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It also seeks to provide an understanding of modern tools of macro-economic analysis and
policy tramework.
UNIT- 1

Basic Is \ . :
iIc Issues and features of Indian Economy: Concept and Measures of Development and

Underdevelopment- Human Development- Composition of national income and occupational structure

UNIT-I1
Policy Regimes: The evolution of planning and import substituting industrialization-Economic

Reforms since 1991- Monetary and Fiscal policies with their implications on economy

UNIT- 111
Growth, 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- Changes in policy

perspectives on the role of institutional framework after 1991. Growth and Distribution-

Unemployment and Poverty- Human Development; Environmental concerns.Demographic

Constraints: Interaction between population change and economic development.

UNIT-1V
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; price policy, the public

e
Bachelor of Commerce (Computer Applications) (201 7-18) Karpagam University Page 83




distribution sys
ystem and food sccurity. Industry and Services
Services Sector: Phases of Industrialisation ~ the \

ratc and pattern of | A
p industrial prowth across nlternative ™ , _ ,
policy regimes; Public sector -~ 19 role,

performance and reforms; The small seale sector; Role of Foreign capital

Financial bﬂcclor: Slruclumz Performance and Reforms, Forcign T'rade and balance of Payments.

+.i;)l:‘:1<:ll:rn[l~ Changes 'm.ul Performance of Indin’s Foreign Trade and Balance of Payments; Trade Policy
ebate; Export policies and performance; Macro Economic Stabilisation and Structural Adjustment;

India and the WTO, Role of FDI, Capital account convertibility

UNIT-V
Inflation, Unemployment and Labour market: Inflation: Causes of rising and falling inflation,

inflation and interest rates, social costs of inflation; Unemployment — natural rate of unemployment,

frictional and wait unemployment. Labour market and its interaction with production system; Phillips

curve, the trade-off between inflation and unemployment, sacrifice ratio, role of expectations adaptive
and rational
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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

21

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

34

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

42

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%

46

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




49

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
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INDIAN ECONOMY
UNIT 1
INTRODUCTION

India has the world’s sixth largest economy in measures of GDP.At has,the third largest purchasing
power in the world. When we talk about the global economyyIndia is one of its fastest emerging
players. Since our liberalization in 1991, the economy has opened upyand given us plenty of
opportunities to succeed.

Economic growth is defined in positive terms. It is4measured by the sustained increase in real,
national or per capita income of a nation over times Economic growth.is usually measured in terms
of an increase in real GNP or GDP over time or ah inerease in income per head over time, Growth is
desirable as it ena-bles a society to consume more goods andiservices.

Important Features of the Indian Economy & GDP

1] Gross Domestic Product

India had a GDP of 2.26 lac crore dollars in the year 2016¢ It showed,a healthy growth rate of 7.1%.
The World Bank has forecasted a healthy growth rate of 7.3% in the year 2018-19 as well and this
augments well for the Indian economy. It is predicted that if the current flow of events continues, by
2028 India will be the third largest economy in the world, evertaking Japan’s economy.

2] Low Per Capita Income

While our GDP is quite healthy, the per capita income of Indians«i§ very low in comparison to other
developed economies. One reason'is the vast 1.2 billion population of India. For the first time in
2016-17, the per eapita income rose above Ldac, roughly recorded at 1861.508. To better understand
the low levels, the same per capita incomefin the USA was $ 52,195.

3] Indian Economy is a Mixed Economy

In the Indian economy, both private sector and public sector companies co-exist in perfect harmony.
The big industries, especially those for vastipublic use, are public sector companies. Some examples
are MTNL; Mahanagar Gas etc. And the economy has seen a huge boost in the private sector as well
since the liberalization innk99.1. Hence India'is the perfect example of a mixed economy.

4] Agriculture is the most important sector

It would not be incorrect to call the Indian economy an agricultural based economy. Agriculture to
date employs more than, fifty percent of India’s workforce either directly or indirectly. The
agricultural sector contributes.to’some 18% of our GDP. In 2017 it accounted for 12.7% of our total
exports as well.

5] Uneven Wealth Distribution

The income and wealth disparity in the Indian economy is one of the worst in the world. According
to some reports, the top 1% of the rich population has amassed 53% of the wealth in India. And even
with the fast-growing economy, the rich just become richer and the poor stay the same. It is the
second worst unequal wealth distribution in the world after Russia.

6] Human Capital
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One major advantage of India’s vast population is within the scope of human capital. And most of
these human resources are youths. They are educated and skilled, giving India a huge advantage in
the global market. They now need adequate employment opportunities to be successful.

7] Immense Growth of Service Sector

India has one of the fastest growing service industries in the world. Due to the immense growth in
sectors like e-commerce, IT sectors, BPO etc. the service sector of India is booming. It employs
nearly 28.6% of the total population and contributes 54%t o the GVA

Characteristics of the Indian Economy

The following points highlight the top thirteen characteristics ofthe Indian economy.

Indian Economy: Characteristic # 1.

Low per capita income:

In India, the national income and per capita income is very low and it isfconsidered as one of the
basic features of underdevelopment. As per WorlddBank estimates, the per capita income of India
stood at only $ 720 in 2005. Keeping aside a very few countries, this per capita income figure of
India is the lowest in the world and it is even lower than China and Pakistan:

In 2005, the per capita income figure in Switzerland was nearly. 76 times, in U.S.A.about 61 times,
in Germany about 48 times and in Japan‘about,54 times theper capita income figure in India. Thus
the standard of living of Indian people remained all along verylow in comparison to that of
developed countries of the world.

This disparity in the per capita income of India ‘and,other developed countries has registered a
manifold increase during the'last four decades (1960-2005). Although the per capita income at
official exchange rates exaggerated 'this disparity but after,making necessary correction through
purchasing power parity figures, the per capita GNP of U.SIA. was 12.0 times that of India in 2005
as against 68.0 times that of India at official exchange rates.

Even after making necessary adjustment, the per capita income differences, although narrowed
down, yet remain quite significant and huge.

In order to.convert national currency figures to the US dollars, the utilisation of official exchange
rates doe§ not allow to measure the relative domestic purchasing power of currencies. In this
connection,,work of LB. Kravis and others titled “International Comparison of Real Product and
Purchasing Power”/(1978) has provided some relief.

Following the aforesaid woik, the United Nations International Comparison Programme (ICP) has
introduced measures of real GDP on an internationally comparable scale using the system of
purchasing power paritics (PPPs) instead of exchange rates as factors for conversion.

Indian Economy: Charaeteristic # 2.

Excessive dependence of agriculture and primary producing:

Indian economy is characterised by too much dependence on agriculture and thus it is primary
producing. Out of the total working population of our country, a very high proportion of it is
engaged in agriculture and allied activities, which contributed a large share in the national income of
our country.

In 2004, nearly 58 per cent of the total working population of our country was engaged in agriculture
and allied activities and was contributing about 21.0 per cent of the total national income.
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In most of the countries of Asia, Middle East and Africa, from two-thirds to four- fifths of their total
population are solely dependent on agriculture. In most of the developed countries like U.K., U.S.A.
and Japan, the percentage of active population engaged in agriculture ranges between 1 to 5 per cent.
In India 58 per cent of its active population is engaged in agriculture but agriculture contributes only
about 21 per cent of the national income of our country. Moreover, low agricultural productivity,
lack of modernisation and lack of diversification in its output are some of the basic problems from
which our agricultural sector is suffering. Thus our agricultural sector is overburdened as the
majority of our active population is depending on agriculture.

Indian Economy: Characteristic # 3.

High rate of population growth:

India is maintaining a very high rate of growth of population, since 1950 Thus the pressure of
population in our country is very heavy. This has reSulted fromha verychighilevel of birth rates
coupled with a falling level of death rates prevailingdn eur country:.

In India, the rate of growth of population has been gradually increasing ftom 1.31 per cent annually
during 1941-50 to 2.5 per cent annually during 1971-81 t0,2.11 per cent annually during 1981-91
and then finally to 1.77 per cent during 2004-2011.

The prime cause behind this rapid growth of poepulation is the steep fall in its‘death rate from 49 per
thousand during 1911-20 to 7.1 per thousand 1 201 1. Ondthe other hand, compared to its death rate,
the birth rate of our population has gradually declined from 49 per thousand during 1911-20 to 21.8
per thousand in 2011.

Thus whatever development that,has been achieved in the country, it is being swallowed up by the
increased population. Moreover, this high rate of growth of population necessitates a higher rate of
economic growth just for maintaining the same standard of living:

This imposes a greater economic burden on the economy of our country as to maintain such a
rapidly growing population we require food, clothing, housing, schooling, health facilities etc. in
greater magnitide. Besides, this fast raté of growth of population is also responsible for rapid
increase in the labour force in our country.

Indian Economy: Characteristic # 4.

Existence of chronic unemployment and under-employment:

Rapid growth of population coupled with inadequate growth of secondary and tertiary occupations
are responsible for the occusrence of chronic unemployment and under-employment problem in our
country. In India, unemployment is structural one, unlike in developed countries, which is of cyclical
type.

Here unemployment i India is the result of deficiency of capital. Indian industries are not getting
adequate amount of capital for.it§ necessary expansion so as to absorb the entire surplus labour force
into it.

Moreover, larger number of labour force is engaged in the agricultural sector of the Indian economy
than what is really needed. This has reduced the marginal product of agricultural labourer either to a
negligible amount or to zero or even to a negative amount.

There exists disguised unemployment in Indian agricultural sector which has resulted from too much
dependence of population on land and absence of alternative occupations in the rural areas.
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Moreover, in the urban areas of our country, the problem of educated unemployment has also taken a
serious turn. Thus both the rural and urban area of our country has been suffering from the serious
problem of unemployment and under-employment to a large extent.

Thus the Third Five Year Plan mentioned, “Urban and Rural unemployment in fact constitute an
indivisible problem.” On the basis of NSS data, the planning commission has estimated that the total
backlog of unemployed at the end of Seventh Plan, i.e., in 1990 would be around 28 million.

During the 5 year period of 1990-95, new entrants to the labour force are estimated to be around 37
million. To put it in another way we can guess that total burden ofunemployment during this Eighth
Plan would be around 65 million which is a matter of serio@is concern for the economy of our
country.

The incidence of unemployment on CDS basis increased from 7.3 1 per cent of labour force in 1999-
2000 to 8.28 per cent of labour force in 2004-05.

Indian Economy: Characteristic # 5.

Poor rate of capital formation:

Capital deficiency is one of the characteristic features of the Indian economy. Both the amount of
capital available per head and the present rate of capital formatien in India s very low. Consumption
of crude steel and energy are the two_important indicators<of low capital per héad in the under-
developed countries like India.

In 1987, the per capita consumption of steel in Indiawas only 20 kg as against 582 kg for Japan, 417
kg for U.S.A., 259 kg for UK. and 64 kg for China. Similarly, the per capita consumption of
electricity in 2003 was only 594, for India as against 14,057 for U.S.A., 5,943 for U.K., 8,212 for
Japan and 1,440 for China.

Moreover, this low level of capital formation in India is also duesto weakness of the inducement of
invest and also due to low propensity and capacity. to save. As per Colin Clark’s estimate, in order to
maintain the same€ standard of living, India requires, at least 14 per cent level of gross capital
formation.

To achieve.a higher rate of economic growth and to improve the standard of living, a still higher rate
of capital formation is very much required in India. In India the rate of saving as per cent of GDP
has gradually increased from 14.2 per cent in 1965-66 to 30.6 per cent in 2013-14 which is
moderately high in comparison to that of 30'per cent in Japan, 23 per cent in Germany, 15 per cent in
U.K. and 17 per eent in USA.

But considering the heavy population pressure and the need for self sustained growth, the present
rate of saving is inadequate and thus the enhancement of the rate of capital formation is badly
needed.

Indian Economy: Characteristic # 6.

Inequality in the distribution of wealth:

Another important characteristic of the Indian economy is the mal-distribution of wealth: The report
of the Reserve Bank of India reveals that nearly 20 per cent of the households owing less than Rs
1000 worth of assets possess only 0.7 per cent of the total assets.
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Moreover, 51 per cent of the households owing less than Rs 5000 worth of assets possessed barely 8
per cent of the total assets. Lastly, the top four per cent households possessing assets worth more
than Rs 50,000 held more than 31 per cent of the total assets.

Maldistribution in income is the result of inequality in the distribution of assets in the rural areas. On
the other hand, in respect of industrial front there occurs a high degree of concentration of assets in
the hands of very few big business houses. This shows high degree of assets concentration in the
hands of very few powerful business houses of our country.

Indian Economy: Characteristic # 7.

Low level of technology:

Prevalence of low level of technology is one of the importafnt characteristics of an underdeveloped
economy like India. The economy of our country is thus stffering from technelogical backwardness.
Obsolete techniques of production are largely being applied in both the agricultural and industrial
sectors of our country.

Sophisticated modern technology is being applied in productive units ata very limited seale as it is
very much expensive. Moreover, it is very much difficultito adopt modern technology in Indian
productive system with its untrained, illiterate and unskilled‘labeur.

Thus due to the application of poor technolegy and lower skills, the productivity- in both the
agricultural and industrial sectors of our country,is verydlow. Thisyhas resulted in inefficient and
insufficient production leading towards general povertydn our economy:

Indian Economy: Characteristic # 8.

Under-utilisation of natural resources:

In respect of natural endowments India.is considered as a'very rich country. Various types of natural
resources, viz., land, water, minerals, forest.and power resources-are available in sufficient quantity
in the various parts of the country.

But due to its various inherent problems liké 1naceessible region, primitive techniques, shortage of
capital and small extent of the market such huge resources remained largely under-utilised. A huge
quantity of mineral and forest resources of India still remains largely unexplored. Until recently,
India was'not in position to develop even'S per cent of total hydropower potential of the country.
Indian Economy: Characteristic # 9.

Lack of infrastructure:

Lack of infrastructural facilities _is one of the serious problems from which the Indian economy has
been suffering till today. These infrastructural facilities include transportation and communication
facilities, electricity generation and distribution, banking and credit facilities, economic organisation,
health and educational institutes etc.

The two most vital sectorsy.i.e! agriculture and industry could not make much headway in the
absence of proper infrastructural facilities in the country. Moreover, due to the absence of proper
infrastructural facilities, dévelopment potential of different regions of the country largely remains
under-utilised.

Indian Economy: Characteristic # 10.

Low level of living:

The standard of living of Indian people in general is considered as very low. Nearly 25 to 40 per cent
of the population in India suffers from malnutrition. The average protein content in the Indian diet is
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about 49 grams only per day in comparison to that of more than double the level in the developed
countries of the world.

Moreover, the low calorie intake in Indian diet is another characteristic of low level of living. In
1996 the daily average calorie intake of food in India was only 2,415 in comparison to that of 3,400
calories per day in various developed countries of the world. The present calorie level in India is just
above the minimum caloric level required for sustaining life which is estimated at 2100 calories.
Moreover, a small percentage of Indian populations have access tosafe drinking water and proper
housing facilities. As per the estimate of National Building Organisation, (NBO), in total there was a
shortage of 31 million housing units at the end of March, 1991¢and by the turn of the century, total
backlog of housing shortage in the country is around 41 million units.

Indian Economy: Characteristic # 11.

Poor quality of human capital:

Indian economy is suffering from its poor quality of human capital. Mass illiteracy is the root of this
problem and illiteracy at the same time is retarding the process of economic growth of our country.
As per 2001 census, 65.3 per cent of the total populationof India is literate and the rest 34.7 per cent
still remains illiterate.

In most of the developed countries like J.S. A U.K., Canada, Australia etc. the level of illiteracy is
even below 3 per cent. Moreover, the problem ofiilliteracy‘in India makes way for conservatism and
this is going against the economy of the country.

Besides, low level of living is also responsible for poor health condition of the general masses. All
these have resulted the problem of poor quality of human eapital in the country.

Indian Economy: Characteristic # 12.

Demographic characteristics:

The demographic characteristics of \India are not.at all satisfactory rather these are associated with
high density of population, a smallet, proportion of the poptlation in working age group of 15-60
years and a comparatively larger proportion of population in the minor age group of 0-15 years, As
per 2011 census, ‘the density of population in India was 382 per sq km. as compared with world
density of population of 41 per sq km.

Even_in China, the density is nearly 123 per sq km. Again, as per 2001 census, 35.6 per cent of the
total population is in the age group of 0-14 years, 58.2 per cent is in the working age group of 15-60
years and about 6.3 peticent.in the age group of 60 and above. All these shows that the dependency
burden of our population is very high.

Moreover, lower income level, low level of living including absence of balanced diet and proper
housing and medical ‘facilities are responsible for low life expectancy of 63.9 years in India in
comparison to that of 75 years.in"most of the developed countries of the world and high rate of infant
mortality in India, i.e., about 53 per 1000 children as against only 5 to 7 per 1000 in developed
countries,

Indian Economy: Characteristic # 13.

Inadequate development of economic organisation:

Poor economic organisation is another important characteristic of the Indian economy. For attaining
economic development at a satisfactory rate certain institutions are very much essential. As for
example, for mobilisation of savings and to meet other financial needs, more particularly in the rural
(areas, development of certain financial institutions are very much essential.
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In India the development of financial institutions is .still inadequate in the rural areas. There is the
urgent need to develop certain credit agencies for advancing loan to small farmers on easy terms as
well as to provide long term and medium term loan to industries.

For protecting poor tenants from the clutches of landlords, proper enforcement of tenancy legislation
is very much necessary. All these require maintenance of honest and efficient administrative
machinery which India is lacking very much.

Thus from the foregoing analysis it has been revealed that the Indian economy largely remains
underdeveloped as the economy still exhibits the basic features ofdan underdeveloped economy. But
considering its developmental strategy followed during last §iX decades of its planning and the
progress attained in certain areas thereupon, Indian economy can be, safely considered as a
developing economy.

Characteristics of an Underdeveloped Countries: Top 14 Characteristics:

The following points highlight the fourteen basic characteristics of underdeveloped countries.
Characteristic # 1. Low Level of Income:

Underdeveloped countries are maintaining a, very low level of income in comparisen to that of
developed countries. The per capita incomes of these groups of countries are,extremely low if we
compare it with that of developed countries. Mereover, inequality in the distribution of income along
with this low level of income worsens the situation in these economies to a disastrous level.
Characteristic # 2. Mass Poverty:

Existence of chronic mass poverty is another characteristic of underdeveloped economies. This
problem of poverty arises not'due to any temporary economic maladjustment but arises mainly due
to existence of orthodox methods of production and soecialvinstitutions. The degree of poverty in
these economies gradually increases due toyincrease in its size of population, growing inequality in
income and increasing price level.

Nearly 76.8 per cent of the world populations-are living in those underdeveloped or developing
countries of the'world, enjoying only 15.6/per cent of total world GNP.’ Iii these countries, majority
of the population are living below the poverty line.

Characteristic # 3. Lack of Capital Formation:

Developing, or underdeveloped countries of the world are suffering from poor rate of capital
formation."As the level of per capita income in these countries is very low thus their volume and rate
of savings are also veryspoor. This has sesulted lack of capital formation and which is again
responsible for low rate of investment in these countries.

As for example, the rate of investment in countries like India and Pakistan is lower than even 10 per
cent but, on the other hand, the same rate is ranging between 15 to 30 per cent in developed
countries like U.S.A., Canada.€tc. Thus this poor rate of capital formation is one of the major
obstacles towards the path of development of these underdeveloped countries of the world.

Characteristic # 4. Heavy Population Pressure:

The underdeveloped countries are also characterised by heavy population pressure. The natural
growth rate of population in these countries is very high due to its prevailing high birth rate and
falling death rate. This excessive population pressure has been creating the problem of low standard
of living and reduction in the average size of holding.
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This has also resulted in low rate of capital formation in these countries. The population in these
countries is increasing by 2 to 3 per cent per annum which has created various problems like scarcity
of agricultural land, small size of holding, problem of unemployment, food crisis, poverty etc.
Characteristic # 5. Agricultural Backwardness:

The underdeveloped countries are also suffering from agricultural backwardness. Although being the
most important sector, agricultural sector in these countries remains totally underdeveloped. But
what is more peculiar is that these countries are depending too much_en this agricultural sector.
Nearly 60 to 70 per cent of the total population of these countrie$ 1s depending on agriculture and
about 30 to 40 per cent of the total GNP of these countries is gefierated from agricultural production.
Agricultural productivity in these countries remained still very poor in spite,of its great importance.
In these underdeveloped countries, agriculturists are still following traditional methods and are
applying modernised techniques on a very limited scale!

Characteristic # 6. Unemployment Problem:

Excessive population pressure and lack of 4lternative occupations, have resulted in huge
unemployment and underemployment problem in these underdeveloped countries. In the absence of
growth of alternative occupations both in_the secondary and tertiary sector of thesefcountries, this
increasing number of population is being thrown on land te eke,out their living from agricultural
sector.

This sort of increasing dependence on agricultural sectot leads to disguised unémployment or under-
employment in these economies to a large scale. Moreover, problem of educated unemployment in
these economies is also increasing gradually day by day due to lack of industrial development.
Characteristic # 7. Unexploited Natural Resources:

For maintaining a rapid pace of economic growth in these underdéveloped countries, possession of
different types of natural resources in sufficientiquantity and its utilisation are very important. But
under-developed €ountries are either suffering from searcity‘of raw materials or from un-exploited
natural resources of its own.

If we look at the endowment position of these countries then we can see that some of the
underdeyveloped countries are having natural resources like land, water, minerals, forest etc. in
sufficiént quantity but these resources remain largely under-utilized or even untapped due to various
difficulties faced by these countries.

These difficulties,includennaccessibility of the region, shortage of capital, lack of proper attention,
primitive technology, transport bottlenecks and small extent of the market. Thus by utilising its
natural resources, underdeveloped countries can develop their economies with minimum initiative of
their own.

Characteristic # 8. Shortage of ' Technology and Skills:

Underdeveloped countries| are facing low level of technology and acute shortage of skilled
manpower’s. Poor technelogy and lower skills are responsible for inefficient and insufficient
production which leads to poverty of masses. The pace of economic growth in these countries is very
slow due to application of poor technologies.

But the application of modern sophisticated technology both in agricultural and industrial sector is of
utmost need in these countries. This requires sufficient amount of capital, technological
advancement and training.

Characteristic # 9. Lack of Infrastructural Development:
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Lack of infrastructural development is a common feature of underdeveloped countries. In respect of
transportation, communication, generation and distribution of electricity, credit facilities, social
overheads etc. these countries are very much backward than most of the developed countries. Thus
due to inadequate infrastructural facilities, the pace of economic development in these countries are
very slow.

Characteristic # 10. Lack of Industrialization:

Underdeveloped countries are characterized by lack of industrial development. The pace of
industrialisation in these countries is very slow due to lack of capital formation, paucity in the supply
of machinery and tools and also due to lack of initiative and ent€rprise on the part of people of these
countries.

In spite of having huge potential for industrial development, these countries,could not develop the
industrial sector on a sound footing. Moreover, whatever industrial development that has been
achieved by these countries are very much restrictedénly to some limited areas.

Characteristic # 11. Lack of Proper Market:

Underdeveloped countries are also suffering from lack of properly developed market. Whatever
market these countries have developed, these are suffering from number of limitations viz. lack of
market information, lack of diversification, lack ef proper relation or connection between markets,
lack of adequate demand etc.

Characteristic # 12. Mass Illiteracy:

Underdeveloped countries are mostly characterised by the existence of mass illiteracy. Due to
illiteracy the people in these countriés,are very much superstitious and conservative which is again
responsible for lack of initiative and enterprise on the part of people of these countries.
Characteristic # 13. Poor Socio-Economie Condition:

Underdeveloped gountries are also sufferingdrom totally poor socio-economic conditions. The path
of economic development in these countries is being obstructed by various socio-economic factors
like-joint family system, universal marriage, costly social customs and the law of inheritance.
Characteristic # 14. Inefficient Administrative Set Up:

Underdeveloped countries are also suffering from its existing inefficient administrative set up. In the
absence of efficient and sound administrative set up, these countries are suffering from lack of
proper economic erganisation, lack of investments and lack of appropriate decisions .

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 fulfilment 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 te'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 measure of development than a strictly .income-based
benchmark of per capita GNP.
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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 deve-lopment, 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 choice$ that, include political freedoms,
other guaranteed human rights, and various ingredients of self-réspect.

One may conclude unhesistantly that the absence of these g§sential 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 raisingsthe level'of well-being achieved.

What emerges from- the above discussion is that econemic 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 econemic, social, cultural or
political. One may, however, contest GDP/GNP as a useful measure of develepment since income
growth enables persons in expanding their range of choices.

This argument is, however, faulty. Most importantly,</human choices go /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 humanidevelopment paradigm.”

Objectives of Human Development:

In the traditional development economicsy development meantsgfowth of per capita real income.
Later on, a wider definition of develop-ment eame 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 develgpment. True development has to be ‘people-
centred’ ./When deyelopment is defined interms of human welfare it means that people are put first.
This ‘people-oriented’ view of developmentis 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 problemyand 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 indexybrought 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 expan-ding capabilities. According to Amartya Sen, the basic
objective of developmentis ‘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.

Can people read and write? Are food-stuffs 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
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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 in-come is
essential, but to convert the characteristics of commodities into functions.... surely requires health
and education as well as income.” In other words, income doessot define peoples’ ‘well- being’
adequately.

Well-being, although a diverse notion, should consider health and educatien, 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 aswused in the Human
Development Reports to compare different countries'in.the world has beén 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 Mahbub ul, Haq considered ‘four essential 'pillars of human
development.

These are:

1. Equality,

i1. Sustainability,

iii. Productivity, and

iv. Empowerment.

Equality:

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

In other words, the unfaveurable 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 socio-economic obstacles of development. This then surely
brings about a change in power relations and makes society more equitable.
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Sustainability:

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 futuré economic growth and environ-mental
quality. To attain the goal of sustainable development, whatis of great impor=tance is the attainment
of the goal of both intra- generation and inter-generatioft 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 ‘produetivity 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 raisesithe productivity of existing resources.
Theodore W. Schultz—the Nobel Prizé=winning economist=—articulated its importance: “The
decisive factors of production in improving theywelfare of poor people are not space, energy, and
crop land; the decisive factor is the improveément invpopulation quality.” Empirical evidence from
many East Asian countries corroborate this view.

Empowerment:

The empowerment of people—particularly women—is another com-ponent of human development.
In othér 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. Unden,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, development 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.
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Anyway, decentralization and participation empower people, specially the women and the poor. It
then breaks the ‘deprivation trap’. Mahbub ul Haq asserts: “If people can exercise their choices in
the political, social and economic spheres, there is a good prospect that growth will be strong,
democratic, participatory and durable.”.

Definitions of National Income

Different economists put forward different views of National Income. Marshall used the term
National Dividend in the same sense as the term National Income. According to him, National
Income is "the labour and capital of a country acting on its natural resources produce annually a
certain net aggregates of commodities, material and immaterialg including services of all kinds. This
is the true net annual income or revenue of the country; ot the nationaldividend". According to
Pigou, "national income is that part of objective income of the community, including of course
income derived from abroad which can be measured it money". Beth Marshallhand Pigou regarded
National Income in the line of production, while Fisher adopted comnsumption as the, criterion of
National income. According to Fisher, "The National Dividend or income, consists solely of services
as received by the ultimate consumers, whether fromtheir material, or from their human
environments. Thus, a piano or an overcoat prepared in the current year 1s not a part of this year's
income but an addition to the capital. Only the services rendered to me during'this year by these
things are income". But the definitions put forwarded by Marshally Pigou and Fisher are not free
from shortcomings. From the modern pint of view, Simon Kuznets has defined National income as"
the net output of commodities and services flowing during the year from the country's productive
system in the hands of the ultimate consumers". Though there are many views of national income,
all will give the same national incomeif different items are measured correctly.

Concepts Related to National Income

Some important concepts related to national ineome are discussed below before discussing detail
about the measurement of national income.

Gross Domestic Product (GDP): 'GDP refers to the gross value added by individuals and
enterprises within the domestic territory of the country within a specific period of time (generally a
year). Such individuals and enterprises ‘include both residents and non-residents. GDP therefore,
includés the,value added by the non-residents individuals and institutions.

This means that value additions by foreign national staying in India, will add to the GDP of India.
Similarly, value added by:the.normal residents and their property abroad is a part of the GDP of the
respective country. For example, an Indian earning income in USA will be the part of the GDP of
USA.

Gross Value Added": Gross value added is defined as total factor income. It is the difference
between the total value ofyoutput and the value of secondary inputs like raw material, fuel,
transportation costs, etc. Thus,

Gross value added = Value'of Output (—) Secondary Inputs

Net Factor Income from Abroad: It is the difference between the income earned by normal
residents abroad and the income earned by non-residents in the country concerned. Suppose, in a
year, the income earned by Indians residents and enterprises residing in foreign countries is Rs.
15000 crores. And the income earned by all foreign individuals and institutions residing in India is
Rs 12000 crores. This means that the net income from abroad for India in that particular year is Rs
3000 (Rs.15000 - Rs.12000) crores.
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Thus: Net factor income from abroad = Income by normal residents abroad (-) Income by non-
residents (foreigners) in the country.

