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FOREWORD

The National Curriculum Framework (NCF) 2005, recommends that
children’s life at school must be linked to their life outside the school.
This principle marks a departure from the legacy of bookish learning
which continues to shape our system and causes a gap between the
school, home and community. The syllabi and textbooks developed on
the basis of NCF signify an attempt to implement this basic idea. They
also attempt to discourage rote learning and the maintenance of sharp
boundaries between different subject areas. We hope these measures
will take us significantly further in the direction of a child-centred system
of education outlined in the National Policy on Education (1986).

The success of this effort depends on the steps that school principals
and teachers will take to encourage children to reflect on their own
learning and to pursue imaginative activities and questions. We must
recognise that, given space, time and freedom, children generate new
knowledge by engaging with the information passed on to them by adults.
Treating the prescribed textbook as the sole basis of examination is one
of the key reasons why other resources and sites of learning are ignored.
Inculcating creativity and initiative is possible if we perceive and treat
children as participants in learning, not as receivers of a fixed body of
knowledge.

These aims imply considerable change in school routines and mode
of functioning. Flexibility in the daily time-table is as necessary as rigour
in implementing the annual calendar so that the required number of
teaching days are actually devoted to teaching. The methods used for
teaching and evaluation will also determine how effective this textbook
proves for making children’s life at school a happy experience, rather
than a source of stress or boredom. Syllabus designers have tried to
address the problem of curricular burden by restructuring and
reorienting knowledge at different stages with greater consideration for
child psychology and the time available for teaching. The textbook
attempts to enhance this endeavour by giving higher priority and space
to opportunities for contemplation and wondering, discussion in small
groups, and activities requiring hands-on experience.
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The National Council of Educational Research and Training (NCERT)
appreciates the hard work done by the textbook development committee
responsible for this book. We wish to thank the Chairperson of the
advisory group in Social Sciences, Professor Hari Vasudevan and the
Chief Advisor for this book, Professor Tapas Majumdar for guiding the
work of this committee. Several teachers contributed to the development
of this textbook; we are grateful to their principals for making this
possible. We are indebted to the institutions and organisations which
have generously permitted us to draw upon their resources, material
and personnel. We are especially grateful to the members of the National
Monitoring Committee, appointed by the Department of Secondary and
Higher Education, Ministry of Human Resource Development under the
Chairpersonship of Professor Mrinal Miri and Professor G.P. Deshpande,
for their valuable time and contribution. As an organisation committed
to systemic reform and continuous improvement in the quality of its
products, NCERT welcomes comments and suggestions which will enable
us to undertake further revision and refinement.

Director
New Delhi National Council of Educational
20 December 2005 Research and Training
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RATIONALISATION OF CONTENT IN THE TEXTBOOKS

In view of the COVID-19 pandemic, it is imperative to reduce content load
on students. The National Education Policy 2020, also emphasises reducing
the content load and providing opportunities for experiential learning with
creative mindset. In this background, the NCERT has undertaken the
exercise to rationalise the textbooks across all classes. Learning Outcomes
already developed by the NCERT across classes have been taken into
consideration in this exercise.

Contents of the textbooks have been rationalised in view of the
following:

Overlapping with similar content included in other subject areas in the
same class

Similar content included in the lower or higher class in the same subject
Difficulty level

Content, which is easily accessible to students without much
interventions from teachers and can be learned by children through
self-learning or peer-learning

Content, which is irrelevant in the present context

This present edition, is a reformatted version after carrying out the
changes given above.
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How TO USE THIS BOOK

The main objective of this book, Indian Economic Development, is to
expose you to some of the key issues facing the Indian economy. In
this process, as young adults, you are expected to be sensitised about
these issues, appreciate and learn to critically assess the role of the
government in various economic spheres. The book also provides
opportunities for knowing what economic resources are and how these
resources are being utilised in different sectors. You are also exposed
to numerical information relating to various aspects of Indian economy
and India’s economic policies. You are expected to develop analytical
skills, interpret the economic events and visualise the economic future
of India. Nevertheless, conscious effort has been made not to burden
with concepts and data.

With regard to various economic issues and trends, this book
attempts to bring out alternative views on every issue so that you can
engage yourself in well-informed debates. On completion of the course,
Indian Economic Development, you are expected to acquire skills to
understand macroeconomic events which occur around you, and to
critically evaluate and interpret the relevant information provided by
the media.

This course comprises of many activities with each chapter. You need
to carry out those activities under the guidance of teachers. In fact, the
role of the teacher in enriching the understanding of the Indian economy
is greater in this course. The activities include classroom discussions,
collecting information from government documents such
as Economic Survey, archival materials, from newspapers,
« television, internet and other sources. Learners should also
be encouraged to read the original works of scholars on
various topics.

For all this to happen, the teachers have to initiate the
process by taking some steps before starting the course. At the beginning
of the academic year, you can collect clippings from newspapers and
magazines relating to different topics under the course — five year
plans and the role of NITI Aayog in planning; allocation of funds to
various sectors like agriculture, industry, services and for specific
causes such as poverty and employment; key issues of rural
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development, environment, various infrastructure— health, education
and energy; and economic events in China and Pakistan. You may
maintain these clippings, and when the teacher starts teaching a
particular topic, you can cull out those news items, which you have
collected from the beginning of the course, and display/use them in
the classroom. It is necessary for you to build this collection right from
the beginning of the course so that the relevent information is at hand as
and when needed; this habit will also come in handy during later stages
of education.

The schools will have to buy a hard copy of the Economic Survey
for the latest year. You will notice that information relating to the Indian
Economy is updated in the Economic Survey. It is necessary for you to
familiarise yourselves with such reports and work on relevant activities.
The statistical tables available as Appendix in the Economic Survey
would be immensely helpful in understanding various issues.

While discussing a particular issue, discussion of the numerical
information about the issue is inevitable. For instance, when we talk of
growth rates — overall growth rates and growth of different sectors —
though it may be necessary for you to have a rough idea about the
trends in growth rates, the process involved in reaching the level of
growth and factors contributing to the trend rather than mere
reproduction of tabular data of growth rate.

You will notice numbered boxes in all chapters. These boxes
supplement the information given in the text. Through these boxes, an
attempt has been made to lend a humane touch and, thus, bring the
issue under discussion closer to real life. However, these boxes, as also
‘Work These Out’ activities, are not meant for examination/evaluation
purposes.

Besides the relatively conventional ‘Exercises’, each
= chapter has ‘Suggested Additional Activities’ at
the end and ‘Work This/These Out’ as part of
the text; the more elaborate activities of these
can be treated as projects. You may explore beyond the text
while attempting these activities.

Understandably, Information Technology facilities may not
be available in all the schools, however, it is important to take
note that various information relating to the Indian economy are available
on the internet. You need to learn to use the internet and access the
websites of various government departments to get the required
information. For instance, the details relating to poverty are published

X
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by the NITI Aayog. You need to know that the NITI Aayog of the
Government of India has a website in which various reports relating to
different aspects of India, including poverty, are available in the form of

reports. Since it may not be always possible to procure
J such reports in hard copy, students and teachers may
| @ attempt to download such reports from websites and use
them in the classroom.

The reports such as Economic Surveys of the last 10 years are
available on the website: http:/www.indiabudget.gov.in. Many
organisations change their website addresses. In case a website given
in this book is not accessible, kindly search those websites through
search engines such as Google (www.google.co.in).

For the first time, each chapter has been briefly summed up in the
‘Recap’ to facilitate learning. Also, please take note that sources for all
tables have not been given with the table as these tables were sourced
from various research material which have been covered under
‘References’ for each chapter.

We wish to reiterate the fact that the prime objective of this course
on Indian economy is to introduce the basic macro issues of the Indian
economy to the student community and to initiate a well-informed
debate on our economy. We also stress that collaborative learning is an
important aspect of this course, hence the involvement of students, as
well as, teachers in collecting information on the Indian economy from
other sources is necessary and such collected information should be
used as important inputs for both teaching, as well as, learning about
the Indian economy.

You can send your queries and feedback relating to any part of this book
to the following address.

Programme Coordinator (Economics)

Department of Education in Social Sciences

National Council of Educational Research and Training
Sri Aurobindo Marg

New Delhi 110 016.

Email: headdess@gmail.com
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THE CONSTITUTION OF
INDIA

PREAMBLE

WE, THE PEOPLE OF INDIA, having
solemnly resolved to constitute India into a
'[SOVEREIGN SOCIALIST SECULAR
DEMOCRATIC REPUBLIC] and to secure
to allits citizens :

JUSTICE, social, economic and
political;

LIBERTY of thought, expression, belief,
faith and worship;

EQUALITY of status and of opportunity
and to promote among them all;

FRATERNITY assuring the dignity of
the individual and the ’[unity and
integrity of the Nation];

IN OUR CONSTITUENT ASSEMBLY
this twenty-sixth day of November, 1949 do
HEREBY ADOPT, ENACT AND GIVE TO
OURSELVES THIS CONSTITUTION.

1. Subs. by the Constitution (Forty-second Amendment) Act, 1976, Sec.2,
for "Sovereign Democratic Republic" (w.e.f. 3.1.1977)

2. Subs. by the Constitution (Forty-second Amendment) Act, 1976, Sec.2,
for "Unity of the Nation" (w.e.f. 3.1.1977)

Q
B NGt UL A N7 VA
BONEEA, g"?}n“?" 9 SONEEAT, {"%v\} ,

N B ‘;W-\é"é zh ® w\@/f\&-\é

( D) l
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Constitution of India

Part IV A (Article 51 A)

Fundamental Duties

It shall be the duty of every citizen of India —

(a)

(b)

(c)
(d)

(e)

()
(2

(h)
)
)

*(k)

to abide by the Constitution and respect its ideals and institutions, the
National Flag and the National Anthem;

to cherish and follow the noble ideals which inspired our national struggle
for freedom,;

to uphold and protect the sovereignty, unity and integrity of India;

to defend the country and render national service when called upon to
do so;

to promote harmony and the spirit of common brotherhood amongst all
the people of India transcending religious, linguistic and regional or
sectional diversities; to renounce practices derogatory to the dignity of
women;

to value and preserve the rich heritage of our composite culture;

to protect and improve the natural environment including forests, lakes,
rivers, wildlife and to have compassion for living creatures;

to develop the scientific temper, humanism and the spirit of inquiry and
reform;

to safeguard public property and to abjure violence;

to strive towards excellence in all spheres of individual and collective
activity so that the nation constantly rises to higher levels of endeavour
and achievement;

who is a parent or guardian, to provide opportunities for education to
his child or, as the case may be, ward between the age of six and
fourteen years.

Note:

The Article 51A containing Fundamental Duties was inserted by the Constitution
(42nd Amendment) Act, 1976 (with effect from 3 January 1977).

*(k) was inserted by the Constitution (86th Amendment) Act, 2002 (with effect from
1 April 2010).
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UNIT

DEVELOPMENT POLICIES AND EXPERIENCE
(1947-90)
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The two chapters in this unit give us an overview
of the state of the Indian economy as it was at the

eve of independence till after four decades of
planned development, which was a path that India

chose. This meant that the Government of India

had to take a series of steps such as the

establishment of the Planning Commission and

announcement of five year plans. An overview of
the goals of five year plans and a critical appraisal
of the merits and limitations of planned development
has been covered in this unit.
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INDIAN EcONOMY
ON THE
EVE or INDEPENDENCE

After studying this chapter, the learners will

® become familiar with the state of the Indian economy in 1947, the

year of India’s Independence
e understand the factors that led to the underdevelopment and
stagnation of the Indian economy.
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set.”

“India is the pivot of our Empire... If the Empire loses any other part of its
Dominion we can survive, but if we lose India, the sun of our Empire will have

Victor Alexander Vruce, the Viceroy of British India in 1894

1.1 INTRODUCTION

The primary objective of this book,
Indian Economic Development, is to
familiarise you with the basic features
of the Indian economy, and its
development, as it is today, in the
aftermath of Independence. However, it
is equally important to know something
about the country’s economic past even
as you learn about its present state and
future prospects. So, let us first look at
the state of India’s economy prior to the
country’s independence and form an
idea of the various considerations that
shaped India’s post-independence
development strategy.

The structure of India’s present-
day economy is not just of current
making; it has its roots steeped in
history, particularly in the period when
India was under British rule which
lasted for almost two centuries before
India finally won its independence on
15 August 1947. The sole purpose of
the British colonial rule in India was
to reduce the country to being a raw
material supplier for Great Britain’s

own rapidly expanding modern
industrial base. An understanding of
the exploitative nature of this
relationship is essential for any
assessment of the kind and level of
development which the Indian
economy has been able to attain over
the last seven and half decades.

1.2 Low LeveL oF Economic
DEVELOPMENT UNDER THE
CoLoniAL RuULE

India had an independent economy
before the advent of the British rule.
Though agriculture was the main
source of livelihood for most people,
yet, the country’s economy was
characterised by various kinds of
manufacturing activities. India was
particularly well known for its
handicraft industries in the fields of
cotton and silk textiles, metal and
precious stone works etc. These
products enjoyed a worldwide market
based on the reputation of the fine
quality of material used and the high
standards of craftsmanship seen in all
imports from India (See Box 1.1).

Box 1.1: Textile Industry in Bengal

Muslin is a type of cotton textile which had its origin in Bengal, particularly,
places in and around Dhaka (spelled during the pre-independence period as
Dacca), now the capital city of Bangladesh. ‘Daccai Muslin’ had gained worldwide
fame as an exquisite type of cotton textile. The finest variety of muslin was
called malmal. Sometimes, foreign travellers also used to refer to it as malmal
shahi or malmal khas implying that it was worn by, or fit for, the royalty.

INDIAN ECONOMIC DEVELOPMENT
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The economic policies pursued by
the colonial government in India were
concerned more with the protection
and promotion of the economic
interests of their home country than
with the development of the Indian
economy. Such policies brought about
a fundamental change in the structure
of the Indian economy — transforming
the country into supplier of raw
materials and consumer of finished
industrial products from Britain.

Obviously, the colonial govern-
ment never made any sincere
attempt to estimate India’s national
and per capita income. Some
individual attempts which were
made to measure such incomes
yielded conflicting and inconsistent
results. Among the notable estimators
— Dadabhai Naoroji, William Digby,
Findlay Shirras, V.K.R.V. Rao and

R.C. Desai — it was Rao, whose
estimates during the colonial period
was considered very significant.
However, most studies did find that
the country’s growth of aggregate real
output during the first half of the
twentieth century was less than two
per cent coupled with a meagre half
per cent growth in per capita output
per year.

1.3 AGRICULTURAL SECTOR

India’s economy under the British
colonial rule remained fundamentally
agrarian — about 85 per cent
of the country’s population lived
mostly in villages and derived
livelihood directly or indirectly from
agriculture (See Box 1.2). However,
despite being the occupation of such
a large population, the agricultural

Box 1.2: Agriculture During
Pre-British India

navigation and irrigation.”

The French traveller, Bernier, described
seventeenth century Bengal in the
following way: “The knowledge I have
acquired of Bengal in two visits inclines
me to believe that it is richer than Egypt.
It exports, in abundance, cottons and
silks, rice, sugar and butter. It produces
amply — for its own consumption —
wheat, vegetables, grains, fowls, ducks
and geese. It has immense herds of pigs
and flocks of sheep and goats. Fish of
every kind it has in profusion. From
rajmahal to the sea is an endless
number of canals, cut in bygone ages
from the Ganges by immense labour for

» Take note of the agricultural prosperity in our country in the seventeenth century. Contrast it
with agricultural stagnation around the time when the British left India, around 200 years later.

Fig. 1.1 India’s agricultural stagnation
under the British colonial rule

INDIAN ECONOMY ON THE EVE OF INDEPENDENCE 5
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sector continued to experience
stagnation and, not infrequently,
unusual deterioration. Agricultural
productivity became low though, in
absolute terms, the sector experienced
some growth due to the expansion of
the aggregate area under cultivation.
This stagnation in the agricultural
sector was caused mainly because of
the various systems of land
settlement that were introduced by
the colonial government. Particularly,
under the zamindari system which
was implemented in the then Bengal
Presidency comprising parts of
India’s present-day eastern states,
the profit accruing out of the
agriculture sector went to the
zamindars instead of the cultivators.
However, a considerable number of
zamindars, and not just the colonial
government, did nothing to improve
the condition of agriculture. The main

interest of the zamindars was only
to collect rent regardless of the
economic condition of the cultivators;
this caused immense misery and
social tension among the latter. To a
very great extent, the terms of the
revenue settlement were also
responsible for the zamindars
adopting such an attitude; dates for
depositing specified sums of revenue
were fixed, failing which the
zamindars were to lose their rights.
Besides this, low levels of technology,
lack of irrigation facilities and
negligible use of fertilisers, all added
up to aggravate the plight of the
farmers and contributed to the
dismal level of agricultural
productivity. There was, of course,
some evidence of a relatively higher
yield of cash crops in certain
areas of the country due to
commercialisation of agriculture.

Work These Out

» Compare the map of British India with that of independent India and find

out the areas that became parts of Pakistan. Why were those parts so
important to India from the economic point of view? (Refer, to your
advantage, Dr Rajendra Prasad’s book, India Divided).

What were the various forms of revenue settlement adopted by the British
in India? Where did they implement them and to what effect? How far do
you think those settlements have a bearing on the current agricultural
scenario in India? (In your attempt to find answers to these questions, you
may refer to Ramesh Chandra Dutt's Economic History of India, which comes
in three volumes, and B.H. Baden-Powell's The Land Systems of British
India, also in two volumes. For better comprehension of the subject, you
can also try and develop an illustrated agrarian map of British India either
by hand or with the help of your school computer. Remember, nothing
helps better than an illustrated map to understand the subject at hand).

INDIAN ECONOMIC DEVELOPMENT
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But this could hardly help farmers in
improving their economic condition
as, instead of producing food crops,
now they were producing cash crops
which were to be ultimately used by
British industries back home. Despite
some progress made in irrigation,
India’s agriculture was starved of
investment in terracing, flood-control,
drainage and desalinisation of soil.
While a small section of farmers
changed their cropping pattern from
food crops to commercial crops, a large
section of tenants, small farmers and
sharecroppers neither had resources
and technology nor had incentive to
invest in agriculure.

1.4 INDUSTRIAL SECTOR

As in the case of agriculture, so also
in manufacturing, India could not
develop a sound industrial base under
the colonial rule. Even as the country’s
world famous handicraft industries
declined, no corresponding modern
industrial base was allowed to come
up to take pride of place so long
enjoyed by the former. The primary
motive of the colonial government
behind this policy of systematically de-
industrialising India was two-fold. The
intention was, first, to reduce India to
the status of a mere exporter of
important raw materials for the
upcoming modern industries in
Britain and, second, to turn India into
a sprawling market for the finished
products of those industries so that
their continued expansion could be
ensured to the maximum advantage of

their home country — Britain. In the
unfolding economic scenario, the
decline of the indigenous handicraft
industries created not only massive
unemployment in India but also a new
demand in the Indian consumer
market, which was now deprived of the
supply of locally made goods. This
demand was profitably met by the
increasing imports of cheap
manufactured goods from Britain.
During the second half of the
nineteenth century, modern industry
began to take root in India but its
progress remained very slow.
Initially, this development was
confined to the setting up of cotton
and jute textile mills. The cotton
textile mills, mainly dominated by
Indians, were located in the western
parts of the country, namely,
Maharashtra and Gujarat, while
the jute mills dominated by the
foreigners were mainly concentrated
in Bengal. Subsequently, the iron
and steel industries began coming up
in the beginning of the twentieth
century. The Tata Iron and Steel
Company (TISCO) was incorporated
in 1907. A few other industries in the
fields of sugar, cement, paper etc.
came up after the Second World War.
However, there was hardly any
capital goods industry to help
promote further industrialisation in
India. Capital goods industry means
industries which can produce machine
tools which are, in turn, used for
producing articles for current
consumption. The establishment of a
few manufacturing units here and
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Work These Out

» Prepare a list showing where and when other modern industries of India
were first set up. Can you also find out what the basic requirements are for
setting up any modern industry? What, for example, might have been the
reasons for the setting up of the Tata Iron and Steel Company at Jamshedpur,
which is now in the state of Jharkhand?

» How many iron and steel factories are there in India at present? Are these
iron and steel factories among the best in the world or do you think that
these factories need restructuring and upgradation? If yes, how can this be
done? There is an argument that industries which are not strategic in nature
should not continue to be in the public sector. What is your view?

