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SYLLABUS

UNIT 1: Basic Issues and Features of Indian Economy- Concept and

Measures of Development and Underdevelopment- Human Development-

Composition of National Income and Occupational Structure.

CONCEPTS OFDEVELOPMENTAND UNDERDEVELOPMENT
What isDevelopment:Theproblematicalnatureofdevelopmen t?

Ineconomic terms, development hasbeen understoodasachieving sustainable
ratesof growthofincomepa capita toenable thenationtoexpand itsoutputfaster
thanthe population (Todaroand Smith 2011). This definiti onfails to takeinto
consideration
problems of pov erty,di scriminati on,unemploy ment andincome distribution;
theassump tion being that incr eased
outputor econ omicgrow thwouldde alwith the seissues.

Insociologi calterm s,theterm ‘developmen t'isused(of tenbyWe stern
sociologi sts) to
meanindu stri alization, economicgrowthandthelivingstand ar dsassoci ated withp ros
perity, suchasincreasedlifeexpectanc y,health-
car e, freeedu cation,etc. Thosecountriesthat have
notyeta chievedthe seobjectivesa resaidtobe’ unde veloped’ anda reof tenterm
ed ‘less- developed countries (LDCs).

Thisdefiniti onof devel opment isbothload edand ethn ocentric—
itreflectstheviewthat
Westerni sationisthe onlyworthwhileand desirabledirection development
should take. N otallsociologi sts

agreewiththisdefi nitionof developmen t.Forexample, someregard
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liberationf rom oppres sion

asmoreimportantto progressthan industrialisati on. Others
regar dindu stri aldevel opment asaproblemifit means incr easingsocial
andecon omic divisionswithinacountry.

Theviewsondevelopmentabo vethinkof development asmate rial
or socialchangeinthe materialworld. Howev er ,others(Myers  1999)providing
areligiousviewon development consider itasapo sitive
changeinthe whole ofhuman lifematerially, sociallyand spiritually.
Myerscallsthistr ansf or mational developmen t.

They conclude thatif thethreeofthe sehavedeclined
fromhi gher levels, thenbeyond doub t,thishasbeen
aperiodof developmen t.Ifoneorm or eof the seproblemsh ave been
growing wor se,especially if allthe three have, then that would be a period of
‘underdevelopmen t.

Economicsof Developmen t:Conceptsand Approaches

Econo mics of development refersto the problemsof
econ omicde velopmentof
unde rdeveloped countries.Inthe earlydays,the focusw ason problems that wer estati s
tic innature andlargelyrelatedto a Western European frameworkof social
and cultural
institutions.Howev er,after the Second WorldwWar econ omi stsstarted devotingatte
ntion towardsanalyzingthe problems ofunderdeveloped countriesandformu lating
theoriesand modelsof development
andgrowth. Theinter estinecon omicsofdevelopment wasfurther
stimul ated bythew aveofpolitical resurgencethat swept acr ossAsia
and Africawhich gainedinde penden ce
afterthewor ldwar.Afterthe Second WorldWar ,thepov ertyand
backwardnessofsome of theworld countrieshecame extremely conspicuous.

Many reasons,includingcolon ialexploitati on, devastati onbywar,war -
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induc edinfl ationandthe like,couldpo ssiblybe saidtoberesponsible
for sucha sad state of affair sinmany coun tries. Itisprecisely
atthisti methatthe subjectofdevelopment econ omics cameintobeing to

study the problems of backwar dne ssand und er development of the senati ons.
Developmentecon omics (DE) wasbasically designed to theorizeon

economic backwar dnessofthe lessdeveloped countries(LDCs)

andapp lythetheoreticalknowled ge

tothe analysisof par ticu larp roblems ofund er developmen t,

lowincome andpoverty,andto findwaysandmeans tosolvethe seproblems.DEisindeed

ablend of manytypes of issues

andque stions,including the analysisof causationand itsperpetuati on,

andpoliciestowar ds

solutionofahostof problemsrelatingtounde rdevelopmen t.Thepurposeof DE hasbe

en

mainly tostudy the phenomen ology of unde rdevelopmen t,andto prescribeapp ropria

te policiestoeradicateit. Theoriesde veloped by development

econ omistshaveencompassed thethe oreticalunderpinnings of empirical facts

drawnacrosstheboardfrom soci o- econ omi c-

political realmsoflifeof many poorcountries.

Economicgrowth VersusEconomicdevelopment

Econo mistsoftentend tousethetwoterms econ omicde velopmentandecon omi

cgrowth interch angeably, as theyapp earto besynonymous with each
other.Theecon omic development ofa coun tryisdefined
asthedevelopment ofthe econ omicwealthofthe country.Economic
developmentisa imed atthe overall well-being ofthe citizens ofa

country,asthey ar ethe ultimatebenef iciariesofthe development ofthe econ omy ofth
eir country.
Economic

developmentisa sustain ableboostinthe stand ar dsof living ofthe people ofa

Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce
&Management, KAHE, Page 3




KARPAGAM ACADEMY OF HIGHER EDUCATION

Class: IIl B.COM Course Name: Indian
Economy
Course Code:16CMUGO04A UNIT -1 Semester: VI

Year: 2016- 19 Batch
country.ltimpliesan increaseintheper capitaincome of everycitizen. Italsoleadstothe

creationofmoreopportunitiesinthe sector sof edu cation,he althcare,employme ntan
dthe conservationoftheen vironment.

Economicgrowthontheo ther hand,isanarrower conc eptthanecon omicdevel
opmen t.It isdefined astheincrease
inthe valueof goodsandservicesp roducedby ever ysector ofthe
economy. Itisusuallyexpressed intermsoft hegrossdomestic productorGDPofthe
country.

Measureme ntofeconomicdevelopment

Econo micdevelopmentis measuredinfour ways:-

1. GrossN ationalProduct (GNP):
2. GNPper capita

3. Welfare

4. Social Indi cators
GrossNational Product

GNPisthet otal valueof allfinalgoodsand servicesp roduced within anation
inapar ticul aryear,plusinco meear nedbyits citizens (includ inginco meofthoseloc ated
abroad), minus inco meof non-residen tslocatedinthatcoun try.Basically,
GNP measures thevalue of
goodsand servicesthatthe country'scitizensproduced regar dlessofth eirlocation.GN
Pis
onemeasure ofthe econ omicconditi onof acoun try,underthe assumptionthat ahigh
er GNP leadstoahi gher
quality ofliving,allother thingsbeingequ al.Closelyrelated toGNP
iIsGrossDomestic Product (GDP):-whi chisthet otalma rket valueofallfinalgoods and
servicesp roduced ina country inagiven
year ,equ altot otalcon sumer ,investment and government spending,
plusthevalueofexpor ts,minusthevalueofimports.

Onecomm onw ayofmeasuringdevelopmentistheinc reaseinthe econo
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my’'sr ealnational incomeover along periodof time. GNP

asam easure of nationaldevelopment isfacedwith severalchallengesincluding:-

i
Itfailstotakeinto considerationch angesing rowthof population. Ifariseinreal
national  incomeisaccompani edby af aster growthinpopulation, therewillbeno
economicgrow thbut retardation.

ii.
TheGNP figuredoes not r evealthe coststosociety ofenvironmental pollution. It
considersnatur alresourcestobefree.

iii. Ittellsn othingabout thedistribution ofincomeintheecon omy.

Iv. GNPisalwaysmeasur ed inmoneyterm s,butthere area
numb erof goods and serviceswhi charediffi cultto measure intermsof money
e.g.taking careofthe childrenby them other.

V.

Doubl e countingwhi charisesfromthe failur etodistingui shproper lybetween final
andintermedi ate products.

GNPasan indexof economic development
hasnot been successfulinreducingpoverty,
unemployment,inequ ality nor hasithelped raisestand ar dsoflivingindeveloping coun t
ries. Therefore, onitsownGNP cannot ber egar ded asasati sfactory measure
ofecon omic developmen t.

GNPpercapita

Thisrelatestoincreaseintheper capitareaincomeofthe economyoverthe lon
gperiod.

Thisindi cator of econ omicgrow themph asizesthatfor econ omicde velopment therate
of
increaseinrea percapitaincomeshould behigherthantheg rowthrateof populatio

n. Howev er,severadifficultiesstillremain:-
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i. Anincreaseinper capita incomem aynot raiser eal stand ard of living oft hemasses.

ii.
Thereispo ssibility that themassesr emainpoordespitean increaseinthe real GNP
per capitaiftheincreasedincome goesonlytothefew richinstead ofgoingtothe
many poor.

iii.Intern ational comparisonsofthe real GNPper capitaareinaccurate dueto
exchangerate conv ersion ofdifferent currenciesintoacommon currency.
iv. TherealGNPper capitafailstotakeinto accountp roblems associated with basic
needslikenutrition, health,  sanitation, housing, water and
education.Theimprovement inlivingstand ar dsby pr oviding basicneedsc annot
bemeasur edby increase inGNPpercapita.
Despitethe selimitatio ns,thereal GNPp ercapita isthe mostwide lyusedmeasure of
economicdevelopment
Welf are

Economicdevelopment is oftenmeasured from a welfarepoint of
view.Fromthis  perspective,econ omicdevelopmentis regarded asap rocesswhereby
thereisanincreasein
the con sump tion of goodsand servicesbyindi viduals.Fromawel far eper spective, econ o
mic development isdefinedasa sustainedimp rovement inmaterialwel |-
being,whichisreflected inanincreasingflowof goodsand services.Welf areasameasure
of econo micdevelopme nt hasitsown limitation s:-

I. Thefirstlimitation arises with regardto theweights to beatta chedto
the
consump tionofindi viduals.Con sump tion of goodsand servicesdepend ontheta ste
andp referencesofindividuals.Itisthereforenotco rr ectto havethe sameweights
inpreparingthewel fareindex ofindi viduals.

ii.
Cautionshouldbeexe rcisedwith regar dtothe composition ofthet otal ou tputthat

isgivingrisetoanincreaseinper capitacon sump tion, and howtheou tputisvalued.
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Theincreasedtotalou tput may becomp osedof capitalgood s.Itmay beattheco st

of ar edu ced out putof consumer goods.

iii. Fromthe wel far epointofview,wemu stalsoconsider notonlywh atisproduced
buthowit isproduced. Theexpansionofrealnationaloutputmight haveresulted
fromlonghoursof labour and deter ioration ofworking conditi onsofthe labour
force.

Iv.

Increaseinwel far emig htbe accompani edbyincreasedinequ alityindi stributionof
incomei.e. therichmighthavebeco mericher andthepoor poorer.

SocialIndicators

Dueto dissati sfactionwith GNP/G N Pper capita asmeasur es
of econ omicdevelopmen t, certainecon omists
havetriedto measure itinter msof socialindi cator s. Someindi cators are

‘input s'e.g.nutriti on standards or number ofhospitalbeds or doctors per

headof  population whileothersareoutputse.g. infantmortality rates,sickness

ratesetc. Soci a indi cators arenorm allyreferr edto ash asicneeds
of developmen t.Thedi rect provisionof basicneeds suchashe alth, edu cation,
food, water, sanitati onandhou singaff ectspovertyin a

shorter periodandw ithfewer monetaryresour cesthan GNP/G NPper capitastr ate
gy whi chaimsatincreasingproduc tivity
andinco mesofthe poorauto maticallyoverthe long
run. Thelimitations of socialindi cators asme asuresof econ omicde velopment include :-
There nounanimity amongeconomistas tothenumber andtypeof itemstobe
included insuchan inde x.
Thereisthep roblemof assigningweights  tot hevariousitemswhi chmaydepend
upon thesoci al,econ omicandpolitic alset-upofthecoun try.
iii.
Majority ofindi cators ar e‘input s'andnot ‘output s'suchaseducation,hea Ithetc

iv. Theyinvolve'‘valuejudgemen ts’hencethey ar enotpopul ar.
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Economicgrowthandincomedistribution: TheKuznetshypothesis

Therehasbeenm uchcontroversyamong economistsoverthe issueofwhethere
conomic  growthincreasesordecreases income  distribution.Prof.Simon
Kuznetswas thefirst econ omistto study this problem empirically. Heobserved
thatinthe earlystages of
econ omicde velopment relativeincomeinequ alityinc r eases,stabilizesfor atimeandth

en declinesinlater stages(forming Kuznetscurveasinthe figurebel ow)

Inequality

Income par Capita

Causesofincreaseininequalitywithdevelopment

Therearemanyfactorsthat tend toincreaser el ativeincomeinequ alityinthe ear
lystag esof development of poor coun tries.

Poorcountriesarecharacteri zedbygeographic,social,financialandte chnol ogic
al dualism. Whenthe processoftransi tionfromatr aditional
agricultu ralsociety tomodernindu strial economybegins, it increasesinequ alities
inincomedi stribution. Therearestruc tur al changeswhi ch
leadtoincreasingemploymento pportuni ties, exploitati on of new resour ces
and improvements intechnol ogy.Allthe seleadtoincreaseinper capitaincomeinthe
indu stri alsector.Theincomes
of wor kers,managers,entrepreneursetcin urbanareas
increasemorerapidly.Butincomeper capitaofwor kersengagedinagricultur aland no
n-
agriculturaloccupationsinrural areasdoes not riseduetosubsistence agriculture ,defe

ctive landtenu resystemandrural backwar dness.
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Theindu strialsector usesc apital-inten sive techniqueswhi ch

absorbsonlyedu cated, skilled
andtr ained wor ker s.Wor kersinthissector havehi ghincomesandemployers
earnlarge
profits.Thusthe modernindu stri alsector gr owsfasterthan therural subsistence sect
or.As
aresult, therelativeshareofincomeand profitin nationalincomeofthissectorrises,mo
re thanintheruralsector.

Themig rationof ruralpopulation tourbanareasdoesnotp rovide gainful
employment
opp or tuni tiestothe unedu catedandun skilledpeople intownsandcities.Themajority
of themtakeuplow skilled jobse.g. vegetableandfruitvendors, carwashers,
domestic servants etc. All suchpersons are underemployedand have low
incomes.  With technol ogical advanceandincreaseinfinancialfacilities inurban
areas, new class of
entre preneu rsemergeswhi chleadstodiversification inmanuf actur ing,tradeand busi
ness.
Consequently,inco mesandp rofitsof personsen gagedinthem incr ease. Thereisalsourba
n
biasinthe allocationoffinancial r esour cesfor development onpar tofgovernment with
the resultthatthe ruraleconomyremainsbackwardwith disguisedunemployment
and low per capitai ncome. Aboveall, highergrowthrateof population
among the masses inLDCs increasesthe absolute
number of peopleandhencerelativeinequ ality.
Causesofreductionininequ alitywithd evelop ment

Kuznets
givestworeasonsforthe decreaseininequ ality ofincomedi stributionwhenthe
coun tryreacheshighincome

levelsinthe later stag esofdevelopmen t.First,theper capitainco meofthe highestinc
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omegroups fallsbecausetheir shareofincomefromproperty decreases.Second the

per cap itainco meof the lowe stinco megroupsriseswhen
governmenttakes legislative decision with respectto
edu cationAndhe althservices,

inheritanceandinco metaxation, socialsecurity, full employmentandec onomicreliefei
ther towholegroupsorindividuals.

Asdevelopmentp roceeds, itsetsinm oti onach ainof cumul ativeexp ansionintheii
ndustri al sector thereby
leadingtohigher percapitainc ome. Thisinturn increasesthe dem and for farm
produc tsandotherp roduc tsandbackwar dareaswhich r aisestheper capitaincome of
thepeopleofthe seareas.Indevelopmentecono micsliter ature, thisiscalled“tri
cklingdown
effects”or ‘spreadseffect’ ofdevelopmen t.Besidestheinco mesof rural areas,al
soincrease fromurbanremittancesandor/f oreignremittances.Peoplebelon ging
toruralareas but workinginurban areasandor livinginforeigncountriesremit
lar gesums to their depend ents.

Meaning of Human Development:

The term ‘human development’ may be defined as an expansion of human
capabilities, a widening of choices, ‘an enhancement of freedom, and a
fulfillment of human rights.

At the beginning, the notion of human development incorporates
the need for income expansion. However, income growth should consider
expansion of human capabilities. Hence development cannot be equated
solely to income expansion.

Income is not the sum-total of human life. As income growth is
essential, so are health, education, physical environment, and freedom.
Human development should embrace human rights, socio-eco-politico
freedoms. Based on the notion of human development. Human

Development Index (HDI) is constructed. It serves as a more humane
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measure of development than a strictly .income- based benchmark of per

capita GNP.

The first UNDP Human Development Report published in 1990
stated that: “The basic objective of development is to create an enabling
environ ment for people to enjoy long, healthy and creative lives.” It also
defined human development as “a process of enlarging people’s choices”,
“and strengthen human capabilities” in a way which enables them to lead
longer, healthier and fuller lives.

From this broad definition of human development, one gets an idea
of three critical issues involved in human development interpretation.
These are: to lead a long and healthy life, to be educated, and to enjoy a
decent standard of living. Barring these three crucial parameters of
human development as a process enlarging people’s choices, there are
additional choices that include political freedoms; other guaranteed
human rights, and various ingredients of self-respect.

One may conclude unhesistantly that the absence of these essential
choices debars or blocks many other opportunities that people should
have in widening their choices. Human development is thus a process of
widening people’s choices as well as raising the level of well-being
achieved.

What emerges from- the above discussion is that economic growth
measured in terms of per capita GNP focuses only on one choice that is
income. On the other hand, the notion of human development embraces
the widening of all human choices—whether economic, social, cultural or
political. One may, however, contest GDP/GNP as a useful measure of
development since income growth enables persons in expanding their

range of choices.

This argument is, however, faulty. Most importantly, human choices go
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far beyond income expansion. There are so many choices that are not

dependent on income. Thus, human development covers all aspects of
development. Hence it is a holistic concept. “Economic growth, as such
becomes only a subset of human development paradigm.”

Objectives of Human Development:

In the traditional development economics, development 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 development, in other words, came to be redefined in terms of
reduction or elimination of poverty and inequality.

These are, after all, ‘a goods-oriented’ view of development. True
development has to be ‘people- centred’. When development is defined in
terms of human welfare it means that people are put first. This ‘people-

oriented’ view of development is to be called human development.

It is thus clear that per capita income does not stand as a true
index of development of any country. To overcome this problem and to
under stand the dynamics of development, the United Nations
Development Programme (UNDP) developed the concept of Human
Development Index (HDI) in the 1990s. This index brought in
revolutionary changes not only in development, but also in the policy
environment in which the government was assigned a major role instead
of market forces.

Economic development now refers to expanding capabilities.
According to AmartyaSen, the basic objective of development is ‘the
expansion of human capabilities’. The capability of a person reflects the
various combinations 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 different ways of living.
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For example:

Can people read and write? Are foodstuffs distributed among
people in a universal manner? Do poor students get midday meal in
schools? Do the poor children get adequately nourishing diets at home?
No one would doubt that an illiterate poor person cannot have the same
capabilities that a rich literate one gets. Thus capability failure leads to
poverty and deprivation. This perspective of development, as enunciated
by A. Sen, suggests why development economists put greater emphasis

on education and health.

There are many countries in the world which —despite high levels of per
capita GDP growth/ real income—experience high mortality rate,
undernourishment rate, poor literacy, and so on. This is a case called
‘growth without development’. M. P Todaro and S. C. Smith assert: “Real
income is essential, but to convert the characteristics of commodities
into functions.... surely requires health and education as well as income.”
In other words, income does not define peoples’ ‘well- being’ adequately.

Well-being, athough a diverse notion, should consider health and
education, in addition to income. Sen’s intellectual insights and
fundamental ideas induced UNDP to formulate HDI as a comprehensive
measure of development. It may be reiterated that the HDI as used in the
Human Development Reports to compare different countries in the world
has been designed as alternative to per capita GDP/GNP. Today, it is the
most single commonly used measure to evaluate development outcomes.

Components of Human Development:

The noted Pakistani economist MahbubulHaq considered four essential
pillars of human development.

These are:

i. Equality,
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ii. Sustainability,

iii. Productivity, and

iv. Empowerment.
Equality:

If development is viewed in terms of enhancing people’s basic
capabilities, people must enjoy equitable access to opportunities. Such
may be called equality-related capabilities. To ensure equality-related
capabilities or access to opportunities what is essential is that the
societal institutional structure needs to be more favourable or
progressive.

In other words, the unfavourable initial asset distribution, like land,
can be made more farmer-friendly through land reform and other
redistributive measures. In addition, uneven income distribution may be
addressed through various tax-expenditure policies. Economic or
legislative- measures that interferes with market exchange may enable

people to enlarge their capabilities and, hence, well-being.

Further, to ensure basic equality, political opportunities need to be
more equal. In the absence of effective political organisation,
disadvantaged groups are exploited by the ‘rich’ to further their own
interests rather than social goals. However, participatory politics gets a

beating by the inequality in opportunities in having basic education.

It is to be added here that basic education serves as a catalyst of social
change. Once the access to such opportunity is opened up in an equitable
way, women or religious minorities or ethnic minorities would be able to
remove socioeconomic obstacles of development. This then surely brings
about a change in power relations and makes society more equitable.

Sustainability:
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Another important facet of human development is that

development should ‘keep going’, should ‘last long’. The concept of
sustainable development focuses on the need to maintain the long term
protective capacity of the biosphere. This then suggests that growth
cannot go on indefinitely; there are, of course, ‘limits to growth.’

Here we assume that environment is an essential factor of
production. In 1987, the Bruntland Commission Report (named after the
then Prime Minister Go Harlem Bruntland of Norway) defined

sustainable development as ‘... development that meets the needs of the
present without compromising the ability of future generations to meet
their basic needs.” This means that the term sustainability focuses on the
desired balance between future economic growth and environ- mental
quality. To attain the goal of sustainable development, what is of great
impor tance is the attainment of the goal of both intra- generation and
inter- generation equality.

This kind of inequality includes the term ‘social well-being’ not only
for the present generation but also for the people who will be on the
earth in the future. Any kind of environmental decline is tantamount to
violation of distributive justice of the disadvan taged peoples. Social well-
being thus, then, depends on environ- mental equality.

Productivity:

Another component of human development is productivity which
requires investment in people. This is commonly called investment in
human capital. Investment in human capital—in addition to physical
capital—can add more productivity.

The improvement in the quality of human resources raises the
productivity of existing resources. Theodore W. Schultz—the Nobel Prize-
winning economist—articulated its importance: “The decisive factors of

production in improving the welfare of poor people are not space,
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energy, and crop land; the decisive factor is the improvement in

population quality.” Empirical evidence from many East Asian countries
corroborate this view.
Empower ment:

The empowerment of people—particularly women—is another com -
ponent of human development. In other words, genuine human
development requires empower ment in all aspects of life. Empowerment
implies a political democracy in which people themselves make the
decisions about their lives. Under it, people enjoy greater political and
civil liberties and remain free from excessive controls and regu lations.
Empowerment refers to decentralisation of power so that the benefits of
governance are reaped by all peoples.

It focuses on grassroots participation which promotes democracy
by enfranchising the disadvantaged groups. Unfortu nately, benefits are

cornered by the elites because of lack of

empowerment of people. Participation as a goal is a feature of
‘bottom-up’ development strategy rather than ‘top-down’. Further,
develop ment policies and strategies male-dominated. But the benefits of
development are to be made ‘gender- sensitive’.

Discrimination against women in health and education is very
costly from the viewpoint of achieving development goals. Education of
women can lead to a virtuous circle of lower fertility, better care of
children, more educational oppor tunity, and higher productivity. Above
all, as women’s education rises, women’s independence in making their
own choices also increase.

Anyway, decentralization and participation empower people,
specially the women and the poor. It then breaks the ‘deprivation trap’.

MahbubulHaq asserts: “If people can exercise their choices in the
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political, social and economic spheres, there is a good prospect that

growth will be strong, democratic, participatory and durable.”

National income

National income is an uncertain term which is used
interchangeably with national dividend, national output and national
expenditure. 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 country.

In other words, the total amount of income accruing to a country
from economic activities in a year’'s time is known as national income. It
includes payments made to all resources in the form of wages, interest,

rent and profits.

1. Definitions of National Income:

The definitions of national income can be grouped into two classes:
One, the traditional definitions advanced by Marshall, Pigou and Fisher;

and two, modern definitions.
The Marshallian Definition:

According to Marshall: “The labour and capital of a country acting
on its natural resources produce annually a certain net aggregate of

commodities, material and immaterial

including services of all kinds. This is the true net annual income or
revenue of the country or national dividend.” In this definition, the word

‘net’ refers to deductions from the gross national income in respect of
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depreciation and wearing out of machines. And to this, must be added

income from abroad.
Concepts of National Income:

There are a number of concepts pertaining to national income and

methods of measurement relating to them.
(A) Gross Domestic Product (GDP):

GDP is the total value of goods and services produced within the country
during a year. This is calculated at market prices and is known as GDP at
market prices. Dernberg defines GDP at market price as “the market
value of the output of final goods and services produced in the domestic

territory of a country during an accounting year.”
There are three different ways to measure GDP:
Product Method, Income Method and Expenditure Method.

These three methods of calculating GDP yield the same result because

National Product = National Income = National Expenditure.
1. The Product Method:

In this method, the value of all goods and services produced in
different industries during the year is added up. This is also known as the
value added method to GDP or GDP at factor cost by industry of origin.
The following items are included in India in this: agriculture and allied
services; mining; manufacturing, construction, electricity, gas and water
supply; transport, communication and trade; banking and insurance, real
estates and ownership of dwellings and business services; and public
administration and defense and other services (or government services).

In other words, it isthe sum of gross value added.
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2. The Income Method:

The people of a country 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 (compensation of employees) + Rent

+ Interest + Profit.
3. Expenditure Method:

This method focuses on goods and services produced within the

country during one year.
GDP by expenditure method includes:

(1) Consumer expenditure on services and durable and non-durable
goods (C),

(2) Investment in fixed capital such as residential and non-

residential building, machinery, and inventories (l),
(3) Government expenditure on final goods and services (G),

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

(X),

(5) Less imports (M). That part of consumption, investment and
government expenditure which is spent on imports is subtracted from
GDP. Similarly, any imported component, such as raw materials, which is

used in the manufacture of export goods, is aso excluded.

Thus GDP by expenditure method at market prices = C+ I + G+ (X

— M), where (X-M) is net export 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 producers

within the country. Since the net value added gets distributed as income
to the owners of factors of production, GDP is the sum of domestic factor

incomes and fixed capital consumption (or depreciation).
Thus GDP at Factor Cost = Net value added + Depreciation.
GDP at factor cost includes:

(i) Compensation of employees i.e., wages, salaries, etc.

(ii) Operating surplus which is the business profit of both
incorporated and unincorporated firms. [Operating Surplus = Gross

Value Added at Factor Cost—Compensation of Employees—Depreciation]
(iii) Mixed Income of Self- employed.

Conceptually, GDP at factor cost and GDP at market price must be
identical/This is because the factor cost (payments to factors) of
producing goods must equal the final value of goods and services at
market prices. However, the market value of goods and services is

different from the earnings of the factors of production.

In GDP at market price are included indirect taxes and are
excluded subsidies by the government. Therefore, in order to arrive at
GDP at factor cost, indirect taxes are subtracted and subsidies are added

to GDP at market price.

Thus, GDP at Factor Cost = GDP at Market Price — Indirect Taxes +
Subsidies.

(C) Net Domestic Product (NDP):
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NDP is the value of net output of the economy during the year.

Some of the country’s capital equipment wears out or becomes obsolete
each year during the production process. The value of this capital
consumption is some percentage of gross investment which is deducted
from GDP. Thus Net Domestic Product = GDP at Factor Cost -

Depreciation.
(D) Nominal and Real GDP:

When GDP is measured on the basis of current price, it is called
GDP at current prices or nominal GDP. On the other hand, when GDP is
calculated on the basis of fixed prices in some year, it is called GDP at

constant prices or real GDP.

Nominal GDP is the value of goods and services produced in a year
and measured in terms of rupees (money) at current (market) prices. In
comparing one year with another, we are faced with the problem that the
rupee is not a stable measure of purchasing power. GDP may rise a great
deal in a year, not because the economy has been growing rapidly but

because of rise in prices (or inflation).

On the contrary, GDP may increase as a result of fall in prices in a
year but actually it may be less as compared to the last year. In both 5
cases, GDP does not show the real state of the economy. To rectify the
underestimation and overestimation of GDP, we need a measure that

adjusts for rising and falling prices.

This can be done by measuring GDP at constant prices which is

called real GDP. To find out the real GDP, a base year is chosen when the
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general price level is normal, i.e., it is neither too high nor too low. The

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

Now the general price level of the year for which real GDP is
to be calculated is related to the base year on the basis of the

following formula which is called the deflator index:

GDP for the " Base Year (=100)

Real GOF=
- Current Year Current Year 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 Deflator:

GDP deflator is an index of price changes of goods and services
included in GDP. It is a price index which is calculated by dividing the
nominal GDP in a given year by the real GDP for the same year and

multiplying it by 100. Thus,

_ Nominal (or Current Prices) GDP

GDP Deflator = - w 100
Real (or Constant Prices) GDP
426.7th.
For example, GDP Deflator in 1997-98 = o0 L CIORS 00
1049, 2th. crores at

=135.9

It shows that at constant prices (1993-94), GDP in 1997-98
increased 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 National Product (GNP):
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GNP is the total measure of the flow of goods and services at

market value resulting from current production during a year in a

country, including net income from abroad.
GNP includes four types of final goods and services:

(1) Consumers’ goods and services to satisfy the immediate wants

of the people;

(2) Gross private domestic investment in capital goods consisting of
fixed capital formation, residential construction and inventories of

finished and unfinished goods;
(3) Goods and services produced by the government; and

(4) Net exports of goods and services, i.e., the difference between
value of exports and imports of goods and services, known as net income

from abroad.

In this concept of GNP, there are certain factors that have to be
taken into consideration: First, GNP is the measure of money, in which
all kinds of goods and services produced in a country during one year are

measured in terms of money at current prices and then added together.

But in this manner, due to an increase or decrease in the prices,
the GNP shows arise or decline, which may not be real. To guard against
erring on this account, a particular year (say for instance 1990-91) when
prices be normal, is taken as the base year and the GNP is adjusted in
accordance with the index number for that year. This will be known as

GNP at 1990-91 prices or at constant prices.

Second, in estimating GNP of the economy, the market price of

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

purchased by consumers.

If those products were counted at every stage, they would be
included many a time in the national product. Consequently, the GNP
would increase too much. To avoid double counting, therefore, only the
final products and not the intermediary goods should be taken into

account.

Third, goods and services rendered free of charge are not included
in the GNP, because it is not possible to have a correct estimate of their
market price. For example, the bringing up of a child by the mother,
imparting instructions to his son by a teacher, recitals to his friends by a

musician, etc.

Fourth, the transactions which do not arise from the produce of
current year or which do not contribute in any way to production are not
included in the GNP. The sale and purchase of old goods, and of shares,
bonds and assets of existing companies are not included in GNP because
these do not make any addition to the national product, and the goods

are simply transferred.

