more  becomes  a  special

case  of  the  genera l  extrapola t ive  hypothesis .

This  mechanis m  of  adaptive  expecta t ions  formation  is  more  frequen tly

used  in  economics .  According  to  this  mechanis m  of  adaptive  expecta t ions

agents  revise  their  expecta t ions  in  each  period  according  to  the  degree

of  error  in  their  previous  expecta t ions—henc e  the  name  adaptive

expecta t ions .  The  speed  at  which  the  expecta t ions  adjust  to  past  error  is

called  the  coefficient  of  adapta t ions .  This  coefficient  may  fluctua t e

between  zero  and  one.  Thus,  with  adaptive  expecta t ions ,  the  expected

value  in  the  next  period  is  equal  to  the  expecta t ions  for  the  curren t

period  plus  or  minus  a  propor t ion  of  the  error  in  the  expecta t ions  for  the

curren t  period.
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Until  the  idea  of  rational  expecta t ions  was  introduce d  in  economics ,

adaptive  expecta t ions  were  the  most  common  method  of  formulating

expecta t ions  in  economics.  Its  popula ri ty  was  due  to  its  conceptu al

simplicity  and  the  ease  with  which,  it  could  be  implemen t e d  empirically.

Statis tical  estimates  for  the  coefficient  of  adaptive  expecta t ions  can  be

easily  obtained.

Moreover ,  according  to  Carte r  and  Maddock  the  adaptive  behaviour  in

the  face  of  an  uncer t a in  environme n t  appea r s  intuitively  very  plausible

and  appealing.  Adaptive  expecta t ions  model  worked  well  in  a  climate  in

which  the  change  was  gradual—a  charac t e r i s t ics  of  the  1950s  and  the

1960s  when  the  inflation  rates  were  low  and  relatively  stable  and  when

inflation  rates  underw e n t  fast  changes  and  increase d  rapidly,  adaptive

forecas t s  were  left  behind.

Thus,  adaptive  expecta t ions  are  effective  when  the  variable  being

forecas t  is  reasonably  stable,  but  adaptive  expecta t ions’  are  of  little  use

in  forecas t ing  trends .  Moreove r ,  there  may  be  additional  or

suppleme n t a ry  informat ion  available  to  the  forecas t e r  which  is  a  highly

relevant  to  the  variable  being  forecas t  for  example  knowledge  of  which

party  has  won  a  general  election  may  be  used  to  forecas t  the  rate  of

inflation  which  is  otherwise  based  only  on  past  price  data.

Mechanical  application  of  an  adaptive  expecta t ions  mechanis m,

therefore ,  does  not  essen tially  make  the  best  use  of  all  the  scarce

information  available.  It  is  for  this  reason  that  this  mechanis m  as  a  for

caste r  of  economic  behaviour  is  not  very  dependa ble .  Under  some

peculiar  circumst a nc e s ,  it  has  been  observed  that  the  adaptive

expecta t ions  mechanis m  performs  poorly.  Rather  than  converging  to

zero,  the  expecta t ions  error s  increase d  from  year  to  year.

Theory  4  Ration a l  Expec ta t i o n s :
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The  naive  Cobweb  model  of  expecta t ions  and  extrapola t ive  and  adaptive

mechanism s  of  expecta t ions  suffer  from  a  common  defect  that  they  are

essentially  arbit r a ry  rathe r  than  based  on  any  underlying  theory  of

economic  behaviour .  This  led  to  the  publica t ion  in  1961  of  a  classic  paper

by  John  Muth  in  which  he  advanced  the  theory  of  rational  expecta t ions .

The  hypothesis  asser t s  three  things:

(i)  Informat ion  is  scarce,  and  the  economic  system  genera lly  does  not

waste  it;

(ii)  The  way  expecta t ions  are  formed  depends  specifically  on  the

structu r e  of  the  relevan t  system  describing  the  economy;

(iii)  A ‘public  prediction’—will  have  no  subst an t ial  effect  on  the  opera tion

of  the  economic  system  (unless  it  is  based  on  inside  information).

Thus,  the  essence  of  the  idea  of  rational  expecta t ions  is  that  over  time,

economic  agents  accumula t e  a  wealth  of  informat ion  concerning  the

relationship  governing  economic  variables  and  the  behaviour  of  other

agents ,  par ticula r ly  of  the  governm e n t .  This  information  can  be  used  in

forming  expecta t ions  about  future  values  of  economic  variables.  Muth

reasoned  that  information  should  be  considere d  as  just  anothe r  of  the

resourc es  available  to  be  allocated  to  maximum  advantage .

Utility  maximizing  individuals  should  use  all  the  informa tion  available  to

them  in  forming  their  expecta t ions .  Part  of  the  informat ion  which  is

relevant  to  the  behaviour  of  any  economic  system  is  the  structu r e  which

underlies  that  system.  The  fundame n t a l  premise  on  which  most  economic

analysis  is  based  is  that  economic  agents  “do  the  best  they  can  with  what

they  have?  Muth,  therefore ,  concluded  that  rational  economic  agents

would  use  their  knowledge  of  the  structu r e  of  the  economic  system  in

forming  their  expecta t ions .

The  rational  expecta t ions  hypothesis ,  in  itself,  should  not  be  provocative

to  economis t s .  It  merely  brings  expecta t ions  within  the  scope  of
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individual  maximizing  behaviour.  Expecta t ions  were  handled  within

economic  models  on  very  casual  and  ad  hoc  basis.  Rational  expecta t ions

provides  a  way  of  incorpora t ing  expecta t ions  which  is  consisten t  with  the

orthodox  economy  theorizing.