» On a map of India, mark the cotton textiles, jute mills and textile mills that
existed at the time of independence.

there was no substitute to the near
wholesale displacement of the
country’s traditional handicraft
industries. Furthermore, the growth
rate of the new industrial sector and
its contribution to the Gross Domestic
Product (GDP) or Gross Value Added
remained very small. Another
significant drawback of the new
industrial sector was the very limited
area of operation of the public sector.
This sector remained confined only to
the railways, power generation,
communications, ports and some
other departmental undertakings.

1.5 ForeiGN TRADE

India has been an important trading
nation since ancient times. But the
restrictive policies of commodity
production, trade and tariff pursued
by the colonial government adversely
affected the structure, composition and
volume of India’s foreign trade.
Consequently, India became an

exporter of primary products such as
raw silk, cotton, wool, sugar, indigo,
jute etc. and an importer of finished
consumer goods like cotton, silk and
woollen clothes and capital goods like
light machinery produced in the
factories of Britain. For all practical
purposes, Britain maintained a
monopoly control over India’s exports
and imports. As a result, more than
half of India’s foreign trade was
restricted to Britain while the rest was
allowed with a few other countries like
China, Ceylon (Sri Lanka) and Persia
(Iran). The opening of the Suez Canal
further intensified British control over
India’s foreign trade (see Box 1.3).
The most important characteristic
of India’s foreign trade throughout the
colonial period was the generation of
a large export surplus. But this
surplus came at a huge cost to the
country’s economy. Several essential
commodities—food grains, clothes,
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Work These Out

the British rule.

» Prepare a list of items that were exported from and imported into India during

» Collect information from the Economic Survey for various years published
by the Ministry of Finance, Government of India, on various items of export
from India and its imports. Compare these with imports and exports from
the pre-independence era. Also find out the names of prominent ports which
now handle the bulk of India’s foreign trade.

kerosene etc. — were scarcely available
in the domestic market. Furthermore,
this export surplus did not result in
any flow of gold or silver into India.
Rather, this was used to make
payments for the expenses incurred by
an office set up by the colonial
government in Britain, expenses on
war, again fought by the British
government, and the import of invisible

items, all of which led to the drain of
Indian wealth.

1.6 DEMoGRrRAPHIC CONDITION

Various details about the population
of British India were first collected
through a census in 1881. Though
suffering from certain limitations, it
revealed the unevenness in India’s
population growth. Subsequently,

N io seale

Fig.1.2 Suez Canal: Used as highway
between India and Britain

Box 1.3: Trade Through the Suez
Canal

Suez Canal is an artificial waterway
running from north to south across the
Isthmus of Suez in north-eastern
Egypt. It connects Port Said on the
Mediterranean Sea with the Gulf of
Suez, an arm of the Red Sea. The canal
provides a direct trade route for ships
operating between European or
American ports and ports located in
South Asia, East Africa and Oceania by
doing away with the need to sail around
Africa. Strategically and economically,
is one of the most important
waterways in the world. Its opening in
1869 reduced the cost of transportation
and made access to the Indian market
easier.

it
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every ten years such census
operations were carried out. Before
1921, India was in the first stage of
demographic transition. The second
stage of transition began after 1921.
However, neither the total population
of India nor the rate of population
growth at this stage was very high.
The various social development
indicators were also not quite
encouraging. The overall literacy level
was less than 16 per cent. Out of this,
the female literacy level was at a
negligible low of about seven per
cent. Public health facilities were
either unavailable to large chunks of
population or, when available, were
highly inadequate. Consequently,
water and airborne diseases were
rampant and took a huge toll on
life. No wonder, the overall mortality
rate was very high and in that,

particularly, the infant mortality
rate was quite alarming—about 218
per thousand in contrast to the
present infant mortality rate of 28 per
thousand. Life expectancy was also
very low—32 years in contrast to the
present 69 years. In the absence of
reliable data, it is difficult to specify
the extent of poverty at that time but
there is no doubt that extensive
poverty prevailed in India during the
colonial period which contributed to
the worsening profile of India’s
population of the time.

1.7 OCCUPATIONAL STRUCTURE

During the colonial period, the
occupational structure of India, i.e.,
distribution of working persons
across different industries and
sectors, showed little sign of change.
The agricultural sector accounted for

Fig. 1.3 A large section of India’s population did not have basic needs such as housing
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Work These Out

» Can you find out the
reasons behind frequent
occurrence of famines in
India before independence?
You may read from Nobel
Laureate Amartya Sen’s
book, Poverty and Famines.

>Prepare a pie chart for
the occupational structure
in India at the time of
independence.

the largest share of workforce, which
usually remained at a high of 70-75
per cent while the manufacturing and
the services sectors accounted for only
10 and 15-20 per cent respectively.
Another striking aspect was the
growing regional variation. Parts
of the then Madras Presidency
(comprising areas of the present-day
states of Tamil Nadu, Andhra
Pradesh, Kerala and Karnataka),
Bombay and Bengal witnessed a
decline in the dependence of the
workforce on the agricultural sector
with a commensurate increase in the
manufacturing and the services
sectors. However, there had been an
increase in the share of workforce in
agriculture during the same time in
states such as Orissa, Rajasthan and
Punjab.

1.8 INFRASTRUCTURE

Under the colonial regime, basic
infrastructure such as railways,
ports, water transport, posts and

telegraphs did develop. However, the
real motive behind this development
was not to provide basic amenities to
the people but to subserve various
colonial interests. Roads constructed
in India prior to the advent of the
British rule were not fit for modern
transport. The roads that were built
primarily served the purposes of
mobilising the army within India and
drawing out raw materials from the
countryside to the nearest railway
station or the port to send these to
far away England or other lucrative
foreign destinations. There always
remained an acute shortage of all-
weather roads to reach out to the
rural areas during the rainy season.
Naturally, therefore, people mostly
living in these areas suffered
grievously during natural calamities
and famines.

The British introduced the
railways in India in 1850 and it is
considered as one of their most
important contributions. The
railways affected the structure of the
Indian economy in two important
ways. On the one hand it enabled
people to undertake long distance
travel and thereby break
geographical and cultural barriers
while, on the other hand, it fostered
commercialisation of Indian
agriculture which adversely affected
the self-sufficiency of the village
economies in India. The volume of
India’s exports undoubtedly
expanded but its benefits rarely
accrued to the Indian people.
The social benefits, which the
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Fig. 1.4 First Railway Bridge linking Bombay with Thane, 1854

Indian people gained owing to the
introduction of the railways, were
thus outweighed by the country’s
huge economic loss.

Along with the development of
roads and railways, the colonial
dispensation also took measures for
developing the inland trade and sea
lanes. However, these measures were
far from satisfactory. The inland
waterways, at times, also proved
uneconomical as in the case of the
Coast Canal on the Orissa coast.
Though the canal was built at a huge

Fig.1.5 Tata Airlines, a division of Tata and
Sons, was established in 1932
inaugurating the aviation sector in India

12

Work This Out

» There is a perception still
going around that in
many ways the British
administration in India
was quite beneficial. This
perception needs an
informed debate. How
would you look at this
perception? Argue this
out in your class—‘Was
the British Raj good for
India’?

cost to the government exchequer, yet,
it failed to compete with the railways,
which soon traversed the region
running parallel to the canal, and had
to be ultimately abandoned. The
introduction of the expensive system
of electric telegraph in India, similarly,
served the purpose of maintaining law
and order. The postal services, on the
other hand, despite serving a useful
public purpose, remained all through
inadequate.
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1.9 ConcLusION

By the time India won its independence,
the impact of the two-century long
British colonial rule was already
showing on all aspects of the Indian
economy. The agricultural sector was
already saddled with surplus labour
and extremely low productivity. The
industrial sector was crying for
modernisation, diversification, capacity
building and increased public

investment. Foreign trade was oriented
to feed the Industrial Revolution in
Britain. Infrastructure facilities,
including the famed railway network,
needed upgradation, expansion and
public orientation. Prevalence of
rampant poverty and unemployment
required welfare orientation of public
economic policy. In a nutshell, the
social and economic challenges before
the country were enormous.

independence period.

depended on it for sustenance.

planning.

D2 nee

» An understanding of the economy before independence is necessary to
know and appreciate the level of development achieved during the post-

» Under the colonial dispensation, the economic policies of the government
were concerned more with the protection and promotion of British
economic interests than with the need to develop the economic condition
of the colonised country and its people.

» The agricultural sector continued to experience stagnation and
deterioration despite the fact that the largest section of Indian population

» The rule of the British-India government led to the collapse of India’s
world famous handicraft industries without contributing, in any
significant manner, to its replacement by a modern industrial base.

» Lack of adequate public health facilities, occurrence of frequent natural
calamities and famines pauperised the hapless Indian people and
resulted in engendering high mortality rates.

» Some efforts were made by the colonial regime to improve infrastructure
facilities but these efforts were spiced with selfish motives. However, the
independent Indian government had to built on this base through
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EXERCISES

What was the focus of the economic policies pursued by the colonial
government in India? What were the impacts of these policies?

2. Name some notable economists who estimated India’s per capita
income during the colonial period.

3. What were the main causes of India’s agricultural stagnation during
the colonial period?

4. Name some modern industries which were in operation in our country
at the time of independence.

5. What was the two-fold motive behind the systematic de-
industrialisation effected by the British in pre-independent India?

6. The traditional handicrafts industries were ruined under the British
rule. Do you agree with this view? Give reasons in support of your
answer.

7. What objectives did the British intend to achieve through their
policies of infrastructure development in India?

8. Critically appraise some of the shortfalls of the industrial policy
pursued by the British colonial administration.

9. What do you understand by the drain of Indian wealth during the
colonial period?

10. Which is regarded as the defining year to mark the demographic
transition from its first to the second decisive stage?

11. Give a quantitative appraisal of India’s demographic profile during
the colonial period.

12. Highlight the salient features of India’s pre-independence occupational
structure.

13. Underscore some of India’s most crucial economic challenges at the
time of independence.

14. When was India’s first official census operation undertaken?

15. Indicate the volume and direction of trade at the time of

independence.
16. Were there any positive contributions made by the British in India?
Discuss.
14 INDIAN ECONOMIC DEVELOPMENT
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="SUGGESTED ADDITIONAL ACTIVITIES

1. Prepare a list of goods and services that were available to people in
pre-independence India in rural and urban areas. Compare it with
the consumption pattern of such goods and services by the people
today. Highlight the perceptible difference in the people’s standard
of living.

2. Find pictures of towns/villages, in your vicinity, of the pre-
independence period and compare these with their present scenario.
What changes can you mark? Are such changes for better or for
worse? Discuss.

3. Rally around your teacher and organise a group discussion on ‘Has
the zamindari system really been abolished in India’? If the
consensus is negative, then what measures would you think should
be taken to banish it and why?

4. Identify the major occupations followed by the people of our country
at the time of independence. What major occupations do the people
follow today? In the light of reform policies, how would you visualise
the occupational scenario in India 15 years from now—say, 20357
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InDIAN ECcONOMY
1950-1990

After studying this chapter, the learners will

e come to know the goals of India’s five year plans

e know about the development policies in different sectors such as
agriculture and industry from 1950-1990

e learn to think about the merits and limitations of a regulated economy.
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The central objective of Planning in India...
development which will raise the living standards and open out to the people
new opportunities for a richer and more varied life.

is to initiate a process of

First Five Year Plan

2.1 INTRODUCTION

On 15 August 1947, India woke to a
new dawn of freedom. Finally we were
masters of our own destiny after
some two hundred years of British
rule; the job of nation building was
now in our own hands. The leaders
of independent India had to decide,
among other things, the type of
economic system most suitable for
our nation, a system which would
promote the welfare of all rather than
a few. There are different types of
economic systems (see Box 2.1) and
among them, socialism appealed to
Jawaharlal Nehru the most. However,
he was not in favour of the kind of
socialism established in the former
Soviet Union where all the means of
production, i.e. all the factories and
farms in the country, were owned by
the government. There was no private
property. It is not possible in a
democracy like India for the
government to change the ownership
pattern of land and other properties
of its citizens in the way that it was
done in the former Soviet Union.
Nehru, and many other leaders and
thinkers of the newly independent
India, sought an alternative to the
extreme versions of capitalism and
socialism. Basically sympathising with
the socialist outlook, they found the

INDIAN ECONOMY 1950-1990

answer in an economic system which,
in their view, combined the best
features of socialism without its
drawbacks. In this view, India would
be a socialist society with a strong
public sector but also with private
property and democracy; the government
would plan (see Box 2.2) for the

Work These Out

» Prepare a chart on the
different types of economic
systems prevalent in the
world. List out the countries
as capitalist, socialist and
mixed economy.

» Plan a class trip to an
agriculture farm. Divide the
class into seven groups with
each group to plan a specific
goal, for example, the
purpose of the visit, money
expenditure involved, time
taken, resources, people
accompanying the group
and who need to be
contacted, possible places
of visit, possible questions
to be asked etc. Now, with
the help of your teacher,
compile these specific goals
and compare with long-term
goals of successful visit to
an agricultural farm.

17
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Box 2.1: Types of Economic Systems

Every society has to answer three questions
» What goods and services should be produced in the country?

» How should the goods and services be produced? Should producers use
more human labour or more capital (machines) for producing things?
»How should the goods and services be distributed among people?

One answer to these questions is to depend on the market forces of
supply and demand. In a market economy, also called capitalism, only those
consumer goods will be produced that are in demand, i.e., goods that can
be sold profitably either in the domestic or in the foreign markets. If cars
are in demand, cars will be produced and if bicycles are in demand, bicycles
will be produced. If labour is cheaper than capital, more labour-intensive
methods of production will be used and vice-versa. In a capitalist society
the goods produced are distributed among people not on the basis of what
people need but on the basis of Purchasing Power—the ability to buy goods
and services. That is, one has to have the money in the pocket to buy it. Low
cost housing for the poor is much needed but will not count as demand in
the market sense because the poor do not have the purchasing power to
back the demand. As a result this commodity will not be produced and
supplied as per market forces. Such a society did not appeal to Jawaharlal
Nehru, our first prime minister, for it meant that the great majority of people
of the country would be left behind without the chance to improve their
quality of life.

A socialist society answers the three questions in a totally different
manner. In a socialist society the government decides what goods are to be
produced in accordance with the needs of society. It is assumed that the
government knows what is good for the people of the country and so the
desires of individual consumers are not given much importance. The
government decides how goods are to be produced and how they should be
distributed. In principle, distribution under socialism is supposed to be based
on what people need and not on what they can afford to purchase. Unlike
under capitalism, for example, a socialist nation provides free health care
to all its citizens. Strictly, a socialist society has no private property since
everything is owned by the state. In Cuba and China, for example, most of
the economic activities are governed by the socialistic principles.

Most economies are mixed economies, i.e. the government and the
market together answer the three questions of what to produce, how to
produce and how to distribute what is produced. In a mixed economy, the
market will provide whatever goods and services it can produce well, and
the government will provide essential goods and services which the market
fails to do.

INDIAN ECONOMIC DEVELOPMENT
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Box 2.2: What is a Plan?

A plan spells out how the resources of a nation should be put to use. It
should have some general goals as well as specific objectives which are to
be achieved within a specified period of time; in India plans were of five
years duration and were called five year plans (we borrowed this from the
former Soviet Union, the pioneer in national planning). Our plan documents
upto the year 2017 not only specify the objectives to be attained in the five
years of a plan but also what is to be achieved over a period of twenty years.
This long-term plan is called ‘perspective plan’. The five year plans were
supposed to provide the basis for the perspective plan.

It will be unrealistic to expect all the goals of a plan to be given equal
importance in all the plans. In fact the goals may actually be in conflict. For
example, the goal of introducing modern technology may be in conflict with
the goal of increasing employment if the technology reduces the need for
labour. The planners have to balance the goals, a very difficult job indeed.
We find different goals being emphasised in different plans in India.

India’s five year plans did not spell out how much of each and every
good and service is to be produced. This is neither possible nor necessary
(the former Soviet Union tried to do this and failed). It is enough if the plan
is specific about the sectors where it plays a commanding role, for instance,
power generation and irrigation, while leaving the rest to the market.

economy with the private sector being
encouraged to be part of the plan effort.
The ‘Industrial Policy Resolution’ of
1948 and the Directive Principles of
the Indian Constitution reflected
this outlook. In 1950, the Planning
Commission was set up with the
Prime Minister as its Chairperson. The
era of five year plans had begun.

2.2 THE GoaLs oF FIvE YEAR PLaNS

A plan should have some clearly
specified goals. The goals of the five
year plans were: growth, modernisation,
self-reliance and equity. This does not
mean that all the plans have given
equal importance to all these goals.
Due to limited resources, a choice has
to be made in each plan about which

INDIAN ECONOMY 1950-1990

of the goals is to be given primary
importance. Nevertheless, the planners
have to ensure that, as far as possible,
the policies of the plans do not
contradict these four goals. Let us now
learn about the goals of planning in
some detail.

Growth: It refers to increase in the
country’s capacity to produce the
output of goods and services within
the country. It implies either a
larger stock of productive capital,
or a larger size of supporting
services like transport and
banking, or an increase in the
efficiency of productive capital and
services. A good indicator of
economic growth, in the language of

19
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Box 2.3: Mahalanobis: the Architect of Indian Planning

Many distinguished thinkers contributed to the formulation of India’s five
year plans. Among them, the name of the statistician, Prasanta Chandra
Mahalanobis, stands out.

Planning, in the real sense of the term, began with the Second Five Year
Plan. The Second Plan, a landmark contribution to development planning
in general, laid down the basic ideas regarding
goals of Indian planning; this plan was based
on the ideas of Mahalanobis. In that sense, he
can be regarded as the architect of Indian
planning.

Mahalanobis was born in 1893 in Calcutta.

He was educated at the Presidency College in
Calcutta and at Cambridge University in
England. His contributions to the subject of
statistics brought him international fame. In
1945 he was made a Fellow (member) of
Britain’s Royal Society, one of the most
prestigious organisations of scientists; only the
most outstanding scientists are made
members of this Society.

Mahalanobis established the Indian
Statistical Institute (ISI) in Calcutta and
started a journal, Sankhya, which still serves
as a respected forum for statisticians to
discuss their ideas. Both, the ISI and Sankhya, are highly regarded by
statisticians and economists all over the world to this day.

During the second plan period, Mahalanobis invited many
distinguished economists from India and abroad to advise him on India’s
economic development. Some of these economists became Nobel Prize winners
later, which shows that he could identify individuals with talent. Among
the economists invited by Mahalanobis were those who were very critical of
the socialist principles of the second plan. In other words, he was willing to
listen to what his critics had to say, the mark of a great scholar.

Many economists today reject the approach to planning formulated by
Mahalanobis but he will always be remembered for playing a vital role in
putting India on the road to economic progress, and statisticians continue
to profit from his contribution to statistical theory.

Source: Sukhamoy Chakravarty, ‘Mahalanobis, Prasanta Chandra’ in John
Fatwell et.al, (Eds.) The New Palgrave Dictionary: Economic
Development, W.W. Norton, New York and London.
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Box 2.4: The Service Sector

As a country develops, it undergoes ‘structural change’. In the case of India,
the structural change is peculiar. Usually, with development, the share of
agriculture declines and the share of industry becomes dominant. At higher
levels of development, the service sector contributes more to the GDP than the
other two sectors. In India, the share of agriculture in the GDP was more than
50 per cent—as we would expect for a poor country. But by 1990 the share of
the service sector was 40.59 per cent, more than that of agriculture or industry,
like what we find in developed nations. This phenomenon of growing share of
the service sector was accelerated in the post 1991 period (this marked the
onset of globalisation in the country which will be discussed in chapter 3).

economics, is steady increase in the
Gross Domestic Product (GDP). The
GDP is the market value of all the
final goods and services produced in
the country during a year. You have
studied this concept in Class X as
well. You can think of the GDP as a
cake and growth is increase in the
size of the cake. If the cake is larger,
more people can enjoy it. It is
necessary to produce more goods
and services if the people of India are
to enjoy (in the words of the First Five
Year Plan) a more rich and varied life.

The GDP of a country is derived
from the different sectors of the
economy, namely the agricultural
sector, the industrial sector and the
service sector. The contribution
made by each of these sectors makes
up the structural composition of
the economy. In some countries,
growth in agriculture contributes
more to the GDP growth, while in
some countries the growth in the
service sector contributes more to
GDP growth (see Box 2.4).

Modernisation: To increase the
production of goods and services

INDIAN ECONOMY 1950-1990

the producers have to adopt new
technology. For example, a farmer can
increase the output on the farm by
using new seed varieties instead of
using the old ones. Similarly, a factory
can increase output by using a new
type of machine. Adoption of new
technology is called modernisation.