Fifth, the payments received under social security, e.g.,
unemployment insurance allowance, old age pension, and interest on
public loans are also not included in GNP, because the recipients do not
provide any service in lieu of them. But the depreciation of machines,

plants and other capital goods is not deducted from GNP.

Sixth, the profits earned or losses incurred on account of changes

in capital assets as a result of fluctuations in market prices are not
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included in the GNP if they are not responsible for current production or

economic activity.

For example, if the price of a house or a piece of land increases due
to inflation, the profit earned by selling it will not be a part of GNP. But
if, during the current year, a portion of a house is constructed anew, the
increase in the value of the house (after subtracting the cost of the newly
constructed portion) will be included in the GNP. Similarly, variations in
the value of assets, that can be ascertained beforehand and are insured

against 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 market 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 purchase is always
excluded from the GNP.

There are two main reasons for this. One, it is not known whether
these things were produced during the current year or the preceding
years. Two, many of these goods are foreign made and smuggled and

hence not included in the GNP.
Three Approaches to GNP:

After having studied the fundamental constituents of GNP, it is
essential to know how it is estimated. Three approaches are employed for
this purpose. One, the income method to GNP; two, the expenditure
method to GNP and three, the value added method to GNP. Since gross
income equals gross expenditure, GNP estimated by all these methods

would be the same with appropriate adjustments.

1. Income Method to GNP:
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The income method to GNP consists of the remuneration paid in

terms of money to the factors of production annually in a country.

Thus GNP is the sum total of the following items:
(i) Wages and salaries:

Under this head are included all forms of wages and salaries
earned through productive activities by workers and entrepreneurs. It
includes all sums received or deposited during a year by way of all types
of contributions like overtime, commission, provident fund, insurance,

etc.

(i) Rents:
Total rent includes the rents of land, shop, house, factory, etc. and
the estimated rents of all such assets as are used by the owners

themselves.
(iii) Interest:

Under interest comes the income by way of interest received by the
individual of a country from different sources. To this is added, the
estimated interest on that private capital which is invested and not
borrowed by the businessman in his personal business. But the interest
received on governmental loans has to be excluded, because it is a mere

transfer of national income.
(iv) Dividends:

Dividends earned by the shareholders from companies are included
in the GNP.

(v) Undistributed corporate profits:
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Profits which are not distributed by companies and are retained by

them are included in the GNP.
(vi) Mixed incomes:

These include profits of unincorporated business, self-employed

persons and partnerships. They form part of GNP.
(vii) Direct taxes:

Taxes levied on individuals, corporations and other businesses are
included in the GNP.

(viii) Indirect taxes:

The government levies a number of indirect taxes, like excise

duties and sales tax.

These taxes are included in the price of commodities. But revenue
from these goes to the government treasury and not to the factors of

production. Therefore, the income due to such taxes is added to the GNP.
(ix) Depreciation:

Every corporation makes allowance for expenditure on wearing out
and depreciation of machines, plants and other capital equipment. Since
this sum also is not a part of the income received by the factors of

production, it is, therefore, also included in the GNP.
(xX) Net income earned from abroad:

This is the difference between the value of exports of goods and
services and the value of imports 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 + Interest + Dividends + Undistributed Corporate Profits +
Mixed Income + Direct Taxes + Indirect Taxes + Depreciation + Net

Income from abroad.

2. Expenditure Method to GNP:

From the expenditure view point, GNP is the sum total of

expenditure incurred on goods and services during one year in a country.
It includes the following items:
(i) Private consumption expenditure:

It includes all types of expenditure on personal consumption by the
individuals of a country. It comprises expenses on durable goods like
watch, bicycle, radio, etc., expenditure on single-used consumers’ goods
like milk, bread, ghee, clothes, etc., as also the expenditure incurred on
services of all kinds like fees for school, doctor, lawyer and transport. All

these are taken as final goods.
(if) Gross domestic private investment:

Under this comes the expenditure incurred by private enterprise on
new investment and on replacement of old capital. It includes
expenditure on house construction, factory- buildings, and all types of

machinery, plants and capital equipment.

In particular, the increase or decrease in inventory is added to or
subtracted from it. The inventory includes produced but unsold
manufactured and semi-manufactured goods during the year and the

stocks of raw materials, which have to be accounted 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 investment. But depreciation
is added.

(iit) Net foreign investment:

It means the difference between exports and imports or export
surplus. Every country exports to or imports from certain foreign
countries. The imported goods are not produced within the country and
hence cannot be included in national income, but the exported goods are
manufactured within the country. Therefore, the difference of value
between exports (X) and imports (M), whether positive or negative, is
included in the GNP.

(iv) Government expenditure on goods and services:

The expenditure incurred by the government on goods and services
is a part of the GNP. Central, state or local governments spend a lot on
their employees, police and army. To run the offices, the governments
have also to spend on contingencies which include paper, pen, pencil and

various types of stationery, cloth, furniture, cars, etc.

It also includes the expenditure on government enterprises. But
expenditure on transfer payments is not added, because these payments
are not made in exchange for goods and services produced during the

current year.

Thus GNP according to the Expenditure Method=Private
Consumption Expenditure (C) + Gross Domestic Private Investment (I) +
Net Foreign Investment (X-M) + Government Expenditure on Goods and
Services (G) = C+ | + (X-M) + G.
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As already pointed out above, GNP estimated by either the income or the

expenditure method would work out to be the same, if all the items are

correctly calculated.
3. Value Added Method to GNP:

Another method of measuring GNP is by vaue added. In
calculating GNP, the money value of final goods and services produced at
current prices during a year istaken 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 intermediate product.

For instance, raw materials, semi-finished products, fuels and
services, etc. are sold as inputs by one industry to the other. They may be
final goods for one industry and intermediate for others. So, to avoid
duplication, the value of intermediate products used in manufacturing
final products must be subtracted from the value of total output of each

industry in the economy.

Thus, the difference between the value of material outputs and
inputs at each stage of production is called the value added. If all such

differences are added up for all industries 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 constructed on the supposition that the entire economy
for purposes of total production consists of three sectors. They are

agriculture, manufacturing, and others, consisting of the tertiary sector.
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Out of the value of total output of each sector is deducted the value

of its intermediate purchases (or primary inputs) to arrive at the value
added for the entire economy. Thus the value of total output 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).

TABLE1: GDPBY VALUEADDED

(Rs. crores)
Industry Total Intermediate Value
Output Purchases Added

(1 {2) (3) (4)=(2-3)

1. Agriculture 30 10 20
2. Manufacturing 0 45 25
3. Others 55 25 30

Total 155 B0 75

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, interest and profits, a small portion goes to the
government as indirect taxes and the remaining amount is meant for

depreciation. 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 depreciation 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 product at market prices. Again, if
indirect taxes (Rs. 7 crores) are deducted from the net domestic product

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 product at factor cost. This is

illustrated in Table 2.

TABLE 2
VALUE ADDED AT FACTOR COST
(Rs. Crores)
1. Market Value of output 155
2. Less: cost of intermediate Goods 80
3. Gross value added 75
4. Less:depreciation 8
5. Net value added or domestic 67
product at market prices
6. Less: indirect taxes 7
7. Net value added at factor cost 60

Net value added at factor cost is equal to the net domestic product at
factor cost, as given by the total of items 1 to 4 of Table 2 (Rs.
45+3+4+8 crores=Rs. 60 crores). By adding indirect taxes (Rs 7 crores)
and depreciation (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.

TABLE 3 : GROS55 DOMESTIC PRODUCT

{Rs Crores)

1. Wages and salaries 45
2. Income from rent 3
3. Net interest 4
4. Profits of companies B

Net Value Added or NDFP _60
5. Indirect taxes +7
6. Depreciation +8

Gross Value Added or GDP ]
7. Net income from abroad +5
Gross National Income B0
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It’s Importance:

The value added method for measuring national income is more
realistic than the product and income methods because it avoids the
problem of double counting by excluding the value of intermediate
products. Thus this method establishes the importance of intermediate
products in the national economy. Second, by studying the national
income accounts relating to value added, the contribution of each

production sector to the value of the GNP can be found out.

For instance, it can tell us whether agriculture is contributing more
or the share of manufacturing is falling, or of the tertiary sector is
increasing in the current year as compared to some previous years.
Third, this method is highly useful because “it provides a means of
checking the GNP estimates obtained by summing the various types of

commodity purchases.”
It’s Difficulties:

However, difficulties arise in the calculation of value added in the
case of certain public services like police, military, health, education, etc.
which cannot be estimated accurately in money terms. Similarly, it is
difficult to estimate the contribution made to value added by profits

earned on irrigation and power projects.
(G) GNP at Market Prices:

When we multiply the total output produced in one year by their
market prices prevalent during that year in a country, we get the Gross
National Product at market prices. Thus GNP at market prices means the
gross value of final goods and services produced annually in a country

plus net income from abroad. It includes the gross value of output of all

Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce
&Management, KAHE, Page 33




KARPAGAM ACADEMY OF HIGHER EDUCATION

Class: IIl B.COM Course Name: Indian
Economy
Course Code:16CMUGO04A UNIT -1 Semester: VI

Year: 2016- 19 Batch
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 production in one year
in a country. It includes all items mentioned above under income method

to GNP less indirect taxes.

GNP at market prices always includes indirect taxes levied by the
government on goods which raise their prices. But GNP at factor cost is
the income which the factors of production receive in return for their

services alone. It is the cost of production.

Thus GNP at market prices is always higher than GNP at factor
cost. Therefore, in order to arrive at GNP at factor cost, we deduct
indirect taxes from GNP at market prices. Again, it often happens that
the cost of production of a commodity to the producer is higher than a

price of a similar commodity in the market.

In order to protect such producers, the government helps them by
granting monetary help in the form of a subsidy equal to the difference
between the market price and the cost of production of the commodity.
As a result, the price of the commodity to the producer is reduced and

equals the market price of similar commodity.

For example if the market price of rice is Rs. 3 per kg but it costs
the producers in certain areas Rs. 3.50. The government 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.

Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce
&Management, KAHE, Page 34




KARPAGAM ACADEMY OF HIGHER EDUCATION

Class: IIl B.COM Course Name: Indian
Economy
Course Code:16CMUGO04A UNIT -1 Semester: VI

Year: 2016- 19 Batch
GNP at Factor Cost = GNP at Market Prices — Indirect Taxes +

Subsidies.

(1) Net National Product (NNP):

NNP includes the value of total output of consumption goods and
investment goods. But the process of production uses up a certain
amount of fixed capital. Some fixed equipment wears out, its other
components are damaged or destroyed, and still others are rendered

obsolete through technological changes.

All this process is termed depreciation or capital consumption
allowance. In order to arrive at NNP, we deduct depreciation from GNP.
The word ‘net’ refers to the exclusion of that part of total output which

represents depreciation. So NNP = GNP—Depreciation.
(J) NNP at Market Prices:

Net National Product at market prices is the net value of final
goods and services evaluated at market prices in the course of one year
in a country. If we deduct depreciation from GNP at market prices, we
get NNP at market prices. So NNP at Market Prices = GNP at Market

Prices—Depreciation.
(K) NNP at Factor Cost:

Net National Product at factor cost is the net output evaluated at
factor prices. It includes income earned by factors of production through
participation in the production process such as wages and salaries, rents,

profits, etc. It is also called National Income. This measure differs from
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NNP at market prices in that indirect taxes are deducted and subsidies

are added to NNP at market prices in order to arrive at NNP at factor

cost. Thus

NNP at Factor Cost = NNP at Market Prices — Indirect taxes+

Subsidies

= GNP at Market Prices — Depreciation - Indirect taxes +
Subsidies.

= National Income.

Normally, NNP at market prices is higher than NNP at factor cost
because indirect taxes exceed government subsidies. However, NNP at
market prices can be less than NNP at factor cost when government

subsidies exceed indirect taxes.
(L) Domestic Income:

Income generated (or earned) by factors of production within the
country from its own resources is called domestic income or domestic

product.
Domestic income includes:

(i) Wages and salaries, (ii) rents, including imputed house rents,
(iii) interest, (iv) dividends, (v) undistributed corporate profits, including
surpluses of public undertakings, (vi) mixed incomes consisting of profits
of unincorporated firms, self- employed persons, partnerships, etc., and

(vii) direct 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 domestic
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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
negative. If exports exceed import, net income earned from abroad is
positive. In this case, national income is greater than domestic income.
On the other hand, when imports exceed exports, net income earned
from abroad is negative and domestic income is greater than national

income.
(M) Private Income:

Private income is income obtained by private individuals from any
source, productive or otherwise, and the retained income of
corporations. It can be arrived at from NNP at Factor Cost by making

certain additions and deductions.

The additions include transfer payments such as pensions,
unemployment allowances, sickness and other social security benefits,
gifts and remittances from abroad, windfall gains from lotteries or from
horse racing, and interest on public debt. The deductions include income
from government departments as well as surpluses from public
undertakings, and employees’ contribution to social security schemes

like provident funds, life insurance, etc.

Thus Private Income = National Income (or NNP at Factor Cost) +
Transfer Payments + Interest on Public Debt — Social Security — Profits

and Surpluses of Public Undertakings.

(N) Personal Income:
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Personal income is the total income received by the individuals of a

country 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 transfer payments whereas they are not included in

national income.

Personal income is derived from national income by deducting
undistributed corporate  profits, profit taxes, and employees’
contributions to social security schemes. These three components are

excluded from national income because they do reach individuals.

But business and government transfer payments, and transfer
payments from abroad in the form of gifts and remittances, windfall
gains, and interest on public debt which are a source of income for
individuals are added to national income. Thus Personal Income =
National Income — Undistributed Corporate Profits — Profit Taxes — Social

Security Contribution + Transfer Payments + Interest on Public Debt.

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

the latter because it excludes undistributed corporate profits.

Thus Personal Income = Private Income - Undistributed Corporate

Profits — Profit Taxes.
(O) Disposable Income:

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 direct taxes have actually

been paid. Therefore, in order to obtain disposable income, direct taxes
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are deducted from personal income. Thus Disposable Income=Personal

Income —Direct Taxes.

But the whole of disposable income is not spent on consumption
and a part of it is saved. Therefore, disposable income is divided into
consumption expenditure and savings. Thus Disposable Income =

Consumption Expenditure + Savings.

If disposable income is to be deduced from national income, we
deduct indirect taxes plus subsidies, direct taxes on personal and on
business, social security payments, undistributed corporate profits or
business savings from it and add transfer payments and net income from

abroad to it.

Thus Disposable Income = National Income — Business Savings -
Indirect Taxes + Subsidies — Direct Taxes on Persons — Direct Taxes on
Business — Social Security Payments + Transfer Payments + Net Income

from abroad.
(P) Real Income:

Real income is national income expressed in terms of a general
level of prices of a particular year taken as base. National income is the
value of goods and services produced as expressed in terms of money at

current 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
increase in prices, NNP might be higher this year. On the contrary, it is
also possible that NNP might have increased but the price level might
have fallen, as a result national income would appear to be less than that

of the last year. In both the situations, the national income does not
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depict the real state of the country. 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 particular year
is taken as the base year when the general 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 determined is assessed in accordance with the
prices of the base year. For this purpose the following formula is

employed.

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

Current 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 aso known as national income at constant prices.
(Q) Per Capita Income:

The average income of the people of a country in a particular year
is called Per Capita Income for that year. This concept also refers to the
measurement of income at current prices and at constant prices. For
instance, in order to find out the per capita income for 2001, at current
prices, the national income of a country is divided by the population of
the country in that year.

Narional income for 2001
Per Capita Income for 2001 = Population in 2001

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

Income, this very formula is used.
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Real national income for 2001
Popularion in 2001

Real Per Capita Income for 2001 =

This concept enables us to know the average income and the
standard of living of the people. But it is not very reliable, because in
every country due to unequal distribution 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. Methods of Measuring National Income:

There are four methods of measuring national income. Which
method is to be used depends on the availability of data in a country and

the purpose in hand.
(1) Product Method:

According to this method, the total value of final goods and
services produced in a country during a year is calculated at market
prices. To find out the GNP, the data of all productive activities, such as
agricultural products, wood received from forests, minerals received
from mines, commodities produced by industries, the contributions to
production made by transport, communications, insurance companies,
lawyers, doctors, teachers, etc. are collected and assessed at market
prices. Only the final goods and services are included and the

intermediary goods and services are left out.
(2) Income Method:

According to this method, the net income payments received by all
citizens of a country in a particular year are added up, i.e., net incomes
that accrue to all factors of production by way of net rents, net wages,
net interest and net profits are all added together but incomes received

in the form of transfer payments are not included in it. The data
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pertaining to income are obtained from different sources, for instance,

from income tax department in respect of high income groups and in

case of workers from their wage bills.
(3) Expenditure Method:

According to this method, the total expenditure incurred by the
society in a particular year is added together and includes personal
consumption expenditure, net domestic investment, government
expenditure on goods and services, and net foreign investment. This
concept is based on the assumption that national income equals national

expenditure.
(4) Value Added Method:

Another method of measuring national income is the value added
by industries. The difference between the value of material outputs and
inputs at each stage of production is the value added. If all such
differences are added up for all industries in the economy, we arrive at

the gross domestic product.
4. Difficulties or Limitations in Measuring National Income:

There are many conceptual and statistical problems involved in
measuring national income by the income method, product method, and

expenditure method.
(A) Problems in Income Method:

The following problems arise in the computation of National

Income by income method:

1. Owner-occupied Houses:
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A person who rents a house to another 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

tenant its services.

For the purpose of national income accounts, 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 calculated as that
portion of the amount that would have accrued to the house- owner after

deducting all expenses.
2. Self-employed Persons:

Another problem arises with regard to the income of self-employed
persons. In their case, it is very difficult to find out the different inputs
provided by the owner himself. He might be contributing his capital,
land, labour and his abilities in the business. But it is not possible to
estimate the value of each factor input to production. So he gets a mixed
income consisting of interest, rent, wage and profits for his factor

services. This is included in national income.

3. Goods meant for Self-consumption:

In under-developed countries like India, farmers keep a large
portion of food and other goods produced on the farm for self-
consumption. The problem is whether that part of the produce which is
not sold in the market can be included in national income or not. If the
farmer were to sell his entire produce in the market, he will have to buy

what he needs for self-consumption 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. Wages and Salaries 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
amenities. 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) Problems in Product Method:

The following problems arise in the computation of national

income by product method:
1. Services of Housewives:

The estimation of the unpaid services of the housewife in the
national income presents a serious difficulty. A housewife renders a
number of useful services like preparation 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 performed by paid servants are included in
national income. The national income is, therefore, underestimated 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 measured in monetary terms. That is why when the

owner of a firm marries his lady secretary, her services are not included
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in national income when she stops working as a secretary and becomes a

housewife.

When a teacher 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 assessed in money terms for the reason

stated above, such as painting, singing, dancing, etc. as hobbies.
2. Intermediate and Final Goods:

The greatest difficulty in estimating national income by product
method is the failure to distinguish properly between intermediate and
final goods. There is aways the possibility of including a good or service
more than once, whereas only final goods are included in national income
estimates. This leads to the problem of double counting which leads to

the overestimation of national income.
3. Second- hand Goods and Assets:

Another problem arises with regard to the sale and purchase of
second- hand goods and assets. We find that old scooters, cars, houses,
machinery, etc. are transacted daily in the country. But they are not
included in national income because they were counted in the national

product in the year they were manufactured.

If they are included every time they are bought and sold, national
income would increase many times. Similarly, the sale and purchase of
old stocks, shares, and bonds of companies are not included in national
income because they were included in national income when the
companies were started for the first time. Now they are simply financial

transactions and represent claims.
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But the commission or fees charged by the brokers in the

repurchase and resale of old shares, bonds, houses, cars or scooters, etc.
are included in national income. For these are the payments they receive

for their productive services during the year.
4. Illegal Activities:

Income earned through illegal activities like gambling, smuggling,
illicit extraction of wine, etc. is not included in national income. Such
activities have value and satisfy the wants of the people but they are not
considered productive from the point of view of society. But in countries
like Nepal and Monaco where gambling is legalised, it is included in
national income. Similarly, horse-racing is a legal activity in England and

isincluded in national income.
5. Consumers’ Service:

There are a number of persons in society who render services to
consumers but they do not produce anything tangible. They are the
actors, dancers, doctors, singers, teachers, musicians, lawyers, barbers,
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 payments for their services, their

services are included as final goods in estimating national income.
6. Capital Gains:

The problem also arises with regard to capital gains. Capital gains
arise when a capital asset such as a house, some other property, stocks
or shares, etc. is sold at higher price than was paid for it at the time of

purchase. Capital gains are excluded from national income because these
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do not arise from current economic activities. Similarly, capital losses are

not taken into account while estimating national income.
7. Inventory Changes:

All inventory changes (or changes in stocks) whether positive or
negative are included in national income. The procedure is to take
changes in physical units of inventories for the year valued at average

current prices paid for them.

The value of changes in inventories may be positive or negative
which is added or subtracted from the current production of the firm.
Remember, it is the change in inventories and not total inventories for

the year that are taken into account in national income estimates.
8. Depreciation:

Depreciation is deducted from GNP in order to arrive at NNP. Thus
depreciation lowers the national income. But the problem is of estimating
the current depreciated value of, say, a machine, whose expected life is
supposed to be thirty years. Firms calculate the depreciation 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 Changes:

National income by product method is measured by the value of
final goods and services at current 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 contrary, with the fall in the price level, the national income
also falls, though the national production might have increased. So price

changes do not adequately measure national income. To solve this
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problem, economists calculate the real national income at a constant

price level by the consumer price index.
(C) Problems in Expenditure Method:

The following problems arise in the calculation of national

income by expenditure method:
(1) Government Services:

In calculating national income by, expenditure method, the
problem of estimating government services arises. Government provides
a number of services, such as police and military services, administrative
and legal services. Should expenditure on government 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 intermediate goods, meant
for further production, they would not be included in national income.

There are many divergent views on this issue.

One view is that if police, military, legal and administrative
services protect the lives, property and liberty of the people, they are
treated as final goods and hence form part of national income. If they
help in the smooth functioning of the production process by maintaining
peace and security, then they are like intermediate goods that do not

enter into national income.

In reality, it is not possible to make a clear demarcation as to which
service protects the people and which protects the productive process.
Therefore, all such services are regarded as final goods and are included

in national income.
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(2) Transfer Payments:

There arises the problem of including transfer payments in national
income. Government makes payments in the form of pensions,
unemployment allowance, subsidies, interest on national debt, etc. These
are government expenditures but they are not included in national
income because they are paid without adding anything to the production

process during the current year.

For instance, pensions and unemployment allowances are paid to
individuals by the government without doing any productive work during
the year. Subsidies tend to lower the market price of the commodities.
Interest on national or public debt is also considered a transfer payment
because it is paid by the government to individuals and firms on their

past savings without any productive work.
(3) Durable- use Consumers’ Goods:

Durable- use consumers’ goods also pose a problem. Such durable-
use consumers’ goods as scooters, cars, fans, TVs, furniture’'s, etc. are
bought in one year but they are used for a number of years. Should they
be included under investment expenditure or consumption expenditure in
national income estimates? The expenditure on them is regarded as final
consumption expenditure because it is not possible to measure their used

up value for the subsequent years.

But there is one exception. The expenditure on a new house is
regarded as investment expenditure and not consumption expenditure.
This is because the rental income or the imputed rent which the house-
owner gets is for making investment on the new house. However,
expenditure on a car by a household is consumption expenditure. But if

he spends the amount for using it as a taxi, it is investment expenditure.
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(4) Public Expenditure:

Government spends on police, military, administrative and legal
services, parks, street lighting, irrigation, museums, education, public
health, roads, canals, buildings, etc. The problem is to find out which
expenditure is consumption expenditure and which investment

expenditure is.

Expenses on education, museums, public health, police, parks,
street lighting, civil and judicial administration are consumption
expenditure. Expenses on roads, canals, buildings, etc. are investment
expenditure. But expenses on defence equipment are treated as
consumption expenditure because they are consumed during a war as
they are destroyed or become obsolete. However, all such expenses
including the salaries of armed personnel are included in national

income.
5. Importance of National Income Analysis:

The national income data have the following importance:

1. For the Economy:

National income data are of great importance for the economy of a
country. These days the national income data are regarded as accounts
of the economy, which are known as social accounts. These refer to net
national income and net national expenditure, which ultimately equal

each other.

Social accounts tell us how the aggregates of a nation’s income,
output and product result from the income of different individuals,

products of industries and transactions of international trade. Their main
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constituents are inter-related and each particular account can be used to

verify the correctness of any other account.
2. National Policies:

National income data form the basis of national policies such as
employment policy, because these figures enable us to know the
direction in which the industrial output, investment and savings, etc.
change, and proper measures can be adopted to bring the economy to
the right path.

3. Economic Planning:

In the present age of planning, the national data are of great
importance. For economic planning, it is essential that the data
pertaining to a country’s gross income, output, saving and consumption
from different sources should be available. Without these, planning is not

possible.
4. Economic Models:

The economists propound short-run as well as long-run economic
models or long-run investment models in which the national income data

are very widely used.
5. Research:

The national income data are also made use of by the research
scholars of economics. They make use of the various data of the country’s
input, output, income, saving, consumption, investment, employment,
etc., which are obtained from social accounts.

6. Per Capita Income:
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National income data are significant for a country’s per capita

income which reflects the economic welfare of the country. The higher
the per capita income, the higher the economic welfare of the country.
7. Distribution of Income:

National income statistics enable us to know about the distribution
of income in the country. From the data pertaining to wages, rent,
interest and profits, we learn of the disparities in the incomes of different
sections of the society. Similarly, the regional distribution of income is

reveal ed.

It is only on the basis of these that the government can adopt
measures to remove the inequalities in income distribution and to restore
regional equilibrium. With a view to removing these personal and
regional disequibria, the decisions to levy more taxes and increase public

expenditure also rest on national income statistics.

Economic Development of Occupational Structure:

Economic development creates various types of occupations in an
economy. All these various occupations can be broadly classified into
three categories, viz., primary, secondary and tertiary. The primary
occupations include all those essential activities such as agriculture and
allied activities like animal husbandry, forestry, fishery, poultry farming

etc.

Secondary activities include manufacturing industries composed of both
large and small scale and mining. Tertiary activities include all other
activities like transport, communication, banking, insurance, trade etc.
The occupational structure indicated the distribution as well as

absorption of population into these various types of occupations.
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In underdeveloped countries, majority of the population are still

engaged in agriculture and other primary activities. Even in some
developed countries like Japan, England, Norway fishing continues to be
an important occupation, providing employment to a substantial number
of populations.

Development experience shows that with the gradual development
of a backward economy, the importance of primary occupations gradually
declines with the growth of industries and tertiary activities. In the
secondary sector, large scale industries, being more capital-intensive
cannot provide much employment opportunities.

But it is the development of small scale and cottage industries,
mining activities etc., being largely labour-intensive, can provide huge
number of employment opportunities.

Again the tertiary occupations are also considered very important
as these have a huge employment potential. In developed countries, the
absorption capacity of this sector is very high. According to World
Development Report, 1983, whereas about 45 to 66 per cent of the work
force of developed countries was employed in the tertiary sector but
India could absorb only 18 per cent of total force in this sector.

Changes in occupational structure are very much associated with
economic development. The rate of economic development and the level
of per capita income increase as more and more work force shifts from
primary sector to secondary and tertiary sector.

As A.G.B. Fisher writes, “We may say that in every progressive
economy there has been a steady shift of employment and investment
from the essential ‘Primary activities’ to secondary activities of all kinds
and to a still greater extent into tertiary production.”

While putting importance on the change in occupational structure,

Colin Clark observes, “A high average level of real income per head is
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always associated with a high proportion of working population engaged

in tertiary industries low real income per head is always associated with
a low proportion of the working population engaged in tertiary
production and a high percentage in primary production.”

Thus to attain a high rate of economic development inter-sectoral
transfer of work force is very much necessary. This would be possible
only when productivity of agriculture increases due to introduction of
improved technology in it.

The increase in productivity in agriculture transfers surplus work
force from agriculture to other sectors. The extent and pace of inter-
sectoral transfer of work force depend very much on the rate of increase
in productivity in the primary sector in relation to other sectors.
Occupational Distribution of Population in India:

Occupational distribution of population reflects on the degree of
development and the diversification achieved in an economy. Let us now
turn our discussion on the occupational structure of India. The
occupational structure of India clearly reflects a high degree of
backwardness prevailing in Indian economy.

Since the turn of the present century the occupational structure in
India was tilted towards the primary sector. Over the last 80 years (1901-
1981), the proportion of working force engaged in primary occupations
remained very steady, i.e., around 70 per cent and that in secondary and
tertiary sector was ranging between 28 to 30 per cent only.

Let us now make a detailed study on the occupation structure of
India during this long 100-years period.

Occupational Structure during 1901- 1951:

During the first half of the present century, occupational

distribution of population in India did not report any appreciable change.

Agriculture occupied the dominant position and its absorption capacity
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had increased 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
introduction of British machine- made goods in Indian market leading to
destruction of traditional Indian handicrafts. This forced the labourers of
this household industry to engage themselves in agricultural operations
for earning their livelihood.

All these led to a marked increase in the proportion of landless
agricultural labourers to total labour force from 17 per cent in 1901 to
nearly 20 per cent in 1951. The percentage of population engaged in
other allied activities like forestry, 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, industrial activity was very much restricted to
plantation and textile industry and was also supported by imported
machinery resulting limited backward Ilinkage effects and lack of
diffusion of spread effect of industrialisation. Thus this process of
industrialisation had created a very little impact on the generation of
employment opportunities.

On this industrialisation issue, PriyatoshMaitra rightly observed,
“In Indian experience employment multiplier seems to be small and,
therefore, occupational structure remained amost static Limited
employment horizons, resulting from a process of industrialisation devoid
of ‘built-in technological process effects, strengthen the hold of
production techniques with built-in under employment.”

Moreover,” the depressed and overcrowded agriculture could not
offer a significant portion of marketable surplus which could raise the
demand for industrial goods and the tertiary sector could not increase its

absorption capacity significantly.
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However, T. Krishnamurty wrote, “Between 1901 and 1951 factory

employment expanded partly at the expense of non-factory sectors, the
modern branches grew at the cost of a number of traditional ones; and
manufacturing output per head increased. While the share of transport,
storage and communications rose, for the other branches of services
trends are unclear.

Many services associated with modernisation under colonial rule
expanded, in particular, public, educational, medical and legal services.”
Occupational Structure during 1951- 2000:

After independence and especially after the introduction of
planning in India, attempt was made by the planning to accelerate the
process of industrialisation and also to change the occupational structure
by transferring a section of working force from agriculture to secondary
and tertiary sectors.

Accordingly, the Second Plan observed, “By 1975-76, the
proportion of agricultural labour force to the total should come down to
60 per cent or so. But for this to happen something like a fourfold
increase in the numbers engaged in mining and factory establishment
has to be brought about, and the investment pattern in the plans has to
be adjusted to these requirements.”