The  developme n t  of  rational  expecta t ions  theory  will  make  a  more

significant  contribu tion  to  economics  in  the  impetus  it  gives  to  resear ch

on  the  vital  areas  of  learning  and  expecta t ions  formation.  It  brings  to  the

fore  ques tion  about  the  availability  and  use  of  informat ion.  Instead  of

being  the  finale  of  the  moneta r i s t’s  case  agains t  policy  interven tion,  it

should  be  seen  as  the  prologue  for  a  revitalized  theory  of  expecta t ions ,

information  arid  policy.

Importa n t  ques t i o n s

2mark s

1. Give  the  meaning  of  disguised  unemployme n t?

2. Define  inflation  

3. What  are  the  causes  of  inflation?

4. Give  any  two  economic  conseque n c e s  of  unemploymen t

5. What  is  mean t  by  casualisa tion  of  workforce?

6. Write  short  note  on  factor  influencing  in  labour  marke t

7. What  is  labour  marke t

8. What  is  cost  push  inflation

9. Write  short  note  on  rational  expecta t ion

10. Write  short  note  on  neo  classical  model  of  labour  marke t  

6mark s

1. Explain  the  measu re s  taken  by  the  governm e n t  of  india  to  control

inflation

2. Explain  the  types  of  unemploymen t  in  india  

3. Explain  the  causes  of  inflation  in  india  

4. Define  inflation.  Explain  the  causes  and  effects  of  inflation  
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5. Explain  the  causes  and  effects  of  deflation

6. Discuss  various  types  of  inflation  

7. Define  inflation  and  explain  the  types  of  inflation.  What  are  the

effects  of  inflation?  How  is  inflation  controlled?

8. Give  any  six  causes  of  inflation

9. What  are  the  measu re s  initiated  by  the  governm e n t  to  improve

market  system?

10. Human  capital  formation  contribu te s  to  the  process  of

growth  and  developme n t  elabora t e

11. Mention  three  causes  of  growing  unemploymen t  in  india.  Also

give  three  sugges t ions  to  solve  this  problem.

12. Define  efficiency  of  labour.  Explain  four  factors  that  influence

the  efficiency  of  labour

13. Explain  the  institutional  labour  market  model
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UNIT - V
S.NO Question OPTION A OPTION B OPTION C OPTION D Answer
1 In India, Inflation 

measured by the :
National 
Income 
Deflation

Wholesale 
Price Index 
number

Consumer Price
Index

None of above Consumer Price
Index

2 What is "Stagflation"? Inflation with 
growth

Deflation with 
growth

Inflation after 
deflations

Inflation with 
depression

Inflation with 
depression

3 In india disguised 
unemployment is foud 
in

Agricultural 
sector

industrial 
sector

service sector trade sector Agricultural 
sector

4 Inflation is caused by: Increase in 
supply of 
goods

Decrease in 
money supply

Increase in 
money supply

Increase in 
cash with the 
government

C Increase in 
money supply

5  Division of labour is the 
result of

Complicated 
work

Excessive 
pressure

Excess supply 
of labour

Specialisation D Specialisation

6 The type of 
unemployment, in 
agriculture sector in 
India is

Structural Frictional Open Seasonal Seasonal

7 Deflation is deficit budget  reduction in 
taxation

contraction in 
volume of 
money or 
credit that 
results in a 
decline of price
level

 increase in 
public 
expenditure

contraction in 
volume of 
money or 
credit that 
results in a 
decline of price
level