However, modernisation does not
refer only to the use of new technology
but also to changes in social outlook
such as the recognition that women
should have the same rights as men. In
a traditional society, women are
supposed to remain at home while men
work. A modern society makes use of
the talents of women in the work place
— in banks, factories, schools etc. —
and such a society in most occassions
is also prosperous.

Self-reliance: A nation can promote
economic growth and modernisation
by using its own resources or by
using resources imported from other
nations. The first seven five year plans
gave importance to self-reliance
which means avoiding imports
of those goods which could be
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Work These Out

(@) Production of food grains
(b) Packaging of products
(c) Mass communication

(a) Observe the difference

cuss in your class the changes in technology used for

» Find out and prepare a list of major items that India imported and exported
during 1990-91 and 2018-19. (For this, see P. 145 also).

(b) Do you see the impact of self-reliance? Discuss.
For getting these details you may refer to Economic Survey of the latest year.

produced in India itself. This policy
was considered a necessity in order to
reduce our dependence on foreign
countries, especially for food. It is
understandable that people who were
recently freed from foreign domination
should give importance to self-
reliance. Further, it was feared that
dependence on imported food
supplies, foreign technology and
foreign capital may make India’s
sovereignty vulnerable to foreign
interference in our policies.

Equity: Now growth, modernisation
and self-reliance, by themselves, may
not improve the kind of life which
people are living. A country can have
high growth, the most modern
technology developed in the country
itself, and also have most of its people
living in poverty. It is important to
ensure that the benefits of economic
prosperity reach the poor sections as
well instead of being enjoyed only by
the rich. So, in addition to growth,
modernisation and self-reliance,
equity is also important. Every Indian
should be able to meet his or her basic
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needs such as food, a decent house,
education and health care and
inequality in the distribution of wealth
should be reduced.

Let us now see how the first seven
five year plans, covering the period
1950-1990, attempted to attain these
four goals and the extent to which
they succeeded in doing so, with
reference to agriculture, industry
and trade. You will study the policies
and developmental issues taken up
after 1991 in Chapter 3.

2.3 AGRICULTURE

You have learnt in Chapter 1 that
during the colonial rule there was
neither growth nor equity in the
agricultural sector. The policy makers
of independent India had to address
these issues which they did through
land reforms and promoting the use
of ‘High Yielding Variety’ (HYV) seeds
which ushered in a revolution in
Indian agriculture.

Land Reforms: At the time of
independence, the land tenure system
was characterised by intermediaries
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Box 2.5: Ownership and Incentives

The policy of land to the tiller’ is based on the idea that the cultivators will
take more interest—they will have more incentive—in increasing output if
they are the owners of the land. This is because ownership of land enables the
tiller to make profit from the increased output. Tenants do not have the incentive
to make improvements on land since it is the landowner who would benefit
more from higher output. The importance of ownership in providing incentives
is well illustrated by the carelessness with which farmers in the former Soviet
Union used to pack fruits for sale. It was not uncommon to see farmers packing
rotten fruits along with fresh fruits in the same box. Now, every farmer knows
that the rotten fruits will spoil the fresh fruits if they are packed together. This
will be a loss to the farmer since the fruits cannot be sold. So why did the
Soviet farmers do something which would so obviously result in loss for them?
The answer lies in the incentives facing the farmers. Since farmers in the
former Soviet Union did not own any land, they neither enjoyed the profits nor
suffered the losses. In the absence of ownership, there was no incentive on
the part of farmers to be efficient, which also explains the poor performance of
the agricultural sector in the Soviet Union despite availability of vast areas of
highly fertile land.

Source: Thomas Sowell, Basic Economics: A Citizen’s Guide to the Economy,

New York: Basic Books, 2004, Second Edition.

(variously called zamindars, jagirdars
etc.) who merely collected rent from
the actual tillers of the soil without
contributing towards improvements
on the farm. The low productivity of
the agricultural sector forced India to
import food from the United States of
America (U.S.A.). Equity in agriculture
called for land reforms which primarily
refer to change in the ownership of
landholdings. Just a year after
independence, steps were taken to
abolish intermediaries and to make the
tillers the owners of land. The idea
behind this move was that ownership
of land would give incentives (see Box
2.5) to the tillers to invest in making
improvements provided sufficient
capital was made available to them.

INDIAN ECONOMY 1950-1990

Land ceiling was another policy to
promote equity in the agricultural
sector. This means fixing the maximum
size of land which could be owned by
an individual. The purpose of land
ceiling was to reduce the concentration
of land ownership in a few hands.
The abolition of intermediaries
meant that some 200 lakh tenants
came into direct contact with the
government — they were thus
freed from being exploited by the
zamindars. The ownership conferred
on tenants gave them the incentive to
increase output and this contributed
to growth in agriculture. However, the
goal of equity was not fully served
by abolition of intermediaries. In
some areas the former zamindars
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continued to own large areas of land
by making use of some loopholes in
the legislation; there were cases
where tenants were evicted and the
landowners claimed to be self-
cultivators (the actual tillers), claiming
ownership of the land; and even when
the tillers got ownership of land, the
poorest of the agricultural labourers
(such as sharecroppers and landless
labourers) did not benefit from land
reforms.

The land ceiling legislation also
faced hurdles. The big landlords
challenged the legislation in the
courts, delaying its implementation.
They used this delay to register their
lands in the name of close relatives,
thereby escaping from the
legislation. The legislation also had
a lot of loopholes which were
exploited by the big landholders to
retain their land. Land reforms were
successful in Kerala and West
Bengal because these states had
governments committed to the policy
of land to the tiller. Unfortunately
other states did not have the same
level of commitment and vast
inequality in landholding continues
to this day.

The Green Revolution: At
independence, about 75 per cent of
the country’s population was
dependent on agriculture.
Productivity in the agricultural sector
was very low because of the use of old
technology and the absence of
required infrastructure for the vast
majority of farmers. India’s
agriculture vitally depends on the
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monsoon and if the monsoon fell short
the farmers were in trouble unless
they had access to irrigation facilities
which very few had. The stagnation in
agriculture during the colonial rule
was permanently broken by the green
revolution. This refers to the large
increase in production of food grains
resulting from the use of high yielding
variety (HYV) seeds especially for
wheat and rice. The use of these seeds
required the use of fertiliser and
pesticide in the correct quantities as
well as regular supply of water; the
application of these inputs in correct
proportions is vital. The farmers who
could benefit from HYV seeds required
reliable irrigation facilities as well as
the financial resources to purchase
fertiliser and pesticide. As a result, in
the first phase of the green revolution
(approximately mid 1960s upto mid
1970s), the use of HYV seeds was
restricted to the more affluent states
such as Punjab, Andhra Pradesh and
Tamil Nadu. Further, the use of HYV
seeds primarily benefited the wheat-
growing regions only. In the second
phase of the green revolution
(mid-1970s to mid-1980s), the HYV
technology spread to a larger number
of states and benefited more variety
of crops. The spread of green
revolution technology enabled India
to achieve self-sufficiency in food
grains; India no longer had to be
at the mercy of America, or any
other nation, for meeting its food
requirements.

Growth in agricultural output is
important but it is not enough. If a
large proportion of this increase is
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consumed by the farmers themselves
instead of being sold in the market,
the higher output will not make much
of a difference to the economy as a
whole. If, on the other hand, a
substantial amount of agricultural
produce is sold in the market by the
farmers, the higher output can make
a difference to the economy. The
portion of agricultural produce which
is sold in the market by the farmers
is called marketed surplus. A good
proportion of the rice and wheat
produced during the green revolution
period (available as marketed
surplus) was sold by the farmers in
the market. As a result, the price of
food grains declined relative to other
items of consumption. The low-
income groups, who spend a large

INDIAN ECONOMY 1950-1990

percentage of their income on food,
benefited from this decline in relative
prices. The green revolution enabled
the government to procure sufficient
amount of food grains to build a stock
which could be used in times of food
shortage.

While the nation had immensely
benefited from the green revolution, the
technology involved was not free from
risks. One such risk was the possibility
that it would increase the disparities
between small and big farmers—since
only the big farmers could afford the
required inputs, thereby reaping most
of the benefits of the green revolution.
Moreover, the HYV crops were also more
prone to attack by pests and the small
farmers who adopted this technology
could lose everything in a pest attack.
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Fortunately, these fears did not
come true because of the steps taken
by the government. The government
provided loans at a low interest rate
to small farmers and subsidised
fertilisers so that small farmers could
also have access to the needed
inputs. Since the small farmers could
obtain the required inputs, the
output on small farms equalled the
output on large farms in the course
of time. As a result, the green
revolution benefited the small as well
as rich farmers. The risk of the small
farmers being ruined when pests
attack their crops was considerably
reduced by the services rendered by
research institutes established by the
government. You should note that
the green revolution would have
favoured the rich farmers only if the
state did not play an extensive role
in ensuring that the small farmer
also gains from the new technology.

The Debate Over Subsidies: The
economic justification of subsidies in
agriculture is, at present, a hotly
debated question. It is generally
agreed that it was necessary to use
subsidies to provide an incentive for
adoption of the new HYV technology
by farmers in general and small
farmers in particular. Any new
technology will be looked upon as
being risky by farmers. Subsidies
were, therefore, needed to encourage
farmers to test the new technology.
Some economists believe that once
the technology is found profitable
and is widely adopted, subsidies
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should be phased out since their
purpose has been served. Further,
subsidies are meant to benefit the
farmers but a substantial amount of
fertiliser subsidy also benefits the
fertiliser industry; and among
farmers, the subsidy largely benefits
the farmers in the more prosperous
regions. Therefore, it is argued that
there is no case for continuing with
fertiliser subsidies; it does not benefit
the target group and it is a huge
burden on the government’s finances
(see also Box 2.6).

On the other hand, some believe
that the government should continue
with agricultural subsidies because
farming in India continues to be a risky
business. Most farmers are very poor
and they will not be able to afford the
required inputs without subsidies.
Eliminating subsidies will increase the
inequality between rich and poor
farmers and violate the goal of equity.
These experts argue that if subsidies
are largely benefiting the fertiliser
industry and big farmers, the correct
policy is not to abolish subsidies but
to take steps to ensure that only the
poor farmers enjoy the benefits.

Thus, by the late 1960s, Indian
agricultural productivity had increased
sufficiently to enable the country to be
self-sufficient in food grains. This is an
achievement to be proud of. On the
negative side, some 65 per cent of the
country’s population continued to be
employed in agriculture even as late as
1990. Economists have found that as
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Box 2.6: Prices as Signals

You would have learnt in an earlier class about how prices of goods are
determined in the market. It is important to understand that prices are signals
about the availability of goods. If a good becomes scarce, its price will rise and
those who use this good will have the incentive to make efficient decisions
about its use based on the price. If the price of water goes up because of lower
supply, people will have the incentive to use it with greater care; for example,
they may stop watering the garden to conserve water. We complain whenever
the price of petrol increases and blame it on the government. But the increase
in petrol price reflects greater scarcity and the price rise is a signal that less
petrol is available—this provides an incentive to use less petrol or look for
alternate fuels.

Some economists point out that subsidies do not allow prices to indicate
the supply of a good. When electricity and water are provided at a subsidised
rate or free, they will be used wastefully without any concern for their scarcity.
Farmers will cultivate water intensive crops if water is supplied free, although
the water resources in that region may be scarce and such crops will further
deplete the already scarce resources. If water is priced to reflect scarcity,
farmers will cultivate crops suitable to the region. Fertiliser and pesticide
subsidies result in overuse of resources which can be harmful to the
environment. Subsidies provide an incentive for wasteful use of resources.
Think about subsidies in terms of incentives and ask yourself whether it is

wise from the economic viewpoint to provide free electricity to farmers.

a nation becomes more prosperous, the
proportion of GDP contributed by
agriculture as well as the proportion of
population working in the sector
declines considerably. In India,
between 1950 and 1990, the
proportion of GDP contributed by
agriculture declined significantly but
not the population depending on it
(67.5 per cent in 1950 to 64.9 per cent
by 1990). Why was such a large
proportion of the population engaged
in agriculture although agricultural
output could have grown with much
less people working in the sector? The
answer is that the industrial sector and
the service sector did not absorb the
people working in the agricultural

INDIAN ECONOMY 1950-1990

sector. Many economists call this an
important failure of our policies
followed during 1950-1990.

2.4 INDUSTRY AND TRADE

Economists have found that poor
nations can progress only if they have
a good industrial sector. Industry
provides employment which is more
stable than the employment in
agriculture; it promotes modernisation
and overall prosperity. It is for this
reason that the five year plans placed
a lot of emphasis on industrial
development. You might have
studied in the previous chapter that,
at the time of independence, the
variety of industries was very narrow
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Work These Out

countries on farm subsidies.

in the shape of pies.

» A group of students may visit an agricultural farm, prepare a case study on
the method of farming used, that is, types of seeds, fertilisers, machines,
means of irrigation, cost involved, marketable surplus and income earned.
It will be beneficial if the changes in cultivation methods could be collected
from an elderly member of the farming family

(a) Discuss the findings in your class.

(b) The different groups can then prepare a chart showing variations in
cost of production, productivity, use of seeds, fertilisers, means of
irrigation, time taken, marketable surplus and income of the family.

» Collect newspaper cuttings related to the World Bank, International
Monetary Fund, World Trade Organisation
countries). Discuss the views shared by the developed and developing

» Prepare pie charts on the occupational structure of the Indian economy
available in the following table. Discuss the possible reasons for the change

(and meets of G7, G8, G10

Sector 1950-51 1990-91
Agriculture 72.1 66.8
Industry 10.7 12.7
Services 17.2 20.5

view on this issue?

Discuss.

» Study the arguments for and against agricultural subsidies. What is your

» Some economists argue that farmers in other countries, particularly
developed countries, are provided with high amount of subsidies and are
encouraged to export their produce to other countries. Do you think our
farmers will be able to compete with farmers from developed countries?

— largely confined to cotton textiles
and jute. There were two well-
managed iron and steel firms — one
in Jamshedpur and the other in
Kolkata — but, obviously, we needed
to expand the industrial base with a
variety of industries if the economy
was to grow.
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Public and Private Sectors in Indian
Industrial Development: The big
question facing the policy makers was
— what should be the role of the
government and the private sector in
industrial development? At the time of
independence, Indian industrialists did
not have the capital to undertake
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investment in industrial ventures
required for the development of Indian
economy; nor was the market big
enough to encourage industrialists to
undertake major projects even if they
had the capital to do so. It is principally
for these reasons that the erstwhile
governments had to play an extensive
role in promoting the industrial sector.
In addition, the decision to develop the
Indian economy on socialist lines led
to the policy of the government
controlling the commanding heights of
the economy, as the Second Five Year
plan put it. This meant that the
government would have complete
control of those industries that were
vital for the economy. The policies of the
private sector would have to be
complimentary to those of the public
sector, with the public sector leading
the way.

Industrial Policy Resolution 1956
(IPR 1956): In accordance with the
goal of the state controlling the
commanding heights of the economy,
the Industrial Policy Resolution of
1956 was adopted. This resolution
formed the basis of the Second Five
Year Plan, the plan which tried to
build the basis for a socialist pattern
of society. This resolution classified
industries into three categories. The
first category comprised industries
which would be exclusively owned by
the government; the second category
consisted of industries in which the
private sector could supplement the
efforts of the public sector, with the
government taking the sole
responsibility for starting new units;
the third category consisted of the
remaining industries which were to
be in the private sector.

INDIAN ECONOMY 1950-1990

Although there was a category of
industries left to the private sector,
the sector was kept under state
control through a system of licenses.
No new industry was allowed unless
a license was obtained from the
government. This policy was used for
promoting industry in backward
regions; it was easier to obtain a
license if the industrial unit was
established in an economically
backward area. In addition, such
units were given certain concessions
such as tax benefits and electricity
at a lower tariff. The purpose of this
policy was to promote regional
equality.

Even an existing industry had to
obtain a license for expanding
output or for diversifying production
(producing a new variety of goods).
This was meant to ensure that the
quantity of goods produced was not
more than what the economy
required. License to expand
production was given only if the
government was convinced that the
economy required a larger quantity
of goods.

Small-Scale Industry: In 1955, the
Village and Small-Scale Industries
Committee, also called the Karve
Committee, noted the possibility of
using small-scale industries for
promoting rural development. A
‘small-scale industry’ is defined with
reference to the maximum invest-
ment allowed on the assets of a unit.
This limit has changed over a period
of time. In 1950 a small-scale
industrial unit was one which invested
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a maximum of rupees five lakh; at
present the maximum investment
allowed is rupees one crore.

It is believed that small-scale
industries are more ‘labour intensive’
i.e., they use more labour than the
large-scale industries and, therefore,
generate more employment. But these
industries cannot compete with the big
industrial firms; it is obvious that
development of small-scale industry
requires them to be shielded from the
large firms. For this purpose, the
production of a number of products
was reserved for the small-scale
industry; the criterion of reservation
being the ability of these units to
manufacture the goods. They were also
given concessions such as lower excise
duty and bank loans at lower interest
rates.

2.5 TrRADE PoLicy: IMPORT SUBSTITUTION

The industrial policy that India
adopted was closely related to the
trade policy. In the first seven plans,
trade was characterised by what is
commonly called an inward looking
trade strategy. Technically, this
strategy is called import substi-
tution. This policy aimed at replacing
or substituting imports with domestic
production. For example, instead of
importing vehicles made in a foreign
country, industries would be
encouraged to produce them in India
itself. In this policy the government
protected the domestic industries
from foreign competition. Protection
from imports took two forms: tariffs
and quotas. Tariffs are a tax on
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imported goods; they make imported
goods more expensive and discourage
their use. Quotas specify the quantity
of goods which can be imported. The
effect of tariffs and quotas is that they
restrictimports and, therefore, protect
the domestic firms from foreign
competition.

The policy of protection was based
on the notion that industries of
developing countries were not in a
position to compete against the
goods produced by more developed
economies. It was assumed that if the
domestic industries were protected
they would learn to compete in the
course of time. Our planners also
feared the possibility of foreign
exchange being spent on import of
luxury goods if no restrictions were
placed on imports. Nor was any
serious thought given to promote
exports until the mid-1980s.

Effect of Policies on Industrial
Development: The achievements of
India’s industrial sector during the
first seven plans are impressive
indeed. The proportion of GDP
contributed by the industrial
sector increased in the period from
13 per cent in 1950-51 to 24.6 per cent
in 1990-91. The rise in the
industry’s share of GDP is an
important indicator of development.
The six per cent annual growth rate
of the industrial sector during the
period is commendable. No longer
was Indian industry restricted largely
to cotton textiles and jute; in fact, the
industrial sector became well
diversified by 1990, largely due to
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- Work These Out

» Construct a pie chart for the following table on sectoral contribution to GDP
and discuss the difference in the contribution of the sectors in the light of
effects of development during 1950-91.

Sector 1950-51 1990-91
Agriculture 59.0 34.9
Industry 13.0 24.6
Services 28.0 40.5

» Conduct a debate in your classroom on the usefulness of Public Sector
Undertakings (PSUs) by dividing the class into two groups. One group may
speak in favour of PSUs and the other group against the motion (involve as
many students as possible and encourage them to give examples).

the public sector. The promotion
of small-scale industries gave
opportunities to those people who did
not have the capital to start large
firms to get into business. Protection
from foreign competition enabled the
development of indigenous industries
in the areas of electronics and
automobile sectors which otherwise
could not have developed.

In spite of the contribution made
by the public sector to the growth of
the Indian economy, some economists
are critical of the performance of
many public sector enterprises. It was
proposed at the beginning of this
chapter that initially public sector
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was required in a big way. It is now
widely held that state enterprises
continued to produce certain goods
and services (often monopolising
them) although this was no longer
required. An example is the provision
of telecommunication service. This
industry continued to be reserved for
the Public Sector even after it was
realised that private sector firms
could also provide it. Due to the
absence of competition, even till the
late 1990s, one had to wait for a long
time to get a telephone connection.
Another instance could be the
establishment of Modern Bread, a
bread-manufacturing firm, as if the
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private sector could not manufacture
bread! In 2001 this firm was sold to
the private sector. The point is that
after four decades of Planned
development of Indian Economy no
distinction was made between (i) what
the public sector alone can do and
(i) what the private sector can also
do. For example, even now only the
public sector supplies national
defense. And even though the private
sector can manage hotels well, yet,
the government also runs hotels. This
has led some scholars to argue that
the state should get out of areas
which the private sector can manage
and the government may concentrate
its resources on important services
which the private sector cannot
provide.

