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UNIT – 1 | Chapter – 1  

In order to understand the various phases of development, it is important to first look at the state of 

India’s economy prior to the country’s independence. 

Low level of Economic Development under colonial rule 
Before the British rule, Indian economy was- 

 

 

 

 

 

 

During the British rule, 

 

 

 

The economic condition of a nation can be judged by its National Income and Per capita income. 

➢ No sincere attempt made by British government to estimate them 

➢ Individual attempts by Dadabhai Naroji, William Digby, Frindlay Shirras, VKRV Rao, RC Desai. 

However, all these estimates produced conflicting results. 

➢ Estimates by Dr Rao were considered significant. 

➢ ______________________________________________________________________________

_________________ 

 

Agriculture Sector 
During the pre-British colonial rule, the condition of Indian agriculture was not at all satisfactory. 

❖ India’s economy was overwhelmingly rural and agricultural in character. 

❖ ________________________________________________________________________

__________________________________ 

❖  
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Main reasons for stagnation in Agricultural Sector 

1. Land Settlement System- 

● Introduction of “Zamindari System” by the colonial government 

 

 

 

 

 

 

 

 

 

2. Commercialization of Agriculture- It means production of crops for sale in the market rather 

than for self-consumption. 

 

 

 

 

 

3. Low level of Productivity- Low levels of technology, lack of irrigation facilities and negligible use    
of fertilizers resulted in low level of productivity. 
 
 
 
 
 
 
 
 
 

 
4. Adverse Effects of Partition: India's agricultural production received a further set back due to 

the country's partition at the time of independence 
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Industrial Sector 
-Some Indian industries, producing certain special products, enjoyed worldwide reputation. India was 

particularly well known for its handicraft industries. But overall the poor state of industrial sector is 

briefly discussed as under : 

1. De-Industrialization 

 

 Decline of Handicraft Industry: British Government systematically destroyed Indian handicraft 

industries and no modern industrial base was allowed to come up. The primary motive of British 

rule behind the de-industrialization was two-fold- 

 

 

 

 

 

The main reason behind decline of India's renowned handicraft industry was the introduction of 

‘Discriminatory Tariff Policy' by the colonial government.  

This policy allowed free export of raw materials from India and free import of final goods of British 

industry to India. However, heavy duty was imposed on the export of Indian Handicrafts. 

Consequently, domestic markets were full of British low-priced finished goods. As a result, the 

handicrafts industry declined. 

 

2. Adverse effects of decline of Handicraft Industry:  

 

 

 

 

 

3. Lack of Capital Goods Industries: Capital goods industry refer to those industries which can produce 

machine tools, which are, in turn, used for producing articles for current consumption. 

●  ______________________________________________________________________________ 
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● ______________________________________________________________________________

__________________________________________________________ 

 

4. Low contribution to Gross Domestic Product (GDP): The growth rate of the new industrial sector and 

its contribution to the GDP remained very small. 

 

5. Limited role of Public Sector:  

 

 

 

Due to initiative of the private sector, modern industries started to come up during the second half of 

the 19th century. 

● The industries established in this period were mainly confined to cotton textile and jute mills 

and their progress remained very slow 

● The cotton textile mills were mainly dominated by Indians and were located in the western 

parts of the country, namely, Maharashtra and Gujarat 

● The jute mills dominated by the foreigners were mainly concentrated in Bengal 

● The major breakthrough was setting up of Tata Iron and Steel Company (TISCO) in 1907 in 

Jamshedpur (Bihar) 

● A few other industries in the fields of sugar, cement, paper, etc. also came up after the 

Second World War. 

 

Foreign Trade 
The restrictive policies adopted by the colonial government adversely affected the structure, 

composition and volume of India's foreign trade compared to ancient times. 

1. Exporter of Primary Products and Importer of Finished Goods:  
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2. Monopoly Control of British Rule: British Government maintained a monopoly control over India's 

exports and imports. 

 

 

 

 

3. Drain of Indian wealth during British rule: Under the British rule, India became an exporter of 

primary products (raw material) and an importer of finished goods. There was huge export surplus due 

to excess exports. However, export surplus was used: 

 

 

 

 

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. 

● The opening of Suez Canal in 1869 reduced the cost of transportation and made access to the 

Indian market easier. 

● The canal provided a direct trade route for ships operating between Britain and India and 

avoided the need to sail around Africa 

● Strategically and economically, it is one of the most important waterways in the world. 

 

Demographic Condition 
Demographic conditions during the British Rule exhibited all features of a stagnant and backward Indian 

economy. 

1st Official Census: The first official census was conducted in the year 1881. Though suffering from 

certain limitations, the census revealed unevenness in India's population growth. 

From 1881 onwards, census operations were carried out after every ten years 
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1921: Year of the Great Divide: Before 1921, India was in the first stage of demographic transition. The 

second stage of transition began after 1921. So, the year 1921 is described as the Year of the Great 

Divide. 

The demographic condition during the Colonial rule is described in the following points 

1. High Birth Rate and Death Rate:  

 

 

2. Extremely Low Literacy rate:  

 

 

3. Poor Health facilities:  

 

 

4. High Infant Mortality Rate: Infant mortality rate refers to number of infants dying before reaching 

one year of age per 1,000 live births in a year. The infant mortality rate was quite alarming about 218 

per thousand, in contrast to the infant mortality rate of 44 per thousand in 2011. 

5. Low Life Expectancy:  

 

 

6. Widespread Poverty: There was no reliable data about the extent of poverty. But there is no doubt 

that extensive poverty prevailed in India during the colonial period. The overall standard of living of 

common people in India was very low and there was widespread poverty in the country. 

 

Occupational Structure 
Occupational structure refers to distribution of working persons across different industries and sectors. 

During the colonial period, the occupational structure of India showed little sign of change. The state of 

occupational structure during the British rule can be summarized as under- 
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1. Predominance of Primary Occupation:  

 

 

2. Regional Variation: Another striking aspect was the growing regional variation.  

● The states of Tamil Nadu, Andhra Pradesh, Kerala, Karnataka, Maharashtra and West Bengal 

witnessed a decline in dependence of workforce on the agricultural sector with a commensurate 

increase in the manufacturing and service sector. 

● However, during the same time, there had been an increase in the share of workforce in 

agriculture in states such as Orissa, Rajasthan and Punjab. 

 

Infrastructure 
The infrastructure facilities during British rule were very poor. Some efforts were made but, the main 

aim motive behind such infrastructural development was to serve various colonial interests. 

1. Roads: The colonial administration could not accomplish much on construction of roads due to 

scarcity of funds.  

 

 

 

 

2. Railways: The most important contribution of the British rule was introduction of railways in 

India in 1850. The railways affected the structure of the Indian economy in two important ways 
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3. Air and Water Transport: British Government took measures for developing the water and air 

transport. However, their development was far from satisfactory. 

 

 

 

 

 

 

 

4. Communication: Posts and telegraphs were the most popular means of communication. 

● The introduction of the expensive system of electric telegraph in India served the purpose of 

maintaining law and order. 

● The postal services, despite serving a useful public purpose, remained all through inadequate. 

 

Reasons for Infrastructural Development 

➢ The basic objective of British Government to develop infrastructure was not to provide basic 

amenities to the people, but to serve their own colonial interest 

➢ The Roads were built for mobilizing the army within India and for drawing out raw materials 

from the countryside to the nearest railway station or port and to send these to England or 

other lucrative foreign destinations. 

➢ Railways were developed by the Britishers mainly for three reasons: 

(i) To  

(ii) To  

(iii) To 

➢ The system of Electric Telegraph was introduced at a high cost to serve the purpose of 

maintaining law and order. 

 

Conclusion 

By the time India won its independence in 1947, the impact of 200 years of British colonial rule was 

already showing on all aspects of the Indian economy. Following points are the clear proofs of economic 

underdevelopment during the British period. 

● Agricultural sector was already saddled with surplus labour and extremely low productivity.  
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● The industrial sector was crying for modernization, 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. 

Positive Contributions of British Rule 
British Rule also had some positive effects on the Indian economy.  

1.  

 

2.  

 

3.  

 

4.  

 

5. Effective administrative setup: The British Government had an efficient administration system, which 

served as a ready reckoner for Indian politicians 
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UNIT – 1 | Chapter – 2 

INDIAN ECONOMY (1950 -1990) 
 

INTRODUCTION 
● After two hundred years of British rule and their exploitative policies India finally got freedom 

on 15th August, 1947. 

● Now, it was necessary to reconstruct the backward and stagnant Indian economy into a 

developed economy.  

● Therefore, the most important task before the Government of independent India was to decide 

the type of 'Economic System', which would be most suitable for India. 

Economic System refers to an arrangement by which central problems of an economy are solved. 

Central Problems of an Economy 

The three major central problems of an economy are: 

1. What to Produce: It involves deciding the final combination of goods and services to be produced, 

i.e., it involves selection of goods and services and the quantity of each, that the economy should 

produce. 

2. How to Produce: It involves deciding the technique of production, i.e. whether selected goods be 

produced with more labour and less capital (known as Labour Intensive technique) or with more capital 

and less labour (known as Capital Intensive Technique) 

3. For whom to produce: It involves deciding the distribution of output among people, i.e. It involves 

selection of the category of people who will ultimately consume the goods. 

TYPES OF ECONOMIC SYSTEMS 

1. Capitalist Economy: A capitalist economy is the one in which the means of production are owned, 

controlled and operated by the private sector. 

What to Produce: Only those goods are produced that can be sold profitably either in the domestic or in 

the foreign market. 

How to Produce: Goods are produced using cheaper techniques of production. In case of cheap labour, 

labor-intensive methods of production are used and in case of costly labour, capital-intensive methods 

of production are used. 
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For whom to Produce: Goods produced are distributed among people not on the basis of their needs but 

on the basis of their income or purchasing power. 

 

2. Socialist Economy: A socialist economy is the one in which the means of production are owned, 

controlled and operated by the government. 

What to Produce: The government decides what to produce in accordance with needs of the society. 

How to Produce: The government decides how the goods are to be produced. 

For whom to Produce: Distribution under socialism is supposed to be based on what people need and 

not on what they can afford to purchase.  

3. Mixed Economy: A mixed economic system refers to a system in which the public sector and the 

private sector are allotted their respective roles for solving the central problems of the economy. 

● In mixed economy, the government and the market together solve the 3 central problems what 

to produce, how to produce and for whom to produce. 

●  The private sector provides whatever goods and services, it can produce well, and the 

government provides essential goods and services, which the market fails to do. 

 

India adopted the Mixed Economy 

➢ After the freedom, leaders of independent India (like Jawaharlal Nehru) were confused with 

regard to the economic system to be followed in India. 

➢ Some leaders were in favour of Socialist Economy. However, in a democratic country like India, 

complete dilution of private ownership was not possible. 

➢ Capitalist Economic System did not appeal to Jawaharlal Nehru, as under this system, there 

would be less chances for improvement in quality of life of majority of people. 

➢ As a result, Mixed Economy (with best features of both Socialist and Capitalist Economy) was 

adopted by the Indian Economy.  

➢ In this view, India would be a socialist society, with a strong public sector, but also with private 

property and democracy. 
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ECONOMIC PLANNING 
 

● After adopting the 'Mixed Economic System', the next important step for the Government was 

to revive the poor, backward and stagnant economy, inherited from the British rule. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

GOALS OF FIVE-YEAR PLANS 

➔ The five-year plans have also taken care to ensure that the weaker sections of the population 

benefit from the economic progress of the country 

➔ The first five-year plan was launched for a period starting from 1" April, 1951 and ending on 31st 

March, 1956. 
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FOUR BASIC GOALS OF FIVE-YEAR PLANS 

1.Growth 

The stagnation during the British rule forced the planners to make Economic Growth as the first and the 

foremost objective of Indian plans. 

 

 

 

 

 

 

 

 

 

 

2. Modernization 

Indian planners have always recognized the need for modernization of society to raise standard of living 

of people. Modernization includes: 

● Adoption of New Technology:  

 

 

 

 

 

 

● Change in social outlook:  
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3. Self-reliance 

 

 

 

 

 

 

 

 

 

 

4.Equity 

 

 

 

 

 

 

AGRICULTURAL DEVELOPMENT 
In the previous chapter, we have learnt that there was neither growth nor equity in the agriculture 

sector, during the colonial rule. 

• At the time of independence, the land tenure system was characterized by intermediaries (like 

zamindars) who merely collected rent (lagaan) from the actual tillers of the soil. 

• The low productivity of the agriculture sector forced India to import food from the United State 

of America. 

• The agriculture sector accounted for the largest share of workforce with approximately 70-75 

percent. So, agricultural development was forced right from the First Five Year Plan. 
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Features (or Problems) of Agriculture 

Following were some of the main features (or Problems) of Indian agriculture sector between 1950 and 

1990: 

1. Low Productivity:  

 

2. Disguised Unemployment:  

 

3. High dependency on Rainfall:  

 

4. Subsistence Farming:  

 

5. Outdated Technology:  

 

6. Conflicts Between Tenant and Landlords:  

 

 

Policies for growth of Agriculture 

● 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 ‘miracle seeds’ which ushered in a revolution in Indian 

agriculture. 

 
Land Reforms  

Land reforms primarily refers to change in the ownership of landholdings 
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Abolition of Intermediaries 

 

 

 

 

 

 

 

 

 

 

 

 

Land Ceiling 

Land Ceiling refers to fixing the specified limit of land, which could be owned by an individual. 

 

 

 

 

 

Conclusion 

Land reforms were successful in Kerala and West Bengal because governments of these states were 

committed to the policy of land reforms. 

Unfortunately, other states did not have the same level of commitment and vast inequality in 

landholdings continued. 
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Green Revolution 
● At independence, about 75 per cent of the country’s population was dependent on agriculture.  

 

 

 

 

 

 

 

 

 

Green Revolution refers to the large increase in production of food grains due to use of high yielding 

variety (HYV) seeds. Green Revolution is the spectacular advancement in the field of agriculture. 

HYV Seeds: Main Reason for Agricultural Revolution Agricultural revolution occurred primarily due to 

the miracle of new wonder seeds (high yielding varieties (HYV) of seeds), which raised agricultural yield 

per acre to incredible heights. 

