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5.1 INTRODUCTION  

 

The normative and democratic pillars of institutions and doctrines enshrined in the 

Constitution of India set the agenda of post-colonial state in India in terms of abolition 

or at least reduction of social-inequalities. The objective of ówelfareô state was to 

make a modern caste-less society by reducing centuries old disabilities inflicted upon 

the ódepressedô and attempt to improve their lot by providing them óreservationsô and 

óquotasô in education as well as job market especially in state-bureaucracy and over-

sized public sector enterprises. The Constitution of India requires the state to treat all 

citizens equally, without regard to birth, gender or religious belief. However, society 

does not function merely on the basis of formal principles. Enforcement of legal 

doctrines and attempt to remove social discrimination is a process entangled in the 

complexities of social formation. The pernicious aspects of jati, varna and class, 

therefore, still permeate our families, localities and political institutions. In this unit, 

our focus will be on various aspects of social inequality and their impact on 

democratic polity and political economy of development in the post-colonial state of 

India.  

 

5.2 NOTION OF SOCIAL-INEQUALITY  

 

Human societies vary in the extent to which social groups as well as individuals have 

unequal access to advantages. Rousseau had made a distinction between natural and 

social inequality. The former emerge from the unequal division of physical and mental 

abilities among the members of a society. The latter arise from the social entitlement 
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of people to wealth or economic resources, political power and status regardless of 

potential abilities possessed by individuals. Not only economic resources of societies 

vary according to the level of development and structural features of society, but also 

different groups tend to have differential access to these resources. Power enjoyed by 

the social groups also differ and offers another related social advantage. Similarly, 

conventions, rules, customs and laws confer greater prestige and status on certain 

groups and occupations in most human societies. Hierarchy, stratification, class-

divisions are notions used by anthropologists, sociologists and political scientists to 

describe and denote social-inequality. Anthropologists generally distinguish three 

types of societies in terms of social-inequality. These are classified as egalitarian, rank 

and class societies. Egalitarian societies contain fair amount of equality and no social 

group enjoys greater access to economic resources, power or prestige. Rank societies 

do not have unequal access to wealth or power, but they do contain social groups that 

enjoy greater honour and status. A pre-literate tribal society in which social ranking is 

based on rules of descent and alliances belong to this category. The complex class 

societies have unequal access and entitlement to economic resources, power and 

status. 

 

In many pre-industrial agrarian societies, access to social opportunities and status was 

determined by birth. The ascribed role or status of individual was assigned by virtue of 

factors outside his or her own control such as birth, sex, age, kinship relations, and 

caste. This assigned role was rationalised as divinely ordained and natural. The estates 

or orders of medieval Europe were unequally ranked and this hierarchy of ranks was 

legally recognized and approved by religious-normative order of the society. Indian 

caste system was another type of validation of social hierarchy. The individualôs 

professional or occupational role came to depend on individual effort and ability in the 

modern industrial and democratic society. This new role was emphasised in the 

political discourse of modernity and was seen as consonant with the democratic ideal. 

It involved an exercise of effort and choice as well as a fair deal of competition to 

occupy a given position. The society moved from the principle of hierarchy to 

stratification. According to the sociologists, hierarchy prevailed in societies based on 

castes or estates and social-inequalities were legitimated as naturally given. 

Stratification, on the other hand, is a feature of modern industrial societies in which 

inequalities do exist but are not considered as a part of natural or divine order. In this 

process of social change, inequality did not vanish or reduce, but changed its nature. 

Now class boundaries became more porous and permeable, individual mobility is 

possible and societyôs normative order is based on formal equality. However, there is 

still a large area of industrial society where roles are allocated by virtue of being male 

or female, black or white and so on. 

 

G.D. Berreman suggests that out of ódifferentiationô of persons, which is a natural and 

universal phenomenon, inequality or social evaluation of differences arises. He terms 
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the behavioural expression of inequality as ódominanceô and combination of inequality 

and dominance is socialinequality. Dominance and status in egalitarian societies is 

often negotiable and contextual whereas in ranked or inegalitarian societies, inequality 

is institutionalised. It is embedded in a hierarchy of statuses and is not linked to 

individual differences of ability. Marxists generally tend to view gradations of power 

and status as correlated to the distinctions of class defined by economic position and 

accessibility of economic entitlements. In the Weberian paradigm, however, status and 

power are not entirely governed by economic divisions or control over economic 

entitlements. Although the term stratification reminds us of a geological image which 

signifies a sort of vertical layering or arrangement of social strata, social organisation 

is much more fluid and complex. A multiple set of factors affect a particular social 

formation and it is never a simple vertical or hierarchical arrangement of layers like 

the earthôs crust. Political thinkers like Pareto, Mosca and Michels assigned primacy 

to power as the real source of inequality in society. According to them, power is the 

ability to make others do what they do not want to do and the elite groups exercise this 

power as they occupy the top positions within the institutions of a given society. 

Similarly, French scholar Bourdieu employs terms symbolic capital and distinction to 

identify social groups who enjoy more prestige and honour in society simply because 

they are endowed with more symbolic capital reflected in their pattern of behaviour 

and taste. The notion of social-capital also has similar connotations. It demonstrates 

how certain social groups have greater capacity to form social-relations and 

competence to associate with others. They indicate that differences in terms of esteem, 

prestige and status rather than neat economic or political hierarchy may play the 

dominant role in some systems of stratifications. 

 

5.3 THE NATURE OF CASTE-INEQUALITIES IN INDIA  

 

Caste is the most contentious issue that has fascinated and divided scholars who have 

wished to study this system of stratified social-hierarchy in India. There is an 

enormous body of academic writing and political polemic on the issue. These are 

basically the part of debate on the transformation of Indian society under the impact of 

colonialism and its administrative mechanisms. Some argue for the continuities of pre-

colonial social-structures including caste. Others stress the basic qualitative changes 

introduced by the colonial rulers. 

 

Louis Dumont, the French scholar and writer of a famous book on caste, Homo-

Hierarchicus, constructed a textually-informed image of caste. In this image, two 

opposing conceptual categories of purity and pollution are the core elements of caste-

structure. These unique core principles of caste-hierarchy, according to Dumont, are 

observed in scriptural formulation as well as the every-day life of all Hindus. In other 

words, these values separate Indians culturally from the Western civilisation, making 

India a land of static, unchangeable, óorientalô Brahmanical values. This notion of 
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caste has been challenged by Nicholas Dirks and others. Dumontôs notion was 

criticised as it failed to explain the social change, dynamism and individualistic 

strivings even within the traditional Indian society. Gerald Berreman pointed out that 

the principle of Brahmanical hierarchy was not uniformly followed by all Hindus. He 

also criticized the Dumontian notion that power and economic factors are distinct and 

epiphenomenal to caste. It has been pointed out by others that caste hierarchy is not a 

fixed hierarchy; rather it is context-specific and fluid and contains seeds of 

contestation among various castes. Nicholas Dirks cites ethnographic and textual 

evidence to demonstrate that Brahmins and their texts were not so central to the social 

fabric of Indian life. According to this view, powerrelations and command over men 

and resources were more important. Brahmins were merely ritual specialists, often 

subordinate to powerful ruling families. The caste-based scriptural or Brahmanical 

model of traditional India was an invention of the British Orientalists and 

ethnographers, according to this view. However, caste played a very critical role in the 

Indian social-reformersô and nationalistsô perception of caste. It was certainly not a 

mere product of British imagination. 

 

5.4 CASTE AS THE INVENTION OF COLONIAL  MODERNITY OR A  

       LEGACY OF BRAHMANICAL  TRADITIONS  

 

As we hinted above, two opposing viewpoints see caste differently. Some view it as 

an unchanged survival of Brahmanical traditions of India. According to this view, 

Brahmanism represents a core civilisational value and caste is the central symbol of 

this value. It is the basic expression of the pre-colonial traditions of India. Contrary to 

this view, Nicolas Dirks, in his Castes of Mind (2001), argues that caste is a product of 

colonial modernity. By this he does not mean that caste did not exist before the advent 

of British. He is simply suggesting that caste became a single, unique category under 

the British rule that expressed and provided the sole index of understanding India. 

Earlier there were diverse forms of social-identity and community in India. The 

British reduced everything to a single explanatory category of caste. It was the 

colonial state and its administrators who made caste into a uniform, all-encompassing 

and ideologically consistent organism. They made caste a measure of all things and 

the most important emblem of traditions. Colonialism reconstructed cultural forms and 

social-institutions like caste to create a line of difference and demarcation between 

themselves as European modern and the colonised Asian traditional subjects. In other 

words, British colonialism played a critical role in both the identification and 

production of Indian ótraditionô. The colonial modernity devalued the so called Indian 

traditions. Simultaneously, it also transformed them. Caste was recast as the spiritual 

essence of India that regulated and mediated the private domain. Caste-ridden Indian 

society was different from the European civil society because caste was opposed to the 

basic premises of individualism as well as the collective identity of a nation. The 

salience of this pre-colonial identity and sense of loyalty could easily be used to 
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justify the rule by the colonial modern administrators. So, according to Dirks, it was 

the colonial rule of India that organised the ósocial difference and deferenceô solely in 

terms of caste. 

 

The attempts to downplay or dismiss the significance of Brahmins and Brahmanical 

order is not in accordance with familiar historical records and persistence of caste-

identities even in the contemporary Indian social life. Caste-terms and principles were 

certainly not in universal use in pre-colonial periods. Caste in its various 

manifestations and forms was also not an immutable entity. However, starting from 

the Vedas and the Great Epics, from Manu and other dharmasastras, from puranas, 

from ritual practices, the penal system of Peshwa rulers who punished culprits 

according to caste-principles, to the denunciations of anti-Brahmanical óreformersô of 

all ages, everything points towards the legacy of pre-colonial times. It is true that there 

were also non-caste affiliations and identities such as networks of settlements 

connected by matrimonial alliances, trade, commerce and state service in the pre-

colonial times. However, caste was also a characteristic marker of identity and a 

prevailing social metaphor. Caste was not merely a fabrication of British rulers 

designed to demean and subjugate Indians. It did serve the colonial interests by 

condemning the óBrahmanical tyrannyô, colonial administration could easily justify 

their codes to óciviliseô and óimproveô the ófallen peopleô. Moreover, strengthening of 

the caste-hierarchy could also act as a bulwark against anarchy. 

 

5.5 NATURE OF CLASS INEQUALITY IN INDIA  

 

Class societies are characterised by the horizontal division of society into strata. In 

Marxist terms, classes are defined by their differential access to the means of 

production. The dominant classes appropriate the ósurplusô produced by other classes 

through their control of means of production, and thus exploit their labour. The actual 

configuration of social classes varies from one society to another. The rise and growth 

of Indian social classes was organically linked to the basic structure of colonialism 

and bore the imprint of that association.  

 

What constitutes the dominant proprietary class in the urban-areas is marked by 

plurality and heterogeneity in its composition. A clear-cut demarcation along the lines 

of merchant, industrial and finance capital is not possible in case of India. The Indian 

business classes exhibit a complex intertwining of functions. Under the colonial rule, 

the Indian businessmen were initially relegated to small private trade, money lending 

and acted as agents of foreign British Capital. The British capitalists and merchants 

controlled the upper layer of Indian economy represented by the big joint stock 

companies, managing houses, banking and insurance and major export-import firms. 

Despite obstacles and constraints, the Indian capitalist class grew slowly and steadily 

and breached white ócollective monopolyô. With all structural constraints, colonialism 
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also guaranteed the security of private property and sanctity of contract, the basic legal 

elements required for a market-led growth. The expansion of foreign trade and 

commercialization eased the capital shortage and accelerated the growth of sectors 

where cost of raw-materials was low such as cotton textiles, sugar, leather, cement, 

tobacco and steel. Certain groups of Parsis, Marwaris, the Khojas, the Bhatias and 

Gujarati traders benefited from their collaboration with the European companies and 

pumped their resources into the manufacturing sector. This Indian capitalist class 

grew, diversified to some extent and acquired important position by 1940s. This class 

thrived during Independence under the governmentôs policy of import substitution and 

quantitative controls. The óPublic- Sectorô units provided the infrastructure and the 

intermediate and capital goods to this óprotectedô class while the public lending 

institutions provided it with cheap sources of finances. The assets of the biggest 20 

industrial houses increased from Rs. 500 crores in 1851 to Rs 23,200 crores in 1986. 

This was the result of benefits derived from state-developed infrastructural facilities, 

subsidised energy inputs, cheap capital goods and long-term finance made available to 

these by big monopoly industrial houses under the planning. On the other hand, almost 

70% of the people exist on merely subsistence level and 76.6 million agricultural 

labourers earn only one-tenth of what an organized sector worker in the city earns. In 

the 1980s, unemployment reached about 10% of total active population. In the urban 

centres, the bulk of labourers are working in unorganized informal sectors. The vast 

army of pavement vendors, domestic servants, porters and street hawkers represent a 

kind of disguised urban unemployment.  