Just to fulfill these requirements it was necessary to increase the
agricultural productivity through adoption of modern technology for
meeting food and raw material requirements of the developing economy.
It was also necessary to reduce the dependence on agriculture by
generating alternative employment opportunities in the rural areas.

All these technological changes in agriculture along-with Iland
reforms measures were introduced in India in order to increase
agricultural production and productivity and to transfer surplus labour

force from agricultural sector to secondary and tertiary sector.
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On the other hand, to change the occupational structure in India,

importance of designing a suitable employment policy was felt. With the
introduction of planning, a considerable increase in employment
opportunities was expected.

The planned economic development anticipated a rapid progress in
the expansion of irrigation, power, basic industries, other manufacturing
and household industries and the expansion of tertiary activities in the
service sector like expansion of trade, banking, insurance, transportation
and communication etc. But after two decades of planning occupational
structure in India could not show any remarkable change.

Although both secondary and tertiary sector expanded and their
absorption capacity also increased substantially but the rate of increase
in employment opportunities fell far short of rate of increase in the
labour force.

Moreover, another important condition for realising the change in
occupational structure, viz., a significant increase in agricultural
productivity could not be fulfilled. Again the allied activities of the
primary sector and development of village industries could not make
much headway in engaging the surplus population from the agricultural
sector. All these led to growing pressure of population on agricultural
sector and resulted in widespread disguised unemployment in rural
areas.

Considering this situation, the Planning Commission in its Fifth
Plan document mentioned, “At the present pace of industrialisation any
mass- scale transfer of the labour force from agriculture to non-
agriculture sectors is ruled out. The growing labour force in agriculture
has to be provided with fuller employment within agriculture.”

Thus, Table 6.11 shows that during the period 1951-71, the

proportion of work force engaged in the primary sector remained
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constant at 72.1 per cent. In-spite of heavy investment made on

manufacturing and service sector during these two decades of planning
the absorption capacity of secondary and tertiary sectors jointly
remained the same at 28 per cent of the total work force.

Occupational Distribution of Working Population in India

Again during the next 1971-2000 period, the proportion of work
force engaged in the primary sector declined marginally to 56.7 per cent.
Another noticeable change that was recorded was that the proportion of
cultivators declined from 50 per cent in 1951 to 38.4 per cent in 1991
and that of agricultural labourers increased horn 20 per cent to 26 per
cent during the same period.

This shows the growing concentration of land in the hands of rich
and well-to-do farmers and the transformation of small and marginal
farmers into landless agricultural labourers. Moreover, the proportion of
work force engaged in the secondary sector increased marginally from
11.2 per cent to 17.5 per cent during the 1971-2000 period and that of
engaged in tertiary sector increased slightly from 16.7 per cent to 25.8
per cent during the same period.

The absorption capacity of both the secondary and tertiary sector
jointly increased from 28 per cent to 43.3 per cent during this 1971-2000
period.

Again the World Development Report, 1995 shows that in 1993, the
percentages of work force, both wages and non-wages engaged in
agriculture, industry and services were to the extent of 63.2 per cent,
14.2 per cent and 22.6 per cent respectively.

Considering the earlier mentioned position we can conclude that
there was virtually no clear shift of working population from primary
sector to secondary and tertiary sectors. Thus the planning process in

India has totally failed to bring any change in its occupational structure.
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Factors Responsible for Failure of Occupational Structure:

1. Indian planners failed to make any serious attempt for the
development of rural economy for utilizing the vast idle labour force and
also to raise the productivity of labourers. Due to poor organisation, the
programmes of reducing unemployment and under- employment problem
in the rural areas failed miserably.

Moreover, planners did not make any serious attempt to enlarge
the scope of non-agricultural rural employment.

2. Land reforms in India failled miserably to realise its goal and to
create 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 Government such as
cheaper credit, marketing, subsidy on fertilizer price etc. only benefitted
rich farmers and poor and marginal farmers could not reap any benefit
from these facilities leading to a failure in raising their agricultural
productivity.

4. Efforts of the planners to develop industries helped the large
scale capital goods sector and the plans could not create much response
to the development of small scale and cottage industries. This
development of large scale highly capital-intensive industries could not
create much employment potential and thus created no impact on the
occupational structure of the country.

5. The high rate of growth of labour force is also an important
factor which has been creating serious drags on the path of changing the
occupational structure in India. This fast growing labour force without
getting any subsidiary occupation open to them in the rural areas stated
to eke out their living from agricultural sector alone.

This led to a huge dependence as well as a high degree of disguised

unemployment in the agricultural sectors.
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Thus under this present situation occupational structure in India

can be amended suitable only when the country will start to develop its
labour-intensive sectors that include small scale and cottage industries,
allied activities in the primary sector such as animal husbandry, fishing,
poultry farming etc. and the service sectors as well as so to foster the
growth of non-agricultural employment side by side with modern large
scale industrial sector.

Development of this huge labour-intensive sector will raise the
level of employment and income both in the rural and urban areas
leading to an enlargement of aggregate demand for various goods and
services produced by large scale industries.

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.

Important Questions

2marks

Define an under developed economy.

What is Economic development?

Gives the meaning of Gross Domestic Product (GDP).
What are the three dimensions of under development?
What is meant by occupational distribution?

List out the important problems of Indian economy

N o R~ D PRP

List out features 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 occupational structure in India

émarks

1. What are the characteristics of an under developed country? Is

India an underdeveloped Country?
2. Describe the sectoral composition of National income in India
3. Explain the various characteristics features of Indian Economy?
4. What are the various indicators of human development?
5. Discuss the methods used in india for computing national income
6. Examine the characteristics of the indian economy
7. Explain the factors that promote economic development in india.
8. Briefly explain the sectoral composition of national income

9. Explain the various features of indian economy

10. Discuss different concepts of national income
11. Discuss difficulties in measurement of national income
12. Explain the major retarding factors which affect the growth

of the indian economy.

13. Explain the main features of an underdeveloped economy. Do

you think india is an underdeveloped economy?
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UNIT -1

INDIAN ECONOMY

S.N | Question OPTION A |OPTION B |OPTION C OPTION D | Answer

O

1 An low per employmen | low dependency figure working low per
underdevelo | capita t force largely | capita
ped income generation in the income
economy is tertiary
generally sector
characterise
d by

2 Who World bank | World United Nations UNCTAD United
releases the economic Nations
Human forum
Development
Report?

3 Who Paul Mahbub — Jean dreze Alfred Mahbub —ul
invented the | krugman ul Haq marshal Haq
Human
Development
Index?

4 The best Its Its Its gross production Its per its per
indicator of agriculture |transport capita capita
economic income income
development
of any
country is ?

5 What is the Manufactur | Business Public sector Agriculture Agriculture
mainstay of ing
Indian
economy ?

6 The data of Planning National Central Statistical None of Central
estimation of | Commision | Data Organsation above Statistical
India's Center Organsation

National
income is




issued by ?

7 Which of the | High level Low level A relatively closed All the All the
following of of capital economy above above
denotes an inequalities | productivit
underdevelo y
ped
economy?

8 The Life Infant Population growth rate All the Life
component/s | expectancy | mortality above expectancy
of HDI is/are | index rate index

9 The phase of | Boom Recession Depression Recovery Recession
gradual fall
in income,
output and
employment
is

10 The value of | Per capita Disposable Inflation rate Real Real
national income income national national
income income income
adjusted for
inflation is
called

11 The average | Per capita Disposable Inflation rate Real Per capita
income of income income national income
the country income
is

12 Which of the | Transfer Social Corporate taxes Undistribute | Transfer
following is payments security d profits payments to
added to to contributio individuals
national individuals | ns
income
while
calculating
personal

income?




13 The period 2000- 2005 | 2001- 2006 2002- 2007 2003- 2008 2002- 2007
of 10th Plan
in India is

14 One of the investment | productivit | ceiling on land holdings investment pattern has
reasons for pattern has [y in have enabled more people |been directed towards
India's been agriculture |to own land and hence capital intensive
occupational | directed has been their preference to stay industries
structure towards high with agriculture
remaining capital enough to
more or less | intensive induce
the same industries people to
over the stay with
years has agriculture
been that

15 What is the Manufactur | Business Public sector Agriculture Agriculture
mainstay of ing
Indian
economy?

16 Indian Socialistic Mixed Ghandian Economy Free Mixed
Economy is: | Economy Economy Economy Economy

17 Who is the President Prime Vice President Finance Prime
Chairman of Minister Minister Minister
the Planning
Commission
in India?

18 Who was the | Indira C Vijay Kelkar None of the | Vijay Kelkar
Chairman of | Rajaraman Rangarajan above
the 13th
Finance
Commission
of India?

19 Which of the | Laffer Engel’s Gini-Lorenz Curve Philip Curve | Gini-Lorenz
following is Curve Law Curve
used for the
measuremen
t of




distribution
of income?

20

Who was the
first
administrato
r-statesman
to attempt
planning as
a means for
economic

development
?

Sir CP
Ramaswam
i Aiyyar

M
Viswesvara

yya

VT Krishnamachari

C
Rajagopal ac
hari

M
Viswesvar ay

ya
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Which of the
following
Five Year
Plans
recognized
human
development
as the core
of all
development
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 standard
of living?

Third Plan

Fifth Plan

Fourth Plan

Sixth Plan

Fourth Plan

23

Gross
domestic
capital
formation is
defined as

flow of
expenditur
e devoted
to
increased
or
maintainin

expenditure
incurred on
physical

assets only

production exceeding
demand

net addition
to stock
after
depreciation

net addition
to stock
after
depreciatio
n




g of the

capital
stock
24 National A Money B Money C Money value of D Money B Money
income value of value of consumer goods produced value of value of
refers to stocks and capital by a country during a year | goods and capital
shares of a | goods services goods
country produced produced in | produced by
during a by a a country a country
year country during a during a
during a year year
year
25 Per capita A Area of B Volume C Total working D Total D Total
income is the country | of capital popul ation population population
obtained by used of the of the
dividing country country
National
Income by
26 GDP at A GDP B GDP C NNP plus depreciation D GDP A GDP
Factor Cost minus minus allowances minus minus
is indirect subsidies depreciation | indirect
taxes plus plus allowances taxes plus
subsidies indirect subsidies
taxes
27 NREGP is A National B National C National Rural D National C National
the Rapid Rapid Employment Guarantee Rural Rural
abbreviated Employmen [ Educational | Programme Educational Employmen
form of t Guarantee Guarantee t Guarantee
Guarantee Programme Programme Programme
Programme
28 Gross A Goods B Goods C Final goods produced in | D Final D Final
Domestic produced and an economy in a year goods and goods and
Product is in an services services services
defined as economy in | produced in produced in |produced in
the value of a year an economy an economy | an economy

al

in ayear

in ayear

in a year




29

Which of the
following is
not a part of
national
income?

A Rent

B Profits

C Wages and Salaries

D Interest
on national
debt

A Rent

30

Which of the
following is
the largest
employer in
India?

A Steel
Authority
of India

B Indian
Railways

C Food Corporation of
India

D Posts and
Telegraphs
Department

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 Undistrib
uted profits

D Undistrib
uted profits

32

he main
difference
between
Gross
Domestic
Product
(GDP) and
Gross
National
Product
(GNP) is

A Capital
gains

B Transfer
payments

C Net foreign income from
abroad

D Capital
consumptio
n allowance

C Net
foreign
income
from abroad

33

Social
accounting
system in
India is

A Enterpris
€,
households
and

B Assets,
liabilities
and debt
position

C Income, product and
expenditure

D Public
sector,
private
sector and

C Income,
product and
expenditure




classified
into

governmen
t

joint sector
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Whose
estimate of
per capita
income of
India during
colonial
period was
considered
very
significant.

Dadabai
Naoroji,

V.K.R.V
Rao,

William Digby

R.C.Desai.

Dadabai
Naoroji,

35

Which of
the
following is
not one of
the factors
related to
HDI

Human
Developme
nt Index.

Longevity

Literacy

descent standard of Iving

Increase in
Govt. Jobs.

Increase in
Govt. Jobs.

36

The
components
of Human
Development
Index are

Life
expectancy
, per capita
GDP and
sex ratio

Sex ratio,
educational
attainment
and pure
drinking
water

Life expectancy, per capita
GDP and educational
attainment

Per capita
GDP,
infrastructu
re and sex
ratio

Life
expectancy,
per capita
GDP and
educational
attainment

37

n economic
terminology
the final
production
of goods and
services
valued at
market

Gross
Domestic
Product

Gross
National
Product

National Income

Net
National
Product

Gross
National
Product




prices

during a
year of a
nation is
known as

38

The net
value of
GDP after
deducting
depreciatio
n from GDP
is

Net
national
product

Net
domestic
product

Gross nhational product

Disposable
income

N et
domestic
product

39

When
depreciatio
nis
deducted
from GNP,
the net
value is

Net
national
product

Net
domestic
product

Gross national product

Disposable
income

Net national
product

40

The value
of NNP at
consumer
point is

NNP at
factor cost

NNP at
mark et
price

GNP at market price

GNP at
factor cost

NNP at
mar k et
price

41

The value
of NNP at
production
point is
called

NNP at
factor cost

NNP at
mark et
price

GNP at market price

GNP at
factor cost

NNP at
mar k et
price
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What base

year is used
to calculate
per capita

income in

India?

2004- 05

2011-12

2001- 2002

2014-15

2011- 12

43

Which
state of

Goa

Delhi

Maharashtra

Punjab

Goa




India
currently
has the
highest Per
Capita
Income?

44

At present,
how much
is India's
Per Capita
Income
(based on
mar k et
prices)?

Rs.72350

Rs.93293

Rs.85261

Rs.103007

Rs.103007

45

How much
does the
primary
sector
contribute
to India's
GDP?

26%

20%

53%

14%

20%
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Which
sector
contributes
the most to
India's
economy?

Service
sector

Manufactur
ing sector

Agricultural sector

Small scale
industries

Service
sector

a7

The
concept of
POLI was
developed

by

Morris D
Morris

UNO

UNDP

Oxford
Poverty and
Human
Developmen
t Initiative

Morris D
Morris

48

The
parameter/
s of the
PQLI is/are

Life
Expectancy
Index

Standard of
living index

Infant mortality rate

A and C

A and C
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The primary
sector is
composed of

Agriculture

Forest

Fishery

All the
above

All the
above

50

The
contribution
of primary
sector has

Constant

Increased

Decreased

All of the
above

Decr eased

51

Generally,
an economy
is divided
into
sectors.

Primary

Secondary

Tertiary

Three

Three

52

The highest
employment
growth rate
is found in

Constructio
n

Real Estate

Insurance and Financial

All the
above

Constructio
n

53

The
movement of
workers
from

to other
sectors give
rise to
labour
productivity

Agriculture
Sector

Secondary
Sector

Tertiary Sector

Information
Technology

Secondary
Sector

54

Since

made India
is one of the
World’'s
fastest
growing
economies.

1990

2000

1996

1980

1990

55

In 2011,
about

64%

61%

70%

58%

61%




of the
working
population
was engaged
in
agriculture.

56

In Indian
Mixed
Economy

sectors go
side by side.

Private

Public

Both

None of the
above

Both

57

The feature
of capitalist
economy is
economic

Equality

Inequality

Both

None of the
above

Inequality

58

Economy
incorporate
aspects of
more than
one
economic
system.

Capitalist

Socialist

Mixed

Corporate

Mixed

59

What is the
rank of India
in the
Human
Development
Index 2018?

142

136

140

130

130t

60

Globalisation
of indian
economy
means

giving up
programme
s of import
substitutio
n

stepping up
external
borrowings

establishing indian
business units abroad

having
minimum
possible
restriction
on economic

having
minimum
possible
restriction
on




relation with
other
countries

economic
relation

with other
countries




KARPAGAM ACADEMY OF HIGHER EDUCATION

Class: IIl B.COM Course Name: Indian
Economy
Course Code:16CMUGO04A UNIT =11 Semester: VI

Year: 2016- 19 Batch

Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce
&Management, KAHE, Page 1




KARPAGAM ACADEMY OF HIGHER EDUCATION

Class: IIl B.COM Course Name: Indian
Economy
Course Code:16CMUGO04A UNIT =11 Semester: VI

Year: 2016- 19 Batch
SYLLABUS

UNIT 2: The Evolution of planning and import substituting
industrialization- Economic reforms since 1991,Monetary and fiscal

policies with their implication on economy.

Economic Planning in India

Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce
&Management, KAHE, Page 2




KARPAGAM ACADEMY OF HIGHER EDUCATION

Class: IIl B.COM Course Name: Indian
Economy
Course Code:16CMUGO04A UNIT —1I Semester: VI

Year: 2016- 19 Batch
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,
until 2014, planning was the responsibility of the National
Planning Commission that was established on March 15, 1950.
The first five-year plan was prepared by the Planning Commission
for the period 1951-56. The first Prime Minister of India, Pandit
Jawaharlal Nehru was the first chairman of the Planning
Commission. The Prime Minister was aways the ex-officio
chairman of the Planning Commission. The Deputy Chairman who
was nominated by commission held the rank of a cabinet minister.
In 2014, the government led by Prime Minister NarendraM odi
dissolved the Planning Commission and replaced it by the think
tank called NITI Aayog. NITI here, stands for National Institution
for Transforming India. Objectives of Planning: Planning plays a
very significant role especially in a developing country like India.
The following are some of the objectives of economic planning in
India: 1. Economic Growth and Development: Every five-year plan
had a growth target that had to be achieved by the end of the
planning period. In order to bring about an improvement in
standard of living of the people, the per capita income has to rise.
A rise in per capita income is necessary to overcome the problems

of poverty and its effects. 2. Increase in Employment:
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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 about
an increase in output capacity. Investments help in creating
employment opportunities. One of the objectives of planning is,
thus, to push up the rate of investment 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 distribution of income in order to ensure social justice.
Prevalence of inequalities in the economy results in exploitation of
the poor wherein the rich become richer and the poor become
poorer. 5. Balanced Regional Development: In India, there exists a
wide gap in the development of different states and regions. While
Gujarat, Tamil Nadu, Maharashtra etc., enjoy high levels of
development, there are states like Bihar, Odisha, Nagaland etc.,
which remain backward. Planning aims at bringing about a
balanced regional development by diverting more resources to the
poor and backward regions. 6. Modernisation: Modernisation
refers to a shift in the composition of output, innovation and
advancement in technology. Modernisation helps an economy to
advance at a faster pace and compete with the developed nations
of the world. The objective of planning is to encourage and
incentivise investments into various sectors of the economy,

especially the industrial 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 formulated 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 agricultural sector to increase the food
production in India to overcome the crisis. The monsoon was
favorable to agriculture in those years and therefore, the
production increased. The first five-year plan was quite successful
as the targeted growth rate was 2.1 percent and the achieved

growth rate was 3.6 percent.
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Second Five-Year Plan: It was formulated for the period 1956-61 and it

focused on rapid industrialisation. The plan amed 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 in the plan was 4.3 percent against the target of 4.5
percent. Third Five-Year Plan: It was formulated for the period
1961-66. The third five- year plan was prepared with the mindset
that India has entered the ‘take-off stage’ and it is time for it to
become a self-reliant and self-generating economy. The plan gave
priority to both agriculture as well as the industrial 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 expenditure had to be allocated to meet the defence
requirements. The actual growth rate achieved in the plan was 2.8
percent as against the target of 5.6 percent. 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, termed
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. Fourth Five-Year Plan:
It was formulated for the period 1969-74 and had two basic
objectives growth with stability and progressive achievement of

self-reliance. It stressed upon the growth of the agricultural
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sector and it was during this period that various family planning

measures were introduced to control the rising population. While
the plan aimed at a highly ambitious growth rate of 5.7 per cent,
it could achieve only 3.3 percent. This failure could be attributed
to the huge influx of refugees from Bangladesh and the Indo-
Pakistan war in 1972. Fifth Five-Year Plan: It was formulated for
the period 1974-79 and proposed two main objectives removal of
poverty and attainment 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 utter failure due to high levels of inflation.
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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,
introduced the ‘Rolling Plan’ in 1978, which is said to incorporate
three kinds of plans first plan for the current 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 abandoned with Congress Government
coming up with the sixth five-year plan. Sixth Five-Year Plan: It
was introduced by the Congress Government for the period 1980-
85. It was based on Nehru’s model of growth and aimed at a
direct attack on the problem of poverty by creating conditions for
increasing employment opportunities. Many  employment
generation schemes such as Training of Rural Youth for Self
Employment (TRYSEM) and Integrated Rural Development
Programme (IRDP) were introduced. Though the plan progressed
as perceived by the planners during the first four years, a severe
famine occurred in the fifth year i.e., 1984-85. Therefore, the
agricultural output declined drastically. However, the economy
still managed to grow at 5.7 percent as against the target of 5.2
percent. Seventh Five-Year Plan: It was formulated for the period
1985-1990 and it aimed at accelerating food grain production,

creating employment opportunities and raising labor productivity.
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The focus of the plan was on ‘food, work and productivity’. The

plan was quite successful and recorded a growth rate of 6 per
cent as against the targeted growth rate of 5 per cent. Eighth
Five-Year Plan: This plan could not be formulated in 1990 due to
uncertain political situation at the centre. Therefore, two annual
plans for the years 1990-91 and 1991-92 were formulated. 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 industrial sector was going
through a recession. Because of this crisis and the pressure from
International Organisations such as IMF, the government led by
P.V. NarasimhaRao introduced the economic reforms in 1991,
post which the eighth plan was launched in 1992 for the period
1992- 97 reflecting the reforms with various structural adjustment
policies. The role of the private sector increased and several
liberalisation measures were introduced. As a result, the growth
rate was the highest as compared to the previous plans. The
eighth plan achieved a growth rate of 6.8 percent as against the
targeted growth rate of 5.6 percent. Ninth Five-Year Plan: It was
formulated 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,
education and infrastructure, since the market forces, by
themselves, may not make these areas attractive to the private
sector. The plan stressed upon the need for public investment in
these areas. The ninth plan aimed at a GDP growth rate of 7
percent. However, due to poor performance of the economy
during 1997-98, the growth target was revised to 6.5 percent. Yet,

the target could not be achieved and the economy grew only at a
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rate of 5.4 percent. Tenth Five-Year Plan: It was formulated for
the period 2002-2007. It was realised that the development goals
cannot be achieved by targeting the economic growth alone.
Therefore, the tenth five year plan set forth measurable targets on
development indicators such as infant mortality rate, literacy,
access to electricity, sanitation facilities, sustainable food
production and environment. The tenth plan targeted a growth
rate of 8 percent. Further, it laid down targets for each state to
ensure balanced development. The tenth plan was, however, not
successful in terms of poverty reduction, generating employment
opportunities and performance of agricultural sector. Many poor
states faced decelerating growth. Thus, the plan was not
successful in bringing about balanced regional development as
well. The plan also failed to achieve its target on infant mortality
and maternal mortality rate. The tenth plan recorded a growth
rate of 7.6 percent as against the targeted growth rate of 8
percent. Eleventh Five-Year Plan: It was formulated for the period
2007-2012 and the plan document was titled “Towards faster and
more inclusive growth”. With the objective of achieving fast and
inclusive growth, the eleventh plan had set targets for various
socio-economic indicators. It aimed at achieving a GDP growth
rate of 9 percent, agricultural growth rate of 4 percent,
generating 58 million employment opportunities, increase in
wages of unskilled laborers, reduction in poverty by 10 percent,
reduction in drop-out rate, increasing literacy to 85 percent,
reducing gender gap, infant mortality rate and total fertility rate,
reducing malnutrition among children, provision of safe drinking
water, improvement in sex ratio, development of infrastructure

and communication. It also had measurable targets for
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environmental protection such as increase in forest and tree cover

by 5 percent, improving air quality and increasing energy
efficiency. The eleventh plan had an ambitious target of achieving
a growth rate of 9 percent. Though, the economy took off well
achieving a growth rate of 9.3 percent during the first year, it had
a drastic fall to 6.7 percent in 2008-09 due to the global financial
crisis. The economy, however, managed to achieve a growth rate
of 8 percent during this plan due to expansionary measures taken
by the government. 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 poverty, reducing inequality, empowering people and
by bringing in balanced regional development. The goals towards
sustainable development focused on environmental sustain ability,
improvements in health and education sector and development of
physical infrastructure such as transport, telecommunication,
power etc. It had set a growth target of 8 percent and had set
monitor able targets for poverty, education, health, infrastructure,
environment and sustainability. It also aimed at providing banking
services to 90 percent of the households and introduced Adhaar
based direct cash transfer of subsidies and welfare payments. The
Planning Commission was replaced by the think tank called NITI
Aayog (National Institution for Transforming India). The appraisal
of the twelfth five year plan is now the responsibility of the NITI
Aayog. Further, it has also been stated by the Vice Chairman of
the NITI Aayog, Mr.ArvindPanagariya that the five year plans
would now terminate with the end of the twelfth five-year plan
and would be replaced by three documents. The documents 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 conceptualisation of a seven-

year strategy and the long-term by laying down a 15 year Vision
Document. The Vision document 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.
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, through a holistic approach to development going
beyond the limited sphere of the Public Sector and Government of

India.

The NITI Aayog will comprise the following:
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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 by the
Chairperson of the NITI Aayog or his nominee. d. Experts,
specialists and practitioners with relevant domain knowledge as
special invitees nominated by the Prime Minister e. The full-time
organizational framework will comprise of, in addition to the

Prime Minister
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:
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« 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:
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 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.
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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, economic
conditions of the people, nation’s tax paying capacity and
blending of the schemes in such a way that economic resources
and social needs are fully met. Thus, task of the planners is no

way easy.

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.
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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.
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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.
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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., 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.
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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 wusually introduce a measure which has financial
implications, but which it feels it cannot get approved from the

Commission.
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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
factor cost increased from Rs. 4393.45 billion in 1966- 67 to
Rs.45, 733 billion in 2011-12 (at 200405 prices). The per capita
income increased from Rs.8876 to Rs.38, 048 during the same
period (at 2004-05 prices). The average growth rate has increased
from 3.5 percent during 1950 to 1970 to about 5.5 percent after
1990’s. The economy recorded a growth rate of 7.8 percent
during the eleventh five- year plan. 2. Progress in Agriculture: The
first five-year plan focused on agricultural development. However,
agricultural sector did not receive priority in the subsequent
plans. Yet, with various initiatives implemented in the agricultural
sector such as the green revolution and agricultural pricing
policies, there has been a considerable increase in the output of
the agricultural sector. The index of agricultural production
increased from 85.9 in 1970-71 to 165.7 in 1999- 2000 (Base year-
1981-82). The production of major food grains which includes
rice, wheat, coarse cereals and pulses has increased from 77.14
million tons in 1958-59 to 252.22 tons in 201516. With the
introduction of green revolution, the yield per hectare of food
grains has increased from 662 kg in 1959-60 to 2056 kg in 2015-
16. Similarly, the production of commercial crops has also

recorded an increasing trend. Various reforms in the agricultural
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sector such as the RashtriyaKrishiBimaYojana and Kisan credit

cards during the ninth plan and National Food Security Mission
and RashtriyaKrishiVikasYojana during the eleventh plan have
been quite successful in improving the performance of the
agricultural sector. 3. Industrial Growth: Economic planning has
also contributed to the progress of the industrial sector. The index
of industrial production increased from 54.8 in 1950-51 to 152.0
in 1965-66 (Base year- 196061) which is about 176 percent

increase in production 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 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
goods, light engineering goods etc. 4. Public Sector: The public
sector played a predominant role in the economy immediately
after the independence. While there were only 5 industrial public
sector enterprises in 1951, the number increased to 244 in 1990
with an investment of Rs.99, 330 cores. However, the number of
public sector enterprises fell to 217 in March 2010. Yet, the
cumulative investment went up to Rs.5, 79,920 cores. The ratio of
gross profit to capital employed increased from 11.6 percent in
1991-92 to 21.5 percent in 2004-05. Heavy engineering and
transport equipment industries recorded a 117 percent and 111
percent growth respectively in 2006- 07 over the previous year.
Very high profits were recorded by petroleum, telecommunication
services, power generation, coal and lignite, financial services,
transport services and minerals and metal industries. The
government has eliminated a number of restrictions on the
operational and financial powers of the Navaratnas, Miniratnas
and several other profit making public sector enterprises. 5.
Infrastructure: Development of infrastructure such as transport
and communication, power, irrigation etc., is a pre-requisite to
rapid economic growth and development. Expansion of transport

facilities enables easy movement of goods and services and also
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enlarges the market. Irrigation projects contribute significantly to

rural development. Power projects help in meeting the growing
demand for power by both industrial and household sector. The
total road length increased from about 400,000 km in 1951 to
about 4.7 million km in 2011. India has the second largest road
network in the world with about 5,472,444 kilometers of road, as
on March 31, 2015. The route length of the Indian railway
network has increased from about 53,596 km in 1951 to about
64,450 km in 2011. The investment in infrastructure as a
percentage of GDP was about 5.9 percent during the tenth plan

and increased to about 7.2 percent during the eleventh plan.

6. Education and Health Care:

Education and health care are considered as human capital as they
contribute to increased productivity of human beings. Considerable
progress was achieved in the education as well as health sector during
the five-year plans. The number of universities increased from about 22
in 1950-51 to 254 in 2000-01. There were about 22 central universities,
345 state universities, 123 deemed universities and about 41,435
colleges in 2016. The number of institutions in higher education has
increased to over 100 percent since 2008. With the growth in the number
of institutions, the literacy rate in India has increased from 16.7 percent
in 1950-51 to 74.04 percent in 2011. With improvements in the health
infrastructure, India has been able to successfully control a number of
life threatening 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 increased from about 32.1 years in 1951 to 68.01 years in
2014. The infant mortality rate has declined from 149 per thousand in
1966 to 37.42 per thousand in 2015.
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7. Growth of Service Sector:

Service sector is the key contributor to the economic growth of India.
The service sector contributed to about 53.2 percent of the gross value
added growth in 2015-16. The contribution of the IT sector to India’s
GDP increased from about 1.2 percent in 1998 to 9.5 percent in 2015.
The service sector has recorded a growth rate of about 138.5 percent in
the last decade. Financial services, insurance, real estate and business
services are some of the leading services that have been recording a
robust growth in the past few years. The rapid growth of the service
sector in India could be attributed to the inflow of huge amount of FDI in
this sector. India's share of service exports in the world service exports
has increased from 0.6 percent in 1990 to 3.3 percent in 2011. 8. Savings
and Investment: Savings and Investments are major driving forces of
economic growth. The gross domestic savings in India as a proportion of
GDP has increased from 8.6 percent in 1950-51 to about 30 percent in
2012-13. The gross capital formation has increased from 8.4 percent in
1950-51 to 34.70 in 2012-13. Capital accumulation is the key to economic
development. It helps in achieving rapid economic growth and has the

ability to break the vicious circle of poverty.
9. Science and Technology:

India is the third most preferred destination for technology investments.
It is among the top most countries in scientific research and space
exploration. 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 largest scientific manpower after U.S.A
and Russia. The government has undertaken various measures such as
setting up of new institutions for science education and research,

launching the technology and innovation policy in 2013, strengthening
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the infrastructure for research and development in universities, and

encouraging public- private partnership etc. 10. Foreign Trade: On the
eve of independence, India's primary exports were agricultural
commodities and UK and US were its major trading partners. India was
largely dependent on other countries for various capital and consumer
goods. However, with the development of heavy industries during the
five-year plans, India has been able to reduce its dependence on other
countries and was able to achieve self-reliance in a number of
commodities. With the liberalisation of trade, India now exports about
7500 commodities to about 190 countries and it imports about 6000
commodities from about 140 countries. The exports of the country
increased from Rs. 54.08 billion in 1977- 78 to Rs. 17,144.24 billion in
2015-16. And imports have increased 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 considerable increase in the national income and per capita
income. Yet, the rate of increase has been slow as compared to
developing countries like China, which have been able to achieve more
than 10 percent growth rate consistently. India was able to achieve a
growth rate of only about 4 to 5 percent during the pre-reform period. It
was only during the post reform period that is after 1991, that the
country could experience a growth rate of over 7 percent. 2. Neglect of
Agriculture: The five year plans failed to pay attention to the agricultural
sector except for the first fiveyear plan. As a result, the agricultural
growth rate declined from 3.62 percent in 1991-92 to 0.81 percent
during 2009-10. And the share of agriculture in GDP declined from about
50 percent during 1950-51 to about 16 percent of the GDP in 2015. 3.