 

 

 

 

 

 

 

 

Success of Green Revolution came in 2 phases 

1. In the first phase (Mid 60s to Mid-70s), the use of HYV seeds was restricted to more affluent states 

(like Punjab, Andhra Pradesh, Tamil Nadu, etc.). Further, the use of seeds primarily benefited the wheat 

growing regions only. 

2. In the second phase (Mid 70s to Mid-80s), the HYV technology spread to a larger number of states 

and benefited more variety of crops. 
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Important Effects of Green Revolution 

The spread of Green Revolution technology enabled India to achieve self-sufficiency. India was no longer 

at the mercy of America, or any other nation, for the food requirements. 

1. Attaining Marketable Surplus:  

 

 

 

 

 

 

 

2. Buffer Stock of Food Grains:  

 

 

3. Benefit to low-income groups:  

 

 

 

Risks involved Under Green Revolution 

While the nation had immensely benefited from the green revolution, the technology involved was not 

free from risks. 

(i) Risk of pest attack:  

 

 

(ii) Risk of increase in income inequalities:  
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Debate Over Subsidies to Agriculture 

 

 

 

 

 

 

Economists in Favour of Subsidies 

 

 

 

 

 

 

 

 

Economists Against the Subsidies 
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Critical Appraisal of Agricultural Development (1950-1990) 
Indian economy inherited stagnant and backward agricultural sector from the British rule. 

So, immediately after the independence, Indian Government undertook various measures to improve 

the condition of agriculture. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

INDUSTRIAL DEVELOPMENT 

➢ The developing countries like India can progress only if they have a good industrial sector. 

➢ Industry provides employment, which is more stable than the employment in agriculture. 

➢ Industrialization promotes modernization and overall prosperity. Due to this reason, Five Year 

Plans stressed a lot  

➢ on the industrial development 

➢ At the time of independence, the variety of industries was very limited.  

● The cotton textile and jute industries were mostly developed in India. 

● There were only two well-managed iron and steel firms: one in Jamshedpur and 

the other in Kolkata. So, there was a strong need to expand the industrial base 

with a variety of industries 

 

Role of Public Sector in Industrial Development 

At the time of independence, the big question facing the policy makers was to decide the role of 

government (public sector) and the private sector in industrial development. There was a need for a 

leading role of the Public Sector due to the following reasons: 
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1. Shortage of Capital with Private Sector:  

 

 

 

 

2. Lack of Incentive for Private Sector: 

 

 

 

3. Objective of Social Welfare:  

 

 

 

 

Industrial Policy Resolution 1956 

Industrial Policy is a comprehensive package of policy measures which covers various issues connected 

with different industrial enterprises of the country. 

● Industrial Policy is essential for devising various procedures, principles, rules and regulations for 

controlling industrial enterprise of the country. 

● After the Industrial Policy, 1948, Indian economy had to face a series of economic and political 

changes, which necessitated the need for a fresh industrial policy for the country. So, on 30h 

April, 1956, a second Industrial Policy Resolution was adopted in India. 

 

Classification of Industries 

According to Industrial Policy Resolution 1956, the industries were reclassified into three categories, viz., 

Schedule A, Schedule B and Schedule C. 

1. Schedule A: 

 



I N D I A N  E C O N O M Y  | 22 

 

 

2. Schedule B:  

 

 

 

3. Schedule C:  

 

 

 

 

Industrial Licensing 

An industrial license is a written permission from the government to an industrial unit to manufacture 

goods. 

The Industries (Development and Regulation) Act, 1951, empowered the government to issue licenses 

for- 

● Setting up of new industries; 

● Expansion of existing ones; and 

● Diversification of products 

 

According to Industrial Licensing 

 

 

 

 

 

 

 



I N D I A N  E C O N O M Y  | 23 

 

Small-Scale Industry (SSI) 

In 1955, the Village and Small-scale Industries Committee (Karve Committee) recognized the possibility 

of using small-scale industries to promote rural development. A small-scale industry' is defined with 

reference to the maximum investment allowed on the assets of a unit. This limit has changed from 

rupees five lakh in 1950 to present limit of rupees one crore. 

Important Points about Small-scale Industries 

1. Employment Generation:  

 

 

 

2. Need for Protection from Big Firms:  

 

 

 

 

 

 

TRADE POLICY: IMPORT SUBSTITUTION 
In order to be self-reliant in vital sectors, India has followed the strategy of replacing many imports by 

domestic production. 

● In the first seven plans, trade was characterized by an inward-looking Trade Strategy. Technically 

this strategy is called Import Substitution. 

● Import Substitution refers to a policy of replacement or substitution of imports by domestic 

production. 

For example, instead of importing vehicles made in a foreign country, domestic industries would be 

encouraged to produce them in India itself. The basic aim of the policy was to protect domestic 

industries from foreign competition. The policy of Import Substitution can serve 2 definite objectives- 

(1) 

(2) 
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Protection from Imports through Tariffs and Quotas 

Government made use of two ways to protect goods produced in India from imports: 

1. Tariffs:  

 

 

2. Quotas:  

 

 

 

Reason for Import Substitution 

 

 

 

 

 

CRITICAL APPRAISAL OF INDUSTRIAL DEVELOPMENT (1950-1990) 
The achievements of India's industrial sector during the first seven plans are impressive indeed. 

1. The proportion of GDP contributed by the industrial sector increased in the period from 11.8% in 

1950-51 to 24.6% in 1990-91. This rise in the industry's share of GDP is an important indicator of 

development. The 6% annual growth rate of the industrial sector during the period is also admirable. 

2. Indian industry was no longer restricted to cotton textiles and jute. It also included engineering goods 

and a wide range of consumer goods. The industrial sector became well diversified by 1990, largely due 

to the public sector. 

3. The promotion of small-scale industries gave opportunities to people with small capital to get into 

business. New investment opportunities helped in generating more employment. It promoted growth 

with equity. 

4. Protection from foreign competition (through Import Substitution) enabled the development of 

indigenous industries in the areas of electronics and automobile sectors which otherwise could not have 

developed. However, this protection had two drawbacks- 
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● Inward Looking Trade Strategy: Our policies were 'inward oriented' and so we failed to develop 

a strong export sector. 

● Lack of competition: Due to restrictions on imports, some domestic producers made no sincere 

efforts to improve the quality of their goods and it forced the Indian consumers to purchase, 

whatever is produced by them. The domestic industry failed to achieve international standards 

of product quality. 

5. Licensing Policy helped the government to monitor and control the industrial production. However, 

excessive regulation by the government created two difficulties: 

● Misuse: It was misused by industrial houses. Some big industrialists would get a license, not for 

starting a new firm, but to prevent competitors from starting new firms 

● Time Consuming: The cumbersome and complex procedure for obtaining license was very time 

consuming. A lot of time was spent by industrialists in trying to obtain a license. 

6. Public sector made a remarkable contribution by creating a strong industrial base developing 

infrastructure and promoting development of backward areas. 

● However, the public sector continued to monopolise (that too ineffectively) in certain non-

essential areas, which could be well handled by the private sector. For example, 

telecommunication, hotel industry, production of goods (like Modern Bread). 

● As a result, precious funds of public sector channelized into areas, where private sector could 

have been easily engaged. 

● Many public sector firms also incurred huge losses but continued to function because of 

difficulty in closing a government undertaking. 

● The monopoly of public sector in such non-essential areas was criticized by many scholars. 

According to them, the role of public sector should be limited to strategic areas (like national 

defence) and private sector should be given the opportunity for other non-essential areas. 

According to some economists, public sector is not meant for earning profits but to promote the welfare 

of the nation. So, they should be evaluated on the basis of their contribution to welfare of the people 

and not on the profits they earn. 
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UNIT – 1 | Chapter – 3 | INTRODUCTION: LPG 
● Since independence, India followed the mixed economic system, by combining the advantages 

of the market economic system (capitalist economy) with those of the planned economic system 

(socialist economy) 

● But, in reality, the public sector dominated the control and regulation of our economy and 

private sector was ignored. There was a huge investment in the public sector and very low 

investment in the private sector.  

● The dominance of public sector for about 4 decades led to establishment of various rules and 

laws, which hampered the process of growth and development. 

● According to some scholars, the increasing role of public sector has helped Indian economy to: 

(i)Achieve growth in savings; (ii) Develop a diversified industrial sector, and (iii) Achieve food security 

through sustained expansion of agricultural output. 

REASONS FOR ECONOMIC REFORMS 
The economic condition of India in the year 1991 was very miserable. It was due to the cumulative effect 

of number of reasons.  

1. Poor Performance of Public Sector:  

 

 

 

 

2. Deficit in Balance of Payments (BOP):  

 

 

 

 

3. Inflationary Pressures:  
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4. Fall in foreign exchange reserves:  

 

 

 

5. Huge burden of debts:  

 

 

 

6. Inefficient Management:  

 

 

 

 

 

Crisis of 1991 Forced India for Financial help from IMF and World Bank 

To manage the economic crisis of 1991, Indian Government approached the International Bank for 

Reconstruction and Development (IBRD), popularly known as World Bank and the International 

Monetary Fund (IMF) and received $7 billion as loan. 

For availing the loan, these international agencies expected India to liberalize and open up the economy 

by 

 

 

 

 

India agreed to the conditions of World Bank and IMF and announced the New Economic Policy. 
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THE NEW ECONOMIC POLICY 
The New Economic Policy (NEP) was announced in July 1991. It consisted of wide range of economic 

reforms. 

The main aim of the policy was to create a more competitive environment in the economy and remove 

the barriers to entry and growth of firms. 

The New Economic Policy can be broadly classified into two kinds of measures: 

1. Stabilization Measures:  

 

 

 

 

 

2. Structural Reform Measures:  

 

 

 

 

 

Main Policies of New Economic Policy 

The government initiated a variety of policies which fall under three heads 

1. Liberalization 

2. Privatization 

3. Globalization 

Out of liberalization, privatization and globalization, the first two are policy strategies and the third one 

is the outcome of these strategies. Liberalization, Privatization and Globalization or 'LPG' are the 

supporting pillars, on which the structure of new economic policy of our Government has been erected 

and implemented since 1991. 
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LIBERALISATION 
Prior to 1991, there were large number of government restrictions in India in the areas of licensing, 

import and export trade, dealings in foreign exchange, etc. In July 1991, a package of economic reforms 

was announced, which marked the beginning of process of Liberalization in India. Liberalization means 

removal of entry and growth restrictions on the private sector. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The economic reforms taken by the Government under liberalization include the following: 

(i) Industrial Sector Reforms 

(ii) Financial Sector Reforms 

(iii) Tax Reforms 

(iv) Foreign Exchange Reforms 

(v) Trade and Investment Policy Reforms 

 

Industrial Sector Reforms 

In order to make necessary reforms in the industrial sector, the Government introduced its new 

industrial policy on July 24, 1991. The various measures under industrial policy reforms include 

1. Reduction in Industrial Licensing:  
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2. Decrease in role of Public Sector:  

 

 

 

 

 

3. De-reservation under small-scale industries:  

 

 

 

 

 

 

4. Monopolies and Restrictive Trade Practices (MRTP) Act: With the introduction of liberalization and 

expansion schemes, the requirement for large companies, to seek prior approval for expansion, 

establishment of new undertakings, merger, amalgamations, etc. were eliminated. 

 

Financial Sector Reforms 

Financial sector includes financial institutions like commercial banks, investment banks, stock exchange 

operations and foreign exchange market. The financial sector in India is controlled by the Central Bank - 

Reserve Bank of India (RBI). 

The reforms introduced under financial sector are: 

1. Change in Role of RBI:  

 

 

2. Origin of Private Banks:  
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3. Increase in limit of Foreign investment: The limit of foreign investment in banks was raised to around 

51%. Foreign Institutional Investors (FII) such as merchant bankers, mutual funds and pension funds 

were now allowed to invest in Indian financial markets. Though banks have been given permission to 

generate resources from India and abroad, certain aspects have been retained with the RBI to safeguard 

the interests of the account-holders and the nation. 

4. Ease in Expansion Process:  

 

 

 

Tax Reforms 

Tax reforms refer to reforms in government's taxation and public expenditure policies, which are 

collectively known as its Fiscal Policy'.  

Taxes are of two types: 

Direct Taxes consist of taxes on incomes of individuals as well as profits of business enterprises. For 

example, Income tax (taxes on individual incomes) and Corporate tax (taxes on profits of companies) 

Indirect Taxes refer to those taxes which affect the income and property of persons through their 

consumption expenditure. Indirect taxes are generally imposed on goods and services. For example, 

sales tax, VAT, Custom duty, etc. 

 

The major Tax Reforms made are: 

1. Reduction in Taxes:  

 

 

 

2. Reforms in Indirect Taxes:  

 

 

3.Simplification of Process: In order to encourage better compliance on the part of taxpayers, many 

procedures have been simplified 
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Foreign Exchange Reforms 

The important reforms made in the foreign exchange market are 

1. Devaluation of Rupee: Devaluation refers to reduction in the value of domestic currency by the 

government. To overcome Balance of Payments crisis, the rupee was devalued against foreign 

currencies. This led to an increase in the inflow of foreign exchange. 

2. Market Determination of Exchange Rate: The Government allowed rupee value to be free from its 

control. As a result, market forces of demand and supply determine the exchange value of the Indian 

rupee in terms of foreign currency. 

 

Trade and Investment Policy Reforms 

Before 1991, a lot of restrictions (high tariffs and quotas) were imposed on imports to protect the 

domestic industries. However, this protection reduced the efficiency and competitiveness of domestic 

industries and led to their slow growth. So, the reforms in the trade and investment policy were 

initiated: 

● To increase the international competitiveness of industrial production 

● To promote foreign investments and technology into the economy 

● To promote efficiency of local industries and adoption of modern technologies 

 

The important trade and investment policy reforms include 

1. Removal of Quantitative restrictions on Imports and Exports:  

 

 

2. Removal of Export Duties:  

 

3.Reduction in Import Duties:  

 

4. Relaxation in Import Licensing System:  
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PRIVATISATION 
Privatization means transfer of ownership, management and control of public sector enterprises to the 

entrepreneurs in the private sector. Privatization implies greater role of the private sector in the 

economic activities of the country. Over the years, Indian Government has diluted its stake in several 

public enterprises, including IPCL, IBP, Maruti Udyog, etc. 