 

The class-composition in the rural areas also bears the stamp of colonialism. The older 

group of rural gentry, although its wings were clipped away by the British colonial 

regime, was retained and transformed into a kind of rentier class of landlords invested 

with newly defined property rights on land. This was especially true of permanently 

settled Zamindari areas of Bengal and Taluqdari areas of Awadh. This landlord-rentier 

class generally emerged from the pre-existing groupsô of Zamindars and Taluqdars 

who had enjoyed the rights of revenue collection under the pre-British regimes. They 

exercised ñextra-economicô feudal coercion over their small marginal share-croppers. 

Since the Congress Party favoured a bureaucratic rather than mobilisational form for 

carrying out a gradual social transformation after Independence, the power and 

privileges of these semi-feudal agrarian magnates remained intact in some areas. 

These classes now managed the new democratic polity. The failure to implement 

radical agrarian reforms meant that the availability of resources and accessibility to 

spaces within the new polity to the socially marginal groups remained limited.  

 

The rich farmers, however, are numerically the most important proprietary class in the 

rural areas. In areas outside Zamindari settled areas of Bengal, the colonial state 

settled land revenue with dominant cultivating groups. A class of rich farmers 

emerged from these groups. They took advantage of the expanding market networks 
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under the colonial economy and they had resources like sufficient arable land, 

livestock, implements and better access to credit. They also became less dependent on 

money lenders and they took to usury themselves. The Jat peasants of Punjab and the 

Upper Doab, the Vellalas in Tamilnadu, the Kanbi-Patidars of South Gujarat, the 

Lingayats of Karnataka and the Kamma-Reddy farmers of Andhra constituted this 

group. The tenancy legislation under colonialism and after Independence initiated the  

process of transfer of landed resources from non-cultivating, absentee landlords to the 

enterprising rich farmers. Some older groups of rentier landlords also converted 

themselves into this class. The political clout of this class grew as it drew 

encouragement from stateôs policy of providing price-supports to agricultural produce 

and from liberal provisions of subsidised inputs such as water, power, fertilizers, 

diesel, credit and agricultural machinery. This class is easily identifiable by the 

ownership of landed and other agricultural resources. In 1970s, about 20% households 

of the rich farmers owned about 63% of rural assets such as land, livestock, building, 

and implements. This disproportionate access to rural assets is combined by its control 

over wage labour which is used to produce a sizeable marketable surplus by this class. 

The other pole of rural social-structure is the world of semi-proletariat having little or 

no control over productive resources. The agricultural labourers are a predominant 

group with little or no guarantee of a regular employment, often burdened by coercive 

domination of rich farmers. 

 

The bureaucratic-managerial elite also constitute a significant class in India as the 

relatively weak capitalist class at the time of Indiaôs Independence was not in a 

position to completely subordinate the highly developed administrative state 

apparatus. The growth of non-market mechanisms and planning in the allocation of 

resources and economic patronage also resulted in the expansion of bureaucracy. This 

class expanded in the post-colonial phase with the spreading out of education and need 

for professional and white-collar jobs involving new skills and expertise. This is not 

merely an auxiliary class of bourgeois as there are conflicts of interests between the 

public sector professionals and private capital. The command over knowledge, skills, 

tastes and networks of relationships are notable features of this class.  

 

5.6 INTERRELATION OF CASTE AND CLASS  HIERARCHIES  

 

Caste and class point towards inequality and hierarchy. In both the cases, however, the 

principle of organisation differs. The core features of caste are: endogamy or marriage 

within caste, occupational differentiation and hereditary specialisation of occupations, 

notion of pollution and a ritual hierarchy in which Brahmins are generally at the top. 

Classes, on the other hand, broadly refer to economic basis of ownership or non-

ownership relation to the means of production. But how does caste and class correlate 

to each other? Classes are sub-divided in terms of types of ownership and control of 

economic resources and the type of services contributed to the process of production. 
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The Brahmanical ritual hierarchy of the caste is also not universally applicable and 

upheld by all. In many cases, ritual hierarchy is only contextual. The prosperous Jats 

in North India enjoy social and political dominance without equivalent ritual status. In 

most popular renditions of caste, hierarchy alone is emphasised and that too from 

Brahmanical point of view. Sometimes, however, caste works as a discrete  

community, without hierarchical relationship to other segments of society. Our 

conceptual categories do not always recapture the existing social reality. For instance, 

a conceptual distinction is often made between sharecroppers and agricultural 

labourers. In actual life, however, there is a high degree of overlap and they do not 

constitute discrete entities. Similar overlap is found in the rentier-landlord and 

cultivator-owner categories. The picture becomes hazier when we turn to  

caste-class configuration. 

 

Caste and class resemble each other in certain respects and differ in others. Castes 

constitute the status groups or communities that can be defined in terms of ownership 

of property, occupation and style of life. Social honour is closely linked to ritual 

values in this closed system. Class positions also tend to be associated with social 

honour; however, they are defined more in terms of ownership or non-ownership of 

means of production. The classes are much more open and fluid and have scope of 

individual upward social mobility. In caste system, only an entire segment can move 

upward, and hence, the mobility is much slower.  

 

Although there is considerable divergence between the hierarchy of caste and that of 

class, the top and bottom segments of the class system are largely subsumed under the 

caste structure. The upper castes own means of production (land in rural areas) and act 

as rentiers. The landless agrarian proletarian coincides with the lower castes or dalits 

who provide labour services for the rentier upper caste people as well as rich 

prosperous farmers of intermediate level. At the intermediate level, articulation of 

class-identities is more complex. The process of differentiation of communities 

dislocates class-relations from the caste-structure. If caste and class show a fair degree 

of overlap at the top and bottom level and in some cases appear almost co-terminus, 

the picture is quite ambiguous at the intermediate level of caste hierarchy. Similarly, 

the processes of modernisation especially urbanisation, acquisition of education and 

new skills act as the forces of dislocation that puncture the forces of social inertia and 

modify caste-rigidity. 

 

5.7 SOCIAL INEQUALITIES, DEVELOPMENT AND  PARTICIPATORY   

     POLITICS  

 

If social inequalities are so deeply entrenched, then how do they affect the 

developmental process and participation of deprived sections of society in a 

democratic polity? This key question has been answered in different ways. Kothari, 
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while analysing the intrusions of caste into politics and politics into caste, 

distinguishes three stages in the progression of political modernisation after 

Independence. In the first stage, he says the struggle for political power was limited to 

the entrenched and the ascendant castes. In the second phase, competitions within 

these castes for power led to factionalism and in the third stage, lower castes have  

been mobilised and are asserting themselves in the political domain. In his words ñIt is 

not-politics that gets caste-ridden; it is the caste that gets politicisedò. With the 

extension of franchise in the post-colonial India, each social group and sub-group got 

mobilised for a share in the developmental process and competed for positions in the 

state-bureaucracy. The Indian polity is, thus, governed both by vertical mobilisation 

by the dominant castes and horisontal alliances in the name of jati and varna. The 

political parties exacerbate the existing cleavages in a developing society like India. 

The salience of primordial ties of kinship, caste and community play significant role 

in hindering the establishment of civil society. Moreover, there is never a set 

chronology of mobilisation and political modernisation, especially any pre-ordained 

and unconditional progression along a set path. In the rural hinterlands, cleavages of 

caste and community and articulation of kinship and territorial affinities work against 

implementation of a piece of redistributive land-reforms. The rich prosperous farmers 

use the existing social networks in the multi -class agrarian mobilisation in the 

electoral arena to mobilise and harness marginal and small farmers for their own 

economic interests such as lower taxes, higher prices for agricultural produce, better 

subsidies and cheaper credit facilities. 

 

So, despite the egalitarian ideal of post-colonial Indian state, there are still 

disproportionate access to resources, power and entitlements between different social 

classes and castes. The relationships between the upper and lower castes in the rural 

areas are still governed by the ideology of caste. According to Andre Beteille, 

professionalisation and specialisation of modern service sector in the post-colonial 

Indian society has increased the role of formal education, technical skills and training; 

ófamilyô and not caste plays critical role in the social reproduction of inequality, 

especially in urban areas. However, it is still a debatable point whether the increasing 

bureaucratisation of professional activities per se enhances the chances of social 

mobility and equality of opportunities. Although, there may be no legal barriers to 

entry into new occupation, the unequal distribution of life chances, status and power 

on the grounds of birth determine the social and political trajectories that accord 

positions, ranks and power to the individuals. 

 

The establishment of a formal democracy in itself is no guarantee that all citizens will 

enjoy equal access and participation in the political processes. Political privileges are 

retained and ingrained in many non-elective institutions, the civil bureaucracy and the 

police in particular. They protect the interests of the dominant proprietary classes and 

the upper castes. The lower castes and classes are not yet sufficiently empowered to 
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shape and mould the political processes or the stateôs social and economic policies. 

The powerful landed magnates of upper castes in the countryside and the industrial 

and business classes of urban rich make use of authoritarian streak inherent in the non-

elective institutions to deny genuine democratisation of polity. The apparent assertion 

of their rights and mobilising capacity by the backwards and scheduled castes is used 

by the crafty politicians to augment their power and wealth. Such mobilisations, thus 

serve the interests of a spoils system and a thoroughly corrupt and inefficient 

bureaucracy instead of articulating a programme of equitable development and social 

empowerment. Apart from other institutional constraints, the failure of democracy to 

grant substantive democratic rights and deliver the promise of redistributive justice is 

rooted in the class and caste-based inequalities in India. Dreze found evidence of 

subtle forms of deprivation in the rural areas of the Eastern U.P. in terms of 

accessibility of the disadvantaged groups to schooling, health services and exclusion 

of marginal sections of population from effective participation in the political 

processes. 

 

5.8 SUMMARY 

 

The post- colonial state in India accepted the formal principles of equality and social-

justice in its governance. However, no social-entity exists in a vacuum. The 

functioning of our democratic polity is profoundly and unfairly influenced by the caste 

and class-based inequalities. The overall balance of forces in the state especially in the 

non-elective institutions such as the judiciary, the police and the bureaucracy inherited 

from the colonial period continues to be under domination and hegemony of the 

principal proprietary classes and the upper castes. The political and public spaces offer 

little scope for the empowerment of the poor and the lower castes. The violence 

against the rural poor, especially the women of lower castes and the sufferings of the 

people living in unhygienic conditions in sprawling slums cannot be captured by the 

statistical indices. While the rich and powerful garner the legal and illegal fruits of 

developmental process and distribution of resources by the state, the disadvantaged 

are victims of both the naked and subtle forms of deprivation and discrimination.  

 

5.9 EXERCISES  

 

1) How do you differentiate rank societies and class-societies? 

2) Explain whether caste was an invention of colonial modernity or a legacy of 

the Indian Past.  

3) How does social-inequality affect our political system and development 

policies.  
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6.1 INTRODUCTION  

 

India, an ancient civilisation and a richly endowed sub-continental country, is home to 

about one-sixth of humanity. An overwhelmingly large part of its people live a life of 

extreme poverty, though there is a tiny minority which enjoys a standard of living at 

par with the highest in the world. This is not the only sense in which India can be seen 

to be a country of extreme contrasts. A country full of diversity and plurality, its 

encounter with what is generally termed modernity occurred under the aegis of its 

colonial domination, based on political subjugation at the hands of Great Britain, the 

pioneer of modern industrialisation which dominated the processes of modernisation-

industrialisation for a long period of world history. Though India successfully 

liberated itself from the colonial rule by means of a mass, popular struggle for 

independence, it is still striving to be able to win for its more than a billion strong 

population a standard of living, dignity and empowerment commensurate with its 

resource endowment, rich heritage, democratic polity wedded to the highest values 

humanity has been able to articulate to this day and rich human element. It is this 

arduous struggle for achieving for her citizens what is their long denied due which 

constitutes the basic challenge for the political economy of development. Given the 

history of how India came to lag behind and lost valuable historical opportunities in an 
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increasingly inter-twined world and its internal processes became dysfunctional and 

even counter-productive over time, the political economy of development of India has 

to be viewed and analysed in the context of the global forces, processes and situation. 

The primacy of the internal dynamics of the Indian situation has to be constantly kept 

in view. 

 

6.2 THE GLOBAL DIVIDE  

 

Poverty, unemployment, disease, squalor, frequent disasters, crime and vast inequities 

are openly visible but vary widely in different parts of the spaceship earth, including 

India. Though no part of the globe is entirely free from these avoidable problems, in 

over two-thirds of the world billions of human beings constituting the global majority 

face this grim fate to a disconcertingly large extent. Even in the rich, or high income 

countries, like the ones which are parts of the OECD, despite their very high average 

incomes, there are pockets of extreme poverty, frequent and often rising 

unemployment (along with a certain per centage considered by some to be 

irreducible), increasing inequalities of income, wealth, socio-economic power, rather 

high degree of social insecurity and rampant problems of alienation and anomie.  