8 Which of the following 
Price Indices of India is 
considered for 
measuring ‘Headline 
Inflation’?

GDP Deflator CPI-AL/RL CPI-IW WPI WPI

9 Which among the 
following can not be 
called an ant inflationary

Raising the 
Bank Rates

Raising the 
Reserve Ratio 
Requirements

Purchase of 
securities in the
Open Markets

Rationing of 
the Credit

Purchase of 
securities in the
Open Markets



measure?
10  Inflation is the state in 

which___________
The value of 
money 
decreases

The value of 
money 
increases

The value of 
the money 
increases first 
and then 
decreases

The value of 
money 
decreases first 
and increases 
later

The value of 
money 
decreases

11 Inflation brings most 
benefit to which one of 
the following_______

 Government 
pensioners

Creditors Savings Bank 
Account 
holders

Debtors Debtors

12 Increasing 
unemployment and 
inflation is a situation 
of_____

hyperinflation galloping 
inflation

stagflation reflation stagflation

13 The period of high 
inflation, low economic 
growth and high 
unemployment is 
termed as______

stagnation take-off stage 
in economy

stagflation galloping 
inflation

stagflation

14 Black money 
implies________

counterfeit 
currency

money earned 
from chit funds

money earned 
through 
underhand 
deals

income on 
which payment
of tax is usually
evaded

income on 
which payment
of tax is usually 
evaded

15 In terms of economics, 
the small gap between 
the first recession and 
second recession is 
known as________

Double 
Deflation

Deflation Deep Recession Double Dip 
Recession

Deep Recession

16 An essential attribute of 
inflation is_______

Increase in 
prices

Less 
production

Presence of 
black market

Absence of 
black market

Increase in 
prices

17 The Inflation 
experienced in the 
country at present 
is_________

Cost-push 
inflation

Unrealistic 
inflation

Secondary 
inflation

Demand Pull 
inflation

Cost-push 
inflation

18 Ten rupee notes bear  President Finance Secretary, Governor, Governor, 



the signature of_______ Minister Ministry of 
Finance

Reserve Bank 
of India

Reserve Bank 
of India

19 For international 
payments, the Indian 
currency is linked 
to_______

British Sterling Gold Standard American 
Dollar

Euro American 
Dollar

20 The States debt does not
include_______

Agricultural 
loans

Loans from 
State Bank of 
India

Loans from the 
Central 
Government

Treasury bills issued 
to international 
financial institutions

Treasury bills 
issued to 
international 
financial 
institutions

21 How many languages 
are used on a ten rupee 
note ?

10 12 15 18 15

22 Which of the following 
can contain Inflation ?

Surplus Budget Increase in 
taxation

 Reduction in 
public 
expenditure

Other deposits 
with RBI

Surplus Budget

23 Monetary policy is 
regulated by_______

Money leaders Private 
entrepreneurs

Central Bank Microfinance 
organizations

Central Bank

24 Increasing prices related 
to___________

Generation of 
black money

Adverse effect 
on speculation

Promotion of 
inequalities

Adverse effect 
on balance of 
payments

Adverse effect 
on speculation

25 The effect of inflation on
tax revenue results in a 
situation known 
as______

Reflation  Stagflation Fiscaldrag Consumer Price
Index

Fiscaldrag

26 Unemployment which 
occurs when workers 
move from one job to 
another job is known 
as_______

Cyclical 
unemployment

Seasonal 
unemployment

Technological 
unemployment

Frictional 
unemployment

Frictional 
unemployment

27 Unemployment in a 
developing country 
generally takes place 

Natural 
disasters

Lack of 
effective 
demand

Lack of 
complementary
factors of 

Switch over 
from one job to
another

Lack of 
complementary
factors of 



due to______ production production
28 The Food For Work 

Programme was later 
renamed as______

Jawahar Rozgar
Yojana (JRY)

National Rural 
Employment 
Programme 
(NREP)

Integrated 
Rural 
Development 
Programme 
(IRDP)

Rural Landless 
Employment 
Guarantee 
Programme (RLEGP)

National Rural 
Employment 
Programme 
(NREP)

29 Under Indira Gandhi 
National Old Age 
Pension Scheme 
(IGNOAPS), the benefits 
are available to the 
people having minimum 
age of______

55 Years 60 Years 65 Years 70 Years 65 Years

30  The Govt. of India does 
not provide any direct 
financial assistance to 
which of the following 
schemes_____

Rural Health 
Mission

 Sukanya 
Samridhi 
Yojana

Jeevan Sathi 
Yojana

 Mahatma Gandhi 
National Rural 
Employment 
Guarantee scheme

Jeevan Sathi 
Yojana

31 Indian’s wage policy is 
based on_______

Savings Productivity Cost of living Standard of 
living

Cost of living

32 ________type of 
unemployment is found 
in India.

Structural 
Unemployment

 Seasonal 
unemployment

Disguise 
unemployment

Unstructural 
employemnet

Disguise 
unemployment

33 If a person is ready to 
work at the prevailing 
wage rate in the market,
but he is unable to find 
the work, then what 
type of unemployment 
would it be called_____

 Voluntary 
unemployment

Involuntary 
unemployment

Seasonal 
unemployment

Disguise 
unemployment

Involuntary 
unemployment

34 ______is the type of 
unemployment do the 
marginal productivity of 
the workers is zero

Involuntary 
unemployment

Disguised 
Unemployment

Seasonal 
unemployment

Structural 
Unemploymen
t

Disguised 
Unemployment



35 Cyclical and frictional 
unemployment are 
found in_______

Less developed
and developing
countries both

Developing 
countries

Developed 
countries

Less developed
countries

Developed 
countries

36 Who developed the 
concept of disguised 
unemployment?

John Keynes Amartya Sen  John Robinson Alfred Marshall  John Robinson

37 __________is the right 
formula to know the 
unemployment rate

Total number 
of unemployed
/ total labour 
force X 100

Total labour 
force / Total 
number of 
unemployed x 
100

Total number 
of 
unemployed / 
total labour 
force x 1000

Total labour 
force / Total 
number of 
unemployed x 
1000

Total number 
of 
unemployed / 
total labour 
force X 100

38 Who are counted in the 
labor force of a country?

The population
of 18 to 60 
years of age

The population
of 15 to 65 
years of age

The population 
of 18 to 65 
years of age

Population of 
21 to 62 years 
of age

The population 
of 15 to 65 
years of age

39 . In a business, raw 
materials, components, 
work in progress and 
finished goods are 
jointly regarded 
as________

Capital stock Inventory Investment Net worth Inventory

40 The difference between 
GNP and NNP ________

Corporate 
profits

Personal taxes Transfer 
payments

Depreciation Depreciation

41 Which of the following is
a direct methhod  of 
reducing Economic 
Inqualities?

Estate Duty wealth Tax Capital gain tax Ceiling or 
Holding

Ceiling or 
Holding

42 The classification of 
persons below the 
poverty line in India are 
based on 
whether______

Their daily 
wages fall 
below the 
prescribed 
minimum 
wages

They are 
entitled to a 
minimum 
prescribed 
food basket

They get work 
for a prescribed
minimum 
number of days
in a year

They belong to 
agricultural labourer 
household and the 
scheduled caste/tribe 
social group