Many public sector firms incurred
huge losses but continued to
function because it is difficult to close
a government undertaking even if it
is a drain on the nation’s limited
resources. This does not mean that
private firms are always profitable
(indeed, quite a few of the public
sector firms were originally private
firms which were on the verge of
closure due to losses; they were then
nationalised to protect the jobs of the
workers). However, a loss-making
private firm will not waste resources
by being kept running despite the
losses.

The need to obtain a license to start
an industry was misused by
industrial houses; a big industrialist
would get a license not for starting a
new firm but to prevent competitors
from starting new firms. The excessive
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regulation of what came to be called the
permit license raj prevented certain
firms from becoming more efficient.
More time was spent by industrialists
in trying to obtain a license or lobby
with the concerned ministries rather
than on thinking about how to improve
their products.

The protection from foreign
competition was also being criticised
on the ground that it continued even
after it proved to do more harm than
good. Due to restrictions on imports,
the Indian consumers had to
purchase whatever the Indian
producers produced. The producers
were aware that they had a captive
market; so they had no incentive to
improve the quality of their goods.
Why should they think of improving
quality when they could sell low
quality items at a high price?
Competition from imports forces our
producers to be more efficient.

A few economists also point out
that the public sector is not meant
for earning profits but to promote the
welfare of the nation. The public
sector firms, on this view, should be
evaluated on the basis of the extent
to which they contribute to the welfare
of people and not on the profits they
earn. Regarding protection, some
economists hold that we should
protect our producers from foreign
competition as long as the rich
nations continue to do so. Owing to
all these conflicts, economists called
for a change in our policy. This,
alongwith other problems, led the
government to introduce a new
economic policy in 1991.
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2.6 CoNCLUSION

The progress of the Indian economy
during the first seven plans was
impressive indeed. Our industries
became far more diversified compared
to the situation at independence. India
became self- sufficient in food
production thanks to the green
revolution. Land reforms resulted in
abolition of the hated zamindari
system. In industrial sector, many
economists became dissatisfied with
the performance of many public sector
enterprises. Excessive government
regulation prevented growth of

entrepreneurship. In the name of self-
reliance, Indian producers were
protected against foreign competition
and this did not give them the
incentive to improve the quality of
goods that they produced. Indian
policies were ‘inward oriented’ that
failed to develop a strong export
sector. The need for reform of
economic policy was widely felt in the
context of changing global economic
scenario, and the new economic policy
was initiated in 1991 to make
Indian economy more efficient. This is
the subject of the next chapter.

g < Recer

» After independence, India envisaged an economic system which combines
the best features of socialism and capitalism—this culminated in the mixed
economy model.

» All the economic planning has been formulated through five year plans.

» Common goals of five year plans are growth, modernisation, self-sufficiency
and equity.

» The major policy initiatives in agriculture sector were land reforms and
green revolution. These initiatives helped India to become self-sufficient in
food grains production.

» The proportion of people depending on agriculture did not decline as expected.

» Import substitution policy initiatives in the industrial sector raised its
contribution to GDP.

» One of the major drawbacks in the industrial sector was the inefficient
functioning of the public sector as it started incurring losses leading to
drain on the nation’s limited resources.
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EXERCISES

1. Define a plan.

2.  Why did India opt for planning?

3.  Why should plans have goals?

4. What are High Yielding Variety (HYV) seeds?
5.  What is marketable surplus?

6

Explain the need and type of land reforms implemented in the
agriculture sector.

7. What is Green Revolution? Why was it implemented and how did
it benefit the farmers? Explain in brief.

Explain ‘growth with equity’ as a planning objective.

Does modernisation as a planning objective create contradiction
in the light of employment generation? Explain.

10. Why was it necessary for a developing country like India to follow
self-reliance as a planning objective?

11. What is sectoral composition of an economy? Is it necessary that
the service sector should contribute maximum to GDP of an
economy? Comment.

12. Why was public sector given a leading role in industrial
development during the planning period?

13. Explain the statement that green revolution enabled the
government to procure sufficient food grains to build its stocks
that could be used during times of shortage.

14. While subsidies encourage farmers to use new technology, they are
a huge burden on government finances. Discuss the usefulness of
subsidies in the light of this fact.

15. Why, despite the implementation of green revolution, 65 per cent
of India’s population continued to be engaged in the agriculture
sector till 19907

16. Though public sector is very essential for industries, many public
sector undertakings incur huge losses and are a drain on the
economy’s resources. Discuss the usefulness of public sector
undertakings in the light of this fact.
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17. Explain how import substitution can protect domestic industry.
18. Why and how was private sector regulated under the IPR 19567
19. Match the following:

1. Prime Minister A. Seeds that give large proportion of output

2. Gross Domestic B. Quantity of goods that can be imported
Product

3. Quota C. Chairperson of the planning commission

4. Land Reforms D. The money value of all the final goods

and services produced within the economy
in one year

5. HYV Seeds E. Improvements in the field of agriculture
to increase its productivity

6. Subsidy F. The monetary assistance given by
government for production
activities.
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After forty years of planned development, India
has been able to achieve a strong industrial base
and became self-sufficient in the production of food
grains. Nevertheless, a major segment of the
population continues to depend on agriculture for
its livelihood. In 1991, a crisis in the balance of
payments led to the introduction of economic
reforms in the country. This unit is an appraisal of
the reform process and its implications for India.
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LIBERALISATION, PRIVATISATION
AND
(FLOBALISATION: AN APPRAISAL

After studying this chapter, the learners will

understand the background of the reform policies introduced in India
in 1991

understand the mechanism through which reform policies were
introduced

comprehend the process of globalisation and its implications for India
be aware of the impact of the reform process in various sectors.
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There is a consensus in the world today that economic development is not all
and the GDP is not necessarily a measure of progress of a society.

K.R. Narayanan, Former President of India

3.1 INTRODUCTION

You have studied in the previous
chapter that, since independence,
India followed the mixed economy
framework by combining the
advantages of the capitalist economic
system with those of the socialist
economic system. Some scholars argue
that, over the years, this policy resulted
in the establishment of a variety of
rules and laws, which were aimed at
controlling and regulating the
economy, ended up instead in
hampering the process of growth and
development. Others state that India,
which started its developmental path
from near stagnation, has since been
able to achieve growth in savings,
developed a diversified industrial
sector which produces a variety of
goods and has experienced sustained
expansion of agricultural output
which has ensured food security.

In 1991, India met with an
economic crisis relating to its external
debt — the government was not
able to make repayments on its
borrowings from abroad; foreign
exchange reserves, which we
generally maintain to import petroleum
and other important items, dropped
to levels that were not sufficient for
even a fortnight. The crisis was
further compounded by rising prices
of essential goods. All these led the
government to introduce a new set of

policy measures which changed the
direction of our developmental
strategies. In this chapter, we will
look at the background of the crisis,
measures that the government has
adopted and their impact on various
sectors of the economy.

3.2 BACKGROUND

The origin of the financial crisis can
be traced from the inefficient
management of the Indian economy
in the 1980s. We know that for
implementing various policies and
its general administration, the
government generates funds from
various sources such as taxation,
running of public sector enterprises
etc. When expenditure is more than
income, the government borrows to
finance the deficit from banks and
also from people within the country
and from international financial
institutions. When we import goods
like petroleum, we pay in dollars
which we earn from our exports.
Development policies required that
even though the revenues were
very low, the government had
to overshoot its revenue to meet
challenges like unemployment,
poverty and population explosion. The
continued spending on development
programmes of the government did not
generate additional revenue. Moreover,
the government was not able to
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generate sufficiently from internal
sources such as taxation. When the
government was spending a large
share of its income on areas which do
not provide immediate returns such as
the social sector and defence, there was
aneed to utilise the rest of its revenue
in a highly efficient manner. The
income from public sector
undertakings was also not very high to
meet the growing expenditure. At
times, our foreign exchange,
borrowed from other countries and
international financial institutions,
was spent on meeting consumption
needs. Neither was an attempt made to
reduce such profligate spending nor
sufficient attention was given to boost
exports to pay for the growing imports.
In the late 1980s, government
expenditure began to exceed its
revenue by such large margins that
meeting the expenditure through
borrowings became unsustainable.
Prices of many essential goods rose
sharply. Imports grew at a very high
rate without matching growth of
exports. As pointed out earlier, foreign
exchange reserves declined to a level
that was not adequate to finance
imports for more than two weeks.
There was also not sufficient foreign
exchange to pay the interest that
needed to be paid to international
lenders. Alsono country orinternational
funder was willing to lend to India.
India approached the International
Bank for Reconstruction and
Development (IBRD), popularly
known as World Bank and the
International Monetary Fund (IMF),
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and received $7 billion as loan to
manage the crisis. For availing the
loan, these international agencies
expected India to liberalise and open
up the economy by removing
restrictions on the private sector,
reduce the role of the government in
many areas and remove trade
restrictions between India and other
countries.

India agreed to the conditionalities
of World Bank and IMF and
announced the New Economic Policy
(NEP). The NEP consisted of wide
ranging economic reforms. The
thrust of the policies was towards
creating a more competitive
environment in the economy and
removing the barriers to entry and
growth of firms. This set of policies
can broadly be classified into two
groups: the stabilisation measures
and the structural reform measures.
Stabilisation measures are short-
term measures, intended to correct
some of the weaknesses that have
developed in the balance of
payments and to bring inflation
under control. In simple words, this
means that there was a need to
maintain sufficient foreign exchange
reserves and keep the rising prices
under control. On the other hand,
structural reform policies are long-term
measures, aimed at improving the
efficiency of the economy and increasing
its international competitiveness by
removing the rigidities in various
segments of the Indian economy. The
government initiated a variety of
policies which fall under three heads
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viz., liberalisation, privatisation and
globalisation.

3.3 LIBERALISATION

As pointed out in the beginning,
rules and laws which were aimed at
regulating the economic activities
became major hindrances in growth
and development. Liberalisation was
introduced to put an end to these
restrictions and open various sectors
of the economy. Though a few
liberalisation measures were
introduced in 1980s in areas of
industrial licensing, export-import
policy, technology upgradation,
fiscal policy and foreign investment,
reform policies initiated in 1991 were
more comprehensive. Let us study
some important areas, such as the
industrial sector, financial sector, tax
reforms, foreign exchange markets
and trade and investment sectors
which received greater attention in
and after 1991.

Deregulation of Industrial Sector: In
India, regulatory mechanisms were
enforced in various ways (i) industrial
licensing under which every entrepreneur
had to get permission from government
officials to start a firm, close a firm
or decide the amount of goods
that could be produced (ii) private
sector was not allowed in many
industries (iii) some goods could be
produced only in small-scale industries,
and (iv) controls on price fixation and
distribution of selected industrial
products.

The reform policies introduced in
and after 1991 removed many of
these restrictions. Industrial
licensing was abolished for almost all
but product categories — alcohol,
cigarettes, hazardous chemicals,
industrial explosives, electronics,
aerospace and drugs and pharma-
ceuticals. The only industries which
are now reserved for the public sector
are a part of atomic energy
generation and some core activities
in railway transport. Many goods
produced by small-scale industries
have now been dereserved. In most
industries, the market has been
allowed to determine the prices.

Financial Sector Reforms:
Financial sector includes financial
institutions, such as commercial
banks, investment banks, stock
exchange operations and foreign
exchange market. The financial
sector in India is regulated by the
Reserve Bank of India (RBI). You may
be aware that all banks and other
financial institutions in India are
regulated through various norms and
regulations of the RBI. The RBI
decides the amount of money that
the banks can keep with themselves,
fixes interest rates, nature of lending
to various sectors, etc. One of the
major aims of financial sector reforms
is to reduce the role of RBI from
regulator to facilitator of financial
sector. This means that the financial
sector may be allowed to take
decisions on many matters without
consulting the RBI.
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The reform policies led to the
establishment of private sector banks,
Indian as well as foreign. Foreign
investment limit in banks was raised to
around 74 per cent. Those banks which
fulfil certain conditions have been given
freedom to set up new branches
without the approval of the RBI and
rationalise their existing branch
networks. Though banks have been
given permission to generate resources
from India and abroad, certain
managerial aspects have been retained
with the RBI to safeguard the interests
of the account-holders and the nation.
Foreign Institutional Investors (FII),
such as merchant bankers, mutual
funds and pension funds, are now
allowed to invest in Indian financial
markets.

Tax Reforms: Tax reforms are
concerned with the reforms in the
government’s taxation and public
expenditure policies, which are
collectively known as its fiscal policy.
There are two types of taxes: direct and
indirect. Direct taxes consist of taxes
on incomes of individuals, as well as,
profits of business enterprises. Since
1991, there has been a continuous
reduction in the taxes on individual
incomes as it was felt that high rates of
income tax were an important reason
for tax evasion. It is now widely
accepted that moderate rates of income
tax encourage savings and voluntary
disclosure of income. The rate of
corporation tax, which was very high
earlier, has been gradually reduced.
Efforts have also been made to reform
the indirect taxes, taxes levied on
commodities, in order to facilitate the
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establishment of a common national
market for goods and commodities.

In the year 2016, Indian constitution
was amended to empower state
governments and union Government to
come out with laws to impose Goods
and Services Tax. This has led to
introduction of GST in India. This is
expected to generate additional revenue
for the government, reduce tax evasion
and create ‘one nation, one tax and one
market’. Another component of reform
in this area is simplification. In order
to encourage better compliance on the
part of taxpayers, many procedures
have been simplified and the rates also
substantially lowered.

Foreign Exchange Reforms: The first
important reform in the external sector
was made in the foreign exchange
market. In 1991, as an immediate
measure to resolve the balance of
payments crisis, the rupee was
devalued against foreign currencies.
This led to an increase in the inflow of
foreign exchange. It also set the tone to
free the determination of rupee value
in the foreign exchange market from
government control. Now, more often
than not, markets determine exchange
rates based on the demand and supply
of foreign exchange.

Trade and Investment Policy
Reforms: Liberalisation of trade and
investment regime was initiated to
increase international competitiveness of
industrial production and also foreign
investments and technology into the
economy. The aim was also to promote
the efficiency of local industries and
adoption of modern technologies.
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In order to protect domestic
industries, India was following a regime
of quantitative restrictions on
imports. This was encouraged through
tight control over imports and by
keeping the tariffs very high. These
policies reduced efficiency and
competitiveness which led to slow
growth of the manufacturing sector.
The trade policy reforms aimed at (i)
dismantling of quantitative restrictions
on imports and exports (ii) reduction

of tariff rates and (iii) removal of
licensing procedures for imports.
Import licensing was abolished except
in case of hazardous and
environmentally sensitive industries.
Quantitative restrictions on imports of
manufactured consumer goods and
agricultural products were also fully
removed from April 2001. Export
duties have been removed to increase
the competitive position of Indian goods
in the international markets.

- Work These Out

bank, FII and a mutual fund.

a chart on it.

how?

and its latest rupee exchange rate.

» Give an example each of nationalised bank, private bank, private foreign

» Visit a bank in your locality with your parents. Observe and find out the
functions it performs. Discuss the same with your classmates and prepare

» Find out from your parents if they pay taxes. If yes, why do they do so and

» Do you know that for a very long time countries used to keep silver and gold
as reserves to make payments abroad? Find out in what form do we keep
our foreign exchange reserves and find out from newspapers, magazines
and the Economic Survey how much foreign exchange reserves India had
during the last year. Also find the foreign currency of the following countries

Country Currency

Value of 1(one) unit of foreign
currency in Indian rupee

U.S.A.
U.K.
Japan
China
Korea
Singapore
Germany
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3.4 PRIVATISATION

It implies shedding of the ownership
or management of a government
owned enterprise. Government
companies are converted into private
companies in two ways (i) by
withdrawal of the government from
ownership and management of
public sector companies and or (ii) by
outright sale of public sector
companies.

Privatisation of the public sector
enterprises by selling off part of the
equity of PSEs to the public is known
as disinvestment. The purpose of the
sale, according to the government,
was mainly to improve financial
discipline and facilitate modernisation.
It was also envisaged that private
capital and managerial capabilities
could be effectively utilised to
improve the performance of the PSUs.

Box 3.1: Navratnas and Public Enterprise Policies

You must have read in your childhood about the famous Navratnas or Nine
Jewels in the Imperial Court of King Vikramaditya who were eminent persons
of excellence in the fields of art, literature and knowledge. In order to improve
efficiency, infuse professionalism and enable them to compete more effectively
in the liberalised global environment, the government identifies PSEs and
declare them as maharatnas, navratnas and miniratnas. They were given greater
managerial and operational autonomy, in taking various decisions to run the
company efficiently and thus increase their profits. Greater operational,
financial and managerial autonomy has also been granted to profit-making
enterprises referred to as miniratnas.

The Central Public Sector Enterprises are designated with different status.
A few examples of public enterprises with their status are as follows:
(i) Maharatnas - (a) Indian Oil Corporation Limited, and (b) Steel Authority of
India Limited, (ii) Navratnas - (a) Hindustan Aeronautics Limited,
(b) Mahanagar Telephone Nigam Limited; and (iii) Miniratnas — (a) Bharat
Sanchar Nigam Limited; (b) Airport Authority of India and (c) Indian Railway
Catering and Tourism Corporation Limited.

Many of these profitable PSEs were originally formed during the 1950s
and 1960s when self-reliance was an important element of public policy. They
were set up with the intention of providing infrastructure and direct employment
to the public so that quality end-product reaches the masses at a nominal
cost and the companies themselves were made accountable to all stakeholders.

The granting of status resulted in better performance of these companies.
Scholars allege that instead of facilitating public enterprises in their expansion
and enabling them to become global players, the government partly privatised
them through disinvesment. Of late, the government has decided to retain
them in the public sector and enable them to expand themselves in the global
markets and raise resources by themselves from financial markets.
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Work These Out

interests. What do you think?

discuss them in the classroom.

» Some scholars refer to disinvestment as the wave of privatisation spreading
all over the world to improve the performance of public sector enterprises
whereas others call it as outright sale of public property to the vested

» Prepare a poster which contains 10-15 news clippings which you consider
as important and relating to navaratnas from newspapers. Also collect the
logos and advertisements of these PSEs. Put these on the notice board and

» Do you think only loss making companies should be privatised? Why?

» Losses incurred by public sector enterprises are to be met out of the public
budget. Do you agree with this statement? Discuss.

The government envisaged that
privatisation could provide strong
impetus to the inflow of FDI.

The government has also made
attempts to improve the efficiency of
PSUs by giving them autonomy
in taking managerial decisions. For
instance, some PSUs have been
granted special status as maharatnas,
navratnas and miniratnas (see
Box 3.1).

3.5 GLOBALISATION

Although globalisation is generally
understood to mean integration of the
economy of the country with the world
economy, it is a complex phenomenon.
It is an outcome of the set of various
policies that are aimed at transforming
the world towards greater
interdependence and integration. It
involves creation of networks and
activities transcending economic, social
and geographical boundaries.
Globalisation attempts to establish

links in such a way that the
happenings in India can be influenced
by events happening miles away. It is
turning the world into one whole or
creating a borderless world.

Outsourcing: This is one of the
important outcomes of the
globalisation process. In outsourcing,
a company hires regular service from
external sources, mostly from other
countries, which was previously
provided internally or from within the
country (like legal advice, computer
service, advertisement, security —
each provided by respective
departments of the company). As a
form of economic activity, outsourcing
has intensified, in recent times,
because of the growth of fast modes
of communication, particularly the
growth of Information Technology
(IT). Many of the services such as
voice-based business processes
(popularly known as BPO or
call centres), record keeping,
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Box 3.2: Global Footprint!

Owing to globalisation, you might find many Indian companies have expanded
their wings to many other countries. For example, ONGC Videsh, a subsidiary of
the Indian public sector enterprise, Oil and Natural Gas Corporation engaged in
oil and gas exploration and production has projects in 16 countries. Tata Steel, a
private company established in 1907, is one of the top ten global steel companies
in the world which have operations in 26 countries and sell its products in 50
countries. It employs nearly 50,000 persons in other countries. HCL Technologies,
one of the top five IT companies in India has offices in 31 countries and employs
about 15,000 persons abroad. Dr Reddy's Laboratories, initially was a small
company supplying pharmaceutical goods to big Indian companies, today has
manufacturing plants and research centres across the world.