These problems are very acute and can be considered the defining, main 

characteristics of hundreds of countries, of course, including India, often variously 

described as underdeveloped, developing, less developed, industrialising or backward 

or third world countries. The usual, official exchange rate based on per capita income 

statistics is misleading and a better picture is captured by the international 

comparative data based on estimates of purchasing power parity. On both these 

counts, an overwhelmingly large majority of the world population lives on a daily 

income of less than one US dollar and two US dollars respectively (See Tables I and II 

at the end). The high income countries produce nearly four-fifths of the global gross 

national income, while the low income countries are able to take less than 4 per cent 

of the global gross national income (GNI), and the middle income countries share is 

about 17 per cent of the total. It may be noted that the high income countriesô 

population is about 15 per cent of the world population of nearly six billion. As many 

as over two-fifths of humanity lives in the low income countries while the middle 

income countries provide citizenship to about 45 per cent of the world population. 

There is a considerable number of poor, deprived, discriminated and distressed 

persons in the rich countries, just as there is a sprinkling of rich, well-to-do and better 

endowed persons in the poorer countries. While there is a good deal of commonality 

of life experience, values, thinking and socio-economic strategies between the rich in 

both the poor and the rich countries, comparable links and empathy between the poor 

in the two sets of countries are not much in evidence. 

 

Statistics about the vast disparities rampant in India are not authoritatively available.  

However, some idea of the prevailing disparities can be gleaned from some well-
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known facts about India. For one thing, agriculture continues to remain the main 

source of livelihood for nearly two-thirds of the population, a situation that has shown 

extreme rigidity, but the absolute number of people dependent on agriculture is now 

nearly three times the number which was dependent on agriculture at the time of 

independence. But over this period of over half a century, the share of agriculture in 

GDP has dwindled from about three-fifths of the total at the time of independence to a 

litt le below a quarter presently. At the same time, per capita net sown area has shrunk 

to 0.13 hectare, which is mere one third of what it was in 1947. Thus, despite the 

Bhudan movement and legal- administrative attempt to redistribute land, in effect, the 

concentration of land holdings has increased to such an extent that broadly speaking it 

may be said that the top 20 per cent of the land-holders control roughly 80 per cent of 

the cultivable area. Little wonder, in spite of some productivity gains the comparative 

position of the vast majority of the cultivators, of whom over 80 per cent are small and 

marginal farmers with non-viable tiny plots of land and inadequate and limited access 

to the other complementary resources, has become worse-off. The position of the 

landless farm workers, of which an overwhelmingly large part come from the socially 

and economically worse off and discriminated dalits and tribal communities, who 

constitute the lowest rung of Indiaôs highly differentiated and stratified social order is 

the worst as along with income poverty, they who constitute a little less than a third of 

the rural population, have income insecurity reflected in inadequate and uncertain 

availability of gainful, productive work and are deprived of the most essential social-

economic basic facilities and services like an appropriate roof over their heads, 

drinking water, literacy, sanitation facilities, access to medical services, electricity and 

food security. On the contrary, how a tiny minority is enjoying a life of wealth and 

luxuries of international standards is too well-known to need any statistical 

elaboration. In any case, even on the basis of a highly misleading concept, the official 

estimates place the number of people below the poverty line at some 260 million and 

the level of literacy is below than the sub-Saharan African countries who are 

considered the least developed countries of the world. In view of the above, it is 

pertinent to ask: how meaningful are the income comparisons across time, countries 

and various socio-economic groups? 

 

6.3 POVERTY OF INCOME COMPARISONS 

 

The estimated income levels and differentials do not fully capture the socio-economic 

conditions of existence of the people. This is so for many reasons. For one thing, 

income is related to market-centric activities. But many critical and important 

activities, including those connected with material aspects and bearing on wellbeing, 

social role and esteem are non-market activities and involve family, community, state, 

civil society organisations, etc. These largely non-market activities have little to do 

with income flows. Then, market does not incorporate everyone; differentiates people 

on non-functional, unjust criteria and excludes a large number of people for varying 
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lengths of time from participation in its ambit of activities and transactions. Many 

objective and subjective factors are not amenable to the logic and working of the 

market. Markets are intrinsically prone to manipulation by some against the interests 

of many. Thus the market processes of generating income flows tend to benefit some 

at the cost of the others. For example, use of natural resources like land, water, forests, 

etc. in the process of production can deprive some of their livelihood without any or 

inadequate compensation. Take the case of multi-purpose irrigation and hydel power 

projects in India. They submerge vast tracks of land, often with forest cover, natural 

forests of great antiquity frequently. These submerged areas lead to displacement of 

thousands of tribals and farmers and other poor people, disrupting not just their 

livelihood but the entire pattern of their lives. Whenever some rehabilitation efforts 

have been made, which is not always the case, they fall far short of full and reasonable 

compensation, leave alone proper rehabilitation and sharing of the gains of the project 

or some alternative. While a huge cost is incurred by these refugees of the so-called 

development, the beneficiaries are the people in the plains who are generally a part of 

Indiaôs small organized sector elite and their hangers on. The national income 

statistics surely shows a large gain from such inequity-fostering ódevelopmentô .It 

accrues to a small section who in no way compensate the poorer people who are made 

worse-off by this kind of development reflected in the GDP figures. Clearly, these 

projects add to the GDP as also to the woes of the peoples which no national accounts 

statistics ever captures. The last fifty years in India saw dozens of such projects. These 

worsened people are generally the poorer ones.  

 

Thus market-generated income conceals its hidden, as well as non-monetary costs. 

Market generated income based comparisons take a highly limited and truncated view 

of life, society and future. The market tends to be highly myopic. Then, the costs of 

participation in the market processes as also of exclusion from these processes are not 

fully, correctly and realistically captured in the price and income figures. The effects 

caused by external economies and diseconomies too make income an imperfect 

indicator. After all who can deny the heavy costs imposed by the denudation of 

forests, degradation of land, pollution of water and air which even a country like India 

with relatively modest modern industrialisation has suffered over the period its GDP 

has started moving up after the first half of the 20th century. Many non-economic 

aspects are no less important to individuals, groups and societies for what may be 

treated as the essence of development but remain outside the purview of the market 

based income-generating activities. In other worlds, the market based income is an 

incomplete, partial and misleading indicator and, in some senses, can be inimical to 

general social wellbeing.  

 

Then, national income aggregates and averages take the nation as a unit, as though it 

were internally a single, undifferentiated entity (like a black box) without internal 

dynamics and differentiation. Nations, like India, have vast internal differentiation in 
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terms of control over, access to and quality of social, economic and cultural resources, 

as well as in terms of status and power; their historical experience too shows many 

different patterns of ups and downs. To these differences, one may as well add a 

regional dimension in a country like India with her sub-continental size. Then, even if 

different nations are not entirely unique, differences across nations far outweigh 

similarities. It is often said about India that it is a nation of stark contrasts, a country 

for which the only sustainable generalisation is that hardly any generalization is valid. 

Hence it can be highly misleading to compare nations, their level, pattern, dynamics 

and future of development on the basis primarily of income data. The same would 

hold good, e.g. for inter-State comparison of per capita SDP among the Indian States. 

The apparent precision of such national and State income data is sham as its 

calculation is based on many unrealistic assumptions, imprecise sources of 

information and rule of thumb conventions especially in poor countries with a large 

unorganised sector. This is especially true of India where over 92 per cent of the work 

force derives their livelihood from the unorganised sector activities which contribute a 

little less than 60 per cent of Indiaôs GDP.  

 

Income flows may be generated by production (regularly or on an ad hoc basis) or 

made available, by means of a transfer even with a guaranteed measure of regularity in 

many different ways. But in this process those who disburse income come to dominate 

and the recipients get dominated and subordinated. This involves the income transfer 

recipients in an unequal relationship of disempowerment and dependence, making 

them feel or explicitly forcing on them a feeling of inferiority. Such power relations 

are crucial in any society and even among nations. One possible reason why the rural 

poor have not been able to make any big dent in their levels of deprivation, even 

though crores of rupees have ostensibly been spent for their welfare and development 

over the past five decades is that these top-down programmes are paternalistic and 

make a sharp dichotomy between the benefactors and beneficiaries. To take another 

example, the ñaidò recipients nations have to get the approval of the ñdonorò nations 

for their plans and policies on a regular, on-going, institutionalised, formal basis. Such 

nations compromise their national sovereignty and interest for the apparently easy 

option of getting concessional loans, access to technology, etc. but barter away in the 

process their vital national interests especially of those who are not able to participate 

in donor- approved plans, programmes and policies. One has just to recall the 

ignominy India suffers year after year when it sends high-ranking officials to what 

used to be known as Aid India Club in order to win the approval of the so-called donor 

countries in exchange for their commitment to provide some development assistance 

in the form of official development assistance (ODA) which has been a small fraction 

of Indiaôs development outlays. Often such relatively low-interest bearing loans were 

contracted for projects involving no foreign exchange outgo and were sought for 

sustaining Indiaôs chronic balance of payments deficit. The point is that though useful 

to a limited extent, international income comparisons, whether for the present or for 
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long historical periods, are quite inadequate to define the essential questions and 

problems of the political economy of development. 

 

Nevertheless, it is the main features of the global social, economic, political and 

cultural divide which constitutes the problematic of the political economy of 

development. Of course, the internal differentiation and inequalities of a country are 

related to the persistent and growing international inequalities and form a major 

component of the development discourse. However, in order to be able to discuss 

these issues properly we have to deal with the legacy of the persistent popularity and 

official level-excessive almost exclusive-recognition of the income related yardsticks 

of development. It is no doubt true that income flow or access to regular supply of 

goods and services is essential and cannot be ignored and have to be ensured. The 

moot point is: can it be made the exclusive, all-important development factor, as an 

essential pre-condition for every thing else? An important factor responsible for taking 

such an exaggerated, and one-sided view seems to be the monopolisation of the 

development issues by economics in the form of a popular, technically rigorous and 

influential sub-discipline called economics of development, especially as it evolved in 

the rich countries. This discipline was substantially shaped and developed by the 

Establishment of the rich countries and the UN organisations dominated by them, of 

course, with a considerable contribution by the independent academics from several 

parts of the world, including India, who had little formal linkages with the ideological, 

cultural and technological apparatus of the rich nations. This is an approach which 

perpetuates the hegemony of those who can, by means of their command over 

resources and institutions, control the process of income growth along with cornering 

a better part of the incomes generated. Hence the existing power centres and 

controllers of the economy portray income growth as the essence of development. As 

a result, an apparently techno economic perspective on development, with accent on 

quantifiable aspects and macro economic variables like savings, investments, GDP, 

external balance, general price level, factor mobility, etc. came to dominate 

development related academic discourse, practical policy-making and international 

development activities and óco-operationô. 

 

Naturally, this exercise carries a strong imprint of the mainstream neo-classical 

economics which was concerned more with justifying, perpetuating with growing 

strength and selling the existing reality as rational rather than to explain it, let alone 

transform it for the good of the hitherto marginalised and excluded especially as the 

latter would have it. Hence, its concern with the growth of national income and 

following the patterns followed earlier on in the rich countries. It is basically to serve 

the processes of capital accumulation under the control of and in the image of the big 

corporates based in the rich, early-industrialised countries. The processes of 

industrialisation, technological innovations and capital accumulation contributed to 

the power, prosperity and global dominance of a minority of people from the rich  
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countries (the North) with some junior role (in the global context) by the top 

governing and influential strata from the poor, non-industrialised (in the 

modernisation related sense) countries. The outcomes of these processes were 

captured in the per capita income (average of national income) which thus bears no 

necessary positive relationship to the development and welfare of those not directly 

initiating and controlling capital accumulation, technical progress and expanding 

production processes. 

 

Thus, it follows that GDP in various forms is not only an overly quantified indicator, 

but is also a highly imperfect, imprecise, incomplete, biased and misleading indicator. 

Given the historical legacy of multi-dimensional inequalities, it basically camouflages 

the interests of the big international capital dominating the rich, industrialised 

countries (tendentiously or mistakenly described as developed or advanced countries 

and following this usage the term has been adopted by many through sheer mental 

inertia). This is because the processes of capital accumulation, industrialisation along 

with consequential social relations, international relations, life styles, technologies, 

marketisation based cultural products and the symbols derived from or related to them 

mainly further the interests and power of those who are commanding these processes 

of capital accumulation and industrialisation. These processes exclude and 

marginalize a much larger number than the number they incorporate and empower and 

in the bargain, increase the dependence of the former majority on the latter minority. 

The Indian experience of modern industrialisation, both during the colonial period and 

the post-independence era, clearly shows that the share of industry in both the GDP 

and in the work force, remains a small fraction not only of the age-old agriculture, but 

also of the rapidly expanding services sector. In fact, the organised industrial sector 

employment, of over 400 million strong workforce of India, was in the year 2001 

barely 7.43 million, that is under 2 per cent of the work force in both the public and 

private sectors taken together. 