Gross National Product (GNP): GNP is defined as the aggregate market value of all the final goods
and services produced by the economy during a specific period of time. It is obtained by adding Net
factor inocome from abroad with GDP.

Thus: GNP = GDP + Net factor income from abroad.

Net National Product (NNP) or National Income at Market Prices:

When charges for depreciation are deduced from the GNP, we get netnational product. Thus, NNP
gives the market value of all final goods and services after providing for depreciation. That is why,
NNP is also called national income at market or current prices.

Thus: NNP at market price = GNP at market prices - depreciation

Depreciation: As we use the capital goods (machineri€s,equipments etc.)n thesproduction process,
their value decreases due to their wear and tear, agé and obsolescence<Such decreases,or losses of
value of the fixed factors are calculated annually ih money. terms and are ealled depreciation.
National Income or National Income at Factor Costs : National income, at factor ¢ost which is
also simply called national income is the sum of all incomes earned by resource suppliers for their
contribution of land, labour capital and entrepreneurial activities, which go into the year's net
production.

The difference between national income at factor costs‘and national inecome,at market prices arises
from the fact that indirect taxes and subsides cause mazket prices of output to be different form the
factor incomes resulting from it.

Here, NFIA = Net Factor Income from Abroad; D = Depreciation; ID = Indirect Taxes; and Sub =
Subsidies.

Per Capita Income

Per Capita incomé of a country is the average mcome. of the people of that country in a year. For
instance, in order to find out per capitadincome for the year 1993-94, the national income of a
country is divided by the population of the country in that year

Nationaldncome at Current and Constant Prices

National income can be expressed either ‘at current price or at constant price. When we work out
national income for a particular accounting year, we take into account the output and price of that
particular accounting years,The value of the output or the national income, is then, expressed at
current prices.

One important reason for calculating national income is to compare these figures over a period of
time, such that we can know the rate of growth of the economy. As the price level keeps on
changing, it becomes difficult to’compare figures of national income at current prices over a period
of time. Therefore, instead of using current year prices to obtain national income, we sometimes use
a particular normal year (say, 1993-94 in India) to obtain national income of various accounting
years. Then the national income is said to be expressed at constant price.

Wholesale price index number can be used to convert the national income at current price to
national income at constant price.

Measurement of National Income

The economic performance of a country can be measured by GNP. GNP can be estimated by three
different methods. They are discussed below.
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GNP as a Sum of All Expenditures

From the expenditure view point, GNP is the sum total of expenditures incurred on goods and
services during one year in a country. It includes private consumption expenditure on durable goods,
single used consumer goods and also expenditure on services of all kinds. Gross domestic private
investment on construction of houses, factory building, all types of machineries, plants and capital
equipments. In particular, the increase or decrease in the inventory is added to or subtracted from it.
Government expenditures of all types are included in it. It also includes net foreign investment
which is the difference between export and import.

Thus, GNP according to Expenditure Method =

Private consumption expenditure (C) + gross domestic gprivate investment (I) + government
expenditure on goods and services (G) + net foreign investment (X-M)

GNP as the Sum of All Incomes: According to this apptoach, GNP.is equivalent, to the total income
created by the current productive activity and thefallocations of thisfincome among, the various
economic groups in the community in the form of wages, interest, profit or rents. But|this method
cannot be applied to activities, which does not,directly generate income.

GNP as the Sum of Values Added: this method takes into account all goods and services produced.
In this approach the money value of all.goods produced through agriculture, industry, mines and of
different services are calculated and then added up. The sum of values added/by all the firms and
industries in the economy will always equal the value of the output of the final goods.

Occupational Structure in India: An Overview

Economic Development of Occupational Structure:

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

Secondary activities include manufacturing industries'composed of both large and small scale and
mining. Aertiary 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.

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 eccupation, 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
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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
ACHVIICS . .ot to secondary activities of alldkinds 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 always associated with a high proportion of working
population engaged in tertiary industries low real income per head ishalways associated with a low
proportion of the working population engaged<in tertiary productionhand 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 sarplus work foree 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 ptimary sector in relation toother sectors.

Occupational Distribution of Population in India:

Occupational distribution of population reflects on the degree ofidevelopment 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 refleets a high,degre¢ 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 ‘changes Agriculture occupied the dominant position and its absorption
capacity 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
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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 linkage 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, Priyatosh Maitra rightly observed, “In Indian experience employment
multiplier seems to be small and, therefore, occupational structure remained almost
StatiC....o.eeieiiiiieae, Limited employment horizons, resultingy from a process of
industrialisation devoid of ‘built-in technological process’ effects, strengthenithe 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.

However, T. Krishnamurty wrote, “Betweefi 1901 and 1951 faetory 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 tramsport, storage and
communications rose, for the other branches of servieesdrends are unclear.

Many services associated with modernisation under celonial 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 mecessary to reduce the dependence on agriculture by generating alternative
employment opportunities,in the rural areas.

All these technological changes in agriculture along-with land reforms measures were introduced in
India in order to increasefagricultural production and productivity and to transfer surplus labour
force from agricultural sector to secondary and tertiary sector.

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
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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 inyoccupational 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 couldsiot make much headway in engaging
the surplus population from the agricultural sector. All thesé led to growing pressure of population
on agricultural sector and resulted in wide-spread disguised unemployment incural areas.
Considering this situation, the Planning Commission it its Fifth Plan document,mentioned, “At the
present pace of industrialisation any mass-scale transfer of the labour'ferce from agriculture to non-
agriculture sectors is ruled out. The growing labour force in agriculture has to be provided with
fuller employment within agriculture.”

Occupational Distribution of Working Pepulation in India

Again during the next 1971-2000 periodsthe proportion of work force engaged in'the primary sector
declined marginally to 56.7 per cent. Another noticeablé 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 seécondary sector inereased marginally from 11.2 per cent to
17.5 per cent during the 1971-2000 period andithat 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.

Againdhe 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 earlicr 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.

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 failed 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.
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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 highsdegree of disguised unemployment in the
agricultural sectors.

Thus under this present situation occupational, structure 1 India can be amended suitable only when
the country will start to develop its labout-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 nen-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 willube able to bring changes in the
occupational distribution of population from agricultural to non-agricultural occupations and will
also be able to stipport the large scale manufacturing sector by enlarging the demand for their
products and while doing so they can savethese large scale industries from recession.

8 Main Features of Occupational Structure in India

Some of the main features of occupational structure in India are as follows:

1. Agriculture is Main Occupation:

In India, agriculture is the main occupation, 66.7 percent of population is engaged in agriculture as
against 71 percent.in 1901

This has given rise to disguised unemployment. So there is very small chance of reducing the burden
of population on agriculture.

2. Less development of industries:

17 percent of population depenids on manufacturing industries in India. In USA 32 percent, in
England 42 percent and in'Japan 39 percent people are engaged in secondary sector. It shown that
India is industrially backward.

3. Unbalanced:

Indian economy is highly unbalanced. All production activities are not equally developed. Too much
dependence on agriculture is a symptom of economic backwardness.

4. Less Income:

Per capita income and standard of living of the people in India is low. It is so because agriculture
yields less income than trade.
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5. Small Villages:

Dominance of agriculture proves that most of the people in India must be living in small villages and
number of people living in towns and cities must be very small. In India 76 percent of population
lives in rural areas and 24 percent in urban areas.

6. Backward Agriculture:

66 percent of population is engaged in agriculture. In India, yet we import food grains from other
countries. It testifies that our agriculture is very backward. On the other hand, in America, 2 percent
of population is engaged in agriculture which exports the surplus of food to other countries. It shows
that agriculture sector should be developed.

7. Increase in the proportion of Agriculture Labourers:

The proportion of agricultural labourers has been rising during the period of planning. It shows the
fact that the number of wage earners is increasing in agficultural sector.

8. Less development of tertiary sector:

Tertiary sector which includes services, banking, ‘communication, ttansport etc. i$ \not much
developed in India. In India, 20.5 percent of population 1s engaged in tertiary activities as against 66
percent in America, 56 percent in England and 49 percent in Japan.

XXXXXXXXXXXXXXXXXXXX
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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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INDIAN ECONOMY
UNIT 2
INTRODUCTION

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.
The theory targets the protection and incubation of newly formed domestic industries to fully
develop sectors so that the goods produced are competitive with,imported goods. Under ISI theory,
this process makes local economies, and their nations, self-sufficient.

Import substitution is an economic and trade policy which advocates replacing foreign goods with
domestic goods. ... Make in India is not andmport substitution strategy\because: Aim of Make
in India is to make Indian manufactured goods globally competitive by hatnessing demographic
dividend.

Understanding Import Substitution Industrialization — ISI

The primary goal of the implemented substitution industrialization theory is to protect, strengthen
and grow local industries using a vatiety of tactics, including tariffs, import quotas, and subsidized
government loans. Countries implementing,this theory attemptitorshore up production channels for
each stage of a product's development.

ISI runs directly<counter to the concept of‘comparative advantage, which occurs when countries
specialize in producing goods at a lower opportunity cost and export them.

A Brief History of Import Substitution Industrialization — ISI Theory

The term "import| substitution industrialization" primarily refers to the development economics
policies of the. 20" century, although the theory itself has been advocated since the 18" century
and supported by:.economists,such as Alexander Hamilton and Friedrich List.

Countries initially implemented ISI policies in the global south (Latin America, Africa, and parts of
Asia), where the intention was to develop self-sufficiency by creating an internal market within each
country. The success 0f \ISI policies was facilitated by subsidizing prominent industries such as
power generation and “agriculture, as well as encouraging nationalization, greater taxation,
and protectionist trade policies.

However, developing countries slowly turned away from ISI in the 1980s and 1990s after the rise of
global market-driven liberalization, a concept based on the structural adjustment programs of
the International Monetary Fund and the World Bank.
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Theoretical Basis of Import Substitution Industrialization — ISI

The ISI theory is based on a group of developmental policies. The foundation for this theory is
composed of the infant industry argument, the Singer-Prebisch thesis, and Keynesian economics.
From these economic perspectives, a group of practices can be derived: a working industrial policy
that subsidizes and organizes the production of strategic substitutes, barriers to trade such as
tariffs, an overvalued currency that aids manufacturers in importing goods, and a lack of support for
foreign direct investment.

Related to and intertwined with ISI is the school of structuralist.€conomics. Conceptualized in the
works of idealistic economists and financial professionals such’as Hans Singer, Celso Furtado, and
Octavio Paz, this school emphasizes the importance of takifig into account structural features of a
country or a society—that is, political, social and other ianstitutional factors=when undertaking an
economic analysis of it.

Chief among these is the dependent relationship that emerging countries often have with developed
nations. Structuralist economics theories further” gamed, prominence through the United Nations
Economic Commission for Latin America (ECLA or CEPAL, its acronym in Spanish). In fact,
"Latin ~ American structuralism" has become a synonym», for’ the era
of ISI that flourished n various Latin American.countries from the 1950s to the 1980s.

Subject-Matter of Import Substitution:

Considering the difficulties in the balance of payments, position in our country the Government of
India introduced various importestriction measures along with the policy of “import substitution”.
The term ‘Import Substitution’” means a policy of replacements or substitution of imports by
domestic production.

Here the substitution of imports' by indigenously produced goods can serve the two definite
objectives of saving precious foreign exchange andrachieving self-reliance. The policy of import
substitution inJdndia has passed three phasés

In the firt phase, this policy covered the area of domestic production of consumer goods; in the
second’ phase it replaced the import of ‘intermediate and capital goods including imported raw
materials, components, spare parts, chemicals etc. and in the final phase at present we are trying to
shift from imported technology to indigenous technology.

Measures Adopted for Import Substitution:

The Government of Indiashas adopted a number of measures for encouraging import substitution in
order to curtail the mounting, import bill of our country. The devaluation of rupee in 1966 was an
indirect step in this direction.

The purchase policy of the supplies department of the Government has been oriented towards import
substitution and accordingly the imported purchases of the Government out of the total purchase has
declined from 41 per cent during the First Plan to 12 per cent only in 1968-69.

Again the policy of import control and tariffs has been encouraging import substitution since the
inception of Third Plan. In recent years import duties on machineries, motor vehicle spare parts,
pharmaceutical chemicals etc. have been imposed
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With the increase in the volume of production and improvement in its quality about 300 items have
now been deleted from the “Open General Licence” (OGL) list and every year some items were
deleted as in 1984-85, 53 items were excluded from OGL. Steps are being taken to produce more
import substitute products indigenously.

Achievements of Import Substitution:

In the mean time we have achieved self-sufficiency in many’ products and also reduced the
dependence on import to a considerable extent. In respect of sugar mill machinery, light engineering
goods like bicycles, sewing machines, electronic goods for‘audio-visualaids, chemicals like soda
ash, caustic soda, bleaching powder etc., 10 per cent self sufficiency has beenattained.

On the other hand, increase in the domestic productions’of fertilizets, iron and steel, railway wagons,
diesel engines, newsprint, paper and paper board and erude mineral oilshave lessen the pressures on
our import bill considerably.

Further, the recent devaluation of rupee by 18,per cent in July 1991 hasalready made imports much
costlier for us and thus we may hope that this step will indirectly help us to enhancethe possibility
of import substitution of many other commadities in the years to come.

History of India’s Economic Plans:

Independence came to India with the partition of the country on IS August 1947. In 1948, an
Industrial Policy Statement was announced.

It suggested the setting up of a‘National Planning Commission and framing the policy of a mixed
economic system.

On 26 January 1950, the Constitution came into'force. As a logical sequence, the Planning Commis-
sion was set up on 15 March 1950 and the plan- era started from 1 April 1951 with the launching of
the First Five Year Plan (1951-56).

However the idea 'of economic planning in India can be traced back to the pre-independent days.
“The idea of economic planning gained currency in India during and after the years of the Great
Agricultural Depression (1929-33). The then Government of India was by and large guided by a
policy of leaving economie-matters to individual industrialists and traders.”

(i) 1934:

It is rather surprising that blueprints for India’s planning first came from an engineer-administrator,
M. Visvervaraya. He'is wregarded as the pioneer in talking about planning in India as a mere
economic exercise. His book, ‘Planned Economy for India’ published in 1934 proposed a ten-year
plan. He proposed capital investment of Rs. 1,000 crore and a six-fold increase in industrial output
per annum.

(ii) 1938:

In 1938, the Indian National Congress headed by Pandit J.L. Nehru appointed the National Planning
Committee (NPC) to prepare a plan for economic development. The NPC was given the task of
formulating a comprehensive scheme of national planning as a means to solve the problems of
poverty and unemployment, of national defence, and of economic regeneration in general. However,
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with the declaration of the World War II in September 1939 and putting leaders into prison, the NPC
could not march ahead.

(iii) 1944:

The Bombay Plan, the People’s Plan and the Gandhian Plan: One of the most widely discussed plan
during the 1940s was the Bombay Plan prepared by the Indian capitalists. It was a plan for economic
development under considerable amount of government intervention.

It emphasised the industrial sector with an aim of trebling national ineome and doubling of per capita
income within a 15-year period. Under this plan, planning and industrialisation were synonymous.
An alternative to the Bombay Plan was given by M. N. Roy ind1944. His plan came to be known as
People’s Plan. His idea of planning was borrowed from the Soviet type planning. In this plan,
priorities were given to agriculture and small scale industries. This plan favoured a socialist
organisation of society.

In the light of the basic principles of Gandhian ecofiomics, S. N. 'Agarwal authored ‘The Gandhian
Plan’ in 1944 in which he put emphasis on the expansion of small unit production and agriculture. Its
fundamental feature was decentralisation of,economic structure with self-contained svillages and
cottage industries.

(iv) 1950 Planning Commission:

After independence, the Planning Commission was set up by the Government of India in March
1950. The Commission was instructed to (a) make an assessment of the, material capital and human
resources of the country, and formulate a plan for the most effective and balanced utilisation of
them; (b) determine priorities, define the stages for carrying the plan and propose the allocation of
resources for the due completion of each stage; (c) identify the factors which tend to retard economic
development; and (d) determine the conditions which (in viewsof the then current socio-political
conditions) should be established for the execution of the plan.

The planning proeess was initiated in April 1951 when,the First Five Year Plan was launched. Since
then ten five year plans have been completed and the Eleventh Plan is in progress.

Table 6.1: Timing of the Five Year Plans

First Plan 1951-56
Second Plan 1956-61
Third Plan 1961-66
Three Annual plans 1966-69
Fourth Plan 1969-74
Fifth Plan 1974-78*
Annual Plan 1979-80
Sixth Plan 1980-85
Seventh Plan 1985-90
Annual Plan 1990-92
Eighth Plan 1992-97
Ninth Plan 1997-2002
Tenth Plan 2002-2007
Eleventh Plan 2007-2112
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2. Characteristics of Indian Plans:

There is a long history of the evolution of economic thinking and approach to planning in India and,
therefore, its features are changing with the change of the economy. Structure and objectives of each
and every country never remain uniform as well as linear. One can also see a wide difference in the
political viewpoint as well as political approaches. Such differencesslead to different approaches to
planning varying from country to country.

In other words, every country has its own peculiarities of gconomic planning, and India is no
exception to this. Further, such characteristics of Indian plafining are not‘uniform. It is to be noted
here that the features relate to the initial situation thatsshapeithe future of planning. Again, the
objectives of planning are not static in the sense they n€ed to be changed a¢cording to the needs and
opportunities of the country.

Indian history of planning can be divided into three periods: pre-independent, 1951- 1991 and 1991
onwards. We will, however, concentrate on planning of independent India down from 1951 till date.
Now we will present some of the essentialdfeatures of Indian planning so‘as to understand the me-
chanics of planning both in a controlled’and planned economy, and planning in'a market- friendly
economy.

(i) Five Year Planning:

Though India’s plans are of a 5-year period, such planning is linked with a long term view. Sino-
India War (1962), Indo-Pak War, (1965), and the unprecedented drought in the mid-60s forced to
adopt the approach of ‘plan holiday” fiom the Fourth Five Year Plan. Instead of a regular Five Year
Plan, planning was discontinued through three ad hoc Annual Plans during the period 1966-69.
Again, with the assumption of power by the Janata Government in 1977, rolling plan on a year to
year basis or the Sixth Plan had been formulated forithe period 1978-83. In 1980, this rolling plan
concept was discontinued by the Congress (I) Government much ahead of the scheduled time and
the Sixth Plan came into operation from 1980 and centinued till 1985. Because of unprecedented
political erisis in New Delhi and frequent ehanges of power, the Eighth Five Year Plan scheduled for
the period 1990-95 could not be launched.

The Eighth Five Year Plan was delayed by two years, though the years 1990-91 and 1991-92 had not
been projected as)‘planholiday’. The Eighth Five Year Plan came into operation in 1992. Since then
there has been no break from the five year planning system.

(ii) Developmental Planning:

Indian planning is of the developmental variety. To build up a self-reliant economy, overall
economic development of the.cotintry received top priority. However, short term problems like refu-
gee rehabilitation, food crises, foreign exchange shortage also got due attention from the planners.
(iii) Comprehensive Planning:

Indian planning is comprehensive in character in the sense that it not only undertakes economic pro-
grammes but also puts emphasis on changes in institutional structures and cultures. It emphasies
both on the development of agriculture, industry, transport and communications and physical
infrastructures and social infrastructures such as literacy, health, population control, environment,
etc. Planning programmes are also initiated for the development of lower castes and backward
classes so that these people are involved in the development processes.
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(iv) Indicative Planning:

Indian planning before 1991 was of the nature of directive planning and averse to the role of market
mechanism. As far as resource allocation in the governmental sector was concerned, the government
did not rely on the market but gave directions so that resources could be utilised by all the states
efficiently. Private initiative and freedom was allowed but not in an unhindered way. Private
industrialists were encouraged for making investments but, at the same‘time, they came under strong
control and regulation.

Thus, planning in India during 1951-91 was not strictly ‘planhing by direction’ like the socialist plan
and not strictly ‘planning by inducement’ like capitalist planning:

This old system of Indian planning of the comprehensive nature was to beseplaced by an integrative
approach that combines both planning and marketdmechanism. Thus,he Indian planning became
indicative in nature with the launching of the Eighth Five Year Plan iny1992. As plans roll on, its
indicative nature gets strengthened.

Under it, the role of the government becomes passive andithe government sheds some of its
functions at the altar of the market prineiples. It is indicative planning as“it merely outlines the
directions to which the country is expected to run as well as talks about the means for achieving
these aims.

To improve efficiency and productivity of the economy, reliance on ‘market principles is attached
and planning mechanism then'act,as a pathfinder or a leader instead of putting more emphasis on the
long term goals of the country.

Thus, flexibility is one of the important hallmarks of indicativesplanning. Earlier, Indian planning
was also of indicative character. But the Eighth Plan had made it more so and had redefined the role
and functions of the Planning Commission.

(v) Democrati¢ Planning:

Indian planning is democratic planning. The chief building block of laying down the national plan is
the Planning Commission. It is a decision-making body that formulates five year plans and
implement them in a democratic spirit and frame. Discussions are held periodically between the
people’s representatives, industrialists, chambers of commerce, educationists, and many other bodies
as well as the ' members of the Planning Commission.

The National Development Council is there to make decisions relating to planning in consultation
with the Union and State Governments. In fact, the NDC is the apex body for coordination of
policies and plans of the Central and the State Governments.

After getting the stamp of\,approval from the NDC, the plan document is placed before the
Parliament for consideration. Though one finds some sort of centralise, planning decisions Indian
planning may be called a decentralised one, if not bottom-up planning.

(vi) Decentralised Planning or Planning from Below:

Being democratic planning, Indian planning is essentially a decentralised type of plan. Until the
Fourth Plan, planning at the national level was essentially macro planning. In other words, there was
very little or no provision for microplartning, i.e., planning from below. While ‘macroplan’ provides
a broad framework, a ‘microplan’ chalks out all the details in and fixes priorities for different
regions depending on their specific needs.
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A macroplan cannot deal with the problems of the remotest regions of the country. A macroplan
does not involve people straightforward. However, for an allround growth of every region—small or
big—planning has to be decentralised in which local people, local institutions and local governance
are asked to participate. This is called ‘participatory development’. Participation of the community is
needed to deal with the local problems, local resources, local priorities, etc. In this way, the concept
of planning from bottom-to-top rather than top-to-down is more popular in India.

(vii) Present Role of the Planning Commission:

The nature and content of the Eighth Plan (1992-97) was different from,earlier plans since this plan
had been greatly influenced by the liberalised economic policies of the government and the changing
world situation. From a rather centralised planning systemy the country ‘moved gradually towards
indicative planning.

However, as market forces gathered strength as contrasted to planning, India’s Planning Commission
became somehow redundant. Earlier, the PlanningdCommission behavéd something like a ‘super-
cabinet’ in propagating and implementing plan policies and programmes.

Against the backdrop of embracing market philosophies; the, Planning Commission could no longer
act as a policymaking body as it did earlier«The role of the Planning Commission indéed needs to be
diluted in the light of changes in the Indian scenario. In other words, Planning Commission needs to
be married to the market economy.

Most importantly, the present UPA government has,been facing challenges from different quarters
because of coalition politics. And the Planning Commission has been reorienting itself to
accommodate the compulsions of the coalition Government.

In view of this, Dr. M.S. Ahluwalia articulated relating to the role of the Planning Commission that
currently the two roles of the Planning Commission are more impeftant. First is the role of principles
that needs to be changed regularly according tonthe exigencies of the situation. Different ministries
will play such roles in their policies and pringiples.

Since no neutral standpoint could be maintained by the respective ministries, the Planning Com-
mission would then play a more bigger role in the gealm of perspective or long term planning.
Secondlys market, in case of long term of planning, has very little say. Herein lies the importance of
the Planning Commission. Thus, the planning methodology must change so as to reflect the new
economic realities and the emerging requirements.

It is, thus, obvious thatsthe, features of Imdian planning are not static. The role of the Planning
Commission has changed to a different form. Above all, the above features of Indian plans are just
the reflection of the country’s socio-eco-politico philosophies and viewpoints.

3. Objectives of Indian Plans:

In LDCs like India, the paramount objective of an economic plan is to bring into new forms of
productive capital, which will raise the overall productivity of the economy and, thus, raise people’s
income by providing them adequate employment opportunities and, thereby, remove the twin
problems of destitution and mass poverty.

In an underdeveloped country like India, these objectives may be broadly grouped under:

1. A higher rate of growth than was being realised in the absence of the plan;

2. A greater degree of economic equality than was possible under free enterprise;

3. Full employment opportunities for the growing labour force of the country;

4. Economic self-reliance; and
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5. Modernisation.

It is to be remembered that the above said objectives are long term objectives of India’s Five Year
Plans.

Now these objectives will be explained:

1. Economic Growth:

Of all the objectives, the objective of economic growth has received the strongest priority in all the
plans. Economic planning in India aims at bringing about a rapid, economic development in all
sectors. The key sectors are agriculture, power, industry and transport.

Through development of the economy, the country aims atfincreasing national and per capita
incomes. Thus, poverty will be removed and the standard’ of living will be improved. National
income in the First Plan increased by 18 p.c. against the tafgeted growth rate of 11 p.c.

National income during the Second Plan period increased by 20 p.c. against thertarget of 21 p.c. On
the other hand, per capita income grew at a rate of 2.1 p.c. per annum<as against the ¢contemplated
rate of growth of 3.3 p.c. The Third Plan sought €0 increase national‘income by 5.6 p.c; per annum.
But the progress card of the Third Plan showed that national income inereased by only 2.5 p.c. per
annum. Per capita income during this time failed to rise.

The Fourth Plan aimed at achieving the growth rate of national income and per capita income by 5.7
p.c. per annum and 3 p.c. per annum, respectively. In reality, the actual achievement of national
income was merely 3.4 p.c., while per capita incomeirose by only 1.1. pic. TheFifth Plan proposed a
growth rate of 3.5 p.c. per annum, but later revised 1t to 4.37 p.c.

However, the economy now fared well and attained a'growth rate of 5.2 p.c. per annum. The Sixth
Plan aimed at an annual growth'rate 0f.5.2 p.c. Actually, this growth rate was achieved. The Seventh
Plan (1985-90) achieved an annual growthirate of 6 p.c. The average growth rate during the Eighth
Plan was better (6.8 p.c.) than the Seventh Plan. This growth rate slipped down to 5.4 p.c. in the
Ninth Plan against a contemplated growth rate of 6.5p.c. An‘ambitious target of 8 p.c. GDP growth
rate has been achieved in the Tenth Five Year Plan.

2. Economic Equality and Social Justice:

The twindaspects of social justice involves, on the one hand, the reduction in economic inequalities
and, on the ether, the reduction of poverty.

A rise in national income with concentration of economic power in the hands of a few people is not
desirable. In India’s so¢io=political set-up, vast inequalities exist. Indian plans aim at reducing such
inequalities, so that the benefits of economic development percolate down to the lower strata of the
society.

The objective of removalof poverty got its clear-cut enunciation only in the Fifth Plan for the first
time. Due to the defectiveplafining approach, income inequality widened and poverty became
rampant. The incidence of poverty was on the rise.

In view of this paradoxical‘development, the slogan of ‘Garibi Hatao’ was raised in the Fifth Plan for
the first time. It was estimated that approximately 30 per cent of the total population was below the
poverty line in 1974. In 1983-84, 44.5 p.c. of the total population were below the poverty line. By
1993-94, it declined to 37.3 p.c. It has been estimated that 28.3 p.c. of the population lived below the
poverty line during 2004- 05—so far the latest estimate.

Though the poverty ratio declined over time, the number of poor people remained at more than 260
million during 1999-2000 due to a countervailing growth in population.
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3. Full Employment:

Removal of unemployment is considered another important objective of India’s Five Year Plans.
But, unfortunately, it never received the priority it deserved. In the Sixth Plan (1978-83) of the
Janata Government, employment was accorded a pride of place for the first time. However, the
Seventh Plan treated employment as a direct focal point of policy. As a result, the employment
generation programme in India received a rude shock and the problem of unemployment is mounting
up plan after plan.

4. Economic Self-Reliance:

Self-reliance, or for that matter, self-sufficiency, refers to the_ €limination of external assistance. In
other words, it means zero foreign aid. India is typically a dependent economy. She is used to import
huge food grains, fertilizers, raw materials and industfial. machinery and,equipments. But this
objective could not be concertised before the launching/f the Fourth Plan,

The basic aim of the Fifth Plan was the attainment‘of self-reliance. To'achieve this goal, the Fifth
Plan aimed at increasing production of food grains, necessary consumption goods and raw materials
and the level of exports. While emphasising the increase in exports, the Planiemphasised the need for
establishing import substitute industries as an important facet of.economic self-relianee.