Source: www.rediff.com accessed on 14.10.2014.

accountancy, banking services, music
recording, film editing, book
transcription, clinical advice or even
teaching are being outsourced by
companies in developed countries to
India. With the help of modern
telecommunication links including the
Internet, the text, voice and visual data
in respect of these services is digitised
and transmitted in real time over
continents and national boundaries.
Most multinational corporations, and
even small companies, are outsourcing
their services to India where they can

Fig. 3.1 Outsourcing: a new employment opportunity in big cities
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be availed at a cheaper cost with
reasonable degree of skill and
accuracy. The low wage rates and
availability of skilled manpower in
India have made it a destination for
global outsourcing in the post-reform
period.

World Trade Organisation (WTO):
The WTO was founded in 1995 as
the successor organisation to the
General Agreement on Trade and
Tariff (GATT). GATT was established
in 1948 with 23 countries as the
global trade organisation
to administer all
multilateral trade
agreements by providing
equal opportunities to
all countries in the
international market for
trading purposes. WTO is
expected to establish a
rule-based trading regime
in which nations cannot
place arbitrary restrictions
on trade. In addition, its
purpose is also to enlarge
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- Work These Out

» Many scholars argue that globalisation is a threat as it reduces the role of

the government in many sectors. Some counter argue that it is an
opportunity as it opens up markets to compete in and capture. Debate in
the classroom.

Prepare a chart consisting of a list of five companies that have BPO services
in India, along with their turnover.

Did you attend online classes or watched videos of your teachers or any
other teacher taking classes during the last year through television, mobile
phone or computers due to Covid 19 Pandemic? Share your experiences
related to information technology.

Is employment in call centres sustainable? What kinds of skills should people
working in call centres acquire to get a regular income?

If the multinational companies outsource many services to countries like
India because of cheap manpower, what will happen to people living in the

countries where the companies are located? Discuss.

production and trade of services, to
ensure optimum utilisation of world
resources and to protect the
environment. The WTO agreements
cover trade in goods as well as services
to facilitate international trade
(bilateral and multilateral) through
removal of tariff as well as non-tariff
barriers and providing greater market
access to all member countries.

As an important member of WTO,
India has been in the forefront of
framing fair global rules, regulations
and safeguards and advocating the
interests of the developing world.
India has kept its commitments
towards liberalisation of trade, made
in the WTO, by removing quantitative
restrictions on imports and reducing
tariff rates.

TABLE 3.1
Growth of GDP and Major Sectors (in %)
Sector 1980-91 | 1992-2001| 2002-07 | 2007-12 | 2012-13 2013-14 2021-22
Agriculture 3.6 3.3 2.3 3.2 1.5 4.2 4.8%
Industry 7.1 6.5 9.4 7.4 3.6 5 12.7*
Services 6.7 8.2 7.8 10 8.1 7.8 9.2%
Total 5.6 6.4 7.8 8.2 5.6 6.6 9.4

Source: Economic Survey for various years, Ministry of Finance, Government of India.

Note: *Data pertaining to Gross Value Added (GVA). The GVA is estimated from GDP by adding
subsidies on production and subtracting indirect taxes.
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Some scholars question the
usefulness of India being a member of
the WTO as a major volume of
international trade occurs among the
developed nations. They also say that
while developed countries file
complaints over agricultural subsidies
given in their countries, developing
countries feel cheated as they are forced
to open their markets for developed
countries but are not allowed access to
the markets of developed countries.
What do you think?

Fig. 3.2 [Tindustry is seen as a major contributor
to India’s exports

3.6 InpiaAN Economy DURING
REFORMS: AN ASSESSMENT

The reform process has completed
three decades since its introduction.
Let us now look at the performance
of the Indian economy during this
period. In economics, the growth of
an economy is measured by the Gross
Domestic Product. Look at Table 3.1.
The post-1991 India witnessed a
rapid growth in GDP on a continual
basis for two decades. The growth
of GDP increased from 5.6 per cent
during 1980-91 to 8.2 per cent
during 2007-12. During the reform
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period, the growth of agriculture has
declined. While the industrial sector
reported fluctuation, the growth of the
service sector has gone up. This
indicates that GDP growth is mainly
driven by growth in the service sector.
During 2012-15, there has been a
setback in the growth rates of different
sectors witnessed post-1991. While
agriculture recorded a high growth rate
during 2013-14, this sector witnessed
negative growth in the subsequent
year. While the service sector
continued to witness a high level of
growth — higher than the overall GDP
growth in 2014-15, this sector
witnessed the high growth rate of 9.8
per cent. The industrial sector
witnessed a steep decline during 2012-
13, in the subsequent years it began
to show a continuous positive growth.

The opening of the economy has
led to arapid increase in foreign direct
investment and foreign exchange
reserves. The foreign investment,
which includes foreign direct
investment (FDI) and foreign
institutional investment (FII), has
increased from about US $100 million
in 1990-91 to US $ 30 billion in
2017-18. There has been an increase
in the foreign exchange reserves from
about US $ 6 billion in 1990-91 to
about US $ 413 billion in 2018-19.
India is one of the largest foreign
exchange reserve holders in the world.

Since 1991, India is seen as a
successful exporter of auto parts,
pharmaceutical goods engineering
goods, IT software and textiles. Rising
prices have also been kept under
control.

INDIAN ECONOMIC DEVELOPMENT

Reprint 2025-26



Work These Out

» In the previous chapter, you might have studied about subsidies in various
sectors, including agriculture. Some scholars argue that subsidy in agriculture
should be removed to make the sector internationally competitive. Do you
agree? If so, how can it be done? Discuss in class.

Read the following passage and discuss in class.

Groundnut is a major oilseed crop in Andhra Pradesh. Mahadeva,
who was a farmer in Anantpur district of Andhra Pradesh, used to spend
Rs. 10,000 for growing groundnut on his plot of half an acre. The cost
included expenditure on raw material (seeds, fertilisers, etc.), labour,
bullock power and machinery used. On an average, Mahadeva used to get
two quintals of groundnut, and each quintal was sold for Rs. 7,000.
Mahadeva, thus, was spending Rs. 10,000 and getting an income of Rs.
14,000. Anantpur district is a drought-prone area. As a result of economic
reforms, the government did not undertake any major irrigation project.
Recently, groundnut crop in Anantpur is facing problems due to crop
disease. Research and extension work has gone down due to lower
government expenditure. Mahadeva and his friends brought this matter
repeatedly to the notice of the government officials entrusted with this
responsibility, but failed. Subsidy was reduced on material (seeds,
fertilisers) which increased Mahadeva’s cost of cultivation. Moreover, the
local markets were flooded with cheap imported edible oils, which was a
result of removal of restriction on imports. Mahadeva was not able to sell
his groundnut in the market as he was not getting the price to cover
his cost.

What could be done to farmers like Mahadeva from incurring losses?
Discuss in the class.

On the other hand, the reform
process has been widely criticised
for not being able to address some
of the basic problems facing our
economy especially in areas of
employment, agriculture, industry,
infrastructure development and fiscal
management.

Growth and Employment: Though
the GDP growth rate has increased in
the reform period, scholars point out
that the reform-led growth has not
generated sufficient employment
opportunities in the country. You will
study the link between different aspects
of employment and growth in the
next unit.
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Reforms in Agriculture: Reforms
have not been able to benefit
agriculture, where the growth rate has
been decelerating.

Since 1991, public investment in
agriculture sector especially in
infrastructure, which includes
irrigation, power, roads, market
linkages and research and extension
(which played a crucial role in the
Green Revolution), has fallen. Further,
the partial removal of fertiliser subsidy
has led to increase in the cost of
production, which has severely
affected the small and marginal
farmers. This sector has been
experiencing a number of policy
changes such as reduction in import
duties on agricultural products, low
minimum support price and lifting of
quantitative restrictions on the imports
of agricultural products. These have
adversely affected Indian farmers as
they now have to face increased
international competition.

Moreover, because of export-
oriented policy strategies in agriculture,
there has been a shift from production
for the domestic market towards
production for the export market
focusing on cash crops in lieu of
production of food grains. This puts
pressure on prices of food grains.

Reforms in Industry: Industrial
growth has also recorded a slowdown.
This is because of decreasing demand
of industrial products due to
various reasons such as cheaper
imports, inadequate investment in
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infrastructure etc. In a globalised
world, developing countries are
compelled to open up their economies
to greater flow of goods and capital
from developed countries and
rendering their industries vulnerable
to imported goods. Cheaper imports
have, thus, replaced the demand
for domestic goods. Domestic
manufacturers are facing competition
from imports. The infrastructure
facilities, including power supply,
have remained inadequate due to lack
of investment. Globalisation is, thus,
often seen as creating conditions for
the free movement of goods and
services from foreign countries that
adversely affect the local industries
and employment opportunities in
developing countries.

Moreover, a developing country
like India still does not have the access
to developed countries’ markets
because of high non-tariff barriers. For
example, although all quota
restrictions on exports of textiles and
clothing have been removed in India,
USA has not removed their quota
restriction on import of textiles from
India and China.

Disinvestment: Every year, the
government fixes a target for
disinvestment of PSEs. For instance,
in 1991-92, it was targeted to mobilise
Rs 2500 crore through disinvestment.
The government was able to mobilise
% 3,040 crore more than the target.
In 2017-18, the target was about
%1,00,000 crore, and the achievement
was about ¥ 1,00,057 crore. Critics
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point out that the assets of PSEs have
been undervalued and sold to the
private sector. This means that there
has been a substantial loss to the
government and the outright sale of
public assets! Moreover, the proceeds
from disinvestment are used to offset
the shortage of government revenues
rather than using it for the
development of PSEs and building
social infrastructure in the country.
Do you think selling a part of the
properties of government companies
is the best way to improve their
efficiency?

Reforms and Fiscal Policies:
Economic reforms have placed limits
on the growth of public expenditure,
especially in social sectors. The tax
reductions in the reform period, aimed
atyielding larger revenue and curb tax
evasion, have not resulted in increase
in tax revenue for the government. Also,

the reform policies, involving tariff
reduction, have curtailed the scope for
raising revenue through custom duties.
In order to attract foreign investment,
tax incentives are provided to foreign
investors which further reduced the
scope for raising tax revenues. This has
anegative impact on developmental and
welfare expenditures.

3.7 CoNCLUSION

The process of globalisation through
liberalisation and privatisation policies
has produced positive, as well as,
negative results both for India and
other countries. Some scholars argue
that globalisation should be seen as
an opportunity in terms of greater
access to global markets, high
technology and increased possibility of
large industries of developing
countries to become important
players in the international arena.

reforms?

Box 3.3: Siricilla Tragedy!
Power sector reforms in many Indian states led to do away with the supply of
electricity at subsidised rates and steep rise in power tariff. This has affected
workers engaged in small industries. Powerloom textile industry in Andhra
Pradesh is an example. Since the wages of the powerloom workers are linked
to the production of cloth, power cut means cut in wages of weavers, who
were already suffering from hike in tariff. A few years ago, this led to a crisis
in the livelihood of the weavers and 50 powerloom workers committed suicide
in a small town called ‘Siricilla’ in Andhra Pradesh.

» Do you think the power tariff should not be raised?
» What would be your suggestions to revive small industries affected by
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On the contrary, the critics argue
that globalisation is a strategy of the
developed countries to expand their
markets in other countries. According
to them, it has compromised the
welfare and identity of people
belonging to poor countries. It has
further been pointed out that market-
driven globalisation has widened the
economic disparities among nations
and people.

Viewed from the Indian context,
some studies have stated that the
crisis that erupted in the early 1990s
was basically an outcome of the deep-
rooted inequalities in Indian society
and the economic reform policies

initiated as a response to the crisis
by the government, with externally
advised policy package, further
aggravated the inequalities. Further,
it has increased the income and
quality of consumption of only high-
income groups and the growth has
been concentrated only in
some select areas in the services sector
such as telecommunication,
information technology, finance,
entertainment, travel and hospitality
services, real estate and trade,
rather than vital sectors such as
agriculture and industry which
provide livelihoods to millions of
people in the country.

Tos

» The economy was facing problems of declining foreign exchange, growing

imports without matching rise in exports and high inflation. India changed
its economic policies in 1991 due to a financial crisis and pressure from
international organisations like the World Bank and IMF.

In the domestic economy, major reforms were undertaken in the industrial
and financial sectors. Major external sector reforms included foreign
exchange deregulations and import liberalisation.

With a view to improving the performance of the public sector, there was a
consensus on reducing its role and opening it up to the private sector. This
was done through disinvestment and liberalisation measures.
Globalisation is the outcome of the policies of liberalisation and privatisation.
It means an integration of the economy of the country with the world economy.
Outsourcing is emerging as a major activity in industrial and service
sectors.

The objective of the WTO is to establish a rule based trade regime to ensure
optimum utilisation of world resources.

During the reforms, growth of agriculture and industry has gone down but
the service sector has registered growth.

Reforms have not benefited the agriculture sector. There has also been a
decline in public investment in this sector.

Industrial sector growth has slowed down due to availability of cheaper
imports and lower investment.
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10.

11.

12.

13.

14.

15.

16.

EXERCISES

Why were reforms introduced in India?
Why is it necessary to became a member of WTO?

Why did RBI have to change its role from controller to facilitator of
financial sector in India?

How is RBI controlling the commercial banks?

What do you understand by devaluation of rupee?
Distinguish between the following

(i) Strategic and Minority sale
(ii) Bilateral and Multi-lateral trade
(iii) Tariff and Non-tariff barriers.

Why are tariffs imposed?
What is the meaning of quantitative restrictions?

Those public sector undertakings which are making profits
should be privatised. Do you agree with this view? Why?

Do you think outsourcing is good for India? Why are developed
countries opposing it?

India has certain advantages which makes it a favourite outsourcing
destination. What are these advantages?

Do you think the navaratna policy of the government helps in
improving the performance of public sector undertakings in India?
How?

What are the major factors responsible for the high growth of the
service sector?

Agriculture sector appears to be adversely affected by the reform
process. Why?

Why has the industrial sector performed poorly in the reform
period?

Discuss economic reforms in India in the light of social justice
and welfare.
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=" SUGGESTED ADDITIONAL ACTIVITIES

The table given below shows the GDP growth rate at 2011-12
prices. You have studied about the techniques of presentation
of data in your Statistics for Economics course. Draw a time
series line graph based on the data given in the table and inter
pret the same.

Year GDP Growth Rate (%)
2012-13 5.5
2013-14 6.4
2014-15 7.5
2015-16 8.0
2016-17 8.3
2017-18 6.8
2018-19 6.5
2019- 20 3.9
2020- 21 5.8
2021- 22 9.7
Observe around you — you will find State Electricity Boards

(SEBs), BSES and many public and private organisations sup-
plying electricity in different states and union territories. There are
private buses on roads alongside the goverment bus services and
SO on.

(i) What do you think about this dual system of the co-existence
of public and private sectors?

(i) What are the merits and demerits of such a dual system?
Discuss.

With the help of your parents and grandparents prepare a list of
multinational companies that existed in India at the time of
independence. Now put a (v)) mark against those which are still
growing and a (x) against those which do not exist any more. Are
there any companies whose names have changed? Find out the
new names, the country of origin, nature of product, logo and
prepare charts and display in your class.
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4. Give appropriate examples for the following:

Nature of Product Name of a Foreign Company
Biscuits

Shoes

Computers

Cars

TV and Refrigerators
Stationery

Now, find out if these companies which are mentioned above existed in
India before 1991, or came after the New Economic Policy. For this, take
the help of your teacher, parents, grandparents and shopkeepers.

5. Collect a few relevant newspaper cuttings and from the internet
on meetings organised by WTO. Discuss the issues debated in
these meetings, and find out how WTO facilitates world trade.

6. Was it necessary for India to introduce economic reforms at the
behest of World Bank and International Monetary Fund? Was there
no alternative for the government to solve the balance of pay-
ments crisis? Discuss in the classroom.
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HumMmAN CAPITAL
FoRrMATION IN INDIA

After studying this chapter, the learners will understand

° the concepts of Human Resource, Human Capital Formation and Human
Development

e the links between investment in human capital, economic growth and
human development
e theneed for government spending on education and health

° the state of India’s educational attainment.
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“... the wisdom of expending public and private funds on education is not to be
measured by its direct fruits alone. It will be profitable as a mere investment,
to give the masses of people much greater opportunities than they can generally
avail themselves of. For by this means many, who would have died unknown,
are enabled to get the start needed for bringing out their Iatent abilities”.

Alfred Marshall

4.1 INTRODUCTION

Think of one factor that has made a
great difference in the evolution of
mankind. Perhaps it is human
capacity to store and transmit
knowledge which they have been doing
through conversation, through songs
and through elaborate lectures. But
humans soon found out that we need
a good deal of training and skill to do
things efficiently. We know that the
labour skill of an educated person is
more than that of an uneducated
person and hence the former is able

to generate more income than the latter
and his or her contribution to economic
growth is, consequently, more.
Education is sought not only as it
confers higher earning capacity on
people but also for its other highly
valued benefits: it gives one a better
social standing and pride; it enables
one to make better choices in life; it
provides knowledge to understand the
changes taking place in society; it also
stimulates innovations. Moreover,
the availability of educated labour
force facilitates adaptation of new

Fig. 4.1 Adequate education and training to farmers can raise productivity in farms

HUMAN CAPITAL FORMATION IN INDIA
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technologies. Economists have stressed
the need for expanding educational
opportunities in a nation as it
accelerates the development process.

4.2 WHAT 1s Human CaAPITAL?

Just as a country can turn physical
resources like land into physical
capital like factories, similarly, it can
also turn human resources like
nurses, farmers, teachers, students
into human capital like engineers and
doctors. Societies need sufficient
human capital in the first place—in
the form of competent people who have
themselves been educated and trained
as professors and other professionals.
In other words, we need good human
capital to produce other human capital
(say, nurses, farmers, teachers,
doctors, engineers...). This means that
we need investment in human capital
to produce more human capital out of
human resources.

Let us understand a little more of
what human capital means by posing
the following questions :

(i) What are the sources of human
capital?

(i) Is there any relation between
human capital and economic
growth of a country?

(i) Is the formation of human
capital linked to people’s all-round
development or, as it is now called,
human development?

(iv) What role can the government
play in human capital formation
in India?

60

4.3 Sources oF HumaN CaAPITAL

Investment in education is considered
as one of the main sources of human
capital. There are several other sources
as well. Investments in health, on- the-
job training, migration and information
are the other sources of human capital
formation.

Why do your parents spend
money on education? Spending on

= Work This Out

Identify and collect the data
from three families from
different strata (i) very poor
(ii) middle class and (iii)
affluent. Study the
expenditure pattern of the
families on education of
male and female children.

education by individuals is similar to
spending on capital goods by
companies with the objective of
increasing future profits over a period
of time. Likewise, individuals invest
in education with the objective of
increasing their future income.

Like education, health is also
considered as an important input for
the development of a nation as much
as it is important for the development
of an individual.

Who can work better —a sick
person or a person with sound health?
A sick labourer without access to
medical facilities is compelled to
abstain from work and there is loss of
productivity. Hence, expenditure on
health is an important source of
human capital formation.
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Reprint 2025-26



The amount of money
spent on preventive
medicine (vaccination),
curative medicine
(medical intervention
during illness), social
medicine (spread of
health literacy) and
provision of clean
drinking water and good sanitation
are the various forms of health
expenditures. Health expenditure
directly increases the supply of healthy
labour force and is, thus, a source of
human capital

formation.
Firms spend on
giving on-the-
. _ . job-training to
k- S their workers.
: .L This may take
- different forms:
one, the workers may be trained in the
firm itself under the supervision of a
skilled worker; two, the workers may
be sent for off-campus training. In both
these cases firms incur some expenses.
Firms will, thus, insist that the workers
should work for a specific period of
time, after their on-the-job training,
during which it can recover the benefits
of the enhanced productivity owing to
the training. Expenditure regarding on-
the-job training is a source of human
capital formation as the return of such
expenditure in the form of enhanced
labour productivity is more than the

cost of it.

People migrate in search of jobs
that fetch them higher salaries than
what they may get in their native

HUMAN CAPITAL FORMATION IN INDIA

places. Unemployment is the reason for
the rural-urban migration in India.
Technically qualified persons, like
engineers and doctors, migrate to other
countries because of higher salaries
that they may get in such countries.
Migration in both these cases involves
cost of transport, higher cost of living
in the migrated places and psychic
costs of living in a strange socio-
cultural setup. The enhanced earnings
in the new place outweigh the costs of
migration; hence, expenditure on
migration is also a source of human
capital formation.