 

Thus one can see why there are powerful forces ranged in support of the perpetuation 

of national income as the indicator of development and economic growth (i.e., growth 

of Gross Domestic Product, GDP) as the most important objective and the very 

essence and definition of economic development. Not that the glaring and thoroughly 

exposed weaknesses, infirmities and distorted world view associated with treating 

economic growth as synonymous with not only economic development but 

development as such have not been recognised by many of the growth enthusiasts 

themselves. As correctives, they add some additional indicators to the GDP /GNP 

band wagon, qualify the growth indicator, even devise numerous alternative 

quantitative indicators (like quality of life, human development index, basic or 

minimum needs, social indicators of development, or growth with justice, 

comprehensive development framework, etc.), but in various direct and/or circuitous 

ways continue the adherence to and prominence of GDP or GDP based indicators and 
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theories. If the centrality of GDP growth were to be sacrificed and replaced by 

alternative definitions, measures, indicators, etc. which are concerned with and reflect 

the conditions, interests, aspirations and institutions of the presently disadvantaged, 

discriminated and deprived people, the top-brass of both the industrialised and poor 

countries would be on way to losing their power and hegemony. No such harakiri can  

be reasonably expected from anyone. The other stakeholders have themselves to 

articulate their interests and values and define development in ways indicating that the 

people really matter. Then only would development would be of the people, for the 

people and by the people. 

 

6.4 GLOBAL SOCIAL REALITY: ESSENTIALS OF MALDEVELOPMENT  

 

But in order to see the impact of over half a century long unidirectional, no-holds-

barred conscious pursuit of GDP growth by numerous means and strenuous ónationalô 

and global efforts, (of course, in the context of the inherited, mostly colonial 

stagnation and retrogression legacy) let us first take note of some select aspects of the 

socio-economic conditions in the world especially in the poorer parts, in terms other 

than GDP. Since GDP growth was expected in terms of the hypothesis of trickle-down 

processes to benefit, incorporate and gradually to empower the poor in due 

(unspecified) course of time, the living conditions of the people in general were 

expected to gradually improve. The operation of the trickle-down process, via the 

elemental labour and commodity market processes of the spread effects via backward 

and forward linkages, it was recognised, may not go far enough to be able to deal with 

the enormity of the poor and deplorable living conditions across countries and 

continents. The trickle-down view is based on the supposition that as a result of 

growth and its diffusion, both poverty and inequality are reduced by gradually 

incorporating the masses from the rural and unorganised sectors. But, as a perceptive 

economist has shown, ñ(G)rowth can reduce poverty and inequality, growth can 

reduce poverty and increase inequality, growth can increase both inequality and 

poverty.ò It all depends on composition of output, factor proportions in production, 

relative prices, location of production state policies, etc. The same would apply to 

employment generation as well. Hence it was stipulated, basically as an after- thought, 

including by some vocal proponents of the growth and market based approach, that 

there would remain many people who cannot be benefited and enabled to attain the 

levels of living made possible by the scientific and technological revolution (STR) of 

our age (may be, it was argued, owing, inter alia, to their proclivity to multiply fast 

and in large numbers, added and abetted by their non-material, non-forward looking, 

hidebound and/ or other- worldly attitudes and values). They thought of various pull-

up programmes and policies, i.e., state-sponsored activities, to provide income, assets, 

social consumption, especially social services, including some measure of social 

security, for those who remain either on the fringes of the market system, or are 

constrained to remain outside it. In fact, the history of the last half of the 20th century 
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provides evidence of many large-scale attempts of state-directed poverty-alleviation 

programmes, particularly after discovering that the golden era of growth during the 

1950s and 1960s saw an embarrassingly massive number living in sub-human 

conditions of absolute poverty. This is the genesis of well-known McNamara, 

Mahbub-ul-haq thesis, which found many other enthusiastic endorsers and adopters. 

Following the processes of fostering and accelerating growth by numerous strategies, 

policy interventions, direct involvement, etc. the trickle-down and pull-up processes 

did produce, in absolute terms and even in comparison to the colonial period 

outcomes, fairly impressive results. However, who had borne how much of the costs 

and benefits of the growth experienced is a question rarely asked as also the question 

regarding the absolute number of the poor, deprived and discriminated even after 

moving these economies to a much higher GDP growth path compared to the virtually 

stagnation phase seen during the long colonial period. However, the facts of changes 

which occurred globally during the last half of the century clearly bring out the 

widening income chasm along with worsening social, physical, moral and cultural 

conditions of existence for an increasing number. No one can seriously claim 

meaningful gains in terms of removing poverty, unemployment, inequalities, 

ecological imbalances and disempowerment of the masses (and peripherals of the 

poorer countries ) except for the gung-ho over the East Asian experience.  

 

Many studies by perceptive social scientists, as also a number of official documents, 

especially those coming from the Planning Commission, recognise that the preceding 

analysis is fully correct for India as well. The Tenth Five year Plan clearly states: 

ñThere are several aspects of development where progress has been clearly 

disappointing. Growth in the 1990s has generated less employment than was expected. 

The infant mortality rate has stagnated at around 70 per 1000 for several years. As 

many as 60 per cent of the rural households and about 20 per cent of the urban 

households do not have a power connection. Only 60 per cent of the urban households 

have access to drinking water in their homes, and far fewer have latrines inside their 

houses. The situation in this regard is much worse in the rural areas. Land and forest 

degradation and overexploitation of ground water is seriously threatening  

sustainability of rural households and food production. Pollution in the cities is on the 

increase.ò (p.2). One can quote from many authentic sources, like the World 

Development Report and the National Sample Surveys to bring out many aspects of 

the deteriorating social conditions of existence for the majority of Indians. Even the 

conservatively arrived at figure of over 260 million persons living below the officially 

defined poverty line in terms of the inability to obtain the minimum essential calories 

every day is only 100 million less than the countryôs population in 1951 when the per 

capita availability of food was higher than is the case presently. Over 45 million is the 

number of registered persons looking out for employment opportunities, while the 

official figure of unemployment rate is close to 8 per cent of the workforce. 
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Similar conditions prevail over much of Africa, Asia and Latin America where the 

majority of the world population lives. And let it also be remembered that there is a 

third world in the midst of every so-called first world country. Even now the life 

expectancy in the poor countries is 19 years less per person compared to the rich 

countries. Far more cruel is the fact that 13 times more children per thousand live 

births die in their infancy in the poorer countries over the level seen in the richer ones. 

(All sources are from the World Development Reports.) The poorer countries tend to 

spend on, highly unevenly and perversely distributed health services a paltry 4.5 per 

cent of their rather low GDP for a many times higher population compared to almost 

double, 9.7 per cent, of many times higher GDP, for far fewer number in the rich, 

mostly former colonial powers. Similar low levels of expenditure on education are 

seen in the poorer countries both in absolute and relative terms compared to the North. 

Largely token, imitative and non-functional education in the poor countries gets 

reflected in low levels of literacy and low and inappropriate skills along with rusting 

and/or disappearance of traditional skills. How flimsy are the literacy levels attained 

by means of special drives is illustrated by the fact that many of those declared as 

óliterateô relapse in a short course of time to illiteracy! Even on the basis of comparing 

income and other ñsocialò indicators, the World Development Report (2001) 

maintains that: ñEven if we achieve the goal of cutting global poverty ratio to half, the 

number of people living in extreme poverty will fall only by a third ! China and India 

will see the largest improvement, but in sub-Saharan Africa the number will rise. 

Europe and Central Asia where the number of extremely poor people rose during the 

transition period, should return to 1990 levels of poverty. Even under the most 

optimistic assumptions in 2015 there are likely to be 2.3 billion people living on $2 a 

day or less that represents poverty in many middle income countriesò. Clearly, the 

existing reality and likely future both give rise to serious misgivings about the 

rationale of persisting with the prevalent paths of ódevelopmentô or more of the same. 

This is not to undermine the attainment of partial, limited, costly and top-sided gains. 

The point is that better alternatives can be sought and pursued which can avoid the 

negative features inimical to the interests of the majority of humanity, i.e., escape mal 

development.  

 

6.5 AGENDA OF THE POLITICAL ECONOMY OF DEVELOPMENT  

 

Thus there is a clear recognition of the inability of growth-cum-poverty reduction 

policies to realise the potential opened up by the scientific and technological 

revolution (STR), resource availability (physical, financial, technical, human, 

organisational) and the basic humanistic value structure ostensibly supported by 

almost all the major schools of thought and ideologies. The basic question facing 

development theories now is that despite over two centuries of modern economic 

growth based on industrial revolution of various vintages and over half a century of 

highly mobilised national and international endeavours, fairly limited positive as also 
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perverse anti-development outcomes have been obtained. Moreover, the limited 

positive gains remain confined to a select few. Even this has been obtained at an 

incalculable economic and noneconomic cost even to the óbeneficiariesô in terms of 

moral, social, political, psychic, aesthetic, communitarian aspects of life. Moreover, 

massive, multi-faceted deprivation, degradation and dehumanisation has become the 

fate of the vast majorities who were made to carry the cross of modernity and 

industrialisation. Thus, on balance, it may not be an exaggeration to treat the global 

growth and industrialisation of the last five centuries as a case of mal- or perverse 

development. Development as a normative, holistic, social process and outcome is, by 

definition, and in its essential logic, inclusionary, humanising, empowering, 

continuous and based on justice and freedom, has to be the concern of the political 

economy of development (PED) or development studies. Given the above-mentioned 

identification of the problem of development, it is clear the PED has to have an 

approach different from that of conventional or mainstream development theories. 

Surely, many elements and insights of the mainstream theories would be of great help 

to the PED, but by means of their creative, selective adaptation and reinterpretation. 

Many correctives, reinterpretations and alternatives have been proposed in response to 

the theoretical inadequacies and operational failures of the development policies 

derived from the growth paradigm. Employment, basic needs, redistribution with 

growth, capabilities approach etc. emerged as alterations, or corrections to the GDP 

approach. However none of these approaches seem to have identified the basic 

problematic of the development debate. The Table III (given at the end) borrowed 

from Frances Stewart and Severine Deneulin (2002,65) gives a summary overview of 

these alternatives. 

 

Generally, the development theories have been addressed to those who can or ought to 

intervene for organising/accelerating development. It means national and sub-national 

governments, market entities, national and international formally organised groups, 

generally called non-governmental organisations (NGOs), but better treated as civil 

society institutions, were expected to respond to and make use of the development 

theories. Or make the road while travelling. By and large, the state and market 

institutions have been the major foci of theories, controversies and policy advice 

concerning development. Though the state-centricity has many limitations (like 

negating or downplaying, even restricting individual initiative fostering dependence, 

fostering excessive centralisation and paternalism, neglecting bureaucratisation, taking 

the nation-state as the unit of analysis, ignoring state character and politics etc.) the 

poor and the deprived tend to see in the state a saviour; an entity in which the people 

in general can hope to have a voice and hand, at least eventually and may be at a 

certain remove disenchantment with both the state and market led to directing 

attention to civil society institutions. Among these, often it is the NGOs which 

mistakenly were treated as synonymous with civil society. The PED requires that in 

addition to the state and market, it should address the entire range of civil society 
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institutions and should not remain focused exclusively on the state or the markets or 

NGOs. It is a fallacy to identify PED with collectivism or neglect of individuals. But 

yes, the PED does discard methodological individualism which treats the real and 

legal persons as autonomous operating entities. 

 

The interest group coverage of the PED which studies societies with their multiple  

disaggregations is quite diverse and comprehensive. Since the processes of 

development are holistic the subject matter of the PED has to be comprehensively 

concerned, in a historical perspective, with the entire complex of the main institutions, 

structures, attitudinal and value premises of social individuals along with their 

interactive processes so as to point out their potentials and pitfalls. Of course, a 

holistic integrated approach too has of necessity to work in terms of abstraction from 

the secondary and relatively less important in a given context and has to operate in 

terms of key variables. It has to draw on the historical experiences of the alternative 

patterns, processes and trajectories of development in order to help explain the present 

situation and stage of development, isolate the key variables, their mode of interaction 

along with facilitating and retarding factors. Evidently, none of this would acquire the 

necessary edge and purposefulness unless one is able to identify in an integral manner 

the major players in the development processes and their values and interests. These 

processes are historical, organic, integrating various facets like the economic, 

political, social, cultural and ecological and, of course, are subject to influences from 

outside the national borders. Their normative ethical aspects cannot be ignored. The 

range of institutions from micro level to meso, macro and global levels, historically 

inherited ones and newly emerging or created ones, with all their diversity and 

commonality, contribute in no small measure to the tough challenge facing the 

theorists, analysts and practitioners of development. Drawing on a number of sources 

and historical experience of many countries over the last few centuries, we try to 

present an overview of some theories of the political economy of development. 