In the new era dating from July 1991, the‘objective of self-reliance lost its the thenvinterpretation. No
longer it refers to self-sufficiency in the present globalised‘environment. Still then, it is an important
component of India’s development policy.

5. Modernisation:

This objective is comparatively asnewer one. This objective was categorically mentioned for the first
time in the Sixth Plan. Modernisation,means such variety of structural and institutional changes in
the economic activities that can'change the feudal and colonial’economy into a progressive and
modern economy.

The important component of modernisation is thendevelopment of a diversified economy that
produces a vartiety of goods. This requiresithe settingup of a variety of industries. It also refers to an
advancement of ‘technology. No doubt certain technological advances have taken place in
agriculture, energy, etc. But there is a real danger of this objective in the present context.

The country now faces an alarmingly high unemployment problem and, hence, poverty. But
modernisation, will definitely arrest the employment generation activities. Hence the conflict
between the" objectivermof,.modernisation’ and the objectives of unemployment and poverty
eradication.

Besides these long term, objectives, each Five Year Plan in India has some short term objectives. For
instance, the First Plan stressed agricultural development, control of inflation and rehabilitation of
refugees. The Second Plan aimed at rapid industrial growth, specially basic and heavy industries.
The Third Plan emphasised an expansion of basic industries, but shifted to defence development.

4. Evaluation of Objectives:

The objectives of Indian planning are quite comprehensive and its scope is wide.

But it has various shortcomings:

(a) First, Indian Plans are ambitious. Most of the plan objectives remain unfulfilled. Again, some of
the objectives are not quantifiable, Furthermore, desired objectives never match with the actual
results. Actual results lay behind targets.
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(b) Secondly, Indian plans suffer from inconsistency of the objectives that are set. For instance, the
objective of accumulation of capital is inconsistent with the objective of reduction of income
disparities.

(c) Finally, there are conflicts between objectives. Higher economic growth objective may not
commensurate with the employment generation objective. Rapid economic growth requires the use
of capital-intensive technology which is, by nature, labour-displacing. Thus, any attempt to improve
GDP growth rate is most likely to frustrate the objective of removal of unemployment.

Despite these shortcomings of Indian planning, we must say thatdthe objective of higher economic
growth is the most fundamental of all. Plan objectives must bespelt out as to make them consistent
with the country’s needs.

New Economic Policy refers to economic liberalisation or relaxatiof inthe import tariffs,
deregulation of markets or opening the markets fot private and foreign players, and reduction of
taxes to expand the economic wings of the country.

Former Prime Minister Manmohan Singh is considered to,be the father of New Economic Policy
(NEP) of India. Manmohan Singh introdu¢ed the NEP on July 24,1991.

Main Objectives of New Economic Policy — 1991, July 24

The main objectives behind the launching of the New/Economic policy (NEP) in 1991 by the
union Finance Minister Dr. Manmohan Singh are stated as follows:

1. The main objective was to plunge Indian Economy in to the arena of ‘Globalization and to give it
a new thrust on market orientation.

2. The NEP intended to bring down the rate of inflation

3. It intended to move towards higher econoemic growth rate‘andito’build sufficient foreign exchange
reserves.

4. It wanted to achiceve economic stabilization and to cenvert the economy into a market economy by
removing all kifds of un-necessary restrictions.

5.1t wanted to permit the international flow of goods, services, capital, human resources and
technology, without many restrictions.

6. It wanted,to increase the participation of private players in the all sectors of the economy. That is
why the reserved numbers of sectors for government were reduced. As of now this number is just 2.
Beginning with mid-1991ythe govt. has made some radical changes in its policies related to foreign
trade, Foreign Direct Investment, exchange rate, industry, fiscal discipline etc. The various elements,
when put together, constitute an economic policy which marks a big departure from what has gone
before.

The thrust of the New Ecomomic Policy has been towards creating a more competitive
environment in the economy as a means to improving the productivity and efficiency of the
system. This was to be achieved by removing the barriers to entry and the restrictions on the growth
of firms.

Main Measures Adopted in the New Economic Policy

Due to various controls, the economy became defective. The entrepreneurs were unwilling to
establish new industries ( because laws like MRTP Act 1969 de-motivated entrepreneurs).
Corruption, undue delays and inefficiency risen due to these controls. Rate of economic growth of

Prepared by PADMAAVATHY.PA, Assistant Professor, Dept of Management, KAHE, Page 10/20



https://www.jagranjosh.com/general-knowledge/list-of-all-prime-ministers-of-india-1473165149-1
https://www.jagranjosh.com/general-knowledge/indian-economy-a-complete-study-material-1464929494-1
https://www.jagranjosh.com/general-knowledge/competition-act-2002-1553606677-1

KARPAGAM ACADEMY OF HIGHER EDUCATION, COIMBATORE

Class: III B.COM CA Course Name: Indian Economy
Course Code:17CCU604B UNIT — 2 Semester: VI Year: 2017-20 Batch

the economy came down. So in such a scenario economic reforms were introduced to reduce the
restrictions imposed on the economy.

Following steps were taken under the Liberaliation measure:

(i) Free determination of interest rate by the commercial Banks:

Under the policy of liberalisation interest rate of the banking system will not be determined by RBI
rather all commercial Banks are independent to determine the rate of interest.

(ii) Increase in the investment limit for the Small Scale Industries.(SSIs):

Investment limit of the small scale industries has been raised to Rst 1'erere. So these companies can
upgrade their machinery and improve their efficiency.

(iii) Freedom to import capital goods:

Indian industries will be free to buy machines and raw miaterials from foreign countries to do their
holistic development.

(v) Freedom for expansion and production to Industries:

In this new liberalized era now the Industries are free to diversify their, production capacities and
reduce the cost of production. Earlier government used to, fix the maximum limit of production
capacity. No industry could produce beyond that limit. Now the industries are freeto decide their
production by their own on the basis of the tequirement of the markets.

(vi) Abolition of Restrictive Trade Practices:

According to Monopolies and Restrictive Trade Practices (MRTP) Act 1969, all those companies
having assets worth Rs. 100 crore or more were called MRTP firms and were subjected to several
restrictions. Now these firms have not to obtain prior approval of the/Govt. for taking investment
decision. Now MRTP Act is replaced by the competition Act;2002.

1. Liberalisation

Removal of Industrial Licensing and Registration:

Previously private sector had to obtain license from Govt. for starting a new venture. In this policy
private sector has been freed from licensing and other restrictions.

Industries licensing is necessary for following industries:

(i) Liquor

(ii) Cigarette

(iii) Defence equipment

(iv) Industrial'explosives

(v) Drugs

(vi) Hazardous chemicals

2. Privatisation:

Simply speaking, privatisation.ameans permitting the private sector to set up industries which were
previously reserved for the public sector. Under this policy many PSU’s were sold to private sector.
Literally speaking, privatisation is the process of involving the private sector-in the ownership of
Public Sector Units (PSU’s).

The main reason for privatisation was in currency of PSU’s are running in losses due to political
interference. The managers cannot work independently. Production capacity remained under-
utilized. To increase competition and efficiency privatisation of PSUs was inevitable.
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Step taken for Privatisation:
The following steps are taken for privatisation:

1. Sale of shares of PSUs:

Indian Govt. started selling shares of PSU’s to public and financial institution e.g. Govt. sold shares
of Maruti Udyog Ltd. Now the private sector will acquire ownership of these PSU’s. The share of
private sector has increased from 45% to 55%..

2. Disinvestment in PSU’s:

The Govt. has started the process of disinvestment in those PSU’s which had been running into loss.
It means that Govt. has been selling out these industries t0 private sector. Govt. has sold enterprises
worth Rs. 30,000 crores to the private sector.

3. Minimisation of Public Sector:

Previously Public sector was given the importance with a view to help in industralisation and
removal of poverty. But these PSU’s could not able toyachieve this objective and policy of
contraction of PSU’s was followed under siew economic reforms. Number of industries reserved
for public sector was reduces from 17 to 2.

(a) Railway operations

(b) Atomic energy

4. Globalization:

Literally speaking Globalisation, means to make Global or worldwide, otherwise taking into
consideration the whole world. Broadly speaking, Globalisation means the interaction of the
domestic economy with the rest ‘of the world with regard to foreign investment, trade, production
and financial matters.

Steps taken for Globalisation:

Following steps are taken for Globalisation:

(i) Reduction in tariffs:

Custom duties and tariffs imposed on imports and exports are reduced gradually just to make India
economy attractive to the global investors

(ii) Long term Trade Policy:

Forcing trade policy wasenforced for longer duration.

Main features of the policy are:

(a) Liberal policy

(b) All controls on foreign trade have been removed

(c) Open competition has been.eficouraged.

(iii) Partial Convertibility of Indian currency:

Partial convertibility can be defined as to convert Indian currency (up to specific extent) in the
currency of other countries. So that the flow of foreign investment in terms of Foreign Institutional
Investment (FII) and foreign Direct Investment (FDI).

This convertibility stood valid for following transaction:

(a) Remittances to meet family expenses

(b) Payment of interest

(¢) Import and export of goods and services.
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(iv) Increase in Equity Limit of Foreign Investment:

Equity limit of foreign capital investment has been raised from 40% to 100% percent. In 47 high

priority industries foreign direct investment (FDI) to the extent of 100% will be allowed without any

restriction. In this regard Foreign Exchange Management Act (FEMA) will be enforced.

If the Indian economy is shining at the world map currently, its sole attribution goes to the

implementation of the New Economic Policy in 1991.

1991: ECONOMIC REFORMS

The strategy of reforms introduced in India in July 1991 presented a,mixture of macroeconomic

stabilization and structural adjustment. It was guided by short-term and long-term objectives.

Stabilization was necessary in the short run to restore balance of payments equilibrium and to

control inflation. At the same time changing the structure/of institutions themselves through reforms

was equally important from long term point of view.

The new government moved urgently to implement a, programme of shacroeconomic stabilization

through fiscal correction. Besides this, structural feforms were initiated in, the field of trade, industry

and the public sector.

Objective of Reforms

As per the Discussion Paper on Economie Reforms broughtout by the Ministry of Finance in July

1993, the objectives of the reforms were:

“...to bring about rapid and sustained improvementindhe quality of the people of India. Central to

this goal is the rapid growth in incomes and productive employment... The only durable solution to

the curse of poverty is sustained growth of incomes and employment... Such growth requires

investment: in farms, in roads, in irrigation, in industry, in power and, above all, in people. And this

investment must be productive.” Successful and sustained development depends on continuing

increases in the productivity of oureapital, our land and our labour.

Within a generation, the countries of EastéAsia have_transformed themselves. China, Indonesia,

Korea, Thailand and Malaysia today \have living standards much above ours... What they have

achieved, we must strive for.”

Major Steps in the 1991 Reforms

The major policy linitiatives taken by the,Government to fundamentally address the balance of

payments problem and the structural rigidities were as follows:

o Fiscal Reforms: Askey element in the stabilization effort was to restore fiscal discipline. The

data reveals that fiscal deficit during 1990-91 was as large as 8.4 percent of GDP. The budget
for 1991-92 took a bold step in the direction of correcting fiscal imbalance. It envisaged a
reduction in fiscaldeficit by nearly two percentage points of GDP from 8.4 percent in 1990-
91 to 6.5 percent in 1991#92.

The budget aimed at containing government expenditure and augmenting revenues; reversing the

downtrend in the share of“direct taxes to total tax revenues and curbing conspicuous consumption.

Some of the important policy initiatives introduced in the budget for the year 1991-92 for correcting

the fiscal imbalance were: reduction in fertilizer subsidy, abolition of subsidy on sugar,

disinvestment of a part of the government’s equity holdings in select public sector undertakings, and

acceptance of major recommendations of the Tax Reforms Committee headed by Raja Chelliah.

These recommendations aimed to raise revenue through better compliance in case of income tax and

excise and customs duties, and make the tax structure stable and transparent.
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e Monetary and Financial Sector Reforms: Monetary reforms aimed at doing away with
interest rate distortions and rationalizing the structure of lending rates.

The new policy tried in many ways to make the banking system more efficient. Some of the
measures undertaken were:

o Reserve Requirements: reduction in statutory liquidity ratio (SLR) and the cash
reserve ratio (CRR) in line with the recommendations of the Narasimham Committee
Report, 1991. In mid-1991, SLR and CRR were very high. It was proposed to cut
down the SLR from 38.5 percent to 25 percent withinmya time span of three years.
Similarly, it was proposed that the CRR br brought down to 10 percent (from the
earlier 25 percent) over a period of four years

o Interest Rate Liberalisation: Earlier, RBI ¢ontrolled the rates payable on deposits of
different maturities and also the rates which could be charged for bank loans which
varied according to the sector of use'and also the size,of the loan. Interest rates on
time deposits were decontrolled ifi a sequence of steps beginning with longer term
deposits, and liberalisation was,progressively extended to deposits of shorter maturity

o Greater competition among’ public sector, private sector and foreign banks and
elimination of administrative constraints

o Liberalisation of bank branchlicensing policy i order to rationalize the existing
branch network
Banks were given freedom to relocate branches and open specialized branches
Guidelines for opening new private sector banks
New accounting norms,regarding classification of assets and provisions of bad debt
were introduced in tune withithe Narasimham Committee Report

e Reforms in Capital Markets: Recommendations of the Narasimham Committee were
initiated im‘order to reform capital matkets, aimed at rémoving direct government control and
replacing it with a regulatory framéwork based on transparency and disclosure supervised by
an independent regulator. The Securities & Exchange Board of India (SEBI) which was set
up in 1988 was given statutory recognition in 1992 on the basis of recommendations of the
Narasimham Committee. SEBI has \been mandated to create an environment which would
facilitate mobilization of adequate resources through the securities market and its efficient
allocation:

o Industrial Policy Reforms: In order to consolidate the gains already achieved during the
1980s, and“to provide greater competitive stimulus to the domestic industry, a series of
reforms were “introduced in the Industrial Policy. The government announced a New
Industrial Policy “on 24 July 1991. The New Industrial Policy established in 1991 sought
substantially to deregulate industry so as to promote growth of a more efficient and
competitive industrial economy. The central elements of industrial policy reforms were as
follows:

o Industrial licensing was abolished for all projects except in 18 industries. With this,
80 percent of the industry was taken out of the licensing framework.

o The Monopolies & Restrictive Trade Practices (MRTP) Act was repealed to eliminate
the need for prior approval by large companies for capacity expansion or
diversification.
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o Areas reserved for the public sector were narrowed down and greater participation by
private sector was permitted in core and basic industries. The new policy reduced the
number of areas reserved from 17 to 8. These eight are mainly those involving
strategic and security concerns. (Example, railways, atomic energy etc.)

o The policy encouraged disinvestment of government holdings of equity share capital
of public sector enterprises.

o The public sector units were provided greaters autonomy and professional
management that could be helpful for generating reasonable profits, through an
MOU(Memorandum of Understanding) betweefi the enterprise and the concerned
Ministry, through which targets that the enterptise had to achieve were set up

e Trade Policy Reforms: Under trade policy reforms, the main focus was on greater openness.
Hence, the policy package was essentially anfoutward-oriented one. New initiatives were
taken in trade policy to create an environment which wouldyptrovide a stimulus to export
while at the same time reducing the degfee of regulation and licensing control on foreign
trade.

The main feature of the new trade policy asdt has evolved over the years since 1991 are as follows:

o Freer imports and exportss Priorito 1991, in India imports were regulated by means of
a positive list of freely importable, items. From 1992, imports were regulated by a
limited negative list. For instance, the, trade policy of 1 April 1992, freed imports of
almost all intermediate and capital goods. Only 71 items remained restricted.

o Rationalization" of, tariff structure and removal of quantitative restrictions: The
Chelliah Committee’s Report had suggested drastic reduction in import duties. It had
suggested a peak rate of 50 percent. As a first steépstowards a gradual reduction in the
tariffs, the 1991-92 budget had reduced the peak rate of import duty from more than
300 percent to 150 percent. The process of lowering the customs tariffs was carried
further in successive budgets.

o Trading Houses: The 1991 policy allowed export houses and trading houses to import
a wide range of items. The Government also permitted the setting up of trading
houses with 51 percent foreign equity for the purpose of promoting exports. For
instance, under the 1992-97 trade policy, export houses and trading houses were
provided the,benefit of self-certification under the advance license system, which
permits duty free imports for exports.

e Promoting Foreign Investment: The government took several measures to promote foreign
investment in India in the post-reform period. Some of the important measures are:

o In 1991, the government announced a specified list of high technology and high-
investment priority industries wherein automatic permission was granted for foreign
direct investment (FDI) up to 51 percent foreign equity. The limit was raised to 74
percent and subsequently to 100 percent for many of these industries. Moreover,
many new industries have been added to the list over the years.

o Foreign Investment Promotion Board (FIPB) has been set up to negotiate with
international firms and approve direct foreign investment in select areas.

o Steps were also taken from time to time to promote foreign institutional investment
(FII) in India.
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o Rationalization of Exchange Rate Policy: One of the important measures undertaken to
improve the balance of payments situation was the devaluation of rupee. In the very first
week of July 1991, the rupee was devalued by around 20 percent. The purpose was to bridge
the gap between the real and the nominal exchange rates that had emerged on account of
rising inflation and thereby to make the exports competitive.

The 1991 economic reforms were focused primarily on the formal sector, and as a result, we have
seen significant boom in those areas that were liberalized. Sectors such as telecom and civil aviation
have benefited greatly from deregulation and subsequent reforms. “However, liberalisation and
economic reforms still have a long way to go, especially for'the informal sector—including the
urban poor who hold jobs as street vendors or rickshaw pullets, the agricultural sector, Micro, Small
and Medium Enterprises (MSMESs) and tribals. The slow growth and stagnation in these sectors
which have not seen any reform further highlights the significant role of the 1994 reforms in helping
India’s economy become what it is today.

Monetary Policy and Fiscal Policy of India.

Monetary policy in a planned economy of India cannot be frtamed independently of fiscal policy as
achieving growth with price stability are the‘objectives of both these policies.

In India the Reserve Bank of Indiashas eoften adopted: accemmodative. monetary policy to
Government’s fiscal policy.Prior to 1991 when economi¢ reforms were initiated the basic goal of
monetary policy was to neutralize the impact of largedfiscal deficits of the Government. To boost
public sector investment for accelerating economic growth there was large increase in Government
expenditure under various FiverYear plans which was financed by borrowing by the Government
and deficit financing (i.e., monetatisation of budget deficit).

Both Government borrowing from the market, and deficit financ-ing leads to the increase in
aggregate demand and have therefore potential for causing. inflation. Therefore, to ensure adequate
funds to meet the borrowing requirements of the Government the statuary liquidity ratio (SLR) of
the banks was raised to the maximum limit of 38.5 per cent. That is, banks were to buy government
securities(to this extent.Besides, to check'inflation, cash reserve ratio (CRR) of banks was raised to a
high level of 15 per cent. The high cash reserve leaves less funds with the banks to lend to the
private commercial sector. In this way large expansion of credit for private sector was prevented.

To quote C. Ranga-rajan the former Governor of the Reserve Bank of India, “Until the overall
reforms process was imnitiated in 1991 the basic goal of monetary management took the form of
compensatory increase in the cash reserve ratio (CRR) for banks, controls on the growth of
commercial credit (mainly to,the' private enterprises sector) and adjustments of administered interest
rates. The fixation of CRR'and SLR at their maximum levels crowded out credit for the commercial
sector. Thus, even when money supply was growing at a rapid rate, private sector could not get the
needed credit for financing industry and trade”.

Explaining the monetary policy adopted prior to reform process of 1991, Dr. Y.V. Reddy, also a
former Governor of the Reserve Bank of India writes, “given the command and controlled nature of
the Indian economy, the RBI had to resort to direct instruments like interest rate regulation selective
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credit control and cash Reserve Ratio (CRR) as major policy instruments. These instruments were
used to neutralize the monetary impact of the Government is budgetary operations”.

In the recent post-reform years, mainly, 2008-09 accommodative nature of monetary policy to the
Government’s fiscal policy may be noted. In October 2008, a severe global financial crisis gripped
the world economy following from the bankruptcy of Lehman’s brothers in the US.

This affected the growth of our exports and also led to the capital outflows from the Indian economy
leading to the depreciation of the Indian economy and crash4n Indian stock market. As a result,
industrial and overall growth of the Indian economy started déclining.

To check the economic slowdown the Government increasedyits expenditure, especially on
infrastructure projects, and cut indirect taxes such as§ excise duty serviee tax to boost private sector
investment and expenditure. To supplement and accommodate Government expansionary policy, the
Reserve Bank reversed its earlier tight monetary policy in October 2008 and to boost private sector
investment it reduced its repo rate from 9¢per cent in July 2008 to 7.5 per eent indOct. 2008 and
further to 4.75 per cent in March 2009.

Similarly, RBI reduced cash reserve ratio (CRR) from 9 per cent in July,.2008 to 6.5 per cent in Oct.
2008 and further to 5 per cent in March 2009 to make more fundsavailable with banks to buy
Government securities for finaneing sits borrowing andhalso to the private sector for expanding
investment.

Thus, the RBI’s monetary policy has been ac€omodatory in the sense that it provided support to
Government’s fis¢al stimulus package to premote investment and growth. When in the later half of
2009-10 inflation rate again started rising the RBI'began the process of withdrawing from the
accommodative monetary policy stance in Oct. 2009 /and started tightening its monetary policy to
fight inflation.

Fiscal policy .means the use of taxation and public expenditure by the government for
stabilization or growthrof.the economy./According to Culbarston, “By fiscal policy we refer to
government actions affecting its receipts and expenditures which ordinarily as measured by the
government’s receipts,iits surplus or deficit.” The government may change undesirable variations in
private consumption and investment by compensatory variations of public expenditures and taxes.

Fiscal policy also feeds|into economic trends and influences monetary policy. When the
government receives more than it spends, it has a surplus. If the government spends more than it
receives it runs a deficit. To meet the additional expenditures, it needs to borrow from domestic or
foreign sources, draw upon its foreign exchange reserves or print an equivalent amount of money.
This tends to influence other economic variables.
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On a broad generalization, excessive printing of money leads to inflation. If the government
borrows too much from abroad it leads to a debt crisis. Excessive domestic borrowing by the
government may lead to higher real interest rates and the domestic private sector being unable to
access funds resulting in the “crowding out” of private investment. So it can be said that the fiscal
deficit can be like a double edge sword, which need to be tackled very carefully.

General objectives of Fiscal Policy are given below:

1. To maintain and achieve full employment.

2. To stabilize the price level.

3. To stabilize the growth rate of the economy.

4. To maintain equilibrium in the Balance of Payments.

5. To promote the economic development of underdeveloped countties.

Fiscal policy of India always has two objectivesy namely\improving the growth performance of the
economy and ensuring social justice to the peaple.

The fiscal policy is designed to achieve certain objectives as follows:-

1. Development by effective Mobilisation of Resources: The principal objectiverof fiscal policy is
to ensure rapid economic growth and development. This objective of economic growth and
development can be achieved by Mobilisation of Financial Resources. .;The central and state
governments in India have used fiscal policy to mobilise resources.

The financial resources can bé mobilised by:-

a._Taxation: Through effective fiscal'policies, the government aims to mobilise resources by way of
direct taxes as well as indirect taxes because.most important souree of resource mobilisation in India
is taxation.

b. Public Savings: The resources can be mobilised through public savings by reducing government
expenditure and increasing surpluses of public sector enterprises.

c. Private Savings: Through effective fiscal measures such as tax benefits, the

government can raise resources from private sector and households. Resources can be mobilised
through government borrowings by ways of treasury bills, issuance of government bonds, etc., loans
from domesti¢:and foreign parties and by deficit financing.

2. Reduction in\inequalities of Income_and Wealth: Fiscal policy aims at achieving equity or
social justice by reducing income inequalities among different sections of the society. The direct
taxes such as income tax are charged more on the rich people as compared to lower income groups.
Indirect taxes are also'more in the case of semi-luxury and luxury items which are mostly consumed
by the upper middle class and.thé upper class. The government invests a significant proportion of its
tax revenue in the implementation of Poverty Alleviation Programmes to improve the conditions of
poor people in society.

3. Price Stability and Control of Inflation: One of the main objectives of fiscal policy is to control
inflation and stabilize price. Therefore, the government always aims to control the inflation by
reducing fiscal deficits, introducing tax savings schemes, productive use of financial resources, etc.
4. Employment Generation: The government is making every possible effort to increase
employment in the country through effective fiscal measures. Investment in infrastructure has
resulted in direct and indirect employment. Lower taxes and duties on small-scale industrial
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(SSI) units encourage more investment and consequently generate more employment. Various rural
employment programmes have been undertaken by the Government of India to solve problems in
rural areas. Similarly, self employment scheme is taken to provide employment to technically
qualified persons in the urban areas.

5. Balanced Regional Development: there are various projects like building up dams on rivers,
electricity, schools, roads, industrial projects etc run by the government to mitigate the regional
imbalances in the country. This is done with the help of public expenditure.

6. Reducing the Deficit in the Balance of Payment: some time government gives export incentives
to the exporters to boost up the export from the country. In the’same way import curbing measures
are also adopted to check import. Hence the combine impact of these measures is improvement in
the balance of payment of the country.
7. Increases National Income: it’s the strength of the€ fiscal poliey thats brings out the desired
results in the economy. When the government want to increase the income of the country then it
increases the direct and indirect taxes rates in the country. There are some other measures like:
reduction in tax rate so that more peoples ‘get» motivated' to, deposit /factual tax.
8. Development of Infrastructure: when the government of the concerned country‘spends money
on the projects like railways, schools,/dams, clectricity, roads etc to increase the welfare of the
citizens, it improves the infrastructure of the country. A improved infrastructure is the key to further
speed up the economic growth of the country.

9. Foreign Exchange Earnings: when the central government of the country gives incentives like,
exemption in custom duty, concession in excise duty while producing things in the domestic
markets, it motivates the foreign investors to increase the investment in the domestic country.

Monetary Policy'

Definition: Monetary policy is the magroeconomic policy laid down by the central bank. It involves
management of money supply and interest rate and is the demand side economic policy used by the
government of a country to achieve macroeconomic objectives like inflation, consumption, growth
and liquidity.

Description: In India, monetary policy of'the Reserve Bank of India is aimed at managing the
quantity of money in order to meet the requirements of different sectors of the economy and to
increase the pace of economicgrowth.

The RBI implements the ' monetaty policy through open market operations, bank rate policy, reserve
system, credit control policy, moral persuasion and through many other instruments. Using any of
these instruments will lead to changes in the interest rate, or the money supply in the economy.
Monetary policy can be expansionary and contractionary in nature. Increasing money supply and
reducing interest rates indicate an expansionary policy. The reverse of this is a contractionary
monetarypolicy.
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For instance, liquidity is important for an economy to spur growth. To maintain liquidity, the RBI is
dependent on the monetary policy. By purchasing bonds through open market operations, the RBI
introduces money in the system and reduces the interest rate.

Impact of the monetary policy on Indian economy

The monetary policy in developing countries is mainly aimed at fostering economic growth while
stabilising prices. For achieving stability, it is generally considered necessary to keep the growth of
money supply in step with its demand, which is assumed to be uniquely related to the national
income, at any rate over the medium-term.

The post-reform period

India saw an economic policy reform in 1991. The reférms of the liberalisationy, which changed the
economic face of the country, put an end to ‘red tapeism‘ and severaldpublic monopolies. Foreign
direct investments in a number of sectors startéd pouring in. Variousitypes of Indian, economic
(monetary) indicators are used for different periods of time. These indicaters are essential as they
give us an accurate status of the Indian ecofiomy at different periods. Thus, these indicators help us
analyse the Indian economy. An important economic indicater is the rate of inflation. The real gross
domestic product (GDP), money supply, credit availability, interest rates, foreign trade & balance of
payment (BOP) are some other key macroeconomic indicators.

Direct and indirect instruments,of the RBI

The Reserve Bank of India has adopted various monetary pelicy instruments over time. Bank rate
policy is an indirect method of influencing,the volume of credit-ifi the economy. It first influences
the cost and availability of credit to the commereial banks and thereby, influences the willingness of
the businesspersons to borrow and invest. Cash Reserve Ratio (CRR) and Statutory Liquidity Ratio
(SLR) are the most direct methods becausé they control the volume of credit by directly influencing
the cash reserves of the commercial banks.

Opennarket operations is another instrument which controls the volume of credit by influencing the
cash reserves of the commercial banks through the purchase and sale of securities. Therefore, the
success of this policy depends on the existence of a well-developed securities market in the
economy. Repo and, reverse repo rates under the Liquidity Adjustment Facility (LAF) allow the
Reserve Bank to manage market liquidity on a daily basis and transmit interest rate signals to the
market.