People spend to acquire
information relating to the labour
market and other markets like
education and health. For example,
people want to know the level of salaries
associated with various types of jobs,
whether the educational institutions
provide the right type of employable
skills and at what cost. This information
is necessary to make decisions
regarding investments in human capital
as well as for efficient utilisation of the
acquired human capital stock.
Expenditure incurred for acquiring
information relating to the labour
market and other markets is also a
source of human capital formation.
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Box 4.1: Physical and Human Capital

Both the forms of capital formation are outcomes of conscious investment decisions.
Decision regarding investment in physical capital is taken on the basis of one’s knowledge
in this regard. The entrepreneur possesses knowledge to calculate the expected rates of
return to a range of investments and then rationally decides which one of the
investments should be made. The ownership of physical capital is the outcome of the
conscious decision of the owner — the physical capital formation is mainly an economic
and technical process. A substantial part of the human capital formation takes place
in one’s life when she/he is unable to decide whether it would maximise her/his earnings.
Children are given different types of school education and health care facilities by their
parents and the society. The peers, educators and society influence the decisions
regarding human capital investments even at the tertiary level, that is, at the college
level. Moreover, the human capital formation at this stage is dependent upon the already
formed human capital at the school level. Human capital formation is partly a social
process and partly a conscious decision of the possessor of the human capital.

You know that the owner of a physical capital, say a bus, need not be present in
the place where it is used; whereas, a bus-driver, who possesses the knowledge and
ability to drive the bus, should be present when the bus is used for transportation of
people and materials. Physical capital is tangible and can be easily sold in the market
like any other commodity. Human capital is intangible; it is endogenously built in the
body and mind of its owner. Human capital is not sold in the market; only the services
of the human capital are sold and, hence, there arises the necessity of the owner of the
human capital to be present in the place of production. The physical capital is
separable from its owner, whereas, human capital is inseparable from its owner.

The two forms of capital differ in terms of mobility across space. Physical capital is
completely mobile between countries except for some artificial trade restrictions. Human
capital is not perfectly mobile between countries as movement is restricted by nationality
and culture. Therefore, physical capital formation can be built even through imports,
whereas human capital formation is to be done through conscious policy formulations
in consonance with the nature of the society and economy and expenditure by the
state and the individuals.

Both forms of capital depreciate with time but the nature of depreciation differs
between the two. Continuous use of machine leads to depreciation and change of
technology makes a machine obsolete. In the case of human capital, depreciation takes
place with ageing but can be reduced, to a large extent, through continuous investment
in education, health, etc. This investment also facilitates the human capital to cope
with change in technology which is not the case with physical capital.

Nature of benefits flowing from human capital are different from that of physical
capital. Human capital benefits not only the owner but also the society in general. This
is called external benefit. An educated person can effectively take part in a democratic
process and contribute to the socio-economic progress of a nation. A healthy person,
by maintaining personal hygiene and sanitation, stops the spread of contagious diseases
and epidemics. Human capital creates both private and social benefits, whereas physical
capital creates only private benefit. That is, benefits from a capital good flow to those
who pay the price for the product and services produced by it.
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The concept of physical capital is
the base for conceptualising human
capital. There are some similarities
between the two forms of capital; there
are some striking dissimilarities as
well. See Box 4.1.

Human Capital and Economic
Growth: Who contributes more to
national income — a worker in a factory
or a software professional? We know
that the labour skill of an educated
person is more than that of an
uneducated person and that the former
generates more income than the latter.
Economic growth means the increase
in real national income of a country;
naturally, the contribution of the
educated person to economic growth
is more than that of an illiterate person.
If a healthy person could provide

Look at Fig. 4.2
and discuss.

(a) What are the advantages of
having proper ‘classroom’?

(b) Do you think the children
going to this schol are
receiving quality education?

(c) Why these schools do not
have buildings?

uninterrupted labour supply for a
longer period of time, then health is
also an important factor for economic
growth. Thus, both education and
health, along with many other factors
like on-the-job training, job market
information and migration, increase an

Fig. 4.2 Creating human capital: a school being run in make shift premises in Delhi

HUMAN CAPITAL FORMATION IN INDIA
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individual’s
capacity.

This enhanced productivity of
human beings or human capital
contributes substantially not only
towards increasing labour
productivity but also stimulates
innovations and creates ability to
absorb new technologies. Education
provides knowledge to understand
changes in society and scientific
advancements, thus, facilitate
inventions and innovations. Similarly,
the availability of educated labour
force facilitates adaptation to new
technologies.

Empirical evidence to prove that
increase in human capital causes
economic growth is rather nebulous.
This may be because of measurement
problems. For example, education
measured in terms of years of
schooling, teacher-pupil ratio and
enrolment rates may not reflect the
quality of education; health services
measured in monetary terms, life
expectancy and mortality rates may
not reflect the true health status of the
people in a country. Using the
indicators mentioned above, an
analysis of improvement in education
and health sectors and growth in real
per capita income in both developing
and developed countries shows that
there is convergence in the measures
of human capital but no sign of
convergence of per capita real income.
In other words, the human capital
growth in developing countries has
been faster but the growth of per capita
real income has not been that fast.
There are reasons to believe that the

income generating
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Fig. 4.3 Scientific and technical manpower: a
rich ingredient of human capital

causality between human capital and
economic growth flows in either
directions. That is, higher income
causes building of high level of human
capital and vice versa, that is, high level
of human capital causes growth of
income.

India recognised the importance of
human capital in economic growth
long ago. The Seventh Five Year Plan
says, “Human resources development
(read human capital) has necessarily
to be assigned a key role in any
development strategy, particularly in
a country with a large population.
Trained and educated on sound lines,
a large population can itself become
an asset in accelerating economic
growth and in ensuring social change
in desired directions.”

It is difficult to establish a relation of
cause and effect from the growth of
human capital (education and health)
to economic growth but we can see in
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TABLE 4.1

Select Indicators of Development in Education and Health Sectors

Particulars 1951 1981 1991 2001 2018-21
Real Per Capita Income (in Rs) 7,651 12,174 15,748 23,095 94,054
Crude Death 25.1 12.5 9.8 8.1 6.0
Rate (Per 1,000 Population)
Infant Mortality Rate 146 110 80 63 28
Life Expectancy Male 37.2 54.1 59.7 63.9 68.6
at Birth (in Years)

Female 36.2 54.7 60.9 66.9 71.4
Literacy Rate (%) 16.67 43.57 52.21 65.20 78

Source: Economic Survey for various years, Ministry of Finance; National Statistical Office, Ministry
of Statistics and Programme Implementation, Government of India.

Table 4.1 that these sectors have grown
simultaneously. Growth in each sector
probably has reinforced the growth of
every other sector.

The National Education Policy
2020 states that the world is
undergoing rapid changes in the
knowledge landscape. With various
dramatic scientific and technological
advances, such as the rise of big data,
machine learning, and artificial
intelligence, many unskilled jobs
worldwide may be taken over by
machines, while the need for a skilled

workforce, particularly involving
mathematics, computer science, and
data science, in conjunction with
multidisciplinary abilities across the
sciences and social sciences, and
humanities, will be increasingly in
greater demand. With climate change,
increasing pollution, and depleting
natural resources, there will be a
sizeable shift in how we meet the world’s
energy, water, food, and sanitation
needs, again resulting in the need for
new skilled labour, particularly in
biology, chemistry, physics,
agriculture, climate science, and
social science. The growing
emergence of epidemics and
pandemics will also call for
collaborative research in infectious
disease management and
development of vaccines and the
resultant social issues heightens
the need for multidisciplinary
learning. There will be a growing
demand for humanities and art, as
India moves towards becoming a

Fig. 4.4 Job on hand: transforming India into a developed Country as well as

knowledge economy
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Box 4.2: India as a Knowledge Economy

The Indian software industry has been showing an impressive record over the
past two decades. Entrepreneurs, bureaucrats and politicians are now advancing
views about how India can transform itself into a knowledge-based economy by
using information technology (IT). There have been some instances of villagers
using e-mail which are cited as examples of such transformation. Likewise, e-
governance is being projected as the way of the future. The value of IT depends
greatly on the existing level of economic development. Do you think IT - based
services in rural areas will lead to human development? Discuss.

among the three largest economies in
the world. This policy vision suggests
how human capital formation in India
will move its economy to a higher
growth trajectory based on knowledge
landscape.

4.4 Human CaritaL AND HumAN
DEVELOPMENT

The two terms sound similar but there
is a clear distinction between them.
Human capital considers education
and health as a means to increase
labour productivity. Human
development is based on the idea that
education and health are integral to
human well-being because only when
people have the ability to read and
write and the ability to lead a long
and healthy life, they
will be able to make other choices
which they value. Human capital
treats human beings as a means to
an end; the end being the increase
in productivity. In this view, any
investment in education and health is
unproductive if it does not enhance
output of goods and services. In the
human development perspective,
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human beings are ends in themselves.
Human welfare should be increased
through investments in education and
health even if such investments do not
result in higher labour productivity.
Therefore, basic education and basic
health are important in themselves,
irrespective of their contribution to
labour productivity. In such a view,
every individual has a right to get basic
education and basic health care, that
is, every individual has a right to be
literate and lead a healthy life.

Work This Out

» If a construction worker,
maid-servant, dhobi or a
peon in school has absented
herself/himself for long due
to ill health, find out how it
has affected her/his

(i) job security

(ii) wage/salary

What could be the possible
reasons?

INDIAN ECONOMIC DEVELOPMENT
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4.5 STATE OF Human CaArPIiTAL
ForMATION IN INDIA

In this section we are going to analyse
human capital formation in India. We
have already learnt that human
capital formation is the outcome
of investments in education, health,
on-the-job training, migration and
information. Of these education and
health are very important sources of
human capital formation. We know
that India is a federal country with a
union government, state governments
and local governments (Municipal
Corporations, Municipalities and
Village Panchayats). The Constitution
of India mentions the functions to
be carried out by each level of
government. Accordingly, expendi-
tures on both education and health are
to be carried out simultaneously by all
the three tiers of the government.
Analysis of health sector is taken up
in Chapter 8; hence, we will analyse
only the education sector here.

Do you know who takes care of
education and health in India? Before
we take up the analysis of the education
sector in India, we will look into the
need for government intervention in
education and health sectors. We do
understand that education and health
care services create both private and
social benefits and this is the reason
for the existence of both private and
public institutions in the education and
health service markets. Expenditures
on education and health make
substantial long-term impact and they
cannot be easily reversed; hence,
governmentintervention is essential. For

HUMAN CAPITAL FORMATION IN INDIA

instance, once a child is admitted to a
school or health care centre where the
required services are not provided,
before the decision is taken to shift the
child to anotherinstitution, substantial
amount of damage would have been
done. Moreover, individual consumers
of these services do not have complete
information about the quality of
services and their costs. In this
situation, the providers of education
and health services acquire monopoly
power and are involved in exploitation.
The role of government in this situation
isto ensure that the private providers of
these services adhere to the standards
stipulated by the government and
charge the correct price.

In India, the ministries of
education at the union and state level,
departments of education and various
organisations like National Council of
Educational Research and Training
(NCERT), University Grants Commission
(UGC) and All India Council of
Technical Education (AICTE) facilitate
institutions which come under the
education sector. Similarly, the
ministries of health at the union and
state level, departments of health and
various organisations like National
Medical Commission and Indian
Council for Medical Research (ICMR)
facilitate institutions which come under
the health sector.

In a developing country like India,
with a large section of the population
living below the poverty line, many
people cannot afford to access basic
education and health care facilities.
Moreover, a substantial section
of India’s population cannot afford
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to reach super specialty health care
and higher education. Furthermore,
when basic education and health care
is considered as a right of the citizens,
then it is essential that the government
should provide education and health
services free of cost for the deserving
citizens and those from the socially
oppressed classes. Both, the union
and state governments, have been
stepping up expenditures in the
education sector over the years in
order to fulfil the objective of attaining
cent per cent literacy and considerably
increase the average educational
attainment of Indians.

Work This Out

» Identify the objectives and
functions of NCERT, UGC,
AICTE and ICMR.

4.6 EDUCATION SECTOR IN INDIA

Growth in Government Expenditure
on Education: Do you know how
much the government spends on
education? This expenditure by the
government is expressed in two ways
(i) as a percentage of ‘total government
expenditure’ (ii) as a percentage of
Gross Domestic Product (GDP).

The percentage of ‘education
expenditure of total government
expenditure’ indicates the importance
of education in the scheme of
things before the government. The
percentage of ‘education expenditure
of GDP’ expresses how much of
people’s income is being committed to

68

the development of education in
the country. During 19522020,
education expenditure as percentage
of total government expenditure
increased from 7.92 to 16.54 and as
percentage of GDP increased from
0.64 to 4.47. Throughout this period
the increase in education expenditure
has not been uniform and there has
been irregular rise and fall. To this if
we include the private expenditure
incurred by individuals and by
philanthropic institutions, the total
education expenditure should be
much higher.

Elementary education takes a major
share of total education expenditure
and the share of the higher/tertiary
education (institutions of higher
learning like colleges, polytechnics and
universities) is the least. Though, on an
average, the government spends less
on tertiary education, ‘expenditure per
student’ in tertiary education is higher
than that of elementary. This does not
mean that financial resources should be
transferred from tertiary education to
elementary education. As we expand
school education, we need more
teachers who are trained in the higher
educational institutions; therefore,
expenditure on all levels of education
should be increased.

In 202021, the per capita public
expenditure on elementary education
differs considerably across states from
as high as Rs 96,968 in Sikkim to as
low as Rs 10,710 in Bihar. This leads
to differences in educational
opportunities and attainments across
states.
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Fig. 4.5 Investment in educational infrastructure is inevitable

One can understand the inadequacy
of the expenditure on education if we
compare it with the desired level of
education expenditure as recommended
by the various commissions. The
Education Commission (1964-66) had
recommended that atleast 6 per cent of
GDP be spent on education so as to
make a noticeable rate of growth in
educational achievements. The Tapas
Majumdar Committee, appointed by
the Government of India in 1999,
estimated an expenditure of around Rs
1.37 lakh crore over 10 years (1998-

99 to 2006-07) to bring all
Indian children in the age
group of 6-14 years under
the purview of school
education. Compared to this
desired level of education
expenditure of around 6 per
cent of GDP, the current level
of a little over 4 per cent has
been quite inadequate. In
principle, a goal of 6 per cent
needs to be reached—this
hasbeen accepted asamust
for the coming years. In 2009,
the Government of India enacted the
Right of Children to Free and
Compulsory Education Act to make
free education a fundamental right of
all children in the age group of 6-14
years.

Government of India has also
started levying a 2 per cent ‘education
cess’ on all Union taxes. The revenues
from education cess has been
earmarked for spending on elementary
education. In addition to this, the
government sanctions a large outlay for
the promotion of higher education and

Work These Out

(i) Primary dropouts
(i) Class VIII dropouts
(iii) Class X dropouts

to human capital.

» Prepare case studies of dropouts at different levels of schooling, say

Find out the causes and discuss in the class.

» ‘School dropouts are giving way to child labour’. Discuss how this is a loss

HUMAN CAPITAL FORMATION IN INDIA
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TABLE 4.2

Educational Attainment in India

SI.No.| Particulars 1990 | 2000 | 2011 |2017-18
1. Adult Literacy Rate (per cent of people aged 15+)
1.1 Male 61.9 68.4 79 82
1.2 Female 37.9 45.4 59 66
2. Primary completion rate (per cent of relevant age group)
2.1 Male 78 85 92 93
2.2 Female 61 69 94 96
3. Youth literacy rate (per cent of people aged 15+ to 24)
3.1 Male 76.6 79.7 90 93
3.2 Female 54.2 64.8 82 90

new loan schemes for students to
pursue higher education.

Educational Achievements in

India: Generally, educational
achievements in a country are
indicated in terms

of adult literacy level, primary
education completion rate and youth
literacy rate. These statistics for the
last two decades are given above in
Table 4.2.

4.7 FuTurRE PROSPECTS

Education for All — Still a Distant
Dream: Though literacy rates for both
— adults as well as youth — have
increased, still the absolute number
of illiterates in India is as much as
India’s population was at the time of
independence. In 1950, when the
Constitution of India was passed by the
Constituent Assembly, it was noted in
the Directive Principles of the

Fig. 4.6 School dropouts give way to child labour: a loss to human capital
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Constitution that the government
should provide free and compulsory
education for all children up to the age
of 14 years within 10 years from the
commencement of the Constitution.
Had we achieved this, we would have
cent per cent literacy by now.

Gender Equity — Better than Before:
The differences in literacy rates between
males and females are narrowing
signifying a positive development in
gender equity; still the need to promote
education for women in India is
imminent for various reasons such as
improving economic independence and
social status of women and also
because women education makes a
favourable impact on fertility rate and
health care of women and children.
Therefore, we cannot be complacent
about the upward movement in the
literacy rates and we have miles to go in
achieving cent per cent adult literacy.

Fig. 4.7 Higher Education: few takers

Higher Education — a Few Takers:
The Indian education pyramid is
steep, indicating lesser and lesser
number of people reaching the higher
education level. Moreover, the level of
unemployment among educated youth

HUMAN CAPITAL FORMATION IN INDIA

is the highest. As per NSSO data, in
the year 2011-12, the rate of
unemployment among youth males
who studied graduation and above in
ruralareas was 19 per cent. Their urban
counterparts had relatively less level of
unemploymentat 16 per cent. The most
severely affected ones were young rural
female graduates as nearly 30 per cent
of them are unemployed. In contrast
to this, only about 3-6 per cent of
primary level educated youth in rural
and urban areas were unemployed.
The situation has improved moderately
as indicated by the Periodic Labour
Force Survey 202223. Nevertheless,
the government should increase
allocation for higher education and also
improve the standard of higher
educationinstitutions, so that students
are imparted employable skills in such
institutions. When compared to less
educated, a large proportion of
educated persons are unemployed.
Why?

4.8 CONCLUSION

The economic and social benefits of
human capital formation and human
development are well known. The union
and state governments in India have
been earmarking substantial financial
outlays for development of education
and health sectors. The spread of
education and health services across
different sectors of society should be
ensured so as to simultaneously attain
economic growth and equity. India has
a rich stock of scientific and technical
manpower in the world. The need of
the hour is to better it qualitatively and
provide such conditions so that they
are utilised in India.
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» Investments in education convert human beings into human capital; human

capital represents enhanced labour productivity, which is an acquired ability
and an outcome of deliberate investment decisions with an expectation that
it will increase future income sources.

» Investments in education, on-the-job training, health, migration and
information are the sources of human capital formation.

» The concept of physical capital is the base for conceptualising human capital.
There are some similarities as well as dissimilarities between the two forms
of capital formation.

» Investment in human capital formation is considered as efficient and growth
enhancing.

» Human development is based on the idea that education and health are

integral to human well-being because only when people have the ability to
read and write and the ability to lead a long and healthy life, will they be
able to make other choices which they value.

» The percentage of expenditure on education of the total government

expenditure indicates the importance of education in the scheme of things
for the government.

EXERCISES

What are the two major sources of human capital in a country?
What are the indicators of educational achievement in a country?

Why do we observe regional differences in educational attainment
in India?

4. Bring out the differences between human capital and human
development.

5. How is human development a broader term as compared to human
capital?

6. What factors contribute to human capital formation?
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10.

11.
12.

13.

14.
15.
16.
17.
18.

19.

&

How government organisations facilitate the functioning of schools
and hospitals in India?

Education is considered to be an important input for the development
of a nation. How?

Discuss the following as a source of human capital formation
() Health infrastructure
(ii) Expenditure on migration.

Establish the need for acquiring information relating to health and
education expenditure for the effective utilisation of human
resources.

How does investment in human capital contribute to growth?

‘There is a downward trend in inequality world-wide with a rise in
the average education levels’. Comment.

Examine the role of education in the economic development of a
nation.

Explain how investment in education stimulates economic growth.
Bring out the need for on-the-job-training for a person.

Trace the relationship between human capital and economic growth.
Discuss the need for promoting women’s education in India.

Argue in favour of the need for different forms of government
intervention in education and health sectors.

What are the main problems of human capital formation in India?

In your view, is it essential for the government to regulate the fee
structure in education and health care institutions? If so, why?

= SUGGESTED ADDITIONAL ACTIVITIES

Identify how Human Development Index is calculated. What is the
position of India in the World Human Development Index?

Is India going to be a knowledge based economy in the near future?
Discuss in the classroom.

Interpret the data given in Table 4.2.

As an educated person, what will be your contribution to the cause
of education? (Example ‘Each one—teach one’).

HUMAN CAPITAL FORMATION IN INDIA
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5. Enlist the various sources that provide information regarding
education, health and labour.