They are 
entitled to a 
minimum 
prescribed food
basket

43 Poverty Gap 
reflects______

Gap between 
the rich and 

Gap between 
developed 

Gap in 
infrastructural 

The difference 
between poverty line 

The difference 
between poverty 



the poor nations and 
developing 
nations

facilities 
between 
developed 
nations

and actual income 
levels of all those 
living below that line

line and actual 
income levels of 
all those living 
below that line

44 The type of 
unemployment mostly 
found in India can be 
characterized as______

Disguised Cyclical Frictional Structural Disguised

45  Among the reasons for 
disguised 
unemployment in the 
rural areas is_______

high illiteracy 
rate

low levels of 
technological 
development 
in the country

choice of a 
heavy industry 
model for 
economic 
development

 heavy pressure of 
population along with
slow implementation 
of land reforms

low levels of 
technological 
development in
the country

46 In India, present trend of
rapid urbanization is due
to______

abolition of 
zamindari 
system

break up of 
joint family 
system

 influence of 
cinema and 
electronic 
media

lack of 
employment 
opportunities 
in rural areas

lack of 
employment 
opportunities 
in rural areas

47 Which of the following is
not a Poverty 
Eradication Programme 
launched by the Govt. of
India ?

 ADHAR National Social 
Assistance 
Programme

Jawahar Gram 
Samridhi 
Yojana

Swarnajayanti 
Gram 
Swarozgar 
Yojana

 ADHAR

48 What type of 
unemployment is found 
in India?

Structural 
Unemployment

Seasonal 
unemployment

Disguise 
unemployment

Frictional 
unemployment

Seasonal 
unemployment

49 In which type of 
unemployment do the 
marginal productivity of 
the workers is zero?

Disguised 
Unemployment

Involuntary 
unemployment

Seasonal 
unemployment

Structural 
Unemploymen
t

Structural 
Unemployment

50 What type of 
unemployment is found 
in developed countries?

Involuntary 
unemployment

Voluntary 
unemployment

Structural 
unemployment

Disguised 
Unemploymen
t

Voluntary 
unemployment

51 What type of 
unemployment is found 

Disguised 
Unemployment

Voluntary 
unemployment

Frictional 
unemployment

Structural 
Unemploymen

Frictional 
unemployment



in the agriculture sector 
of India?

t

52 Cyclical and frictional 
unemployment are 
found in....... ?

Less developed
and developing
countries both

Developing 
countries

Developed 
countries

Less developed
countries

Developed 
countries

53 Who developed the 
concept of disguised 
unemployment?

John Keynes Amartya Sen John Robinson Alfred Marshall John Robinson

54 When aggregate 
economic activity is 
increasing, the economy 
is said to be in_______

An expansion A contraction A peak A turning Point An expansion

55 The Inflation 
experienced in the 
country at present 
is_________

Cost-push 
inflation

Unrealistic 
inflation

Secondary 
inflation

Demand Pull 
inflation

Cost-push 
inflation

56 The 
____________country is
sending the largest 
share of FDI inflow in 
India.

Singapore  Mauritius USA China  Mauritius

57 Foreign Direct 
Investment(FDI) and 
Foreign Institutional 
Investment(FII) are 
distinct in terms of?

FDI brings 
capital, 
technology & 
management 
and FII brings 
only capital

FDI targets 
specific sectors
and FII help in 
increasing 
foreign capital 
availability

FII is 
considered 
more stable

FII targets both 
primary and 
secondary market 
while FDI targets only 
primary.

FDI brings 
capital, 
technology & 
management 
and FII brings 
only capital

58 In India, inflation 
measured by 
the___________

Wholesale 
Price Index 
number

Consumers 
Price Index for 
urban non-
manual 
workers

Consumers 
Price Index for 
agricultural 
workers

National 
Income 
Deflation

Wholesale 
Price Index 
number

59 Monetary policy is 
regulated by_______

Money leaders Private 
entrepreneurs

Central Bank Microfinance 
organizations

Central Bank



60 Unemployment in a 
developing country 
generally takes place 
due to______

Natural 
disasters

Lack of 
effective 
demand

Lack of 
complementary
factors of 
production

Switch over 
from one job to
another

Lack of 
complementary
factors of 
production



UNIT - V
S.NO Question OPTION A OPTION B OPTION C OPTION D Answer
1 In India, Inflation 

measured by the :
National 
Income 
Deflation

Wholesale 
Price Index 
number

Consumer Price
Index

None of above Consumer Price
Index

2 What is "Stagflation"? Inflation with 
growth

Deflation with 
growth

Inflation after 
deflations

Inflation with 
depression

Inflation with 
depression

3 In india disguised 
unemployment is foud 
in

Agricultural 
sector

industrial 
sector

service sector trade sector Agricultural 
sector

4 Inflation is caused by: Increase in 
supply of 
goods

Decrease in 
money supply

Increase in 
money supply

Increase in 
cash with the 
government

C Increase in 
money supply

5  Division of labour is the 
result of

Complicated 
work

Excessive 
pressure

Excess supply 
of labour

Specialisation D Specialisation

6 The type of 
unemployment, in 
agriculture sector in 
India is

Structural Frictional Open Seasonal Seasonal

7 Deflation is deficit budget  reduction in 
taxation

contraction in 
volume of 
money or 
credit that 
results in a 
decline of price
level

 increase in 
public 
expenditure

contraction in 
volume of 
money or 
credit that 
results in a 
decline of price
level