 

6.6 SOME IMPORTANT ASPECTS OF THE POLITICAL ECONOMY :  

THEORIES OF DEVELOPMENT  

 

Compared to the mainstream economic theories of development the PED takes a 

rigorous, historical and deep-rooted view of the genesis, accentuation and perpetuation 

of the adverse and but avoidable state of affairs most of the world is facing in the 

diverse forms, particularly the citizens of the countries of Asia, Africa, Latin America 

as well as the poor in the rich countries. In fact, at one level, certain nations are 

finding themselves in such unenviable positions; at another level, it is the great 

majority of individuals and variously constituted groups and classes who have been 

disempowered. The theories of development have to find common ground in the midst 

of this diversity so that theories can become applicable to each one of the specific 

situation in its historical conjuncture. Thus the theories of development are concerned 
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equally with the fate, status and functioning of the people, the institutions and values 

in the rich as well as the poor countries in their international interaction as well as to 

the internal relationships and dynamics within the countries. Unlike the a historical 

and linear view of lack or inadequacy or distortion of development, especially in terms 

of the inadequacy and lack of proportion between different factors of production 

(mainly inadequacy of reproducible physical capita vis-á-vis the labour force and the 

lower productivity vintage of the technology embodied in the available capital) which 

is treated as a kind of situation akin to pre-or prior state of the present day so-called 

developed countries, the PED takes an historical view of the socio-economic 

conditions of different people and countries as a product of the then prevailing 

conjuncture of resources, technology, institutions, values and attitudes. According to 

such a perspective, many of the present day poor countries were on the then prevailing 

frontline, especially China, India, etc. while the North was far behind. Thus the 

question becomes why, how and when the reversal of roles, situation and status or in 

one word, relative national power came about, rather than do the ahistorical and 

unrealistic exercise of backward extrapolation of present levels of GDP and 

population and work out the developmental lags of various poor countries vis-à-vis the 

presently rich, industrialised countries. A concomitant feature is that similar to the 

international differentiation and disparities and relative disempowerment, there took 

place an exacerbation of similar traits domestically, especially in those countries 

which lost out and became laggards internationally. This factor too calls for an 

explanation logically and historically in a manner inter linked with the international 

phenomenon. This approach and procedure also has the implication of avoiding the 

ethnocentric or North- Centric trap of defining the developmental state of the 

countries dubbed under-developed (developing or less developed) as the mirror image 

of the not-too-distant past of the present rich countries. This model of imitative, 

catching-up development or industrialisation denies the role of history, culture, 

freedom or independence (autonomy and auto centricity) natural endowments, 

changing geo-political factors and the independent processes of adaptation and 

development of technologies of the countries who could not become the early 

beginners on the path to the so-called modernity and came to be dominated and 

dependent.  

 

Historical analyses of the proto-industrialisation, agrarian changes, industrial 

revolution, political and military hegemony of the Western countries, especially their 

maritime capabilities and power along with the active developmental role of the 

mercantilist states which played a big role in primitive or prior accumulation of 

capital, cultural, social and religious transformations, political upheavals changing the 

socio-political balance of power, etc. in Europe spread over a period of some five 

centuries were critical to the emergence of technological breakthroughs during the 

18th and 19th centuries which heralded the era of modern economic growth and 

growing inequalities, nationally and internationally. The political, economic and 
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cultural domination of the African, Asian including India, and Latin American 

countries was not simply the other side of these changes in international relations, as 

the domestic situation in these countries too contributed to their sub-ordination. The 

way Japan escaped this misfortune of domination and denial owing to internal 

dynamics underscores the suggestion that the global factors were actively assisted or 

worked in conjunction with the domestic factors. It is too complex and  lengthy a 

subject to go into the processes which empowered some countries (notwithstanding 

their internal, largely non-functional differentiation), while impoverishing and 

subjugating a much larger number of countries and an overwhelmingly large number 

of their people. Empirical studies along some such lines for each country have to be 

undertaken. The main point is that it was a combination of diverse factors which in an 

inter-related manner created the great chasm among nations and peoples within the 

nations leading to prosperity for some and penury for the many. The long-term impact 

of these processes and their unwholesome outcomes for the poor countries was seen in 

the form of stifling of the positive, symbiotic linkages between various aspects of their 

social existence in the poorer countries, leading to worsening material, cultural and 

socio-political conditions. They became declining countries with impoverished and 

disempowered people.  

 

For instance, the state was a potent instrument in the industrialisation process by way 

of creating both internal and external conditions for economic growth, industrial 

expansion, providing supporting services and facilities to entrepreneurs, inventors, 

traders, modernising artisans, etc., making the domestic and international conditions 

conducive to orderly functioning and expansion of economic activities, managing 

crises, distortions and contradictions. From ensuring cheap supply of inputs, including 

labour, to profitable sale of the output, protecting technology, ensuring access to 

profitable investment opportunities, providing markets for their expansion, protection 

against foreign competition, use of muscle power for ensuring access to cheap 

supplies, the stateôs benign presence was critical at every step in the rich industrialised 

economies. Obviously, the market forces too operated, but their deficiencies were 

made good and their strengths were encashed by a careful and friendly government. 

For a variety of reasons, many mainstream, development economists too recognise the 

critical part played by the state. In India where dozens of feuding monarchies were 

involved in fratricidal infighting, lacking any understanding of the emerging global 

challenges at around the time a new wave of internationalisation was sweeping across 

continents under the influence of the nascent processes of modern industrialisation, 

great historic opportunities were missed. 

 

A comparative historical analysis of the experience of many countries would suggest 

that the state-market relative roles controversy is not about the extreme position of 

wholesale acceptance of the one and denial of the other. The question is about their 

relative roles in improving/ deteriorating the conditions of nations, communities, 
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individuals/firms, etc/ vis-à-vis the others in the process of development. But interests 

groups based ideological and political factors gave birth to extreme, conflicting and 

even mutually hostile positions, which are, in effect, neither fruit-bearing nor light-

bearing. 

 

The result of such approaches was seen in many forms. Some theories blamed 

imperialism as the sole culprit for the global divide and asymmetrical relationships 

and the tremendous human, social, economic and psychic costs it imposed. On the 

morrow of de-colonisation, others viewed the erstwhile hegemonic, exploitative 

powers as ópartners in progressô, willing to share their capital, technology, managerial-

organisational expertise, as poverty anywhere was viewed as a threat to prosperity 

wherever it existed. A whole series of variables like capital accumulation, supported 

by international capital movements in various forms, technology transfer, extension 

services, etc. were treated as components of development cooperation. Many rigorous 

and sophisticated models for fostering savings, investment, industrial enterprises, 

exports, human capital formation and skills, etc. were advanced. Some role was also 

assigned to the creation of equitable land ownership for facilitating agricultural and 

industrial growth. Different types of development planning models were advocated for 

mobilisation, co-ordination and adoption of a long time-horizon. This was the classical 

industrialisation path based on borrowed product mix, technology, capital (finance), 

entrepreneurship and management. Many different ownership and management 

models like public sector domination, private sector domination, foreign capital 

domination and various combinations and permutations of the three (various mixed 

economy models) formed parts of development literature. 

 

This pattern of capitalist, mimetic, sub-ordinate or (asymmetrically) linked 

industrialisation was termed as a continuation of dependency relationship under 

formal/juridical national sovereignty. It was opposed as economic imperialism or 

colonialism without occupation or voluntary colonisation. Its opponents argued for 

revolution and de-linking, rather than gradual, evolutionary growth/development. 

 

They maintained that under capitalism there may take place tremendous changes in  

productive forces unleashing wide-ranging gains in productivity across sectors and 

regions, but in an uneven, unsteady process entailing heavy and unequally borne costs 

and heavily concentrated sharing of the gains, its private ownership based corporatised 

social relations would become increasingly centralised and concentrated. As a result, it 

acquires a narrow national and social base of persons, families and firms in the 

command of the economy. It works to the detriment and deprivation of increasingly 

large number of nations, persons, and social groups as the process of extended 

reproduction through investment (whether in a balanced or unbalanced package) 

innovation satisfied the demands of the resource holders and excluded the rest. The 

narrowing base of command over capital, technology, finance, etc. extends to the 



26 
 

cultural and political spheres. The poor are increasingly dominated and determined by 

the early industrialised super-rich countries and their power holder corporate bodies. 

These kind of arguments became the basis for a complete break from the capitalist 

world system, with some help from the socialist, centrally planned economies and 

mobilisation of their own workers, working poor and the intelligentsia, including at 

times sections of the business classes. Many versions and subportrayed capitalist 

industrialisation based on and deriving support from the presently powerful and 

resource-holding classes as well. 

 

It was argued that the potential surplus in these former colonies and classes of these 

views emerged as in the case of the theories which similarly placed countries is way 

above the actually mobilised surplus. Similarly, poorly mobilised labour force was 

also treated as a source of potential surplus. Thus a case was argued for unshackling 

the economy from the stranglehold of former colonial powers and their mega 

multinational corporations (MNCs). Obviously, it involved diminished role for the 

indigenous counterparts of the multinational capital. These policies were not for a 

closed economy but certainly pleaded for a different, more egalitarian and broad-

based new architecture of the international economic relations, which was eventually 

reflected in the UN resolution on the New International Economic Order (NIEO). The 

socialist block in the cold war era also gave support to such theories but instead of 

arguing for socialist revolution as the path to development (which was put on hold),  

they mostly argued for a transitional stage of non-capitalist development. The latter 

implied creation of large and growing state sector, modern industrialisation, high 

priority to basic, capital and heavy industries and increasing self-reliance, that is the 

national capacity to pay for oneôs international transactions. 

 

What is really important but generally ignored is the feasibility and desirability of 

patterns of imitative, catching-up industrialisation and modern growth. The delinking, 

selective de-linking, or symmetrical re-linking schools accepted the need and 

desirability of going in for the same industrial and production structure as is prevalent 

in the rich countries, except for changed ownership and control, consequent changes 

in management styles and practices, a different sequence of intra-sectoral industrial 

growth, viz., the priority to heavy, basic and capital goods industries and a more 

autocentric pattern of international economic relations. This stand puts heavy weight 

on a changed management system to give socially acceptable and desirable outcomes 

primarily on the basis of a changed pattern of ownership from private and private 

corporate to public (state) ownership. Clearly the possibilities of changed outcome in 

terms of product-mix, technological choices, labour relations, management styles, 

responsiveness to social needs, ecological considerations etc. are limited when a 

similar pattern of industries is adopted under two different ownership and 

management systems.  
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Thus employment, production of goods suitable for persons with low income-price 

frontier, shares in factor incomes, role and place of workers, regional pattern, 

ecological awareness, etc. become the issues which get subsidiary and derived 

consideration rather than independent, autonomous responsiveness to them. This 

lowers the priority of issues which have broader social bearing vis-à-vis sectional 

interests of those who hold considerable social and economic power. Such, sectional/ 

sectoral/ narrow ódevelopmentô, essentially in terms of GDP indices involves 

unjustified and undesirable sacrifices, leading, essentially, to further enriching the  

rich and impoverishing the poor. The preponderance of the informal/unorganised 

sector, whether it emerged as a survival strategy by those who were left out or 

marginalised by the growthcentric processes and/or remained as a remnant of the 

primordial legacy of the period of stagnation and certainly is a fount of hidden 

resources and expression of the capabilities inherent in the poor, remained largely 

unrecognised in the dominant development models. On the contrary, these models or 

theories tended to postulate the gradual incorporation of these archaic forms by the 

modern, high productivity sectors. The Indian case has shown that it is the 

unorganised sector which provides the dynamic element of the economy providing 

livelihood to an overwhelmingly large part of the population estimated as high as over 

92 per cent of the work force. 

 

It may be mentioned however, that many óreformedô concepts, processes and agents  

of development try to combine the growth of the economy simultaneously or 

subsequently with the task of reducing/removing the factors which make the emerging 

reality involutionary, narrow-focused and, full of heavy social costs. They continue to 

cause widespread disenchantment (while the GDP indices may show impressive 

gains). However, it has to be recognised that the insights about techno-economic 

aspects of the processes of expansion, improvement, transformation, as evolved by 

various ódevelopmentô theories, retain their limited specific value and validity. But the 

unfinished agenda of development, the distortions engendered by them and the 

avoidable human and social costs dictate the necessity of the attempts to change the 

content and substance of development according to wider social perspective, 

recognising conflicts, trade-offs, predatory tendencies as well as commonalties, 

mutualities and symbiotic linkages through processes which, instead of stifling human 

personality and potential through limiting/distorting the choice space, expand and help 

flowering of the human potential in a harmonious social milieu. Among the former 

category of reformist development theories and techniques mention may be made of 

various macro economic models of overall, sectoral and regional growth, inter-

industry relationship models, balanced and unbalanced growth theories, big push 

theory, basic needs theory, growth with justice theories, autocentric growth theories, 

etc. The main point is: they become aids to decision-making and implementation, but 

broader, more basic social forces and organic unity of social structure rarely acquire 

primacy in these theories and models. 
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At this point, it is pertinent to bring in the questions raised and responded by another 

branch of partial, sectoral theories of development. Our reference is to various theories 

of social and political development. The PED would hardly be at ease with, or accept 

as relevant and proper such partial, truncated, limited context, isolated theories. But 

again, the essential message emerging from these theories is to emphasise the organic 

unity of the social phenomenon. More particularly, it is quite naïve and a legacy of 

excessive economism to consider production, productivity, cost of production, etc. as 

efficiency related óeconomicô issues, as different from employment, education, health, 

social security, gender-issues, child welfare, etc. as ósocialô. Similarly, the role of 

political and administrative processes are placed in the box of development 

administration and when it is extended to include question of grassroot participation, 

relative and absolute social justice, forms and methods of governance and choice of 

representatives, these are taken as questions belonging to political development. These 

are the results, inter alia, of excessive identification of growth with development and 

show the influence of academic division of labour and specialisation in the academic 

sphere of course, with their patrons and supporters in the social system. The PED 

attempts to evolve a unified integrated social science perspective on the question of 

development. The process of evolution, refinement on the basis of practical feed back 

and as a result of academic interaction concerning the PED is still in its infancy. The 

alternative development, post-development, anti-development and antimodernisation 

schools are more an outcome of widespread disenchantment with the mainstream 

theories and models of economic development than systematically, comprehensively 

evolved set of relevant ideas, theories, concepts, etc. The need to draw heavily on 

development history for evolving development theories cannot, in any case, be over 

emphasised.  