A shift to indirect methods

During the 1990s, a shift from direct to indirect instruments of the monetary policy took place in
consonance with the consistent preference for market-based instruments of the monetary policy. The
process was reinforced by a switch, within the group of indirect instruments, from relatively less
market-oriented instruments such as reserve requirements to relatively more market-oriented
instruments such as open market operations.

With the initiation of financial sector reforms, monetary management in India has been increasingly
relying on the use of indirect instruments like open market operations and fine-tuning of liquidity
conditions through the Liquidity Adjustment Facility (LAF). The modulations in policy interest rates
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have emerged as a principal instrument of signalling monetary policy stance. Key monetary policy
rates, such as the bank rate and the repo rate, have been reduced substantially since 1998 reflecting
the countercyclical monetary policy stance. The bank rate was reduced from 11 percent in January
1998 to 6 percent by April 2003. The repo rate also witnessed a cut from 6 percent in January 1999
to 4.5 percent in August 2003.

With the changing framework of the monetary policy in India from monetary targeting to an
augmented multiple indicators approach, the operating targets and processes have also undergone a
change. There has been a shift from quantitative intermediateftargets to interest rates, as the
development of financial markets enabled the transmission of policy signals through the interest rate
channel. At the same time, availability of multiple instrumefits such as CRR, OMO including LAF
and MSS has provided the necessary flexibility to monetary operations.

Flexible inflation targeting network

In a historic monetary policy overhaul, the finance/ministry and the Réserve Bank of\India (RBI)
have agreed to put in place a monetary policy framework to focus oniflexible inflation targeting,
something the central bank has been pressing for. The new framework makes RBI morg accountable
since now it will have to explain to theé government if it fails to meet, the inflation targets.
Economists say the targets will #restrain the RBIfrom taking “any aggressive or
accommodating monetary policy stance. This'will put India at par with other nations in terms of
flexible inflation targeting.

Price stability or economic growth?

The most controversial side of the monetary policy is thatiit reduces inflation by reducing economic
growth. While various groups demand a decrease in interest, rates, the RBI makes an independent
decision which at times is not appealing to.the government andsother entities. This brings out the
major conflict between stabilising prices and fostering economic growth. Studies have shown that
price stability has‘to be the primary concern’ of central banks as in the long run, a higher inflation
hinders economtic growth.

There is a definite and remarkable economic impact of the monetary policy on Indian economy in
the post-reform period. The importance of the monetary policy has been increasing year after year.
Its role 1s very relevant in attaining monetary objectives, especially in managing price stability and
achieving economic growth. Along with that, the use and importance of monetary weapons like bank
rate, CRR, SLR, repo ratesand. the reverse rate have increased over the years. Repo and reverse repo
rates are the most frequently used monetary techniques in recent years. The rates are varied mainly
for curtailing inflation, and absorbing excess liquidity thereby maintaining price stability in the
economy. Thus, this short-time objective of price stability is more successful for the Indian economy
rather than other long-term objectives of development.

Monetary policy rules can be active or passive. The passive rule is to keep the money supply
constant, which is reminiséent of Milton Friedman‘s money growth rule. The second rule, called the
price stabilisation rule, is to change the money supply in response to changes in aggregate supply or
demand to keep the price level constant. The idea of an active rule is to keep the price level and
hence, inflation in check. In India, this rule has been dominant, as a stable growth is a healthy
growth.
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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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SYLLABU S
UNIT 3: Growth  and Develop me ntand 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 ofassets ownership
in agriculture and industry- Policies for restructuring agrarian
relations and for regulating concentration of econo mic power -
Growth and Distribution- Unemployment and Pover ty- Human
Development- Environmental Concerns- Demographic Constraints:
Interaction between pop ula tio n change and €cono mic

development.

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

Introductory Overview

That major structur alshifts in output and employment always
accompany a sustained and rapid growth of . per capita output of a
country has been an established truism since the  original studies of
economic grow th by Fisher, Clark and Kuznets1. Such structural shifts

have been seen as mechanisms influencing the pace ofgrowth as well as

bein g the result of growth. Either of the two tripartite divisions of the
econo my 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 econo mic grow th 2. This typical pattern involves initially a
shift  from an agricultural to an  industrial econo m ythrou gh

industrialization—an increase in the share of the industrial/secondary
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sector in output and employment combined with a declining importance

of the agriculture/primary sector. The subsequent post- indu s trializ ation
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 aserviceeconomy.

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 leadin g to shifts in the pattern of demand as incomes rise
has been one such factor. On the sup ply side,  inherently differential
produc tivities and prod uec tivity grow th of the three 'sectors has been
advanced as an important source of this association. The growing
demand of firms for servic es and increasing outsourcing of these’ have
also been highlighted as important in  explainin g at least the eventual
shift towards services. While these explanatory factors do . indicate why
strtucturalchanges in output and employment are an inevita bl e 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
techn olo gical .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” oran “excess
growth” of services8. Currently, many are prone to term it as India’s
“service s revolutio n”9 . The phenomenon has also provoked a lot of

debate regarding the factors explaining it, its desirability and long-term
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sustainability 1 0. It has also led to the raising of the question Is India
pioneering a new pattern where services can play the same role as
industry had for other countries in the past?1 1 Measurement issu es
have also come under the scanner How much of the growth of
service s is real and how much purely statis tic al? 1 2 Whatever be one’s
preferred viewpoint on these issues, however, there is little doubt that
the excep tional grow th of service s mak e s‘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  firstis the premature nature
of the transition to a services dominated economy, at an_excep tio n ally
low level of per capita: income and without achieving  full-fledged
industrialization. The second isthat the large share ofservices inoutput

has not been matched by a comesponding 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 ofoutput

Phases of Growth and Structural Change:

The post-independence process ofgrowthand structural change in
India has gone throu gh four phases:

Phase l: Independenceto Mid-1960s —Acceleration in growth and
structural change driven chiefly - bythe industrialsector.

Phase 2: Mid-1960s to 1980 — Slackening of the momentum
of industrial growth and the windin g down ofthe Phase 1trajectory.

Phase 3: 1980 to Early and Mid-1990s — Second stage growth
acceleration accompanied by shift towards services dominated growth.

Rising shar e of public secto r as the main sour ¢ e of incr e a si n g shar e of service s in

GDP.
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Phase 4: Mid-1990s onwards — Private Organized sector led

decisive reinforcementofservices dominated growth trajectory.

This periodization of India’s post -independenceeconomic history
points towards the importanceof 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 reas ons why.

The history of an industrial sector driven < process of growth
acceleration and structural chan ge was a very short one in India, limite d
to the decade and a half right at the beginning of our reference period.
The policy regim e at that time was interv e ntionis t, and it remained so
even as the momentum of industrialization ebbed. Industrializa tion,
however, continued to remain held back despitesubsequent
liber aliza tion. in policy and even the tran sition  from an. agriculture
dominated to services dominated economy. That is what.makes the mid -
1960 s tur nin g point one of the most significant ~ ones in the history of
Indian indus trializa tion. Clearly India’s limited industrialization isa long -
ter m story related to constraints embedded in her economic structure,
which neither the actual interventions nor liber aliza tio n have bee n able
to eliminate. It is these constraintsthat need to be investigated if we
are to move towards properly understanding the peculia rity of Indian
economic change.

The acceleration 1mn trend growth after 1980 only re-emphasizes
this peculiari ty . 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

service s grow th rather than industrial growth that a long -te rm tran si tio n

occurred. How and why did such a transition occur? Why did the
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constraints that continued to impede industrialization not prevent this

transition in the case of services? Equally, why did the rapid growth of
services not itself spur a more rapid industrialization process? These are
some ofthe important questions posed bythe post -

1980 experience of growth and structural change.

Explaining accelerated growth after 1980 as a consequence of
liber alization of economic policy has always confronted one  major
proble m. This is the absence ofany significant upward . shiftin the trend
growth rate of the Indian economy to the decidedly more  major
liber aliza tion 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 base d explanations, at least of the usual kind.
This isespecially < because the initial service orientation of growth _telated
to an expanding public sector, which negates even the story ofthe 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 -

mar ke t basis . The most importantbreaks between the first to the second
are actually . the shift from public sector to private sector driven growth
of servic es, and the.decisive shift of the private organized sector towards
service s . Thus, the privat € sector role in grow t h 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 ofthe public sector inthe development of many ofthe areas
ofrapid  service growth, there may exist other

deeper continuities between the 1980s and later. Further, the roots

ofsuch a public sector role may even lie in the interventions ofeven the

pre-19 8 0 period.
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All these, ofcourse, do not suggest that state economic policy was

unimportant or irrelevant to the Indian story of econ o mic change. They

do, however, remind us that economic contexts with which are associated
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
hallm a rk of the Indian story ofoutput growth and structural change after
independence,a simple policy-regime centred explanation ofthat 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 * The ownershipand control over land was
highly concentrated in the hands of few land lords and a few

intermediaries. ¢ Size and distrib u tio n of land
holdin g- * Ownership
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holdin g is define d as the area of land which a person or a family owns.
The proble m was of sub division and fraigmentation. * Whena holding is
held inseveral scattered plots, itis called a ‘fragmented holding’ and the
proce s s crea tin g such holdin gs istermed ‘fragmentation’. *+ Operation al

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
relation s, often know n as patron - client relationship in agriculture, iii) To
promote agriculture growt h with social justice = After Independence, the
Indian National Congress appointed  the Agrarian Reforms Committee
under the Chairmanship of JC.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 impacton Agrarian

Refor m s Policy.

5. The five components of land reform are as follows: 1) Abolition of the
Intermediaries, 2) Tenanecy Reforms- i) Regulation of Rent i1) Security of

Tenure iii) Ownership Rights for tenants 3) Reorganisation of land
)Redistribution of Land ii)Conselidation  of holdings, and iii)cooperative

farmin g . 4) Compilation and updating ofland records. 5) Ceiling on Land

6. 1. Abolition = of the Intermediaries < States enacted actsin 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 bein g set. Ceiling laws Wer e
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
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intermediaries nearly 20 million cultivators in the country were brought

into direct contact with theGovernment.

7. Advantages of  Abolition of the Intermediaries:s 20 Million farmers /
tenants were estimated tohave come into direct contact with the State

making them owners ofland. ¢ The abolition ofintermediaries has led to
the end of a parasite class. * More land for distrib u tion to landless

farmers was available. « Tenants took<intere st inthe 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 compensationamounting to Rs.
670 cror e s in cash and in bond s .. 2. It has led to larg e - scale eviction . Larg e- scale
eviction, in tur n, has given rise to sever al proble m s — social,

economic, administrativeand legal. 3. Absentee land-lords ~ as -a class

emergedand 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:

Secu rity was provided to tenant's 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 movementsin Telengana The objective was to persuade
landowners ineach concerned villlage torenounce their land rights, after
which all the land s would become the property ofavillage association for

the egalitarian redistribution and for purpose of joint cultivation. 2.
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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
holdin g and their joint cultivatio n 3. The movement failed to achieve its

objectives. Land donated was unfit for cultivation.

11. ii) Consolidation of Holdings: 1. The .term ‘Consolidation ofholdings’

refers to amalgamation and redistribution ofthe fragmented land with a

view to bringing together all  plots of landof a cultivator in one compact
block. 2. After independence’ almost all State s passed law for the
consolid ation of holdin gs. 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 ofConsolidation . by exchange ofholdings, reservation

ofland for conmon areas and procedure for its implementation.

12. iii)) Cooperative Farming <+ Cooperative farming trefers 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 ofland owned by them.
*  Wages

distributed among the member-farmers according to number ofdays they
worked. * In other words, Cooperative farming= pooling of land and
prac ticing joint agriculture. Cooperative farming is not a new concept in
India. Since ancient times, Indian farmers have been giving mutual aid to

each other inweeding, harvesting etc.

13. 4. Compilatio n and upd a ti n g of land reco r d s . * In the Sixth five year Plan it was
said that compilatio n and upd a ti n g of land reco r d s would be compl et e d in a phas e d
mann e r by 198 5 . « Regula r periodic al upd a tin g of land reco r d - * Compilatio n and
upd a tin g of the land reco r d s are an

essential condition for the effective implementation of land reforms
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programme. In recent years the states have been urged to take all

measures for updating land records with the utmost urgency by adopting
a time-bound programme. Efforts are also bein g mad e to maint ain the

land records through computerization.

14. 5. Ceilings on Land Holding: 1. The ter m ‘ceiling on land holdin g s’
refers to the legally stipulated maximum. size beyond which no individu al
farmer or farm household can hold any land. 2. Several states passed
different legislation s and gave many relaxations. As a result the surplus
land available for redistribution was negligible . 3. Efforts. should be mad e
toredistribute ceiling surplus land and to enforc e ceiling laws  effectively.

15. Distribution of Number ofHoldings and area Operated inIndia 200 0-

01 Size Group No. of Holdings (in Million ) Area Operated (in Million
Hectares) Average area per Holding % of Holdin g s to total Holdings % of
Area Operated to total area Mar ginal (Below 1 'Ha) 75.41 « 29.81 0.40
62.88 18.70 Small (1-2 Ha) 22.69 3214 1.42 18.92 20.16 Semi- mediu m

(2-4Ha) 14.02 38.19 2.72 11.69 23.96 Medium - (4- 10 Ha) 6.58 38.22 5.81
5:48 23.9 7 Larg e 10 Ha. And Above ) 1.2321.0717.121.03.13.2 2 All Holdings 119..
93159.491.33100.00100.00

16. « Ther e has been a sharp rise in the landlessness in rural India
Propo r tion of hous e holds who do nor posse ss any land which was 25% in
the year 200 4- 05 has gone up to 26 % in the year 2011-12. + Similarly
the Percentage ofhouseholds who do not cultivate any land was 35 % in
1987- 88 that has gone up to 49%. inthe year 201 1- 12. « In the year 2011-

12 top 10 % of the hous e h o 1 d s cultivat e d nea rly 50% of land whe r e as botto m 50%
of the hous e h ol d s cultivat e d only 0.4% of the land . Nea rly 62% of Dalits and 39% of
Adavasi do not cultivat e any land . * VikasR a w al

(201 3-14),Changes in the distribution of Operational landholdings in
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rur al India: A study of NSS Data” Review of Agrarian Studies Vol.3 NO. 2

July 13 Jan. 14

17. Causes of slow progress of land reforms: 1. Lack of political will 2.
Flaws in legislatio n - definition of personal cultivation 3. No limit for
personal cultivation 4. Malafide transfers ofland 5. Inadequateproofs of
tenants4problem of voluntary surrender 6.Inadequate ceiling laws 7.

Legal hurdles 8.Absence ofproper land.tecords. ***

18. Pattern of Asset ownership in Industry ¢ The IDRA -1951 and
industrial licensing Policy had the objective ofreducing concentration of
economic power and mono p olis tic tendencies. o 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 Princip al objectives of this Act as spelt out in
the preamble were: «1) Prevention of concentration of. economic power
to the common detriment ¢ ii) For the contr ol of mono p olies e iii) For the

pro.hibition of mono polistic trade — practices iv) Prohibitio n of rest ric tiv e

trade practices ¢ Main Provision s . Prior approval e+ Regulation of
mono p olistic trad e prac tice s * MRTP Commis sio n to enquire the
restrictive trade  practice distorting competition * Enquire into any unfair

trade practice

20. Amendments in MRTP Act e« The MRTP Act has been amended
repeatedly in 1974, 1980, 1982, 198 4, 1985, 1986, 1988 and 199 1. «
Dominant undertaking defined e Definition  of Good and services enlarged
* More strict pen alty provisions * Amende d the definition of unfair trade
practices <« Power of MRTP Commission widened <« Preliminary
inspection by the Director General made optional « Scrapping of Asset

Limit
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21. Competition Act, 2002 < Salient Features of New competition Policy —

* IDRA Act 1951 No long e rneed e d * Indu s t ri al Dispu t e Act, 1947 nee d to be ame n
ded - easy exit * Boar d for Industrial Financeand 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 - ¢ Comp etition Law ¢ It is a tool
to implement and enforce comp e tition policy and to prevent and punish
anti- comp e ti tiv e business practices by  firms and  unnecessary
Government interference in the matket. < Competition Law generally

covers 3arecas: * —Anti-Competitive Agreements, e.g.,  cartels, * — Abuse
of Dominant Position by . enterprises, e.g., predatory pricing, barriers to

entry.and *« —Regulation ~ofMergers and Acquisitions (M&As).

23. Anti- competitive Agreements These are agreementswhich cause or
are likely to. cause an appreciable adverse effect on comp e titio n within
India: < Horizon tal Agreements: These * are betw ee nand among
competitors who are ~.at the same stage of production, supply,
distribution, etc. These are presumed to be illegal Examples: cartels, bid

riggin g, collusive bidding, sharing —ofmarkets, etc.

24. Anti- Comp e titiv e Agreements ¢ Vertical Agreements: <« Vertical
Agreements are between parties at different stages of production,
sup ply, distribution, etc. « These are not presumed illegal; are subject to
rule of reason. Examples: tie- in arangements, exclusiv e

sup ply/distribution agreements, refusal to deal.

Prepared by Dr. Padmaavathy.PA, Assistant Professor, Dept of Mgt, KAHE,
Page 12




KARPAGAM ACADEMY OF HIGHER EDUCATION

Class: III B.COM CA Course Name. Indian

h nl
TLommroiry

Cour se Cod e: 17CCU604A UNIT —-III Semester: VI Year:
2016-19 Batch
25. Powers of Comp etition Commission as Regards Agreements < After

the inquiry into the Agreement, Comp etition Commission can: ¢ direct
parties to discontinue the agreement ¢ prohibit parties from re-entering
such agreement * direct modification ofthe agreement * impose pen alty

up to 10% ofaverage turnover ofthe enterprise

26. Abuse ofDominance ¢ “Dominant position” is defined as a position of
strength which enables the enterprise o tooperate independently of
comp e ti tive forces in the market, or ¢ to affect its competitors or
consumers in its favour. <+ No mathematical or statistical formula is
adopted to “measure” dominance — e Abuse of Dominant Position
Includes practices like: ¢« Unfair or discriminatory conditions or prices, °
Limiting or restricting production or technic al/scie ntific development, e
Denial of market access, and * Predatorypricing -the pricing ofgoods or
services at such a low level that other firms cannot compete and are

force d to leave the market.

27. Combinations Regulation * Combinations, in terms’ of the meaning
given to the m inthe 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
unilate r ally har mful beh aviour, it must first be established as to what the
relevant market is ¢ Horizontal = Mergers < Vertical Mergers
Conglomerate Mergers < Pre- Notification -The requirements for prior

notifica tio n

28. Comp e titio n Advocacy e The Competition Commission of India, in

term s of advoc acy provision s in the Act, is enabled to participate in the
formul ation of the country’s economic policies and to participate in the
reviewin g of laws related to comp e tition at the instance of the Central

Government. * Commission isrequired to take measures for promo tion of
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Comp e tition Advocacy, creating Awareness and imparting Training about

comp e ti tion issues [Section 49(3)]

29. Advocacy means competition promotion through non- enforcement
measures * For promotion of competition advocacy and creation of
awareness about competition issues, the Commission may:- < 1)

Undertake appropriateprogrammes /activities etc.; * i) Encourage and
interact with the organizations ofstakeholders, academic community etc.
to undertake activities, programmes, studies, research work, etc. on

comp e ti tion issues; ***

Unemployment and pover ty

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 inequ ality and proble ms - ofregional imbalance
in India .

4.2.1 Problem of unemployment :
I) Introduction:-

India is develo ping country with many proble ms amon g the m one
problem is that of unemployment. There are many under-employed. In
India we find vario us forms of unemployment such as, disguised, open,
seasonal and educational unemployment.

Basically India’s unemployment is structural in nature. It is
associated with the imadequacy of productivecapacity to create enough
jobs for all thos e able and willing to work
II) Meaning of unemployment:

1) “Many peo ple rem ain without work that’s called unemployment”.

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

their talent or skillitscalled unemployment”.
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3 “alarge number of worker are forced to remain jobless both in

rur al and urban areas istheunemployment”.
III) Extent of Unemployment in Indi a:

According the committee of experts of unemployment under the
chairmanship ofBhagwati (1973) the likely numbers of unemployment
in197 1, may be reasonably taken at 18.7 million.

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

Followin g are the types ofunemploymentthat exists  in India
1. Structuralunemployment:

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

2. Disguisedunemployment:

Disguis e d une mployment is invisible in Indian village s, whe r e most
ofthe unemployment exists in the form.and urban unemployment among
the educated classes. In exact< way disguised< unemployment means
people work below their cap a city or they possess zero mar gin al physical
pro d u c tivity .

3. Cyclical unemployment:

It is associate d with the inflation and depressionphase ofbusiness
cycle.

4. Frictional unemployment:

The products, the resources and the technologies undergochanges,
making the structure of an economy a picture of permanent change.
Frictional unemployment exits  when the process of rationalization

starte d in India since 1950 also causeddisplacement oflabour.
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5. Seasonalunemployment:

It occurs at certain seasons of the year. Associated mainly with
agriculture itisawidespread phenomenoninlIndian village.
V)Causes of unemployment in India:
1. Rising in population:
In India prod u c tiv e cap a ci ty is-below the nee'd e d qua n tity as again s t
this additio n s to labo u r force are bein g mad e at a fast rat e on acco u n t of the

rapidly growin g popul ation .

Thus, while new productive jobs are on the increase the rate of
increase being low, the “absolute number ofunemployed persons isrisin g
from year to year.

2. Slow growth (of agriculture:

The volume of economic activities of present is being determined
larg ely byagriculture * the rate ofrise insuch . activities is small.
3. Slow growth of industry:

The modern industrial sector ~which was to.provide increasing
avenues ofemployment isgrowin g  at avery. slow place.
4. Destroyedindustries:

During the . British period, the flourishing indigenous small-scale
and cottage industriesinstead ofexpanding and transforming themselves
intomodern 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 irmrigation facilities the shortage of fertilized and power
unsatisfactorytransport facilities etc allcaused largely byslow growth of
the capital goods sectors have adversely affected the expansion rate of

work opportunism in India.
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6. Retrenchment of labo ur:

In India after the second world war when war-time industries were
bein g close d there was a good deal of frictio n al unemployment caused by
retrenchmentin the army ordnance factories etc these workers were to
be absorbed inpeace time industries.

7. Rationalization:

The proce s s of ration aliz atio n which is started in India since 1950
also caused ofdisplacementoflabour.
8. Shortage of capital equipment:

In India, itisnot the result of deficiency in effective demandin the
Keynesian sens e but a consequence of shortage of capital equipment or
other complementary resources.

9. Inadequate employment planning:

Planning in India isoperating since 1951 ‘has not contributed
adequatelyto 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’ considerationin appropriate real wage
rate policy as instruments of labour intensive techniques in a big way
wher e without prejudice to output  further little has been done to utilize
the Nurk s variety © of labor surpluses invillage.

11. Weak man-power planning:

In some sectors ofthe Indian economy there ismore 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:
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The emphasis under the programs was on the construction of

civil works of a permanentnature as would contribute to the
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 byten 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 ofunemploymentwhich issubstantial.

4. Rising capital formation:

It is also necessary that the accumulation of <capital is
stepped up ithelps. increasingemployment.

5. Appropriate mix of production techniques:

It is also nece s s aty to choos e such a combin a tio n of capit al — inten siv e
and labor—
intensive technologies of = production as it generate maximum

employment.
6. Specialemploymentsprogram:

The remedies suggest that employment generation through a
faste r grow th 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
ofthe country as also people inthe hillyareas.

7. Manpower planning:
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For achieving employment for all it is necessary also to
manage human resources in a scien tificmanner.

8. Special employment program:

Anumber of special employment program for self and wage
employment have been in operation in.tural and urban areas. In
the rural areas, self- employ e d sche m ¢ such as SwarnJaynti Gram
SwarozgarYojna (1999) Jawahar  Gram SamuridhiYojna,

JawaharRozgarYojna ,Integrated Rural Development Programme,
Trainin g For Rural Youth For<Self Employment etc.In urtban areas,
Prime Minist e r RozgarYojn a (1995),
SwarnalJayntiShahariRozgarYojna, and Urban Poverty  Alleviation
Programs were launched.

9. Agro- service centers:

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

Und e r this sche m e families wer e to be assisted with subsides,
credit supports for ‘agricultural. and sub sidize d occupations like
dairy poultry, fishe ry, etc.

11. Small farmer’s development scheme:
The object of the schemes was to make credit available to
small farm er s to enabl e
the m to make use ofthe latest tech n olo gy and to prac tic e inten siv e
agricultural and diver sify their activities. It isnecessary  through the
above schemes that government consequently try to remove
unemployment.
4.2.2Problemsofpoverty:

A)Introduction:-
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its  basicnec es sities of life. The pover ty in Indiaisa problem with

some grav e dime nsion; it is on the one hand, quantitatively a very big
problem as the number ofthe poor. Indeed amassive aspect is that itisa
problem  ofverylow productivity ofthe poor, these peoples resources are
poor in terms of assets, skills, credit, availability ,etc. this makes their

earning tobe dismally small.
B) Meaning of poverty :

1.“All all thos e who cannotundertake consumption-expenditure
req uire d for the minim um calorie- intak e fall poor™.

2.“Any person who is not able to  get minimum level ofliving that
is poor”.

Thus, poverty expressed  in terms of minimum requirements of
vegetables, cereals, pulse, milk, butter, clothing, or calorie = intake 1is
condition ed. by the relative levels of living prevalent inthe country.

C) Poverty in India :

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

Planni n g com mis sion Expert Group (199 3) estimated that rural
pover ty ratio has decline d from 56.4% in1973 to 39.1% in 198 7- 88 as
against it there is a relatively smaller decline in urban poverty ratio
which has come down from 42. 9% inl973-74 to40.1% in
1987- 88.

The overall poverty ratio has, therefore decline d from 54.9% in 1973- 74
to 39.3%in 198 7- 88. Rece n tly, scholars have not agreed on the new
parameters of poverty.

D) Causes of poverty:

1. Parad o x of pover ty with growth:
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The Indian economy is beset with a paradox or contradictio
n

becauseon one hand increase in growth of economy, on the other hand
these growth benefits did not reach tolarge masses ofthe people.
2. Rapid growth of population:

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

Durin g the British period flourishin g indig e n o u s small- scale and cott a g e
industriesinsteadofexpandingandtransformingthemselvesintomodern

industriesweredestroyed.

4. Unemployment:

In .India considerable degree of unemploymentand under-
employment is found among rural labours. It has been established that
incidence of unemploymentand under- unemploymentis the highest
amon g casual labours.

5. Weak bargainingpower:

Even during periods of  unemployment, due to their  week
bar gaining power, low wages being paid to the m 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 Iless
than Rs.20, 000 accounted for only2.4 % oftotal assets.

7) Low education:
The low education  attainments of the poor and educational

differential s are the main factors for relatively  lower levels of income
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amon g the poor. Poor parents are not able to  help their children to

access higher educational level.
8) Inadequacy of anti-poverty programs:

Another supplement to the transfer could be the various special
programmes to ameliorate the condition s 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
bee n on the buildin g of the cap a city for capital goods. This meant to
thing s investment incapital . -intensive projects or less employment.

E) Measures of remoyval to pover ty:
1. Rising income and consumption:

To remov e-pover ty it will requir e such an ord e rin'g of priorities in
respect of product--mix and technology mix that goods of mass
consumption /wages goods .and the labour- intensive technolo gies get the
highest ranking growth of consumption goods and large employment
opportunities for the poor, where by their income andconsumption may

rise.

2. Rising social consumption:

The solution . of the poor which includ e s rising the provisio n of
social consumptionfor the poor .an example ofthe same  is the minimum
needs programs. This. is such items as elementary education, health,
housin g, wate r sup ply etc.

3. General growth:
The growth strategy ina manner that helped to some extent in

impr ovin g the condition  ofthe poor, this involved such are-structuring of
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the prod u c tio n and of prod u ¢ t - mix that provid e d mor e work inco m e and mass good

s to the poor .
4. Improving social status:

Imp rovin g 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 weak e r section belon gin g to the
scheduled caste and back ward classes, enhance the status, the skill and
healt h 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 right s like social welfare
schemes.

6. Selff-employment:

Special programm es involving the. use  oflocal resources and
manpower can be devised to provide employment on wages and self-
employ e d basis
7. Increasing education:

Toremove poverty itisnecessity to provide . better education which
ispro- occupational and increases labour skilland 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
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eradicating poverty. But, the important thing is that itshould have been

implemented effectively.