Unemployment: \
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The plans have failed to address the problem of unemployment which is a

cause of many social evils. The unemployment rate has marginally
reduced from 8.35 percent during 197273 to about 6.53 percent in 2009-
10. It was about 4.19 percent in 2013. The growth rate of employment
has recorded a decline from 2.61 percent in 1972-73 to 1.50 percent
during 2009-10. The employment in primary sector recorded a negative
growth rate of 0.13 percent in 2009-10. 4. Widespread Poverty: Failure
to address the problem of unemployment has resulted in widespread
poverty in the country. The first four plans failed to address the problem
of poverty. It was only during the fifth five-year plan that measures were
taken to tackle poverty directly by introducing various poverty alleviation
programmes. These programmes, however, have achieved only limited
success. The poverty rate in India declined from about 26.1 percent in
2000 to 21.9 percent in 2011. 5. Inflation: Poverty is aggravated under
the situation 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
general prices. The inflation rate was around 10 percent in 2012. 6.
Rising Inequality: With rapid economic growth, the country has been
witnessing a rise in the level of inequality. It has been estimated that the
richest 1 percent own about 58 percent of the country’s wealth. Poor
performance of the agricultural sector and lack of investments in rural
infrastructure are cited as the primary reason for such rising
inequalities. 7. Political Instability: Political instability and inefficient
administration are the major hurdles in successful implementation of the
plans. Though the plans are formulated after complete analysis of the
economic situation, most of the plans fail to achieve the targets due to
inefficient administration, corruption, vested interests and red tapism.
The achievements 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 current level of growth and development that the country

has achieved could not have been possible without planning. Yet,
systematic and efficient implementation of the plans and strategic
policies to tackle the problem of unemployment and poverty could take
the country to greater heights. It is strongly believed that the NITI Aayog
would address these gaps that existed in the planning process in India

and would strive to build a vibrant economy over the years.

Import Substitution Industrialization (ISI)

What is 'Import Substitution Industrialization (ISI)'? Import substitution
industrialization is a theory of economics typically adhered to by
developing countries or emerging- market nations that seek to decrease
their dependence on developed countries and increase their self-
sufficiency. The theory targets the protection and incubation of newly
formed domestic industries to fully develop sectors so the goods
produced are competitive with imported goods. Under ISl theory, this

process makes local economies self-sufficient.
‘Import Substitution Industrialization (1SI)’

The 1Sl theory emerged in Latin American countries following World War
II. The primary goal of the implemented theory is to protect, strengthen
and grow local industries using a variety of tactics, including tariffs,
import quotas and subsidized government Iloans. Countries that
implement this theory attempt to shore up production channels for each
stage of a product's development. This theory runs directly counter to
comparative advantage, which is when countries specialize in producing

goods at a lower opportunity cost and export them.
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ISI policies were initially implemented by countries in the global south,

where the intention was to develop self-sufficiency by creating an
internal market within each country. The success of ISI policies was
facilitated by subsidizing prominent industries such as power generation
and agriculture, as well as subsidizing nationalization, greater taxation
and protectionist trade policies. Developing countries slowly turned away
from 1Sl in the 1980s and 1990s after insistence was placed on global
market- driven liberalization, a concept based on the structural
adjustment programs of the International Monetary Fund and the World
Bank.

Industrial Policy

Industrial policy is a document that sets the tone in implementing,
promoting the regulatory roles of the government. It was an effort to
expand the industrialization and uplift the economy to its deserved
heights. It signified the involvement of Indian government in the

development of industrial sector.

With the introduction of new economic policies, the main aim of the
government was to free the Indian industry from the chains of licensing.
The regulatory roles of the Indian government refer to the policies
towards industries, their establishments, their functioning, their

expansion, their growth as well as their management.

Industrial growth of a country is guided and regulated through its
industrial policies. Let's understand the journey of various industrial

policies

I. Industrial Policy of 1948 The first industrial policy after independence
was announced on 6th April 1948. It was presented by Dr Shyama Prasad

Mukherjee then Industry Minister. The main goal of this policy was to
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accelerate the industrial development by introducing a mixed economy

where the private and public sector was accepted as important in the
development of the economy. It saw Indian economy in socialistic

patterns. The large industries were classified into four categories:

Industries with exclusive State Monopoly/Strategic industries: It
included industries engaged in the activity of atomic energy, railways

and arms and ammunition.

Industries with Government control: This category included industries
of national importance. 18 such categories were mentioned in this
category such as fertilizers, heavy machinery, defence equipment, heavy

chemicals, etc.

Industries with Mixed sector: This category included industries that
were allowed to operate independently in private or public sector. The
government was allowed to review the situation to acquire any existing

private undertaking.

Industry in the Private sector: Industries which were not mentioned in
the above categories fall into this category. High importance was granted
to small businesses and small industries, leading to the utilization of local

resources and creating employment.
[l1. Industrial Policy Resolution, 1956

This second industrial policy was announced on April 20, 1956, which

replaced the policy of 1948. The features of this policy were:
A new classification of Industries.

Non-discriminatory and fair treatment for the private sector.Promotion

of village and small-scale industries.
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To achieve development by removing regional disparity.

Labour welfare.
The IRDA divided industries into three categories:

Schedule A industries: The industries that were under the monopoly of
the state or government. It included 7 industries. The private sector was

also introduced in this industries if national interest required.

Schedule B industries: In this category of industries, 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 industries, fertilizer,

synthetic, rubber, aluminium etc.

Schedule C industries: So the industries that were not a part of the
above- mentioned industries then it formed a part of Schedule C

industries.

To summarize, the policy of 1956 in which the state was given a primary
role for industrial development as capital was scarce and business was

not strong.
[1l. Indian Policy Statement, 1973

Indian Policy Statement of 1973 identified high priority industries with
investment from large industrial houses and foreign companies were
permitted. Large industries were permitted to start operations in rural
and backward areas with a view to developing those areas and enabling
the growth of small industries around. And so the basic features of Indian

Policy Statement were:

The policy was directed towards removing the distortions, it provided

for closer interaction between agriculture and industrial sector.
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Priority was given towards generation and transmission of power.

The list of industries reserved for the small-scale sector was expanded.

Special legislation was made to protect cottage and household

industries were introduced.

[Il. Indian Policy Statement 1977 Indian Policy Statement was announced
by George Fernandes then union industry minister of the parliament. The

highlights of this policy are:

A] Target on the development of small-scale and cottage industries.
Household and cottage industries for self-employment.
Tiny sector investment up to 1 lakhs.
Smallscale industries for investment up to 1-15 lakhs.

B] Large- scale sector

Basic industries: infrastructure and development of small-scale and

village industries.

Capital goods industries: meeting the requirement of cottage

industries.

High technological industries: development of agriculture and

smallscale industries such as petrochemicals, fertilizers and pesticides.
C] Restrict the control of big business houses.
D] Role of the public sector:

Development of ancillary industries.
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To make available expertise in technology and management in small

and cottage industries.
E] Revival and rehabilitation of sick units.
V. Industrial Policy, 1980

The Congress government announced this policy on July 23rd, 1980. The

features of this policy are:
Promotion of balanced growth.
Extension and simplification of automatic expansion.
Taking over industrial sick units.

Regulation and control of unauthorized excess production capabilities

installed for industrial houses.
Redefining the role of small-scale units.
Improving the performance of the public sector.
VI. New Industrial Policy, 1991 The features of NIP, 1991 are as follows:

Public sector de-reservation and privatization of public sector through

disinvestment.
Industrial licensing.

Amendments to Monopolies and Restrictive Trade Practices (MRTP)
Act, 1969.

Liberalised Foreign Investment Policy.

Foreign Technology Agreements (FTA).
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Dilution of protection to SSI and emphasis on competitiveness

enhancement.

The all-around changes introduced in the industrial policy framework
have given a new direction to the future industrialization of the country.
There are encouraging trends on diverse fronts. Industrial growth was
1.7 percent in 1991-92 that has increased to 9.2 percent in 200708.The
industrial structure is much more balanced. The impact of industrial
reforms is reflected in multiple increases in investment envisaged, both

domestic and foreign.
ECONOMIC REFORMS SINCE 1991

Economic Reforms: Economic reforms or structural adjustment is a
long term multi dimensional package of various policies (Liberalisation,
privatisation and globalisation) and programme for the speedy growth,
efficiency in production and make a competitive environment. Economic

reforms were adopted by Indian Govt. in 1991.

Factor’s responsible for Economic reforms. 1. Fall in foreign exchange
reserve . as imports grew faster than exports 2. Adverse balance of
payments resulted repayment crisis 3. Mounting fiscal deficit as govt.
expenditure grew faster than revenue 4. Rise in prices, which has the
negative impact on Investment. 5. Failure of public enterprises:- very low
return on high Investment 6. Gulf crisis increases crude oil prices which
negatively affected BOP. 7. High rate of deficit financing 8. Collapse of

soviet block.

New Economic Policy:- It refers to economic reforms introduced since
1991 to improve the productivity and profitability of economy and to
make it globally competitive. Measures of New Economic policy

Stabilisation measures: These are short run measures introduced by Govt
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to control rise in price, adverse balance of payment and fall in foreign ex-

change reserve.

Structural adjustment: These are long run policies, aimed at improving
the efficiency of the economy and increasing its international
competiveness by removing the rigidity in various segment of the Indian

economy.

In the new economic policy 1991, Structural reforms can be seen with

respect to. -Liberalisation.
-Privatisation - Globalisation.

Liberalisation Liberalisation means removing all unnecessary control and
restrictions like permits licences, protectionist duties quotas etc. In other
words, It may defined as loosening of govt. regulation in a country to
allow for private sector companies to operate business transactions with
fewer restrictions. Objectives of liberalisation :- 1.To decrease debt
burden of the country 2. To expand size of the market 3.To increase
competition among domestic industries 4.To encourage export and
import of goods and services. Economic reforms under liberalisation. 1.
Industrial sector reforms  Abolition of Industrial Licensing Contraction
off Public Sector Freedom to Import capital goods 2. Financial sector

reforms.

Reducing various Ratios(SLR, CRR) Change in role of RBI from
regulator to facilitator De-regulation of interest rates 3. Fiscal

reforms/Tax reforms 4. Foreign exchange reforms
Devaluation of rupee 5.Trade and investment reforms.

Privatisation Privatisation is the general process of involving the private

sector in the ownership or operation of a state owned enterprises.
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Policies adopted for privatisation 1. Contraction of public sector. 2.

Abolish the ownership of Govt. in the management of public enterprises.
3. Sale of shares of public enterprises. Objectives of Privatisation:- 1.
Raising funds from Disinvestment 2.Improving the financial condition of
the govt. 3.Bringing healthy competition within an economy 4. Making
Way for Foreign Direct Investment Globalisation Globalisation may be
defined as a process associated with increasing openness, growing
economic interdependence and deepening economic integration in the

world economy.
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Policy promoting globalisation. 1. Increase in equity limit of foreign
investment. 2. Partial convertibility. 3. Long term trade policy. 4.

Reduction in tariff.

An Appraisal of LPG Policies 1. Increase in foreign investment. 2.
Increase in foreign exchange reserves. 3. A check of inflation. 4. Increase
in national income. 5. Increase in exports. 6. Consumer sovereignty.
Negative Impact: 1. Neglect of agriculture. 2. Jobless growth. 3. Increase
income inequalities. 4. Adverse effect of disinvestment policy. 5. Spread

of consumerism. 6. Cultural erosion. 7. Encourages economic colonialism
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World Trade Organisation(WTO) World Trade Organisation, as an

institution was established in 1995. It replaced General Agreement on
Trade and Tariffs (GATT) which was in place since 1946. The overriding
objective of the World Trade Organisation is to help trade flow smoothly,
freely, fairly and predictably; to meet its objective WTO performs the

following functions:-

Administering W.T.O Trade Agreements. Acting as a Forum for
trade negotiations. Settling and Handling Trade disputes Monitoring
and reviewing national trade policies, Assisting the member in trade
policies through technical assistance and training programmes
Technical assistance and training for developing countries. Co-

operation with other International Organisation

7 Major Steps of Economic Reforms Taken by Government of India

For the attainment of the above- mentioned objectives, the government of

India has
taken the following major steps:
(1) New Industrial Policy

Under Industrial Policy, keeping in view the priorities of the country

and its economic

development, the roles of the public and private sectors are clearly
decided.

Under the New Industrial Policy, the industries have been freed to a

large extent from
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the licenses and other controls. In order to encourage modernisation,

stress has been

laid upon the use of latest technology. A great reduction has been

effected in the role
of the public sector.

Efforts have been made to encourage foreign investment. Investment

decision by

companies has been facilitated by ending restrictions imposed by the
MRTP Act.

Similarly, Foreign Exchange Regulation Act (FERA) has been replaced

with Foreign
Exchange Management Act (FEMA).

Some important points of the New Industrial Policy have been
highlighted here

(i) Abolition of Licensing:

Before the advent of the New Industrial Policy, the Indian industries

were operating

under strict licensing system. Now, most industries have been freed from

licensing
and other restrictions.
(i) Freedom to Import Technology:

The use of latest technology has been given prominence in the New

Industrial Policy.
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Therefore, foreign technological collaboration has been allowed.

(iii) Contraction of Public Sector:

A policy of not expanding unprofitable industrial units in the public

sector has been

adopted. Apart from this, the government is following the course of

disinvestment in

such public sector undertaking. (Selling some shares of public sector

enterprises to
private sector entrepreneurs is called disinvestment. This is a medium of
privatisation.)

(iv) Free Entry of Foreign Investment:

Many steps have been taken to attract foreign investment. Some of

these are as
follows:

(@ In 1991, 51% of foreign investment in 34 high priority industries

was allowed
without seeking government permission.

(b) Non-Resident Indians (NRIs) were allowed to invest 100% in the

export houses,
hospitals, hotels, etc.

(c) Foreign Investment Promotion Board (FIPB) was established with a

view to
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speedily clear foreign investment proposals.

(d) Restrictions which were previously in operation to regulate

dividends repatriation

by the foreign investors have been removed. They can now take

dividends to their
native countries.
(v) MRTP Restrictions Removed:

Monopolies and Restrictive Trade Practices Act has been done away

with. Now the

companies do not need to seek government permission to issue shares,

extend their
area of operation and establish a new unit.
(vi) FERA Restrictions Removed:

Foreign Exchange Regulation Act (FERA) has been replaced by Foreign

Exchange

Management Act (FEMA). It regulates the foreign transactions. These

transactions
have now become simpler.
(vii) Increase in the Importance of Small Industries:

Efforts have been made to give importance to the small industries in

the economic

development of the country.
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(2) New Trade Policy

Trade policy means the policy through which the foreign trade is

controlled and

regulated. As a result of liberalisation, trade policy has undergone

tremendous

changes. Especially the foreign trade has been freed from the

unnecessary controls.

The age-old restrictions have been eliminated at one go. Some of the

chief
characteristics of the New Trade Policy are as follows:
(i) Reduction in Restrictions of Export- Import:

Restrictions on the exports-imports have amost disappeared leaving

only a few items.
(i) Reduction in Export- Import Tax:

Export-import tax on some items has been completely abolished and on

some other

items it has been reduced to the minimum level.
(iii) Easy Procedure of Export- Import:
Import- export procedure has been simplified.
(iv) Establishment of Foreign Capital Market:

Foreign capital market has been established for sale and purchase of

foreign exchange
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in the open market.

(v) Full Convertibility on Current Account:
In 1994- 95, full convertibility became applicable on current account.

Here it is important to clarify the meaning of current account and full

convertibility.
Therefore, this has been done as follows:
Current Account:

Transactions with the foreign countries are placed in two categories: (i)

transaction

with current account, for example, import-export, (ii) Capital account

transactions,
like investment.
Full Convertibility:

In short, full convertibility means unrestricted sale and purchase of

foreign exchange

in the foreign exchange market for the purpose of payments and receipts

on the items

connected with current account. It means that there is no government

restriction on

the sale and purchase of foreign exchange connected with current

account.

On the other hand, sale and purchase of foreign exchange connected

with capital
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account can be carried on under the rates determined 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 government connected with the income and

expenditure is called

fiscal policy. The greatest problem confronting the Indian government is

excessive

fiscal deficit. In 1990-91, the fiscal deficit was 8% of the GDP. (It is

important to
understand the meaning of fiscal deficit and GDP.)
(i) Fiscal Deficit:

A fiscal deficit means that the country is spending more than its

income,
(ii) Gross Domestic Product (GDP):

The GDP is the sum total of the financial value of all the produced

goods and services

during a year in a country. Generally, the financial deficit is calculated in

the form of
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GDP's percentage. Presently, the government of India is making efforts

to take it to
49.
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 direction:

(i) The rate of the individual and corporate tax has been reduced in

order to bring

more people in the tax net.
(i) Tax procedure has been simplified.
(iif) Heavy reduction in the import duties has been implemented.
(4) Monetary Reforms

Monetary 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 general

economic

policy. Reforms in this policy are called monetary reforms. The major

points with
regard to the monetary reforms are given below:

(i) Statutory Liquidity Ratio (SLR) has been lowered. (A commercial

bank has to
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maintain a definite percentage of liquid funds in relation to its net

demand and time

liabilities. This is called SLR. In liquid funds, cash investment in

permitted securities
and balance in current account with nationalised banks are included.)

(ii) The banks have been allowed freedom to decide the rate of interest

on the amount
deposited.

(iif) New standards have been laid down for the income recognition for
the banks. (By

recognition of income, we mean what is to be considered as the income
of the bank.

For example, should the interest on the bad debt be considered as the

income of the
bank directions 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 aso been

granted.
(5) Capital Market Reforms

The market in which securities are sold and bought is known as the

capital market.
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The reforms connected with it are known as capital market reforms. This

market is the

pivot of the economy of a country. The government has taken the

following steps for
the development of this market:

(i) Under the Portfolio Investment Scheme, the limit for investment by
the NRIs and

foreign companies in the shares and debentures of the Indian companies

has been
raised. (Portfolio Investment Scheme means investing in securities.)

(i) In order to control the capital market, the Securities and Exchange

Board of India
(SEBI) has been established.

(iif) The restriction in respect of interest on debentures 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 permitted to establish Mutual Fund.

(vi) The registration of the sub broker has been made mandatory.
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(6) Phasing out Subsidies

Cash Compensatory Support (CCS) which was earlier given as export

subsidy has
been stopped. CCS can be understood with the help of an example.

If an exporter wants to import some raw material which is available
abroad for 100,

but the same material is available in India for 120 and the governments

wants the raw

material to be purchased by the exporter from India itself for the

protection of

indigenous industries, the government is ready to pay the difference of
20 to the

exporter in the form of subsidy.

The payment of 20 will be considered as CCS. In addition to this, the
CCS has been

reduced in case of fertilizers and petro products.
(7) Dismantling Price Control

The government has taken steps to remove price control in case of

many products.

(Price Control means that the companies will sell goods at the prices

determined by

the government.) The efforts to remove price control were mostly in

respect of
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fertilizers, steel and iron and petro products. Restrictions on the import

of these

products have also been removed

3 years of Modigovt:

6 economic policies that have made BJP stronger, harder to defeat

Prime Minister NarendraModi is less than ten days away from
completing actionpacked three years at South Block. This month on 26
May, the Modi government will enter into fourth year of its five-year
term. Prime Minister Modi promised many economic reforms including
ease of doing business, inflation control, fiscal deficit, trade deficit, job
creation, manufacturing revival - that seems to have been delivered with
the exception of job creation on which India has, so far, failed to perform
as expected. Whatever may be the reason behind falling job creation and
slow down in manufacturing industry, the Prime Minister has seemingly
tried to address these two issues by introducing several key initiatives
such as 'Make in India’, 'Skill India', 'Start-up India'. Also, the Prime
Minister last year on November 8 demonetised large currency notes
which was later termed 'the single most economic reform in the history
of independent India'. Let's take a look at his economic achievements in

three years in office:

GST: The GST bill, which is scheduled to be effective from July 1, is the
biggest tax reform being undertaken since Independence. It will subsume
all indirect taxes to create one rate and integrate the country into a
single market. Once the GST is in force, it will replace at least 17 state
and federal taxes and bring them under single unified tax structure. GST
is a comprehensive indirect tax on manufacture, sale and consumption of

goods and services throughout India to replace taxes levied by the
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central and state governments. It is expected to bring about a qualitative

change in the tax system by redistributing the burden of taxation
equitably between manufacturing and services. While officials are busy
in laying down the guidelines for effective GST regime, the International
Monetary Fund has already appreciated India's effort to reform country's
taxation system. "The government has made significant progress on
important economic reforms that will support strong and sustainable

growth going forward,” IMF Deputy Managing Director Tao Zhang said.

Demonetisation Last year on November 8, the Prime Minister scrapped
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 results as fake currencies
were still running and corruption was still rampant. However, the
government succeeded in profiling the people by getting to know the
differences between actual flow of money and the undeclared money.
Recently it was reported that India has more car buyers than the
taxpayers in the country. In last assessment year, there were only 5.5
lakh people, out of the 3.65 crore individuals who filed returns, paid
income tax of more than Rs 5 lakh and accounted for 57 per cent of the
total tax collection. This essentially means that only 1.5 per cent of those
filing tax returns (3.65 crore) were contributing to 57 per cent of tax
kitty. The Prime Minister wanted to address this issue by bringing the
unaccounted money into banking channel. While many top-notch
economists were divided over its impact on the economy, former UIDAI
Chairman NandanNilekani hailed Modi'sdemonetisaion move and said
that it would see a massive activation of digitisation of financial services
in the country. He also explained as to how India's over 80 per cent work
force will come into formal channel, he said: "The more important thing

is when the economy becomes formal, when everybody's financial
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transactions 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
dishonest 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 Minister NarendraM odi
launched India's biggest ever financial inclusion drive. PM Modi
launched his first flagship programme called PradhanMantri Jan-
DhanYojana which was country's National Mission for financial inclusion
to ensure access to financial services, namely savings accounts,
remittance, credit, insurance, pension in an affordable manner. Prime
Minister's move was to provide access to formal banking services to
more than 15 per cent of the unbanked population in the country. It
helped Prime Minister 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 Minister Modi offered with the accounts.
Under the scheme, if a person holds an account for more than six months
s/he is allowed an overdraft of up to Rs 5,000. Last year, the ET reported
that over 19 lakh account holders had already availed an overdraft
amounting to Rs 256 crore. Jan Dhan accounts holders are also able to
claim accidental insurance cover of Rs 1 lakh. The scheme also provides
life cover of Rs. 30,000 payable on death of the beneficiary. Prime
Minister Modi tapped country's over 15 per cent population with just one
economic policy. So far, over 27.84 crore accounts have been opened

under Jan DhanY ojna.

AffordableHousing: After promising banking for all, Prime Minister
NarendraM odi launched another flagship housing scheme

'‘PradhanM antriGraminAwasYojna' with the aim of providing 'Housing

Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce
&Management, KAHE, Page 51




KARPAGAM ACADEMY OF HIGHER EDUCATION

Class: IIl B.COM Course Name: Indian
Economy
Course Code:16CMUGO04A UNIT —1I Semester: VI

Year: 2016- 19 Batch
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 poverty line. Under the new rural housing
scheme, the central government will provide a financial assistance of Rs
120000/- for constructing the home. An additional assistance of Rs 12000

would be provided for construction of toilets in households.

PradhanM antriAwasY ojna says that "By the time the Nation completes 75
years of its Independence, PradhanMantriAwasYojna will bring a 'Pucca
house' for every family in urban cities with water connection, toilet
facilities, 24x7 electricity supply and complete access." In Uttar Pradesh
alone there are '1.5 crore people who don't have houses'.
deendayalupadhyaya gram jyotiyojana: Gram JyotiYojana was launched to
ensure round the clock electricity supply to farmers and rural
households. The scheme was kick-started by the Prime Minister on 25
July 2015. The programme was expected to initiate much awaited
reforms in the rural areas. During his Independence Day speech in 2015,
the Prime Minister had announced that all of the country's villages would
be electrified in 1,000 days and that by December 2018, all Indian
citizens would have access to electricity. "At the time when the NDA
government came to power, there were 18,452 un-electrified villages.
Out of these, we have electrified 12,022 villages under the
DeenDayalUpadhyaya Gram JyotiYojna(DDUGJY). The ministry is trying
its best to complete the target by 1 May 2018, The Sunday Guardian

guoted a ministry official as saying.

PM Ujjwalayojana: Last year on May 1, Prime Minister NarendraM odi
launched an ambitious social welfare scheme -
PradhanM antriUjjwalaYojana - with the aim of providing 5 crore LPG

connections to women below the poverty line across the country. The
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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-largest importer of liquefied
petroleum gas or LPG. Earlier Bloomberg reported that India's import of
LPG, mostly used as cooking fuel, increased 23 per cent during the
financial year that ended March 31 to 11 million tons. India replaced
Japan from the second position whose imports slipped 3.2 per cent

during the same period to 10.6 million tons.

Fiscal and monetary policies can ensure the smooth running of the
economy of a country. Flexible policies that can be changed 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 monetary and fiscal policies can support the economic system as

policies can easily be adjusted to fit what is best.

To really understand the impact of fiscal and monetary policy on the
economy, understanding of the basic concepts of fiscal and monetary
policies is mandatory. Here is a brief description of what fiscal and

monetary policies are:
Fiscal Policy:

Fiscal policies are pursued by state governments throughout the world
and mainly related to spending and taxing programs. These policies can
affect the overall business sectors in two dimensions: general legislation

and targeted legislation.

The general legislation stimulates the entire economy while targeted

legislation is aimed at a specific segment of the economy. In case of
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general legislation, the government focuses on tax or spending programs

that will have a direct impact on the overall business and industry. While
in targeted legislation sectors like energy, infrastructure projects are
taken into consideration to benefit those firms that are involved in such

projects.
Monetary Policy

Monetary policy is the action of concerned authorities that establish the
rate and growth of money supply, keeping in view the interest rates.
Actions like modification in interest rates, buying and selling of

government securities or modifying the amount of reserve.

Monetary policy can be categorized into two types i.e. expansionary and
contractionary. In an expansionary policy, a central bank increases the
money supply to avoid unemployment issues and enhance consumer
spending. The contractionary monetary policy is the opposite of
expansionary policy and a central bank tries to slow down the money

supply to curb inflation.
Impact of Fiscal and Monetary Policies on Economy

Fiscal and monetary policies are powerful tools that the government and
concerned monetary authorities use to influence the economy based on
reaction to certain issues and prediction of where the economy is
moving. The monetary authorities need to make accurate predictions
based on solid information to properly adjust the money flow and rates of
interest. There is an inverse relationship in money flow and interest
rates. Increasing money flow and decreasing interest rates can
encourage spending and, as a result, stimulates the economy. More

spending means more jobs and curbing unemployment.
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For creating balance in the economy, normally a central bank uses

various techniques of contraction and expansion. These techniques are

helpful if based on accurate data and records.

A central bank buys and sells government securities to bring accurate
momentum and money flow. Sometimes a central 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
discount or lower the interest rate to encourage borrowing, and as a
result, involve more people in borrowing and spending. These are some
of the quantitative techniques that central banks exercise to regulate
economy properly. Apart from that, a central bank can exercise certain
gualitative techniques like Regulation of consumer 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 requirements of the

economy.

The fiscal and monetary policies have an impact on individual’s life too. If
a government thinks the economy is overheating and growing very fast,
there are chances of inflation so, the government may decrease
spending. Decline in government spending means lowering the overall
demand in the economy and, as a result, there will be lower production.
Low production means lower hiring and investments. So, a cut in
government 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

general decline in the economy.

Similarly, taxes play a vital role in fiscal and monetary policy. Decreasing
in taxes can stimulate the economy as people will have more money in
pockets to either invest or save. The investments will increase production

and more people will be hired reducing the level of unemployment.
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On the other hand if the extra amount is put into banks, the banks will

further loan it and the borrowers will spend. Here, it is important to note
that all of these techniques are effective only if the government has
enough money to support the economy when it needs money. If the
government is not able or doesn't have enough revenue to support
spending, these techniques will have a crowding out effects. It is because
the government will borrow in case of lower revenue resources.
Government borrowing can give boost to interest rates. Increasing of
interest rates can discourage individual and businesses, from borrowing
money from banks. Tight borrowing can affect investments negatively.
So, the implementation of fiscal and monetary policies depends upon

government’s financial strengths.

Inflation is one of the major issues that influence fiscal and monetary
policies all over the world. When the financial authorities, for example,
decide to reduce the main funds rate, the resulting stronger demands for
goods and services will give birth to higher wages and other costs. The
higher costs reflect higher demands for labors and materials that the
primary requirements of production. The higher costs not only influence
current inflation but aso influence economic performance and
expectations about prices and wages. All these expectation can influence

inflation in the economy.
The Bottom Lines

Fiscal and monetary policies are extremely vital in keeping the economy
strong and secure. Since the early nineteen hundreds, we can say the
time of economic growth dominates the time of economic crunch or
recession. Due to lack of proper implementation or political instabilities
in the world the great depression (the 1930s) occurred and hopefully will

not occur again, or will occur will lesser intensity like in 2008 onwards.

Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce
&Management, KAHE, Page 56




KARPAGAM ACADEMY OF HIGHER EDUCATION

Class: IIl B.COM Course Name: Indian
Economy
Course Code:16CMUGO04A UNIT =11 Semester: VI

Year: 2016- 19 Batch
Due to proper economic management and stable business cycles in the

world the economies of various nations will enhance and maintain the

level of stability that is satisfactory.
Important question

2marks

1. What is Industrialisation?
Define 1Sl and List the few policies under |SI.
What is monetary policy?

Define fiscal policy?

a > N

Write note on economic planning in india
6. State the features of new economic policy

6marks

1. Discuss the pattern of Industrialisation in India in India since

Independent.