 

The adverse effects of the prevalent approaches to development are too well-known to 

need reiteration. As a result of the partial, specific discipline (mainly economics) 

based approaches, many parts of the world witnessed distorted, aborted, partial, 

violence-ridden, unbalanced, non-sustainable, iniquitous, socially costly and 

environmentally dangerous and/or destructive changes in many spheres of social and 

individual lives during the last century, especially in its later part. India too underwent 

such an experience. True, these far-reaching and swift changes did serve some 

sectional interests pretty well, especially from a short-term point of view. But the 

diminishing and negative returns from these non-sustainable changes (often described 

as development) did not go unnoticed. 

 

The actual working and results of the GDP growth paradigm can be graphically  

illustrated in terms of the behaviour, both autonomous and induced, of capital 

accumulation, along with the role of international resource ótransferô or more 

precisely, capital movements across national borders. 
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6.7 CAPITAL ACCUMULATION: ROLE AND LIMITATIONS  

 

A direct result of identifying economic growth with the growth of output was the 

assignment of critical development/industrialisation role to capital accumulation. 

Many consider the relative inadequacy of the capital stock and slow growth of capital 

formation as the main cause of low income, poverty and backwardness. Hence capital 

accumulation, i.e., pushing up the rate of savings and investment (along with 

embodied advanced technology) was treated as the key developmental variable and 

locus of development policy and planning. Early development economists like Arthur 

Lewis and the stages of growth theories maintained that a transition to a high savings 

and investment rate economy lays down the basis for self-sustaining growth of 

income. Various policy instruments based on both Keynesian and Post Keynesian 

macro economic theories were honed for accelerating capital accumulation. While 

more capital does normally contribute to a higher flow of output, both theory and 

actual experience show that the relationship is neither a certain, one-to-one relation, 

nor always a positive and fixed one. Moreover, the direct and indirect effects of the 

production of such capital-based incremental incomes are not always positive and 

desirable as we saw while discussing the limitations and inadequacy of income-related 

indicators. The wide divergence, between capital output ratios and their volatility 

across nations, industries, periods of time, sectors, etc. give reason to believe that 

positive rates of growth of capital formation cannot always and necessarily be 

associated with increasing output flows. Many different types of reorganisation, 

restructuring, policy interventions etc. are possible to increase the income and welfare 

levels for both individuals and communities with and/or without additional capital 

accumulation. Many such interventions, both redistributive and expansionist, are 

independent of physical and financial capital formation. However, over a long period, 

the role of capital formation as a necessary condition for increasing the flow of goods 

and services cannot be denied. A number of other factors and circumstances intervene 

in order to determine the effect of capital accumulation. The theory of X-efficiency is 

concerned basically with such effects. Hence it is a factor which by itself cannot be 

treated as decisive. Even the prospects, rate and form of capital accumulation are 

contingent on a host of economic and non-economic, past and present factors, 

including the expectations about the future. Embodied and disembodied technology, 

existing proportion between land, labour, capital, technology and relative factor 

prices, social political and economic institutions, volume and pattern of demand, 

entrepreneurial mental make-up (the animal spirits), global configuration, etc. are 

among the scores of factors which make capital accumulation itself a dependent 

variable. In this context, one may recall the situation visible in Indiaôs organised, 

especially the organised industrial sector, which in spite of being the beneficiary of 

disproportionately large stock of capital and of the most advanced technology, 

contributes a relatively small part of employment and GDP. 
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Then, along with the domestic factors, like the inherited socio-economic structures 

and institutions, international factors and environment too exert a powerful influence 

on capital accumulation (its rate, pattern and management), especially global 

inequalities, dynamic comparative advantage, international division of labour and 

global power balance, especially the distance between nations in terms of economic 

and military might. The greater the productivity differential of a country vis-á-vis the 

rest, the smaller its absolute and relative size, the lower its existing technological 

capabilities and the more it aspires to become like the higher productivity countries, 

the more difficult it is for the lower-end country to undertake non-exogenous, 

autonomous capital accumulation Of course, the prospects may change dramatically if 

a qualitatively different non-imitative development path and pattern are adopted. The 

point is: capital accumulation is itself a dependent variable impacted by a large 

number of economic and non-economic factors. The pattern of capital accumulation, 

its institutional organizational form and structure, technological form, etc. are critical 

to the determination of its role in the processes of change and transformation. The 

conventional, mainstream development economics has an obsession with capital 

formation (as seen in the literature on growth models and determinants of contribution 

to GDP). This is basically under the influence of GDP growth based imitative, 

catching-up industrialisation paradigm. It refuses to recognise that the past successful 

emulators, who not only caught up with the forerunners but even excelled many of 

them had only a relatively small gap to bridge, had similar socio-economic and 

cultural background, were political rivals in international geo-politics with a strong 

nationalistic urge to catch-up and excel, and were lucky enough to be favoured by a 

number of internal and external propitious factors. As of now, for the present day 

poor, late industrialising, excolonial countries with a vast income, assets, technology 

gap, legacy of colonial exploitation and denudation, having a huge backlog in physical 

and social infrastructure, the capital accumulation-based imitative, growth path would 

tend to increase the gap and strengthen and perpetuate dependence .For sometime it 

was quite popular to cite the case of the East Asian tigers as cases of successful 

catching up. But recent events and deeper analyses have shown that even ignoring the 

special and unique circumstances which gave these economies (in fact, two of them 

being tiny city states and one also a direct colony are hardly relevant in any 

international comparative perspective) their short-lived gloss, are not at all cases of 

independent, autonomous, people-empowering, holistic and just development which 

the poor and weakened economies can take as their role models. 

 

It is true that both time-series and cross-section data for a number of countries show a 

strong association between long-term changes in the rate (and also technical and 

organizational forms) of capital accumulation. But this evidence leaves open the 

question of the determinants of the rate and pattern of capital accumulation, including 

the impact of income itself on capital accumulation. 
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6.8 INTERNATIONAL CAPITAL FLOWS  

 

The above conclusion squares well with a concomitant of the theories which assign 

primacy and decisiveness to capital accumulation as the developmental variable. 

According to this concomitant proposition the poor, less developed, late-

industrialising countries with low technological capabilities and weak states, have to 

depend on international capital ótransfersô from the rich, early industrialised countries 

in order to break free from the vicious circle of low income, low-savings, low capital 

accumulation, and hence low income, operating in a cumulative manner. 

 

Ever since the end of the Second World War, especially after the US President Harry 

Trumanôs oft-quoted Inaugural Speech, recognising óunderdevelopmentô and 

accepting the challenge of ódevelopmentô (in effect, an attempt to make the so-called 

underdeveloped world a poor asymmetrically-linked carbon copy of the rich, early 

industrialised countries), the policy of capital transfers has been an important fulcrum 

of development economics and policy. The World Bank as a multi-lateral agency 

along with its regional affiliates are engaged in the highly lucrative business of what is 

called development finance. Encouraging international capital flows in various forms 

like official development Assistance (ODA), i.e., concessional loans, grants, foreign 

direct investment (FDI), portfolio investment, external (private account) borrowing, 

trade credits, etc., is considered a prominent plank of international development co-

operation both by the recipients and the ódonorsô/lenders/investors. 

 

These inflows were justified in terms of the two-gap theory i.e. making good the 

deficiency of savings (an outcome of low incomes) and of foreign exchange 

(following from ñexport pessimismò, caused by low level of industrialisation, low 

elasticity of both supply and demand of primary commodities). Moreover, it was 

maintained that capital inflows bring along with them óadvancedô high productivity 

technology, new products, which can complete the production circuit and help 

ómoderniseô the economy. Thus, it was argued, increased income flows and advanced 

product-mix resulting from international capital flows can help initiate and sustain 

growth in the poor, low average income countries. Ever since the end of the Second 

World War, the processes of capital movement have been going on in various forms, 

moving finance from the early industrialised to the late industrialising economies 

though lately fears regarding reverse flow of resources have also been expressed. 

 

It is difficult to provide an independent, separate, overall empirical assessment of the 

impact of the international capital flows, owing to the difficulty of separating out the 

effect of various variables and processes which have operated simultaneously. 

However, cumulatively debt liabilities of the poor economies have escalated to such 

proportions that often the debt servicing amounts exceed the fresh new inflows. In this 



32 
 

way, on a net basis, one comes across a certain measure of reverse flow of resources 

from the capital-deficient to the capital-surfeit economies. Then, the relative 

importance of ODA has declined vis-á-vis FDI and foreign portfolio investment. 

Short-run speculative capital movements have reached astronomical proportions 

destabilising economies. According to the World Development Report 2000- 2001, 

total flows in 1999 came to 82892 million US dollars. Of this private account flows 

were the largest at 71446 million US $ while ODA was 6193 million US$ and the 

grants by the NGOs were 2232 million US$. These figures include the amounts going 

to Russia and other transition economies. It may be noted that FDI still moves 

overwhelmingly within the well-to-do countries, which highlights the role of 

profitability, demand (vis-à-vis needs) and mutual complementarily between the rich 

investing and recipient economies. The transnational companies, with their branches 

and affiliates, are the main agencies, with their global business interests and active 

participation in global financial and currency speculation, and as main players in 

global market for corporate control by means of mergers and acquisitions. A good part 

of FDI is by the principals in their branches and some profits are obtained improperly 

by means of transfer pricing. The product-mix, technology, energy-use magnitude and 

pattern, small islands of very high salaries and perks among the top executives of 

TNCs, tax-avoidance and evasion, bribing of politicians and bureaucrats, active 

promotion of consumerism, disregard of local-national cultures, attempts to have 

homogeneous consumption pattern in order to reap the economies of scale and scope, 

finance and currency market speculation, etc. are the features of FDI by the TNCs 

which have generally been regarded negatively from the point of the poor men and 

women of both the poor and the rich countries. Their impact on labour and 

employment, especially by means of shifting the location of their production facilities 

has not been viewed positively. Similarly, they have in various ways weakened 

national sovereignty of the poor countries and weaken the forces of inward-looking, 

people-centric policies. Most serious of all has been their impact in the form of 

increasing dependence. In any case, their experience highlights both the non-

feasibility and non-desirability of catching-up modernisation. In countries like India, 

FDI and external finance are relatively unimportant as even after opening up and 

giving red carpet treatment to foreign capital, they have rarely exceeded 2 per cent of 

GDP, compared to the over all rate of investment of over 25 per cent generally.  

 

6.9 ROLE OF THE STATE 

 

The above illustrative, brief analysis of the role of capital accumulation and 

international capital movements hopes to have shown the limitations, perversities, 

non-feasibility and non-desirability of the spontaneous as well as conscious 

endeavours to develop by means of capital accumulation as the principal engine of 

growth (supported in numerous ways by the international economic relations under the 

hegemony of the early industrialised, ex-colonial powers). True, production must 
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increase and for this purpose, generally capital accumulation is needed especially 

when other factors of production are available. But this is a means to numerous higher 

ends, and has to be the result of changes in ñthe socio-economic institutional 

structureò prevalent in the poor countries which thwart the development at micro and 

macro levels. By leaving unchanged and, in fact, strengthening the existing 

dysfunctional, distorted and anti-developmental structures, institutions and 

relationships and depending on capital formation as the prime, major instrument in 

such a framework, one would strengthen the anomies, alienation, oppression and 

denial of human and national potential. Development is basically a socio-economic 

exercise ( in sum, development is best summed up as both national, community and 

individual empowerment). Its techno-economic aspects have to be subsumed as 

subsidiary ones commanded by the former by removing their unjust, oppressive 

features, even though a drastic restructuring may be an essential pre-condition. The 

popularity of resource transfer policy, with the UN organisationsô never-fulfilled 

targets of óassistanceô from the rich to the poor countries, seems to be derived from its 

inherent capacity to serve the interests of the governing elite both in the so-called 

donor and recipient countries. For the former, these transfers create demand and 

market for their goods and services (exports), give them global hegemonic power over 

the course of ódevelopmentô of the poor countries. For the elite from the poor 

countries, apart from reducing the necessity to tighten the belt and generate savings, 

such inflows give them, access to technology, brand names and opportunities for 

luxurious levels of consumption and help create illusion of development. In any case, 

in an unequal society, any resource infusion without institutional-structural change 

gives disproportionate benefit to the people in the top rungs. 