Environmental concerns

1. Introduction

Econo mi cdevelopment hasinvolvedeontinu o u s interaction
between the efforts ofthuman beings to improv e their mat e rial well- bein g,
and the processes of nature. Whilethe environmental challenges of
development have induced many  scientific discoveriesand innovations in
tech n olo gy and social org aniza tio n, efforts  at development
havesometimesresulted <in environmental degradation, economic and
social stagnation, andhuman  suffering. The major environmental issues
relating  to the development processare discussed here within  the broad
fram e w o r k of the relatio n betw een the humansystem and the - system of
nature.
2. Economy—Environment Relationship

Conventional development economics presumes thatthe well- bein g

ofasociety ‘depends on the flow ofconsumption of goods and service s by
its people. With the help of scienc e-and techn ology and their own labor,
human beings transform the resources ofnature into goods and services
products, which are wused foreither consumption orcapital formation.
After the consumption or capital use, the physical content of the product
flows back into nature in a degradedstate as wastes. In such  economic
processes oftransformation ofnatural 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 resourceto render the useful service or to

do the concerned work. With every use of the resource, its structure
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loses orderliness. The degree ofdisorder is called entropy. In the course

ofcircular movement from the source innature to the econo my 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
entropy gradient. 3. Environmental Capital. Base and Environmental
Crisis The availa bility of low entropy matter and energy is limited  in the
earth. Stocks ofexhaustible resources like minerals or fossil fuels cannot
be augmented in the human time scale. How ever;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 butalso to all kinds ofanimal organisms, including
decomposers and microorganisms.Some of the low entropy biotic
resources thus generated are used as® remewable resource input for the
human econo mic system, for food and non- food enduse purposes (e.g.,
biom as s fuel, forestry based industrial raw materials, organic. che micals,
etc.)..The diver sity of such biologic al resources is itself an important

dimension of the natural resource base. Apart from « sup plyin g inputs for

the human economy’s production Syste m, 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- chemic al

proce sses ofthe Earth  asdriven by solar. energyensure the operation of

hydrolo gic al cycles that supply water resources, regenerate soil, recycle
nutrients, control climate. and floods, assimilate wastes, pollinate crop s,
and purify air to maintain the gaseous compo sition of the atmosphere.

The biodiversity of the ecosystem has on the one hand  significant
influence on the gaseous comp osition and climat e 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
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discove rie s of their new end- uses. The totality of ecosystems that

generate the Dbiotic resource input for the human economic syste m and

provid e all the above non-market ecologic al service s— w hic h are crucial
for human survival—forms the envilonmental resource base of the
economy. This environmental resource base, along with the non-

renewable deposits of minerals, ores, and fossil fuels constitutes the
natural  capital base (stock) ofthe economy. With any renewable or
regenerative resource there ispotentially a dangeriof exhaustion due to
overuse. If the econo mic syste m 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 leadsto degradation of forests.  Or,
crop uptake of nutrients in agricultural activities can exce ed the ~natural
rate of regeneration of mnutrients in the soil through the  operation of the
nutrient cyclesof nature. It is infact essentially the rate of flow of solar
energy that ultimately = sets a bound on the rate of regeneration of
resources, along withthat ‘on thetime rate of delivery of all eco- services
Another 1important eco-service provided <by the environmental
resource base = isthe degradationofthe material wastes generated by the
economic system. The regeneration of resources and the degradation of
wast e s are two servic es jointly.deliver e d by the ecological processes of
nature. If the waste products of the econo mic syste m 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.
Ther e are, however, limitson the time rates of such absorption of

wastes by nature determined Dbythe time rat e of ecologic al processes. If
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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- che mic al transformation
through interaction  with the environment over a long period. The
hazardous wast e s that areman- made compounds can enter the biologic al

system by getting concentrated inthe tissues ofliving 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 bythe rate of growth of econo mic activities, along with the

grow th ofthe human population ofthe 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 regionis often far exceeded by the rate of this
process as required by econo mic development, if the latter’ is to be
sustainable. Aresource crisis. arises if the rate ofregeneration of low
entropy resources falls short ‘ofthe required flow of resources from the
ecosystem to the economic . system, rendering the pre-existing  growth
level unsustainable. Iftherate ofthe production ofhigh entropy wastes,
on the other hand, exceeds the rate ofabsorption of waste by nature per
unit of time, the balance of waste is deposited in the ecosystem as
pollutant. The = stock  of the Ilatter would accumulate and such
accumulating stock would affect adversely the productivity ofthe natural
system, human health, and . the regenerative functionofnature. While the
carrying cap acity of an ecosystem is considered to be the maximum life-
support it can provide at alevel sustainable for its biological systems, its
operative definitio n in theecono mic developmental context isconsidered
in terms of the maximum size¢ of human population—along with the

economic activities ofthe latter—that itcan sustainably support.
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Demographic constraints

Introduction

The growth in popul ation explains the difference in the growth of
nation al incom e and the per capita income since human resources have a
major role in generating aggregate flow of good s 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 nation al prod uct 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 mnecessarily
contribute to economic growth. Thus, a large fast-risin g pop ula tion may
find itself.in a situation of over-population. We may discuss whether
econo mic growth alone constitutes economic development and see that it
is not the case. Therefore, we must know about econo mic development
and the indicators of economic: development. 6.1 Demographic
Features and Indicators of Development
With the help of Indian censu's 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 beenorganised then on
in 1881, 1891, 1901, 1911, 1921, etc. The 14th census was completed in
March, 2001. Itmay be noted that the census inlIndia isconducted under

the Census Act, 1948, which make s itobligat ory for the public to provide

all answers correctly and fully for a correct analysis. Trends in
Popul ation Growth However, India has got only 2.4% of the total land
area of the world. Thus, India has been seriously handicapped a large
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pro po r tion ofthe world popul ation is foun d jam- packe d ina small are a 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 .

2. The increase inpopulation after the country’s independence was
mor e rapid. Befor e that the census of 1931 and the followin g census of
1941 recorded an increase of the magnitude of about Indian Econo mic
Policy 2.76 crore and 3.97 crore resp e ctively. In this way, while India’s
population had increased byabout 12 crores during the first fifty years of
the present century, ie. during 1901-51, itincreased 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 192 1, the growt h-of popula tion was very slow.
A declin e was caus e d by famin e s and epidem i ¢ s durin g the 191 1- 21. Distrib u tio n
of Popula tio n by Stat e's : Differe n t Stat e s of India have
different number of inhabitants with a large gap. Forinstance, Uttar
Prad e sh has apopul ation as. large as 16. 60 crore while  Sikkim has barely
540 lakh peo'ple. Some relatively large stat e s have a pop ulation of more
than 5 crore such as Bihar, Maharashtra, West Bengal, Andhra Pradesh,
Madhya Pradesh, Tamil Nadu, Gujarat, Kamataka and Rajasthan. There
are other states with less than 5 cror ¢ popul ation .

Accordin g to the 200 1 cens u s, India is the second largest country
in the world with the total population of 102.7 crore constituting about
16% of'the total popul ation 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 almost
insignificant and, therefore, can be easily ignored. The birth and death

rate s in India have followed the generaltrends indicated in the theory of
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demographictransition. The following conclusions may be made for

India’s popul ation  growth

1. The natu r a1 growt h rate of pop ula tio n picke d up to reac h the maxim u m at
22.2 0 per thou s and or abou t 2.22 % per ann u m durin g 197 1-
1981 (and 21.1% during 1981-91). Thecrude death rate showed a
marked decline in the decade 1921-31 and ever since has been

continuously declining. However, during  this period lasting till the mid-

1970 s, ther e was har dly any fall in the birth rate .

2. The stage for the third phase of transition was set with the
begin nin g with the 197 0 s when the birth rate registered a fall. However,
this has been neutralised by declinin g mor tality. Here, it may be note d
that the growth rate of pop ulation during 1981-199 1. and 1991- 2001 has
bee n less than that in 1971- 1981 which 1s an indicatio n of third stage of
tran sition. Density of Popula tion The density of popul a tio n in the country
is 324 (Census 2001). It iscalculate d as a ratio ofthe number ofpersons
per sq. km. of land are a. It may be note d that a country like Myanmar
with a density of population  of only 75 has a per capita income of only
$200 as against $53 0 in India. However, Japan with a density of 349 has
a per capita income of $34,510. In this way;. the den sity of popul a tion

helps to determine the magnitude . ofthe burden that land isbeing 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
indus trially-developed states or in those regions which have a better
climate, rainfall and irrig ation facilities . India is an econo my wher e the

agrarian sector dominates and hence the above factors exercise an

influence on the den sity of popul ation inthe country. Life Expectancy
The occurrence of high death rate and/or death at an early age means
life expectancy will below. However, ifthe death rate is low and/or deat h

Prepared by Dr. Padmaavathy.PA, Assistant Professor, Dept of Mgt, KAHE,
Page 30




KARPAGAM ACADEMY OF HIGHER EDUCATION

Class: III B.COM CA Course Name: Indian

h nl
riommoiary

Cour se Cod e: 17CCU604A UNIT -III Semester: VI  Year:
2016-19 Batch
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 rtecorded a perceptible fall which is reflected in the rising life
expectancy. At present, lifeexpectancy at birth is 63.87 years  for males
and 66.9 1 years for females. We see that rising life expectancy hassocial
implication s .

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 mult-generational families tends to
increase. But we know _that the average size of households has not
increased significan tly overthe last five decades and the  total number of
hous e hol d s has risen shar ply for the period .

Age and Sex Composition : The consequence of past trends in- fertility
and mortality is reflected in the age and sex compo sition . 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 distrib u tion indicate s that every
one person, . on an average, has to earn for himself<and for onedependent
also. Here, the dependencyratio of the population is about 64.07%. A
high dependency ratio acts as a serious drag on production and
improvement ofliving standards ofthe popul ation.

The difference between the birth rate and the death rate measures
the growth rate of popul ation. 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 arenarrowing
down. For instance, in 1951, the female literacy rate as a percentage of
male liter a cy rat e was abo u t 33 which has gone upto 71. 4 0in 2001 . 6.2 Natu r e of the

Popul atio n Proble m in India
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India has a large popul atio n and is densely populated. Moreover,
since the 1950s, the growth rate of popul a tio n has been consistently

high. It is due to persistence of high fertility and declinin g mort ality .
Apart from this, persistence of high birth and death rate for fairly long
time has resulted inabottomheavy age pyramid; the dependency ratio in
the economy has been very high. Further, the country shows a rising
masc ulinity ~ with the proportion of ~women in the total population
gradually falling. The rural sector dominates the economy. Finally, about
one- third ofthe total population _dsilliterate.
Effects on Economic Development: The fast growt h of population in
India has caused anumbetr of problems " as given below :

1. Coale and Hoove r’s Argu m e n t :Coale and Hoove r say that the GNP per capit

a would be lower und e r high e r fertility than und e r lower

fertility. Undoubtedly, per capita product in India is lower than it would
have been had popul ation been growin g mor e slowly, because of three
reasons.given below : e Due to the smaller number of “workers, the
amount of capital per worke r would have been greater. e+ 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
supp ort would have been much smaller during the period. « If the effect
of diminishing returns in agriculture was equivalent to a lower average
produc tivity 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
:savin g s effect and comp osition  ofinvestment effect.

(a) Savings Effect : According to this, savings are reduced by

population growth because of the increase of burden of dependency. As
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all must consume while relatively fewer produce, consumptionper head

rises and savin gs 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
economy. Thus, the pressures of population . growth have become
progressively more intense. Population Policy in India The popul ation
problem in India needs a policy which aims at a rapid reduc tion in the
birth rate ofthe country. The focus of the popula tio n policy should be :

1. Toincrease the rate ofemployment at a rate that itwilldo away
with unemployment among population of working age. 2. To control the
growth of population through family planning. National Population
Policy, 200 0 The Natio n al Popul ation Policy, 200 0 has the followin g

aims : 1. The immediate objective. is to meet the “unmet” needs for
contraception, health careinfrastructure, health = persomnel and
integrated service delivery in the country.

2. The mid-ter m objective is to bring the total fertility to

replacement levels, that 1is, two childten per couple. 3. The long-term
objective  isaimed at stabilisation <ofpopulation by 2045. Inthe policy, 16

promotional and motivational measures have been outlined to implement

it. Some ofthe important are given below : 1. For couple s below pove rty
line, with two  living  children, who< undergo sterilisa tion, a health
insurance cover of = Rs. 5000 has been fixed. 2. Panchayats and

ZilaParishads tobe rewarded for promoting small family norm.
3. Child Marriage Restraint Act and Pre-natal Diagnostics
Techniques Act, to strictly enforced.
4. Provisio n of funds and soft loan s for providin g amb ul a n ¢ e service s in rur
alareas.

5. Abortion facilities scheme tobe strengthened.
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6. Couple s below pover ty line, who mar r y after legal age, have first child after the

moth erreac he s 21, acce p t small family normandundergo
sterilisa tion after birth of two children are to be rewarded. Government
has established a National Com mis sion on Population, headed by the
Prime Minister, to monitor the new policy measures. Indicators of
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 econo mic grow th .
Economic Growth and Economic Development : An increase in real
terms of the output of goods and service s that is sustaine d over a long
period of time, measured in terms of value added may be defined as
economic growt h. On the other hand, the. concept of . econo mic
development focuses on.the achievement ofthe following three aims :
1. Incre asingthe availability and wide nin g the distrib.u tio n of basic
lifesustaining goods. 2.Enhancing the levels of living.

3. Widenin g the ran g e of econo mic and social choice to individu als
and nation s by freein g them from servitude anddependence not
only in relation to other people and nation- states, but also to the
forces of ignorance and human misery in society . Keepin g the
above three objectives. in mind, the quality oflife istegarded 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 rate s, consumption of
ener gy per head and so 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
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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
birth (25 years and 85 years); secomd, educational attainment, as
measured by a combination ofadult 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 minim u m and maximum values have bee n
set in order to construct the index : General. formula for computing
individ u al for any:component ofthe  HDI:
Index = Actual value- Minimu m value Maxim u m value- Minimu m value

Accordin gly, 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 dividin g the sum of these three
indices by 3. Accordin g to thee Human Development Report, 2004 India
rank e d 127 .in the group of 177 countries. Economic Development Index
(EDI) : Nation al Council of Applied Econo mic 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 base d 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 expenditureon 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
inthe country.

Important questions

2marks
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1. State human development index

2. List afew poverty eradication programmesinour country.
3. What is den sity of pop ula tion ?

4. Expand IRDP

5. Define pover ty

omarks

1. Briefly explain the importan c e of indus tr1 alis a tio n and stat e the indu s t ri al
revolu tio n policies imple m e n t e d by the govt.
2. Explain the two phases of green revolution and write about
achievements and failures ofthe. green revolution .
3. Explain the broad _features ofIndian pop ulation
4. What are the causes of unemployment in India? and.  explain the
types ofunemployment
5.Give an elaborate note on “population is factor of econo mic
development”
6. Discus s the main components ofgreen revolution; discuss  critically
the achievements ofgre e n revolution.
7. Give an account  of the salient features = of Indian demographic
structure.
8. What do you know about poverty inIndia, how can itbe reduce?
9. Examine the measures to promote Human Development through
educ a tion 1n India
10. Examine the nature and extent ofunemployment inIndia.
11. Analyse the growth ofindustries inthe post refor m period inindia
12. Discu s s briefly the bankin g sector reforms introduced inindia since
1991
13. India’s Hu m a n Develop m e n t reco r d contin u e s to be gloo my . Can you sug g

estmeasurestoimprov e it
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14. Industrial development and agricultural development are the two

sides of the same coin. What policy prescriptions would you
advocate inthe context ofthe indian economy ?

15. Explain the structural changes inthe indian economy

16. Explain the causes for population explosion and suggestmeasures
to cont rol pop ula tion .

17. Explain the theory of demographic transition
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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




16

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

23

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

25

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

28

Which of the
following
activities are
included in the
tertiary sector?

Banking

Fishing

Agriculture

Processing

Banking

29

The balance of
payment

a current
account of

a capital
account of

official
settlement

all of these

all of these




comprises goods and financial accounts
services assets only only
only

30 Which among the | Custom Excise Duty Anti Dumping Custom
following duties Duty Dumping Duty Duty
is applied by a Duty
Government to
control the
exports of a
commodity, so
that the
commodity can
be used by the
local mark

31 Which of the Tea Basmati Rice | spices cotton Basmati
following Rice
agricultural
commodity of
India gives
largest in terms
of export value?

32 Maximum share Long-term Short Term Medium Ultra- Long Long-term
in total external borrowings | Borrowings Term term borrowings
debt of India is of Borrowings borrowings

33 Which among the | Fishing Travel & Jewellery Handicrafts | Travel &
following Tourism Tourism
industry
generates
invisible exports?

34 Foreign Direct FDI brings FDI targets FIl is FIl targets FDI brings
Investment(FDI) capital, specific considered both capital,
and Foreign technology sectors and more stable primary and |technology
Institutional & FIl help in secondary &
Investment(FII) managemen | increasing market managemen
are distinct in t and FII foreign while FDI t and FlI




terms of?

brings only
capital

capital
availability

targets only
primary.

brings only
capital

35

How many key
infrastructure
sectors are
known as Core
sector in Indian
Economy,used
for Index of
Industrial
Production (lI1P)
data?

5

6

8

8

36

Who among the
following was the
chairman
Financial Sector
Legislative
Reforms
Commission
(FSLRC)?

Justice B N
Srikrishna

Justice Debi
Prasad Pal

Prof. Y H
Malegam

Justice
Shivraj V
patil

Justice B N
Srikrishna

37

The purchase of
shares and bonds
of Indian
companies by
Foreign
Institutional
Investors is
called?

FDI

Portfolio
Investment

NRI
Investment

Foreign
Indirect
Investment

Foreign
Indirect
Investment

38

In context with
the Balance of
Payments,

the Merchandise
exports, which
refer to sale of
goods abroad
belong to which

Credit

Entry in the
Current
Account

Debit Entry
in the
Current
account

Credit entry
in the
Capital
Account

Debit entry
in the
Capital
Account

Credit Entry
in the
Current
Account




among the
following?

39 Which among the | Tamil Nadu | Maharastra Karnataka Andhra Karnataka
following state Pradesh
has highest
number of Export
Oriented Units in
India?

40 Which of the The The The Labour The The Labour
following brings Reserve Department Bureau Department Bureau
out the Bank of of Economic of Personnel
‘Consumer Price India Affairs and Training
Index Number
for Industrial
Workers'?

41 A "closed the money deficit only exports | neither neither
economy” is an supply is financing take place exports nor exports nor
economy in fully takes place imports take |imports
which controlled place take place

42 which among the | cotton iron and jute industry | khadi and khadi and
following does textile steel village village
not belong to industry industry industry industry
india's major
large scale
industries

43 who India Bangladesh Thailand Myanmar India
manufactures the
largest quantity
of jute goods in
the world

44 which is the Cochin Hindustan Goa garden Cochin
largest shipyard shipyard shipyard Reach shipyard
shipbuilding unit shipyard
in india

45 which of the Alcohol Tobacco Drugs and all the above | all the
following Pharmaceuti above




industries are to
be given
compulsory
licensing

cals

46

which out of the
following is a
mineral based
industry

sugar

tea

coffee

petrochemic
as

petrochemic
als

a7

what is the major
contribution of
the electronics
industry to the
country

maximised
wealth
formation

reduced
poverty

improved
standard of
living

encouraged
employment

encouraged
employment

48

public sector
plants market
their steel
through

TISCO

Tata Steel

SAIL

GAIL

SAIL

49

a mechanical
means of treating
industrial
effluents

sedimentati
on

rainwater
harvesting

recycling of
waste water

biologically

sedimentati
on

50

which out of the
following
industries helps
in the
manufacture of
telephones,
computers,
radars, etc

Aluminium

Information
Technology

Steel

Electronics

Electronics

51

which city in
India has
emerged as the
electronic capital
of india

Chennai

Mumbai

Bangalore

Del hi

Bangalore

52

the portfolio
investment by

FDI

Fll

Balance of
Payment

SDR

Fll




foreign

institutional
investors is
called
53 the earlier name UNCTAD GATT UNIDO OECD GATT
of WTO was
54 The term 'paper special Special currencies deficit special
Gold' means drawing accommodat | still on gold financing drawing
right (sdr)of |ion facility of | standard right (sdr)of
the IMF the world the IMF
bank
55 who among the Ashok Sumantra Saumitra Raghuram Raghuram
following served Lahiri Ghoshal Chaudhuri Rajan Rajan
as the chief
Economist of the
international
monetary fund
56 balance of Transaction |transactions |transactions | Systematic Systematic
payment refers in the flow relating only |relating to record of all |record of all
to of capital to exports receipts and |its economic |its economic
and import payment of transactions |transactions
invisibles between between
residents residents
and with the | and with the
rest of the rest of the
world in a world in a
certain certain
period period
57 A country that open closed independent | none of closed
does not traade these
with other
countries is
called an
economy
58 Which of the The balance | the balance the the terms of |the terms of
following of payments | of trade exchange trade trade




compares the
average price of
exports to
average price of
imports

rate

59

exports of goods
is called trade in

visible
goods

invisible
goods

basic goods

real goods

visible
goods

60

Net exports
equal

exports X
imports

exports+imp
orts

exports-
imports

exports of
services only

exports-
imports
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SYLLABU S
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 phas e s .of green revolutio n;
Facto rs influen cin g prod u ctivity and grow th; the role oftechnology
and institutions, price  policy, public distribution system and food
security. Industry <and Services sector, Phases of industrial rate
and pattern of industrial growth across alternative policy regimes,
public sector performance and reforms,. The small scale secto r-
Role of Foreign Capital.
Financial sector: Structure, Performance and Reforms. Foreign Trade
and Balance Structural changes and performance ofIndia’s <Foreign Trade
and Balance of Payments, Debate, Export policies and performance-

Macr o Economi ¢ Stabilisa tio n and Structure in Indias. and the WTO, Role

of FDI, Capit al ‘account conve r tibility:

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 isestimated at Rs 17.6 7 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 itsimmense poten tial

for value additio n, par ticul arly 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
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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
Agriculture respectively, 13 per cent of India’s  exports and six per cent
oftotal industrial investment.
Market Size

Durin g 201 7- 18* crop  year, food grain production is estimated at
record 284.83 million tonnes. In 2018-19, Government of India is
targetingfood grain production of 285.2 million . tonnes. Milk production
was estimated at 165.4. million “tonnes during FY17, while mea t
production was 7.4 million tonnes. As of September 2018, total . area
sown with kharif crop s in India reached 105.78 million hectares.
India is the second large st 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 16:45per cent
over FY10-18 to reach US§$ 38.21 billion in FY1S8. In April- August 2018
agriculture ‘exports were US$ 15.67 billion. India isthe largest producer,
consumer and exporter of spices and spice products. Spice exports from
India reached US$ 3.1 billion in2017-18. Tea exports from India reached
a 36 year high of 240 .68 million kgs in CY 2017 while coffee exports
reached record = 395,000tonnes in 201 7- 18.
Food & Grocery retail market inIndia was worth  US$ 380 billion in2017.
Investments

According to the Department of Industrial Policy and Pro motion
(DIPP), the Indian food processing industry has cumulatively attracted
For eign Direct Investment (FDI) equity inflow of about US$ 8.57 billion
betw e en April 2000 and June 2018 .

Som e major investments and developments inagriculture are as follows:
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The first mega food par k in Rajasthan was inaugurated in March
2018.

In 2017, agriculturesector 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 201 7 for the ‘Tamil Nadu Irrigated Agriculture
Modernization Project' through which isexpected. tobenefit around

500,000 farmers inthe state.

Government Initiatives
Some of the recent major  government initiatives in the sector are. as

follows:

In September  2018,the Government of India announced Rs 15,053
cror.e (USS$ 2.25 billion) procurement  policy name d
‘PradhanMantriAnnadataAaySanraksHanAbhiyan' (PM- AASHA),
und e r which states can.  decide the compensationscheme and can
also partner with private agencies to ensure fair prices for farmers
inthe country.

In September 2018, the Cabinet Committee on Econo mic Affairs
(CCEA) approved aRs 5,500 crore (US$ 820.4 1 million) assistance
packa ge for the sugar industry in India.

Asof March 201 8, the Government is working on a plan to provid e
air cargo support topromote agriculture exports from India.

The implementation of PradhanMantriFasalBimaYojana (PMFBY)
will be made faster and the government is aiming to increase the
coverage under thescheme to 50 per cent of gross cropped area in

2018-19.
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The Government of India is going to provide Rs 2,000 crore (US$

306. 2 9 million) forcomputerisation of Primary Agricult ur al Credit
Society (PACS) to ensur e coop eratives are ben efitt e d thro u g h digital tech n
olo gy .

Around 100 million Soil Health  Card s (SHCs) have been distributed
in the country during 2015-17 and a soil health mobile app has
been launched to help Indian farmers.

With an aim to boost < innovatio n and enfrepreneurship 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
PradhanMantriKrishiSinchaiYojana (PMKSY) with an investment of
Rs 50,000 crore (US$ 7.7 billion) aimed  at development of
irrig ation sour ces for providing apermanent 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$
936.3 8 billion) as investments for mega food parks in the country,
as a part. of the Scheme for Agro- Marine Proce ssing and
Development of Agro=Processing . Clusters (SAMPADA).

The Government of India  has allowed 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 increasedinvestments in
. — ; . . e — . .
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cold storage. Furthermore, the growin g use of gen e tic ally modified crop s
will likely improv e the yield for Indian farmers. India 1is expected to be
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 (USS$ 3,420.21) by
2022- 23 from Rs 96,703 (US$ 1,505.27) in 201 5- 16.

Going forward, the ado p tion of food safety and< quality assurance
mechanisms such as Total Quality Management (TQM) including ISO
9000, ISO 22000, Hazard Analysis and Critical Control Points (HACCP),
Good Manufacturing Practices (GMP) and Good Hygie nic Practice s
(GHP) by the food processing industry willoffer sever al ben efits

India’s agriculture sector 1is likely to grow at 2.1 per cent in 2017-

18, followed by Industry. (4.4 per cent) and services (8.3 per cent),

accordin g to the Econo mic Survey. 2017- 18 which tabled in Parliament
Econo mi ¢ Survey indicate d that the government was keen on doubling
farmers’ income by 2022, for which it has Jlaunched several new
initiativ es that encompass - activities from - seed to marketing.

Credit from institutional —sources will complement all such government
initiativ es like Soil Health Card, Input Management, Per Drop More Crop
in PradhanMantriKrishiSinchaiYojana (PMKSY), PMFBY, e-Nam, etc, the

surv ey said .

Indian farmers are adapting to farm mechanisationat 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
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for about one-third oftotal global tractor production, the Survey added.

According to the World Bank estimates, half of the Indian
population would be urban by the year 2050.. It is estimated  that
percentage ofagricultural workers in'total work force would drop to 25.7
per cent by 2050 from 582 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 4197.4 7 INR Billion inthe second quarter of
2018 . GDP From Agriculture in India averaged 403 7.8 41INR Billion from
2011 until 201 8, reachin g an all time high of 566 6.8 2 INR Billion<in the
fourth quarter of 2017 and a record low of 2690.74 INR Billion in the
third quarter of2011.

Agriculturein 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 ofagribusiness in the nation al incom e in India
is all the mor e, subsequently, itis said that agriculture in India is a
backbone for Indian Economy. The contribution ofagriculture in the

initial two decades towards the total national output isbetween 48% and
60%. In the year 200 1- 200 2, this contrib ution declin e d 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 200 4-
05 prices. Agricultural exports constitute afifth ofthe total exports ofthe

country. In perspective of the overwhelming position of the Agricultural
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Sector,gatheringand supportof Agricult ural Statis tics expec tincr e di bl e

significance.

Accordin g to the fourth Advance Estimates of Production of food
grains for 201 3-14, aggregate food grain production is assessed to be

264.7 7 million tons (MT).

Expor t of spices from India are relied ~upon to reach US$ 3 billion
by 201 6- 17, on the back of imaginative promoting strategies, inventive
bundlin g, quality in quality _.and an mnumber 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 Natio n al Food Secu rity Mission (NFSM) was launc hed from Rabi,
2007- 08. The fundamental targets ofthe  Nation al Food Security Mission
(NFSM) isto expand production ofrice, wheat, pulses and coarse cereals

through region extension . and efficiency upgrade in a supportable way in

the recognized locale of the nation; restoring soil ripeness and
profita bility at the individu al ranch level; and improving farm level
econo my (i.e. ran ¢ h ben efits) to restore confidlence amongst the farmers.
The Mission met with.a staggering achievement and accomplished the

focused on extra generation ofrice, 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 whe a t', 4 million tons of pulse s and 3 million tons of coar s e

cer e al s by the end of twelfth five year plan

Trainin g 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 recognize present issues

and future difficulties to be met through training and improvement. It is
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oblige d to figur e out the nee d s of individ u al train e e on which proficien t skills ough t to

beassembledtodotherelegatedoccupation inthe association s

The 6% of agricultural production is converted in to processed
food, which 1is focused to achieve 20% in coming future. The business is
work escalated and contributes around. 50% for industrial production.
Multi- Nation al Food Companies have assumed apart of making business
sector draw and rivalry. Selec tio n of inven tive and experimental bundling
strategiesby food industryhas empoweredthe assembling of sheltered

and quality sustenance

Three Phases of AgriculturalTransformation in India!