Privatization can be done in two ways- 

1. Transfer of ownership and management of public sector companies from the government to the 

Private Sector; 

2. Privatization of the public sector undertakings (PSU) by selling off part of the equity of PSUs to the 

public. This process is known as disinvestment. 

The purpose of privatization was mainly to improve financial discipline and facilitate modernization. It 

was also believed that private capital and managerial capabilities will help in improving performance of 

the PSUs. 

 

GLOBALISATION 
Globalisation means integrating the national economy with the world economy through removal of 

barriers on international trade and capital movements. 

● Globalisation is the outcome of the policies of liberalization and privatization 

● Globalisation is generally understood to mean integration of the economy of the country with 

the world economy 

● However, it is a complex phenomenon. It is an outcome of the set of various policies aim to 

transform the world towards greater interdependence and integration. 

● It involves creation of networks and activities transcending economic social and geographical 

boundaries. In short, globalization aims to create a borderless world. 

 

Changes made by the Globalisation of the Indian Economy 
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Positive and Negative Traits of Globalisation 

The process of globalisation through liberalization and privatization policies, has produced positive as 

well as negative results, both for India and other countries. 

In Favor of Globalisation 

Globalisation resulted in: 

 

 

 

 

 

 

 

 

Against Globalisation 

Globalisation has been criticized by some scholars because according to them: 
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Outsourcing 

● Outsourcing refers to contracting out some of its activities to a third party which were earlier 

performed by the organization. For example, many companies have started outsourcing security 

service to outside agencies on a contractual basis. 

● Outsourcing is one of the important outcomes of the globalisation process 

● It has intensified in recent times because of the growth of fast modes of communication, 

particularly the growth of Information Technology (IT) 

● With the help of modern telecommunication links, the text, voice and visual data in respect of 

these services is digitized and transmitted in real time over continents and national boundaries 

● India has become a favorable destination of outsourcing for most of the MNC's because of low 

wage rates and availability of skilled manpower. For example, Indian Business Process 

Outsourcing (BPO) companies are already gaining prominence and earning precious foreign 

exchange. 

 

Some of the services outsourced to India include: 

 

 

 

 

 

 

 

World Trade Organization (WTO) 
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Some Major Functions of WTO 

 

 

 

 

 

 

 

 

 

 

Should India be a member of WTO? 

Some scholars are of the view that there is no use for a developing country like India to be a member of 

the WTO. According to them  

(i) Major volume of international trade occurs among the developed nations; and 

(ii) Developing countries are being cheated as they are forced to open up their markets for developed 

countries and are not allowed access to markets of developed countries. 

 

AN APPRAISAL OF LPG POLICIES (ECONOMIC REFORMS) 
Arguments in Favor of Economic Reforms 

1. Increase in rate of Economic Growth:  

 

 

 

2. Inflow of Foreign Investment:  
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3. Rise in Foreign Exchange Reserves:  

 

 

4. Rise in Exports:  

 

 

5. Control on Inflation:  

 

 

6. Increase in role of Private sector:  

 

 

 

Criticism of Economic Reforms 

1. Growing Unemployment: Though the GDP growth rate has increased in the reform period but such 

growth failed to generate sufficient employment opportunities in the country 

2. Neglect of Agriculture: The new economic policy has neglected the agricultural sector as compared to 

industry, trade and services sector. 

(i) Reduction of public investment:  

 

 

(ii) Removal of subsidy:  

 

(iii) Liberalization and reduction in import duties:  
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(iv) Shift towards cash crops:  

 

 

3. Low level of Industrial Growth: Industrial growth recorded a slowdown due to following reasons 

(i) Cheaper Imported Good:  

 

 

 

 

(ii) Lack of infrastructure facilities:  

 

 

(iii) Non-Tariff Barriers by Developed countries:  

 

 

4.Ineffective Disinvestment Policy: According to some scholars, the disinvestment policy of government 

was not successful because: 

● The assets of public sector undertakings (PSUs) were undervalued and sold to the private sector. 

● Moreover, such proceeds from disinvestment were used to compensate shortage of 

government revenues rather than using it for the development of PSUs and building social 

infrastructure in the country. 

 

5. Ineffective Tax Policy:  
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6. Spread of Consumerism:  

 

 

7. Unbalanced Growth:  
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UNIT – 2 | Chapter – 4|POVERTY 

INTRODUCTION 
● In the previous chapters, we have studied the economic policies pursued by India after 

independence and the outcome of these policies, with relation to the various developmental 

Indicators. 

● Providing minimum basic needs to the people and reduction of poverty have been the major 

aims of independent India. 

● The five-year plans have always stressed on upliftment of poor people and achieving a minimum 

standard of living for all. However, poverty is still one of most serious problem, from which the 

country is suffering. 

● Poverty is a challenge not only for India, but for the entire world as more than one-fifth of the 

world's poor (more than 276 million people) live in India alone and are unable to meet even 

their basic needs. 

 

MEANING OF POVERTY 
Poverty is a peculiar problem from which various countries of the world have been suffering. 

There cannot be a common definition of poverty, which can be broadly accepted everywhere. 

 

 

 

 

 

WHO ARE POOR? 
Poverty is a great curse on humanity. A poor person lives a wretched life as he is unable to the barest 

necessaries of life, which makes him morally degraded. He cannot conduct himself as a human being. 

The treatment, that he gets from the society, demoralizes him. Poverty is a harsh reality for a large 

section of the Indian population. Poverty in India has been studied from two points: urban and rural 

Poor in Urban and Rural Areas 
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Common Characteristics of Poor People 

1. Hunger, starvation and malnutrition:  

 

2. Poor Health:  

 

3. Limited Economic Opportunities:  

 

 

4. Debt Trap:  

 

5.Lack of facilities of electricity and water:  

 

 

6. Gender Inequality: Gender inequality prevails within the family in regard to participation of gainful 

education and in decision-making. Poor women receive less care on their way to motherhood 

7. Bigger Families: The poor families are bigger in size, which make their economic condition worse. 
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MEASURES OF POVERTY: RELATIVE AND ABSOLUTE 
The problem of poverty can be overcome only when poor people are identified. For this, extent of 

poverty needs to be worked out. There are two measures to determine the extent of poverty 

(i) Relative Poverty 

(i) Absolute Poverty 

Relative Poverty 

 

 

 

 

 

 

 

Absolute Poverty 

 

 

 

 

 

 

 

How to Measure Absolute Poverty? 

In India, 'Poverty Line' is used as a standard to measure the number of poor people. In poverty line, a 

standard is fixed in terms of minimum level of consumption. Absolute poverty refers to a situation when 

a person fails to reach this minimum consumption level. In this chapter, we will take poverty in the 

sense of absolute poverty. 
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Measurement of Poverty: Pre and Post Independent India 

In the Pre-independent India, Dadabhai Naoroji was the first person to discuss the concept of Poverty 

Line. He used the 'Jail Cost of Living' to calculate the poverty line. He used the menu for a prisoner and 

used appropriate prevailing prices, to arrive at the cost of consumption of an adult prisoner 

 

 

 

 

 

 

 

In Post-independent India, there have been several attempts to identify the number of poor in the 

country 

● In 1962, the Planning Commission formed a Study Group 

● In 1979, Task Force on Projections of Minimum Needs and Effective Consumption Demand was 

formed 

● In 1989, an 'Expert Group' was constituted for the same purpose 

Besides these bodies, many individual economists have also attempted to develop such a Mechanism. 

 

CONCEPT OF POVERTY LINE 
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Determination of Poverty Line 

In India, "Monthly Per Capita Expenditure or MPCE" method is used to determine the poverty line. 

According to this method, monetary value (per capita expenditure) of the minimum calorie intake is 

calculated. 

●  Minimum Calorie Intake:  

 

 

 

 

 

 

 

● Monetary value of minimum calorie intake:  

 

 

 

 

 

 

● Poverty Line Divides the Poor from the Non-Poor:  

 

 

 

 

Categorizing Poverty 

There are many ways to categories poverty 

1. Chronic Poor: 

 

 

2. Transient Poor: 

  

3. Non-Poor:  
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Criticism of Poverty Line 

The method (Monthly Per Capita Expenditure or MPCE) of determining Poverty Line is criticized due to 

following reasons: 

 

 

 

 

 

 

 

 

 

 

 

Is There any decrease in the Poverty Levels? 

According to the government, higher rate of economic growth, increase in agricultural production, 

providing employment in rural areas and economic reform of 1991 have resulted in a decline in poverty 

levels. 

However, it is argued by the economists that methodology followed to estimate the poverty line and 

number of poor, are manipulated to arrive at the reduced figures of the number of poor in India. 

Moreover, according to them, the poverty alleviation schemes of the government should aim to 

improve human lives by reducing obstacles like illiteracy, ill health, lack of access to resources, lack of 

civil and political freedoms. A person should be healthy, well-nourished, knowledgeable and able to 

participate in the life of a community. 

The incidence of poverty has declined over the years, especially in 80s, but poverty still remains a 

problem of considerable magnitude 
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THE NUMBER OF POOR IN INDIA 
When the number of poor is estimated as the proportion of people below the poverty line, it is known 

as ‘Head Count Ratio'. In other words, Head count ratio is calculated by dividing the number of people 

below the poverty line by the total population. 

The official data on poverty is made available to the public by the Planning Commission. It is estimated 

on the basis of consumption expenditure data collected by the National Sample Survey Organization 

(NSSO) 

Number and Proportion of People Below Poverty Line 

● Number of People Below Poverty Line: In 1973-74, more than 320 million people were below 

the poverty line. In 2011-12, this number has come down to about 270 million. 

● Proportion of People Below Poverty Line: In terms of proportion, in 1973-74, about 55% of the 

total population was below the poverty line. In 2011-12, it has fallen to 22%. 

 

From 1973-74 to 2011-12, there has been a considerable decline in the number of poor and their 

proportion, but the nature of decline is not encouraging since the ratio is declining much slower than 

the absolute number of poor in the country. 

 

Extent of Urban-Rural Poverty 

 

 

 

 

 

 

 

 

 

 

State Level Trends in Poverty 
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CAUSES OF POVERTY 
The important causes of poverty are: 

1. Population Explosion: 

 

 

2. Low level of economic development:  

 

 

3. Poor state of Agriculture:  

 

4. High Illiteracy Rate:  

 

5. High level of Unemployment:  

 

 

 

 

 

6. High level of Indebtedness:  

 

 

7. Inequalities of Income: The unequal distribution of income and assets has also led to the persistence 

of poverty in India. 

8. Inflation: The steep and continuous rise in prices, particularly of essential commodities like food 

grains, has added to the miseries of the poor. Sharp rise in prices and negligible change in monetary 

income has decreased the purchasing power of low-income earners and resulted in lower standard of 

living. 



I N D I A N  E C O N O M Y  | 48 

 

GOVERNMENT APPROACH TO REMOVE POVERTY 
The Indian Constitution and five-year plans have always stated 'Social Justice' as the primary objective of 

the developmental strategies of the government. In all the five-year plans and policies, the maximum 

emphasis has been given on poverty alleviation and government has stressed the need for various 

strategies for the same. 

The government's approach to poverty reduction has three dimensions: 

1. Growth-oriented approach:  

 

 

 

 

 

 

 

 

 

 

2. Poverty Alleviation Programmers: This second approach has been initiated from the Third Five Year 

Plan and progressively enlarged since then. The government has introduced a variety of programmes for 

reduction of poverty. 

3. Minimum Needs Programme:  
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POVERTY ALLEVIATION PROGRAMMES IN INDIA 
Alleviation (reduction) of poverty remains a major challenge before the nation. While there has been a 

steady decline in poverty over the last two decades, the total number of poor people has remained 

constant because of growth in population.  

The government has specifically designed anti-poverty programmes for generation of both self-

employment and wage employment. 

Self-Employment Programmes 

I. Rural Employment Generation Programme (REGP):  

 

 

 

 

2. Prime Minister's Rozgar Yojana (PMRY):  

 

 

 

 

3. Swarna Jayanti Shahri Rozgar Yojana (SJSRY):  

 

 

 

 

 

4. Swarnjayanti Gram Swarozgar Yojana (SGSY):  
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Wage Employment Programmes 

1. Sampoorna Grameen Rozgar Yojana (SGRY):  

 

 

 

 

 

 

 

2. National Food for Work Programme (NFFWP):  

 

 

 

 

 

 

 

 

 

Social Security Programme National Social Assistance Programme (NSAP) 

NSAP was initiated by the central government on 15th August, 1995 to help a few specific groups. Under 

this programme, elderly people who do not have anyone to take care of them are given pension to 

sustain themselves. Poor women who are destitute and widows are also covered under this scheme. 

In addition to the above mentioned programmes, some more anti-poverty programmes were initiated 

by the government, like Pradhan Mantri Gram Sadak Yojana, Pradhan Mantri Gramodaya Yojana, 

Valmiki Ambedkar Awas Yojana, etc. 
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CRITICAL EVALUATION OF POVERTY ALLEVIATION PROGRAMMES 
The policy towards poverty alleviation has evolved in a progressive manner, but hunger 

malnourishment, illiteracy and lack of basic amenities continue to be a common feature in many parts of 

India. The poverty alleviation programmes have been found unsatisfactory because of the following 

reasons- 
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UNIT – 2 | Chapter – 5 |HUMAN CAPITAL 

FORMATION 

 

INTRODUCTION 
Human resources are vital from the point of view of economic development. In the modern world, all 

the planners believe that the building of a strong nation depends upon development of people and the 

organisation of human activity. If this resource is developed properly, it can do wonders. The 

development of human resources means increase in the quality of human beings, which helps in the 

process of growth and development of the economy. 