 

The PED critique of the conventional development economics goes beyond a critical 

examination of the policy variable of capital accumulation. It is true that until the 

ñcounter-revolutionò in development economics in the first half of 1970s, there was 

little, difference of opinion concerning the key and leading catalytic, entrepreneurial 

role of the state in energising, directing and even directly conducting the processes of 

capital accumulation, industrialisation and economic growth, along with satisfying 

some societal welfare concerns. Within the broad parameters of active statist 

development policy there were, of course, differences of emphasis, nuances, choice of 

agencies, instruments and organisational forms, durability of statist interventions and  

their relationship with various domestic and external social and economic groups. The 

postcolonial urge for self-reliance and striving for relatively independent place in the 

comity of nations too had few exceptions. In societies where the state was among the 

relatively advanced and better organised institutions with its constituents exposed to 

the historical experience of the early industrialisers, the state directed and commanded 

the processes of accumulation and successfully created other alternative foci of power 

and capability, especially in countries with restrictive approach towards FDI. In any 

case, ñaidò or concessional foreign assistance mainly at state to state level played a 
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critical role in the growth acceleration experience until the first oil shock of early 

1970s. In India, the public sector was given the leading role, especially direct 

entrepreneurial role for providing the basic economic and physical infrastructure and  

setting up heavy and basic capital and intermediate goods industries, pushing up the 

rate of savings and investment , regulating, guiding and supporting the growth of 

private industrial sector in designated areas and taking care of some of the imperatives 

of social welfare of , especially, the weaker sections.It really went a long way in 

discharging these historic tasks, though the process could not be sustained and the 

public sector or the state came under severe attack in the economic sphere. 

 

6.10 THE COUNTER REVOLUTION IN DE VELOPMENT ECONOMICS: 

THE LPG PACKAGE  

 

In this broad consensus on the state activism in development processes, not much 

attention was given in the early stages to the question of state character and state 

capacities as also the role, nature and tactical and strategic position of the powerful 

social groups who would be rivals to the development state. A class-neutral state 

representing broad, general social interests in a long-term perspective, capable of 

acting concertedly on the sticky constraints, taking into account present and future 

externalities and overcoming myopia was assumed to be an effective agency for 

carrying out the developmental tasks. Its task was assumed to command general social 

consensus, especially as a part of early nationalist euphoria in the early post- 

independence period. The role and attitude of Indiaôs business classes towards the 

public sector, initial support, but constant campaign to denigrate it and manipulate its 

actual operation in tune with its broad interest highlights the naivete of the early 

euphoric approaches to the role of the state. However, as experience accumulated, 

there emerged realizations regarding the real state character, capacities, its relationship 

with society, more particularly with the business classes and the organised working 

class and the impact of its internal organisational dynamics, leading in some cases to 

characterisations like soft-state, or the state as a part not of the solution but problem 

set, or, the need to develop and reform the state in order to use it effectively as a 

harbinger of development. The neglect of some of the crucial aspects of state 

interventions gave rise to disappointment and disenchantment, strong enough to drown 

the voice of the state protagonists. Many changes in the rich, powerful nations like the 

end of the golden era of capitalist expansion, stagflation, the burdens of cold war 

geopolitics, emerging competitive strengths of the exports of the newly industrialising 

countries and some snatching of space by relatively successful East Asian Tigers, 

along with the domestic political economy getting dominated by public spending and 

working class assertion owing to near full employment and cradle to grave social 

security tended to strengthen anti-statist ïcorporatist forces in the rich Western 

countries. There emerged strong streaks of discontentment and disenchantment in the 

weaker countries. Their growth was turning out to be costly and nonsustainable. Their 
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main problems of poverty, unemployment, deprivation and inequalities were getting 

accentuated, despite and along with hitherto unprecedented growth rate, 

industrialization and growth of the state sector. There appeared in many poor countries 

comparatively stronger business and industrial classes which flourished under statism 

both formally and by resorting to informal, underhand devices. In any case, there was 

growing concentration and centralization of economic and political power. Popular 

forces did not benefit to any appreciable degree, especially in relative terms; they had 

limited participation, mainly passively, in the growth process and hence could not 

develop any deep links and commitment to the state-led industrialisation and growth 

of GDP as the prime target variable. The organised sector remained tiny and the large 

and growing informal sector was getting increasingly marginalised. 

 

Prompted by and taking advantage of the emerging many faceted imbroglio, the 

ócounterrevolutionô in development theory tried to undo whatever limited concern 

with society-wide, state-led, (public sector and public investment based) processes of 

growth which were witnessed so far. The phenomenal growth of the debt-burden, 

extreme external account vulnerability and the acute fiscal crisis of the state came 

handy to the powerful multilateral financial institutions increasingly adopting the 

agenda of global financial institutions and the TNCs to push ahead with a no-holds 

barred agenda of hegemonising the world economy, especially in the wake of the 

ideological euphoria created by the collapse of existing socialisms. It adopted an out 

and out market-based neo-liberal agenda, popularised as Washington Consensus, as 

the new ódevelopment policyô. It was imposed on dozens of the debt-ridden, poor and 

weak economies simultaneously in the form of IMF-World Bank conditionalities for 

bailing them out of their foreign currency liquidity crises. In India, this programme of 

structural adjustment was adopted in the early 1990s in response to a similar crisis like 

situation. Its main elements were: a big retreat of the state from both directly 

participative and regulatory role in favour of unregulated, market-driven foreign and 

local capital, mainly the former. This policy also involved privatisation of the public 

enterprises which hitherto dominated many an economy. The opening up of the 

economies of the weaker countries according to the WTO rules (globalisation) and 

creation of facilitating conditions for the uncontrolled functioning of the market forces 

were the other elements of the neo-liberal ódevelopmentô agenda. This package was 

supposed to usher in an era of uninterrupted high growth which, in turn, was expected 

to reduce poverty by the trickle-down and pull-up processes. The entire decade of 

1990s witnessed large-scale application of this model, but with increasingly 

frustrating, destabilising and anti-poor and antiworking class results. In effect, it 

became difficult to continue the growth momentum as the narrowly-focused growth 

and anti-employment bias of the liberalisaton policies led to unused capacities and 

weakening of the demand for investment and the fiscally-constrained state could not 

undertake revival by pump-priming. In response to such disastrous outcomes, there is 

a widespread disenchantment with liberalisation-privatisation-globalisation (LPG) 
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package, which is the core of the counter- revolution in development economics. In 

opposition to it and as civil society institutionôs initiative many grassroot movements 

have made small beginning in their attempts to expose the pseudo development 

theories and their policy package and mobilise popular masses in defence of their 

interests, independence and democracy. In fact, owing to the strong links between the 

international debt-crisis and the Washington Consensus, it has been argued that the 

LPG policy package is basically a debt-collection device along with the maintenance 

of demand for international financial resource transfers. Surely, the alternative is not 

to go back to limping, half-hearted, ineffective statism, which owing to its GDP-

centric paradigm and subservience to the powerful classes, groups, occupations 

tended, in effect, to strengthen the strong and weaken the weak. Instead of 

empowerment of the weak, further disempowerment was an outcome of the counter-

revolution in development economics. The search is on for alternatives which are not 

paternalistic, top-down, iniquitous, eco-hostile and highly centralised, which do not 

replicate in the South countries, an anomies and alienation ridden maldevelopment as 

seen in the North. This surely is a major task facing the political economy of 

development. As the growth momentum of the liberalisation period could not be 

continued and a prolonged deflationary or slow-down phase has set in which, along 

with negative trends in employment are threatening the livelihoods and security of the 

people in India, the search for alternatives remains a valid pursuit in India as well. 

 

 

6.11 OUTLINE OF THE POLITICAL ECONOMY (PE)  APPROACH  

 

The foregoing clearly sets up the agenda to be addressed by the PE approach. Nations 

have come to be treated as units of analysis (e.g. as óadvancedô and óbackwardô 

nations) in the development discourse as a result of continually growing international 

inequalities in the world. The historical world-scale processes of political conquest, 

ethnic cleansing, unilaterally beneficial economic domination by means of a variety of 

economic transactions in goods, factors and financial markets and cultural hegemony 

as seen markedly over the last five centuries or so have made very considerable 

contribution to these patterns of domination and disempowerment . But differentiation 

and stratification in regional, inter-state, inter-personal, inter-class, inter-occupational 

and many other dimensions within a nation are no less pronounced feature of the 

present era. A historical overview of the last five centuries is bound to show how the 

internal socio-economic situation and culture of the concerned countries contributed to 

the process of sharp international disparities and unequal access to and benefits from 

the processes of modern economic growth. This period can, following Braudel, be 

considered as the era of capitalist growth, whose diffusion, transmission, forcible 

imposition or conscious adoption remains incomplete, uneven, divisive and, on 

balance, one which created at great multidimensional costs hitherto unprecedented 

potential and opportunities which, however, remain elusive for an overwhelmingly 
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large majority of the humanity on account of the hegemonic control acquired by a tiny 

minority both across and within nations. The PE approach views the challenge of 

development in this historical, holistic, long-term value-laden perspective. It follows 

that the PE development discourse and policy, which, by its very nature has a ñunified 

and systematic methodology of its ownò (S. Tsuru) and  encompasses and integrates 

many disciplines, takes an approach to development which is simultaneously 

aggregative and dis-aggregative, macro as well as micro and meso and rises above 

narrow and artificial disciplinary boundaries. It does not necessarily prescribe from 

above a universally valid and relevant development path, but rather leaves it to be 

made by the development-deprived people themselves as they travel along the self-

chosen and self-made path. 

 

The task of the PED is not necessarily and merely ideological (certainly far from 

bound to any narrow, exclusivist ideology). It has to contend with practical, daily 

bread and butter issues as well as long-term compulsions and trends at many different 

levels. It must be recognized that despite its clear superiority on intellectual and 

practical planes, it does not cohere well with the interests of the powerful stakeholders 

of the prevalent order. Hence it remains much less popular and powerful than the 

narrow, truncated, theories of growth and development steeped essentially in the neo-

classical economics. In fact, quite a few political economy approaches adopted the 

agenda of modern catching up industrialisation and, despite different values and 

institutional preferences, could not carve out separate, independent and widely 

acceptable niche for itself. The fiasco of the existing socialism in many parts of the 

world is a testimony to the incomplete, partial and imitative agenda adopted by some 

of the PE approaches. So much so that even in many strands of political economy 

approaches, the content and agenda of ódevelopmentô is borrowed practically 

wholesale from the experience of the early industrialised capitalist countries situated 

at the top of the unequal global system. At times, this is done in the name of the 

universality of the scientific and technological revolution. Thus instead of advocating 

alternative industrialisation or alternatives to industrialisation, and in so far as 

industrialisation and development were treated as synonyms, alternatives to 

development as well, certain schools of political economy plead for alternative 

institutional agencies (like the state, or cooperatives/collectives) and sequence, with a 

view mainly to swiftly and surely catch-up and surpass the pioneer industrialisers, of 

course in the process hoping to avoid some of the gross inequities which characterised 

the capitalist growth path. The objective of replicating the advancement of productive 

forces at a super high speed for telescoping the process was to be accompanied by a 

different set of social production relations, based essentially on a juridically or 

formally different kind of social or state ownership and centralised, planned public 

management. It involved homogeneity of outcomes in terms of life-style as reflected 

in the consumption pattern but without the massive, unjust and  selfreinforcing 

inequities resulting in widespread deprivation and volatility. Thus the pattern of 
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development, in some important aspects, especially in material-economic aspects 

bearing on consumption patterns, product-mix and some major aspects of life style 

following from physical- technical conditions of work, was technologically 

determined on the basis of mimetic pursuit of industrial advancement particularly the 

neglect of ecological sustainability involved in very high levels of energy and material 

intensity and spatial concentration of production.  

 

As a result of the theoretical advances, lessons at the school of hard knocks and 

heightened democratic consciousness and commitments, pre-determined replication of 

known and experienced patterns of development, swiftly, with lower costs, under 

supposedly more democratic and accountable institutional dispensations has 

increasingly fewer advocates. Clearly, one-medicine-suits-all approaches apart from 

being impervious to different and changing circumstances and contexts, are top-down, 

paternalistic in content and design and are highly centralised and become in practice 

non-democratic. A political economy approach upholding the values of democratic 

empowerment of the people, respecting their freedom, dignity and harmonious social 

existence cannot stand for a development paradigm which yields involutionary results, 

fosters alienation and anomie and restricts peoplesô free choice space, whether 

individually or through collective massively large communitarian institutions.  

 

The PE of development cannot logically and rationally work in terms of a 

deterministically, pre-determined, universal concept/pattern of development. No one 

pattern of good, wholesome life, at individual, family or communitarian level, can be 

universally acceptable/desirable and can respect peopleôs autonomy and freedom and 

needs, let alone provide for collectively and severally articulated changes in these 

concepts/patterns. The need, therefore, is not just to get rid of a universal, 

ethnocentric, involutionary agenda of material wellbeing on the lines imitating the 

experience of those who made an early start in what has come to be treated as 

modernization and industrialisation and high level of economic growth/development 

modern economic growth a la Kuznets. The normative aspects which are essential 

ingredients of the PE paradigm of development and are based on values of equity, 

freedom, human dignity, harmony, happiness, etc. which permit full flowering of 

human personality and at the same time contribute to collective good. Essentially, the 

PE approach avoids binary modes of thinking and thus enlarges the open, plural 

choice space available individually and collectively, along with the provision of 

conditions in which the people are enabled to exercise their right of making choices. 