Agricultural sector in India has move d from a tradition al agricultur e in
the 1950s to the modern technolo gic ally dynamic high capital  intensive
agriculture, in which ‘along with food and mnon-food crops, horticulture

and -other allied activities ~ have also expanded.

ADVERTISEMENTS:

A study of the economic framework  within which traditionally low
productivity agriculture . istransformed into high produc tivity mode m
agriculture is important inpolicy- formul ation and plan nin g for growth .
Prod u c tivity here refers to productivity of agricultural land, labour and
capital resources; and this involves thelarger use of scarce resources

like capital, foreign exchange and expert personnel.

An absolute criterion cannot be laid down about the content and
chro nolo gic al order of such compositions, since agriculture varies vastly
from area to area in terms of physical conditions (i.e. soil moisture,
Cropping pattern 1esponses availability _of labonr _etc) cultural factors
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(education, receptivity to innovations, consumption pattern,  etc.),
econo mi ¢ factors (prices of input and outputs) and institutional factors

(nature ofresearch,extension, marketing supply and other institutions).

Nevertheless, inthe context of Indian agriculture, three distinct

phases of growth can be distinguishedas follows:

Phase I: 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 input s-reve alin g diminis hin g prod u ¢ tivity ofinputs, even at a
low yield.

Even if some elements of dynamic agriculture like . application  of
fertilise r, improv e d seed s and land reform are .introduced, the increase in

prod uc tivity is smaller .

Further, given their resources‘and knowledge, the traditional farmers
cannot become any mor e efficien t as both these factors stongly  limit
their participating actively in contributing to higher production.  Till mid-
1960s, the Indian . agriculture was typically embodied within the

fram e w o r kof 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 ofeconomic planning spread over
the period covered by the first and second Five Year Plans. The primary
characteristicof this period was that production of agricultural crops
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consistently maintained an upward trend, except for small dips in two

years, 1957-58 and 1959-60. The index numberofproduction ofall crops
went up from 45.6 in 1950-51 to 66.8 in 196 0- 61 (Base: 1981- 82=100).’

ii. Second sub-period (1961-67):
Durin g this perio d (i.e. 1960- 61 to 1966- 67) produ c tion eithe rdeclinedorremain e
d stag n an t in the case of a num b e r of major crop s, esp eci ally food grain s, as can be

seen from Table 13. 1:

Table 13.1: Production of Foo dGrains in India

Year Outpu't

1%1 60.9

1%2 61.8

1963 60.2

1964 61.8

1965 67.3

1966 54.6
This led to aserio us crisis in the Indian economy prompting areappraisal
of the growth strategy pursued in the agricultural sector. This

reappraisal of policies and strategies brought about atransformation in
Indian agriculture, leading ~ to what can be marked as phase Il of Indian

agriculture.

Phase II: Technologically Dynamic Agriculture
withLow Capit al
]_ntgncify'
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The Indian agriculture entered the next phase after 1960s. This is

described as phase Il marked  for tech nolo gic ally dynamic agriculture
with low capital intensity. This is the beginning of  the process of
transformation from traditional agriculture to modernisation. In this

phase, agriculture stillrepresents alarge portion of the total econo my .

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 II is the application of science and
tech n olo gy, evolved by research institutions, in a progressively large
measure. This increases the productivity . offarms when _.small capital
additions are made in the form of improved seeds, fertilisers  and
pesticide s. The profitable innovations are accepted by the farmers

des pite imperfe ctions inland * tenure, marketingand input supply system.

The stagnancy that had marked the agricultural sector during the early-
1960 s, had largely been overcome around the end of the decade. In the
wak e ofthe new agricultural strategy ofgrowth (called the Borlau g seed-
fertilise r - tech n olo gy) that had been adopted, agricultural production

esp e cially food grains, began toincrease 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
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9.6 9.4 18.6
126.4 154.2 241.0
4.8 7.0 9.8
6.2 6.5 7.9

This fact isbrought out more. clearly bythe index numbers ofagricultural

production presented in Table 13.3.

Table 13.3: Index Numbers of Agricultural Production:

Year

1960-
61

1970-
71

1980-
81

1990-
91

Index No.

66.8

85.9

104.1

148.4

Increase in agricultural production can be attributed either:

(i) Toincrease inarea under cultivation (i.e. horizontal expansion), or

(ii) Toan improvement inyield per hectare (i.e. vertic al expan sion), or
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(iii) Toboth an increase in arca und e r cultivation and an improvement in

yield per hectare.

Durin g this phase oftransformation,significant contribution to improved
agricultural output was achieved by way of improvement in agricultural
produc tivity with little change inarea wunder cultivation. Index number of
area under cultivation changed marginally from 96.3 in 197 0- 71 to 105.2
in 1990- 91.

On the hand, the index number ofagricultural production increased from
85.9 in 1970- 71 to 148.4 in'1990-91 (Base:. 198 1-82 = 100). This phase of
agricult ur e tran sfo rm a t i 0 n cam e to be known as the perio d of Gree n Revolutio n .
The gre e n revolu tio n was, howev e 1, confin e d to a few crop s-whea t and rice, and to

few region s .

Phase III: Technologically DynamicAgriculture 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, relativ ely
scarce infrastructural facilities like research, extension, marketing, etc.
should be utilise d optim ally with efforts directed towards expanding the

infrastructural resources.

India n agricult ur e ente r e d the thir d phas e of tech n olo gic ally dyna mic agricultur e

with high capital inten sity towa r d s the end of the deca d e of
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1980 s . This was precis ely the period whe n the non- agricultural sector s

also began their march towards modernisation.

Non- agricult ur al sectors were facilitated in theirmove 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 produ e tivity
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

individu al factor on the overall prod uc tivity of industri al units .

The impact of certain important factorsis briefly examined below:

(i) Technological Development:

Technological development plays an important part to influence  the
indu s trial produc tivity. “The applic ation of motive power and mechanical
improvementsto the process of productionhas accelerated the peace of
industrialisation to an unprecedented degree, and has given us the vision
ofthe vast and unexplored frontiers that still lie ahead ofus inthe real m

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 techn olo gic al
factors will contribute towards the increase in industrial produc tivity. In
India, application of mec hanical power, introduction of semi-automatic
and automatic machines, improvements in‘the production processes,
bett e r Morale and Produ c tivity integration of production processes and
higher degree of specialisation have contributed a lot towards the

increases inindustrial produ c tivity.

(ii) Quality of Human Resources:

Manpower plays a significant role. In raising industrial produc tivity in
most of the industries. If the. labour force is not adequately  qualified
and/or is not properly motivated, allthe steps taken to increase  the
industrial productivity will have no result the employees’ performance
and attitudes have an. immense effect on the produc tivity of any
industrial unit. Three important factors which influence the produ c tivity
oflabour area (a) ability = of the worker,(b) willingness ofthe worker, and

(c)the environment und er which he has . to work .

(iii) Availability of Finance:

The ambitious plans of an industrial unit to mcrease the productivity will
remain mere dreams ifadequate financial rtesourcesare 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
rescarch and development activities, advertisement campaign, better

workin g conditions tothe workers, up-keep ofplant and machinery, etc.
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(iv) ManagerialTalent:

The significance of managerial talent has increased with the
advancement in technology. Professional managers are required to make
better wuse of the new technological development. Since the modern
enterprises are run on a large scale, the managers must possess

imagination, judgmentand willingness totake imitative.

The managers should be devoted towards their profession and they
should wunderstand 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 managertrs should have conceptual, human relations .and
technical skills inorder to increases the productivity ofthe enterprises

(v) Government Policy:

The industrial policies of the Government have an important.dmpact 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 anotherand conservation of
national  resources. Certain industries may.  be granted protection, and
incen tiv es may be given to the others for the development in view of the

nation al 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 checkthe growth of monopolistic enterprises so that the

interest, ofthe consumersand 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 physic al condition s

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 physic al output per head is gre atly influenced by the depth of
the coal- mine s, the thickness of the coal seams, the topography of the
region and the quality of coal available. In other industries like tailorin g,
grain- milling, hosie ry, soap- makin g, confectionary, medium and coarse
cotton manufacturing, etc.,the geographical, geological and physical

factors exercise little influence on produ c tivity” .

What is the Sector-wise contribution in GDP of India?

Sector wise contribution in GDP of India

Asper latest news published by the World Econo mic Forum, India is the
7th largest economy of the world. The International Monetary Fund

(IMF) has predicted that the Indian economy will be the faste st
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growing economy in the world and expected to grow at the rate of 7.4%

inthe FY 2018.
The world's 10 biggest economies

Gross Domestic Product 2016, in trillions of US dollars, current prices
at market exchange rates

$16tr 4

S1atr

sotr |

Shitr 4

$0tr 4 - -
K5

o
&

& 3 & e O ) O ®
& & ) < & & oF
R é@e' q\tf\ & < L°¢°
(&,

Source: International Monetary Fund, World Econom ic Outlook, April 2017

Indian Economyis 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 1independence 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 toaround. 53% population of India.

2. Industry Sector:This sector includes 'Mining & quarrying),
Manufacturing (Registered & Unregistered), Gas, Elect ricity,
Construction and Water supply. This is also known as the secondary
sectors of the economy. Currently it is contributing around 31% ofthe

Indian GDP (at current prices).

3. Services Sector: Services sector includes 'Financial, real estate &
protessio-p-gl—tervie-et—~Rublie—Adimis-a-t-o--—delen-ce—and—othet—rervice-sr
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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.

Service s sector isthe large st sector of India. Gross Value Added (GVA) at
current prices for Services sector isestimated at 73.79 lakhcrore 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 inthe FY 2016-17.

Let's have a look on the all three sectors of the Indian economy in

the FY2016-17 atthe current price.

Sector GVA - (Rupees in Percentage share
Cror e) at current

prices (2016-17)

1.0 Agriculture Sector 2,382,289 17.32 %
1.1 2,382,289 1732 %
Agriculture ,forestry &
fishin g
2.0 Industry Sector 3,989,791 29.02 %
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2.1Mining & quarrying 309,178 2.25 %
22Manufacturing 2,278,149 16.57 %
2.3 Electricity, gas, 338,396 2.46 %
water sup ply & other
utility service s
2. 4Construction 1,064,068 774 %
3. 0 Servi Sect
crites oettot 7,378,705 53.66 %
3.1 Trad e, hotels, 2,538,162 18.46 %
transport,
communication and
service s relate d to
broadcasting
3.2 Finan ci al, real| 2,896,300 21.06 %
estate & prof . servic es
3.3 Public =~ 1,944,243 14.14 %
Administration, defence
and other service s
GVA at Current 13,750,786 100.00 %
Prices

The above table shows that the servic e

Indian econo my:

sector is

contributing the mostin Indian

the backbone of the
GDP followe d 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 livellhood to around 53%
pop ula tio n of the coun t r y but its contri b u tio n in the econ o my is declinin g year by

year

RoleofDifferentIndustriesinthe IndianEconomy

An econo my is made from the comp osition of many different industries
like agriculture, service, engineering, manufacturing etc. Thes e
industries provide so many: ben efits to the econo my ie. ~employment

generation, production of goods and services, equal income  distribution
in the whole economy . Servic e secto r contributes 60% ofthe Indian GDP
while agriculture gives around 14% of GDP.

Some important sectors of the Indian economies is given below:

1. Cottonand Textil e Industry: Indian cotton industry is the broad
base dindustry whichacco u n tsfor abou t 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 181 8.

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 201 4- 15.
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State-wise Cotton Production In 2014-15
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2. Iron 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 i 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 domesticproduction is given inthe 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 found a tion of stabl e Indian cement industrywas laid
in 1914  when Indian-Cement Company limited started production in
Gujarat. As on March 2015 there are 185 big cement plant ofinstalled
capacity of 325 million tone s are operating in the country. Inthe year

2015- 16, India produced 289 million tones cement inthe country.
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2014-15 2015-162016—17

Source: Icra
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5. Coal Industry: Credit to invent coal in India is given to two Englis h
men ‘Sambh ar and Hatley’. They started mining coal in Raniganj district
of west Bengal in 1814. Coal accounts for 67% of the country’s

commercial requirements. Ason 201 4-15 Indian coal production was 486
million tones and impo rt was 138 million tones. India makes 58%

elect ricity 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 larg e s t cuttin g and polishin g cent r e of diamo n d s in the world . India’s shar e in this

mark e t is abo u t 80% of the world mark e t. India n expor t of Gems and Jewellery was aro

un dgehdlipmimefy Exborts(uss billion) cut & Polished Diamond Exports (US$ billion)

Apr-Dec 2015 233 Apr-Dec 2015 I 7.3
201415 363 201415 IEEEEEEEEEEE— 232
201314 35.0 2013-14 I 24.5
201213 392 201213 I 1 7 4
201142 a2 201112 I 234
201011 I 43.0 20101 e 252
200910 I 29 4 200010 e —— 18 2
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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. Allthese  refinerieshave refining capacity of 220 million tonne s

per annum. As we now that India imports 20% of'its total consumption. oil

and gas constitute around 45% ofthe total energy consumption oflIndia.

Crude of producton (000 tommes) ~~ Annuacrude o pedcion (00
onne)
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8. Chemical Industry: Chemical industry is the one of the oldest
industry of India. It includes petrochemical, fertilizer s, 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 che mic al and petrochemicals sector in

India constitutes 14% ofthe domestic industrial activity.

PRODUCTION OF MAJOR CHEMICALS
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9. Automobile Industry: automobile industry was delicensed in 1991
after the implementation ofnew 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 people s roug hly and gives 6% tothe GDP of India .

(number of
units sold)

=2 S TG0l -
! 2015
JANUARY 2015  1mowes 1ssnsee LMK

Passenger [ 169,300 3%
Cars 164,149 .

R 1.07%1,327,957)
Wheelers - 1,313,958

Theee B 39,325 ﬁ 8.92%

Wheelers 36,105 i
Total Pa r I 2306194 3.17%
m 213,525§
Total Commercial M 52,481 & 530%
Vehides 49,841 =
Productic Sowwce: Society of bndon
6.78% [ 238,525 | IR XL ‘m"" NS et
S i 77! GRAPHICS—

Image source:www.newindianexpress.com

10. Leather Industry: Leather and its products are top 10 export
earners for the country. It is one ofthe tradition al 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 people s out of which 30% are women.
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11.Sugar Industry: It is very crucial agriculture based industry. This

industry isthe second largest industry after the textile& cotton based on
the agriculture. As on 2014, there were 680 installe d sugar factories in
the country as against 138 in 1951-52. India i1s 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 inthe country.
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(Output in million tonne)

2014-15 2015-16 2015-16
(Actual)  (uly forecast) (Sept forecast)
Maharashtra 10.51 9.7 9
Uttar Pradesh 7.1 1.35 15
Karnataka 5 4.98 4.6

RoleofDifferentIndustriesinthe IndianEconomy

An econo my is made from the comp o sition of many different industries
like agriculture, - service, engineering, manufacturing etc. Thes e
industries provide . so many- ben efits tothe economy ie. employment

generation, production of goods and services, equal income  distribution
in the whole econo my. Servic e sector contributes 60% ofthe Indian GDP
while agriculture gives around 14% of GDP.

Some important sectors of the Indian economies is given below:

1. Cotton and Textil e Industry: Indian cotton industry is the broad
basedindustry whichacco u n t sfor abou t 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 181 8.
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 201 4- 15.

State-wise Cotton Production In 2014-15
1%

1% 1%

» Punjab
= Haryana

/ » Rajasthan
. e : Gujarat
| / » Maharashtra
| » Madhya Pradesh
28% s Telangana
» Andhra Pradesh
n Karnataka
= Tamil Nadu
» Odisha
a Others

Image source:www.commoditiescontrol:com

2. Iron 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 4w 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 i largest producer of

nittogenous 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 domesticproduction is given inthe 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 found a tion of stabl e Indian cement industrywas laid
in 1914  when Indian-Cement Company limited started production in
Gujarat. As on March 2015 there are 185 big cement plant ofinstalled
capacity of 325 million tone s are operating in the country. Inthe year

2015- 16, India produced 289 million tones cement inthe country.
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2013-14 258-260 N
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2015-16 (E) 289 N
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(expected)

2014-15 2015-162016—17

Source: Icra

Image source:www.business-standard.com

5. Coal Industry: Credit to invent coal in India is given to two Englis h
men ‘Sambh ar and Hatley’. They started mining coal in Raniganj district
of west Bengal in 1814. Coal accounts for 67% of the country’s

commercial requirements. Ason 201 4-15 Indian coal production was 486
million tones and impo rt was 138 million tones. India makes 58%

elect ricity 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 large st cutting and polishin g centre ofdiamonds in the world. India’s

shar e in this mark e t is abo u t 80% of the world mark e t . India n expor t of Gems and

Jewellery was aro un d $31 billion in 2015- 16.
Gems & Jewellery Exports(USS billion) cut & Polished Diamond Exports (US$ billion)

AprDec 2015 I 23 3 Apr-Dec 2015 I 17 3
201415 N 6.3 2014.15 EE— 2 2
2013-14 I 35.0 201314 I 24.5
2012-13 IEEEE——— 39 2 2012-13 I | 7 4
2011.12 I 43.2 201112 I 234

2010-11 I 43.0
2009-10 I 29 4

201011 232
200910 | 18 2

Scurce: Gem and Jewellery Expont Promation Council (GJEPC) Source. Gem and Jewellery Expon Promation Coundil (GJEPC)

7. Petroleum Industry: According to India 2015: there are 22

refineries 17 in the public sector 2 in private sector and 2 in _ioint
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venture. Allthese refineries have refining capacity of 220 million tonnes

per annum. As we now that India imports 20% ofits total consumption. oil

and gas constitute around 45% ofthe total energy consumption oflndia.

produion (000 fomes) ~~~ Annuacude o prdction
lonngs)

Crude o 0
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8. Chemical Industry: Chemical industry is the one of the oldest

industry of India. It includes petrochemicalfertilizers, 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 che mic al and petrochemicals sector in

India constitutes 14% ofthe domestic industrial activity.

PRODUCTION OF MAJOR CHEMICALS
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9. Automobile Industry:automobile industry was delicensed in 1991

after the implementationofnew 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% tothe GDP of India.

Total (AN calegories) number of

lli"n uus Eunits sold)
= o) o W 2015
JANUARY 2015 e 1ssede (L BEUE
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Cars 164,149 .
TN 1.07% 1,327,957
Wheelers = 1,313,958
Theee § 39,325 t 8.92%
Wheelers 36,105 .
Total Pa r I 2306194 3.17%
Vehides 23525 &
Total Commercial M 52,481 & 530%
Vehides 49,841 =
v Souree: Society of ndion
TOULUCLI
NEY  BITEYIAl  2.00% 1,976,270 ““‘m""”“““’““"'“’“‘
s 1.937,489 o7t GRAPHICS—

Image source:www.newindianexpress.com

10. Leather Industry: Leather and its products are top 10 export
earners for the country. It is one ofthe tradition al products of India. The
small scale, cottag e and artisan sector accounts for more than 75% of the
leather production in India.. This sector provided employment to around

3 million people s out of which 30% are wome n .
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11.Sugar Industry: It is very crucial agriculture based industry. This

industry isthe second largest industry after the textile& cotton based on
the agriculture. As on 2014, there were 680 installe d sugar factories in
the country as against 138 in 1951-52. India i1s 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 inthe country.
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(Output in million tonne)

2014-15 2015-16 2015-16
(Actual)  (uly forecast) (Sept forecast)
Maharashtra 10.51 9.7 9
Uttar Pradesh 7.1 1.35 15
Karnataka 5 4.98 4.6

The industrialgrowth pattern in India can be divided into

four phases as explained below:

1. First Phase (1951-65): Strong IndustrialBase:

The first phase of industrial growth consists of the first three plan period
s which had build a strong industrial base in India. Durin g

this phase, huge investments were mad e 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.

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 centto 12.1 per centover the

Prepared by Dr.PADMAAVATHY .PA, Assistant Professor, Dept of
Management, KAHE, Page 41




KARPAGAM ACADEMY OF HIGHER EDUCATION

Class: III B.COM CA Course Name: Indian
Economy
Cour se Code: 17CCU604A UNIT -1V Semester: VI
Year:

2017-20 Batch
sam e perio d . Thus, a stro n g indu s t ri al bas e was laid durin g the first phas e

coverin g the first thr e e plan period s .

2. Second Phase (1965-80): Deceleration and Retrogre
ssion:

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 durin g the Third Plan to only 4,1 per. cent coverin g the
period of 1965 to 1976 . In 197 6- 77, the annu al rate of growth of
industrial output was 6.1 per cent. In 197 9-80, a negative ann u al
grow th rate of (—) 1.6, per cent was rtecorded . in respect. of

industrial outputs as the index ofindustrial. productionin this year

(Base 197 0 = 100) has decline d to 148.2 as comparedto 150.7 in
1978-.79.

The industrial sector faced a structuralretrogression 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 percent which
was far below. as compared to that of first three fiveyear plans.
For, basic industries, the annual.growth rate duringthe second
phas e was far below as compared to that of Third Plan. Thus basic

industries were engaged inthe production offerrous metal groups,

construction materials;mechanical engineeringindustries etc.

Causes of Deceleration and Retrogression:
The causes of decelerationand structural retrogression

during the second phase are;
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(@) The wars of 1962, 1965 and 1971. During this period

investment was made into unproductiveuses. Successive droughts
of 1965- 67 and 197 1- 73, and oilcrisis of 1973 was also responsible

for supply constraints.

(b) Considerable slackening ofreal investment;

(c) Une qual distribution ofincom e in favour of the rich followed by

stagnation indemand for consumer goods;

(d)Unsatisfactoryperformance ofthe agricultural sector;

(e) Policy constraints and burecaucratic obstacles on industrial

grow t h;

(f) Conflicts in  the dominant coalition between proprietary classes,

capit alist class and the class representingrich agricultural farmers.

3. Third Phase: Industrial Recovery in Eighties (1981 to
1991):

The thir d phase of indu strial grow th covers the period of eightie s consis

ting of both Sixth and Seventh Plan. This perio d of eightie s
experienced industrial recovery. During the period 198 1-85, the
average annual rate of growth of industrial production was
accelerated to 7.0 percent which further increased to 8.6 per cent
during 1985-90. In 1990-91 also, the annual rate of industrial

growth was registeredat 9.0 per cent.

The growth rate for consumer durable goods increased to 16.9

1 hGmG=1d t in 19Q5__QQ h 10 1 _00N +ha T o g aQ oot ]’\f)l“k ac %
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segmentrecorded 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 89 per cent during 1980-85 and 1985-89

respectively. But gradually declined to 5.4 per cent and 3.8 per
cent in 198 9-90 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 198 5- 89 and then significantly 24.0 percent in 1989- 90." The
grow th rate . of capital goods was 17.4 per cent in 1990-91.

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, che mic al s,
petrochemicals and " allied industries recorded a faster rate as
compared to others. - During this . period, the production of
che mic als and che mical product industries, expanded at an annual
average rate . of 11. 19 per cent as compared to that ofonly 547 per

cent inmachine building sector.

Moreov er, durin g this period, iron and steel, basic metal and alloys
and metal products recorded only 5.15 percent4.94 per cent and
395 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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The main factors which were responsiblefor the industrial

recoveryduring eightiesare described as under:

(@) Introduction ofnew industrial policy and liberal fiscal period .

(b)Higher contribution ofagricultural.sector insome ofthe regions
in the country which helped in raisin g the demand for industrial

inputs used for agricultural production.

(c) Revival of investment in the infrastructure sectors and its

effects inraising the degree ofefficiency ofthe industrial sector.

4. Fourth Phase: IndustrialRetrogression followed by an
Upturn and DownturnNineties (1991-92 to 1997-98):

The fourth phase of industrial growth covers the early part of
nineties, ie., from 1991-92 " to. 1997-98. " This short period
experienced a sharp industrial retrogressionfollowed by an

immediateupturn inthe industrial growth ofthe country.

Durin g 199 1- 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 199 0- 91. This is the clear evidence of sharp industrial

retrogression inthe country.

But after that * in. 1995-96  the country experienced an industrial
upturn trend as annual growth rate durin g this year stood at 11,7
per cent, Durin g the year 1996-97 industrial output has increased

by 7.1 per <cent and further 8.6per cent in 1997- 98.

The indus trial growth rates by wuse-based industrial classifica tion

again showed downward trend from April to Feb. 1997 to 7.2 and
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(b)

10. 2 per cent in April to Feb. 199 8. The grow th rate of consumer
non- durables decreased to 4.2 per cent and 2.4 per cent durin g

April- Feb. 199 6- 97 and 199 7- 98 resp e c tively. The grow th rate of

capital goods industry declined to 7.2 per cent in 199 6- 97 and to
1.8 per cent in 1997- 98. Durin g the same period, the general
grow th rate of industrial production decline d from 7.7 per cent in

1996- 97 to only 4.7 per cent in 199 7- 98.

Causes of Industrial Slow dow n:

The factors responsible for industrialslow down in the
fourth phase are summarized as below:

(a) Decline in the growth ofexport to 4.6 per cent in the first eigh t
months between Apriland November 199 7.

The impac t of the tight mon ey policy followe d in 199 5- 96 when

the monetaryexpansion was about 13.7 per cent;

(c) Significant build up industrial capacity. in the first phas e of

liber aliza tion ;

(d) In some case s the rate ofdemand growth was overestimated.

Signs of SustainedIndustrial Recovery in 1999-2000:
The acceleration of growth rate's in various sector s of the economy
und e rlin e the significance ofindustrial recovery inthe current year

and cyclical downturn.

However, following are some of the major indicators of

industrialrecovery in recent years:
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(a) Overall industrial output ofthe country ie. 6.2 per cent in April-

December 1999 as compared  to that ofonly 3.7 per cent in April-
December 1998.

(b) The position of electricity generation remained much better in

1999- 2000.

(c) Manufacturingsegment.of industrial sector has grown by 6.7

per cent in April to December 1998.

(d) Asper use Dbased classificatio n;. basic good's, \intermediate goods

and consumer goods, are having higher growth in1999- 2000 .

(e) Non- met allic mineral products, machinery and equipment; wool,
leather, paper and basic chemicals are some of the industries

growin g at mor ¢  than 10 percent during 1999-200 0.

(f) Industries like electricity, crude oil, coal, steel and cemen't
havin g a weigh t of26. 7 per-cent in over all IIP, grew at 8.2 per cent

in April- December  1999.

(g) Better corporate performance in @ 1999-2000 compared to

previou s year .

Industrial Slowdown since 2001:
In recent years, the country is experiencing a serious phase of
indu s trial slowdown during 2000- 01 and in 200 1- 02. The over all
industrial growth during April- December 200 1- 02 at 2.3 per cent,

is substantially lower than the 5.8  per cent achieved during 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.

Industrial slowdown was recorded in all broad sectors such as
manufacturing, electricity and mining an all end wuse 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 anumber of

structuraland cyclical factors.

Public Sector AND its'performance. after reforms:

The poor performance of the public sector especially in
education, health and other social services has beenthe subject
ofa lot ofdebates inthe last few decades. The dominant narrative
has .attributed implementation failures to corruption, lack of
accountability, poor incentive mechanisms an dover - size d
government —aspects ofinefficiency and rent-seeking assumed to
be inherent in state systems. Solutions put forth therefore focus
on cccumventing the system, through technological
interventions, or non-state participation that is aimed at either
replacing the government system completelyor partially through
public-private. partnerships. While it cannot be denied that the
system isfar from perfect, the suggested solutions donot address
the core institutional shortcomings that exist. Hence, they might
show some positive rtesults 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 “mnimum  government”, India has one of the smallest
governments in the world in relation to its population. The US,
for instance, not considered a proponent oflarge government, has
668 government employees perdakh population, comparedto 139
inIndia.

The shortages in the crucial areas of education ~and health fall
below internationally accepted mnorms as well. Hence, WHO data
show nursing and midwifery personnel in India at 2.094 per
1000population, compared with 5229  in South Africa, 4.124 .in
Malaysia and 7.444 in Brazil. In  fact, the shortfalls exist'even
when measured against the government’sown 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. Ineducation,

the sittation is ~nobetter. 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
ofchildren currentlyout ofschool [estimates range from six to 40
million] . What is worse isthat 25% ofteachers thatare appointed

do not possess therequisite qualifications [U-DISE  2017- 18],
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reflecting another dimension of poor capacity, besides being a

violation ofthe RTE Act.

While these figures reflect the lowest rung of government, the
shortagesextend to the block and district levels as well, adding to
the burden of inefficient delivery. Fordinstance, a recentstudy of
five states (Rajasthan, 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’, ie,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 Coordinatorsand 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 intheir ranks. Similarly, in health, the gaps
extend beyond the frontline to specialists in hospitals, with a 67%
shortfall in paediatricians -~ and 68% 1 ‘total specialists at

communityhealth centres.