6. Read the annual reports of Union Ministries of Education and Health
and Family welfare and make summaries. Read the chapter on social
sector in the Economic Survey. These can be downloaded from websites
of the respective Union Government Ministries.
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RURAL
DEVELOPMENT

After studying this chapter, the learners will

¢ understand rural development and the major issues associated with it

e appreciate how crucial the development of rural areas is for India’s overall
development

¢ understand the critical role of credit and marketing systems in rural
development

e learn about the importance of diversification of productive activities to
sustain livelihoods

e understand the significance of organic farming in sustainable
development.
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only the bread of dependence”.

“Only the tillers of the soil live by the right. The rest form their train and eat

Thiruvalluvar

5.1 INTRODUCTION

Previously we have studied how poverty
was a major challenge facing India. We
also know that the majority of the poor
live in rural areas where they do not
have access to the basic necessities
of life.

Agriculture is the major source of
livelihood in the rural sector. Mahatma
Gandhi once said that the real progress
of India did not mean simply the growth
and expansion of industrial urban
centres but mainly the development of
the villages. This idea of village
development being at the centre of the
overall development of the nation is
relevant even today. Why is this so?
Why should we attach such significance
to rural development when we see
around us fast growing cities with large
industries and modern information
technology hubs? It is because more
than two-third of India’s population
depends on agriculture that is yet to
become productive enough to provide
for them; one-fourth of rural India still
lives in abject poverty. That is the
reason why we have to see a developed
rural India if our nation has to realise
real progress. What, then, does rural
development imply?

5.2 WHAT 1s RuraL DEVELOPMENT?

Rural development is a comprehensive
term. It essentially focuses on action for
the development of areas that are
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lagging behind in the overall
development of the village economy.
Some of the areas which are
challenging and need fresh initiatives
for development in rural India include
¢ Development of human resources
including
- literacy, more specifically, female
literacy, education and skill
development
- health, addressing both sanitation
and public health
e Land reforms
e Development of the productive
resources of each locality
e Infrastructure development like
electricity, irrigation, credit,
marketing, transport facilities
including construction of village
roads and feeder roads to nearby
highways, facilities for agriculture
research and extension, and
information dissemination
e Special measures for alleviation
of poverty and bringing about
significant improvement in the living
conditions of the weaker sections
of the population emphasising
access to productive employment
opportunities
All this means that people engaged
in farm and non-farm activities in
rural areas have to be provided with
various means that help them increase
the productivity. They also need to be
given opportunities to diversify
into various non-farm productive

INDIAN ECONOMIC DEVELOPMENT
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activities such as food processing.
Enabling them better and more
affordable access to healthcare,
sanitation facilities at workplaces and
homes and education for all would also
need to be given top priority for rapid
rural development.

It was observed in an earlier
chapter that although the share of
agriculture sectors contribution to GDP
was on a decline, the population
dependent on this sector did not show
any significant change. Further, after
the initiation of reforms, the growth
rate of agriculture sector decelerated
to about 3 per cent per annum during
the 19912012, which was lower than
the earlier years. In recent years, this
sector has become volatile. During
202324, the GVA growth rate of
agriculture and its allied sectors was
about two per cent. Scholars identify
decline in public investment since 1991
as the major reason for this. They also

~ Work These Out

—

» On a monthly basis, go through the
newspapers of your region and
identify the problems raised by
them in relation to rural areas and
the solutions offered. You could also
visit a nearby village and identify
the problems faced by people there.
Discuss this in the classroom.

» Prepare a list of recent schemes
and their objectives from the
government website https://
www.rural.nic.in. Collect the details
of how anyone of these schemes
implemented in your region/rural
neighbourhood areas. Discuss your
observations in class.

RURAL DEVELOPMENT

argue that inadequate infrastructure,
lack of alternate employment
opportunities in the industry or service
sector, increasing casualisation of
employment etc., further impede rural
development. The impact of this
phenomenon can be seen from the
growing distress witnessed among
farmers across different parts of India.
Against this background, we will
critically look at some of the crucial
aspects of rural India like credit and
marketing systems, agricultural
diversification and the role of organic
farming in promoting sustainable
development.

5.3 CREDIT AND MARKETING IN RURAL
AREAS

Credit: Growth of rural economy
depends primarily on infusion of
capital, from time to time, to realise
higher productivity in agriculture and
non-agriculture sectors. As the time of
gestation period between crop sowing and
realisation ofincome after productionis
quite long, farmers borrow fromvarious
sources tomeet their initial investment
on seeds, fertilisers, implements and
other family expenses of marriage,
death, religious ceremonies etc.

At the time of independence,
moneylenders and traders exploited
small and marginal farmers and
landless labourers by lending to them
on high interest rates and by
manipulating the accounts to keep
them in a debt-trap. A major change
occurred after 1969 when India
adopted social banking and multi-
agency approach to adequately meet
the needs of rural credit. Later, the
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Box 5.1: The Poor Women’s Bank

‘Kudumbashree’ is a women-oriented community-based poverty reduction
programme being implemented in Kerala. In 1995, a thrift and credit society
was started as a small savings bank for poor women with the objective to
encourage savings. The thrift and credit society mobilised Rs 1 crore as thrift
savings. These societies have been acclaimed as the largest informal banks in
Asia in terms of participation and savings mobilised.

Source: www.kudumbashree.org. Visit this website and explore various other initiatives
undertaken by this organisation. Identify some factors which contributed to
their successes and discuss in the class.

National Bank for Agriculture and
Rural Development (NABARD) was set
up in 1982 as an apex body to
coordinate the activities of all
institutions involved in the rural
financing system. The Green
Revolution was a harbinger of major
changes in the credit system as it led to
the diversification of the portfolio of
rural credit towards production-
oriented lending.

The institutional structure of rural
banking today consists of a set of
multi-agency institutions, namely,
commercial banks, regional rural banks
(RRBs), cooperatives and land
development banks. They are expected
to dispense adequate credit at cheaper

rates. Recently, Self-Help Groups
(henceforth SHGs) have emerged to fill
the gap in the formal credit system
because the formal credit delivery
mechanism has not only proven
inadequate but has also not been fully
integrated into the overall rural social
and community development. Since
some kind of collateral is required, vast
proportion of poor rural households
were automatically out of the credit
network. The SHGs promote thrift in
small proportions by a minimum
contribution from each member. From
the pooled money, creditis given to the
needy members to be repayable in
small instalments at reasonable interest
rates. By May 2019, nearly 6 crore

Work These Out

and how borrowers use the loan.

in the classroom.

» In your locality /neighbourhood, you might notice self-help groups providing
credit. Attend few meetings of such self-help groups. Write a report on the
profile of a self-help group. The profile may include — when it was started,
the number of members, amount of savings and type of credit they provide

» You might also find that those who take a loan for starting self-employment
activities but use it for other purposes. Interact with few such borrowers.
Identify the reasons for not starting self employment activities and discuss
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women in India have become member
in 54 lakh women SHGs. About X 10-
15,000 per SHG and another32.5lakhs
per SHG as a Community Investment
Support Fund (CISF) are provided as part
of renovating fund to take up self
employement for income generation.
Such credit provisions are generally
referred to as micro-credit programmes.
SHGs have helped in the empowerment
of women. Itis alleged that the borrowings
are mainly confined to consumption
purposes. Why are borrowers not
spending for productive purposes?

Rural Banking — a Critical Appraisal:
Rapid expansion of the banking system
had a positive effect on rural farm and
non-farm output, income and
employment, especially after the green
revolution — it helped farmers to avail
services and credit facilities and a
variety of loans for meeting their
prodution needs. Famines became
events of the past; we have now
achieved food security which is reflected
in the abundant buffer stocks of grains.

However, all is not well with our
banking system.

With the possible exception of the
commercial banks, other formal
institutions have failed to develop a
culture of deposit mobilisation —
lending to worthwhile borrowers and
effective loan recovery. Agriculture loan
default rates have been chronically
high. Why farmers failed to pay back
loans? It is alleged that farmers are
deliberately refusing to pay back
loans. What could be the reasons?

Thus, the expansion and promotion
of the rural banking sector has taken a
backseat after reforms. To improve the
situation, Inrecentyears, all the adults
are encouraged to open bank accounts
as a part of a scheme known as Jan-
Dhan Yojana. Those bank account
holders can getRs. 1-2 lakh accidental
insurance coverage and overdraft
facilities for Rs. 10,000 and get their
wagesifthey get any government-related
jobs and works under MNREGA;
old age pension and other social
security payments of the governmentare

Work These Out

> In the last few years, you might have taken note — in your neighbourhood if you
are living in rural areas or read in the newspapers or seen on TV — of farmers
commiting suicides. Many such farmers had borrowed money for farming and other
purposes. It was found that when they were unable to pay back due to crop failure,
insufficient income and employment opportunities, they took such steps. Collect
information relating to such cases and discuss in the classroom.

» Visit banks that cater to rural areas. They may be primary agricultural cooperative
banks, land development banks, regional rural banks or district cooperative banks.
Collect details such as how many rural households borrowed from them, amount
generally borrowed, kinds of collateral used, interest rates and dues.

» If farmers who borrowed from cooperative banks could not pay back due to crop
failure and other reasons, their loans should be waived otherwise they may take
drastic decisions like committing suicides. Do you agree?

RURAL DEVELOPMENT
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transferred to bank accounts. Thereisno
need to keep minimum bank balance.
This hasled tomore than 50 crore people
opening bank accounts; indirectly ithas
promoted thrift habit and efficient
allocation of financial resources
particularly in rural areas. Banks also
could mobile funds of more than Rs.
2,00,000 crores through these accounts.

5.4 AGRICULTURAL MARKET SYSTEM

Have you ever asked yourself how food
grains, vegetables and fruits that we
consume daily come from different
parts of the country? The mechanism
through which these goods reach
different places depends on the market
channels. Agricultural marketing is a
process that involves the assembling,
storage, processing, transportation,
packaging, grading and distribution
of different agricultural commodities
across the country.

Prior to independence, farmers,
while selling their produce to traders,
suffered from faulty weighing and
manipulation ofaccounts. Farmers who
did not have the required information on

prices prevailing in markets were often
forced to sell at low prices. They also did
not have proper storage facilities to keep
back their produce for selling later at a
better price. Doyouknow thateven today,
more than 10 per cent of goods produced
infarms arewasted due tolack of storage?
Therefore, government intervention
becamenecessary toregulate the activities
ofthe private traders.

Let us discuss four such measures
that were initiated to improve the
marketing aspect. The first step was
regulation of markets to create orderly
and transparent marketing conditions.
By and large, this policy benefited
farmers as well as consumers. However,
there is still a need to develop about
27,000 rural periodic markets as
regulated market places to realise the
full potential of rural markets. Second
component is provision of physical
infrastructure facilities like roads,
railways, warehouses, godowns, cold
storages and processing units. The
current infrastructure facilities are quite
inadequate to meet the growing demand
and need to be improved. Cooperative

Fig. 5.1 Regulated market yards benefit farmers as well as consumers
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report and discuss in the class.

» Visit a nearby vegetable and fruit market. Observe and identify different
characteristics of the market. Identify the place of origin of at least ten
different fruits and vegetables and distance travelled to reach the market.
Further, look at the modes of transport and its implication on prices.

» Most small towns have regulated market yards. Farmers can go to these
markets and sell their produce. They can also store their goods in the yard.
Visit one regulated market yard; collect the details of its functioning, kind
of goods coming to the yard and how prices are fixed. Prepare a detailed

marketing, in realising fair prices for
farmers’ products, is the third aspect
of government initiative. The success
of milk cooperatives in transforming the
social and economic landscape of
Gujarat and some other parts of the
country is testimony to the role of
cooperatives. However cooperatives
have received a setback during the
recent past due to inadequate coverage
of farmer members, lack of appropriate
link between marketing and processing
cooperatives and inefficient financial
management. The fourth element is the
policy instruments like (i) assurance of
minimum support prices (MSP) for
agricultural products (ii) maintenance
of buffer stocks of wheat and rice
by Food Corporation of India and
(iii) distribution of food grains and sugar
through PDS. These instruments are
aimed at protecting the income of the
farmers and providing foodgrains at a
subsidised rate to the poor. However,
despite government intervention, private
trade (by moneylenders, rural political
elites, big merchants and rich farmers)
predominates agricultural markets. The

RURAL DEVELOPMENT

need for government intervention is
imminent particularly when a large
share of agricultural products, is
handled by the private sector.

Agricultural marketing has come
a long way with the intervention of the
government in various forms. Some
scholars argue that commercialisation
of agriculture offers tremendous scope
for farmers to earn higher incomes
provided the government intervention
is restricted. What do you think about
this view?

Emerging Alternate Marketing
Channels: It has been realised that if
farmers directly sell their produce to
consumers, it increases their incomes.
Some examples of these channels are
Apni Mandi (Punjab, Haryana and
Rajasthan); Hadaspar Mandi (Pune);
Rythu Bazars (vegetable and fruit
markets in Andhra Pradesh and
Telangana) and Uzhavar Sandies
(farmers markets in Tamil Nadu).
Further, several national and
multinational fast food chains are
increasingly entering into contracts/
alliances with farmers to encourage
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them to cultivate farm products
(vegetables, fruits, etc.) of the desired
quality by providing them with not only
seeds and other inputs but also assured
procurement of the produce at pre-
decided prices. It is argued that such
arrangements will help in reducing the
price risks of farmers and would also
expand the markets for farm products.
Do you think such arrangements raise
incomes of small farmers.

Work This Out

»Visit one such alternative marketing
system which farmers in your
locality, or in the neighbourhood
rural areas, use. How are they
different from regulated market
yards? Should they be encouraged
and supported by the government?
Why and how? Discuss.

In 2020, Indian Parliament passed
three laws to reform agriculture
marketing system. While some section
of farmers support these reforms, the
rest of the farmers oppose and these
Acts are still being debated. Collect
the details of these laws, debate and
discuss in the class.

5.5 DIVERSIFICATION INTO PRODUCTIVE
ACTIVITIES

Diversification includes two aspects —
one relates to change in cropping
pattern and the other relates to a shift
of workforce from agriculture to other
allied activities (livestock, poultry,
fisheries etc.) and non-agriculture
sector. The need for diversification
arises from the fact that there is
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greater risk in depending exclusively
on farming for livelihood.
Diversification towards new areas is
necessary not only to reduce the risk
from agriculture sector but also to
provide productive sustainable
livelihood options to rural people.
Much of the agricultural employment
activities are concentrated in the
Kharif season. But during the Rabi
season, in areas where there are
inadequate irrigation facilities, it
becomes difficult to find gainful
employment. Therefore expansion
into other sectors is essential to
provide supplementary gainful
employment and in realising higher
levels of income for rural people to
overcome poverty and other
tribulations. Hence, there is a need to
focus on allied activities, non-farm
employment and other emerging
alternatives of livelihood, though
there are many other options available
for providing sustainable livelihoods
in rural areas.

Fig. 5.2 Jaggery making is an allied activity
of the farming sector
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Box 5.2: Tamil Nadu Women in Agriculture (TANWA)

Tamil Nadu Women in Agriculture (TANWA) was a project initiated in the late 1980s
in Tamil Nadu to train women in latest agricultural techniques and in organic farming.
It encouraged women to actively participate in raising agricultural productivity and
family income. At a Farm Women’s Group in Thiruchirapalli, run by Anthoniammal,
trained women are successfully making and selling vermicompost and earning money
from this venture. Many other Farm Women’s Groups are creating savings in their
group by functioning like mini banks through a micro-credit system. With the
accumulated savings, they promote small-scale household activities like mushroom
cultivation, soap manufacture, doll making or other income-generating activities.
There could be similar initiatives in your area or your neighborhood rural areas.
Talk to organisation or women entrepreneurs and discuss the details in the class.

As agriculture is already
overcrowded, a major proportion of the
increasing labour force needs to find
alternate employment opportunities in
other non-farm sectors. Non-farm
economy has several segments in it;
some possess dynamic linkages that
permit healthy growth while others are
in subsistence, low productivity
propositions. The dynamic sub-sectors
include agro-processing industries,
food processing industries, leather
industry, tourism, etc. Those sectors
which have the potential but seriously

are the widely held species. Livestock
production provides increased stability
in income, food security, transport, fuel
and nutrition for the family without
disrupting other food-producing
activities. Today, livestock sector alone
provides alternate livelihood options to
over 70 million small and marginal
farmers including landless labourers. A
significant number of women also find
employment in the livestock sector.
Chart 5.1 shows the distribution of
livestock in India. Poultry accounts for
the largest share with 61 per cent

lack infrastructure and other
support include traditional
home-based industries like
pottery, crafts, handlooms etc.
Majority of rural women find
employment in agriculture while
men generally look for non-farm
employment. In recent times,
women have also begun looking
for non-farm jobs (see Box 5.2).

Animal Husbandry: In India,
the farming community uses the
mixed crop-livestock farming
system —cattle, goats, fowl

Chart 5.1: Distribution of Poultry and
Livestock in India, 2019
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Fig. 5.3 Sheep rearing — an important income
augmenting activity in rural areas

followed by others. Other animals
which include camels, asses, horses,
ponies and mules are in the lowest
rung. India had about 303 million
cattle, including 110 million buffaloes
in 2019. Performance of the Indian
dairy sector over the last three decades
has been quite impressive. Milk
production in the country has
increased by about twelve times
between 1951-2021. This can be
attributed mainly to the successful
implementation of ‘Operation Flood’.
It is a system whereby all the farmers
can pool their milk produced according
to different grading (based on quality),
processed and marketed to urban
centres through cooperatives. In this
system the farmers are assured of a
fair price and income from the supply
of milk to urban markets. As pointed
out earlier Gujarat state is held as a
success story in the efficient
implementation of milk cooperatives
which has been emulated by many
states. Gujarat, Madhya Pradesh,
Uttar Pradesh, Andhra Pradesh,
Maharashtra, Punjab and Rajasthan,
are major milk producing states. Meat,
eggs, wool and other by- products are
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also emerging as important productive
sectors for diversification.

Fisheries: The fishing community
regards the water body as ‘mother’ or
‘provider’. The water bodies consisting
of sea, oceans, rivers, lakes, natural
aquatic ponds, streams etc. are,
therefore, an integral and life-giving
source for the fishing community. In
India, after progressive increase in
budgetary allocations and introduction
of new technologies in fisheries and
aquaculture, the development of
fisheries has come a long way.
Presently, fish production from inland
sources contributes about 65 per cent
to the total value of fish production and
the balance 35 per cent comes from the
marine sector (sea and oceans). Today
total fish production accounts for
0.9 per cent of the total GDP. In India,
West Bengal, Andhra Pradesh, Kerala,
Gujarat, Maharashtra and Tamil Nadu
are major fish producing states. A large
share of fishworker families are poor.
Rampant underemployment, low per
capita earnings, absence of mobility
of labour to other sectors and a high
rate of illiteracy and indebtedness are
some of the major problems fishing
community face today. Even though
women are not involved in active
fishing, about 60 per cent of the
workforce in export marketing and 40
per cent in internal marketing are
women. There is a need to increase
credit facilities through cooperatives
and SHGs for fisherwomen to meet the

INDIAN ECONOMIC DEVELOPMENT

Reprint 2025-26



working capital requirements for
marketing.

Horticulture: Blessed with a varying
climate and soil conditions, India has
adopted growing of diverse horti-
cultural crops such as fruits,
vegetables, tuber crops, flowers,
medicinal and aromatic plants, spices
and plantation crops. These crops play
a vital role in providing food and
nutrition, besides addressing
employment concerns. Horticulture
sector contributes nearly one-third of
the value of agriculture output and
six per cent of Gross Domestic Product
of India. India has emerged as a world
leader in producing a variety of fruits
like mangoes, bananas, coconuts,
cashew nuts and a number of spices
and is the second largest producer of
fruits and vegetables. Economic
condition of many farmers engaged in
horticulture has improved and it has
become a means of improving
livelihood for many unprivileged
classes. Flower harvesting, nursery

Fig. 5.5 Women in rural households take up bee-
keeping as an entrepreneurial activity
maintenance, hybrid seed production
and tissue culture, propagation of
fruits and flowers and food processing
are highly remunerative employment
options for women in rural areas.
Though, in terms of numbers, our
livestock population is quite
impressive but its productivity is quite
low as compared to other countries. It
requires improved technology and
promotion of good breeds of animals
to enhance productivity. Improved
veterinary care and credit
facilities to small and
marginal farmers and
landless labourers would
enhance sustainable
livelihood options through
livestock  production.
Production of fisheries has
already increased
substantially.
However problems
related to over- fishing and
pollution need to be regulated

Fig. 5.4 Poultry has the largest share of total livestock in India
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and controlled. Welfare programmes for
the fishing community have to be
reoriented in a manner which can provide
long-term gains and sustenance of
livelihoods. Horticulture has emerged as
a successful sustainable livelihood
option and needs to be encouraged
significantly. Enhancing its role requires
investment in infrastructure like
electricity, cold storage systems,
marketing linkages, small-scale
processing units and technology
improvement and dissemination.