Physical Capital and Human Capital 

1. Physical Capital:  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2. Human Capital:  
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Comparison Between Physical Capital and Human Capital 

Physical Capital Human Capital 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

MEANING OF HUMAN CAPITAL FORMATION (HCF) 
Human Capital Formation refers to development of abilities and skills among the population of the 

country. 
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SOURCES OF HUMAN CAPITAL FORMATION 
There is a number of ways by which human capital can be increased. The different sources of human 

capital formation are: 

1.Expenditure on Education:  

 

 

 

 

 

● Education contributes to economic growth because 

➔ Education confers higher earning capacity on people 

➔ It gives 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 

➔ It facilitates adaptation of new technologies 

 

2. Expenditure on Health:  

 

 

 

 

 

 

● Forms of Health Expenditure: The various forms of health expenditures include 

➔  Preventive Medicine known as vaccination 

➔ Curative medicine, i.e. medical intervention during illness 

➔ Social Medicine, i.e. spread of health literacy; 

➔ Provision of clean drinking water; 

➔ Good Sanitation facilities. 
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3. On-the-Job-Training: As stated earlier, productivity of physical capital is substantially enhanced with 

the improvement in human capital. Due to this reason, many firms provide on-the-job training to their 

workers 

 

 

 

 

 

 

 

 

 

4. Expenditure on Migration: People migrate from one place to another in search of jobs that fetch them 

higher salaries 

 

 

 

 

 

 

5. Expenditure on Information: Expenditure is incurred to acquire information relating to labour market 

and other markets 
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HUMAN CAPITAL AND ECONOMIC GROWTH 

Economic growth means the increase in real national income of a country. 

● The contribution of an educated person to the economic growth is more than that of an 

illiterate person. 

● Similarly, a healthy person also contributes to economic growth by providing uninterrupted 

labour supply for a longer period of time. 

 

Thus, both education and health, along with many other factors like on-the-job training, job market 

information and migration, increases the income generating capacity of an individual. 

HCF promotes inventions, innovations and technological improvements 

● The human capital formation (HCF) not only increases the productivity of human resources 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. 

 

IMPORTANCE OR ROLE OF HUMAN CAPITAL FORMATION 
The importance/role of human capital formation will be clear from the following points 

1. Effective use of Physical Capital:  

 

 

 

 

 

2.Higher productivity and production:  
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3. Inventions, innovations and technological improvement:  

 

 

 

 

 

4. Modernization of attitudes:  

 

 

 

 

 

5. Increases life expectancy: Formation of human capital raises life expectancy of the people Health 

facilities and availability of nutritive food enable people to live a healthy and long life. This in turn, adds 

to the quality of life. 

6. Improves Quality of Life:  

 

 

 

 

 

7. Control of population growth: It has been observed that educated persons have smaller families as 

compared to illiterate families. So, spread of education is necessary to control the population growth 

rate. 
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PROBLEMS OF HUMAN CAPITAL FORMATION 
The various problems of human capital formation are 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

HUMAN CAPITAL AND HUMAN DEVELOPMENT 
The terms Human Capital' and Human Development' sound similar, but there is a clear distinction 

between them 
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HUMAN CAPITAL FORMATION IN INDIA: GREAT PROSPECTS 
We have already learnt that human capital formation is the outcome of investments in education, 

health, on-the-job training, migration and information. Out of all these elements, education and health 

are very important sources of human capital formation. 

● We know that ours is a federal country with a union government, state government and local 

governments. The Constitution of India mentions the functions to be carried out by each level of 

government. 

● Accordingly, expenditures on both education and health are to be carried out simultaneously by 

all the three tiers of the government. 

● Education and health care services create both private and social benefits. As a result, private 

and public institutions exist in the education and health service market. 

 

 

Need for Government Intervention 

 

 

 

 

 

 

 

 

 

 

Regulatory Authority 

● In Education, the ministries of education at the union and state level and department of 

education and various organizations like National Council of Educational Research and Training 

(NCERT), University Grants Commission (UGC) and All India Council of Technical Education 

(AICTE) regulate the education sector. 

● In Health, the ministries of health at the union and state level, departments of health and 

various organizations like Indian Council for Medical Research (ICMR) regulate the health sector. 
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Basic Education and Health Care: Fundamental Right of every citizen 

●  In a developing country like India, a large section of the population lives below the poverty line 

and are unable to afford basic education and health care facilities 

● Moreover, a substantial section of our people cannot afford to reach super specialty healthcare 

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 raising expenditures in the education sector over the 

years in order to fulfill the objectives of attaining 100% literacy and health facilities for all. 

 

EDUCATIONAL SECTOR IN INDIA 
The expenditure by the government on education is expressed in two ways 

1. As a _____________________________________________: It indicates the importance of education 

in the scheme of things before the government. During 1952-2014, it increased from 7.92 to 15.7 

2. As a ____________________________________________: It expresses the proportion of income 

spent on development of education in the country. During 1952-2014, it increased from 0.64 to 4.13 

The increase in education expenditure has not been uniform and there has been irregular rise and fall. 

However, if we include the private expenditure incurred by individuals and by philanthropic (charitable) 

institutions, the total education expenditure will be much higher. 

Important Points about Government Expenditure 
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Inadequate Expenditure on Education 

The expenditure on education is very less as compared to the desired level of education expenditure 

recommended by the various commissions. More than 40 years ago, the Education Commission (1964-

66) had recommended that at least 6% of GDP should be spent on education. However, the current 

expenditure is little over 4%, which is quite inadequate. 

Provision of Free and Compulsory 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 

Particulars 1990 2000 2015 

Adult Literacy Rate (% of people aged 15+) 

Male    

Female    

Primary Completion Rate (% of relevant age group) 

Male    

Female    
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Youth Literacy Rate (% of people aged 15-to 24) 

Male    

Female    

 

Adult Literacy Rate:  

 

● In case of males, the adult literacy rate increased from 61.9% in 1990 to 81% in 2015. 

● In case of females, the literacy rate was just 37.9% in 1990, which increased to 63% in 2015 

which is still far below the satisfaction level 

 

Primary Completion Rate: 

 

● In case of males, the primary completion rate increased from 78% in 1990 to 94% in 2015 

● In case of females, the rate increased from 61% in 1990 to 99% in 2015 

 

Youth Literacy Rate:  

 

 

● In case of males, there was marginal increase in youth literacy rate from 76.6% in 1990 to 92% in 

2015. 

● In case of females, the youth literacy rate increased from 54.2% in 1990 to 87% in 2015 

 

FUTURE PROSPECTS IN EDUCATIONAL SECTOR 
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UNIT – 2 | Chapter 6 |RURAL DEVELOPMENT 

INTRODUCTION 
In India, majority of the poor people live in rural areas, where they do not have access to the basic 

necessities of life. Around 22% of our total population still lives below the poverty line. 

● Agriculture, with maximum share of rural economy, has grown at a meager rate of 2.7% in the 

last fifty years. During 2007-2012, agriculture output has grown at 3.2% 

● The share of agriculture sector to GDP was on a decline and there has been increase in the share 

of industrial and service sector. However, the population dependent on agricultural sector did 

not show any significant change. 

● Moreover, after the economic reforms of 1991, the growth rate of agriculture sector 

decelerated to 3% p.a. During 1991-2012, which was lower than the earlier years.  

So, real progress of India is possible only when rural areas and rural people are developed, so that 

overall growth of India could be achieved. 

MEANING OF RURAL DEVELOPMENT 
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PROCESS OF RURAL DEVELOPMENT 
Rural development aims at comprehensive change and improvement of rural life in all aspects. Some of 

the areas, which are challenging and need fresh initiatives for development in India include: 

1. Development of Human Resources:  

 

 

 

 

 

2. Development of Infrastructure:  

 

 

 

 

3. Land Reforms:  

 

 

 

 

4. Alleviation of Poverty: As stated earlier, around 30% of total population is still below the poverty line. 

So, there is a serious need for taking serious steps for alleviation of poverty and bringing significant 

improvement in living conditions of weaker sections. 

5.Development of the productive resources of each locality to enhance opportunities of employment 

(particularly other than farming) 

 

RURAL CREDIT 
In agriculture, farmers are in strong need for credit due to long time gap between crop sowing and 

realization of income. 

Farmers borrow from various sources to meet initial investment on seeds, fertilizers, implements and 

other family expenses of marriage, death, religious ceremonies, etc. So, credit is one of the important 
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factors, which contribute to agricultural production. An efficient and effective rural credit delivery 

system is crucial for raising agricultural productivity and incomes. 

 

SOURCES OF RURAL CREDIT 
With growing modernization of agriculture during post-green revolution period, the requirement of 

agricultural credit has also increased in the recent years. Broadly, there are two sources, from which the 

farmers can raise loans: 

(i)  

(ii)  

Non-institutional Source 

Non-institutional sources have been the traditional source of agricultural credit in India. The major non-

institutional sources are- 

 

 

 

 

 

 

 

 

 

 

 

Institutional Sources 

Government established the institutional sources with the following objectives: 

● To provide adequate credit to farmers at a cheaper interest rate 

● To assist small and marginal farmers in raising their agricultural productivity and maximizing 

their income 

Some of the important institutional sources of agricultural credit are 
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7. Self-Help Group (SHG) Bank Linkages Programme for Micro Finance: SHG has emerged as the major 

micro finance programme in the country in recent years 

● Their focus is largely on those rural poor, who have no sustainable access to the formal banking 

system 

● So, their target groups comprise of small and marginal farmers, agricultural and non-agricultural 

laborer’s, artisans, etc. 

● SHGs promote thrift in small proportions by a minimum contribution from each member. 

● From the pooled money, credit is given to the needy members at reasonable interest rates, 

which is to be repaid in small installments. 

● By March 2012, more than forty-three lakh SHGs had reportedly been credit linked. 

● SHGs have also helped in the empowerment of women. However, the borrowings are mainly 

confined to consumption purposes and negligible proportion is borrowed for agricultural 

purposes. 

 



I N D I A N  E C O N O M Y  | 67 

 

CRITICAL APPRAISAL OF RURAL BANKING 
Problems faced in rural banking are: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

AGRICULTURAL MARKET SYSTEM 
Rural people not only face problems with regard to finance, but also encounter difficulties in marketing 

their goods. Thus, issue of Agricultural Marketing' needs urgent attention in the scheme of securing 

rapid rural development 

Meaning of Agricultural Marketing 

Agricultural marketing is a process that involves assembling, storage, processing, transportation, 

packaging, grading and distribution of different agricultural commodities across the country. 

Agricultural marketing system is an efficient way by which the farmers can dispose their surplus produce 

at a fair and reasonable price. It involves different activities for movement of farm produce from the 

producer to the ultimate consumer. 
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Problems Faced by Farmers 

 

 

 

 

 

 

 

Therefore, government intervention became necessary to regulate the activities of the private traders 

 

Measures to Improve Agricultural Marketing 

After Independence, the Government of India adopted the following measures to improve the system of 

agricultural marketing 

● Regulated Markets:  

 

 

 

 

 

● Infrastructural Facilities:  

 

 

 

 

 

 

● Cooperative Marketing:  
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● Different Policy Instruments: In order to protect the farmers, the government has initiated the 

following policies: 

➔ Minimum Support Prices (MSP):  

 

 

 

 

 

 

➔ Maintenance of Buffer Stocks:  

 

 

 

 

 

 

➔ Public Distribution System (PDS):  

 

 

 

 

 

 

Emerging Alternate Marketing Channels 

1. Origin of Farmers Market: Farmers can increase their share in the price paid by the consumers, if they 

directly sell their produce to consumers. As a result, the concept of "Farmers Market" was started, to 

give boost to the small farmers by providing them direct access to the consumers and eliminating the 

middlemen. Some examples of these channels are: 

● Apni Mandi in Punjab, Haryana and Rajasthan; 

● Hadaspar Mandi in Pune 

● Rythu Bazars in Andhra Pradesh; and 

● Uzhavar Sandies (farmers market in Tamil Nadu) 

 

2. Alliance with National and Multinational Companies: Several national and multinational fast food 

chains are increasingly entering into contracts/alliances with farmers 

● They encourage the farmers to cultivate farm products (vegetables, fruits, etc.) of the desired 

quality. 
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● They provide them with not only seeds and other inputs, but also assure procurement of the 

produce at pre-decided prices 

● Such arrangements help in reducing the price risk of farmers and expand the market for farm 

products. 

 

DIVERSIFICATION OF AGRICULTURAL ACTIVITIES 
Diversification includes two aspects: 

(i) Diversification of Crop Production 

(ii) Diversification of Productive Activities  

Diversification of Crop Production 

 

 

 

 

 

 

 

 

 

Diversification of Productive Activities 
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Reason for Diversification 

Agriculture plays a very important role in the economic development. However, the vast majority of 

rural people work on land and there is greater risk in depending only on agriculture. 

The need for diversification arises because: 

● There is greater risk in depending exclusively on farming for livelihood; and 

● To provide productive sustainable livelihood options to rural people 

 

Benefits of Diversification 

Much of the agricultural employment activities are concentrated in the Kharif season. During the Rabi 

season, it becomes difficult to find gainful employment in the areas where there are inadequate 

irrigation facilities. So, diversification into other sectors is essential: 

● To provide supplementary gainful employment; 

● To enable them to earn higher levels of income; and 

● To enable rural people to overcome poverty and other troubles 

 

NON-FARM AREAS OF EMPLOYMENT 
 

Animal Husbandry 

Animal Husbandry (or Livestock farming) is that branch of agriculture, which is concerned with the 

breeding, rearing and caring for farm animals 
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Dairying 

Dairying is that branch of agriculture which involves breeding, raising and utilization of dairy animals for 

the production of milk and the various dairy products processed from it. 

 

 

 

 

 

 

 

 

 

 

 

 

Fisheries 

Fisheries refer to the occupation devoted to the catching, processing or selling of fish and other aquatic 

animals. Fisheries sector plays an important role in the socio-economic development of the country.  

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. 

Important Points About Fishing 
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Horticulture 

Horticulture refers to the science or art of cultivating 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. 

● India has adopted horticulture as it is blessed with a varying climate and soil conditions 

● It is an important sector for potential diversification and value addition in agriculture 

● It has been estimated that this sector provides employment to around 19% of total labour force 

 

Important Points About Horticulture 
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Information Technology 

Information Technology (IT) refers to that branch of engineering that deals with the use of computers 

and telecommunications to retrieve and store and transmit information. Information Technology has 

revolutionized many sectors in the Indian economy. 

 
 

 

 

 

 

 

 

 

SUSTAINABLE DEVELOPMENT AND ORGANIC FARMING 
In recent years, there is a considerable rise in awareness of the harmful effects of chemical- based 

fertilisers and pesticides. 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. 