8 Which of the following 
Price Indices of India is 
considered for 
measuring ‘Headline 
Inflation’?

GDP Deflator CPI-AL/RL CPI-IW WPI WPI

9 Which among the 
following can not be 
called an ant inflationary

Raising the 
Bank Rates

Raising the 
Reserve Ratio 
Requirements

Purchase of 
securities in the
Open Markets

Rationing of 
the Credit

Purchase of 
securities in the
Open Markets



measure?
10  Inflation is the state in 

which___________
The value of 
money 
decreases

The value of 
money 
increases

The value of 
the money 
increases first 
and then 
decreases

The value of 
money 
decreases first 
and increases 
later

The value of 
money 
decreases

11 Inflation brings most 
benefit to which one of 
the following_______

 Government 
pensioners

Creditors Savings Bank 
Account 
holders

Debtors Debtors

12 Increasing 
unemployment and 
inflation is a situation 
of_____

hyperinflation galloping 
inflation

stagflation reflation stagflation

13 The period of high 
inflation, low economic 
growth and high 
unemployment is 
termed as______

stagnation take-off stage 
in economy

stagflation galloping 
inflation

stagflation

14 Black money 
implies________

counterfeit 
currency

money earned 
from chit funds

money earned 
through 
underhand 
deals

income on 
which payment
of tax is usually
evaded

income on 
which payment
of tax is usually 
evaded

15 In terms of economics, 
the small gap between 
the first recession and 
second recession is 
known as________

Double 
Deflation

Deflation Deep Recession Double Dip 
Recession

Deep Recession

16 An essential attribute of 
inflation is_______

Increase in 
prices

Less 
production

Presence of 
black market

Absence of 
black market

Increase in 
prices

17 The Inflation 
experienced in the 
country at present 
is_________

Cost-push 
inflation

Unrealistic 
inflation

Secondary 
inflation

Demand Pull 
inflation

Cost-push 
inflation

18 Ten rupee notes bear  President Finance Secretary, Governor, Governor, 



the signature of_______ Minister Ministry of 
Finance

Reserve Bank 
of India

Reserve Bank 
of India

19 For international 
payments, the Indian 
currency is linked 
to_______

British Sterling Gold Standard American 
Dollar

Euro American 
Dollar

20 The States debt does not
include_______

Agricultural 
loans

Loans from 
State Bank of 
India

Loans from the 
Central 
Government

Treasury bills issued 
to international 
financial institutions

Treasury bills 
issued to 
international 
financial 
institutions

21 How many languages 
are used on a ten rupee 
note ?

10 12 15 18 15

22 Which of the following 
can contain Inflation ?

Surplus Budget Increase in 
taxation

 Reduction in 
public 
expenditure

Other deposits 
with RBI

Surplus Budget

23 Monetary policy is 
regulated by_______

Money leaders Private 
entrepreneurs

Central Bank Microfinance 
organizations

Central Bank

24 Increasing prices related 
to___________

Generation of 
black money

Adverse effect 
on speculation

Promotion of 
inequalities

Adverse effect 
on balance of 
payments

Adverse effect 
on speculation

25 The effect of inflation on
tax revenue results in a 
situation known 
as______

Reflation  Stagflation Fiscaldrag Consumer Price
Index

Fiscaldrag

26 Unemployment which 
occurs when workers 
move from one job to 
another job is known 
as_______

Cyclical 
unemployment

Seasonal 
unemployment

Technological 
unemployment

Frictional 
unemployment

Frictional 
unemployment

27 Unemployment in a 
developing country 
generally takes place 

Natural 
disasters

Lack of 
effective 
demand

Lack of 
complementary
factors of 

Switch over 
from one job to
another

Lack of 
complementary
factors of 



due to______ production production
28 The Food For Work 

Programme was later 
renamed as______

Jawahar Rozgar
Yojana (JRY)

National Rural 
Employment 
Programme 
(NREP)

Integrated 
Rural 
Development 
Programme 
(IRDP)

Rural Landless 
Employment 
Guarantee 
Programme (RLEGP)

National Rural 
Employment 
Programme 
(NREP)

29 Under Indira Gandhi 
National Old Age 
Pension Scheme 
(IGNOAPS), the benefits 
are available to the 
people having minimum 
age of______

55 Years 60 Years 65 Years 70 Years 65 Years

30  The Govt. of India does 
not provide any direct 
financial assistance to 
which of the following 
schemes_____

Rural Health 
Mission

 Sukanya 
Samridhi 
Yojana

Jeevan Sathi 
Yojana

 Mahatma Gandhi 
National Rural 
Employment 
Guarantee scheme

Jeevan Sathi 
Yojana

31 Indian’s wage policy is 
based on_______

Savings Productivity Cost of living Standard of 
living

Cost of living

32 ________type of 
unemployment is found 
in India.

Structural 
Unemployment

 Seasonal 
unemployment

Disguise 
unemployment

Unstructural 
employemnet

Disguise 
unemployment

33 If a person is ready to 
work at the prevailing 
wage rate in the market,
but he is unable to find 
the work, then what 
type of unemployment 
would it be called_____

 Voluntary 
unemployment

Involuntary 
unemployment

Seasonal 
unemployment

Disguise 
unemployment

Involuntary 
unemployment

34 ______is the type of 
unemployment do the 
marginal productivity of 
the workers is zero

Involuntary 
unemployment

Disguised 
Unemployment

Seasonal 
unemployment

Structural 
Unemploymen
t

Disguised 
Unemployment



35 Cyclical and frictional 
unemployment are 
found in_______

Less developed
and developing
countries both

Developing 
countries

Developed 
countries

Less developed
countries

Developed 
countries

36 Who developed the 
concept of disguised 
unemployment?

John Keynes Amartya Sen  John Robinson Alfred Marshall  John Robinson

37 __________is the right 
formula to know the 
unemployment rate

Total number 
of unemployed
/ total labour 
force X 100

Total labour 
force / Total 
number of 
unemployed x 
100

Total number 
of 
unemployed / 
total labour 
force x 1000

Total labour 
force / Total 
number of 
unemployed x 
1000

Total number 
of 
unemployed / 
total labour 
force X 100

38 Who are counted in the 
labor force of a country?

The population
of 18 to 60 
years of age

The population
of 15 to 65 
years of age

The population 
of 18 to 65 
years of age

Population of 
21 to 62 years 
of age

The population 
of 15 to 65 
years of age

39 . In a business, raw 
materials, components, 
work in progress and 
finished goods are 
jointly regarded 
as________