Even as these shortfalls abound, the range of tasks expected by
the lower burecaucracy. has only grown, without commensurate
training or assistance forthe increased work load. For instance,
in addition to theregular 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 Ilevel), follow up
on ever-increasing legal cases and be available for a myriad other

government duties. But there are mnolegal assistants or data
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enumerators (only data entry operators) in the system. It comes

as no surprise then thata recently concludedstudy 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
addresspoor delivery of.social services are silent.on the issue of
inadequate human resources, amongother shortfalls incapacity.
It does not take much to see that without trained staff to oversee
the technological revolution, digital classrooms cannot work, in
ad dition to_the fact that most rural schools have little or no digital
penetration. After all, school tutorials provided through mo bile
apps.can serve to provide additional supportbut do not address
the basic shortcomings.in theclassroom, mostimportantly the
absenceofa teacher.

Simila rly, 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 isunlikely to have alasting impact.

While capacity issues extend toother facets ofthesystem 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 increasin g
employment and economic development of India. It improves the growth of
the country by increasin g urban and rural growth .« Role. of Small and
medium scale enterprises are to help the government in  increasin g
infrastructures and manufacturing industries, reducin g issues . like
pollution, slums, poverty, and many development acts. Small scale
manufact u rin g industries and cottage industries play a very important role
in the economic  developm e nt of India. If any amoun t of capital is invested
in small scale industries it will help in reducing unemploym en t in India and
increasin g self- employment. The industry is a sector in  which the
production of'goods isa segment ofthe economy. Let us learn more about
the importance of Small scale industries and how ~SSIhelps in  developing
the country.

Small Scale Indus tries Definition

Previously, the definition of small scale industries depended upon the
busines s’s capital and labour . This definition is still used todemarcate
betwe e n small, medium and large- scale industrie s .

The Central Government has the autho rity to deter mi n e 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 ente r p ris e in which investm e n t in plant & machin e ry rang e s betwe e n Rs.

25 lakhs to Rs. 5 crores is a small- scale industry .

Similarly, for industries that provide services, the investment requirement
isbetwe en Rs. 10 lakhs and Rs. 2 crores .

Foreign Capital in India: Need and Forms of Foreign Capital!
Everywhere in the  world, includin g 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, ithas become even stronger since mid- 1980 .

The experience of South < East. Asian Countries (1986-1995) has esp'e ci ally
confrmed this belief and “has led to . a progressive .reduction in
regulations and restraints that could have inhibited the inflow of foreign

capit al.

1. Nee d for Foreign Capital:

The nee d for foreign  capital arises . because of the following reasons. In
most . developingcountries 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 dome s tically available sup plies 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 is7percent and the capital- output ratio

is3percent, then the rate ofsaving requiredis2l percent.

If the saving that can be dom e s tic ally mobilize d is 16 percent,there is a
shor tfall or a savings gap ofSpercent. Thusthe foremost contribution of
foreign capital to national development is its role in fillingthe 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 earnin gs plus net public

foreign aid. This isgenerally called the foreign exchange or trade gap.

An inflow of private foreign capital  helps in removin g deficit in the
balance of payments over time if the foreign-owned enterprise can

generate anet positive  flow ofexport 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 econ o mic

development.

Foreign investment meets the gap in management, entrepreneurship,
techn olo gy and skill. The package of these much-needed resources is
transferred to the local country through training programmes and the
proce ss oflearning by doing’. Further foreign companies bring with the m
sophisticate d ' tech n olo gic al knowled g e about produc tion processes while
transferring modern machinery equipment to the capital- poor developing

countries.

In fact, in this era of globaliza tio n, there is a gre at belief that foreign
capital transforms the productive structures ofthe develo ping €cono mic s
leading to high rates of growth. Besidesthe above, foreign capit al, by
creating mnew productive = assets, contributes to the generation of

employment aprime need ofacountry like India.
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2. Forms of Foreign Capit al:

For eign Capital can be obtain e d inthe form  of foreign investment or non-

conce ssional assistance or concessional assistance.

1. Foreign Investment includes Foreign Direct Investment (FDI) and
For eign Portfolio Investment (FPI). FPI includes . the amounts raised by
Indian corporate through Euro Equitie s, Global Depository Receipts
(GDR’s), and American Depository Receipts (ADR’s).

2. Non- Concessional Assistance mainly includes External Commer cial
Borro win g s (ECB’s), loans from governments = of othe r
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 basisor 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 interms ofits 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 REFORM S

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 ter ribly 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 ther e wer e problems of
variou s kinds. On the  whole, slow and uneven progress had tak en place.
In the beginning of 1990s India was faced with serious fiscal and
finan cial problems. It had to approach the World Bank and other
international financial institutions for financi al assistance. It was against
this backdrop, that wide-ranging reforms, encompassing all sectors of
the econo my wer e initiated. This chapter outlines theneed for reforms in

the financial sector and presents asummary ofthese reforms

NEED FOR REFORM S

The Indian finan cial syste m of the pre- refor m period essen tially
catered to the needs of planned development ina mixed ~ economy
frame work, where the government had a pre-dominant role in econo mic
activity. In ‘order to facilitate the large borrowing Tequirements 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 notdevelop. 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 frequentlyrevised 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  conce s sional
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credit to certain sectors had resulted in cross sub sidiza tion which
implied that higher rates were chargedto non-concessional borrowers.

The regulation of lending rates led to the regulation of deposit rates to

keep the cost offunds to banks at reasonable levels. The system of
administered rates had led to multiplicityand  complexity of interest
rate s. 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 profita bility of
the banks. Lack of reco gnition of the importance: of transparency,
accountability, and prudential norms inthe operations ofbanking syste m
led to a rising burden ofnon-performing assets. The policies pursued did
have many ben efits. The post nation aliz atio n phase witnessed significant

branch expansion to mobilize savings

THE REFORMS OF 199 1 (NCR- )

On the whole, bank s, 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 ran gin g econo my wide reform.s 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 ofthe
RBI. The Committee was to examine the existing structure of the
finan cial syste m and its  variou s components and to mak e
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 finan cial
institu tion s

Rol e of Foreign Trade in India
For ei g n trad e is playing an incr e a si n g ly larg e role in the Indian econo my .

The size of India n foreig n trad e and its value both have
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increased during post-independence period. The increase inforeign trade

however, cannot be said satisfactory during initial period of planning
because Indian share in total world trad e has remained remarkably low
and itdecreased over the years. In 1950’s, India’s  share inworld 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, 197 0) 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 200 6 to 1.3 per cent in 200 7. Durin g 2007,
India’s imports were 1.5 per cent of world imports.  India was  the

26t largest exporter and the 18 th largest 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 han d, 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 trad e has gone up from US$ 2542 million in 1950-51 to

US$ 3986 5 8million i 2007- 08. But much of this increase was
concentrated in the last ten years. The wvalue of India’s imports has
increased because of rapid industrialization, periodic  hike in oil prices,
policy of import liberalization, and imports to control inflationary

pre ssure within the country.

The first twen ty year s of Indian Plan nin g wer e mar k e d by “Expor t Pessimis m” . Durin
g this perio d the focus of the plan n e r s was on impo r t sub stit u tio n rat h e r than expo r

t pro m o tio n . It was from early 197 0’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. Asa result, India adopted export promotion measures. However,
the basic framework of industrial and. trade policies remained
unchanged. It was only from 199 1 that exports was seen as an integr al
part of industrial and development policy. The policy thereafter
emphasized technological up gradation, red u c tion of custo m duties, freer
imports and domestic and international competition . for the entire

industrial sector as pre-requisite for export promo tion.

The structure of India’s  foreign trade is typically of a developing
econo my . 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 mate rials and allied products. One of the
reasons for this trend ‘isincreased population and local demand = for these
products. On the other side the exports of non- traditio nal item s is gainin g
importance. Engineering, handicrafts,iron ad steel, che mical, 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 beenmarked change in therelative share of trade to various
countriessignifying the emergingnew ecconomic 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 isdeclining inrecent years Whereas
trade withOPEC(Organization of Petroleum Exporting Countries)
countries like Iran, TIraq etc, Eastern Europe and other developing

nations isassuming 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
alleconomic transactions between the residents ofacountry and the rest
ofthe world. It iscomposed ofall 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

transferredto non-residents or foreigners.

Foreign Trade Policy and Balance of Payments

For eign Trad e Policy and Balanc e of Payments
Main Features ofIndia’s Trade Policy
Phas e s of India’s Trad e Policy
India’s Foreign Trad e Policy, 1991
Major Trad e Reform s
Assessment ofthe New . Trade Policy
Balanc e of Payments (BoP)
Current Account Deficit (CAD)
Capit al Account Deficit
Other Non- debt Flow
o India’sexports grew at an aver a ge pace of 12% in the April-Nove m b e r 2017
period from a year earlie r , slowe r tha n thos e of Vietn am and Indone si a,

which grew at 24% and 16%, resp e c tiv ely .

o While India’s dou ble- digit growt h in expo rt s mar k s an improv e m e n t over
fiscal 201 7 when expor t s gre w at sligh tly abov e 5%, the r e are sever al worryin

g signs inthe exportdata.

o The disaggregatedexports data show that the rebound inIndia’s

exports growth inthe current fiscal year has been very uneven.
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Expor t s of two comm o di ty- base d sectors—petroleumproduc tsand

iron and steel (and oth e r met als)}— h av e acco un t e d for more than half of the

expor t growt h in the cur r e n t fiscal year .

o The most worrying part about India’s export performance isthe
growin g diver g e n ¢ e betw e e n labou r -inten siv e secto r s and othe r sector s .
As the cha r t below shows, the aggre gate export growt h in
labou r - inten siv e secto r s — t ex tile s, electr 0 ni ¢ goods, gem s and
jewellery, leather, and agriculturalproducts—hasremaine danae
mi c even as over all expor t.s grow t h has picke d up pace in rec e n't mont h

S.

o The chartsugg e sts that a key engin e of job crea tio n in the Indian econo my

has been malfunctioning.

o The slug gish growth in labo ur- inte nsive exports comes at atime
when ' glob al trad e ‘has picked . up pace, and when currenc ylevels
have been relatively stable. This sug ge sts that dome s tic
developments such as the ham-handed implementation ofthe goods
and service s tax (GST) are toblame, wrote¢ economists Dharmakirti
Joshi, AdhishVerma, and PankhuriTandon of CRISIL inarecent
note on exports. The economists argued that the implementation of
GST and the associate d glitch e s have hit the small and mediu m -

scale enterprises the hardest, derailing growth insectors

o such as textiles, gems and jewellery, and leather—where such

enterprises dominate the sup ply chain.
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o But they also point e d out that while the clum sy imple me nta tio n of the GST

may have exace r b ate d the woes of thes e sectorsinrece nt mont h s, thes e
secto 1 s have been losing comp e ti tive n e s s over a much long e r stre t ¢ h of

time .

o What this suggests isthat the real fixinreviving India’s export
engine will lieinstructural solutions involving ease of access to
basic infrastructure such as roads, ports, and power.as well as
simplifica tion ofbusiness regulations and labour laws. While a
simpler GST structure would definitely help ‘exporters,  especially
smaller enterprises, this needs tobe followe d up with mor e broad -

ran gin g reform s .

o The NarendraModi government s ability todeliver on its promis e of
job creation before itfaces general elections n 201 9 will hing e
crucially on how far itisable to facilitate arecovery in key labour -

intensive industries.

2marks

1. composition ofindia’s foreign .= trade.

Men tio n any four institutional sources ofagricultural finance
Men tio n main impor ts inIndia

What is excis e duty?

What is deficit finance?

o noA W

What do you mean bysectoral comp o sition ?
7. What is irrig ation

6marks

1. Discuss the major technolo gical changes in agriculture sector and

how itisimplemented for present agrarian society.
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2. Explain the concept ofagricultural produ c tivity

3. Discuss the changes in the direction of India’s foreig n since
trad e

1991
4. Briefly evaluate the role of foreign _capital inindia
5. Describe the main features ofnew industrial policy of 199 1
6. Analyse various causes of indus trial sickness in India

7. Discuss the causes disequilibrium in balance of payments position

ofIndia. Suggest the remedial measures.

8. Describe the importance ofindustries inindian econo my

9. Distin g uis h betw € € n.econo mic grow t h.and econo mic develop men t. Iden

tify‘any four indicato r s of econo mic development.

10. Outline the importance  of foreign trade in the econo mic

development ofacountry.
11.Discus s ' the merits and demerits  ofpublic sector inindian economy

12. Analyse ~ the importance of the role of private sector in indian

econo my
13. Explain the significanc e of service sector in India

14. Explain the comp o sitio n of exports in India
15. Stat e and explain the major finan cial institutions in India providin g

finan cial assistance toindustries

16. Distin g uis h betw e e n balan ¢ e of trad e and balan c e of paym e nts . Why mus t

the balanceofpavmentshbalanceinthe lono run?
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17. Explain india’s trade policy since 1991
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UNIT -V

S.NO | Question OPTION A OPTION B OPTION C OPTION D Answer
1 In India, Inflation National Wholesale Consumer Price | None of above Consumer Price
measured by the : Income Price Index Index Index
Deflation number
2 What is "Stagflation"? Inflation with Deflation with | Inflation after Inflation with Inflation with
growth growth deflations depression depression
3 In india disguised Agricultural industrial service sector trade sector Agricultural
unemployment is foud sector sector sector
in
4 Inflation is caused by: Increase in Decrease in Increase in Increase in C Increase in
supply of money supply money supply cash with the money supply
goods government
5 Division of labour is the | Complicated Excessive Excess supply Specialisation D Specialisation
result of work pressure of labour
6 The type of Structural Frictional Open Seasonal Seasonal
unemployment, in
agriculture sector in
India is
7 Deflation is deficit budget reduction in contraction in increase in contraction in
taxation volume of public volume of
money or expenditure money or
credit that credit that
results in a results in a
decline of price decline of price
level level
8 Which of the following GDP Deflator CPI-AL/RL CPI-IW WPI WPI
Price Indices of India is
considered for
measuring ‘Headline
Inflation’?
9 Which among the Raising the Raising the Purchase of Rationing of Purchase of
following can not be Bank Rates Reserve Ratio securities in the | the Credit securities in the

called an ant inflationary

Requirements

Open Markets

Open Markets




measure?

10 Inflation is the state in The value of The value of The value of The value of The value of
which money money the money money money
decreases increases increases first decreases first decreases
and then and increases
decreases later
11 Inflation brings most Government Creditors Savings Bank Debtors Debtors
benefit to which one of pensioners Account
the following holders
12 Increasing hyperinflation | galloping stagflation reflation stagflation
unemployment and inflation
inflation is a situation
of
13 The period of high stagnation take-off stage stagflation galloping stagflation
inflation, low economic in economy inflation
growth and high
unemployment is
termed as
14 Black money counterfeit money earned | money earned | income on income on
implies currency from chit funds | through which payment which payment
underhand of tax is usually of tax is usually
deals evaded evaded
15 In terms of economics, Double Deflation Deep Recession | Double Dip Deep Recession
the small gap between Deflation Recession
the first recession and
second recession is
known as
16 An essential attribute of | Increase in Less Presence of Absence of Increase in
inflation is prices production black market black market prices
17 The Inflation Cost-push Unrealistic Secondary Demand Pull Cost-push
experienced in the inflation inflation inflation inflation inflation
country at present
is
18 Ten rupee notes bear President Finance Secretary, Governor, Governor,




the signature of Minister Ministry of Reserve Bank Reserve Bank
Finance of India of India

19 For international British Sterling | Gold Standard | American Euro American
payments, the Indian Dollar Dollar
currency is linked
to

20 The States debt does not | Agricultural Loans from Loans from the | Treasury bills issued Treasury bills
include loans State Bank of Central to international issued to

India Government financial institutions international
financial
institutions

21 How many languages 10 12 15 18 15
are used on a ten rupee
note ?

22 Which of the following Surplus Budget | Increase in Reduction in Other deposits Surplus Budget
can contain Inflation ? taxation public with RBI

expenditure

23 Monetary policy is Money leaders | Private Central Bank Microfinance Central Bank
regulated by entrepreneurs organizations

24 Increasing prices related | Generation of | Adverse effect | Promotion of Adverse effect Adverse effect
to black money on speculation | inequalities on balance of on speculation

payments

25 The effect of inflation on | Reflation Stagflation Fiscaldrag Consumer Price Fiscaldrag
tax revenue results in a Index
situation known
as

26 Unemployment which Cyclical Seasonal Technological Frictional Frictional
occurs when workers unemployment | unemployment | unemployment | unemployment unemployment
move from one job to
another job is known
as

27 Unemployment in a Natural Lack of Lack of Switch over Lack of
developing country disasters effective complementary | from one job to complementary
generally takes place demand factors of another factors of




due to production | production

28 The Food For Work Jawahar Rozgar | National Rural | Integrated Rural Landless National Rural
Programme was later Yojana (JRY) Employment Rural Employment Employment
renamed as Programme Development Guarantee Programme

(NREP) Programme Programme (RLEGP) (NREP)
(IRDP)

29 Under Indira Gandhi 55 Years 60 Years 65 Years 70 Years 65 Years
National Old Age
Pension Scheme
(IGNOAPS), the benefits
are available to the
people having minimum
age of

30 The Govt. of India does | Rural Health Sukanya Jeevan Sathi Mahatma Gandhi Jeevan Sathi
not provide any direct Mission Samridhi Yojana National Rural Yojana
financial assistance to Yojana Employment
which of the following Guarantee scheme
schemes

31 Indian’s wage policy is Savings Productivity Cost of living Standard of Cost of living
based on living

32 type of Structural Seasonal Disguise Unstructural Disguise
unemployment is found | Unemployment | unemployment | unemployment | employemnet unemployment
in India.

33 If a person is ready to Voluntary Involuntary Seasonal Disguise Involuntary
work at the prevailing unemployment | unemployment | unemployment | unemployment unemployment
wage rate in the market,
but he is unable to find
the work, then what
type of unemployment
would it be called

34 is the type of Involuntary Disguised Seasonal Structural Disguised
unemployment do the unemployment | Unemployment | unemployment | Unemploymen Unemployment
marginal productivity of t

the workers is zero




35 Cyclical and frictional Less developed | Developing Developed Less developed Developed
unemployment are and developing | countries countries countries countries
found in countries both

36 Who developed the John Keynes Amartya Sen John Robinson | Alfred Marshall John Robinson
concept of disguised
unemployment?

37 is the right Total number Total labour Total number Total labour Total number
formula to know the of unemployed | force / Total of force / Total of
unemployment rate / total labour number of unemployed / number of unemployed /

force X 100 unemployed x | total labour unemployed x total labour
100 force x 1000 1000 force X 100

38 Who are counted in the | The population | The population | The population | Population of The population
labor force of a country? | of 18 to 60 of 15 to 65 of 18 to 65 21 to 62 years of 15 to 65

years of age years of age years of age of age years of age

39 . In a business, raw Capital stock Inventory Investment Net worth Inventory
materials, components,
work in progress and
finished goods are
jointly regarded
as

40 The difference between | Corporate Personal taxes | Transfer Depreciation Depreciation
GNP and NNP profits payments

41 Which of the following is | Estate Duty wealth Tax Capital gain tax | Ceiling or Ceiling or
a direct methhod of Holding Holding
reducing Economic
Inqualities?

42 The classification of Their daily They are They get work | They belong to They are
persons below the wages fall entitled to a for a prescribed | agricultural labourer entitled to a
poverty line in India are | below the minimum minimum household and the minimum
based on prescribed prescribed number of days | scheduled caste/tribe | prescribed food
whether minimum food basket in a year social group basket

wages

43 Poverty Gap Gap between Gap between Gapin The difference The difference

reflects the rich and developed infrastructural | between poverty line | between poverty




the poor nations and facilities and actual income line and actual
developing between levels of all those income levels of

nations developed living below that line | all those living

nations below that line

44 The type of Disguised Cyclical Frictional Structural Disguised
unemployment mostly
found in India can be
characterized as

45 Among the reasons for | highilliteracy low levels of choice of a heavy pressure of low levels of
disguised rate technological heavy industry | population along with | technological
unemployment in the development model for slow implementation | developmentin
rural areas is in the country | economic of land reforms the country

development

46 In India, present trend of | abolition of break up of influence of lack of lack of
rapid urbanization is due | zamindari joint family cinema and employment employment
to system system electronic opportunities opportunities

media in rural areas in rural areas

47 Which of the following is | ADHAR National Social | Jawahar Gram | Swarnajayanti ADHAR
not a Poverty Assistance Samridhi Gram
Eradication Programme Programme Yojana Swarozgar
launched by the Govt. of Yojana
India ?

48 What type of Structural Seasonal Disguise Frictional Seasonal
unemployment is found | Unemployment | unemployment | unemployment | unemployment unemployment
in India?

49 In which type of Disguised Involuntary Seasonal Structural Structural
unemployment do the Unemployment | unemployment | unemployment | Unemploymen Unemployment
marginal productivity of t
the workers is zero?

50 What type of Involuntary Voluntary Structural Disguised Voluntary
unemployment is found | unemployment | unemployment | unemployment | Unemploymen unemployment
in developed countries? t

51 What type of Disguised Voluntary Frictional Structural Frictional

unemployment is found

Unemployment

unemployment

unemployment

Unemploymen

unemployment




in the agriculture sector
of India?

52 Cyclical and frictional Less developed | Developing Developed Less developed Developed
unemployment are and developing | countries countries countries countries
found in....... ? countries both

53 Who developed the John Keynes Amartya Sen John Robinson | Alfred Marshall John Robinson
concept of disguised
unemployment?

54 When aggregate An expansion A contraction A peak A turning Point An expansion
economic activity is
increasing, the economy
is said to be in

55 The Inflation Cost-push Unrealistic Secondary Demand Pull Cost-push
experienced in the inflation inflation inflation inflation inflation
country at present
is

56 The Singapore Mauritius USA China Mauritius

country is
sending the largest
share of FDI inflow in
India.

57 Foreign Direct FDI brings FDI targets Fll is Fll targets both FDI brings
Investment(FDI) and capital, specific sectors | considered primary and capital,
Foreign Institutional technology & and Fll help in more stable secondary market technology &
Investment(Fll) are management increasing while FDI targets only | management
distinct in terms of? and Fll brings foreign capital primary. and Fll brings

only capital availability only capital

58 In India, inflation Wholesale Consumers Consumers National Wholesale
measured by Price Index Price Index for | Price Index for | Income Price Index
the number urban non- agricultural Deflation number

manual workers
workers

59 Monetary policy is Money leaders | Private Central Bank Microfinance Central Bank
regulated by entrepreneurs organizations




60 Unemployment in a Natural Lack of Lack of Switch over Lack of
developing country disasters effective complementary | from one job to complementary
generally takes place demand factors of another factors of
dueto production production
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SYLLABU S
UNIT S: Inflation, Une m ployment and Labour market- Inflation- Cause s
of Rising and Falling Inflatio n, Inflatio n and Inter e st Rates, Social Costs of]

Inflation- Unemployment- Natural Rate of Unemployment, Frictional and
Wait Unemployment. Labour Market and its Interaction with Production

Syste m - Phillips curve, the trad e-off between inflation “and unemployment,

Sacrifice ratio, role ofexpectations adaptive and rational.

INFLATIO N

The problem of inflationis as old as market system. But,,a persistent,
continuous and high rate  of inflation—generally, 5% or more—has
emerged during the post- War II perio d as the most intractable = econo mic
pro ble m for both theoreticians and policy-makers all over the world . The
pro ble m of inflatio n has received a .more serious atte ntion since the early
1970s . Acontinuous risein the general price level over a long period of
time  has been the most common feature of both developed and
developing economies. For example, the US s currently facing the
problem of rate of inflation (around 5 percent) even though the US
economy is facing rece ssion. India, a fast.developing nation—growing at
the rate 0f9% per annum was facin g ~ahigh rate ofinflation—over 12%in
the 2nd half of 2008 which had created econo mic, social and also
political problems of the country. Persistent inflation is perhaps the
second most serious macroeconomic problem confronting the world
economy today—second only to hunger and poverty in the ‘third world .’
Some authors consider inflation as the ‘domin ant econo mic proble m’ in
modern times. The persistent inflation and the problems associated with

inflation have claimed more attention of the economists, policy makers

Prepared by Dr. PADMAAVATHY.PA, Assistant Professor, Dept of Mgmt,
KAHE, Page 1




KARPAGAM ACADEMY OF HIGHER EDUCATION

Clas s: III B.COM CA Course Name: Indian
Economy

Cour se Cod e: 17CCU604A UNIT -V Semester: VI Year:
2017-20Bat c h
and politician s than any other macroeconomicproble m. This has led to

abounding increase in the literature on inflation. In this introductory
Chapter, we discuss three mainasp e cts of inflation—meaning,
measurement and effects of inflation. The theories of inflation and the
relationship between inflation and unemployment are discussed in two
subsequent chapters.

According to Coulborn, inflation is a situation of “too much mon ey
chasin g too few goods.” According to Kemmerer, “Inflatio n is ... too much
currency in relation to physical volum e of business.” Crowther defined
inflation as, “a state in which the value of mon ey is falling, that is, prices
are rising.” The generaldrawback ofthese definitions isthat they tell the
cause of inflation rather than telling what inflation is. The definition s of

this orientation do not capture the full implication s of the  inflationary
situation. Besides, despite being theoretically unsound, these = definition s
are alleged. to be of little use in  the formula tion of anti- inflation policies,
especially under modern economic conditions characterized by
complexity ‘of factors causing inflation .

What Rate of Price Rise is Inflation? If one goes < by the definition of
inflation given by some modern economists,any rise in the general price
level is not inflation. In their opinion, only a_ ‘persistent’, ‘prolonged’ and
‘sustained’ and a ‘considerable’ and ‘appreciable’ rise in the general
price level can " be called ‘inflation’> Though the terms ‘persistent’,
‘prolon ged” and ‘sustained’ are not defined  precisely, it implies that if
price rise is not ‘persistent’, prolonged or sustained, it is not inflation
whatever the rate of rise in the general price level. Nor do the
economists specify what = rate of price rise is ‘considerable’ or’
appreciable’ - 1%, 5%, 10%, 20% or what ? They do not provide a specific
answer to this question too. It may thus be concluded that modern

economists do not provide a definite answer to the question as to ‘what
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rate of increase in price rise is inflation’. However, if one goes by

Samuelson-Nordhaus definition of inflation, ‘arise in the general level of
prices’ is inflation. It means that any rise in the general price level over
and above the baseyear level is inflation. This is the concept of inflation
which is generally used in the analysis of price behaviour. For instance,

the rate  of price rise in India during April- May 2009 was below 1% and

had gone down to 0.13 % in the last week of May 2009 - the lowest in 30
year s. This almost zero rate of rise in the general price was called
inflation in public report. This is.the practice, in < fact, in all other

countries and adopted also by the international organizations like World
Bank and IMF. Now a question arises here :What isthe desirable rate of
inflation ? The econ omists’ point of view on this question. is discussed
below. What is Desirable Rate of Inflation ? The question as to what'is a
desirable rate of inflation can be answered by linking it to the economic
and social needs ofthe country. Ingeneral, amoderate  rateofinflation is
considered to be desirable and . acceptablefor at least three reasons. (i) A
moderate ‘rate  of inflation keep s the economic outlook optimistic,
promotes econ o mic activity and prevents economic stagnation. (i) It is
helpful = in the mobilization of resources by increasing the overall rate of
savings and ‘investment—inflationary financing has, in fact, been  widely
used to finance  economic growth ofthe underdeveloped countries.