So, efforts have been made to evolve technologies, which are eco-friendly and are essential for 

sustainable development. One such eco-friendly technology is 'Organic Farming’ 

Meaning of Organic Farming 

 

 

 

 

 

 

 



I N D I A N  E C O N O M Y  | 75 

 

Benefits of Organic Farming 

 

 

 

 

 

 

 

 

 

 

Challenges before Organic Farming 

1. Less Popular: Organic farming needs to be popularized by creating awareness and willingness on the 

part of farmers, for adoption of new technology. There is a serious need for an appropriate agriculture 

policy to promote organic farming. 

2. Lack of infrastructure and marketing facilities: Organic farming faces problems of inadequate 

infrastructure and marketing facilities. 

3.Low Yield: Organic farming has a lesser yield in the initial years as compared to modern agricultural 

farming. As a result, small and marginal farmers find difficult to adapt to large-scale production. 

4.Shorter food life: Organic produce has a shorter shelf life as compared to sprayed produce 

5. Limited choice of crops: The choice in production of off-season crops is quite limited in organic 

farming 
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UNIT – 2 | Chapter – 7|EMPLOYMENT: 

GROWTH, INFORMALISATION AND OTHER 

ISSUES 

BASIC CONCEPTS 
Meaning of Worker 

 

 

 

 

Who aIl are included in 'Workers'? 

 

 

 

 

 

 

Number of Workers 

● In 1999-2000, the total number of workers in India was 400 million persons. Since majority of 

our people reside in rural areas, the proportion of workforce residing there is higher. So, out of 

400 million workers, nearly three-fourth were rural workers 

● Around 70% of total workers are male workers and the rest are female workers 

● Rural women participate in larger number in productive activities as compared to urban women. 

Among the rural workers, the share of female workers is more than one-third, whereas share is 

around one-fifth in case of urban workers 

● In rural areas, many women carry out works like cooking, fetching water and fuel wood and 

participate in farm labour. They are either not paid wages in cash or are paid in the form of 

grains. For this reason, these women are not categorized as workers. However, it is often argued 

that these women should also be called workers 
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Labour Force 

 

 

 

 

 

 

 

 

Labour Force Participation Rate 

The ratio of labour force to total population is called Labour Force Participation Rate 

● About 40% of population belonged to the labour force: 41% in rural areas and 37% in urban 

areas 

● LFPR for males was nearly 56% and it was 23% for females. 

● LFPR was about 55% for rural males and about 56% for urban males. It was about 25% for rural 

females and about 16% for urban females 

 

Work Force 

 

 

 

Calculation of Number of Unemployed People 
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Worker population ratio 

 

 

 

 

 

Important Points about Worker-Population ratio 

Worker-Population ratio is very useful in determining the proportion of population that is actively 

contributing to the production of goods and services of a country. 

● Higher ratio indicates that high proportion of its population is involved in economic activities 

● Medium or lower ratio indicates that less people are involved in economic activities 

 

The worker-population ratio indicates the status of workers in the society and their working conditions. 

● By knowing the status which a worker is placed in an enterprise, it may be possible to determine 

quality of employment in a country 

● It aIso enables us to know the attachment, which a worker has with his job and the authority 

possessed by him over the enterprise and over other co-workers. 

 

 Worker population ratio 

Rural Urban Total 

Men    

Women    

Total    

The following conclusions can be drawn- 

● For every 100 persons, 38.6% are workers in India 

● Higher Proportion of Rural People: In urban areas, the proportion is 35.5%, whereas in rural 

India, the ratio is about 39.9% 
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● Employment Opportunities: Rural people have limited resources and participate more in the 

employment market. On the other hand, urban people have a variety of employment 

opportunities. They look for the appropriate job to suit their qualifications and skills. 

 

● Education Level: In rural areas, many do not go to schools or colleges and even if some go they 

discontinue in the middle to join the workforce. In urban areas, a considerable section is able to 

study in various educational institutions. 

 

● Higher Proportion of Male Workers: As compared to females (21.9%), more males (54.4%) are 

found to be working. Men are able to earn high incomes and therefore, families discourage 

female members taking up jobs. 

 

● More Women Workers in rural areas: Ratio of women workers in rural areas (248%) is more 

than the women workers in urban areas (14.7%). It happens because people in rural areas 

cannot stay at home due to their poor economic condition. 

 

● Underestimation of Women Workers: The number of women workers in our country are 

severely underestimated because many activities undertaken by them are not recognized 

productive work. For example, many women are actively engaged in activities within the house 

and at family farms, but are neither paid for such work, nor they are counted as a worker. 

 

MEANING OF EMPLOYMENT 

Employment is an activity which enables a person to earn means of living. It refers to an arrangement, 

by which a person earns income or means of livelihood. Employment may be in the form of self-

employment or wage employment 

Self-Employment 
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Wage Employment 

 

 

 

 

 

Regular Workers (Regular Salaried Employees) 

When a worker is engaged by someone or by an enterprise and is paid wages on a regular basis, then 

such worker is known as regular salaried employee. 

 

 

 

 

Casual Workers 

 

 

 

 

 

Employment Distribution (2011-12) 

Nature of Employment Percent 

Self-Employed  

Regular Workers  

Casual Workers  

Total 100 
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DISTRIBUTION OF EMPLOYMENT 

Distribution of Employment by Gender (2011-12) 

The following points are noticed- 

● Self-employment is a major source of livelihood for both men (51%) and women (56%) 

● Casual workers account for the second major source for both men (29%) and women (31%) 

● In case of regular salaried employment, men are found in greater proportion (20%), whereas 

women form only 13%, The reason for this could be skill requirement as regular salaried jobs 

require skills and a higher level of literacy. 

 

Distribution of Employment by Region 

Distribution of employed workers by region enables us to know the quality of employment and the 

attachment of workers to their jobs 

● Self-Employment: It is a major source of livelihood in both urban areas (43%) and (56%). But, in 

case of rural areas, self-employed workers are greater as majority of rural people are engaged in 

farming on their own plots of land 

● Casual Workers In case of rural areas, casual workers account for second major source of 

employment with 35% of workforce. Casual workers in urban areas account for 15% 

● Regular Salaried Employees In urban areas, it is the second major source with 42% of work 

force. Urban people leave a variety of employment opportunities because of their educational 

attainments and skills in urban areas, the nature of work is different and enterprises require are 

engaged as regular salaried employees due to illiteracy and lack of skills. 

 

Distribution of Employment in Different sectors 

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. Generally, we divide all economic activities into 

following 8 different industrial divisions 

1. Agriculture 

2. Mining and Quarrying 

3. Manufacturing 

4. Electricity, Gas and Water Supply 

5. Construction 
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6. Trade 

7. Transport and Storage 

8. Services 

For simplicity, all the working persons engaged in these divisions can be clubbed into three major 

sectors 

1. Primary Sector: It include (1) and (2), i.e. Agriculture and Mining and quarrying. 

2. Secondary Sector: It includes (3), (4) and (5), i.e. Manufacturing Electricity, gas and water supply and 

Construction. 

3. Tertiary Sector: It includes (6), (7) and (8), i.e. Trade, Transport and Storage, and services. 

The distribution of employment in different sectors is presented in following table: 

Distribution of Employment in Different sectors (2011-12) 

Primary Sector  

Secondary Sector  

Tertiary Sector  

 

Distribution of Workforce by Industry, 2011-12 (in %) 

Industrial 
category 

Place of Residence Gender Total 

Rural Urban Male Female 

Primary      

Secondary      

Tertiary      

Total 100.0 100.0 100.0 100.0 100.0 
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Distribution of Rural - Urban Employment in Different Sectors 

Employment in Rural Areas 

1. 64.1% of the workforce in rural areas are engaged in primary sector (agriculture and mining and 

quarrying) 

2. 20.4% of rural workers are working in secondary sector (manufacturing industries, construction and 

other divisions). 

3. Service sector or Tertiary sector provides employment to 15.5% of rural workers. 

 

Employment in Urban Areas 

1. In case of urban areas, primary sector has the least share with just 6.7%. So, activities like agriculture 

or mining are not the major source of employment in urban areas. 

2. The secondary sector gives employment to about 35% of urban workforce. 

3. People are mainly engaged in the service sector with 58.3% of urban workers. 

 

Distribution of Employment (Male-Female) in Different sectors 

From the table, the following conclusions are interpreted- 

Male Employment 

1. 43.6% of male population is concentrated in the primary sector. 

2. 25.9% of male workers are engaged in the secondary sector. 

3. Service sector provides employment to 30.5% of male workers. 

Female Employment 

1. Women workers concentration is also very high in the primary sector. 62.8% of the female workforce 

is employed in the primary sector, whereas only 43.6% of males work in that sector. It happens because 

men get opportunities in both secondary and service sectors. 

2. Only 20% of female workforce are employed in the secondary sector. 

3. The service sector gives employment to 17.2% of female workers. 
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GROWTH AND CHANGING STRUCTURE OF EMPLOYMENT 

Growth of Employment and Gross Domestic Product (GDP) 

Fifty years of planned development have always aimed at expansion of the economy through increase in 

national product and employment 

● During 1950 - 2010 GDP of India grew positively and was higher than the employment growth 

● There was always fluctuation in the growth of GDP, but employment grew at the rate of not 

more than 2%.  

● However, in the late 1990s, employment growth started declining and reached the level of 

growth that India had in the early stages of planning 

● During these years, the gap between the growth of GDP and employment was widening. This 

trend is termed as Jobless Growth'. 

● Jobless Growth refers to a situation when the economy is able to produce more goods and 

Services without a proportionate increase in employment opportunities. 

● In other words, it is a situation when there is an overall acceleration in the growth rate GDP in 

the economy without corresponding expansion in employment opportunities. 

 

 

Changing Structure of Employment 

We know, India is an agrarian nation. A major section of our population lives in rural areas and is 

dependent on agriculture as their main livelihood. The developmental strategies in many countries, 

including India, have always aimed at reducing the proportion of people depending on agriculture. Let 

us now understand the effect on different sections of workforce, due to growth pattern employment 

and GDP with the help of a table- Trends in Employment (Sector-Wise) 

Sector 1972-73 1999-2000 2011-12 

Primary sector    

Secondary Sector    

Tertiary Sector    

Total 100 100 100 

● In 1972-73, 74.3 % of workforce was engaged in primary sector, which declined to 48.9% in 

2011-12.  It is substantial shift from farm work to non-farm work. 
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● Secondary and service sectors are showing promising future for the Indian workforce as shares 

of these sectors have increased from 10.9% to 24.3% and from 14.8% to 26.8% respectively. 

 

Casualization of Workforce 

Over the last three decades (1972-2012) there has been considerable shift of self-employed and regular 

salaried employee to casual wage work. The process of moving from self-employment and regular 

salaried employment to casual wage work is known as casualization of workforce. Trends in 

Employment (Status-Wise) 

Status 1972-73 1999-2000 2011-12 

Self-Employed    

Regular Salaried Employee    

Casual Workers    

Total 100 100 100 

• Self-Employment: Although it continues to be the major employment provider, but its share 

declined from 61.4% in 1972-73 to 52% in 2011-12 

● Regular Salaried Employees: Its share has stagnated at around 14%. There is a marginal increase 

from 15.4% in 1972-73 to 18% in 2011-12 

● Casual Workers: Their share has increased from 23.2% in 1972-73 to 30% in 2011-12. 

 

INFORMALISATION OF INDIAN WORKFORCE 
 

 

 

 

● However, even after 55 years of planned development, three-fifth of Indian depends on 

agriculture as the major source of livelihood. 

● Over the years, the quality of employment has also deteriorated. Even after working for more 

than 10-20 years, some workers do not get maternity benefit, provident fund, gratuity and 

pension 
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● Employees in the private sector get a lower salary as compared to employees doing the same 

work in the public sector 

● The employment structure in India can be studied with respect to two kinds of sectors (i) Formal 

or Organized Sector; (ii) Informal or Unorganized Sector 

Formal or Organised Sector 

 

 

 

 

 

 

 

Informal or Unorganized Sector 

 

 

 

 

 

 

 

Distribution of Workforce in Formal and Informal Sectors 

Category Number of workers (in Millions) 2011-12 

Male Female Total 

Formal Sector    

Informal Sector    



I N D I A N  E C O N O M Y  | 87 

 

Formal Vs Informal: Out of total of 473 million workers in the country 

● 30 million workers are in the formal sector and the remaining 443 million are employed in the 

informal sector. 

● It means, only 6% of people are employed in the formal sector and the rest 94% are in the 

informal sector 

 

Male Vs Female 

● In the formal sector, out of 30 million workers, 24 million (80%) are male workers and only 6 

million (20%) are women. 

● In the informal sector, out of 443 million workers, male workers account for 306 million (69%) 

and remaining 137 million (31%) are women. 

 

MEANING OF UNEMPLOYMENT 
 

 

 

 

 

 

 

Unemployment is Temporary even in India 

In India, people cannot remain completely unemployed for very long because of their desperate 

economic condition. As a result, they are forced to accept unpleasant, dangerous jobs in unclean or 

unhealthy surroundings 

Sources of Unemployment Data 

There are three sources of data on unemployment 
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TYPES OF UNEMPLOYMENT IN INDIA 

Disguised Unemployment (Hidden Unemployment) 

 

 

 

 

 

 

 

 

 

Seasonal Unemployment 

Unemployment that occurs at certain seasons of the year is known as seasonal unemployment 

● In India, Seasonal unemployment is predominantly associated with agriculture. 

● In agriculture, work is seasonal and there are no employment opportunities in the village for all 

months in the year. So, when there is no work to do on farms, men go to urban areas and look 

for jobs. They come back to their home villages as soon as the rainy season begins. 

● The period of seasonal unemployment varies from state to state, depending upon the methods 

of farming, the condition of soil, the type and number of crops grown etc. 

 

Open Unemployment 
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CAUSES OF UNEMPLOYMENT 
The reason for existence of widespread unemployment in India is not due to any single factor. It is the 

cumulative result of many causes. The important causes of the unemployment problem in India are: 
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REMEDIAL MEASURES FOR UNEMPLOYMENT 
The unemployment problem in India can be solved with the help of following measures: 

l. Accelerating growth rate of GDP:  

 

 

 

2. Control of population growth:  

 

 

 

3.Development of agricultural sector: Acceleration of agricultural growth is important to increase labour 

productivity and quality of employment for large numbers of the existing labour force. There is a need 

for agricultural revolution through improved techniques, extension of irrigation facilities, reform of land 

laws, increase in public investment, etc. 