Capital stock Inventory Investment Net worth Inventory

40 The difference between 
GNP and NNP ________

Corporate 
profits

Personal taxes Transfer 
payments

Depreciation Depreciation

41 Which of the following is
a direct methhod  of 
reducing Economic 
Inqualities?

Estate Duty wealth Tax Capital gain tax Ceiling or 
Holding

Ceiling or 
Holding

42 The classification of 
persons below the 
poverty line in India are 
based on 
whether______

Their daily 
wages fall 
below the 
prescribed 
minimum 
wages

They are 
entitled to a 
minimum 
prescribed 
food basket

They get work 
for a prescribed
minimum 
number of days
in a year

They belong to 
agricultural labourer 
household and the 
scheduled caste/tribe 
social group

They are 
entitled to a 
minimum 
prescribed food
basket

43 Poverty Gap 
reflects______

Gap between 
the rich and 

Gap between 
developed 

Gap in 
infrastructural 

The difference 
between poverty line 

The difference 
between poverty 



the poor nations and 
developing 
nations

facilities 
between 
developed 
nations

and actual income 
levels of all those 
living below that line

line and actual 
income levels of 
all those living 
below that line

44 The type of 
unemployment mostly 
found in India can be 
characterized as______

Disguised Cyclical Frictional Structural Disguised

45  Among the reasons for 
disguised 
unemployment in the 
rural areas is_______

high illiteracy 
rate

low levels of 
technological 
development 
in the country

choice of a 
heavy industry 
model for 
economic 
development

 heavy pressure of 
population along with
slow implementation 
of land reforms

low levels of 
technological 
development in
the country

46 In India, present trend of
rapid urbanization is due
to______

abolition of 
zamindari 
system

break up of 
joint family 
system

 influence of 
cinema and 
electronic 
media

lack of 
employment 
opportunities 
in rural areas

lack of 
employment 
opportunities 
in rural areas

47 Which of the following is
not a Poverty 
Eradication Programme 
launched by the Govt. of
India ?

 ADHAR National Social 
Assistance 
Programme

Jawahar Gram 
Samridhi 
Yojana

Swarnajayanti 
Gram 
Swarozgar 
Yojana

 ADHAR

48 What type of 
unemployment is found 
in India?

Structural 
Unemployment

Seasonal 
unemployment

Disguise 
unemployment

Frictional 
unemployment

Seasonal 
unemployment

49 In which type of 
unemployment do the 
marginal productivity of 
the workers is zero?

Disguised 
Unemployment

Involuntary 
unemployment

Seasonal 
unemployment

Structural 
Unemploymen
t

Structural 
Unemployment

50 What type of 
unemployment is found 
in developed countries?

Involuntary 
unemployment

Voluntary 
unemployment

Structural 
unemployment

Disguised 
Unemploymen
t

Voluntary 
unemployment

51 What type of 
unemployment is found 

Disguised 
Unemployment

Voluntary 
unemployment

Frictional 
unemployment

Structural 
Unemploymen

Frictional 
unemployment



in the agriculture sector 
of India?

t

52 Cyclical and frictional 
unemployment are 
found in....... ?

Less developed
and developing
countries both

Developing 
countries

Developed 
countries

Less developed
countries

Developed 
countries

53 Who developed the 
concept of disguised 
unemployment?

John Keynes Amartya Sen John Robinson Alfred Marshall John Robinson

54 When aggregate 
economic activity is 
increasing, the economy 
is said to be in_______

An expansion A contraction A peak A turning Point An expansion

55 The Inflation 
experienced in the 
country at present 
is_________

Cost-push 
inflation

Unrealistic 
inflation

Secondary 
inflation

Demand Pull 
inflation

Cost-push 
inflation

56 The 
____________country is
sending the largest 
share of FDI inflow in 
India.

Singapore  Mauritius USA China  Mauritius

57 Foreign Direct 
Investment(FDI) and 
Foreign Institutional 
Investment(FII) are 
distinct in terms of?

FDI brings 
capital, 
technology & 
management 
and FII brings 
only capital

FDI targets 
specific sectors
and FII help in 
increasing 
foreign capital 
availability

FII is 
considered 
more stable

FII targets both 
primary and 
secondary market 
while FDI targets only 
primary.