(i) It is historically evident . that, despite intermittent deflation, the
general price level has exhibited a rising trend, and some increase inthe
general price level isinevitable inadynamic and progressive economy. A
rate of inflation  higher than the desirable rate of inflation is considered
to be ‘considerable’. Now the question arises : What is the Moderate
Rate of Inflation ? This question cannot be answered in  specific
percentage termsbecause desir a bility ofinflation depends on the need

and the absorption capacity of a country which  are subject to variation
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from time to time . The cap acity of a coun t r y to abso r b inflation may be define d in ter m

s of the limit of the price rise beyon d which the econo my gets overheate d and macr o
variabl e s like savin g s, invest me n t, growt h of

output, BOP position, and employment get adversely affected. The
absorption capacity, so defined, varies from country to country and from
time to time depending on their growth potentials. Therefore, the
desirable limit or the moderate limit ofinflation has.to bedetermined for
each country and for different periods oftime. There isno definite rule in
this regard. However, based on the past experience, itis some  times
suggested that 1-2 percent inflation in. developed countries and 4-6
percent inflation in less developed countries isthe appropriate - and
desirable limit of moderate inflation. As‘ regards the desirable rate’ of
inflation for India, the Chakravarty Committee (1985), a Committee set

up bythe RBItoreview the monetary = system ofthecountry, considered a

4-percent rate of inflation in India socially desirable  and conducive to
econo mi ¢ growth. Some economists consider a lowerrate of inflation to
be desirable. “Some people who regard inflation .as an  econo mic evil

believe that a price level rising at a  rate ofaround 1.5 percent ... assists
in achieving and maintaining full employment anda satisfactory rate of
grow th.” Howev er, if one goes by the recent record of inflation, inflatio n
rate of 1.5 percent appears to be too low to maintain “full employment
and a satisfactory growth rate.” To conclude, a price rise of 2-3 percent
per annum in the developed economy and 4-5 percent per annum in the

developing economies 1is generally considered as the desirable rate of
inflation. Therefore, a price rise in excess of 2-3 percent in developed
countries and 4-5 percent in developing countries can be regarded as
‘considerable’ and undesirable.This definition may not be theoretically
defendable but it is empirically defendable. Also, it has animportant

policy implication, 1i.e., so long as (i)the general level of price rises at an
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annual average rate of a 2-3 percent in developed countries and 4-5

percent in less developed countries, and (ii) macrovariables are not
adve rsely affected by the price rise, an  anti- inflationary policy is not
advisa ble as it may distort the price system and affect adversely the
employment and growth process. 92 Methods of Measuring Inflation
There are two common methods of measuring inflation : (i) percentage
change in Price Index Numbers (PIN), and (ii) change in GNP Deflator.
The two methods of measuring inflation are - discussed below. Measuring
Inflation by PIN The followin g formul a is used for measuring the rate of
inflation through the change inthe PIN.

The formul a used for calculatin g inflation through PINs isas follows:

Rate of Inflation =~ = PINt- PINt- 1/PINt- 1 * 100

Wher e, PINt = Price Index Number for year. t

PINt- 1 = Price Index Number for the preceding year . (t- 1)

The most com m on ly used price indices for calculating - inflation through
PINs are’ as follows:

(a) Consumer Price Index (CPI):

Refer s to the price = index that measures the change occurred in
the prices,of consumer goods ‘and services purchased by households over
a period oftime. The Bureau of Labor Statistics, U.S., has defined CPI as
“a measure ofthe average change over time in the prices paid by urb an
consumers for amark et basket ofconsumer goods andservices.”

(b) Wholesale Price Index (WPI):

Refer s to the price index that is used to estimate the average
change in price of goods in  wholesale market. W PI is also known as
Producers Price Index (PPI). It is different from CPI as the amount paid
byconsumers does not come directly to producers. This isbecause of the
reason that the revenue generated from the sales of goods and services

is subject to price subsidization, profits, and taxes.
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(c) Let us  understand the computation of inflationrate  with the helpof

PIN. Suppose CPI of a country in February 2007 was 202.416, while in
February 2008 was 211.080.

Rate of Inflation =PINt- PINt- 1/PINt- 1 * 100

Where, PINt = 211.080

PINt = 202.416

Rate of Inflation =211.080- 202.416 /202416 *100

Rate of Inflation =4.28%

Through GNP Deflator:

Apart from PIN, GNP deflator is also used for the measuring the rate of
inflation . GNP deflator is the meas ure of price levelsof all the final good s
and services produced inan econo my in a specific period of time .

The formula used for the calculation of GNP deflator isas follows:

GNP Deflator = (Nominal GNP + Real GNP) * 100

Wher e Nomin al GNP = GNP . at current prices

Real GNP = GNP at constant price s

The < percentage change in GNP . deflator of two consecutive years
provid e s the rate of inflation .

Let us calculate the rate of inflation throu gh GNP deflato r with the help
of an example. Sup pose nominal GNP of acountry in 200 6-2007 is Rs.
1840 thousand crores and real GNP is Rs. 1236 thousand crores. In
additio n, in 2005- 2006, the nomin al GNP isRs. 156 Othousand crores and
real GNP isRs. 1100 ~ thousand crores.

Now, the rate ofinflation is calculated as follows:

GNP Deflator (2006-2007) = (1840/1236)* 100 = 149

Now, GNP Deflator (200 5-2006) = (1560/1100)* 100 =142

Therefore, the rate of inflation in the country between 2005-2006 and
2006- 2007 would be as follows:

Rate of Inflation = [(149-142)/142] *100
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= (7/142)* 100

= 4.9%

UNEMPLOYMENT

Unemployment occurs when a person who is actively searching for
employment is unable to find work. Unemployment is often used as a
measure of the health of the economy . The most frequent measure of

unemployment is the unemployment rate, which is the number of

une m p loy e d people divided by the number of people in the labo r force .

While the definition of unemployment is clear, economists divide
unemployment into many different categories. The two broadest
categories of unemployment are voluntary  and involuntary

unemployment. When unemploymentisvoluntary, itmeans that a person

has left his job willingly in search. of other employment.  When it is
involuntary, it means that a person has been fired or laid off and must
now look: for another job. . Digging deeper, unemployment — both

voluntary andinvoluntary —isbroken down into three types.

Frictional Unemployment

Frictional unemployment arises when aperson isinbetween jobs. After a
person leaves a company, it naturally takes time to find another job,
making this type . of unemployment shor t- lived . It is also the least
problematic from an economic standpoint. Arizona, for example, has
faced risin g friction al une mp loy men t in May 2016, due to the fact that
unemployment has been historically low for the state. Arizon a citizen s
feel confident leavin g their jobs. with no safety net in search of better
employment.

Cyclical Unemployment

Cyclical une m p loy m e n t com es arou n d due to the busin e s s cycle itself. Cyclical une
m p loy m e n t rises durin g rec e s sio n ar y period s and declin e s durin g perio d s of

econo mi ¢ grow t h . For exam pl e, the num b e r of weekly
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jobless claims in the United Stat e s has slowe d in the mon t h of June, as oil prices begin to

rise and the econo m y star t s to stabilize, addin g jobs to the mark e t.

StructuralUnemployment

Structural unemployment comes about through technological advances

when peopl e lose their jobs bec ause their skills are ~ outdated. Illinois, for
example, after seeing increased unemployment rates in May 2016,
sought to implement "structural reforms" that will give people new skills

and therefore more job opportunities:

Differences in Theoriesof Unemployment

Many variations ofthe = unemploy mentrate exist with different definition s
concerning who is an "unemployed person" and who is in the "labor
force ." For exam ple, the Bure au of Labor Statis tic s (BLS) common ly cites
the "U-3" unemployment rate as the official unemployment rate, but this
definition< of unemployment. does not include unemployed workers who
have become discouraged by a tough labor market and are no longer
lookin g for work .

Addition ally, variou s schools of economic thou gh t differ on the cause of
unemployment. Keynesian economics, for example, proposes that there is
a '"natural rate" of unemployment even under the best economic
condition s . Neocla s sical econ.o mics, on the other han d, postulates  that
the labor market is efficient if left alone but that wvarious interventions,
such a minimum wage laws and unionization, put supply and demand out
of balance.

Calculating Unemployment

In the Unite d une States, the government relies on a survey to track
mploymentune data. Many people believe that the government uses
mployment insurance to weigh the numbers, which isn’t always
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accurate or complete, since people may stillbe unemployed after their EI

ben efits run out.

The BLS conducts amonthly survey called the Current Population Survey
(CPS) in order to measure the nation’s unemployment rate. This survey
has been done every month since 1940 . The sam ple consists of about
60,000 eligible households, translating to about 110,000 people each
month. The survey changes one-fourth ofthe. households inthe sample so
that no household is represented for more than four consecutive months
inorder tostrengthen the reliability ofthe estimates.

The labor market, also known- as the job market, refers to the supply and
demand for labor in which employ e e s provide the supply. and employers
the demand. It is a major component of any economy and is intricately
tied in with mar k ets for capital, good's and services .

At the macroeconomic - level, supply and demand are influenced by
domesticand international market dynamics, as well as factors such as
immigration, the age of the population and educ ation levels. Relevant
measures include unemployment, produc tivity, participation rates, total
income and gross dome s tic prod u c t(GDP).

At the microeconomic level, individual firms interact with employees,
hiring the m, firing the m and raisin g or cutting wages and hours. The
relationship between supply and demand influences the hours the
employee works and compensation- she receives in wages, salary and
ben efits .

The Labor Market in Macroeconomic Theory

According to macroeconomic theory, the fact that wage growth lags
produc tivity growth indicates that sup ply oflabor has outpaced demand.
When that happens, there is downward pressure on wages, as workers
compete for ascarce number of jobs and employ e rs have their pick of the

litter. Conversely, if demand outpaces supply, there is upward pressure
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on wages, as workers have more bargaining power and are mor e likely to
be able to switch to a higher paying job, while employers mustcompete

for scarce labor.

Some factors can influence  labor supply and demand. For example, an
increase in immigration to a country can grow the labor sup ply and
potentially depress wages, particularly <if newly arrived workers are
willing to acce pt lower pay. An agin g popul ation can deple te the sup ply

oflabo r and potentially drive up wages.

These factors don't always have such straightforward consequences,
though. A country with an agin g popul a tion will see demand for many
goods and servic es declin e, while demand for healthcare increases. Not
every work e r who loses his job can simply move into healthcare work,

particul arly ifthe jobs indemand are highly skilled and specialize d, such
as doctors. For this reason, demand can exceed supply incertain sectors,
even ifsup ply exceeds demand inthe labor market as awhole:
Factorsdnfluencing supply and . demand don't work in isolatio n, eith e r. If
itweren 't forimmigration,the U.S. would be a much older, and prob a bly less dyna
mic society, so while an influx of unskilled work e r s migh t have

exerted downward pressure on wages, it likely offset declines in
demand.

Other factors influencing contemporary labormarkets, and the U.S. labor
market in particular, include: the threat of automation as computer
programs gain the ability to  do more complex tasks; the effects
of glob alization as enhanced communication and better transport links
allow work to be moved across borders; the price, quality and  availability
ofeducation; and a whole array of policies such as the minimum wage.

The Labor Market in Microeconomic Theory

Microeconomic theory analyzeslabor sup plyand demand at the level of

the individu al firm and worker. Supply, orthe hours an employee is
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willing to work, initially increases as wage increases. No workers will

work voluntarily for nothin g (unp aid intern's are, in theo ry, workin g to
gain experience and increase their desira bility to other employers) and
mor e peo ple are willing to work for 20 dollars an hour than $5.

Gains in supplymay accelerate as wages increase, since the opportunity
cost of not working additional hours ~grows. But supply may then
decrease at a certain wage level: the difference between $1000 an hour
and $1050 is hardly noticeable, . and the highly- paid work er who's
presented  with the option of workin g an extra houtr or spending her
mon ey on leisur e activities may well opt for the latter.

Demand at the microeconomic leveldepends on two factors, mar ginal
cost and marginal revenue product. If the marginal cost of hiring  an
addition al employee, or having existing employees work more hours,
exceeds the marginal. revenue product, it will cut into earnings,and the
firm would theo r e tic ally reject that option. If the opposite “is true, it
mak es ration al sense to tak e on.more labor.

Neoclas sical = microeconomic theories of labor sup ply and dem and have
receive d criticism on  some  fronts. Most contentious  is the assumption
of "ration al" choice maximizin g mon ey while minimizin g work which to
critics is not only cynical but not always supported by  the
evidence. Hom o sapien s, unlike Homo economics, may have all sorts  of
motivations  for = makin g specific choices. The existence of some
profes sions in the arts and non- profit secto r undermines the notion of
maximizin g utility. Defenders of neoclassical theory counter that their
pre dictio n s may have little bea rin g on a given individu al, but are useful when takin g
largenumbersof workersinaggregate.

Phillips curve
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The Phillips curve given by A.W. Phillips shows that there exist an

inverse relationship between the rate of unemployment and the rate of
increase innominal wages.

A lower rate of unemployment is associated with high er wage rate or
inflation, and  viceversa. In other words, there is a tradeoff between
wag e inflation and unemployment.

Thus, decrease inunemployment leads to increase in the wage (Fig.
13.6). But when wage increases, the firms cost of production increases
which lead s to increase inprice. Therefore  itisalso called wag e inflatio n,
that is,decrease inunemployment leads towage inflation. (Fig. 13. 6)

This shows that there exists inverse relationship between the rate of

unemployment andgrowth rate of money wages.

), LB
P

|
H
v o
Unempioyment (per cent)
\m

FIG. 136
To explain the trade ofF between growth rate of wages and unemployment:
Let W, — Wage in the last period
W,., = Wage in this current period
Then growth rate of wage inflation (g, ) will be:

+

Rate of change of
money wage rate (%) i';

=]

kLD

Phillips curve relationship
With U* representing NRU, the equation of Phillips curve, can be written as:
g, - - €(U-U)..(lu) & —» Responseof wage change
T to Unemployment rate
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The Phillips Curv e show s that wages and price s adjust slowly to
changes in AD due to imperfections in the labour market.e.g. Assume:
Initially, the economy is in equilibrium  with stable prices and

une m p loy mentat NRU (U*) (Fig. 13.7)

If Money supply increases by 10%, with price level constant, real money
sup ply (M/P) will increase. This will lead to decrease in interest rate and
thus increase in AD which in turn willdead to an increase in both wages
and prices by 10% so that the ~economy reaches back to the full
employment equilibrium level (U*)ie. at NRU.

]
(4] U, U’ (NRU)Unemployment rate
FIG. 13.7

Thus, - Phillips curve show's that when wage increases by 10%,
unemploymentrate will fall from® U*to Ul. This. will cause the wage rate
to increase, but when wage increases, prices will also increase and
eventually the economy will return back to the full- employment level of
output and unemployment.

Equation shows that wages willincrease only ifU<  U*

Since Phillips curve shows a trad e off between inflation and
unemployment rate, any attempt to solve the problem of inflation will
lead to an increase in the unemployment. Similarly, any attempt to
decrease unemployment will aggravate inflation. Thus, the negative
sloped Phillips Curve suggestedthat the policy makers in the short run

could choose different combinations ofunemployment and inflation rates.
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Inthe long run, however, permanent unemployment—inflation trade off is
not possible because in the long run  Phillips curve is vertical . Since in
the short run AS curve (Phillips Curve) is quite flat, therefore, a trad e off

between unemployment and inflation rate is possible. It offers the policy
makers to choose a combination of appropriate rate of unemployment
and inflation .

The Trade-Off between Inflation and Unemployment.

A. W. Phillips, in his .tesearch . paper published in 1958,
indicated anegative statistical relationship between the rate ofchange of
mon ey wage and the une mploy ment rate. It was also show n that a similar
negative relationship holds for rate of change  of prices (i.e., inflation)
and the unemployment level. This relation is.usually generalized in the
Phillips Curve .

Phillips Curve drawn in Fig. 11. 8 shows that as the unemployment level
rises the rate of inflation falls.

Zero rate of inflation can only be achieved with a  high  positive rate of
une mployment of, say, 5 p.c., or near-full employment situation can be
attained only at the cost of high rate ~of inflation.Thus, there exists a
trade-off between inflation and unemployment:The higher the inflation

rate, the lower isthe unemployment level.
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High inflation is associsled
with low unemployment
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Fig. 11.8: The Philips Curve

This Phillips Curve relation poses a dilemma to the policy mak ers . If the
objectiv e of price stability is to be attained, the country must.accept a
highune m p loy m e n trate or if ‘the. country 'designs #o rteduce

unemployment, it willhave to sacrifice the = objective of price stability.
However, towards the end of the 1960s, the stable  relationship
betwe en the two began to look unstable as unemployment, wages, price
all began  to rise. All these developments resulted in the emergence of
newer theories and, hence, €cono mic policies .Any w ay, the policy
conclusions generated by the Phillips Curve lost relevance in the 1970s
and 198 0 s when both inflation-and une mployment  rose. This suggests the
disappearance of trade-off between inflation and unemployment as
envisaged by A.W. Phillips. Monetary economist headed by Milton
Fried man challenged the concept ofstable relationship between inflation
and unemployment as shown inFig. 11.8.
According to Friedman such trade-offnegative sloping  Phillips
Curve can exist in the short run at least, but not in the long run. In the
shor t run, Phillips Curve may shift either in the upward or downward

direc tion as the relationship between these two macroeconomic variables
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is not stable. On the other hand, in thelong run, according to Friedman,

no trad e - off exists between inflation and unemployment.

Regarding shifting of the Phillips Curve, Friedman considers
influence of the ‘expectations’ on inflation. This is called theory of
adaptive expectations—expectations that are altered or ‘adapted’ to
experienced events. In the short run, people make  incorrect expecta tions
ofthe price changes because ofincomplete information.

That is why atrade - off relationship emer ges. But, inthe long run,
actual and expected price changes become equal .as expectation
regarding price changes. tend to become ration al .~ This  ration al
expectations view suggeststhat peopleguess the future econo mic events
corre ctly.

Thus the impact of expectations, whether adaptive or ration al,
has an important bearing on the relationship between inflation and
unemployment rate. It is because of expectation, Friedman argues, that
there ismo trade - off betwe en inflation and une mployment inthe long run.

To ' explain Fried man’s long . run Phillips curv e, we need to learn
the concept of ‘natural ‘rate of unemployment’. Unemployment is
‘natur al’ whe n som e people do not want to.work at the going wage rate
or their service s are no longer required. Long run Phillips Curve has

been shown in Fig. 11.9.
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Fig. 11.9: SR and LR Phillips Curve

In this Figure, OA the ‘natural rate unemployment’is associated with
zero inflation. The curve SRPCI is the short run Phillips Curve showin g

low or zero expected  inflation. For obvious reasons, SRPC3 describe s

high expected inflation. As people’s expectations regardingfuture price
level chan ges, shortrun Phillips Curve shifts upwardsshowin g trad e - offs

betw e en inflation and unemployment.

Sinece, » in the long run, expected inflation matches with the actual
inflation, the long run Phillips Curve LRPC becomes  vertical at the
‘natural rate ofunemployment”, It follows then that, in the long run there
is no trade-off. In the long run any rate of‘inflation can occur with a

natural rate of unemployment or the ‘non- accelerating-inflation rate of
unemployment (NAIRU).

SACRIFICE RATIO

The sacrifice ratio is an economic ratio that measuresthe effect ofrising
and falling inflation on a country'stotal production and output. Costs are
associate d with the slowin g of economic output in response to a drop in
inflation. When  prices fall, companies are less incen tivize d to produce
goods and may cut back on production. The ratio measures the loss in

output per each 1% change ininflation. By examining acountry's histo ric
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sacrifice ratios thro u g h time, a gover ni n g body can predict what effect their policies will

have on the country'soutput.

Dollar Cost of Production Loss

Sacrifice Ratio =
acrifice Ratlo Percentage Change in Inflation

Or Sacrifice Ratio = Loss of level of output/Every percentage fall in rate
of inflation

Due to inflation, aggregate demand(AD) falls and thereforeoutput falls.
There isloss ofoutput.

For Exam ple:Inflation rate isdecreased from 10 to4% over 3 years  at  the
cost of output 10%, 8% and 6% below the potential output (full
employment) in first,. second and third year, resp ec tively.

Sacrifice Ratio in India Since time series data on une mp loyment rate is
not available in India, we can examine only the inflation-output trade - off.
For this purpose,we consider the period of the last 32 ‘year sfrom 1980-
81 to 201 1-12. We need to examine the data on inflation, growth inbroad
mon ey (M3) and fiscal deficit asapercentage of GDP over the period to
identify episod e's of deliberate disinflation and inflation in recent years.
Although itis alleged by Kapur and Patra (2003)  that in such a direct
approach, the choice about the Ilength of the episodes is arbitrary,
actually it is often possible to justify the length of  the episode  from the
data only and hence would not be arbitrary.

Theories of expectationsformation in economic theory.

The ory 1 Cobweb Model:

Asa model ofexpectation, the ‘Cobweb Model’ ofa market is familiar to
practically all students of economics. W hile this model is known as an
example of dynamics and market stability; it is the first formulation of

expectations inan economic model.
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It, thus, makes auseful starting point. The essence on the Cobweb Model

is some delay between the formation of production plans and their

realizatio n .

It is, therefore, often applied to agricultural markets, where farmers
decide in one season how much land to plant under a crop which will be

harvested in the following season. It is only at the time of the harvest
that the actu al qua n ti ty of the crop available (the actu al sup ply) is known and the price
which prev ails is the one which clear s.the mar k e t . But how does the far m e r decid e
how much land to plan tund e r a crop? In orde r to

mak e this decision he has to form some expectations of the price that will
prev ail when the crop isready, harvested and marketed.

The farmer will base his expectations of future prices on the price ruling

at the time of plan tin g the crop s. Since all the farmers think and. behave
in the same manner, the model predicts that year of‘glut’ (plenty) — will be
followe d by a year of ‘scarcity’; again followed by another year  of plenty
and so on inthe familiar Cobw ¢ b fashion (a feature that' gives) the mod el
its nam e .

Under certain conditions, the oscillations will converge towards

equilibium wunder other conditions, these may diverge. But, the Cobweb

Model does not attract much empiric al support since it assumes that
farmers conduct their business in.a most naive manner, because their
beh aviour ignores the impact of similar actions of all the other farmers.
Again, even if they are not smart enough to consider the impact of their
joint actions, one might well expect the farmers to learn from their

experience and to benefit from that.
The Cobweb Model follows a regular pattern, nam ely- over sup ply-under
sup ply over sup ply- und er sup ply. The assumptions ofthe Cobweb mod el

do not allow any learning on the part of the farmers and therefore as a
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Model of expectations, the Cobweb Model is unsatisfactory. Despite

thes e limitations the model does illustrate the importance ofexpectations
and highlights the advantages ofalternate model ofexpectations.

Theory 2 Extrapolative Expectations:

In an attempt to overcome the limitations (naivety) of Cobweb Mod els,
Metzler (1941) introduced the idea of extrapolative expectations. He
reasoned that future expectations should be based not only on the past
level of an econo mic variabl e, but also on its direction of change. The
extrapolative expectations in any period is equal to the price level in the
previou s perio d plus (or minu s) some proportion of the change between
the previous two period s .

In this way extrapolative mechanism allows. for more variety in  the
beh aviour of the mod el, which, in turny, depends upon the underlying
economic structure of the model. Extrapolative expectations, thus, make
itclear that the structureofthe model plays avery important part inthe
appropriate expectations mechanism.

A more sophisticated version of this model was proposed by Hicks
(194 6).. Hicks’ origin al Model assertedthat the expected rate  ofinflation
equals the current inflation rate« plus an adjustment factor which allows
for the rate ofchan ge ofinflation.

In other word's, people are formin'g their expectationsnot simply about
the rate of inflation, but also the rate of chan ge ofthat. This is basically a
second order expectations mechanism, and as such seems rather over-
sophisticated for times of nor mal inflation . Since Hicks  wrote the term
extrapolative hypothesis has been wused to describe any method of
expectation formation  which is based upon a distributed lag of actual

prices .

The ory 3 Adaptive Expectations:
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Yet another approach to expectations forma tion, which can also be
viewe d as a special case of the extrapolative hypothesis has come to
domin ate much of the work done on expectations. This is the adaptive

expectations hypothesis, first put forward by Cagan (1956) and Neriove
(1958). Itstates that expectations are revised inaccordance with the last
forecasting error; hence its alternative name, the error learning
hypothesis.

Anoth er variation of the extrapolative theme, which has rec eive d some
prominence recently, is the ~regressive (effect-cause . relationship)—
extrapolative expectations . hypothesis. This was first put forward by
Duesenberry (1958) and expanded by Modigliani and Sutc h (196 6) .

They suggest that there might be both extrapolative —and regressive
elements present in the process by which expectations are forme d: The
latte r implies a rever sio.n of expectations towards. a long run ‘norm al’
level, which. may in "itself be given parameter of the system, or a lagged
functio n-of actu al price changes, where the lag may extend over several
years. In the latter case, .the hypothesis once more becomes  a special
case ofthe general extrapolative hypothesis.

This mechanism of adaptiveexpectations formation is more frequently
used ineconomics. According to this mechanism ofadaptive expectations

agents revise their expectations in each period according to the degree

of error in their previous. expectations—hence the name adaptive
expectations. The speed at which the expectations adjust to past error is
called the coefficient of adaptations. This coefficient may fluctuate
between zero and one. Thus, with adaptive expectations, the expected

value in the next period “isequal to the expectations for the current
period plus or minus a proportion ofthe error in the expectations for the

current period .
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Until the idea of rational expectations was introduced in economics,

adaptive expectations were the most common method of formulating
expectations in economics. Its popularity was due to its conceptual
simplicity and the ease with which, it could be implemented  empiric ally.
Statis tic al estimates for the coefficient of adaptive expectations can be

easily obtained.

Moreover, according to Carter and:Maddock the adaptive behaviour in
the face of an uncertain environment appearts intuitively . very plausible
and appealing. Adaptive expectations model worked well in.a climate in
which the change was gradual—a characteristics of the 1950s and the
1960 s when the inflation rates were low and relatively * stable and when
inflation rates underwent fast changes and increased rapidly, adap tive
forecasts were left behind .

Thus, adaptive expectations are effective  when the variable being
forecast is reasonab ly stable, but adaptive expectations” are of little use
inforecasting trends. Moreover, there may be additional or
supplementary information  available to the forecaster which is a highly
relevant to the varia bl e being forecast for example knowledge of which
party has ~won' a general election. may be used to forecast the rate of
inflation which isotherwise based only on past price data.

Mech a n i c alapplic atio n of an adaptive expectations mechanism,
therefore, does not essentially make the best use of all the scarce
information available. It is for this reason that this mechanism as a for
caster of economic behaviour is not very dependable. Under some
peculiar circumstances, it has been observed that the adaptive
expectations mechanism performs poorly. Rather than converging to
zero, the expectations errors increased from year to year.

Theory 4 Rational Expectations:
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The naive Cobweb model of expectationsand extrapolative and adaptive

mechanisms of expectations suffer from a common defect that they are
essentially arbitrary rather than based on any underlying theory of
economic behaviour. This led to the publication in 196 1 of aclassic paper

by John Muth in which he advanced the theory ofratio n al expectations.
The hypothesis asserts three things:

(1) Information is scarce, and the ecomomic system generally  does not
wast e it;

(ii)) The way expectations are formed depends: specifically on the

structure ofthe relevant syste m describing the economy;

(iii) A “public predictio n’—will have no substantialeffect on the operation
of the econ o mic syste m (unles s it is base d-on inside information).
Thus, the essence of the idea of " rational expectations is that over time,

economic agents accumulate a  wealth of information concerning the
relation s hip gover nin g econo mic variabl e s and the behaviour of other
agents, particularly of the government. This information can be used in
forming expectations about future values of econ omic variabl e s . Muth
reasoned that information should < be considered as just another of the
resourccs availabl e to be allocated  tomaximum advantage.

Utility maximizing individ u al s should use all the information available to
them in forming their expectations. Part of the information which is
relevant to the behaviour of any econo mic syste m is the structure which
und erlies that system. The fundamental pre mise on which most economic
analysis isbased isthat economic agents “do the best they can with what
they have? Muth, therefore concluded that rational economic agents
would use their knowled ge of the structure of the economic system in
formin g their expectations.

The rational expectations hypothesis, in itself, should not be provoc ative

to economists. It merely brings expectations within the scope of
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individual maximizing behaviour. Expectations were handled within

economic models on very casual and ad hoc basis. Rational expectations
provides away ofincorporating expectations which isconsistent with the
orthod ox economy theorizing.

The development of rational expectations theory will make a more
significant contribution to economics in the impetus it gives to research
on the vital areas oflearning and expectations formation. Itbrings to the
fore question about the availa bility and use of information. Instead of
being the finale of the monetarist’s case against policy ‘intervention, it
should be seen as the prologue for a revitalized theory of expectations,
infor m ation arid policy.

Important questions

2marks

1. Give the meaning ofdisguised unemployment?

2. Define inflatio n

3.. What are the caus e s of inflatio n?

4. Give any two economic . consequences ofunemployment

5. 'What ismeant by casu alis ation of workforc e ?

6. Write short note on factor influencing inlabour market

7. What islabour market

8. What is cost pus h inflatio.n

9. Write short note on ration al expectation

10. Write short mnote on neo classic al mod el of labour market
marks

1. Explain the measures taken by the government of india to control
inflation
2. Explain the types ofunemployment inindia
3. Explain the causes ofinflation inindia

4. Define_inflatio n. Explain_the caus e s and effects of inflation
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5. Explain the causes and effects of deflation

6. Discuss various types of inflation
7. Define inflation and explain the types of inflation . What are the effects of inflation ?
How is inflatio n cont r olled ?

8. Give any six cause s of inflation

9. What are the measures initiated by the government to improve
mark et syste m ?

10. Human capital formation contributes to the process of
growth and development eclaborate

11. Mention three causes of growing unemployment inindia. Also
give three suggestions tosolve this proble m.

12. Define efficien cy of labour. Explain four factors that influence
the efficien cy of labour

13. Explain " the instit u tion al labour mark e t mod el
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