4.Encouragement of small-scale enterprises: The small-scale sector needs to be encouraged through 

multiple initiatives like liberal finance, technical training, supply of raw material, infrastructural facilities 

and marketing of their products 

5. Improvements in Infrastructure:  

 

 

6. Special Employment Programs: Special employment programs, which aim at providing wage 

employment or self-employment opportunities, should be implemented. 

7. Improvement of Employment Exchanges:  

 

 

8. Creation of self-employment opportunities:  
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9. Reform of Educational System:  

 

 

 

10. Manpower Planning: The future requirements of educated manpower should be forecasted and 

accordingly, intake into different professional courses should be determined. As a result, excess 

manpower in market of educated labour will be eliminated 

 

GOVERNMENT POLICIES AND EMPLOYMENT GENERATION 
Government has taken many initiatives to generate acceptable employment, ensuring at least minimal 

safety and job satisfaction. Since independence, the Union and State Governments have played an 

important role in generating employment or creating opportunities for employment generation. Their 

efforts can be broadly categorized into two aspects: 

 

 

 

 

 

 

Employment Generation Programmes 
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Conclusions 

There has been a change in the structure of workforce in India. 

● Service Sector emerging as a prospective employer: With the expansion of the service sector, 

newly emerging jobs are found mostly in this sector 

● Technological Advancement: Due to advent of high technology, now efficient small-scale 

enterprises and individual enterprises work along with MNCs. 

● Outsourcing of Work: Outsourcing involves contracting out an activity to an outside specialised 

agency (sometimes situated even in other countries), which undertakes complete responsibility 

to handle it using its own manpower. For example, many companies have started outsourcing 

sanitation and housekeeping functions, which were earlier performed by their in-house staff. 

● Work at Home: Due to changes in work methods, it has now become a common practice for 

many people to work from their home. Internet has become an amazing mean for work at home 

opportunities 

● More Employment in Informal Sector: The nature of employment has become more informal 

with only limited availability of social security measures to the workers. 

● Growth in GDP, but not in employment opportunities: In the last two decades, there has been 

rapid growth in the gross domestic product (GDP), but without simultaneous increase in 

employment opportunities. It has forced the government to take up initiatives in generating 

employment opportunities particularly in the rural areas. 
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UNIT – 2 | Chapter – 8| 

INTRODUCTION: INFRASTRUCTURE 

Infrastructure plays an important role in the economic growth of a country. Agriculture, industry and 

now increasingly the services sector, depends heavily on the infrastructural facilities for their growth. 

Infrastructure development is also crucial for the social development of a country. Since the economic 

reforms of 1991 in India, infrastructure development has been accorded high priority by the 

Government. 

 

MEANING OF INFRASTRUCTURE 

 

 

 

 

 

 

 

 

 

Types of Infrastructure 

The infrastructure can be categorized into two heads 

1. Economic Infrastructure:  

 

 

 

2. Social Infrastructure:  
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Both Economic Infrastructure and Social Infrastructure are crucial 

Economic and Social infrastructure together helps in the overall development of the economy 

● Economic Infrastructure improves productivity levels in productive sectors such as agriculture 

and Industry, by providing support services such as energy, transport communication, etc. 

● Social Infrastructure Improves human productivity and efficiency through facilities of education, 

health, housing, etc. 

Hence, both are supplementary and complementary to each other 

IMPORTANCE OF INFRASTRUCTURE 

Infrastructure is the support system on which the efficient working of a modem industrial economy 

depends. The importance of infrastructure is illustrated in the following points- 

● Facilitates functioning of the Economy:  

 

 

 

 

● Agricultural Development:  

 

 

 

 

● Economic Development:  

 

 

 

 

 

 

 

 

 

● Better Quality of Life: Well-developed infrastructure leads to better quality of life 

○ Improvements in water supply and sanitation have a large impact by reducing 

"morbidity (meaning proneness to fall ill) from major waterborne diseases and reducing 

the severity of disease. 

○ The quality of transport and communication infrastructure can affect access to health 

care. However, air pollution and safety hazards connected to transportation also affect 

morbidity, particularly in densely populated areas. 

 

 



I N D I A N  E C O N O M Y  | 95 

 

●  Provides Employment:  

 

 

 

 

 

● Facilitates Outsourcing: A country with advanced infrastructure facilities, is able to reap benefits 

from the outsourcing work. India is emerging as a global destination for BPO's KPO's, call 

centres, etc. due to IT support system and sound infrastructure. 

 

STATE OF INFRASTRUCTURE IN INDIA 
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ENERGY 

Energy is an important input for most of the production processes and consumption activities. It plays a 

crucial role in the development of an economy. 

 

 

 

 

 

 

  

Commercial Energy 

 

 

● For example, coal, petroleum and electricity 

● Commercial sources of energy are generally exhaustible (except hydropower) 

 

Non-Commercial Energy 

 

 

● For example, firewood, agricultural waste and dried dung. 

● Non-commercial sources are generally renewable 

● These are generally available free of cost as they are found in nature or forests 

● More than 60% of Indian households depend on traditional sources of energy for meeting their 

regular cooking and heating needs. 
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Energy can also be classified into 2 categories according to the sources from which it is derived: 

 

 

 

Conventional Sources of Energy 

 

 

 

 

 

 

Non-Conventional Sources of Energy 

 

 

 

 

 

 

 

Primary and Secondary Sources of Energy 

Primary Sources: Primary or direct sources of energy are gifts of nature and they do not need any 

transformation for using them. For example, Coal, petroleum or gas are primary sources as they can be 

directly used for work by burning them. 

Secondary Sources: Secondary or indirect sources of energy results from transformation of primary 

sources for example, Electricity is a secondary form of energy produced from primary energy resources 

including coal, hydrocarbons, hydro energy, nuclear energy, etc. 
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CONSUMPTION PATTERN OF ENERGY IN INDIA 

Consumption pattern of energy shows the percentage use of different sources (commercial and non-

commercial) of energy. 

● Commercial energy consumption makes up about 74% of the total energy consumed in India. 

This includes coal with the largest share of 54%, followed by oil at 32%, natural gas at 10% and 

hydro energy at 2%. 

● Non-commercial energy sources consisting of firewood, cow dung and agriculture Agricultural 

wastes, account for over 26% of the total energy consumption. 

● India depends on imports for crude and petroleum products, which is likely to you rapidly in  

the near future 

Sectoral Pattern of Consumption of Commercial Energy 

With the rapid rate of economic growth, there has been a corresponding increase in the use of energy.  

Trends in Sectoral Pattern of Commercial Energy Consumption (in %) 

Sector 1953-54 1970-71 1990-91 2014-15 

Household     

Agriculture     

Industries     

Transport     

Others     

Total 100 100 100 100 

• Industrial sector has the largest share of 44% of total consumption of commercial energy. 

● Share of transport sector in consumption of commercial energy decreased from 44% in 1953-54 

to just 2% in 2014-15. There has been continuous fall in the share of the transport sector while 

the shares of the household, agriculture and industrial sector have been increasing 

● Consumption of commercial energy by the agricultural sector is very less (18%). It shows 

dependence of agriculture sector on traditional methods of farming. 

● The share of oil and gas is the highest among all commercial energy consumption. 

● With the rapid rate of economic growth, there has been a corresponding increase in the use of 

energy 
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POWER (ELECTRICITY) 

Power or electricity is a critical component of infrastructure, which is often identified with progress in 

modern civilization. 

 

 

 

 

 

 

 

Sources of Power Generation 

There are three main sources of electricity in India: 

1. Thermal Power: 

 

 

 

2. Hydro-electric Power:  

 

 

 

 

3. Nuclear or Atomic Power:  

 

 

 

 

 

 

Power Generation Capacity of Various sources 

In order to keep pace with the growing demand for power from various sectors, a number of steps have 

been taken to increase the power generation. As a result, generation of power in thermal hydroelectric 

and nuclear projects have increased considerably. The installed power generation capacity increased 

from 1,700 Megawatts (MW) in 1950-51 to 1,24,300 MW at the end of 2005-2006. Power Generation 

Capacity In India (2016) is given below : 
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Source Percent 

Thermal Power  

Hydro-electric Power  

Nuclear Power  

New and Renewable Energy  

Total 100 

1. Thermal Power: In India, the biggest source of power generation is thermal power. 67% of the power 

generation capacity comes from thermal sources. 

2. Hydro-electric Power: Hydro-electric power accounts for 13.60% of total power generation capacity 

3. Nuclear Power: Nuclear Power accounts for only 2.10% of the total installed capacity of electricity 

(against the global average of 13%). Some scholars suggest to generate more electricity through atomic 

(nuclear) sources, while few others object about this, from the viewpoint of environment and 

sustainable development. 

 

CHALLENGES IN THE POWER SECTOR 

Power development has been significant during the last four decades of planning. However, generation 

of power still insufficient in comparison to its requirement as a result, India is facing crisis in the recent 

years. Some of the challenges, which India's power sector is facing, are: 
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Measures to meet Power Crisis 

Some measures, which are needed to meet power crisis is: 

1.  

 

 

2.  

 

 

3.  

 

 

4. Promote role of Private Sector: Although the private sector has made some progress, it is necessary to 

tap this sector to come forward and produce power on a large-scale India is world's fifth largest 

producer of wind power, with more than 95% investments coming from the private sector. 

5. Encourage use of renewable sources: Use of renewable energy sources can ensure additional supply 

of electricity. With the large availability of biomass in India, there is a significant potential for meeting 

energy needs, particularly in rural and remote areas. Greater reliance on renewable energy resources 

offers enormous economic, social and environmental benefits 
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6.  

 

 

7. Other Measures: Other measures which can help in meeting the power crisis are: (i) Increase in public 

investment; (ii) Better research and development efforts; and (iii) Technological innovation. 

 

HEALTH 

In the words of WHO, 'Health is a state of complete physical, mental and social well-being and not 

merely the absence of disease or infinity’ 

Important points about Health and Health Infrastructure 
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Health Status after Independence 

The government has the constitutional obligation to guide and regulate all health-related issues such as 

medical education, adulteration of food, drugs and poisons, medical profession, vital statistics, mental 

deficiency and lunacy. 

● The Union Government evolves broad policies and plans through the Central Council of Health 

and Family Welfare. 

● It collects information and renders financial and technical assistance to state governments, 

union territories and other bodies, for implementation of important health programmes in the 

country. 

● It is a well-known fact that India is the second largest populated country in the world. But the 

health status of a great majority of the people is far from satisfactory as compared to China and 

other developed countries. 

● However, over the last five decades, India has built up health infrastructure and made 

considerable progress in improving the health of its population. 

 

Public Health Infrastructure 

 

Item 1951 1981 2000 2014-15 

Hospitals (govt)     

Beds (Govt)     

Dispensaries     

PHCs     

Sub-centres     

CHCs     

 

 

 

 



I N D I A N  E C O N O M Y  | 104 

 

Three-tier system of Health Infrastructure 

India's health infrastructure and health care is made up of a three-tier system: Primary, Secondary and 

Tertiary 

Primary Health Care: Primary Health Care includes: 

● Education concerning prevailing health problems and methods of identifying, preventing and 

controlling them 

● Promotion of food supply and proper nutrition and adequate supply of water and basic 

sanitation; 

● Maternal and child health care; 

● Immunization against major infectious diseases and injuries 

● Promotion of mental health and provision of essential drugs. 

In order to provide primary health care, Primary Health Centres (PHC), Community Health Centres (CHC) 

and Sub-centres (SC) have been set up in villages and small towns. They are generally manned by a 

single doctor, a nurse and a limited quantity of medicines. When the condition of a patient is not 

managed by such centres, they are referred to secondary or tertiary hospitals. 

Secondary Health Care: Hospitals which have better facilities for surgery Electro Cardio Gram (ECG), are 

called secondary health care institutions. They provide primary health care and also provide better 

healthcare facilities. They are mostly located in district headquarters and in big towns. 

Tertiary Health Care: Hospitals which have advanced level equipment and medicines and undertake all 

the complicated health problems, which could not be managed by primary and Secondary hospitals, 

come under Tertiary Health Care. The tertiary sector also includes many premier institutes which not 

only impart quality medical education and conduct research, but also provide specialized health care. 

For example, AIIMS in Delhi. 

 

Role of Private Sector 
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Indian Systems of Medicine (ISM) 

India has its own well-developed alternate system of health care, namely: AYUSH, consisting of six 

systems - Ayurveda, Yoga, Unani, Siddha, Naturopathy and Homeopathy. 

 

 

 

 

 

 

Indicators of Health and Health Infrastructure 

It is a well-known fact that India is the second largest populated country in the world. But the health 

status of a great majority of the people is far from satisfactory as compared to China and other 

developed countries. 

 

 

 

 

 

Indicators of Health in India in comparison with other countries, 2014-2015 

Indicator India China USA Sri Lanka 

Infant Mortality Rate 38 9 6 8 

Under- 5 Mortality 48 11 7 10 

Birth by skilled attendants (% of Total) 74 100 99 99 

Infant Immunised (DTP) (%) 87 99 95 99 
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Health Expenditure as % of GDP 4.7 5.6 17 3.5 

Govt health spending to a total government spending (%) 5 10.4 21.3 11.2 

Out of Pocket expenditure as a % of private expenditure 
on health 

89 72 21.4 95 

 

Rural - Urban Divide (Poor-Rich Divide) 

People living in rural areas do not have sufficient health infrastructure. This has led to differed in the 

health status of people. 

● 70% of India's population live in rural areas, but only 20% of total hospitals and 50% of total 

dispensaries are located in rural areas. Out of about 6.3 lakh beds in government hospitals, only 

30% beds are available in rural areas 

● There are only 0.36 hospitals for every one lakh people in rural areas, while urban areas have 

3.6 hospitals for the same number of people 

● The PHCS located in rural areas do not even offer X-ray or blood testing facilities, which 

constitutes basic healthcare 

● States like Bihar, Madhya Pradesh, Rajasthan and Uttar Pradesh are relatively lagging behind in 

health care facilities. 

● In the rural areas, the percentage of people, who have no access to proper healthcare facilities 

has increased over the last few years. 

● Villagers have no access to any specialized medical care, like pediatrics, gynecology anesthesia 

and obstetrics. 

● Even though 380 recognized medical colleges produce 44,000 medical graduates every year, the 

shortage of doctors in rural areas persists. 