FDI brings 
capital, 
technology & 
management 
and FII brings 
only capital

58 In India, inflation 
measured by 
the___________

Wholesale 
Price Index 
number

Consumers 
Price Index for 
urban non-
manual 
workers

Consumers 
Price Index for 
agricultural 
workers

National 
Income 
Deflation

Wholesale 
Price Index 
number

59 Monetary policy is 
regulated by_______

Money leaders Private 
entrepreneurs

Central Bank Microfinance 
organizations

Central Bank



60 Unemployment in a 
developing country 
generally takes place 
due to______

Natural 
disasters

Lack of 
effective 
demand

Lack of 
complementary
factors of 
production

Switch over 
from one job to
another

Lack of 
complementary
factors of 
production
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	Thus the development of this labour intensive sector will be able to bring changes in the occupational distribution of population from agricultural to non-agricultural occupations and will also be able to support the large scale manufacturing sector by enlarging the demand for their products and while doing so they can save these large scale industries from recession.
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	Economic Planning in India
	Concept on Planning: Planning is a continuous process that involves choices and decision making about allocation of available resources with the objective of achieving effective and efficient utilisation and growth of these resources. In India, planning is done both at the center as well as the state level. Economic planning is done by the central authority after a complete survey of the economic situation. The policy objectives are designed based on the future development goals of the country. In India, u
	The Evoluation of planning and import substituting industrialization-Economic reforms since
	1991,Monetary and fiscal policies with their implication on economy
	The developing economies generally suffer from open unemployment and disguised unemployment. India is no exception to it. Slow growth of the agricultural sector and lack of investments in the industrial sector are major causes for high levels of unemployment in the country. Measures have been taken in every five- year plan to create employment opportunities, thereby, increasing labor productivity. 3. Increase in Investment: Economic growth cannot be achieved unless adequate investments are made to bring ab
	Second Five-Year Plan: It was formulated for the period 1956-61 and it focused on rapid industrialisation. The plan aimed at the development of heavy and basic industries and conceived that agricultural sector could be given lower priority as it has been able to achieve its targets in the previous plan. The second plan achieved only a moderate success due to the severe shortage of foreign exchange on account of huge imports to meet the requirements of the industrial sector. The actual growth rate achieved 
	With the Janta Government taking over the power, the plan was terminated in 1978. The growth rate achieved during this period was 4.8 percent as against the target of 4.4 percent. The Janta Government formulated the sixth five-year plan for the period 1978-83 with the objective of creating employment opportunities. The Janta Government, to its misfortune, lasted only for two years and was replaced by the Congress Government that came up with a different plan. The Planning Commission, in the meanwhile, intr
	NitiAayog
	India has undergone a paradigm shift over the past six decades – politically, economically,
	socially, technologically as well as demographically. The role of Government in national development has seen a parallel evolution. Keeping with these changing times, the Government of India has decided to set up NITI Aayog (National Institution for Transforming India), in place of the erstwhile Planning Commission, as a means to better serve the needs and aspirations of the people of India. The new institution will be a catalyst to the developmental process; nurturing an overall enabling environment, thro
	The NITI Aayog will comprise the following:
	a. Prime Minister of India as the Chairperson b. Governing Council comprising the Chief Ministers of all the States and Lt. Governors of Union Territories c. Regional Councils will be formed to address specific issues and contingencies impacting more than one state or a region. These will be formed for a specified tenure. The Regional Councils will be convened by the Prime Minister and will comprise of the Chief Ministers of States and Lt. Governors of Union Territories in the region. These will be chaired
	as the Chairperson:
	i. Vice-Chairperson: To be appointed by the Prime Minister
	ii. Members: Full-time
	iii. Part-time members: Maximum of 2 from leading universities research organizations and other relevant institutions in an ex-officio capacity. Part time members will be on a rotational basis.
	iv. Ex Officio members: Maximum of 4 members of the Union Council of Ministers to be nominated by the Prime Minister.
	v. Chief Executive Officer: To be appointed by the Prime Minister for a fixed tenure, in the rank of Secretary to the Government of India.
	vi. Secretariat as deemed necessary.
	The NITI Aayog will aim to accomplish the following objectives and opportunities:
	• An administration paradigm in which the Government is an “enabler” rather than a “provider of first and last resort.”
	• Progress from “food security” to focus on a mix of agricultural production, as well as
	actual returns that farmers get from their produce.
	• Ensure that India is an active player in the debates and deliberations on the global commons.
	• Ensure that the economically vibrant middle-class remains engaged, and its potential is
	fully realized.
	• Leverage India’s pool of entrepreneurial, scientific and intellectual human capital.
	• Incorporate the significant geo-economic and geo-political strength of the Non-Resident
	Indian Community.
	• Use urbanization as an opportunity to create a wholesome and secure habitat through the
	use of modern technology.
	• Use technology to reduce opacity and potential for misadventures in governance.
	The NITI Aayog aims to enable India to better face complex challenges, through the following:
	• Leveraging of India’s demographic dividend, and realization of the potential of youth, men and women, through education, skill development, elimination of gender bias, and
	employment.
	• Elimination of poverty, and the chance for every Indian to live a life of dignity and selfrespect.
	• Reddressal of inequalities based on gender bias, caste and economic disparities.
	• Integrate villages institutionally into the development process.
	• Policy support to more than 50 million small businesses, which are a major source of employment creation.
	• Safeguarding of our environmental and ecological assets.
	Planning Procedure:
	States Involvement in Planning Procedure: In planning process, the Commission does not unilaterally act, but very actively involves the State Governments in it. In India first draft of the plan is prepared by the Planning Commission after consulting Ministries of central government and state governments and taking into consideration available and potential resources.
	Draft proposals are then placed before National Development Council and after it has reacted to Draft the plan, it is circulated to the Union Ministries and State governments. At the state level there is a well-developed plan co-ordination system in which Secretaries of various development departments are involved. In the states there are separate State Planning Boards.
	The plan is finally approved by the State Cabinet. Since the demands put on the Commission are always very heavy, as compared with the available resources, therefore, the Commission takes several factors into consideration while making its suggestions on the plan proposals e.g., availability of resources, administrative and technical manpower, removal of regional imbalances, extent to which resources can be raised from internal and external sources, population of the state, availability of raw material, ec
	After taking all these factors into consideration, the Commission prepares a draft plan which is then widely circulated to the Union Ministries, State Governments, the public, political parties and all concerned and their comments and suggestions are invited. The draft plan is considered by the central cabinet and in the states at different levels before it is finally approved as official plan document