2. Discuss about economic policies implemented by Modi Government

3. What are the Achievements and failures of economic planning in
India?

4. Briefly discuss about economic reforms since 1991.

5. List out the effects of economic policies on industrial development

6. Discuss objectives and strategies 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 monetary policy
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11. Explain quantitative instruments of credit control of

monetary policy.

12. Briefly explain the role of economic reforms in reducing

poverty in india

13. Distinguish between monetary policy and fiscal policy

14. Explain the broad features of industrial policy 1991

15. Explain the various economic reforms undertaken in India
since 1991

16. Discuss main economic reforms taken up in indian economy
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UNIT -1l

INDIAN ECONOMY

S.N | Question OPTION A [OPTION B | OPTION OPTION D Answer
O C
1 The concept of Economic | USA UK Australia Russia Russia
Planning in India is
derived from ?
2 First five year plan in 1947 - 1949 - 1950 - 1951 - 1956 1951 - 1956
India was from 1952 1954 1955
3 First five year plan was Herold P.C. Both of None of above Herold -Domar
based on ? -Domar Mahalanob | above Model
Model is Model
4 Which five year plan is Second Third Five Fourth Fifth Five Year | Fourth Five
also known as "Gadgil Five Year Year Plan Five Year Plan Year Plan
Yojana" ? Plan Plan
5 Which five year plan Ninth Five | Eight Five Seventh Sixth Five Year | Ninth Five
focused on "Growth with Year Plan Year Plan Five Year Plan Year Plan
social justice and equity". Plan
6 Planning Commission 15 March, 15 March, 15 March, 15 March, 15 March,
was constituted on ? 1948 1949 1950 1951 1950
7 National Development 2 August, 6 August, 8 August, 12 August, 6 August, 1952
Council was constituted 1952 1952 1952 1952
on
8 What is NSSO ? National National National National National
Social Social Security Sample Survey | Sample Survey
Science Study Science Organisation Organisation
Organisatio | Organisatio | Organisati
n n on
9 The planning commision A A A non- A statuory body | A non-
of india is constitutio | independen | statuory statuory body
called nal body t and body
autonomou
s body
10 plan gave Fourth Fifth sixth seventh Fifth

emphasis on removal of
poverty for the first time




11 The Planning Commission | 1942 1947 1950 1955 1950
of India was constituted
in the year
12 A rolling plan refer to a does not Changes its | Changes Changes only Changes its
plan which change it allocation its its target every | allocation and
target every year allocation year target every
every year and target year
every year
13 In India the concept of 4th Five Fifth five Sixth five seventh five Fifth five year
‘minimum needs’ and year Plan year plan year plan year plan plan
‘directed anti poverty
programmes’ were the
innovation of
14 The planning commission | 10th 15th march | 20th 16th march 15th march
was established March 1950 march 1951 1950
on 1950 1950
15 Economic Planning isin Union List State list Concurren | Not any Concurrent
t list specified list list
16 National Development August 16, | August 6, August 1, August 16, August 6, 1952
Council was constituted 1950 1952 1951 1952
in
17 In an economy, the Employme Nature of Ownership | use of raw Ownership of
sectors are classified into | nt economic of materials enterprises
public and private on the | condition activities enterprise
basis of S
18 The term “mixed Existence Existence Existence Existence of Existence of
economy” denoted of both of both of both both developed | both private
_ urban and private and | heavy and | and and public
rural public small underdevelope | sectors
sectors sectors sectors d sectors
19 The “Dual Economy” isa | traditional industrial state industrial traditional
mixture of agriculture | sector and ownership | sector and agriculture




sector and manufactur | of the trading of sector and
modern ing sectors | means of goods obtained | modern
industrial production | through industrial
sector imports sector

20 sector of Private Secondary Teritary Mining sectors | Teritary
Indian Economy has sectors Sectors Sectors Sectors
shown remarkable
expansion during the last
decade.

21 When development in First falls First rises keeps on Remains keeps on
economy takes place, the |and the and then increasing | constant increasing
share of tertiary sector in |rises falls
National Income
is

22 In India, planned Gandhian Socialist Capitalist Mixed Socialist
economy is based System System system eceonomy System
on - system

23 is the state in | Bihar Jharkand Madhya Orisaa Jharkand
India is estimated to have pradesh
largest coal reserve

24 Nuclear energy is a uranium Thorium Plutonium Sulphate uranium
mineral - based energy
source. It is derived
from

25 In India, the state is Karnataka Assam Kerala West Bengal Karnataka
known for its sandalwood
is

26 GDP at factor cost
is

27 The central banking Central Reserve State Bank Reserve Bank
functions in India are Bank of Bank of of India of India
performed by India India
the

28 Development expenditure | defence expenditur | expenditur | grant to states defence
of the Central expenditur |eon e on social expenditure
government does not e economic and




include services community
services

29 Chemicals Services Food Telecommunica | Telecommunic
In the last one decade, other than sector processing |tion ation

sectors has fertilizers
attracted the highest
foreign direct investment
inflows into India.

30 In the second 4 5 6 8 6
nationalization of
commercial banks,

banks were
nationalized.

31 Depreciation closure of a | closure of a | loss of destruction of a | loss of
means plant due plant due equipment | plant in a fire equipment

to lock out |to labour over time accident over time due
trouble due to to wear and
wear and tear
tear

32 is the base year 2004- 05 2010-11 2014-15 2011-12 2011- 12
to calculate the National
income in India?

33 is the per capita | Rs. Rs. Rs. 82,269 | Rs. 99215 Rs. 1,11,782
Net National income of 1,11,782 1,03,219
India during FY 2017-18?

34 is the core Steel Refinery Coal Cement Refinery
sector has the highest Products Products
weight in the Index of
Industrial production.

35 The country is | Singapore Mauritius USA China Mauritius
sending the largest share
of FDI inflow in India.

36 Current percent share of | 53% 25% 17% 33% 17%

agriculture sector in the
Indian Economy is




37 The central co-operative farmers state co- land central state co-
banks are in direct touch operative developme | government operative
with banks nt banks banks

38 Which of the following is | Reliance Essar Oil GAIL ONGC Essar Oil
the first Indian private Energy
company to sign an
accord with Government
of Myanmar for oil
exploration in two
offshore blocks in that
country?

39 Non Tax revenues can be | State Road | electricity commercia | Industrial commercial
increased by improving Transport boards I irrigation | sector and irrigation
the working of Corporatio projects trading projects
the ns

40 The condition of indirect 70 percent | 75 percent | 80 percent |86 percent 86 percent
taxes in the country's
revenue is
approximately

41 Revenue of the state entertainm | expenditur | agricultura |land revenue agricultural
governments are raised ent tax e tax I income income tax
from the following tax
sources, except

42 Of the gross tax revenue 70 per cent | 70 per cent | 65 percent | 60 percent 65 percent
of the Union Government
the indirect taxes account
for nearly

43 Fiscal deficit is that part Imposing Selling Borrowing | central Borrowings
of total government more taxes | shares held |s government
expenditure which is met by
by governmen

t

44 Industrial policy of 1991 Anti- Pro-private | Anti-public | Pro-public Pro-public

was private sector sector sector policy sector policy




sector policy policy
policy
45 The most urgent problem | Poor High tax Foreign defence Foreign
with prompted the performanc | rate exchange expenditure exchange
introduction of New e of public |leading to crisis crisis
Economic Policy in 1991 sector tax evasion
was
46 Liberalisation leads to Lesser It neglects No No It neglects the
some limitation participatio |the social improveme | improvement in | social welfare
n of foreign | welfare nt in financial sector
investors productivit
y
a7 is NOT a National NABARD Bharatiya SIDBI SIDBI
subsidiary of RBI? Housing Reserve
Bank Bank Note
Mudran
Private
Limited
48 isa Bank Rate Credit Credit Cash Reserve Credit
qualitative tool of Ceiling rationing Ratio rationing
monetary policy?
49 During April —Nov.2017- Gems and Petroleum Textile and | Engineering Engineering
18, which of the following | Jewellry crude alied goods goods
is the largest exporting products products
item in Indian export
basket
50 In India, inflation Wholesal e Consumers | Consumers | National Wholesale
measured by Price Index | Price Index | Price Income Price Index
the number for urban Index for Deflation number
non- agricultura
manual | workers
workers
51 The annual yield from Custom Corporatio Inheritanc Excise duties Excise duties
which of the following duties n tax and e tax,
Union Government taxes income tax |wealth tax,

is the

interest




highest tax and
gift tax
52 The average rate of 15 to 20 20 to 25 25 to 30 30 to 35 20 to 25
domestic savings (gross) percent percent percent percent percent
for the Indian economy is
currently estimated to be
in the range
of
53 In India, which one Planning Ministry of | Finance The Reserve Ministry of
among the following Commissio | Finance Commissio | Bank of India Finance
formulates the fiscal n n
policy
54 Foreign Direct 80 percent 83 percent 90 percent | 100 percent 100 percent
Investment ceilings in the
telecom sector have been
raised from 74 percent
to
55 FEMA Stands Foreign Funds Finance Future Foreign
for Exchange Exchange exchange Exchange Exchange
manageme | manageme | Monetary management management
nt act nt Act Act act act
56 The past two decades of goods, goods, goods, Goods,Trade goods,
globalisation has seen services services investment | and Financial services and
rapid movements and people | and s and Institutions investments
in between investment | people between
countries S between between countries
countries countries
57 The most common route set up new | buy form Foreign form
for investments by MNCs | factories existing partnershi | exchange partnerships
in countries around the local ps with policies with local
world is To companies local companies
companies
58 Which among the Fishing Travel & Jewellery Handicrafts
following industry Tourism

generates invisible
exports?




59 Income tax, corporate local tax indirect tax | direct tax rate direct tax
tax, inheritance tax etc.
are incident on the
person or organisation.
These taxes are
called
60 Rate of growth of an per capita industrial number of | national national
economy is measured in income developme | people income income
terms of nt who have
been lifted
above the
poverty

line
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SYLLABUS

UNIT 3: Growth and Development and Structural Change- The
experience of Growth, Development and Structural Change in different
phases of growth and policy regimes across sectors and regions- The
institutional Framework- patterns of assets ownership in agriculture and
industry- Policies for restructuring agrarian relations and for regulating
concentration of economic power- Growth and Distribution-
Unemployment and Poverty- Human Development- Environmental
Concerns- Demographic Constraints: Interaction between population

change and economic development.

Growth, structural and Change and the Indian Economy: A Brief

Introductory Overview

That major structural shifts in output and employment aways
accompany a sustained and rapid growth of per capita output of a
country has been an established truism since the original studies of
economic growth by Fisher, Clark and Kuznetsl. Such structural shifts
have been seen as mechanisms influencing the pace of growth as well as
being the result of growth. Either of the two tripartite divisions of the
economy closely resembling each other—the primary-secondary-tertiary
or agriculture-industry-services divisions— have been used to describe
the typical pattern of structural change associated with what Kuznets
called modern economic growth2. This typical pattern involves initially a
shift from an agricultural to an industrial economy through
industrialization—an increase in the share of the industrial/secondary

sector in output and employment combined with a declining importance
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of the agriculture/primary sector. The subsequent post- industrialization

or de-industrialization stage is one whose chief feature is the rising
importance of the services/tertiary sector, even at the expense of

industry, or the transition to a service economy.

A variety of factors have been highlighted in attempts to
explain the observed association between growth and structural shifts
in output and employment4. On the demand side, the operation of
Engel’s Law leading to shifts in the pattern of demand as incomes rise
has been one such factor. On the supply side, inherently differential
productivities and productivity growth of the three sectors has been
advanced as an important source of this association. The growing
demand of firms for services and increasing outsourcing of these have
also been highlighted as important in explaining at least the eventual
shift towards services. While these explanatory factors do indicate why
structural changes in output and employment are an inevitable part of
economic growth, it remains unclear why their patterns cannot be
different for countries making their transitions to rapid and sustained
growth at very different points of time and under very different
technological and trade contexts. However, leaving aside the Indian case,
the historical experience of not only developed countries but also
developing economies appears to support the case for there being a

universal pattern

When the large role of services in Indian growth was first
noted, it tended to be described as “disproportionality” or an “excess
growth” of services8. Currently, many are prone to term it as India's
“services revolution”9. The phenomenon has also provoked a lot of
debate regarding the factors explaining it, its desirability and long-term

sustainability10. It has also led to the raising of the question Is India

Prepared by Dr. M. Mirsath Begum &Vishnupriya S, Assistant Professor, Deptof Commerce
&Management, KAHE, Page 2




KARPAGAM ACADEMY OF HIGHER EDUCATION

Class: IIl B.COM Course Name: Indian
Economy
Course Code: 16CMUGO0O4A UNIT —=111 Semester: VI

Year: 2016- 19 Batch
pioneering a new pattern where services can play the same role as

industry had for other countries in the past?11  Measurement issues
have aso come under the scanner How much of the growth of
services is real and how much purely statistical?12 Whatever be one’'s
preferred viewpoint on these issues, however, there is little doubt that
the exceptional growth of services makes the Indian case of structural
change an odd one, an exception to the general rule. Two widely noted
features have marked out this oddness. The first is the premature nature
of the transition to a services dominated economy, at an exceptionally
low level of per capita income and without achieving full-fledged
industrialization. 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 countries, where both the attainment of high levels of
industrialization and the shift of employment towards services preceded

the decisive shift towards tertiarization of output

Phases of Growth and Structural Change:

The post-independence process of growth and structural change in
India has gone through four phases:

Phase 1: Independence to Mid-1960s — Acceleration in growth and
structural change driven chiefly by the industrial sector.

Phase 2. Mid-1960s to 1980 - Slackening of the momentum
of industrial growth and the winding down of the Phase 1 trajectory.

Phase 3. 1980 to Early and Mid-1990s - Second stage growth
acceleration accompanied by shift towards services dominated 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 reinforcement of services dominated growth trajectory.
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This periodization of India's post-independence economic history

points towards the importance of going beyond relating the dynamics of
the Indian economy to the degree to which the prevalent economic policy
regime was interventionist or liberal in different periods. Let us see

some of the reasons why.

The history of an industrial sector driven process of growth
acceleration and structural 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 interventionist, and it remained so
even as the momentum of industrialization ebbed. Industrialization,
however, continued to remain held back despite subsequent
liberalization in policy and even the transition from an agriculture
dominated to services dominated economy. That is what makes the mid-
1960s turning point one of the most significant ones in the history of
Indian industrialization. Clearly India' s limited industrialization is a long-
term story related to constraints embedded in her economic structure,
which neither the actual interventions nor liberalization have been able
to eliminate. It is these constraints that need to be investigated if we
are to move towards properly understanding the peculiarity of Indian
economic change.

The acceleration in trend growth after 1980 only re-emphasizes
this peculiarity. It was associated with another break with the pattern of
the previous three decades in the form of a shift towards the increasing
service orientation of non-agricultural growth. In other words, it was in
services growth rather than industrial growth that a long-term transition
occurred. How and why did such a transition occur? Why did the
constraints that continued to impede industrialization not prevent this

transition in the case of services? Equally, why did the rapid growth of
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services not itself spur a more rapid industrialization process? These are

some of the important questions posed by the post-
1980 experience of growth and structural change.

Explaining accelerated growth after 1980 as a consequence of
liberalization 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
liberalization of the 1990s. The fact that this acceleration was not rooted
in industrialization but rather a shift towards services only adds to the
difficulties of policy shift based explanations, at least of the usual kind.
This is especially because the initial service orientation of growth related
to an expanding public sector, which negates even the story of the 1980s
being the result of an increasing ‘pro-business’ orientation as a prelude
to the ‘pro-market’ orientation after 1991. In fact, it is hard to separate
the pre- and post-1991 growth phases on a pro-business versus pro-
market basis. The most important 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 prominent from
the mid-1990s, but it only reinforced an already existing tendency
towards services- dominated growth. Moreover, given the direct and
indirect role of the public sector in the development of many of the areas
of rapid service growth, there may exist other

deeper continuities between the 1980s and later. Further, the roots
of such a public sector role may even lie in the interventions of even the
pre-1980 period.

All these, of course, do not suggest that state economic policy was
unimportant or irrelevant to the Indian story of economic change. They

do, however, remind us that economic contexts with which are associated
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definite tendencies cannot be defined or distinguished merely or

primarily by whether the prevailing policy regime has an interventionist
or a liberal essence. Neither kind of policy succeeded in ensuring India’s
full-fledged industrialization, but both appear to have played a role in
fuelling or facilitating the exceptional expansion of services. Insofar as
this somewhat paradoxical combination of tendencies has been the
hallmark of the Indian story of output growth and structural change after
independence, a simple policy-regime centred explanation of that story is

clearly inadequate.

The Institutional framework, Pattern of Asset ownership in

agriculture and Industry

1. Institutional Framework, Patterns of Asset Ownership in Agriculture
and Industry; Policies for restructuring agrarian relations and for
regulating concentration of economic power. Prof. Mahendra Kumar

Ghadoliya www.ghadoliyaseconomics- mahendra.blogspot.in

2. Characteristics of the Agrarian structure of India ¢ The main
characteristics of the agrarian structure which independent India
inherited were: a) absentee land ownership; b) exploitation of tenants
through high rents and insecurity of tenure; c) unequal distribution of
land; d) tiny and fragmented holdings; and e) lack of adequate

institutional finance to agriculture.

3. Why Land Reform Needed e« The ownership and control over land was
highly concentrated in the hands of few land lords and a few
intermediaries. ¢ Size and distribution 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 fragmentation. « When a holding is

held in several scattered plots, it is called a ‘fragmented holding’ and the
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process creating such holdings is termed ‘fragmentation’. ¢ Operational

Holding = Ownership Holding — Land Leased out + Land Leased in)

4. Objectives of Agrarian Reforms i) To change the unequal and
unproductive agrarian structure; ii) To remove exploitative agrarian
relations, often known as patron-client relationship in agriculture, iii) To
promote agriculture growth with social justice After Independence, the
Indian National Congress appointed the Agrarian Reforms Committee
under the Chairmanship of J.C. Kumarapppa, for making an in-depth
study of the agrarian relations prevailing in the country. The committee
submitted its report in 1949 which has considerable impact on Agrarian

Reforms Policy.

5. The five components of land reform are as follows: 1) Abolition of the
Intermediaries, 2) Tenancy Reforms- i) Regulation of Rent ii) Security of
Tenure iii) Ownership Rights for tenants 3) Reorganisation of land
i)Redistribution of Land ii)Consolidation of holdings, and iii)cooperative

farming. 4) Compilation and updating of land records. 5) Ceiling on Land

6. 1. Abolition of the Intermediaries « States enacted acts in 1950 for
Abolition of the Intermediaries, although the nature 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 intermediaries to keep
land for personal cultivation without limit being set. Ceiling laws were
passed in 1960 by this time many land owners transferred land in legal
or illegal manner. Therefore, many large intermediaries continued to
exist even after formal abolition of zamindari. After abolition of
intermediaries nearly 20 million cultivators in the country were brought

into direct contact with the Government.
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7. Advantages of Abolition of the Intermediaries: ¢« 20 Million farmers /

tenants were estimated to have come into direct contact with the State
making them owners of land. ¢« The abolition of intermediaries has led to
the end of a parasite class. « More land for distribution to landless

farmers was available. « Tenants took interest in the development of land

8. Disadvantages of Abolition of the Intermediaries: 1. Abolition of
intermediaries has resulted in a heavy burden on the state exchequer

The ex-intermediaries have been given a compensation 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, administrative and legal. 3. Absentee land-lords as a class

emerged and garbed the land.

9. 2. Tenancy Reforms 1. Regulation of Rent: The Agrarian Reforms
Committee recommended that rent must be regulated. Some states
banned tenancy whereas some banned leasing. 2. Security of Tenure:
Security was provided to tenants but in absence of proper land records
tenants were evicted. 3. Ownership Rights to Tenants: Legislations were
passed to confer ownership rights on tenant cultivator. In some states
tenants were made the owner and asked to pay compensation to the

previous owner.

10. 3. Reorganisation of Land- i) Redistribution of land 1.VinobaBhave
launched these movements in Telengana The objective was to persuade
landowners in each concerned villlage to renounce their land rights, after
which all the lands would become the property of a village association for
the egalitarian redistribution and for purpose of joint cultivation. 2.
VinobaBhave hoped to eliminate private ownership of land through
Bhoodan and Gramdan and maintained that the movement would go a

long way to ensure the just redistribution of land, the consolidation of
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holding and their joint cultivation 3. The movement failed to achieve its

objectives. Land donated was unfit for cultivation.

11. ii) Consolidation of Holdings: 1. The term ‘Consolidation of holdings’
refers to amalgamation and redistribution of the fragmented land with a
view to bringing together all plots of land of a cultivator in one compact
block. 2. After independence amost all States passed law for the
consolidation of holdings. It was made compulsory in Punjab and
Haryana. 3. Consolidation provided for Prohibition of fragmentation
below standard area, fixation of minimum standard area for regulating
transfers, schemes of Consolidation by exchange of holdings, reservation

of land for common areas and procedure for its implementation.

12. iii) Cooperative Farming ¢ Cooperative farming refers to an
organisation in which: « each member- farmer remains the owner of his
land individually. But farming is done jointly. ¢ Profit is distributed
among the member- farmers in the ratio of land owned by them. « Wages
distributed among the member- farmers according to number of days they
worked. < In other words, Cooperative farming= pooling of land and
practicing joint agriculture. Cooperative farming is not a new concept in
India. Since ancient times, Indian farmers have been giving mutual aid to

each other in weeding, harvesting etc.

13. 4. Compilation and updating of land records. ¢ In the Sixth five year
Plan it was said that compilation and updating of land records would be
completed in a phased manner by 1985. ¢ Regular periodical updating of
land record- ¢ Compilation and updating of the land records are an
essential condition for the effective implementation of land reforms
programme. In recent years the states have been urged to take all

measures for updating land records with the utmost urgency by adopting
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a time-bound programme. Efforts are also being made to maintain the

land records through computerization.

14. 5. Ceilings on Land Holding: 1. The term ‘ceiling on land holdings’
refers to the legally stipulated maximum size beyond which no individual
farmer or farm household can hold any land. 2. Several states passed
different legislations and gave many relaxations. As a result the surplus
land available for redistribution was negligible. 3. Efforts should be made

to redistribute ceiling surplus land and to enforce ceiling laws effectively.

15. Distribution of Number of Holdings and area Operated in India 2000-
01 Size Group No. of Holdings (in Million ) Area Operated (in Million
Hectares) Average area per Holding % of Holdings to total Holdings % of
Area Operated 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 landlessness in rural India -«
Proportion 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 Percentage 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),“Changes in the distribution of Operational landholdings in
rural India: A study of NSS Data” Review of Agrarian Studies Vol.3 NO.2
July 13 Jan. 14
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17. Causes of slow progress of land reforms: 1. Lack of political will 2.

Flaws in legislation- definition of personal -cultivation 3. No limit for
personal cultivation 4. Malafide transfers of land 5. Inadequate proofs of
tenants4problem of voluntary surrender 6. Inadequate ceiling laws 7.

Legal hurdles 8.Absence of proper land records. ***

18. Pattern of Asset ownership in Industry ¢ The IDRA -1951 and
industrial licensing Policy had the objective of reducing concentration of
economic power and monopolistic tendencies. ¢ Concentration of
economic power and MRTP Act 1969 « Large undertaking- Assets worth

20 cr « Dominant undertaking- Commending one-fourth of market share

19. MRTP Act 1969 « The Principal objectives of this Act as spelt out in
the preamble were: ¢ i) Prevention of concentration of economic power
to the common detriment < ii) For the control of monopolies « iii) For the
prohibition of monopolistic trade practices ¢ iv) Prohibition of restrictive
trade practices ¢« Main Provisions e« Prior approval e« Regulation of
monopolistic trade practices ¢ MRTP Commission to enquire the
restrictive trade practice distorting competition « Enquire into any unfair

trade practice

20. Amendments in MRTP Act ¢« The MRTP Act has been amended
repeatedly in 1974, 1980, 1982, 1984, 1985, 1986, 1988 and 1991. -
Dominant undertaking defined ¢ Definition of Good and services enlarged
* More strict penalty provisions ¢ Amended the definition of unfair trade
practices ¢ Power of MRTP Commission widened ¢ Preliminary
inspection by the Director General made optional ¢ Scrapping of Asset

Limit

21. Competition Act, 2002 « Salient Features of New competition Policy —
* IDRA Act 1951 No longer needed e« Industrial Dispute Act, 1947 need to
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be amended- easy exit ¢« Board for Industrial Finance and Restructuring

(BIFR) be abolished « WTO and agreements relating to foreign
investment, intellectual property rights, subsidies, countervailing duties,
anti-dumping measures technical barriers to trade and government
procurement need to be reckoned in competition law ¢« MRTP Act , 1969
may be repealed. Cases be transferred to consumer courts under

consumer protection act, 1986.

22. Components of Competition Act, 2002 « Competition Law < It is a tool
to implement and enforce competition policy and to prevent and punish
anti-competitive business practices by firms and unnecessary
Government interference in the market. ¢ Competition Law generally
covers 3 areas: * —Anti - Competitive Agreements, e.g., cartels, « — Abuse
of Dominant Position by enterprises, e.g., predatory pricing, barriers to

entry and ¢« — Regulation of Mergers and Acquisitions (M&AS).

23. Anti-competitive Agreements These are agreements which cause or
are likely to cause an appreciable adverse effect on competition within
India: <+ Horizontal Agreements: These are between and among
competitors who are at the same stage of production, supply,
distribution, etc. These are presumed to be illegal Examples: cartels, bid

rigging, collusive bidding, sharing of markets, etc.

24. Anti-Competitive Agreements < Vertical Agreements: e« Vertical
Agreements are between parties at different stages of production,
supply, distribution, etc. « These are not presumed illegal; are subject to
rule of reason. Examples: tie-in arrangements, exclusive

supply/distribution agreements, refusal to deal.

25. Powers of Competition Commission as Regards Agreements e« After

the inquiry into the Agreement, Competition Commission can: e« direct
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parties to discontinue the agreement e« prohibit parties from re-entering

such agreement e« direct modification of the agreement ¢ impose penalty

up to 10% of average turnover of the enterprise

26. Abuse of Dominance ¢ “Dominant position” is defined as a position of
strength which enables the enterprise ¢ to operate independently of
competitive forces in the market, or < to affect its competitors or
consumers in its favour. « No mathematical or statistical formula is
adopted to “measure” dominance - ¢ Abuse of Dominant Position
Includes practices like: « Unfair or discriminatory conditions or prices, ¢
Limiting or restricting production or technical/scientific development, -
Denial of market access, and ¢ Predatory pricing - the pricing of goods or
services at such a low level that other firms cannot compete and are

forced to leave the market.

27. Combinations Regulation ¢« Combinations, in terms of the meaning
given to them in the Act, include mergers, amalgamations, acquisitions. ¢
in order to establish whether the higher concentration in the market
resulting from the merger will increase the possibility of collusive or
unilaterally harmful behaviour, it must first be established as to what the
relevant market is e+ Horizontal Mergers <« Vertical Mergers
Conglomerate Mergers ¢ Pre-Notification -The requirements for prior

notification

28. Competition Advocacy ¢ The Competition Commission of India, in
terms of advocacy provisions in the Act, is enabled to participate in the
formulation of the country’s economic policies and to participate in the
reviewing of laws related to competition at the instance of the Central
Government. « Commission is required to take measures for promotion of
Competition Advocacy, creating Awareness and imparting Training about

competition issues [Section 49(3)]
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29. Advocacy means competition promotion through non- enforcement

measures ¢ For promotion of competition advocacy and creation of
awareness about competition issues, the Commission may:- ¢ i)
Undertake appropriate programmes / activities etc.; ¢ ii) Encourage and
interact with the organizations of stakeholders, academic community etc.
to undertake activities, programmes, studies, research work, etc. on

competition issues; ***

Unemployment and poverty

In this chapter we are feel free to study the problems of
unemployment, causes and measures, problems of poverty ,problems of
rising economic and social inequality and problems of regional imbalance
in India.

4.2.1 Problem of unemployment
I) Introduction:-

India is developing country with many problems among them one
problem is that of unemployment. There are many under- employed. In
India we find various forms of unemployment such as, disguised, open,
seasonal and educational unemployment.

Basically India's unemployment is structural in nature. It is
associated with the inadequacy of productive capacity to create enough
jobs for all those able and willing to work
[1) Meaning of unemployment:

1) “Many people remain without work that’s called unemployment”.

2)“Quite a number, though educated, find no or little work to use

their talent or skill itscalled unemployment”.

3 “a large number of worker are forced to remain jobless both in
rural and urban areas is the unemployment”.

[11) Extent of Unemployment in India:
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According the committee of experts of unemployment under the

chairmanship ofBhagwati (1973) the likely numbers of unemployment
in1971, may be reasonably taken at 18.7 million.

According to N.S.S data (19 th round), the committee on
unemployment estimated 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 unemployment:

Following are the types of unemployment that exists in India
1. Structural unemployment:

It is associated with the inadequacy of productive capacity to
create enough jobs for all those able and willing to work.

2. Disguised unemployment:

Disguised unemployment is invisible in Indian villages, where most
of the unemployment exists in the form and urban unemployment among
the educated classes. In exact way disguised unemployment means
people work below their capacity or they possess zero marginal physical
productivity.

3. Cyclical unemployment:

It is associated with the inflation and depression phase of business
cycle.

4. Frictional unemployment:

The products, the resources and the technologies undergo changes,
making the structure of an economy a picture of permanent change.
Frictional unemployment exits when the process of rationalization
started in India since 1950 also caused displacement of labour.

5. Seasonal unemployment:
It occurs at certain seasons of the year. Associated mainly with

agriculture it is a widespread phenomenon in Indian village.
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V) Causes of unemployment in India:

1. Rising in population:
In India productive capacity is below the needed quantity as
against this additions to labour force are being made at a fast rate

on account of the rapidly growing population.

Thus, while new productive jobs are on the increase the rate of
increase being low, the absolute number of unemployed persons is rising
from year to year.

2. Slow growth of agriculture:

The volume of economic activities of present is being determined
largely by agriculture the rate of rise in such activities is small.
3. Slow growth of industry:

The modern industrial sector which was to provide increasing
avenues of employment is growing at a very slow place.
4. Destroyed industries:

During the British period, the flourishing indigenous small-scale
and cottage industries instead of expanding and transforming themselves
in to modern industries were destroyed.

5. Slow capital formation:

The slow capital formation also inhabited the growth —potential of
activities both in the agricultural sectors and the industrial sector. The
inadequacy of irrigation facilities the shortage of fertilized and power
unsatisfactory transport facilities etc all caused largely by slow growth of
the capital goods sectors have adversely affected the expansion rate of
work opportunism in India.