● 20% of these graduates leave the country for better monetary prospects and many opt for 

private hospitals, located in the urban areas 

● The poorest 20% of Indians living in both urban and rural areas spend 12% of their income on 

healthcare while the rich spend only 2%. 

 

Due to insufficient facilities in government hospitals, poor are driven to private hospitals, which make 

them indebted forever. Many have to sell their land or even pledge their children to afford treatment. 

There is a sharp divide between the urban and rural healthcare in India. If we continue to ignore this 

deepening divide, we run the risk of threatening the socio-economic foundation of our country. 
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Women Health 

Women constitute about half the total population in India. They suffer any disadvantage compared to 

men, in the areas of education, participation in economic activities and health care 

● The child sex ratio declined from 927 in 2001 to 914 in 2011. It indicates growing incidence of 

female foeticide in the country 

● Around 3 lakh girls below 15 years of age are not only married but have already borne children 

at least once 

● More than 50% of married women between the age group of 15 and 49 have anaemia and 

nutritional anaemia, caused by iron deficiency, which has contributed to 19% of maternal 

deaths. 

● Abortions are also a major cause of maternal morbidity and mortality in India 

 

In order to provide basic healthcare to all, accessibility and affordability need to be integrated in our 

basic health infrastructure. It is important to create awareness on health and hygiene & provide efficient 

systems 

 

Health: A basic Human Right 
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CRITICAL ASSESSMENT OF HEALTH INFRASTRUCTURE 

India has built a vast health infrastructure over the years, but it still suffers from a number of 

deficiencies 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Infrastructure: Essential for Economic Development 

Infrastructure acts as a support system. It directly influences all economic activities by increasing the 

productivity of the factors of production and improving the quality of life. 

● In the last six decades, India has made considerable progress in building the infrastructure 

However, its distribution has been uneven, in terms of rural-urban divide. 

● Many parts of rural India are yet to get good roads, telecommunication facilities, electricity, 

schools and hospitals. 

● As India is moving towards modernization, there is an increasing demand for quality 

infrastructure. 

● After the economic reforms of 1991, various concessions and incentives are provided to the 

private sector and foreign investors in order to attract them for investing in infrastructural 

facilities 
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UNIT – 2 | Chapter – 9|ENVIRONMENT AND 

SUSTAINABLE DEVELOPMENT 

 

INTRODUCTION 
Since independence, India has launched a number of economic plans, to attain economic development 

at a quicker pace. However, the economic development that we have achieved so far has come at a very 

heavy price- at the cost of environmental quality. 

Liberalisation, Privatisation and Globalisation (LPG) have resulted in the development of the economy, 

but with the adverse consequences on our environment. So, we have to bear in mind the adverse 

consequences of the past development path on our environment and consciously choose a path of 

sustainable development 

 

MEANING OF ENVIRONMENT 

 

 

 

 

 

 

Functions of the Environment 

The environment performs four vital functions 

1. Provides resources for production:  
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2. Environment assimilates waste:  

 

 

3. Environment sustains life:  

 

 

4. It provides aesthetic services:  

 

 

 

 

 

 

 

 

 

 

Environmental Crisis 

 

 

 

Reasons for environmental crisis are summarized as under 

1. The population explosion and advent of industrial revolution has increased the demand for 

environmental resources, but their supply is limited due to overuse and misuse 

2. The intensive and extensive extraction of both renewable and non-renewable resources has 

exhausted some of the vital resources. Due to this, huge amount of money is spent on 

technology and research to explore new resources 
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3. Extinction of many resources and continuous rise in population has also resulted in 

environmental crisis 

4. Due to affluent consumption and production standards of the developed world, the wastes 

generated are beyond the absorptive capacity of the environment. 

5. The development process has polluted the atmosphere and waters and there is decline in air 

and water quality (70% of water in India is polluted). It has resulted in increased incidence of 

respiratory and water-borne diseases 

6. The expenditure on health is also rising. Global environmental issues such as global warming and 

ozone depletion also contribute to the increased financial commitments for the government 

Thus, it is clear that the opportunity costs of negative environmental impacts are high and 

environmental issues of waste generation and pollution have become critical today 

 

Global Warming 

 

 

 

 

Cause of Global Warming 
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Main Effects of Global Warming  

● Ice is melting worldwide, especially at the earth's poles. It has led to a steep rise in sea level and 

coastal flooding 

● Hurricanes and other tropical storms are likely to become stronger. 

● Increased incidence of tropical diseases, like malaria, cholera, dengue, chikungunya, etc. 

● There are thousands of species (like polar bears) in danger of becoming extinct forever. 

 

Ozone Depletion 

Ozone depletion refers to destruction of ozone in the ozone layer due to presence of chlorine from 

manmade chlorofluorocarbons (CFCs) and other forces. 

 

Cause of Ozone Depletion 

 

 

 

 

Main Effects of Ozone Depletion 

As a result of depletion of the ozone layer, more ultra violet (UV) radiation comes to earth and causes 

damage to living organisms. 

 

 

 

 

Montreal Protocol 

As ozone layer prevents most harmful wavelengths of ultraviolet light from passing through the earth's 

atmosphere, its depletion has generated worldwide concern. It has led to adoption of the "Montreal 

Protocol" 
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● Montreal Protocol is a historical treaty designed by the members of United Nations to protect 

the ozone layer by phasing out CFC, which is supposed to be main reason for ozone depletion 

● Under the Montreal Protocol, all the signing members agreed to freeze the consumption and 

production of CFC by the year 2013. 

● India signed the Montreal Protocol along with its London Amendment on 17.09.1992. 

● The Montreal Protocol has significantly reduced the burden of CFCs in the stratosphere and 

helped in ozone recovery 

 

STATE OF INDIA'S ENVIRONMENT 

 

 

 

 

 

 

 

 

 

 

 

 

 

CHALLENGES TO INDIA'S ENVIRONMENT 
Air pollution, water contamination, soil erosion, deforestation and wildlife extinction are some of the 

most pressing environmental concerns of India. The priority issues identified are 

● Land Degradation 

● Degradation of Forests or Deforestation 

● Soil Erosion 

● Biodiversity Loss 

● Air Pollution 
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Land Degradation 

Land degradation refers to a decline in the overall quality of soil, water or vegetation condition 

commonly caused by human activities. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Causes of Land Degradation 

Some of the factors responsible for land degradation are- 

1. Loss of vegetation due to deforestation 

2. Overgrazing, i.e. grazing of natural pastures at stocking intensities above the livestock carrying 

capacity 

3. Encroachment into forest lands 

4. Non-adoption of adequate soil conservation measures 

5. Unsustainable fuel wood and fodder extraction 

6. Improper crop rotation. 

7. Indiscriminate use of agro-chemicals, such as fertilizers and pesticides. 

8. Improper planning and management of irrigation systems. 

9. Extraction of ground water in excess of the recharge capacity 

10. Poverty of the agriculture-dependent people 

11. Shifting cultivation. 
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Degradation of Forests or Deforestation 

Deforestation involves the permanent destruction of indigenous forests and woodlands. It refers to 

cutting, clearing and removal of rainforest, where land is thereafter converted to a non-forest use 

 

 

 

 

 

 

Soil Erosion 

Soil erosion takes place when the surface soil is washed away through excessive rains and floods. 

 

 

 

 

 

Biodiversity Loss 

Biodiversity is defined as the variability among living organisms from all sources, including terrestrial, 

marine and other aquatic ecosystems and the ecological complexes of which they are a part. 
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Air Pollution 

Air pollution is the presence of materials in air in such concentration, which are harmful to man, and the 

environment 

 

 

 

 

 

 

 

 

 

 

Some Ways to Control Air Pollution 

Air Pollution causes health problems and also causes damage to the environment and property. It has 

resulted in ozone depletion, which is leading to climate change. So, there is a serious need to take steps 

to control it. Some of the ways to control air pollution are- 

● Promotion of public transport like use of Delhi Metro instead of private vehicles. Steps should 

be taken for effective traffic planning and management. 

● Promotion of cleaner fuels in vehicles, like use of CNG instead of petrol and diesel. 

● Use of cleaner fuels such as LPG in households to reduce indoor air pollution. 

● Promotion of cleaner technologies, strengthening of emission standards, introducing economic 

incentives and strengthening of the monitoring and reporting system 

 

Pollution Control Boards 

In order to address water and air pollution in India, the government set up the Central Pollution Control 

Board (CPCB) in 1974. This was followed by states establishing their own state level boards to address all 

the environmental concerns. 
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Main Functions of Pollution Control Boards 

 

 

 

 

 

 

 

 

 

 

 

 

SUSTAINABLE DEVELOPMENT 
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Sustainable Development aims 

● Sustainable and equitable use of resources, to meet the needs of the present and future 

generations, without causing damage to environment 

● To prevent further damage to our life-support systems; 

● To conserve and nurture the biodiversity and other resources for long-term food security 

 

How to Achieve Sustainable Development? 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Strategies for Sustainable Development 

Sustainable development will not only save the present generation from the high opportunity cost of 

negative environmental impact, but will serve the interests of the future generation also. The following 

strategies need to be adopted to achieve sustainable development: 

1. Use of Non-conventional sources of energy: India is hugely dependent on thermal and hydro 

power plants to meet its power needs. But both these sources have adverse environmental 

impacts. 

 



I N D I A N  E C O N O M Y  | 119 

 

 

 

 

 

 

 

2. Use of cleaner fuels 

 

 

 

 

 

 

3. Establishment of Mini-Hydel Plants: In mountainous regions, perpetual streams can be found almost 

everywhere 

 

 

 

 

 

4. Traditional Knowledge and Practices: Traditionally, Indian people have been close to their 

environment. All practices relating to agriculture system, healthcare system, housing transport, etc. 

used to be environment friendly 
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5. Use of Bio-compost: The use of chemical fertilisers to increase the agricultural production has not 

only adversely affected the large areas of productive land but also contaminated the water bodies. 

 

 

 

 

 

 

 

6. Control of Biopest: The advent of green revolution has increased the use of chemical pesticides which 

not only contaminates the food products, but also pollutes the water bodies. 

 

 

 

 

 

 

 

 

 

7. Change in unsustainable patterns of consumption and production: With increasing purchasing power, 

wasteful consumption, linked to market driven consumerism, is stressing the resource base of 

developing countries further. 

● It is important to counter this through education and public awareness. 

● In several areas, desirable limits and standards for consumption and production need to be 

established and applied through appropriate mechanisms, including education, incentives and 

legislation. 

 

The Government of India has taken a large number of steps for sustainable development. The given 

strategies, (if strictly implemented and followed) will definitely prevent further degradation of 

environment, so that natural resources remain a common heritage for future generations also. 
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UNIT – 3 | Chapter – 10| INDIA & NEIGHBOURS 

 

In the process of globalisation, the developing countries are facing competition not only from developed 

nations but also from other developing nations. So, an understanding of the other economies in our 

neighborhood is required 

In this Chapter, we will compare the trends in various economic and human development indicators of 

India (the largest democracy of the world with a Secular and liberal Constitution for over half a century) 

with its two principal neighbours: 

● China, which has recently started moving towards a more liberal restructuring of its command 

economy. 

● Pakistan, having an authoritarian militarist militarism political power structure. 

 

Development Path of India Pakistan and China 

India, Pakistan and China have many similarities in their developmental strategies. 
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Analysis of China’s Economy 

Historical Background 

China has one of the world's oldest people and continuous civilizations, consisting of states and cultures 

dating back more than six millennia. The People's Republic of China (PRC), commonly known as China, 

was established in 1949 

 

Geography 

China is situated in eastern Asia, bounded by the Pacific in the east. It is the third largest country in the 

world, next to Canada and Russia, with an area of 9.6 million square kilometers. 

 

Population and Language 

China is the most populous country in the world with 1,371 million people (as per 2015 estimates) and a 

growth rate of 0.5% per annum. Most languages in China belong to the Sino-Tibetan language family, 

spoken by 29 ethnicities. There are also several major dialects with the Chinese language itself. 

 

Economy 

Being one of the oldest civilizations in the world, China has been the world's largest economy after the 

establishment of People's Republic of China under one-party rule, all the critical sectors of the economy, 

enterprises and lands owned and operated by individuals, were brought under government control. 

 

1. Great Leap Forward (GLF) campaign:  
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2. Great Proletarian Cultural Revolution:  

 

 

 

 

3. Reforms Introduced in China:  

 

 

 

 

 

 

 

 

 

4. Dual Pricing in the Reforms Process:  

 

 

 

 

 

 

5. Special Economic Zones (SEZ): In order to attract foreign investors, special economic zones were set 

up. 
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Analysis of Pakistan’s Economy 

Historical Background 

Pakistan, officially the Islamic Republic of Pakistan, gained independence on 14 August 1947. In 1971, a 

civil war in East Pakistan resulted in the independence of Bangladesh. Pakistan's history has been 

characterized by periods of economic growth, military rule and political instability. 

Geography 

Pakistan is located in South Asia and borders Central Asia and the Middle East. Its borders are with China 

in the North and towards West and Northwest are Iran and Afghanistan towards East and South East, its 

borders are with India. The country has an area of 796.094 square kilometers. The total cultivated area 

is 2,21,300 square kilometers, whereas the area under forest is 42,300 square kilometers. 

Population and Language 

Pakistan is the sixth most populous country in the world with 188 million people (as per 2015 estimates) 

with a growth rate of 2.1% per annum. One third of total population lives below the official poverty line. 

It has the second largest Muslim population in the world after Indonesia. The national language is Urdu 

and English is the official language. 

Economy 

● Mixed Economic System: Pakistan follows the mixed economy model with co-existence of  

public and private sectors. 