Other Alternate Livelihood Options:
The IT has revolutionised many sectors
in the Indian economy. There is broad
consensus that IT can play a critical
role in achieving sustainable
development and food security in the
twenty-first century. Governments can
predict areas of food insecurity and
vulnerability using appropriate
information and software tools so that
action can be taken to prevent or
reduce the likelihood of an emergency.
It also has a positive impact on the
agriculture sector as it can disseminate
information regarding emerging
technologies and its applications,

prices, weather and soil conditions for
growing different crops etc. Though
IT is, by itself, no catalyst of change
but it can act as a tool for releasing
the creative potential and knowledge
embedded in the society. It also has
potential of employment generation in
rural areas. Experiments with IT and
its application to rural development are
carried out in different parts of India.

5.6 SUSTAINABLE DEVELOPMENT AND
OrGanic FARMING

In recent years, awareness of the
harmful effect of chemical-based
fertilisers and pesticides on our health
is on a rise. Conventional agriculture
relies heavily on chemical fertilisers
and toxic pesticides etc., which enter
the food supply, penetrate the water
sources, harm the livestock, deplete the
soil and devastate natural eco-systems.
Efforts in evolving technologies which
are eco-friendly are essential for
sustainable development and one
such technology which is eco-friendly
is organic farming. In short, organic
agriculture is a whole system of

Box 5.3: Adoption of Village by Parliamentarians

In October, 2014, The Government of India introduced a new scheme called
Saansad Adarsh Gram Yojana (SAGY). Under this scheme, Members of India's
Parliament need to identify and develop one village from their constituencies. To
begin with, MPs can develop one village as a model village by 2016, and two more
by 2019, covering over 2,500 villages in India. According to the scheme, the village
can have a population of 3,000-5,000 in the plains and 1,000-3,000 in the hills
and should not be MPs' own or their spouse's village. MPs are expected to facilitate
a village development plan, motivate villagers to take up activities and built
infrastructure in the areas of health, nutrition and education.

Source: www.pib.nic.in accessed on 24 October 2014.
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per cent than conventional ones.

Box 5.4: Organic Food
Organic food is growing in popularity across the world. Many countries have
around 10 per cent of their food system under organic farming. There are many
retail chains and supermarkets which are accorded with green status to sell
organic food. Moreover, organic foods command higher price of around 10-100

farming that restores, maintains and
enhances the ecological balance. There
is an increasing demand for
organically grown food to enhance
food safety throughout the world (see
Box 5.4).

Benefits of Organic Farming:
Organic agriculture offers a means to
substitute costlier agricultural inputs
(such as HYV seeds, chemical fertilisers,
pesticides etc.) with locally produced
organic inputs that are cheaper and
thereby generate good returns on
investment. Organic agriculture also
generates income through exports as
the demand for organically grown crops
is on a rise. Studies across countries

have shown that organically grown food
has more nutritional value than
chemical farming thus providing us
with healthy foods. Since organic
farming requires more labour input
than conventional farming, India will
find organic farming an attractive
proposition. Finally, the produce is
pesticide-free and produced in an
environmentally sustainable way (see
Box 5.5).

Popularising organic farming
requires awareness and willingness on
the part of farmers to adapt to new
technology. Inadequate infrastructure
and the problem of marketing the
products are major concerns which
need to be addressed apart from an

Box 5.5: Organically Produced Cotton in Maharashtra

In 1995, when Kisan Mehta of Prakruti (an NGO) first suggested that cotton,
the biggest user of chemical pesticides, could be grown organically, the then
Director of the Central Institute for Cotton Research, Nagpur, famously remarked,
“Do you want India to go naked?” At present, as many as 130 farmers have
committed 1,200 hectares of land to grow cotton organically on the International
Federation of Organic Agriculture Movement’s standards.
later tested by the German Accredited Agency, AGRECO, and found to be of
high quality. Kisan Mehta feels that about 78 per cent of Indian farmers are
marginal farmers owning about less than 0.8 hectare but accounting for 20 per
cent of India’s cultivable land. For such farmers, organic agriculture is more
profitable in terms of money and soil conservation in the long run. Visit a farm
in your locality which uses organic manure and discuss the uses associated
with the farming practices. Present the report in your class.

Source: Lyla Bavadam, A Green Alternative, Frontline, 29 July 2005.
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appropriate agriculture policy to
promote organic farming. It has been
observed that the yields from organic
farming are less than modern
agricultural farming in the initial years.
Therefore, small and marginal farmers
may find it difficult to adapt to large-
scale production. Organic produce may
also have more blemishes and a shorter
shelf life than sprayed produce.
Moreover choice in production of
off-season crops is quite limited in
organic farming. Nevertheless, organic
farming helps in sustainable
development of agriculture and India
has a clear advantage in producing
organic products for both domestic and
international markets. Do you think
food and non-food items cultivated
using organic farming methods will be
cheaper?

5.7 CONCLUSION

It is clear that until and unless some
spectacular changes occur, the rural

sector might continue to remain
backward. There is a greater need
today to make rural areas more
vibrant through diversification into
dairying, poultry, fisheries,
vegetables and fruits and linking up
the rural production centres with the
urban and foreign (export) markets
to realise higher returns on the
investments for the products.
Moreover, infrastructure elements
like credit and marketing, farmer-
friendly agricultural policies and a
constant appraisal and dialogue
between farmers’ groups and state
agricultural departments are
essential to realise the full potential
of the sector.

Today we cannot look at the
environment and rural development as
two distinct subjects. There is need to
invent or procure alternate sets of eco-
friendly technologies that lead to
sustainable development in different
circumstances. From these, each rural

Work These Out

popularised.

diversification.

» Make a list of five popular items that are organically produced in India.

» Visit a nearby super market, vegetable shop and/or a departmental shop.
Identify a few products. Prepare a chart comparing a few goods that are
produced organically and in the normal way on the basis of their prices,
shelf life, quality and the kind of advertisement through which they are

» Visit a horticultural farm in the nearby locality. Collect the details of
goods that they cultivate on the farm. They could have diversified their
cropping patterns. Discuss with them the merits and demerits of the
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community can choose whatever will
suit its purpose. We need to learn
from, and also try out when found
relevant, practices from the available
set of ‘best practice’ illustrations (which

development experiments that have
already been carried out in similar
conditions in different parts of India),
to speed up this process of ‘learning
by doing’.

means success stories of rural

T o e

» Rural development is quite a comprehensive term but it essentially means
a plan of action for the development of rural areas which are lagging
behind in socio-economic development.

» There is a need for improving the quantity and quality of infrastructure
in rural areas such as banking, marketing, storage, transport and
communications etc. to realise its true potential.

» Diversification towards new areas such as livestock, fisheries and other
non-agricultural activities is necessary not only to reduce the risk from
agriculture sector but also to provide productive sustainable livelihood
options to our rural people.

» The importance of organic farming as an environmentally sustainable
production process is on a rise and needs to be promoted.

EXERCISES

What do you mean by rural development? Bring out the key issues in
rural development.

Discuss the importance of credit in rural development.

Explain the role of micro-credit in meeting credit requirements of the
poor.

4. Explain the steps taken by the government in developing rural
markets.

5. Why is agricultural diversification essential for sustainable
livelihoods?

6. Critically evaluate the role of the rural banking system in the process
of rural development in India.
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What do you mean by agricultural marketing?

Mention some obstacles that hinder the mechanism of agricultural
marketing.

9. What are the alternative channels available for agricultural
marketing? Give some examples.

10. Distinguish between ‘Green Revolution’ and ‘Golden Revolution’.

11. Do you think various measures taken by the government to improve
agricultural marketing are sufficient? Discuss.

12. Explain the role of non-farm employment in promoting rural
diversification.

13. Bring out the importance of animal husbandry, fisheries and
horticulture as a source of diversification.

14. ‘Information technology plays a very significant role in achieving
sustainable development and food security’ — comment.

15. What is organic farming and how does it promote sustainable
development?

16. Identify the benefits and limitations of organic farming.

17. Enlist some problems faced by farmers during the initial years of
organic farming.

18. “Jan-Dhan-Yojna helps in the rural development.” Do you agree with
this statement? Explain.
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EMPLOYMENT : GROWTH,
INFORMALISATION
AND OTHER ISSUES

After studying this chapter, the learners will

e understand a few basic concepts relating to employment such as
economic activity, worker, workforce and unemployment

e understand the nature of participation of men and women in various
economic activities in various sectors

e know the nature and extent of unemployment

e assess the initiatives taken by the government in generating employment
opportunities in various sectors and regions.
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starvation...

What I object to, is the ‘craze’ for machinery, not machinery as such. The
craze is for what they call labour-saving machinery. Men go on ‘saving labour’
till thousands are without work and thrown on the open streets to die of

Mahatma Gandhi

6.1 INTRODUCTION

People do a variety of work. Some
work on farms, in factories, banks,
shops and many other
workplaces; yet a few others work
at home. Work at home includes
not only traditional work like
weaving, lace making or variety of
handicrafts but also modern jobs
like programming work in the IT
industry. Earlier factory work
meant working in factories located
in cities whereas now technology
has enabled people to produce
those factory-based goods at
home in villages. During Covid-19
pandemic in 2020-21, millions of
workers delivered their products and
services through work-from-home.
Why do people work? Work plays
an important role in our lives as
individuals and as members of society.
People work for ‘earning’ a living. Some
people get, or have, money by inheriting
it, not working for it. This does not
completely satisfy anybody. Being
employed in work gives us a sense of
self-worth and enables us to relate
ourselves meaningfully with others.
Every working person is actively
contributing to national income and
hence, the development of the country
by engaging in various economic
activities — that is the real meaning of
‘earning’ a living. We do not work only

Fig. 6.1 Multinational companies sell footballs
made in the houses of Jalandhar, Punjab

for ourselves; we also have a sense of
accomplishment when we work to meet
the requirements of those who are
dependent on us. Having recognised
the importance of work, Mahatma
Gandhi insisted upon education and
training through a variety of works
including cratft.

Studying about working people
gives us insights into the quality and
nature of employment in a country and
helps in understanding and planning
our human resources. It helps us to
analyse the contribution made by
different industries and sectors towards
national income. It also helps us to
address many social issues such as
exploitation of marginalised sections of
the society, child labour, etc.
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6.2 WORKERS AND EMPLOYMENT

What is employment? Who is a worker?
When a farmer works on fields, he or
she produces food grains and raw
materials for industries. Cotton
becomes cloth in textile mills and in
powerlooms. Lorries transport goods
from one place to another. We know
that the total money value of all such
final goods and services produced in a
country in a year is called its gross
domestic product for that year. When
we also consider what we pay for our
imports and get from our exports we
find that there is a net earning for the
country which may be positive (if we
have exported more in value terms than
imported) or negative (if imports
exceeded exports in value terms) or zero
(if exports and imports were of the same
value). When we add this earning (plus
or minus) from foreign transactions,
what we get is called the country’s gross
national product for that year.

Those activities which contribute to
the gross national product are called
economic activities. All those who are
engaged in economic activities, in
whatever capacity — high or low, are
workers. Even if some of them
temporarily abstain from work due to
illness, injury or other physical
disability, bad weather, festivals, social
or religious functions, they are also
workers. Workers also include all those
who help the main workers in these
activities. We generally think of only
those who are paid by an employer for
their work as workers. This is not so.
Those who are self-employed are also
workers.

94

The nature of employment in India
is multifaceted. Some get employment
throughout the year; some others get
employed for only a few months in a
year. Many workers do not get fair
wages for their work. While estimating
the number of workers, all those who
are engaged in economic activities are
included as employed. You might be
interested in knowing the number of
people actively engaged in various
economic activities. During 202223,
India had about a 545 million strong
workforce. Since majority of our people
reside in rural areas, the proportion of
workforce residing there is higher. The

« Work This Out

your house or
neighbourhood, you might
come across many women
who, even though they
have technical degrees
and diplomas and also free
time to go to work, do not
go to work. Ask them the
reasons for not going to
work. List all of them and
discuss in the classroom
whether they should go for
work and why, and also
ways by which they could
be sent for work. Some
social scientists argue that
housewives working at
home without getting paid
for that work must also be
regarded as contributing to
the gross national product
and therefore, as engaged
in an economic activity.
Would you agree?
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rural workers constitute about two-
thirds of this 471 million. Men form
the majority of workforce in India.
About 77 per cent of the workers are
men and the rest are women (men and
women include child labourers in
respective sexes). Women workers
account for one-fourth of the rural
workforce whereas in urban areas,
they are just one-fifth of the
workforce. Women carry out works
like cooking, fetching water and
fuelwood and participate in farm
labour. They are not paid wages in
cash or in the form of grains; at times
they are not paid at all. For this
reason, these women are not
categorised as workers. Economists
argue that these women should also
be called workers. What do you think?

6.3 ParTICIPATION OF PEOPLE IN
EMPLOYMENT

Workerpopulation ratio is an indicator
which is used for analysing the
employment situation in the country.
This ratio is useful in knowing the
proportion of population that is
actively contributing to the production
of goods and services of a country. If
the ratio is higher, it means that the
engagement of people is greater; if the
ratio for a country is medium, or low,
it means that a very high proportion

a particular point of time. If you want
to know the worker-population ratio
for India, divide the total number of
workers in India by the population in
India and multiply it by 100, you will
get the worker-population ratio for
India.

If you look at Table 6.1, it shows
the different levels of participation of
people in economic activities. For
every 100 persons, about 41 (by
rounding off 41.1) are workers in
India. In urban areas, the proportion
is about 38, whereas in rural India,
the ratio is about 42. Why is there
such a difference? People in rural areas
have limited resources to earn a higher
income and participate more in the
employment market. Many do not go
to schools, colleges and other training
institutions. Even if some go, they
discontinue in the middle to join the
workforce; whereas, in urban areas, a
considerable section is able to study in
various educational institutions. Urban
people have a variety of employment
opportunities. They look for the
appropriate job to suit their
qualifications and skills. In rural areas,
people cannot stay at home as their
economic condition may not allow them
to do so.

TABLE 6.1

Worker-Population Ratio in India,

2022-2023

of its population is not involved
directly in economic activities. Sex Worker-Population Ratio

You might have already studied, Total Rural Urban
in lower classes, the meaning of the Men 54.4 54.0 55.6
term ‘population’. Population is Women | 27.0 30.0 18.7
defined as tl.'le total r%umber of pt.eople Total TR 12.3 37.7
who reside in a particular locality at
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Work These Out

» Any study of employment
must start with a review
of the worker-population
ratios — why?

> In some communities, you
might have noticed that
even if the males do not
earn a high income, they do
not send women to work.
Why?

Compared to females, more males
are found to be working. The
difference in participation rates is very
large in urban areas: for every 100
urban females, only about 19 are
engaged in some economic activities.
In rural areas, for every 100 rural
women about 30 participate in the
employment market. Why are women,
in general, and urban women, in
particular, not
working? It is
common to find that
where men are able
to earn  high
incomes, families
discourage female
members from
taking up jobs.

Going back to
what has already
been mentioned
above, many
household activities
done by women are
not recognised as
productive work.
This narrow defini-
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tion of work leads to non-recognition
of womens work and, therefore, to the
underestimation of the number of
women workers in the country. Think
of the women actively engaged in many
activities within the house and at
family farms who are not paid for such
work. As they certainly contribute to
the maintenance of the household and
farms, do you think that their number
should be added to the number of
women workers?

6.4 SELF-EMPLOYED AND HIRED
WORKERS

Does the worker-population ratio say
anything about workers’ status in
society or about the working
conditions? By knowing the status
with which a worker is placed in an
enterprise, it may be possible to know
one dimension — quality of
employment in a country. It also

Fig. 6.2 Brick-making: a form of casual work
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Chart 6.1 : Distribution of Employment

by Gender
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workforce. Such
labourers are casually
engaged in others’ farms
and, in return, get a
remuneration for the
work done. Workers like
the civil engineer
working in the
construction company
account for 21 per cent
of Indias workforce.
When a worker is
engaged by someone or
an enterprise and paid
his or her wages on a

enables us to know the attachment a
worker has with his or her job and
the authority she or he has over the
enterprise and over other co-workers.

Let us take three workers from the
construction industry — a cement
shop owner, a construction worker and
a civil engineer of a construction
company. Since the status of each one
of them is different from

regular basis, they are
known as regular salaried employees
(see table 6.3).

Look at Chart 6.1 you will notice
that self-employment is a major source
of livelihood for both men and women
as this category accounts for more than
50 per cent of the workforce. Casual
wage work is the second major source
for women. When it comes to regular

another, they are also
called differently. Workers
who own and operate an
enterprise to earn their 40%
livelihood are known as
self-employed. Thus the
cement shop owner is
self-employed. About 57
per cent workforce in
India belongs to this
category. The construction
workers are known as

Chart 6.2 : Distribution of Employment by Region

Urban Workers
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they account for about iremploye
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salaried employment, men are found
to be so engaged in greater proportion.
Men form 24 per cent whereas women
form 17 per cent. The gap between men
and women is very less.

When we compare the distribution
of workforce in rural and urban areas
in Chart 6.2 you will notice that the
self-employed are found more in rural
areas than in urban areas. In the latter,
both self-employment and regular wage

salaried jobs are greater. In rural areas,
since majority of those depending on
farming own plots of land and cultivate
independently, the share of self-
employed is greater.

The nature of work in urban areas
is different. Obviously everyone cannot
run factories, shops and offices of
various types. Moreover enterprises in
urban areas require workers on a
regular basis.

ork These Out

labourers respectively:
1. Owner of a saloon

B W N

paid monthly
A handloom weaver

© N o o

they are found and why?

employment.

» We generally think that only those who are doing paid work regularly or
casually such as agricultural labourers, factory workers, those who work
in banks and other offices as assistants and clerks are workers. From the
above discussion, you must have understood that those who are self-
employed such as pavement vegetable vendors, professionals such as
lawyers, doctors and engineers are also workers.
against self-employed, regular salaried employees and casual wage

Worker in a rice mill who is paid on daily basis but employed regularly
Cashier in State Bank of India
Typist working in a state government office on a daily wage basis but

Loading worker in wholesale vegetable shop

Owner of a cold drinks shop which sells Pepsi, Coca Cola and Mirinda
Nurse in a private hospital who gets monthly salary and has been work-
ing regularly for the past 5 years.

» Economists point out that casual wage labourers are the most vulnerable
among the three categories. Could you locate who these workers are and where

» Can we say that the self-employed earn more than the casual wage labourers
or regular salaried employees? Identify a few other indicators of quality of

Mark (a), (b) and (c)
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6.5 EMPLOYMENT IN
Firms, FACTORIES
AND OFFICES

In the course of
economic development
of a country, labour
flows from agriculture
and other related
activities to industry and
services. In this process,
workers migrate from
rural to urban areas.
Eventually, at a much
later stage, the industrial sector begins
to lose its share of total employment
as the service sector enters a period of
rapid expansion. This shift can be
understood by looking at the
distribution of workers by industry.
Generally, we divide all economic
activities into eight different industrial
divisions. They are (i) Agriculture (ii)
Mining and Quarrying (iii)
Manufacturing (iv) Electricity, Gas and
Water Supply (v) Construction (vi)
Trade (vii) Transport and Storage and

Fig. 6.3 Garment workers: upcoming factory employment for women

(viii) Services. For simplicity, all the
working persons engaged in these
divisions can be clubbed into three
major sectors viz., (a) primary sector
which includes (i) and (ii), (b) secondary
sector which includes (iii), (iv) and (v)
and (c) service sector which includes
divisions (vi), (vii) and (viii). Table 6.2
shows the distribution of working
persons in different industries during
the year 2022-23.

Primary sector is the main source
of employment for majority of workers

TABLE 6.2
Distribution of Workforce by Industry, 2022-2023

Industrial Category Place of Residence Sex Total
Rural Urban Men Female

Primary Sector 57.8 9.0 37.5 64.4 46.1

Secondary Sector 22.5 32.7 29.3 19.3 24.9

Tertiary / Service Sector 18.0 60.4 32.2 24.7 29.0

Total 100.0 100.0 100.0 100.0 100.0
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advertised in the newspapers.

» All newspapers have one section meant for job opportunities. Some also
devote an entire supple<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>