6. Retrenchment of labour:
In India after the second world war when war-time industries were

being closed there was a good deal of frictional unemployment caused by
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retrenchment in the army ordnance factories etc these workers were to

be absorbed in peace time industries.
7. Rationalization:

The process of rationalization which is started in India since 1950
also caused of displacement of labour.
8. Shortage of capital equipment:

In India, it is not the result of deficiency in effective demand in the
Keynesian sense but a consequence of shortage of capital equipment or
other complementary resources.

9. Inadequate employment planning:

Planning in India is operating since 1951 has not contributed
adequately to the solution of this problem this is largely because of the
lower priority to the employment objectives and the under-rationing of
human- resources.

10. Labour -surpluses:

In India government has no consideration in appropriate real wage
rate policy as instruments of labour intensive techniques in a big way
where without prejudice to output further little has been done to utilize
the Nurks variety of labor surpluses in village.

11. Weak man- power planning:

In some sectors of the Indian economy there is more than we need,
while others there is less than we required, so is the case in many
regions and skills. These imbalances have caused by increasing
unemployment.

VI) Measures to remove unemployment:

1. Rural work programs:

The emphasis under the programs was on the construction of

civil works of a permanent nature as would contribute to the
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mitigation if not the total eradication of the scarcity condition in

the areas concerned.
2. Area developed scheme:

This scheme is relate to the development of adequate
infrastructure facilities like roads, market complexes etc. in areas
command by ten major irrigation projects.

3. Expanding volume of work:

One and the foremost solution to the problem of
unemployment lie in enlarging opportunities for work. This is
needed to be done rapidity and at an increased scale so as to clear
the backlog of unemployment which is substantial.

4. Rising capital formation:

It is also necessary that the accumulation of capital is
stepped up it helps increasing employment.

5. Appropriate mix of production techniques :

It is also necessary to choose such a combination of capital —
intensive and labor—
intensive technologies of production as it generate maximum

employment.
6. Special employments program:

The remedies suggest that employment generation through a
faster growth of the economy as well as an expansion of capital
intensive based activities people for whom special employment
programs are needed for landless agricultural labors, marginal
farmers, village's artisans, and tribal people living in remote areas
of the country as also people in the hilly areas.

7. Manpower planning:
For achieving employment for all it is necessary also to

manage human resources in a scientific manner.
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8. Special employment program:

A number of special employment program for self and wage
employment have been in operation in rural and urban areas. In
the rural areas, self-employed scheme such as SwarnJaynti Gram
SwarozgarY ojna (1999) ,Jawahar Gram SamuridhiYojna,
JawaharRozgarYojna , Integrated Rural Development Programme,
Training For Rural Youth For Self Employment etc.In urban areas,
Prime Minister RozgarY ojna (1995),
SwarnaJdayntiShahariRozgarYojna, and Urban Poverty Alleviation
Programs were launched.

9. Agro- service centers:

The schemes provided assistances for self employment to the
unemployment people availed through Agro service centres.
10. Marginal farmers and agricultural labours:

Under this scheme families were to be assisted with subsides,
credit supports for agricultural and subsidized occupations like
dairy poultry, fishery, etc.

11. Small farmer’s development scheme:

The object of the schemes was to make credit available to
small farmers to enable
them to make use of the latest technology and to practice intensive
agricultural and diversify their activities.It is necessary through the
above schemes that government consequently try to remove
unemployment.

4.2.2Problemsofpoverty :
A)Introduction:-

its basic necessities of life. The poverty in India is a problem with
some grave dimension; it is on the one hand, quantitatively a very big

problem as the number of the poor. Indeed a massive aspect is that it isa
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problem of very low productivity of the poor, these peoples resources are

poor in terms of assets, skills, credit, availability ,etc. this makes their

earning to be dismally small.
B) Meaning of poverty :

1.“All all those who cannot undertake consumption-expenditure
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, poverty expressed in terms of minimum requirements of
vegetables, cereals, pulse, milk, butter, clothing, or calorie intake is
conditioned by the relative levels of living prevalent in the country.

C) Poverty in India :

V.M. Dandekar estimated that in 1983-84 at total of 286 million
(44.4) persons were living below the poverty line.

Planning commission Expert Group (1993) estimated that rural
poverty ratio has declined from 56.4% in1973 to 39.1% in 1987-88 as
against it there is a relatively smaller decline in urban poverty 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
parameters of poverty.

D) Causes of poverty:

1. Paradox of poverty with growth:

The Indian economy is beset with a paradox or contradiction
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 population:

The incidence of poverty is to an extent also caused by the
population growthwhich is large among the poor at all-India rate.
3. Destroyed industries:

During the British period flourishing indigenous small-scale and
cottage industries instead of expanding and transforming themselves in

to modern industries were destroyed.

4. Unemployment:

In India considerable degree of unemployment and under-
employment is found among rural labours. It has been established that
incidence of unemployment and under- unemployment is the highest
among casual labours.

5. Weak bargaining power:

Even during periods of unemployment, due to their week
bargaining power, low wages being paid to them so that their extent of
poverty has increased.

6. Low assets:

In India assets distribution in rural and urban area is unequal
according to RBI data27% of rural households owing assets worth less
than Rs.20, 000 accounted for only2.4% of total assets.

7) Low education:

The low education attainments of the poor and educational
differentials are the main factors for relatively lower levels of income
among the poor. Poor parents are not able to help their children to
access higher educational level.

8) Inadequacy of anti- poverty programs:
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Another supplement to the transfer could be the various special

programmes to ameliorate the conditions of the poor. These however,
have not as yet made substantial impact on the poverty.
9) Strategy of development:

The emphasis all along since the second plan till recently has
been on the building of the capacity for capital goods. This meant to
things investment in capital -intensive projects or less employment.

E) Measures of removal to poverty:
1. Rising income and consumption:

To remove poverty it will require such an ordering of priorities in
respect of product- mix and technology mix that goods of mass
consumption /wages goods and the labour- intensive technologies get the
highest ranking growth of consumption goods and large employment
opportunities for the poor, where by their income and consumption may

rise.

2. Rising social consumption:

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 programs. This is such items as elementary education, health,
housing, water supply etc.

3. General growth:

The growth strategy in a manner that helped to some extent in
improving the condition of the poor, this involved such a re-structuring of
the production and of product- mix that provided more work income and
mass goods to the poor.

4. Improving social status:
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Improving the social status of the poor which also upgrade their

productive capabilities, effort at rising literacy ,widening the access to
education and health facilities for the weaker section belonging to the
scheduled caste and backward classes, enhance the status, the skill and
health of the poor.

5. Special programme:

There are certain special programmes for the development of
women and children were launched, which empower them in various
ways, including in respect of their legal rights like social welfare
schemes.

6. Self-employment:

Special programmes involving the use of local resources and
manpower can be devised to provide employment on wages and self-
employed basis
7. Increasing education:

To remove poverty it is necessity to provide better education which
is pro- occupational and increases labour skill and wages.

8. Training programme:

The training programme which helps the poor in earning by
providing them assets, inputs, credit marketing facilities for skill
formation etc.

9. Government programme:

The government has been implemented various programmes for
the eradication of poverty such as IRDP, NREP, RLGEP, dry land
developing programme ,public distribution system etc.The measures
which have listed above together mark a well-conceived strategy for
eradicating poverty. But, the important thing is that it should have been

implemented effectively.

Environmental concerns
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1. Introduction

Economic development has involved continuous interaction
between the efforts ofhuman beings to improve their material well-being,
and the processes of nature. Whilethe environmental challenges of
development have induced many scientific discoveriesand innovations in
technology and social organization, efforts at  development
havesometimes resulted in environmental degradation, economic and
social stagnation, andhuman suffering. The major environmental issues
relating to the development processare discussed here within the broad
framework of the relation between the humansystem and the system of
nature.

2. Economy—Environment Relationship

Conventional development economics presumes 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 resources of nature into goods and services
products, which are used for either consumption or capital formation.
After the consumption or capital use, the physical content of the product
flows back into nature in a degraded state as wastes. In such economic
processes of transformation of natural resources—biotic and abiotic—into
economic products, and in their subsequent use, no basic constituent
elements of matter and energy would be lost. However, any biotic or
abiotic resource has a certain ordered structure. It is these orderly
characteristics that enable the resource to render the useful service or to
do the concerned work. With every use of the resource, its structure
loses orderliness. The degree of disorder is called entropy. In the course
of circular movement from the source in nature to the economy and from
the economy to the sink of nature, the basic elements of energy and

resources render utility to humans while moving along an increasing
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entropy gradient. 3. Environmental Capital Base and Environmental

Crisis The availability of low entropy matter and energy is limited in the
earth. Stocks of exhaustible resources like minerals or fossil fuels cannot
be augmented in the human time scale. However, ecological processes
regenerate renewable resources in the earth. A small portion of solar
light energy is transformed into chemical bond energy through
photosynthesis in plants. This chemical energy provides food not only to
the plants themselves but also to all kinds of animal organisms, including
decomposers and microorganisms. Some of the low entropy biotic
resources thus generated are used as renewable resource input for the
human economic system, for food and non-food enduse purposes (e.g.,
biomass fuel, forestry based industrial raw materials, organic chemicals,
etc.). The diversity of such biological resources is itself an important
dimension of the natural resource base. Apart from supplying inputs for
the human economy’s production system, nature provides a range of
other services that form the underpinning for all human activity, and
which are therefore of fundamental value. The bio-geo-chemical
processes of the Earth as driven by solar energy ensure the operation of
hydrological cycles that supply water resources, regenerate soil, recycle
nutrients, control climate and floods, assimilate wastes, pollinate crops,
and purify air to maintain the gaseous composition of the atmosphere.
The biodiversity of the ecosystem has on the one hand significant
influence on the gaseous composition and climate condition. It contains
and preserves, 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
generate the biotic resource input for the human economic system and
provide all the above non-market ecological services—which are crucial

for human survival—forms the environmental resource base of the
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economy. This environmental resource base, aong with the non-

renewable deposits of minerals, ores, and fossil fuels constitutes the
natural capital base (stock) of the economy. With any renewable or
regenerative resource there is potentially a danger of exhaustion due to
overuse. If the economic system uses such resources at a rate higher
than its rate of regeneration, there will be depletion in the stock of
renewable resources over time. For example, harvesting of forest
biomass for fuel or timber use at a rate higher than the rate of
regeneration of the plant biomass leads to degradation of forests. Or,
crop uptake of nutrients in agricultural activities can exceed the natural
rate of regeneration of nutrients in the soil through the operation of the
nutrient cycles of nature. It is in fact essentially the rate of flow of solar
energy that ultimately sets a bound on the rate of regeneration of
resources, along with that on the time rate of delivery of all eco- services

Another important eco-service provided by the environmental
resource base is the degradation of the material wastes generated by the
economic system. The regeneration of resources and the degradation of
wastes are two services jointly delivered by the ecological processes of
nature. If the waste products of the economic system are particularly
biodegradable, these processes transform themselves in the course of
interactive ecological processes between organisms and their abiotic
environment through the bio-geochemical cycles driven by energy flow
through the food chain.

There are, however, limits on the time rates of such absorption of
wastes by nature determined by the time rate of ecological processes. If
the wastes of economic processes are not biodegradable, they will be
degraded and rendered harmless only through natural weathering
processes involving often quite slow geo-chemical transformation

through interaction with the environment over a long period. The
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hazardous wastes that are man- made compounds can enter the biological

system by getting concentrated in the tissues of living organisms without
being degraded.

The rate of extraction of resources by an economy from the
ecosystem and the return 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 population of the economy concerned.

The maximum rate at which nature can absorb a given waste
product or supply a given resource by regeneration through the
ecological processes of a region is often far exceeded by the rate of this
process as required by economic development, if the latter is to be
sustainable. A resource crisis arises if the rate of regeneration of low
entropy resources falls short of the required flow of resources from the
ecosystem to the economic system, rendering the pre-existing growth
level unsustainable. If the rate of the production of high entropy wastes,
on the other hand, exceeds the rate of absorption of waste by nature per
unit of time, the balance of waste is deposited in the ecosystem as
pollutant. The stock of the latter would accumulate and such
accumulating stock would affect adversely the productivity of the natural
system, human health, and the regenerative function of nature. While the
carrying capacity of an ecosystem is considered to be the maximum life-
support it can provide at a level sustainable for its biological systems, its
operative definition in the economic developmental context is considered
in terms of the maximum size of human population—along with the
economic activities of the latter—that it can sustainably support.

Demographic constraints
Introduction

The growth in population explains the difference in the growth of

national income and the per capita income since human resources have a
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major role in generating aggregate flow of goods and services. Thus, the

demographic features and indicators of development 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 production to work in combination with other factors of
production such as land, capital and enterprise. Moreover, as consumers,
human beings make demand on the national product of the economy. In
this way, the size of population is a significant determinant of economic
growth. It may be noted that a large population may not necessarily
contribute to economic growth. Thus, a large fast-rising population may
find itself in a situation of over-population. We may discuss whether
economic growth alone constitutes economic development and see that it
is not the case. Therefore, we must know about economic development
and the indicators of economic development. 6.1 Demographic
Features and Indicators of Development

With the help of Indian census data, a concise demographic profile
of the country can be prepared. In 1872, the country's first all-India
Census was completed. Decennial censuses 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 conducted under
the Census Act, 1948, which makes it obligatory for the public to provide
all answers correctly 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 handicapped a large
proportion of the world population is found jam-packed in a small area of
the country. Major trends of Indian population are given as under :

1. Since 1951, the upward trend in population growth rate was

maintained which got reversed during the decades 1981-2001.
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2. The increase in population after the country’s independence was

more rapid. Before that the census of 1931 and the following census of
1941 recorded an increase of the magnitude of about Indian Economic
Policy 2.76 crore and 3.97 crore respectively. In this way, while India’'s
population had increased by about 12 crores during the first fifty years of
the present century, i.e. during 1901-51, it increased 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 population was very slow.
A decline was caused by famines and epidemics during the 1911-21.
Distribution of Population by States : Different States of India have
different number of inhabitants with a large gap. For instance, Uttar
Pradesh has a population as large as 16.60 crore while Sikkim has barely
5.40 lakh people. Some relatively large states have a population of more
than 5 crore such as Bihar, Maharashtra, West Bengal, Andhra Pradesh,
Madhya Pradesh, Tamil Nadu, Gujarat, Karnataka and Rajasthan. There
are other states with less than 5 crore population.

According to the 2001 census, India is the second largest country
in the world with the total population of 102.7 crore constituting about
16% of the total population of the world.

Growth Rate of Population The change in population caused by net
migration as a proportion of total population of the country is amost
insignificant and, therefore, can be easily ignored. The birth and death
rates in India have followed the general trends indicated in the theory of
demographic transition. The following conclusions may be made for
India’'s population growth :

1. The natural growth rate of population 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 transition was set with the
beginning with the 1970s when the birth rate registered a fall. However,
this has been neutralised by declining mortality. Here, it may be noted
that the growth rate of population during 1981-1991 and 1991-2001 has
been less than that in 1971-1981 which is an indication of third stage of
transition. Density of Population The density of population in the country
is 324 (Census 2001). It is calculated as a ratio of the number of persons
per sq. km. of land area. It may be noted that a country like Myanmar
with a density of population of only 75 has a per capita income of only
$200 as against $530 in India. However, Japan with a density of 349 has
a per capita income of $34,510. In this way, the density of population
helps to determine the magnitude of the burden that land is being called
upon to carry and to determine the future potentials of growth in the
country.

Inter- State Variations : Generally, the density is generally high in
industrially-developed states or in those regions which have a better
climate, rainfall and irrigation facilities. India is an economy where the
agrarian sector dominates and hence the above factors exercise an
influence on the density of population in the country. Life Expectancy
The occurrence 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 expectancy 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 perceptible fall which is reflected in the rising life

expectancy. At present, life expectancy at birth is 63.87 years for males
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and 66.91 years for females. We see that rising life expectancy hassocial

implications.

For instance, it creates pressure on the job market. As persons

reaching retirement age remain fit to work, they seek extension of their
jobs or fresh employment. Moreover, as the elderly continue to live
longer, the number of joint or multi-generational families tends to
increase. But we know that the average size of households has not
increased significantly over the last five decades and the total number of
households has risen sharply for the period.
Age and Sex Composition : The consequence of past trends in fertility
and mortality is reflected in the age and sex composition. If high birth
and death rates persist for a fairly long time it would result in a bottom-
heavy age pyramid. For India, the age distribution indicates that every
one person, on an average, has to earn for himself and for one dependent
also. Here, the dependency ratio of the population is about 64.07%. A
high dependency ratio acts as a serious drag on production and
improvement of living standards of the population.

The difference between the birth rate and the death rate measures
the growth rate of population.Literacy A person may be called literate if
he or she can read and write with understanding in any language. In
India, a substantial progress in literacy has been made during the 1951-
2001. At the same time, sex differentials in literacy rates are narrowing
down. For instance, in 1951, the female literacy rate as a percentage 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 populated. Moreover,
since the 1950s, the growth rate of population has been consistently
high. It is due to persistence of high fertility and declining mortality.

Apart from this, persistence of high birth and death rate for fairly long
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time has resulted in a bottomheavy age pyramid; the dependency ratio in

the economy has been very high. Further, the country shows a rising
masculinity with the proportion of women in the total population
gradually falling. The rural sector dominates the economy. Finally, about
one-third of the total population is illiterate.

Effects on Economic Development : The fast growth of population in
India has caused a number of problems as given below :

1. Coale and Hoover’'s Argument :Coale and Hoover say that the
GNP per capita would be lower under higher fertility than under lower
fertility. Undoubtedly, per capita product in India is lower than it would
have been had population 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 greater. ¢ The labour
force would have been little smaller in size in case the fertility had been
lower for a longer period. However, the number of people it had to
support would have been much smaller during the period. « If the effect
of diminishing returns in agriculture was equivalent to a lower average
productivity of capital, the capital itself would have been more
productive.

2. Cassen’sArgument : According to R.H. Cassen, there are two
main relationships through which population growth affects the economy
: savings effect and composition of investment effect.

(a) Savings Effect : According to this, savings are reduced by
population growth because of the increase of burden of dependency. As
all must consume while relatively fewer produce, consumption per head
rises and savings per head falls.

(b) Composition of Investment Effect : With an increasing
population, a share of investible resources has to be utilised towards

reproducing for additional people ‘unproductive’ facilities of the
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economy. Thus, the pressures of population growth have become

progressively more intense. Population Policy in India The population
problem in India needs a policy which aims at a rapid reduction in the
birth rate of the country. The focus of the population policy should be :

1. To increase the rate of employment at a rate that it will do away
with unemployment among population of working age. 2. To control the
growth of population through family planning. National Population
Policy, 2000 The National Population Policy, 2000 has the following
aims : 1. The immediate objective is to meet the “unmet” needs for
contraception, health care infrastructure, health personnel and
integrated service delivery in the country.

2. The mid-term objective is to bring the total fertility to
replacement levels, that is, two children per couple. 3. The long-term
objective is aimed at stabilisation of population by 2045. In the policy, 16
promotional and motivational measures have been outlined to implement
it. Some of the important are given below : 1. For couples below poverty
line, with two living children, who undergo sterilisation, a health
insurance cover of Rs. 5,000 has been fixed. 2. Panchayats and
ZilaParishads to be rewarded for promoting small family norm.

3. Child Marriage Restraint Act and Pre-natal Diagnostics
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 strengthened.

6. Couples below poverty line, who marry after legal age, have first
child after the mother reaches 21, accept small family norm and undergo
sterilisation after birth of two children are to be rewarded. Government
has established a National Commission on Population, headed by the

Prime Minister, to monitor the new policy measures. Indicators of
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Development National income estimates (and the corresponding per

capita income estimates) are used as indicators of economic growth.
There is another concept called economic development which is a
broader concept than economic growth.

Economic Growth and Economic Development : An increase in real
terms of the output of goods and services that is sustained over a long
period of time, measured in terms of value added may be defined as
economic growth. On the other hand, the concept of economic
development focuses on the achievement of the following three aims :

1. Increasing the availability and widening the distribution 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 dependence 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 regarded as an
important index of development. Several factors are involved in the
measurement of such ‘quality’. For example, life expectancy, the
level of nutrition, education and literacy rates, consumption of
energy per head andso on. While some of these factors are ‘non-
monetary’, others are ‘monetary’. In this direction, at least two
most important indices are Human Development Index and
Economic Development Index.
Human Development Index :

A process of enlarging people’s choices may be called Human
development. The United Nations Development Programme prepares the
Human Development Index (HDI) annually. In theory, the choices can be
infinite and change over time. Computation of HDI : There are three

indicators of HDI. First, longevity, as measured by life expectancy at
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birth (25 years and 85 years); second, educational attainment, as

measured by a combination of adult literacy (two-thirds weight) (0% and
100%) and combined primary, secondary and tertiary enrolment ratios
(one-third weight) (0% and 100%); and third standard of living, as
measured by real GDP per capita (PPP$) ($100 and $40,000 (PPP$)).For
each of these indicators, fixed minimum and maximum values have been
set in order to construct the index : General formula for computing
individual for any component 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 attainment 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 Development Report, 2004 India
ranked 127 in the group of 177 countries. Economic Development Index
(EDI) : National Council of Applied Economic Research (NCAER) of New
Delhi has developed a new measure called EDI. We may note that the
EDI develops further on the HDI and is based on three components the
health attainment index, the education attainment index, and per capita
GDP of the economy. NCAER’'s model can analyse policy changes in
Government expenditure on health and education and changes in public
investment and tax rates on macroeconomic variables such as output,
prices and the current account balance as well as on human development
in the country.

Important questions
2marks

1. State human development index

2. List a few poverty eradication programmes in our country.
3. What is density of population?

4. Expand IRDP

5. Define poverty
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eémarks

1. Briefly explain the importance of industrialisation and state the
industrial revolution policies implemented by the govt.

2. Explain the two phases of green revolution and write about
achievements and failures of the green revolution.

3. Explain the broad features of Indian population

4. What are the causes of unemployment in India? and explain the
types of unemployment

5. Give an elaborate note on “population is factor of economic
development”

6. Discuss the main components of green revolution; discuss critically
the achievements of green revolution.

7. Give an account of the salient features of Indian demographic
structure.

8.What do you know about poverty in India, how can it be reduce?

9. Examine the measures to promote Human Development through
education in India

10. Examine the nature and extent of unemployment in India.

11. Analyse the growth of industries in the post reform period in india

12. Discuss briefly the banking sector reforms introduced in india since
1991

13. India’s Human Development record continues to be gloomy. Can
you suggest measures to improve it

14. Industrial development and agricultural development are the two
sides of the same coin. What policy prescriptions would you
advocate in the context of the indian economy?

15. Explain the structural changes in the indian economy

16. Explain the causes for population explosion and suggest measures

to control population.
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17. Explain the theory of demographic transition
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UNIT - 111

INDIAN ECONOMY

S.N | Question OPTION A OPTION OPTION C |[OPTION D Answer

O B

1 Green Revolution 1964- 65 1965- 66 1966- 67 1967- 68 1966- 67
started in

2 National Rural 1979 1980 1981 1982 1980
Employment
Programme started
in?

3 Pradhan Mantri 1999 2000 2001 2002 2000
Gramodaya Yojana
started in ?

4 National Rural 2005 2006 2007 2008 2006
Employment
Guarantee
Programme started
in ?

5 Which of the Increase in | Increase in | structural all the above all the
following explains per capita per capita |change in are right above are
the term economic production real the right
growth? income economy

6 Economic growth in Population Capital Technical All the above | Capital
India will happen growth formation progress in formation
necessarily if there is the global

economy

7 Indian Green Wheat and Jwar and Wheat and Tea and Wheat and
Revolution is the Potato Oil seeds Rice Coffee Rice
most successful in

8 Which place India Fourth Third Second First First
holds in Milk
production?

9 In Sugar production First rank Second Third rank Fourth rank First rank
in the world India rank

placed at




10 Which country India China Srilanka Japan India
produces Maximum
Tea in the world?

11 Contribution of 14% 15% 16.50% 17.50% 17.50%
agriculture to Gross
National Product is
approximate?

12 An economy is at the | becomes begins is gets maximum | begins
take off stage on its stagnant steady liberalized foreign aid steady
path to development growth growth
when it

13 Who advocated the A AM. B Dr. APJ |[CM.S. D Maulana B Dr.
adoption of ‘PURA’ Khusro Abdul Swami Abul Kalam A.P.J.
model to eradicate Kalam Nathan Azad Abdul
rural poverty? Kalam

14 The Community A 1950 B 1952 C 1954 D 1956 B 1952
Development
Programme was
launched in the year

15 In agricultural Only cerals Cereals Cereals and | Pulses and Cereals
production, Food and pulses | oilseeds oilseeds and
grains include oilseeds

16 Among the agro- Jute Silk Woolen Sugar Jute
based industries in Industry Industry Textile Industry Industry
India which one is
the second largest
industry after cotton
textile?

17 The most appropriate | GDP NDP Per capita GNP Per capita
measure of a real income real
country's economic income
growth is

18 In which stage of First Second Third Fourth Second

demographic
transition is the
population growth




rate highest?

19 The state with lowest | West Bengal | Haryana Bihar Kerala W est
death rate is Bengal

20 The state with lowest | West Bengal | Kerala Karnataka Assam Kerala
birth rate is

21 Which five year plan First Second Third Fourth Third
stated the objective
of stabilizing the
population growth to
be the central feature
of planning?

22 Which of the meet the meet the meet the all the above all the
following is/are needs of needs of needs of above
immediate objective contraceptio | health health
of the population n infrastruct | personnel
policy of 2000? ure

23 the 12th five year 2.1 1.1 3.1 none of the 2.1
plan aims at reducing above
the total fertility rate
to

24 The largest urban greater delhi Kolkata Chennai greater
agglomeration in Mumbai Mumbai
India is

25 Arrange the UA in Greater Greater Delhi, Delhi, greater | Greater
the order of highest Mumbai, Mumbai, greater Mumbai, Mumbai,
to lowest population. Chennai, Delhi, Mumbai, Chennai, Delhi,

Kolkata, Kolkata, Kolkata, Kolkata Kolkata,
Del hi Chennai Chennai Chennai

26 Which of the Gini Lorenz Both a and Poverty line Both a and
following is a method | coefficient curve b b
to measure relative
poverty?

27 Which of the Tendulkar Lakdawala | Saxena All the above All the
following is committee committee | committee above

associated with




poverty estimation ?

28 Which of the Madhya Maharasht | Tamil Nadu | Karnataka Mahar asht
following state Pradesh ra ra
introduced
Employment
Guarantee Scheme
first?

29 Which of the Irrigation Sanitation Drinking Electrification | Sanitation
following is not a water
component of Bharat
Nirman?

30 In which among the 1986 1991 1992 1993 1991
following years, a
new “Liberalized
Industrial Policy” in
India was announced
for the first time?

31 In the Industrial 7 8 11 13 8
Policy of 1991, how
many industries were
reserved only for
Public Sector?

32 Which among the Expenditure | Money India’'s Bringing of India’s
following was NOT a | of the sent by the | Population British Capital | Population
reason behind India’'s | European British growth in India growth
poverty as pointed Officials in profession
out by Dadabhai England als to
Naoroji in his famous England
work “Poverty and
Un-British Rule in
India

33 Which among the Issue of Redemptio | Redemption | Purchase of Redemptio
following represents Bonus n of the of the the Building n of the
a decrease in the Shares Debenture | Preference Debenture
Owner’s equity? S Shares S




34 Population Explosion | High birth High birth | Low birth Low birth High birth
in a country means rate and rate and rate and rate and low rate and
high death low death high death death rate low death
rate rate rate rate
35 In India, while Half of its A police A police Three- fourth Three-
defining an urban mal e station, a station, a of its male fourth of
area, the most working in telegraph college and | working on its male
important non-primary | office and a hospital non- working
consideration besides | sector telephone agricultural on non-
the size of its facility pursuits agricultur
population is that it al pursuits
should have
36 The poverty line has Seventh Sixth Five- | Eighth Five- | Fifth Five- Fifth Five-
been defined in the Five-Year Year Plan Year Plan Year Plan Year Plan
Plan
37 Capital isthat wealth | Which is Which is Which is Which is Which is
used for the | kept in buried in stored for used for
production boxes and the land consumption the
of wealth lockers production
of wealth
38 The measurement of | Their The nature | Caloric Level of Caloric
poverty line is based dwelling of consumptio | education consumpti
on the criteria of houses employme n on
nt
39 Which of the Mining Education | Transportat None of these | None of
following sectors of ion these
the economy is state-
owned and its service
sector is a public
enterprise?
40 The term which Trade gap Turnover Reserves Referendum Turnover

refers to the total
amount of sales made
by a firm in one year
or the total amount of
money changing




hands in business, is

41 The co-operative Two-tier Three- tier Four-tier Five-tier Four-tier
credit societies have structure structure structure structure structure
a

42 Since the inception of | Institutionali | Rationalize | Cheapened All of the All of the
the co-operative zed d above above
movement, rural
credits has been

43 In terms of five SiX seven Three seven
geographical area
India occupies what
position in the world?

44 Which among the The basic The CDP CDP CDP was The CDP
following is the main | unit of the was a envisaged based upon was a
difference between CDP was a general no loans area general
the Intensive village, the developme | and approach, developme
Agriculture basic unit of | nt financial IADP was nt
Development IADP was a | programm assistance, based upon programm
program (IADP) & Taluka e, IADP IADP had a | service e, |IADP
Community was a package for | approach Hide |was a
Development sectoral financial Answer sector al
Programme (CDP)? developme | assistance developme

nt plan nt plan

45 A village in the plain 500 1000 1500 2000 500
area of India comes
under the Pradhan
Mantri Gram Sadak
Yojna , if its
population is more
than  ?

46 What is the impact on | Social Social Social Social Social
the “Social overhead overhead overhead overhead overhead over head
capital requirements” | capital capital capital capital capital
of an economy, if the |requirement |requireme |requiremen |requirements requireme
population increases? | s fall nts remain | ts increase fall drastically | nts




unchanged increase

47 Which among the Community Intensive Intensive High Yielding Intensive
following programme | Developmen | Agricultur Agriculture | Variety Agricultur
was started with the t e Area Programme e
assistance ofFord Programme Developme | programme | (HYVP) Developme
Foundation? nt program | (IAAP) nt

(IADP) program
(IADP)

48 A period of rapid demographi population | demobilizin | birth-death demograp
population growth c transition maturity g transformatio hic
between a population n transition
preindustrial stable
population
characterized by high
birth and death rates
and a later modern,
stable population
marked by low
fertility and mortality
is known as:

49 The is the ratio | labor force per capita | dependency | female labour dependenc
of the non-working participation | population | ratio force y ratio
population (under 15 | rate ratio participation
year old and over 64
years old) to the
working- age
population

50 A stationary increasing decreasing zero 100% zero
population is when at an
population growth is. | increasing

rate

51 Which of the increasing increased a higher a working increasing
following is not a returns to urbanizati labor force population returns to
possible cost of high natural on and growth rate | that must natur al
fertility rates and resources congestion | and higher support a resources
rapid population with a direct unemploym | large number with a




growth? impact on ent of dependents | direct
average impact on
food average
consumption food
consumpti
on

52 Malthus's theory was | increased increased increased increased increased
that population: proportional | geometrica | stagnantly disproportiona | geometric

ly to Iy, with food tely ally,

economic outstrippin | supply and surpassing outstrippi

growth g food economic agricultural ng food
supply developmen | production supply
which t which
grew grew
arithmetic arithmetic
aly ally

53 Which of the SGRY & SGRY & NFFWP & None of these | SGRY &
following two NFFWP SJISY JRY NFFWP
programmes are
merged with
MGNREGA?