● Introduction of Various Policies In the late 1950s and 1960s, Pakistan introduced a variety of 

regulated policy framework for growth of domestic industries. The policy combined tariff 

protection for manufacturing of consumer goods, together with direct import controls on 

competing imports 

● Green Revolution: In case of agriculture, the introduction of Green Revolution and increase in 

public investment in infrastructure led to a rise in the production of foodgrains. This changed 

the agrarian structure dramatically 

● Importance to Role of Public Sector in early 1970s: In the early 1970s, nationalisation of capital 

goods industries took place 

● Importance to Role of Private Sector in late 1970s: In the late 1970s, there was a shift in the 

government policy, when it adopted the policy of denationalisation. Government encouraged 

the private sector and also offered various incentives to them. All this created conducive climate 

for new investments 

● Financial Support during late 1970s: During this period, Pakistan also received financial support 

from: (i) Western nations; and (ii) Remittances from emigrants to the Middle-east. This helped 

the country in stimulating economic growth. 
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COMPARATIVE STUDY-INDIA CHINA AND PAKISTAN 

Demographic Indicators 

 

Country Estimated 

Population 

(in millions) 

(2015) 

Annual 

Growth of 

Population  

(2015) 

Density 

(per sq. km) 

 

Sex ratio 

(2015) 

 

Fertility Rate 

(2015) 

Urbanisation 

(2015) 

India       

China       

Pakistan       

 

● Population: China is the most populous country in the world with 1,371 million people and India 

is the second most populated country with 1,311 million people. As compared to China or India, 

population of Pakistan is very less (188 million people). 

 

● Growth Rate of Population: Though, China is the most populated country, but its annual growth 

rate of population is the lowest (0.5%) as compared to India (1.2%) and Pakistan (2.1%). The 

reason for the low growth of population is the 'One Child policy’ introduced in China in the late 

1970s. 

One-Child Policy of China has successfully reduced the growth rate of population and provides a 

better health service for women and has reduced the risk of death and injury associated with 

pregnancy. However, this policy has some other implications also For instance, after a few 

decades were will be more elderly people in proportion to young people in China. This will force 

China to take steps to provide social security measures with fewer workers 

 

● Density of Population: China is the third largest country in the world and growth rate of 

population is lowest in China as compared to India and Pakistan. As a result, density of 

population of China is the lowest (146 persons per sq. km) as compared to India (441 persons 

per sq. km) and Pakistan (245 persons per sq. km). 
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● Sex Ratio: Due to preference of son, sex ratio is low and biased against females in all the 

countries. Sex ratio is the lowest in India with 929 females per 1000 males. In China and 

Pakistan, the corresponding figures are 941 and 947. 

 

● Fertility Rate: Fertility Rate is calculated as the number of children born by a woman the 

reproductive age (15-45 years) on an average. Since the introduction of the one-child policy the 

fertility rate in China has fallen from over 3 births per woman in 1980 to approximately 1.6 

births. Fertility rate is the highest in Pakistan at 3.7 births per woman and India comes second 

with 2.3 births per woman. 

 

● Urbanisation: Urbanisation is the highest in China (56%). In India and Pakistan, the 

corresponding figures are 33% and 39%. 

 

Growth Indicators 

Growth Rate of Gross Domestic Product (GDP) 

GDP growth rate is considered as the single most important indicator of an economy during the period. 

China with second largest GDP, as measured by purchasing power parity (PPP), is estimated to be of $ 

19.8 trillion. India's GDP (PPP) is $ 8.07 trillion and Pakistan's GDP is roughly about 12% of India's GDP. 

When many developed countries were finding it difficult to maintain a growth rate of even 5% China 

was able to maintain near double digit growth for more than two decades. 

 

Annual Growth of Gross Domestic Product in percent (1980-2015) 

Country 1980-90 2011-15 

India   

China   

Pakistan   

During 1980-90 

➔ China was having double-digit growth of 10.3%; 

➔ Pakistan's growth rate was 6.3%; 

➔ India was at the bottom with just 5.7% growth rate. 
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During 2011-15 

➔ There was a drastic fall in China's growth rate from 10.3% to 7.9%. 

➔ Pakistan also met with a drastic decline in growth rate from 6.3% to 4%. As per some scholars, 

reform processes introduced in 1988 and political instability were the main reasons behind this 

decline. 

➔ India recorded an increase from 5.7% to 6.7% 

 

PPP (Purchasing Power Parity) 

 

 

 

 

 

 

 

Sectoral Contribution 

In the three economies, the industry and service sectors have less proportion of workforce but they 

contribute more in terms of output.  Sectoral Share of GDP and Employment (%) In 2014-15 

Sector Contribution to GDP Distribution of Workforce 

India  China  Pakistan India  China  Pakistan 

Agriculture       

Industry       

Service       

Total 100 100 100 100 100 100 
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Agriculture (Primary Sector) 

 

1. China 

● Due to topographic and climatic conditions, the area suitable for cultivation is just 10% of its 

total land area. 

● The total cultivable area in China accounts for 40% of the cultivable area in India. 

● Till 1980, more than 80% of its population was dependent on farming as their sole source of 

livelihood 

● Since then, the government encouraged people to leave their fields and pursue other activities, 

such as handicrafts, commerce and transport. 

● As a result, proportion portion of workforce engaged in agriculture reduced to 28% in 2014-15 

with contribution to GDP at 9%. 

 

2. India 

The contribution of agriculture to GDP was 17%. The proportion of workforce engaged in agriculture was 

50% 

 

3. Pakistan 

 The contribution of agriculture to GDP was same at 25%, but proportion of workforce in agriculture was 

43% as compared to 50% of India 

 

Industry (Secondary Sector) 

Contribution to GDP 

● In China manufacturing and service sectors contribute the highest at 43 and 48 per cent, 

respectively whereas in India and Pakistan, it is the service sector which contributes the highest 

by more than 50 percent of GDP. 

● In China, secondary sector contributed 43% to China's GDP, whereas in India and Pakistan, the  

share of secondary sector was 30% and 21 % respectively. 

 

Proportion of Workforce 

● In normal course of development, China has been shifting employment and output from 

agriculture to manufacturing and then to services. In India and Pakistan, the shift is taking place 

directly to the service sector. 
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● The proportion of workforce engaged in manufacturing sector, in India and Pakistan in 2014-15, 

was low at 21% and 23% respectively, whereas 29% of population was engaged in China 

 

Service (tertiary Sector) 

Contribution to GDP 

● In both India and Pakistan, the service sector is emerging as a major player of development. 

Service sector contributes the highest to their GDP, with contribution of 53% in case of India and 

54% for Pakistan. 

● The contribution of service sector to the GDP in China was 32%. 

 

Proportion of Workforce 

● In the 1980s, Pakistan was faster in shifting its workforce to service sector than India and China. 

● The proportion of workforce engaged in service sector in 1980 for India, China and Pakistan 

were 17%, 12% and 27%. It reached the level of 29%, 43% and 34% respectively in 2014. 

 

Conclusions 

● In the last two decades, the contribution of agriculture sector to GDP, which employs the largest 

proportion of workforce in all the three countries, has declined. 

● In the industrial sector, China has maintained a double-digit growth rate, whereas for India and 

Pakistan, growth rate has declined. 

● In Case of service sector, China was able to raise its rate of growth during 1980-2015 while India 

and Pakistan stagnated with its service sector growth. 

 

So, China's growth is mainly contributed by the manufacturing sector and India's growth by service 

sector. During this period, Pakistan has shown deceleration in all the three sectors. 
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Human Development Indicators 

Some Selected Indicators of Human Development, 2016 

Items India China Pakistan 

Human development Index (Value)    

Rank (Based on HDI)    

Life Expectancy at Birth (Years)    

Mean years of Schooling (% aged 15 and above)    

GDP per capita (PPP US$)    

People below poverty line (at $3.10 a dat at PPP) (%) (2011)    

Infant Mortality Rate (per 1000 live births)    

Maternal Mortality Rate (per 1 lakh births)    

Population using improved sanitation (%)    

Population with Sustainable Access to improved water 
source (%) 

   

Percentage of Undernourished Children    

 

● Human Development Index (HDI): HDI is an important indicator to study the human 

development. Higher value of HDI shows the higher level of growth and development of a 

country. 

● In 2016, HDI for India, China and Pakistan was estimated to be 0.624, 0.738 and 0.550 

respectively. 

 

● Life Expectancy at Birth: Life expectancy refers to the average number of years for which people 

are expected to live. A higher life expectancy indicates longer and a more active average life 
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span. China has the highest life expectancy of 76 years. India and Pakistan have the life 

expectancy of 68.3 and 66.4 years respectively 

 

● Mean years of Schooling It is highest in case of China with 7.6%, while the corresponding figures 

for India and Pakistan are 6.3% and 5.1% respectively. 

 

● Infant Mortality Rate (IMR) Infant mortality rate refers to number of infants dying before 

reaching of one year per 1,000 live births in a year. Low IMR shows better health and sanitation 

facilities as most of the infants die due to unhygienic and unsanitary environments. It is lowest 

in China with 9 infants and highest in Pakistan with 66 infants. IMR in India is 38. 

 

● People below Poverty Line: People below the poverty line are the people who do not even have 

that level of income and expenditure, which is necessary to meet specified minimum levels of 

calorie intake. For the proportion of people below the international poverty rate of $ 3.10 a day, 

people below poverty line are 37%, 32% and 44% for India, China and Pakistan respectively. 

 

● Maternal Mortality Rate: Both India and Pakistan have not been able to save women from 

maternal mortality. In China, for one lakh births, only 27 women die, whereas in India and 

Pakistan, maternal mortality rate is 174 and 178 respectively. 

 

● GDP Per Capita (PPP US $): Higher ranking of China in HDI is mainly due to higher GDP per 

capita. In 2016, China's GDP per capita was estimated to be US $ 14,400, while it was just US $ 

6,092 for India and US $4,866 for Pakistan. 

 

● Access to improved Water Sources: It refers to the percentage of population which reasonable 

access to water (from tap, hand pump protected well) and is able to obtain least 20 liters per 

person per day. China (96%) is ahead of India (94%) and Pakistan (91%) in providing improved 

water sources. 

 

● Access to improved Sanitation: Pakistan's performance in providing sanitation is better than 

India and China. China has provided improved sanitation to 77% of population, whereas 

corresponding figures for Pakistan and India are 64% and 40% respectively. 

 

● Population undernourished: The percentage of population, which is not able to obtain 

adequate diet, is termed as undernourished population. China has the lowest percentage of 
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population (9%), which is being undernourished. In India, 39% and in Pakistan, 45% of the 

population was undernourished. 

 

APPRAISAL OF DEVELOPMENT STRATEGIES 

Developmental strategies of a country act as a model to others for lessons and guidance to their own 

development. In order to learn from economic performance of our neighbouring countries, it is 

necessary to understand the roots of their success and failures and differ phases of their strategies. 

Though different countries go through their development phases differently, let us take the Initiation of 

reforms as a point of reference. Reforms were initiated in China In 1978, Pakistan in 1988 and India in 

1991. Let us briefly assess their achievements and failures in pre and post reform. 

 

China 

China did not have any compulsion to introduce reforms as dictated by the World Bank and 

International Monetary Fund to India and Pakistan. But, some adverse situations of the economy to 

prior to 1978, forced China to go for reforms. 

 

Pre- Reforms Period 

● There had been massive extension of basic health services in rural areas. 

● Through the commune system, there was more equitable distribution of food grains 

● Despite extensive land reforms, collectivisation, the Great Leap Forward and other initiatives, 

the per capita grain output in 1978 was the same as it was in the mid 1950s 

 

In 1978 the then Government of China was not satisfied with the slow pace of economy and lack 

modernisation under the Maoist rule. They felt that Maoist vision of economic development had failed. 

As a result, a number of reform measures were introduced in 1978. 

 

Post Reforms Period 

The various reform measures led to rapid growth in China. 

● Each reform measure was first implemented at a smaller level and then extended on a massive 

scale 

● Development of infrastructural facilities in the areas of education and health, land reforms, long 

existence of decentralised planning and existence of small enterprises helped positively in 

improving the social and income indicators. 
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● Agricultural reforms (handing over plots of land to individuals for cultivation) brought prosperity 

to a vast number of poor people. It created conditions for the subsequent phenomenal growth 

in rural industries and built up a strong support base for more reforms 

 

Pakistan 

In Pakistan, the reform process led to worsening of all the economic indicators. As compared to 1980s, 

the growth rate of GDP and its sectoral constituents decreased in the 1990s. The proportion of poor in 

1960s was more than 40 per cent which declined to 25 per cent in 1980s and started rising again in 

1990s. 

The reasons for the slow-down of growth and re-emergence of poverty in Pakistan's economy are: 

● Agricultural growth and food supply situation was based on good harvest and not on 

institutionalized process of technical change. When there was a good harvest the economy was 

in good condition, when it was not the economic indicators showed stagnation or negative 

trends 

● Foreign exchange is an essential component for any country and it is always preferred to build 

foreign exchange reserves through exports of manufactured goods. However in Pakistan, most 

of the foreign exchange earnings came from remittance from Pakistani workers in the Middle 

east and the exports of highly volatile agricultural produce. 

● There was growing dependence on foreign loans on the one hand and increasing difficulty in 

paying back the loans on the other. 

 

However, during the last few years, Pakistan has recovered its economic growth and has been 

sustaining. As per Annual Plan of 2016-17, GDP registered a growth of 4.7 in 2015-16, highest when 

compared to the previous eight years. While agriculture recorded growth rate far from satisfactory level, 

industrial and service sectors grew at 6.8% and respectively. Many macroeconomic indicators also began 

to show stable and positive trends.  

Conclusions 

India, China and Pakistan have travelled more than five decades of developmental path with varied 

results. Till the late 1970s, all of them were maintaining the same level of low development. The last 

three decades have taken these countries to different levels. 

INDIA 

● Indian economy performed moderately, but majority of its people still depend on agriculture 

● Infrastructure is lacking in many parts of the country 

● It is yet to raise the standard of living of more than one-fourth of its population that lives below 

the poverty line. 
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PAKISTAN 

● Political instability, over-dependence on remittances and foreign aid along with volatile 

performance of agriculture sector are the reasons for the slowdown of the Pakistan economy 

● In the recent past, it is hoping to improve the situation by maintaining high rates of GDP growth 

● Many macroeconomic Indicators began showing positive and higher growth rates reflecting  the 

economic recovery 

 

CHINA 

● In China, the lack of political freedom and its implications for human rights are major concerns. 

● However, in the last three decades, it used the market system without losing political 

commitment and succeeded in raising the level of growth along with alleviation of poverty. 

● China has used the market mechanism to create additional social and economic opportunities. 

● By retaining collective ownership of land and allowing individuals to cultivate lands, China has 

ensured social security in rural areas. 

● Public Intervention in providing social infrastructure brought positive results in human 

development indicators in China. 