	Planning Commission being an advisory body has nothing to do with the implementation part of the plan. It has not been given any responsibility to directly administer any plan project.
	It, however, plays a very significant role by providing necessary information about achieving the plan targets by giving wide publicity to plan objectives and suggesting ways and means by which hindrances, if any, can be removed. The Commission evaluates plan projects and programmes.
	Committee on Plan Projects: The Committee on Plan Projects was set up in 1956, as a result of resolution of National Development Council. It is headed by Home Minister, with Planning Minister and Deputy Chairman, Planning Commission as its members. Some State Chief Ministers are nominated by the Prime Minister on this Committee. Union Cabinet Ministers concerned with a particular project are invited, when necessary.
	The Committee inspects on the spot important projects approved by the Commission and suggests ways and means by which plans can be executed efficiently and wasteful expenditure avoided. It is also expected of the Committee to make the result of its studies available to other projects, so that all are benefited by that. It also suggests ways and means by which economies can be introduced without sacrificing efficiency.
	Programme Evaluation Organisation:
	Programme Evaluation Organisation was set up in 1952 with the assistance of Ford Foundation. It functions under over all supervision and control of Planning Commission and in close co-operation with Ministries of Government of India. It provides necessary statistical data and information to the Commission.
	The organisation scrutinises reports which are received from the field for the preparation of final report. It has been allowed to function independently, without any interference from even the Planning Commission. The organisation is required to have general appraisal of the progress of the programme and conduct field surveys with a view to finding out the effect of the programme on the life of the society.
	The organisation is neither concerned with the checking of figures nor finding out whether investment being made commensurate with the success achieved, but is concerned with finding out how far the methods being used are suited for successful implementation of the programme.
	Since it is an advisory body, it is not binding on the government to accept its recommendations. It also aims at winning the co-operation of the people for community development programmes.
	Co-ordination Committee for Public Co-operation: It is one of the Advisory Committees of the Planning Commission which was set up in 1952 with a view to winning the co-operation of the public in the execution of plan programmes. It has eminent persons drawn from different walks of life as its members. The Chairman and Deputy Chairman of the Commission usually remain associated with it.
	Advisory Committee on Irrigation and Power Projects: It is another advisory committee of the Commission. It helps in the scrutiny of various schemes prepared by the government bodies about irrigation and power programmes, including their financial and technical aspects. Minister of Planning is its Chairman. It includes representatives from Ministries of Irrigation and Powers.
	Planning Commission’s Performance: Planning Commission is now 45 years old and during its existence it has given seven FiveYear Plans to the country. During the period of its existence it has considerably helped in the growth of national economy, but still it suffers from several defects.
	Criticism of Planning Commission: There is, however, mounting criticism that Planning Commission in India has failed to perform its role. Take e.g., employment. Every time the nation is fed on the promise that unemployment will be ended and poverty eradicated, but no substantial break- through has been made.
	The number of people living below poverty line is very high and unemployment is of serious magnitude. It is also said that the Commission has obviously failed to play its role of distributive justice. As a result of plans all have not been benefited, but the rich have become richer and poor still poorer.
	Planning Commission and Administration: After independence sphere of state activity has considerably increased and such activities which were hitherto out of the sphere of state activity have now come under state purview. There has been considerable increase in administrative activities in public and private establishments.
	Due to increased activities contact of the masses with administrators and technocrats has much increased and the role of Planning Commission in administration has too very considerably increased.
	There can be no expansion in administration and administrative expenditure cannot be increased without Commission’s approval. Every developmental task must have approval of the Commission before its commencement.
	The Commission’s approval of the programmes results in the establishment of special functional cadres and creation of such administrative and executive services as are considered necessary for the successful implementation of plan programmes. Civil servants are to be trained in a manner that they can successfully implement plan projects.
	Not only this, but Planning Commission has played a significant role in the delegation of financial powers. Since the planning has brought the people and administrators nearer and closer to each other, therefore, those officers who are even at the lower rank, but come in close contact with the masses, had to be delegated with decision-making powers, so that grievances and problems of the people were redressed and solved on the spot. Thus, they have been made to shoulder more responsibilities.
	The Commission has also played a big role in the field of democratic decentralisation. It has also performed its role in the legislative field. Every legislative measure, financial proposal and administrative measure which is introduced in the House has an eye on the allocations of funds and achievement of targets.
	No cabinet will usually introduce a measure which has financial implications, but which it feels it cannot get approved from the Commission.
	Achievements of Economic Planning in India: Economic planning in India, formally conceived in 1951, has come a long way in helping the economy to tackle the challenges in various sectors and has enabled it to achieve rapid economic progress. Some of the major achievements of planning in India are as follows: 1. Economic Growth: Economic planning in India has been successful in increasing the national income and the per capita income of the country resulting in economic growth. The net national income at fa
	It went up from 109.3 in 1981-82 to 232.0 in 1993-94 (Base year- 1980-81). Taking 2004-05 as the base year, the index of industrial production recorded an increase from 108.6 in 200506 to 181.1 in 2015-16. The introduction of reforms in 1991 relieved the industrial sector from numerous bureaucratic restrictions that were prevalent earlier. This has led to the rapid growth of the industrial sector in India. India has made remarkable progress in cotton textiles, paper, medicines, food processing, consumer go
	6. Education and Health Care:
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	UNIT-4 - Sectoral Trends and Issues:- Agriculture sector: Agrarian Growth and performance in different phases of policy regimes i.e. pre green revolution and the two phases of green revolution; Factors influencing productivity and growth; the role of technology and institutions-Industry and service sectors, Phases of Industrialization-Public sector-Its role, Performance and reforms, The small scale sector, Role of Foreign Capital-Financial sector: Structure, Performance and reforms. Foreign trade and balan
	Introduction
	Market Size
	Investments
	Government Initiatives
	Road Ahead
	According to the World Bank estimates, half of the Indian population would be urban by the year 2050. It is estimated that percentage of agricultural workers in total work force would drop to 25.7 per cent by 2050 from 58.2 per cent in 2001. Thus, there is a need to enhance the level of farm mechanisation in the country.  GDP From Agriculture in India decreased to 3461.02 INR Billion in the third quarter of 2018 from 4197.47 INR Billion in the second quarter of 2018. GDP From Agriculture in India averaged 
	(i) Technological Development:
	(ii) Quality of Human Resources:
	(iii) Availability of Finance:
	(iv) Managerial Talent:
	(v) Government Policy:
	(vi) Natural Factors:
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