54 “TRYSEM” a Employmen Employme | Developme Providing road | Employme
Programme made t to Rural nt to nt of connectivity to | nt to Rural
for the: youths Urban nutrition the villages. youths

youths intake in
the food of
poor of the
country.

55 Which one of the Pakistan India Nepal Sri Lanka Sri Lanka
following countries
has the highest life
expectancy at birth?

56 Economic growth is Deflation Inflation Stagflation Hyperinflatio | Inflation
usually coupled with n

57 India is regarded as a | Its high Its high Its high Its high total Its high
country with population population | population population population




"Demographic in the age in the age in the age in the age
Dividend". This is due | group below | group of group group of
to 15 years 15-64 above 65 15-64
years years years

58 In which of the In governing | In framing | In framing In In framing
following sector the police the policy the Deforestation the
NGOs are playing an | force related to environmen environme
important role laws tal policy ntal policy

59 Under which domain Environmen | Indian Wildlife National Environme
7th five year plan t Protection Forest Protection Forest nt
helped in the Act,1986 Act,1927 Act, 1972 Policy,1988 Protection
protection of Act, 1986
environment

60 The concept of PQLI Morris D UNO UNDP Oxford Morris D
was developed by Morris poverty and Morris

Human

Development
Initiative
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SYLLABUS
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 balance of

payments, policy debate, Export policies and performance

Introduction

Agriculture is the primary source of livelihood for about 58 per
cent of India’s population. Gross Value Added by agriculture, forestry
and fishing is estimated at Rs 17.67 trillion (US$ 274.23 billion) in FY18.

The Indian food industry is poised for huge growth, increasing its
contribution to world food trade every year due to its immense potential
for value addition, particularly within the food processing industry. The
Indian food and grocery market is the world's sixth largest, with retail
contributing 70 per cent of the sales. The Indian food processing industry
accounts for 32 per cent of the country’s total food market, one of the
largest industries in India and is ranked fifth in terms of production,
consumption, export and expected growth. It contributes around 8.80
and 8.39 per cent of Gross Value Added (GVA) in Manufacturing and
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Agriculture respectively, 13 per cent of India's exports and six per cent

of total industrial investment.
Market Size

During 2017-18* crop year, food grain production is estimated at
record 284.83 million tonnes. In 2018-19, Government of India is
targeting food grain production of 285.2 million tonnes. Milk production
was estimated at 165.4 million tonnes during FY17, while meat
production was 7.4 million tonnes. As of September 2018, total area
sown with kharif crops in India reached 105.78 million hectares.
India is the second largest fruit producer in the world. Production of
horticulture crops is estimated at record 307.16 million tonnes (mt) in
2017-18 as per second advance estimates.
Total agricultural exports 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
agriculture exports were US$ 15.67 billion. India is the largest producer,
consumer and exporter of spices and spice products. Spice exports from
India reached US$ 3.1 billion in 2017-18. Tea exports from India reached
a 36 year high of 240.68 million kgs in CY 2017 while coffee exports
reached record 395,000 tonnes in 2017-18.
Food & Grocery retail market in India was worth US$ 380 billion in 2017.
Investments

According to the Department of Industrial Policy and Promotion
(DIPP), the Indian food processing industry has cumulatively attracted
Foreign Direct Investment (FDI) equity inflow of about US$ 8.57 billion
between April 2000 and June 2018.

Some major investments and developments in agriculture are as follows:

« The first mega food park in Raasthan was inaugurated in March
2018.
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e In 2017, agriculture sector in India witnessed 18 M&A deals worth

US$ 251 million.

« A loan agreement of US$ 318 million was signed between the
Government of India, Government of Tamil Nadu and the World
Bank in December 2017 for the ‘Tamil Nadu Irrigated Agriculture
Modernization Project' through which is expected to benefit around
500,000 farmers in the state.

Government Initiatives
Some of the recent major government initiatives in the sector are as

follows:

e In September 2018, the Government of India announced Rs 15,053
crore (US$ 2.25 billion) procurement policy named
‘PradhanM antriAnnadataAay SanraksHanAbhiyan' (PM-AASHA),
under which states can decide the compensation scheme and can
also partner with private agencies to ensure fair prices for farmers
in the country.

e In September 2018, the Cabinet Committee on Economic Affairs
(CCEA) approved aRs 5,500 crore (US$ 820.41 million) assistance
package for the sugar industry in India.

« Asof March 2018, the Government is working on a plan to provide
air cargo support to promote agriculture exports from India.

e The implementation of PradhanMantriFasalBimaYojana (PMFBY)
will be made faster and the government is aiming to increase the
coverage under the scheme to 50 per cent of gross cropped area in
2018- 19.

e The Government of India is going to provide Rs 2,000 crore (US$

306.29 million) for computerisation of Primary Agricultural Credit
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Society (PACS) to ensure cooperatives are benefitted through

digital technology.

« Around 100 million Soil Health Cards (SHCs) have been distributed
in the country during 2015-17 and a soil health mobile app has
been launched to help Indian farmers.

e« With an am to boost innovation and entrepreneurship in
agriculture, the Government of India is introducing a new AGRI-
UDAAN programme to mentor start-ups and to enable them to
connect with potential investors.

« The Government of India has launched the
PradhanM antriKrishiSinchaiY ojana (PMKSY) with an investment of
Rs 50,000 crore (US$ 7.7 billion) aimed at development of
irrigation sources for providing a permanent solution from drought.

« The Government of India plans to triple the capacity of food
processing sector in India from the current 10 per cent of
agriculture produce and has also committed Rs 6,000 crore (US$
936.38 billion) as investments for mega food parks in the country,
as a part of the Scheme for Agro-Marine Processing and
Development of Agro-Processing Clusters (SAMPADA).

« The Government of India has alowed 100 per cent FDI in
marketing of food products and in food product e-commerce under

the automatic route.

Road Ahead

India is expected to achieve the ambitious goal of doubling farm
income by 2022. The agriculture sector in India is expected to generate
better momentum in the next few years due to increased investments in
agricultural infrastructure such as irrigation facilities, warehousing and
cold storage. Furthermore, the growing use of genetically 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 concerted efforts

of scientists to get early-maturing varieties of pulses and the increase in
minimum support price.

The government of India targets to increase the average income of a
farmer household at current 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 assurance
mechanisms such as Total Quality Management (TQM) including 1SO
9000, I1SO 22000, Hazard Analysis and Critical Control Points (HACCP),
Good Manufacturing Practices (GMP) and Good Hygienic Practices
(GHP) by the food processing industry will offer several benefits

India's agriculture sector is likely to grow at 2.1 per cent in 2017-
18, followed by Industry (4.4 per cent) and services (8.3 per cent),

according to the Economic Survey 2017-18 which tabled in Parliament

Economic Survey indicated that the government was keen on doubling
farmers’ income by 2022, for which it has launched several new

initiatives that encompass activities from seed to marketing.

Credit from institutional sources will complement all such government
initiatives like Soil Health Card, Input Management, Per Drop More Crop
in PradhanMantriKrishiSinchaiYojana (PMKSY), PMFBY, e-Nam, etc, the

survey said.

Indian farmers are adapting to farm mechanisation at a faster rate in
comparison to recent past. The Economic Survey further added sale of
tractors to a great extent reflects the level of mechanisation. Indian
tractor industries have emerged as the largest in the world and account

for about one-third of total global tractor production, the Survey added.
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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 4037.84 INR Billion from
2011 until 2018, reaching an all time high of 5666.82 INR Billion in the
fourth quarter of 2017 and a record low of 2690.74 INR Billion in the
third quarter of 2011.

Agriculture in Indian Economy

Indian is an agriculture based country, where more than 50% of
population is depend on agriculture. This structures the main source of
income . The commitment of agribusiness in the national income in India
is all the more, subsequently, it is said that agriculture in India is a
backbone for Indian Economy. The contribution of agriculture in the
initial two decades towards the total national output is between 48% and
60%. In the year 2001-2002, this contribution declined to just around
26%. The aggregate Share of Agriculture and Allied Sectors, Including
agribusiness, domesticated animals, and ranger service and fishery sub
segments as far as rate of GDP is 13.9 percent during 2013- 14 at 2004-
05 prices. Agricultural exports constitute a fifth of the total exports of the
country. In perspective of the overwhelming position of the Agricultural
Sector, gathering and support of Agricultural Statistics expect incredible

significance.
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According to the fourth Advance Estimates of Production of food

grains for 2013-14, aggregate food grain production is assessed 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 imaginative promoting strategies, inventive
bundling, quality in quality and an in number appropriation system. The
Indian flavors business is pegged at Rs 40,000 crore (US$ 6.42 billion)

every year, of which the marked portion represents 15%

The National Food Security Mission (NFSM) was launched from Rabi,
2007-08. The fundamental targets of the National Food Security Mission
(NFSM) is to expand production of rice, wheat, pulses and coarse cereals
through region extension and efficiency upgrade in a supportable way in
the recognized Ilocale 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 amongst the farmers.
The Mission met with a staggering achievement and accomplished the
focused on extra generation of rice, wheat and heartbeats. The Mission is
being kept amid Twelfth Five Year Plan with new focuses of extra
generation of sustenance 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 important procedure of capacity building of people
as to enhance the execution. Consequently, training needs appraisal is
imperative to the training process. It serves to recognhize present issues
and future difficulties to be met through training and improvement. 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 relegated occupation in the

associations

The 6% of agricultural production is converted in to processed
food, which is focused to achieve 20% in coming future. The business is
work escalated and contributes around 50% for industrial production.
Multi- National Food Companies have assumed a part of making business
sector draw and rivalry. Selection of inventive and experimental bundling
strategies by food industry has empowered the assembling of sheltered

and quality sustenance

Three Phases of Agricultural Transformation in Indial

Agricultural sector in India has moved from a traditional agriculture in
the 1950s to the modern technologically dynamic high capital intensive
agriculture, in which aong with food and non-food crops, horticulture

and other allied activities have also expanded.
ADVERTISEMENTS:

A study of the economic framework within which traditionally Ilow
productivity agriculture is transformed into high productivity modem
agriculture is important in policy-formulation and planning for growth.
Productivity here refers to productivity of agricultural land, labour and
capital resources; and this involves the larger use of scarce resources

like capital, foreign exchange and expert personnel.

An absolute criterion cannot be laid down about the content and
chronological order of such compositions, since agriculture varies vastly
from area to area in terms of physical conditions (i.e. soil moisture,
cropping pattern, responses, availability of labour, etc.), cultural factors

(education, receptivity to innovations, consumption pattern, etc.),
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economic factors (prices of input and outputs) and institutional factors

(nature of research, extension, marketing supply and other institutions).

Nevertheless, in the context of Indian agriculture, three distinct

phases of growth can be distinguished as follows:

Phase |: Traditional Agriculture:

This is a technologically stagnant phase in which a larger farm
production becomes generally possible only through increased
application of all three traditional inputs, vis. land, labour and capital.
The rate of increase of output is normally smaller than the rate of
increase in inputs-revealing diminishing productivity of inputs, even at a

low yield.

Even if some elements of dynamic agriculture like application of
fertiliser, improved seeds and land reform are introduced, the increase in

productivity is smaller.

Further, given their resources and knowledge, the traditional farmers
cannot become any more efficient as both these factors strongly limit
their participating actively in contributing to higher production. Till mid-
1960s, the Indian agriculture was typically embodied within the

framework of traditional agriculture outlined above.

The period 1950- 51 to 1966- 67 can be easily divided into two sub-
periods as follows:

i. First sub-period (1951- 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
characteristic of this period was that production of agricultural crops

consistently 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=100).

iil. Second sub-period (1961- 67):
During this period (i.e. 1960-61 to 1966-67) production either declined or
remained stagnant in the case of a number of major crops, especially

food grains, as can be seen from Table 13.1:

Table 13.1: Production of Food Grains in India

Y ear 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 reappraisal
of the growth strategy pursued in the agricultural sector. This
reappraisal of policies and strategies brought about a transformation in
Indian agriculture, leading to what can be marked as phase Il of Indian

agriculture.

Phase 1I: Technologically Dynamic Agriculture with Low Capital
Intensity:
The Indian agriculture entered the next phase after 1960s. This is

described as phase Il marked for technologically dynamic agriculture
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with low capital intensity. This is the beginning of the process of

transformation from traditional agriculture to modernisation. In this

phase, agriculture still represents a large portion of the total economy.

But population and incomes would be rising, increasing the demand for
agricultural products while the size of the average holding would be
coming down. There is scarcity of capital both in industry and
agriculture. The farm sector tends to use more labour than capital, since
labour, owned or hired, would be still, relatively cheaper than

mechanisation.

The distinguishing feature of phase Il is the application of science and
technology, evolved by research institutions, in a progressively large
measure. This increases the productivity of farms when small capital
additions are made in the form of improved seeds, fertilisers and
pesticides. The profitable innovations are accepted by the farmers

despite imperfections in land tenure, marketing and input supply system.

The stagnancy that had marked the agricultural sector during the early-
1960s, had largely been overcome around the end of the decade. In the
wake of the new agricultural strategy of growth (called the Borlaug seed-
fertiliser-technology) that had been adopted, agricultural production

especially food grains, began to increase sharply Table 13.2.

Table 13.2: Production of Major crops:

Crop 1960- 61  1970- 71 1980- 81  1990- 91
Food 82.0 108.4 129.6 176.4
grains
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Oil seeds 7.0 9.6 9.4 18.6

Sugarca 110.0 126.4 154.2 241.0

ne

Cotton 5.6 4.8 7.0 9.8

Jute 5.3 6.2 6.5 7.9

This fact is brought out more clearly by the index numbers of agricultural

production presented in Table 13.3.

Table 13.3: Index Numbers of Agricultural Production:

Y ear Index No.
1960- 66.8

61

1970- 85.9

71

1980- 104.1
81

1990- 148.4
91

Increase in agricultural production can be attributed either:

(i) To increase in area under cultivation (i.e. horizontal expansion), or

(ii) To an improvement in yield per hectare (i.e. vertical expansion), or
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(iii) To both an increase in area under cultivation and an improvement in

yield per hectare.

During this phase of transformation, significant contribution to improved
agricultural output was achieved by way of improvement in agricultural
productivity with little change in area under cultivation. Index number of
area under cultivation changed marginally from 96.3 in 1970-71 to 105.2
in 1990- 91.

On the hand, the index number of agricultural production increased from
85.9 in 1970- 71 to 148.4 in 1990-91 (Base: 1981-82 = 100). This phase of
agriculture transformation came to be known as the period of Green
Revolution. The green revolution was, however, confined to a few crops-

wheat and rice, and to few regions.

Phase Ill: Technologically Dynamic Agriculture with High Capital
Intensity:

As phase 11 advances, more and more innovations giving small returns
singly, but large returns jointly would be accepted leading to higher
productivity. In order to expedite progress, there should be an extensive
utilisation of available abundant factors. At the same time, relatively
scarce infrastructural facilities like research, extension, marketing, etc.
should be utilised optimally with efforts directed towards expanding the

infrastructural resources.

Indian agriculture entered the third phase of technologically dynamic

agriculture with high capital intensity towards the end of the decade of
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1980s. This was precisely the period when the non-agricultural sectors

also began their march towards modernisation.

Non-agricultural sectors were facilitated in their move towards
aggressive modernisation by the new policies of liberalisation,
privatisation and globalisation. This phase of agricultural transformation
is thus characterised by the substitution of labour by capital by way of
large- scale farm machinery, and considerable competition between the

sectors for capital.

FACTORS INFLUENCING PRODUCTIVITYAND GROWTH:

Some of the important factors influencing industrial productivity
are : (i) Technological Development (ii) Quality of Human Resources (iii)
Availability of Finance (iv) Managerial Talent (v) Government Policy (vi)

Natural Factors!

The factors affecting industrial productivity are inter-related and inter -
dependent and it is a difficult task to evaluate the influence of each

individual factor on the overall productivity of industrial units.

The impact of certain important factors is briefly examined below:

(i) Technological Development:

Technological development plays an important part to influence the
industrial productivity. “The application of motive power and mechanical
improvements to the process of production has accelerated the peace of
industrialisation to an unprecedented degree, and has given us the vision
of the vast and unexplored frontiers that still lie ahead of us in the realm

of applied science and technology.”
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The technological factors include degree of mechanisation, technical

know- how, product design, etc. Improvement in any of the technological
factors will contribute towards the increase in industrial productivity. In
India, application of mechanical power, introduction of semi-automatic
and automatic machines, improvements in the production processes,
better Morale and Productivity integration of production processes and
higher degree of specialisation have contributed a lot towards the

increases in industrial productivity.

(i) Quality of Human Resources:

Manpower plays a significant role. In raising industrial productivity in
most of the industries. If the labour force is not adequately qualified
and/or is not properly motivated, all the steps taken to increase the
industrial productivity will have no result the employees’ performance
and attitudes have an immense effect on the productivity of any
industrial unit. Three important factors which influence the productivity
of labour area (a) ability of the worker, (b) willingness of the worker, and

(c) the environment under which he has to work.

(iii) Availability of Finance:

The ambitious plans of an industrial unit to increase the productivity will
remain mere dreams if adequate financial resources are not available to
introduce technical improvements and give appropriate training to the
workers.

The greater the degree of mechanistion to be introduced, the greater is
the need for capital. Capital will also be required for investment in
research and development activities, advertisement campaign, better

working conditions to the workers, up-keep of plant and machinery, etc.
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(iv) Managerial Talent:

The significance of managerial talent has increased with the
advancement in technology. Professional managers are required to make
better use of the new technological development. Since the modern
enterprises are run on a large scale, the managers must possess

imagination, judgment and willingness to take imitative.

The managers should be devoted towards their profession and they
should understand their social responsibilities towards the owners of the
business, workers, customers, suppliers. Government, and the society
this is essential if the managers want to manage their organisations
effectively. The managers should have conceptual, human relations and
technical skills in order to increases the productivity of the enterprise.

(v) Government Policy:

The industrial policies of the Government have an important impact on
the industrial productivity; The Government should frame and implement
such policies which create favourable conditions for saving, investment,
flow of capital from one industrial sector to another and conservation of
national resources. Certain industries may be granted protection, and
incentives may be given to the others for the development in view of the

national interest.

The Government should flow the taxation policy which does not
discourage the further expansion of business. It is also the duty of the
Government to check the growth of monopolistic enterprises so that the

interest, of the consumers and the workers are not jeopardise.

(vi) Natural Factors:
The natural factors such as physical, geographical and climatic exercise

considerable impact on the industrial productivity. The relative
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importance of these factors depends upon the nature of the industry,

goods and services produced and the extent to which physical conditions

are controlled.

“The geological and physical factors play a very dominant role in
determining the productivity of extractive industries likes coal-mining in
which the physical output per head is greatly influenced by the depth of
the coal-mines, the thickness of the coal seams, the topography of the
region and the quality of coal available. In other industries like tailoring,
grain-milling, hosiery, soap-making, confectionary, medium and coarse
cotton manufacturing, etc., the geographical, geological and physical

factors exercise little influence on productivity”.

What is the Sector-wise contribution in GDP of India?

Sector wise contribution in GDP of India

As per latest news published by the World Economic Forum, India is the
7th largest economy of the world. The International Monetary Fund

(IMF) bhas predicted that the Indian economy will be the fastest
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growing economy in the world and expected to grow at the rate of 7.4%

in the FY 2018.

The world's 10 biggest economies
Gross Domestic Product 2016, in trillions of US deollars, current prices
at market exchange rates

S 20tr

o o & K < S
Ny « S & & 3
IS

Source: International Monetary Fund, World Econom ic Outlook, April 2017
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Indian Economy is classified in three major sectors;

1. Agriculture & Allied Sector: This sector includes forestry and
fishing also. This sector is also known as the primary sector of the
economy . At the time of Indian independence this sector had biggest
share in the Gross Domestic Product of India. But year by year its
contribution goes on declining and currently it contributes only 17% of
Indian GDP at current prices. It is worth to mention that agriculture

sector provides jobs to around 53% population of India.

2. Industry Sector: This sector includes 'Mining & quarrying’,
Manufacturing (Registered & Unregistered), Gas, Electricity,
Construction and Water supply. This is also known as the secondary
sectors of the economy. Currently it is contributing around 31% of the

Indian GDP (at current prices).

3. Services Sector: Services sector includes 'Financial, real estate &

professional services, Public Administration, defence and other services,
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trade, hotels, transport, communication and services related to

broadcasting. This sector is also known as tertiary sector of the
economy . Currently this sector is the backbone of the Indian

economy and contributing around 53% of the Indian GDP.

Services sector is the largest sector of India. Gross Value Added (GVA) at
current prices for Services sector is estimated at 73.79 lakh crore INR in
2016-17. Services sector accounts for 53.66% of total India's GVA of

137.51 lakh crore Indian rupees.

Industrial sector contributes 29.02% with GVA of Rs. 39.90 lakh crore.
While, Primary Sector of the economy i.e. Agriculture and allied sector
contributes 17.32% and its GVA is around Rs. 23.82 lakh crore at the
current prices in the FY 2016-17.

Let's have a look on the all three sectors of the Indian economy in
the FY 2016- 17 at the current price.

Sector GVA (Rupees in Percentage share
Crore) at current
prices (2016- 17)

1.0 Agriculture Sector 2,382,289 17.32 %
1.1 2,382,289 17.32 %
Agriculture,forestry&

fishing

2.0 Industry Sector 3,989,791 29.02 %
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2.1 Mining & quarrying 309,178 2.25 %
2.2 Manufacturing 2,278,149 16.57 %
2.3  Electricity, gas, 338,396 2.46 %
water supply & other

utility services

2.4 Construction 1,064,068 7.74 %
3.0 Services Sector 7.378.705 53.66 %
3.1 Trade, hotels, 2,538,162 18.46 %
transport,

communication and

services related to

broadcasting

3.2 Financial, real 2,896,300 21.06 %
estate & prof services

3.3 Public 1,944,243 14.14 %
Administration, defence

and other services

GVA at Current 13,750,786 100.00 %
Prices

The above table shows that the service sector is the backbone of

the

Indian economy; contributing the most in Indian GDP followed by the
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industrial sector. But the declining percentage of the agriculture 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%
population of the country but its contribution in the economy is declining

year by year

Role of Different Industriesin the Indian Economy

An economy is made from the composition of many different industries
like agriculture, service, engineering, manufacturing etc. These
industries provide so many benefits to the economy i.e. employment
generation, production of goods and services, equal income distribution
in the whole economy. Service sector contributes 60% of the Indian GDP
while agriculture gives around 14% of GDP.

Some important sectors of the Indian economies is given below:

1. Cotton and Textile Industry: Indian cotton industry is the broad
based industry which accounts for about 12% of industrial
production, 4% of GDP, and employment to 35 millions of skilled and
semi skilled workers and 12% of total export earnings. The first modern
cotton mill was established at Kolkata in 1818.

Textile industry is labour intensive industry. It provides employment to
45 million peoples. It has major presence in unorganized sector in

India. India produced 48194 million kgs of cloth every year in 2014-15.
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State-wise Cotton Productionin 2014-15
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2. lron and Steel Industry: This industry took birth in India in 1870
when Bengal iron Works Company established its plant in West
Bengal. In 1974, The Steel Authority of India Limited (SAIL) was
established and made responsible for the development of the steel
industry in the country. Indian ranked at the 4t position in the
production of crude steel (85 million tonnes) in the world during 2014
after China, Japan and USA.
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Production, Consumption of Finished Steel

2015-16
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3. Fertilizer Industry: India today is the 3 largest producer of
nitrogenous fertilizers in the world only behind china and USA. India is
meeting 80% of its urea requirement through indigenous production but
is largely import dependent for meeting the phosphorous and potassium

requirement. Total domestic production is given in the picture below:-
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Fig.1: Production status of Different Fertilizers (million
tonnes)
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Image source:www.krishijagran.com

Welfare Programmes by the Government of India

4. Cement Industry: The production of cement was started in 1904 at
the madras but the foundation of stable Indian cement industry was laid
in 1914 when Indian Cement Company limited started production in
Gujarat. As on March 2015 there are 185 big cement plant of installed
capacity of 325 million tones are operating in the country. In the year

2015- 16, India produced 289 million tones cement in the country.
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5. Coal Industry: Credit to invent coal in India is given to two English
men ‘Sambhar and Hatley’. They started mining coal in Raniganj district
of west Bengal in 1814. Coal accounts for 67% of the country’s
commercial requirements. As on 2014-15 Indian coal production was 486
million tones and import was 138 million tones. India makes 58%

electricity from coal.
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6. Gems and Jewellery Industry: Gems and Jewellery sector
contributing about 12% of India's total merchandise exports made it as
the largest cutting and polishing centre of diamonds in the world. India's
share in this market is about 80% of the world market. Indian export of

Gems and Jewellery was around $31 billion in 2015- 16.

Gems & Jewellery Exports(US$ billion) cut & Polished Diamond Exports (US$ billion)
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Source: Gem and Jewellery Expent Promation Coundl (GJEPC) Source Sem and Jewellery Export Promation Counal (GJERS)
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7. Petroleum Industry: According to India 2015: there are 22

refineries, 17 in the public sector, 3 in private sector and 2 in joint
venture. All these refineries have refining capacity of 220 million tonnes
per annum. As we now that India imports 20% of its total consumption.oil

and gas constitute around 45% of the total energy consumption of India.
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8. Chemical Industry: Chemical industry is the one of the oldest

industry of India. It includes petrochemical, fertilizers, paints and
varnishes, gases, soap, perfumes, toiletries and pharmaceuticals. This
industry covers more than 70,000 commercial products. It contributes
around 3% of Indian GDP. The chemical and petrochemicals sector in

India constitutes 14% of the domestic industrial activity.

PRODUCTION OF MAJOR CHEMICALS
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9. Automobile Industry: automobile industry was delicensed in 1991
after the implementation of new economic policy. However the passenger
car was delicensed in 1993. At present 100% FDI is permitted in this
sector under the automatic route. This industry given employment to 13

million peoples roughly and gives 6% to the GDP of India.
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10. Leather Industry: Leather and its products are top 10 export
earners for the country. It is one of the traditional products of India. The
small scale, cottage and artisan sector accounts for more than 75% of the
leather production in India. This sector provided employment to around

3 million peoples out of which 30% are women.
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11. Sugar Industry: It is very crucial agriculture based industry. This
industry is the second largest industry after the textile & cotton based on
the agriculture. As on 2014, there were 680 installed sugar factories in
the country as against 138 in 1951-52. India is the largest consumer of
sugar and second largest producer of sugar with a share of 15% of the
world count.Total production of sugar was around 28 million tonnes in

2015- 16 in the country.
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SUGARCOUNT

{Output in million tonne)

2014-15 2015-16 2015-16
(Actual)  (July forecast) (Sept forecast)
Maharashtra 10.51 9.7 g
Uttar Pradesh 1.1 1.35 1.5
Karnataka 5 4,98 4.6

Role of Different Industriesin the Indian Economy

An economy is made from the composition of many different industries
like agriculture, service, engineering, manufacturing etc. These
industries provide so many benefits to the economy i.e. employment
generation, production of goods and services, equal income distribution
in the whole economy. Service sector contributes 60% of the Indian GDP
while agriculture gives around 14% of GDP.

Some important sectors of the Indian economies is given below:

1. Cotton and Textile Industry: Indian cotton industry is the broad
based industry which accounts for about 12% of industrial

production, 4% of GDP, and employment to 35 millions of skilled and
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semi skilled workers and 12% of total export earnings. The first modern

cotton mill was established at Kolkata in 1818.
Textile industry is labour intensive industry. It provides employment to
45 million peoples. It has major presence in unorganized sector in

India. India produced 48194 million kgs of cloth every year in 2014-15.

State-wise Cotton ProductionIn 2014-15
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2. lron and Steel Industry: This industry took birth in India in 1870
when Bengal iron Works Company established its plant in West
Bengal. In 1974, The Steel Authority of India Limited (SAIL) was
established and made responsible for the development of the steel
industry in the country. Indian ranked at the 4% position in the
production of crude steel (85 million tonnes) in the world during 2014
after China, Japan and USA.
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3. Fertilizer Industry: India today is the 3 largest producer of
nitrogenous fertilizers in the world only behind china and USA. India is
meeting 80% of its urea requirement through indigenous production but
is largely import dependent for meeting the phosphorous and potassium

requirement. Total domestic production is given in the picture below:-
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Fig.1: Production status of Different Fertilizers (million
tonnes)
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Welfare Programmes by the Government of India

4. Cement Industry: The production of cement was started in 1904 at
the madras but the foundation of stable Indian cement industry was laid
in 1914 when Indian Cement Company limited started production in
Gujarat. As on March 2015 there are 185 big cement plant of installed
capacity of 325 million tones are operating in the country. In the year

2015- 16, India produced 289 million tones cement in the country.
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5. Coal Industry: Credit to invent coal in India is given to two English
men ‘Sambhar and Hatley’. They started mining coal in Raniganj district
of west Bengal in 1814. Coal accounts for 67% of the country’s
commercial requirements. As on 2014-15 Indian coal production was 486
million tones and import was 138 million tones. India makes 58%

electricity from coal.
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6. Gems and Jewellery Industry: Gems and Jewellery sector
contributing about 12% of India's total merchandise exports made it as
the largest cutting and polishing centre of diamonds in the world. India's
share in this market is about 80% of the world market. Indian export of

Gems and Jewellery was around $31 billion in 2015- 16.

Gems & Jewellery Exports(US$ billion) cut & Polished Diamond Exports (US$ billion)
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Source: Gem and Jewellery Expent Promation Coundl (GJEPC) Source Sem and Jewellery Export Promation Counal (GJERS)

7. Petroleum Industry: 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 imports 20% of its total consumption.oil

and gas constitute around 45% of the total energy consumption of India.
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8. Chemical Industry: Chemical industry is the one of the oldest

industry of India. It includes petrochemical, fertilizers, paints and
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varnishes, gases, soap, perfumes, toiletries and pharmaceuticals. This

industry covers more than 70,000 commercial products. It contributes
around 3% of Indian GDP. The chemical and petrochemicals sector in

India constitutes 14% of the domestic industrial activity.

PRODUCTION OF MAJOR CHEMICALS
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9. Automobile Industry: automobile industry was delicensed in 1991

after the implementation of new economic policy. However the passenger
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car was delicensed in 1993. At present 100% FDI is permitted in this

sector under the automatic route. This industry given employment to 13

million peoples roughly and gives 6% to the GDP of India.
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10. Leather Industry: Leather and its products are top 10 export
earners for the country. It is one of the traditional products of India. The
small scale, cottage and artisan sector accounts for more than 75% of the
leather production in India. This sector provided employment to around

3 million peoples out of which 30% are women.
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LEATHER INDUSTRY EXPORTS

in millions of $
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11. Sugar Industry: It is very crucial agriculture based industry. This
industry is the second largest industry after the textile & cotton based on
the agriculture. As on 2014, there were 680 installed sugar factories in
the country as against 138 in 1951-52. India is the largest consumer of
sugar and second largest producer of sugar with a share of 15% of the
world count.Total production of sugar was around 28 million tonnes in

2015- 16 in the country.
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SUGARCOUNT

{Output in million tonne)

2014-15 2015-16 2015-16
(Actual)  (July forecast) (Sept forecast)
Maharashtra 10.51 9.7 g
Uttar Pradesh 1.1 1.35 1.5
Karnataka 5 4,98 4.6

il Nadu
All-India

The industrial growth pattern in India can be divided into
four phases as explained below:

e 1. First Phase (1951- 65): Strong Industrial Base:

e The first phase of industrial growth consists of the first three plan
periods which had build a strong industrial base in India. During
this phase, huge investments were made in major industries like
iron and steel, heavy engineering and machine building industries.
The annual compound growth rate of industrial production during
the first three plan periods moved between 5.7 per cent to 9.0

percent.

e The capital goods industries had registered 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

industries moved between 4.7 per cent to 12.1 per cent over the
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same period. Thus, a strong industrial base was laid during the first

phase covering the first three plan periods.

e 2. Second Phase (1965- 80): Deceleration and Retrogression:

« The second phase of industrial growth covers the period of three
Ad-hoc Annual Plans, Fourth Plan and Fifth Plan. The annual
compound growth rate in industrial production 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
industrial output was 6.1 per cent. In 1979-80, a negative annual
growth rate of (—) 1.6 per cent was recorded in respect of
industrial outputs as the index of industrial production in this year
(Base 1970 = 100) has declined to 148.2 as compared to 150.7 in
1978- 79.

« The industrial sector faced a structural retrogression during the
second phase. The capital goods industries registered its annual
average growth rate of only 2.6 per cent during the second phase
Fifth Plan recorded the annual growth rate of 5.7 per cent which
was far below as compared to that of first three five year plans.
For, basic industries, the annual growth rate during the second
phase was far below as compared to that of Third Plan. Thus basic
industries were engaged in the production of ferrous metal groups,

construction materials, mechanical engineering industries etc.

e Causes of Deceleration and Retrogression:
e« The causes of deceleration and structural retrogression

during the second phase are;
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e (@ The wars of 1962, 1965 and 1971. During this period

investment was made into unproductive uses. Successive droughts
of 1965-67 and 1971-73, and oil crisis of 1973 was also responsible

for supply constraints.

e (b) Considerable slackening of real investment;

e (c) Unequal distribution of income in favour of the rich followed by

stagnation in demand for consumer goods;

e (d) Unsatisfactory performance of the agricultural sector;

« (e) Policy constraints and bureaucratic obstacles on industrial

growth;

e (f) Conflicts in the dominant coalition between proprietary classes,

capitalist class and the class representing rich agricultural farmers.

e 3. Third Phase: Industrial Recovery in Eighties (1981 to
1991):

« The third phase of industrial growth covers the period of eighties
consisting of both Sixth and Seventh Plan. This period of eighties
experienced industrial recovery. During the period 1981-85, the
average annual rate of growth of industrial production was
accelerated to 7.0 per cent which further increased to 8.6 per cent
during 1985-90. In 1990-91 also, the annual rate of industrial

growth was registered at 9.0 per cent.

e The growth rate for consumer durable goods increased to 16.9
percent in 1985-89. In 1981-90, there was a set back as the
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segment recorded 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 industries maintained the annual average growth
rate of 88 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 respectively. The capital goods
industries recorded 6.3 per cent annual rate of growth during
1980- 85 which experienced increase in its growth rate of 13.0 per
cent in 1985-89 and then significantly 24.0 percent in 1989-90. The
growth rate of capital goods was 17.4 per cent in 1990-91.

e Thus during this third phase, there is a clear shift in the pattern of
industrialisation in the country. Looking at the growth of different
product group in the manufacturing sector, chemicals,
petrochemicals and allied industries recorded a faster rate as
compared to others. During this period, the production of
chemicals and chemical product industries, expanded at an annual
average rate of 11.19 per cent as compared 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 products recorded only 5.15 percent 4.94 per cent and
3.95 per cent. It shows a clear shift in the growth pattern of the
industrial sector during eighties (Third Phase) as compared to two

earlier phases.

« Causes of Industrial Recovery:
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e« The main factors which were responsible for the industrial

recovery during eighties are described as under:

e (@) Introduction of new industrial policy and liberal fiscal period.

e (b) Higher contribution of agricultural sector in some of the regions
in the country which helped in raising the demand for industrial

inputs used for agricultural production.

e (c¢) Revival of investment in the infrastructure sectors and its

effects in raising the degree of efficiency of the industrial sector.

e 4. Fourth Phase: Industrial Retrogression followed by an
Upturn and Downturn Nineties (1991- 92 to 1997- 98) :

e The fourth phase of industrial growth covers the early part of
nineties, i.e.,, from 1991-92 to 1997-98. This short period
experienced a sharp industrial retrogression followed by an

immediate upturn in the industrial growth of the country.

e During 1991-92, the country had a bitter experience of negative
growth rate of (—) 0.10 per cent as compared to that of 8.5 per
cent in 1990-91. This is the clear evidence of sharp industrial

retrogression in the country.

o But after that in 1995-96 the country experienced an industrial
upturn trend as annual growth rate during this year stood at 11,7
per cent, During the year 1996-97 industrial output has increased
by 7.1 per cent and further 8.6 per cent in 1997-98.

« The industrial growth rates by use-based industrial classification

again_showed downward 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 consumer

non- durables decreased to 4.2 per cent and 2.4 per cent during
April-Feb. 1996-97 and 1997-98 respectively. The growth rate of
capital goods industry declined to 7.2 per cent in 1996-97 and to
1.8 per cent in 1997-98. During the same period, the general
growth rate of industrial production declined from 7.7 per cent in
1996- 97 to only 4.7 per cent in 1997-98.

« Causes of Industrial Slow down:

e The factors responsible for industrial slow down in the
fourth phase are summarized as below:

e (a) Decline in the growth of export to 4.6 per cent in the first eight

months between April and November 1997.

e (b) The impact of the tight money policy followed in 1995-96 when

the monetary expansion was about 13.7 per cent;

e (c) Significant build up industrial capacity in the first phase of

liberalization;

e (d) In some cases the rate of demand growth was overestimated.

e Signs of Sustained Industrial Recovery in 1999- 2000 :
« The acceleration of growth rates in various sectors of the economy
underline the significance of industrial recovery in the current year

and cyclical downturn.

« However, following are some of the major indicators of

industrial recovery in recent years:
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e (a) Overall industrial output of the country i.e. 6.2 per cent in April-

December 1999 as compared to that of only 3.7 per cent in April-
December 1998.

e (b) The position of electricity generation remained much better in
1999- 2000.

e (c) Manufacturing segment of industrial sector has grown by 6.7

per cent in April to December 1998.

e (d) As per use based classification, basic goods, intermediate goods

and consumer goods, are having higher growth in 1999- 2000.

* (e) Non-metallic mineral products, machinery and equipment, wool,
leather, paper and basic chemicals are some of the industries

growing at more than 10 percent during 1999-2000.

e (f) Industries like electricity, crude oil, coal, steel and cement
having a weight of 26.7 per cent in overall 1IP, grew at 8.2 per cent
in April-December 1999.

e (g) Better corporate performance in 1999-2000 compared to

previous year.

 Industrial Slowdown since 2001:

« In recent years, the country is experiencing a serious phase of
industrial slowdown during 2000-01 and in 2001- 02. The overall
industrial growth during April- December 2001-02 at 2.3 per cent,
is substantially 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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industrial sector during the first nine months of 2001-02 is

considered as the lowest during the last ten years.

e Industrial slowdown was recorded in all broad sectors such as
manufacturing, electricity and mining an all end use based groups
such as capital goods, intermediate goods, consumer goods both
durables and non-durables. However, the reasons for slowdown in
industrial growth during this period is due to a number of

structural and cyclical factors.
Public Sector AND its performance after reforms:

e The poor performance of the public sector especially in
education, health and other social services has been the subject
of a lot of debates in the last few decades. The dominant narrative
has attributed implementation failures to corruption, lack of
accountability, poor incentive mechanisms and over-sized
government — aspects of inefficiency and rent- seeking assumed to
be inherent in state systems. Solutions put forth therefore focus
on circumventing the system, through technological
interventions, or non-state participation that is aimed at either
replacing the government system completely or partially through
public-private partnerships. While it cannot be denied that the
system is far from perfect, the suggested solutions do not address
the core institutional shortcomings that exist. Hence, they might
show some positive results in the short-term, but are neither
sustainable nor scalable.

« One of the glaring problems affecting the performance of the
public sector is the acute shortfall in human resources

throughout the implementation structure. This is reflected not
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just in the absence of numbers, but also in the inadequacies of

training and qualification of the personnel involved. In fact, far
from having an over-sized government, that has prompted calls
for “minimum government”, India has one of the smallest
governments in the world in relation to its population. The US,
for instance, not considered a proponent of large government, has
668 government employees per lakh population, compared to 139
in India.

« The shortages in the crucial areas of education and health fall
below internationally accepted norms as well. Hence, WHO data
show nursing and midwifery personnel in India at 2.094 per
1000 population, compared with 5.229 in South Africa, 4.124 in
Malaysia and 7.444 in Brazil. In fact, the shortfalls exist even
when measured against the government’s own benchmark of
staffing requirements. Rural health statistics for 2018, for
instance, show vacancies to the tune of 37% for male health
workers at sub-centres and 24% for doctors at primary health

centres. In education,

e the situation is no better. The annual work plan and budget
documents (2016-17) of the education ministry, show more than
ten lakh [10,31,122] teachers’ posts vacant in government
schools across the country. In Jharkhand, this amounted to 38.4%
vacancies; in Bihar 34.4%; in UP 23.4%; and in Delhi 25%. And
this is not accounting for the teacher requirement for the millions
of children currently out of school [estimates range from six to 40
million]. What is worse is that 25% of teachers that are appointed

do not possess the requisite qualifications [U-DISE 2017-18],
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reflecting another dimension of poor capacity, besides being a

violation of the RTE Act.

« While these figures reflect the lowest rung of government, the
shortages extend to the block and district levels as well, adding to
the burden of inefficient delivery. For instance, a recent study of
five states (Raasthan, Odisha, Himachal Pradesh, Karnataka and
Delhi), conducted at the Centre for Policy Research, showed that
70% of the district education officers and 42% of block education
officers had ‘dual charge’, i.e, they were in charge of more than
one district or block. With each district catering to hundreds of
schools, this is no mean task. Further, only 30% of the Block
Resource Coordinators and 54% Cluster Resource Coordinators
had received training for their jobs. For the ICDS programmes
too, Child Development Protection Officers (CDPOs) — in charge
of 100 or more anganwadi centres — have to double up for the
39% vacant positions in their ranks. Similarly, in health, the gaps
extend beyond the frontline to specialists in hospitals, with a 67%
shortfall in paediatricians and 68% in total specialists at

community health centres.

« Even as these shortfalls abound, the range of tasks expected by
the lower bureaucracy has only grown, without commensurate
training or assistance for the increased work load. For instance,
in addition to the regular work of dispensing finances,
appointments, transfers, and other provisioning, education
officials are now expected to collect and collate larger amounts of
data (hundreds of formats collated at the block level), follow up
on ever-increasing legal cases and be available for a myriad other

government duties. But there are no legal assistants or data
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enumerators (only data entry operators) in the system. It comes

as no surprise then that a recently concluded study by NIEPA has
found that teachers are able to devote only 19% of their time to
teaching - the rest being consumed by non-teaching tasks
imposed on them. Read along with the shortages in staffing it is
no wonder that learning levels have declined in the manner they
have.

« Unfortunately, most of the ‘reforms’ that are being introduced to
address poor delivery of social services are silent on the issue of
inadequate human resources, among other shortfalls in capacity.
It does not take much to see that without trained staff to oversee
the technological revolution, digital classrooms cannot work, in
addition to the fact that most rural schools have little or no digital
penetration. After all, school tutorials provided through mobile
apps can serve to provide additional support but do not address
the basic shortcomings in the classroom, most importantly the
absence of a teacher.

e Similarly, mobile phones for anganwadi workers for real time
data- entry are useful only when there are enough CDPOs - the
block level officials to handle the data collected. But with 39% of
sanctioned positions for CDPOs and 35% for sector
supervisors lying vacant in 2017, it is hard to see technology
itself do the job. Unfortunately, in a rush to find ‘solutions’ and at
low costs, academic and policy circles are neglecting to open the
‘black-box’ of implementation to identify the fundamental
problems — structural and systemic — that plague the system
without which any solution is unlikely to have a lasting impact.

« While capacity issues extend to other facets of the system as well,

it is important to recognise that without sufficient human
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resources, especially at the lower ends of the delivery chain, no

amount of tinkering with technology, performance pay,
surveillance or private sector management, can achieve the

results we seek and at the scale we do.
Small scale industry in Indian economy:

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
infrastructures 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 Industries Definition

Previously, the definition of small scale industries depended upon the
business’'s capital and labour. This definition is still used to demarcate
between small, medium and large- scale industries.

The Central Government has the authority to determine capital investment
requirements for small-scale industries. These requirements are listed

under the Industries (Development and Regulation) Act, 1951.
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A small enterprise 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.

Foreign Capital in India: Need and Forms of Foreign Capital!
Everywhere in the world, including the developed countries,
governments are vying with each other to attract foreign capital. The
belief that foreign capital plays a constructive role in a country’s

economic development, it has become even stronger since mid-1980.

The experience of South East Asian Countries (1986-1995) has especially
confirmed this belief and has led to a progressive reduction in
regulations and restraints 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 countries like India, domestic capital is inadequate 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, government revenue and the planned
investment necessary to achieve developmental targets. To give an
example of this ‘savings-investment’ gap, let us suppose that planned
rate of growth output per annum is 7 percent and the capital- output ratio

is 3 percent, then the rate of saving required is 21 percent.

If the saving that can be domestically mobilized is 16 percent, there is a
shortfall or a savings gap of 5 percent. Thus the foremost contribution of
foreign capital to national development is its role in filling the resource

gap between targeted investment and locally mobilized savings. Foreign
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capital is needed to fill the gap between the targeted foreign exchange

requirements 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 payments over time if the foreign-owned enterprise can

generate a net positive flow of export earnings.

The third gap that the foreign capital and specifically, foreign investment
helps to fill is that between governmental tax revenue and the locally
raised taxes. By taxing the profits of the foreign enterprises the
governments of developing countries are able to mobilize funds for
projects (like energy, infrastructure) that are badly needed for economic

development.

Foreign investment meets the gap in management, entrepreneurship,
technology and skill. The package of these much-needed resources is
transferred to the local country through training programmes and the
process of learning by doing’. Further foreign companies bring with them
sophisticated technological knowledge about production processes while
transferring modern machinery equipment to the capital- poor developing

countries.

In fact, in this era of globalization, there is a great belief that foreign
capital transforms the productive structures of the developing economics
leading to high rates of growth. Besidesthe above, foreign capital, by
creating new productive assets, contributes to the generation of

employment a prime need of a country like India.
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2. Forms of Foreign Capital:

Foreign Capital can be obtained in the form of foreign investment or non-

concessional assistance or concessional assistance.

1. Foreign Investment includes Foreign Direct Investment (FDI) and
Foreign Portfolio Investment (FPI). FPI includes the amounts raised by
Indian corporate through Euro Equities, Global Depository Receipts

(GDR’s), and American Depository Receipts (ADR’S).

2. Non-Concessional Assistance mainly includes External Commercial
Borrowings (ECB’s), loans from governments of other
countries/multilateral agencies on market terms and deposits obtained

from Non-Resident Indians (NRIs).

3. Concessional Assistance includes grants and loans obtained at low
rates of interest with long maturity periods. Such assistance is generally
provided on a bilateral basis or through multilateral agencies like the
World Bank, International Monetary Fund (IMF), and International
Development Association (IDA) etc. Loans have to be repaid generally in
terms of foreign currency but in certain cases the donor may allow the
recipient country to repay in terms of its own currency.
Grants do not carry any obligation of repayment and are mostly made
available to meet some temporary crisis. Foreign Aid can also be
received in terms of direct supplies of agricultural commodities or
industrial raw materials to overcome temporary shortages in the
economy. Foreign Aid may also be given in the form of technical
assistance.
FINANCIAL SECTOR REFORMS

When India became independent in 1947, it was a backward,

primarily agrarian, stagnant, and low-income economy. Institutional set
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up and infrastructure was terribly weak. We started with a centrally

planned process of economic development but the progress for a period
of over four decades had been far from satisfactory. Whether looked at
from an economic angle or a social view point there were problems of
various kinds. On the whole, slow and uneven progress 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
international financial institutions for financial assistance. It was against
this backdrop, that wide-ranging reforms, encompassing all sectors of
the economy were initiated. This chapter outlines the need for reforms in

the financial sector and presents a summary of these reforms

NEED FOR REFORMS

The Indian financial system of the pre-reform period essentially
catered to the needs of planned development Iin a mixed economy
framework, where the government had a pre-dominant role in economic
activity. In order to facilitate the large borrowing requirements of
government, SLR was frequently revised upwards and maintained at high
levels. Interest rates on government securities were artificially too low,

unrelated to the market conditions.

The government securities market could not develop. The provision of
fiscal accommodation through adhoc treasury bills (at 4.6%) led to high
levels of monetization of fiscal deficit. To check the monetary effects,
CRR was frequently revised upwards. The CRR and SLR on the eve of the
reforms were quite high and the associated interest rates low.4 The
environment in the financial sector in those years was characterized by
segmented and under developed financial markets with paucity of
instruments. The existence of a complex structure of interest rates

arising from economic and social concerns of providing concessional
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credit to certain sectors had resulted in cross subsidization which

implied that higher rates were charged to non-concessional borrowers.
The regulation of lending rates led to the regulation of deposit rates to
keep the cost of funds to banks at reasonable levels. The system of
administered rates had led to multiplicity and complexity of interest
rates. On the whole the directed and concessional availability of bank
credit with respect to certain sectors resulted in distorting the interest
rate mechanism and adversely affected the viability and profitability of
the banks. Lack of recognition of the importance of transparency,
accountability, and prudential norms in the operations of banking system
led to a rising burden of non-performing assets. The policies pursued did
have many benefits. The post nationalization phase witnessed significant

branch expansion to mobilize savings

THE REFORMS OF 1991 (NCR-1)
On the whole, banks, other financial institutions, and financial markets
were all operating in a highly controlled and regulated environment.
Some steps towards liberalization were taken during 1980s. In 1991,
wide ranging economy wide reforms were undertaken. In August 1991
the government of India appointed a committee on the financial system
under the chairmanship of ShriM.Narasimham, a former governor of the
RBI. The Committee was to examine the existing structure of the
financial system and its various components and to make
recommendations for improving the efficiency and effectiveness of the
system with particular reference to the economy of operations,
accountability and profitability of the commercial banks and financial
institutions
Role of Foreign 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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increased during post-independence period. The increase in foreign trade

however, cannot be said satisfactory during initial period of planning
because Indian share in total world trade has remained remarkably low
and it decreased over the years. In 1950’'s, India's share in world exports
was 1.9 percent. This compared favorably with 0.9 percent in China and
1.4 percent in Japan. By 1965, the share had dropped to 1 percent
(Bhagwati and Desai, 1970) and it continued to fall progressively to 0.45
percent in 1980 and recovered marginally in 1997 to 0.62 percent which
has further increased to 1.04 percent 2007. According to WTO data,
India’'s share in world trade (exports and imports taken together)
increased from 1.2 per cent in 2006 to 1.3 per cent in 2007. During 2007,
India’'s imports were 1.5 per cent of world imports. India was the
26t |argest exporter and the 18t |argest importer in the world in
2007.This is in sharp contrast with other developing nations that lay
emphasis on progressive integration of economy with world economies.
India, on the other hand, persisted with the inward orientation in its
policies till 1991 with agradual change towards globalization after that.
It clearly indicates that India has failed to increase its share in the total
world trade in the initial period of development. The pattern of India's
foreign trade can be summarized with its salient features. 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
concentrated in the last ten years. The value of India's imports has
increased because of rapid industrialization, periodic hike in oil prices,
policy of import liberalization, and imports to control inflationary

pressure within the country.

The first twenty years of Indian Planning were marked by “Export
Pessimism”. During this period the focus of the planners was on import

substitution rather than export promotion. It was from early 1970's that
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India started realizing the importance of an aggressive export policy

when it was confronted with the worst balance of payment crisis due to
sharp rise in the international price of petroleum products by the OPEC
nations. As a result, India adopted export promotion measures. However,
the basic framework of industrial and trade policies remained
unchanged. It was only from 1991 that exports was seen as an integral
part of industrial and development policy. The policy thereafter
emphasized technological up gradation, reduction of custom duties, freer
imports and domestic and international competition for the entire

industrial sector as pre-requisite for export promotion.

The structure of India's foreign trade is typically of a developing
economy. India has been an exporter of agricultural raw materials agro
based manufactured products. There has been a continuous decline in
the share of agricultural raw materials and allied products. One of the
reasons for this trend is increased population and local demand for these
products. On the other side the exports of non-traditional items is gaining
importance. Engineering, handicrafts, iron ad steel, chemical, readymade
garments, fish and fish products etc are gaining importance as
exportable products. Two major items viz. electronics and software

shows very sharp increase.

There has been marked change in the relative share of trade to various
countries signifying the emerging new economic relationship. The OECD
group (Organization for Economic Co-operation and Development)
countries (viz. European Union, USA, Canada, Australia, Japan etc.) are
the largest trading partner, its share is declining in recent years Whereas
trade with OPEC(Organization of Petroleum Exporting Countries)
countries like Iran, Irag etc, Eastern Europe and other developing

nations is assuming greater importance.
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Balance of Payment and Balance of Trade

The Balance of Payments of a country is a systematic record of
all economic transactions between the residents of a country and the rest
of the world. It is composed of all receipts on account of goods exported,
services rendered and capital received by residents and payments made
by them on account of goods imported, services received and capital

transferred to non-residents or foreigners.

Foreign Trade Policy and Balance of Payments

Foreign Trade Policy and Balance of Payments
Main Features of India’'s Trade Policy
Phases of India’'s Trade Policy
India’s Foreign Trade Policy, 1991
Major Trade Reforms
Assessment of the New Trade Policy
Balance of Payments (BoP)
Current Account Deficit (CAD)
Capital Account Deficit
Other Non-debt Flow
o India’s exports grew at an average pace of 12% in the April-
November 2017 period from a year earlier, slower than those of

Vietnam and Indonesia, which grew at 24% and 16%, respectively.

o While India's double-digit growth in exports marks an improvement
over fiscal 2017 when exports grew at slightly above 5%, there are

several worrying signs in the export data.

o The disaggregated exports data show that the rebound in India's

exports growth in the current fiscal year has been very uneven.
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Exports of two commodity- based sectors—petroleum products and
iron and steel (and other metals)—have accounted for more than

half of the export growth in the current fiscal year.

The most worrying part about India’s export performance is the
growing divergence between labour-intensive sectors and other
sectors. Asthe chart below shows, the aggregate export growth in
labour-intensive sectors—textiles, electronic goods, gems and
jewellery, leather, and agricultural products—has remained
anaemic even as overall exports growth has picked up pace in

recent months.

The chart suggests that a key engine of job creation in the Indian

economy has been malfunctioning.

The sluggish growth in labour-intensive exports comes at atime
when global trade has picked up pace, and when currency levels
have been relatively stable. This suggests that domestic
developments such as the ham-handed implementation of the goods
and services tax (GST) are to blame, wrote economists Dharmakirti
Joshi, AdhishVerma, and PankhuriTandon of CRISIL in a recent
note on exports. The economists argued that the implementation of
GST and the associated glitches have hit the small and medium-

scale enterprises the hardest, derailing growth in sectors

S

such as textiles, gems and jewellery, and leather—where such

enterprises dominate the supply chain.
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o But they also pointed out that while the clumsy implementation of

the GST may have exacerbated the woes of these sectors in recent
months, these sectors have been losing competitiveness over a

much longer stretch of time.

o What this suggests is that the real fix in reviving India's export
engine will lie in structural solutions involving ease of access to
basic infrastructure such as roads, ports, and power as well as
simplification of business regulations and labour laws. While a
simpler GST structure would definitely help exporters, especially
smaller enterprises, this needs to be followed up with more broad-

ranging reforms.

o The NarendraModi government’s ability to deliver on its promise of
job creation before it faces general elections in 2019 will hinge
crucially on how far it is able to facilitate a recovery in key labour-

intensive industries.

2marks

1. composition of india’s foreign trade.

Mention any four institutional sources of agricultural finance
Mention main imports in India

What is excise duty?

What is deficit finance?

o gk~ Wb

What do you mean by sectoral composition?
7. What isirrigation

émarks

1. Discuss the major technological changes in agriculture sector and

how it is implemented for present agrarian society.
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2. Explain the concept of agricultural productivity

10.

11.

12.

13.

14.

15.

16.

Discuss the changes in the direction of India's foreign trade since
1991

Briefly evaluate the role of foreign capital in india
Describe the main features of new industrial policy of 1991
Analyse various causes of industrial sickness in India

Discuss the causes disequilibrium in balance of payments position

of India. Suggest the remedial measures.
Describe the importance of industries in indian economy

Distinguish between economic growth and economic development.

Identify any four indicators of economic development.

Outline the importance of foreign trade in the economic

development of a country.

Discuss the merits and demerits of public sector in indian economy
Analyse the importance of the role of private sector in indian
economy

Explain the significance of service sector in India

Explain the composition of exports in India

State and explain the major financial institutions in India providing

financial assistance to industries

Distinguish between balance of trade and balance of payments.

Why must the balance of payments balance in the long run?
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17. Explain india's trade policy since 1991
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UNIT -1V
INDIAN ECONOMY

S.N | Question OPTION A |[OPTION B OPTION C OPTION D Answer

O

1 Banking 1947 1948 1949 1950 1949
regulation act
was passed in ?

2 Arrange in the Agriculture, | Agriculture, Tertiary, Manufacturi | Tertiary,
right order the manufacturi | tertiary, manufacturi ng, tertiary, manufacturi
contribution of ng, tertiary | manufacturi ng, agriculture ng,
sectors to the ng agriculture agriculture
GDP from
highest to lowest.

3 The Headquarter | Delhi Kanpur Mumbai Nasik Mumbai
of RBI isin

4 20 rupee and Currency Security Bank Note All of these Security
above value Note Press, | Printing Press, Printing
notes are printed | Nasik Press, Dewas Press,
in Hyderabad Hyderabad

5 India has the Japan Germany U.SA. U.K. U.S.A.
Maximum foreign
trade with

6 What 50% 60% 70% 65% 70%
percentage of
population of
India are
engaged in
primary sector?

7 Which is the A Banking B Transport C Industrial D Agricultur | C Industrial
biggest tax sector sector sector e sector sector
paying sector in
India?

8 Which one of the | A Price B Full C Regulation | D Equitable C Regulatio
following is not Stability Employment | of Distribution n of
an objective of International | of Wealth Internationa

Fiscal Policy in

Trade

and Incomes

| Trade




India?

9 The best example | A Steel B Tourism C Textile D Sports A Steel
of a capital Industry Industry Industry Goods Industry
intensive Industry
industry in India
is

10 Which of the A Boost B Control C Ensure D Direct C Ensure
following is not economic inflationary social justice | credit in social
an objective of developmen | pressure desirable justice
the monetary t direction
policy of the RBI?

11 In which sector, Primary Secondary Service None of the Secondary
industries are Sector Sector Sector above Sector
included?

12 Which among the [ Imports of Income of Receipts of Exports of Income of
following will be | goods by Indian transfer services by Indian
a debit entry in India investments payments India investments
India’s balance of abroad abroad
payments?

13 The company Collateral Coalition Conglomerat | None of the | Conglomera
that has acquired e above te
interest in
different
industries by
taking over or
merging with
other companies,
is called

14 Which Bank has ICICI Bank | HDFC Bank State Bank State Bank State Bank
the maximum of India of Patiala of India
number of
branches?

15 Gilt-edged Bullion Market of Market of Market of Market of
market means market government guns pure metals | government

securities securities
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In the state of
India, the State
Financial
Corporation have
given assistance
mainly to develop

Agricultural
farms

Cottage
industry

Large- scale
industries

Medium and
small-scale
industries

Medium and
small- scale
industries

17

Our financial
system has
provided for the
transfer of
resources from
the center to the
states;

the important
means of
resource transfer
are

Tax sharing

Grant- in-
aids

Loans

All the
above

All the
above

18

Deficit financing
means that the
government
borrows money
from the

RBI

Local bodies

Big
businessmen

IMF

RBI

19

Short- term
finance is usually
for a period
ranging up to

5 months

10 months

12 months

15 months

12 months

20

Which of the
following items
would not appear
in a company's
balance sheet?

Value of
stocks of
raw
materials
held

Total issued
capital

Revenue
from sales of
the
company's
products

Cash held at
the bank

Revenue
from sales
of the
company's
products

21

The banks are
required to
maintain a
certain ratio
between their

Statutory
Bank Ratio
(SBR)

Statutory
Liquid Ratio
(SLR)

Central
Bank
Reserve
(CBR)

Central
Liquid
Reserve
(CLR)

Statutory
Liquid Ratio
(SLR)




cash in the hand
and totals assets.
This is called

22

ICICI is the name
of a

Chemical
industry

Bureau

Corporation

Financial
institution

Financial
institution
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The first wholly
Indian Bank was
set up in

1794

1894

1896

1902

1894

24

Paper currency
first started in
India in

1861

1542

1601

1880

1861
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Which among

the following is
included in the
primary sector?

Teaching

Dairy

Lawyers

Textile

Dairy

26

Which sector
emerged as the
largest producing
sector in India in
the year 20037

Primary

Secondary

Tertiary

All the
above

Tertiary

27

Under which
scheme, the
people in need of
employment are
guaranteed 100
days of
employment in a
year by the
government?

Prime
Minister
Rozgar
Yojna

National
Rural
Employment
Guarantee
Act, 2005

Swarnajayan
ti gram
Swarozgar
Yojna

Rural
Employment
Generation
Programme

Rural
Employment
Generation
Programme
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Which of the
following
activities are
included in the
tertiary sector?

Banking

Fishing

Agriculture

Processing

Banking

29

The balance of
payment

a curre