This is the agenda of equitable, collective empowerment with its normative baggage 

as its integral part. 

 

It follows that the PE of development cannot proceed with its own agenda in the 

course of extending and enriching the development discourse without a prior exercise 

of demolition of the oddities and distortions which have found their way into it and, in 
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fact, come to dominate both academic and policy level development discourse and 

practice. The positive component of the agenda thus provides useful opportunities and 

instruments redefining/ redesigning the presently popular development discourse in 

directions which can meet the challenges hitherto avoided or underplayed in the 

development discourse. 

 

6.12 SUMMARY 

 

Pointing to the global divide between the rich and the poor in both developed and 

developing countries and the fact that growth and income levels are not necessarily an 

indication of an increase in the standard of living, this unit discusses the political 

economy of development and some of the important political economy theories of 

development and its applicability especially with regard to India. Income cannot be 

made the only development factor which seems to be the result of monopolisation of 

development issues by economics especially as it evolved in the rich countries. The 

Income approach basically serves as the process of capital accumulation under the 

control of big corporates based in the rich countries. This unit shows that development 

as a normative holistic, social process and outcome is by definition and in its essential 

logic the concern of the political economy of development (PED) or development 

studies. PED requires that in addition to the state and the market, it should address the 

entire range of civil society institutions and should not focus exclusively on the state, 

market, or NGOs.  

 

The unit also shows the limitations of capital accumulation and FDI inflows as a 

means of growth. The liberalisation-privatisation-globalisation (LPG) package 

suggested by the IMF and World Bank for bailing poor and weak economies out of 

their crises resulted in a big retreat of the state and disenchantment. A political 

economy approach cannot stand for a development paradigm which restricts peoples 

free choices and cannot have a predetermined universal pattern of development. 

 

6.13 EXERCISES 

 

1) Can estimates of income levels in countries be taken as a precise indicator of 

the level of development? Explain giving examples.  

2) What is the agenda of the theories of the political economy of development 

(PED)? What are the important aspects of PED?  

3) What are the limitations of capital accumulation and international capital flows 

in economic growth?  

4) Write a brief note on the LPG package in development economics. 
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UNIT 7 STRUCTURE AND GROWTH OF ECONOMY  

    (POVERTY, SURPLUS AND UNEVENNESS) 

 

Structure 

 

7.1 Introduction 

7.2 Growth Performance of the States 

7.3 Defining Poverty and Poverty Line 

7.4 Trends in Poverty Ratio 

7.5 Poverty Reduction not by Income Alone 

7.6 Summary 

7.7 Exercises 

 

7.1 INTRODUCTION  

 

There has been a marked structural transformation of the Indian economy in the 1990s 

vis-a-vis that of the 1980s. The intersectoral composition of Gross Domestic Product 

(GDE') underwent a significant change after the initiation of reform process in 1991. 

The services sector has come to occupy a place of prominence in terms of relative 

contribution to GDP. 

 

The relative share of agriculture and allied activities in GDP during the period 1992-

93 .to 1997-98 declined to 27.5 per cent from 34.5 per cent in 1980-81 to 1990-91. On 

the other hand the share of industry increased from 23.2 per cent to 25.9 per cent and 

that of the services sector moved up substantially from 42.2 per cent to 46.6 per  cent 

in the same period. This compositional shift in favour of the services sector has been 

brought lb; accelerated expansion in the service sector output at a rate of 8.4 per cent 

in3he period 1992-93 to 1997-98 compared with 6.5 per cent during 1980-81 to 1990-

91.  

 

There has been a relative 'deceleration in the performance of agriculture during the 

1990s despite favourable monsoons increase in net irrigated area and positive terms of 

trade. The decline in public investment and the limited infusion of new technologies 

may have contributed to the poor performance of agriculture.  

 

However the Indian economy attained and maintained a high GDP growth in the 

1990s despite substantial deceleration in agriculture growth. For example in 1995-96 

when the economy achieved a record of 8.6 per cent in GDP, the agriculture sector 

witnessed a negligible 0.2 per cent growth over the previous year. In fact, as the RBI 



43 
 

Report of Currency and Finance (1998-99) states that the recent years experience 

shows that the growth of services sector has imparted much of resilience to the 

economy, particularly in terms of adverse agriculture shocks. 

 

Thus economic growth is becoming less vulnerable to agricultural performance and to 

vagaries of monsoon. While the improvement in growth has emerged from both the 

industrial and services sectors, there is a marked difference in the sectoral composition 

of growth as between these two major sectors. Within the industrial sector the major 

impetus to growth has come from manufacturing, while both 'mining and quarrying' 

and electricity, gas and water supply registered lower rates of growth. The services 

sector on the other hand, experienced higher growth in a more uniform and consistent 

manner with sectors like trade, hotels, restaurants, storage and communication, 

whereas financing, insurance, real estate and business services are experiencing high 

trend growth rates. A possible interpretation of this phenomenon could be an upsurge 

of industry- related services sector in recent years. 

 

7.2 GROWTH PERFORMANCE OF THE STATES - 

 

There is considerable variation in the performance of individual States, with some 

states growing faster than the average and others slower. (Table 1) The degree of 

dispersion in growth rates across states increased very significantly in the 1990s. The 

range of variation in the growth rate of State Domestic Product (SDP) in the 1980s 

was from a low of 3.6 per cent per year in Kerala to a high of 6.6 per cent in 

Rajasthan, a factor of less than 2. In the 1990s the variation was much larger from a 

low of 2.7 per cent per year for Bihar to a high of 9.6 per cent per year for Gujarat, a 

factor exceeding 3.5.  

 

The differences in performance across States become even more marked when we 

allow for the differences in the rates of growth of population and evaluate the 

performance in terms of growth rates of per capita SDP (Table 2). The variation in 

growth rates in the 1980s ranged from a low of 2.1 per cent for Madhya Pradesh to a 

high of 4.0 for Rajasthan, a factor of 1 :2. In the 1990s it ranged from a low of I. l per 

cent year in Bihar and I .2 per cent in Uttar Pradesh to a high of 7.6 per cent per year 

in Gujarat, with Maharashtra coming next at 6.1 per cent. The ratio between the lowest 

(Bihar) and the highest (Gujarat) is as much as 1 :7. 

 

The increased variation in growth performance across States in the 1990s reflects the 

fact that whereas growth accelerated for the economy as a whole it actually 

decelerated sharply in Bihar, Uttar Pradesh and Orissa, all of which had relatively low 

rates of growth to begin with and were also the poorest States. There was also a 

deceleration in Haryana and Punjab, but the deceleration was from relatively higher 

levels of growth in the 1980s and these states were also the richest. 
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Six states showed acceleration in the growth of SDP in the 1990s. The acceleration 

was particularly marked in Maharashtra and Gujarat, both of which were among the 

richer states, but there was also acceleration in West Bengal, Kerala, Tamil Nadu and 

Madhya Pradesh all belonging to the middle group of states in terms of per capita 

SDP.  

 

It is important to note that the high growth performers in the 1990s were not 

concentrated in one part of the country. The six states with growth rates of SDP in the 

1990s above 6.0 per cent year are fairly well distributed regionally i.e., Gujarat (9.6 

per cent) 2nd Maharashtra (8.0 per cent) in the west, West Bengal (6.9 per cent) in the 

East, Tamil Nadu (6.2 per cent) in the South and Madhya Pradesh (6.2 per cent) and 

Rajasthan (16.5 per cent) in the North. 

 

7.3 DEFINING POVERTY AND POVERTY LINE  

 

Primarily influenced by research work on India, the World Bank defined absolute 

poverty as the bottom 40 per cent of the population in developing countries. The first 

absolute definition of poverty was that of Dandekar- Rath, who defined it as an 

expenditure of Rs. 15 per capita per month for the Indian rural population at 1960-6 1 

prices and Rs. 18 per capita per month for the urban population. 

 

The Government of India set up an Expert Group to suggest a methodology to 

measure poverty. The group submitted its report in 1993 and suggested a new poverty 

line of Rs.49 and Rs.56 for rural and urban areas at 1973-74 prices. 

 

The availability of an absolute poverty line allows comparisons across countries. Over 

the last decade, most comparisons of international poverty line have been made by the 

World Bank and the definition used is a purchasing power poverty line of US$ l.O8 

per day at 1993 prices. 

 

The most widely used measure of poverty in India is the 'Head Count Ratio' (HCR). 

This is a measure of income poverty. In the early 1960s, the GO1 appointed a special 

working group of eminent economists to assess the level of poverty in India. The 

experts came up with a definition of the poverty line. This was based on a nationally 

desirable minimum standard balanced diet prescribed by the Nutrition Advisory 

Committee. In other words any family who could not afford to buy a rudimentary food 

basket, which when consumed yielded a minimum level of calories, was considered 

poor. They declared that 50 per cent of Indians lived below the poverty line. 

 

However a poverty line thus defined is something of a destitution line since it takes 

into account only the expenditure required for subsistence food, leaving out 
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everything else needed for a minimally decent living such as basic housing, clothing, 

education and health services. 

 

Differences in methodology and assumptions can lead to quite different estimates. 

Until recently for example, there were two sets of poverty line estimates for India 

using the same criteria of minimum calories requirements. In 1993-94, according to 

Planning Commission only 19 per cent of India's population was below the poverty 

line. This was the official estimate. Estimates based on consumer expenditure surveys 

carried out regularly by the National Sample Survey O\ISS), however, placed the 

proportion of India's population below the poverty line at 36 per cent. In February 

1997, the Government of India accepted the recommendations of the Expert Group on 

Estimation of Proportion and Number of Poor (1993), which rejected the adjustments 

made by the Planning Commission to arrive at estimates of poverty. As a result the 

official estimate of India's population below the poverty the was 35 per cent in 1993-

94. 

 

The head count ratio is computed on the basis of NSS data on consumption 

expenditure. People with an income below the poverty line are poor and the 

proportion of the poor to the aggregate population is the Head Count Ratio. Because 

of the alarming population rise, the absolute numbers continue to spiral even while per 

cent ages reflect a downward trend. So the poor doubled from 170 Million in 1957 to 

an estimated 320 Million in1994. 

 

7.4 TRENDS IN POVERTY RATIO  

 

The overreaching objective of India's development strategy has been the eradication of 

mass poverty. The proportion of poor in India has fluctuated widely in the past, but the 

trend is downward. Trends in income poverty are far from uniform. They can be 

roughly divided into three periods. 

 

Between 195 1 and the mid 1970s: Income poverty reduction shows no discernible 

trend. In 195 1,47 per cent of India's rural population was below the poverty line. The 

proportion went up to 64 per cent in 1954-55, it came down to 45 per cent in 1960-61, 

but in 1977-78, it went up again to 51 per cent. 

 

Between mid 1970s to end 1980s: The decline was more pronounced between 1977-

78 and I 987-88 with rural income poverty declining from 53 per cent to 39 per cent. It 

went down further to 34 per cent by 1989-90. Urban income poverty went down from 

45 per cent in 1977-78 to 38 per cent in 1982-83 and further to 33 per cent in 1989- 

90. 
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After 1991 : The post-economic reform period after 1991 witnessed progress and 

setbacks. Rural income poverty increased from 34 per cent in 1989-90 to 43 per cent 

in 1992-93 and then fell to 37 per cent in 1993-94. Urban income poverty declined 

from 36 per cent in 1988-89 to 34 per cent in 1992-93 and further to 30 per cent in 

1993-94. (Table 1) 

 

The differences in growth performance of the individual states (Table 2) have 

important implications for poverty reduction; which is a critical objective of national 

policy. The only available estimates of poverty in individual states are those derived 

from the so called large sample surveys covering about 120,000 households, which are 

conducted by the NSS every five years. The NSS also conducts annual surveys but the 

sample size is too small to provide reliable estimates of poverty for individual states. 

Large sample surveys were conducted in 1983, 1987-88 and in 1993-94 and state 

specific poverty b estimates made by the Planning Commission using these surveys 

are presented in the Table 4. They show that for the 14 major states as a whole, (which 

together account for 95 per cent of the total population) the percentage of the 

population below the poverty line declined from 43.8 per cent in 1983 to 36.3 per cent 

in 1993-94. 

 

The state level shows that all the states experienced a decline in poverty over the ten 

year period with only two exceptions-Bihar and Haryana, both of which showed an 

increase. The increase in poverty in Bihar can be explained by the 1'1ct that per capita 

SDP in the state grew at less than 0.8 per cent per year between 1983-84 and 1993-94 

(Table 5) However it is observed that the deterioration in poverty in Haryana is 

difficult to explain since the per capita SDP grew at 3.4 per cent per year over the 

same period. It is of course possible for poverty to increase despite an increase in per 

capita income if the distribution worsens sufficiently, but it is difficult to believe that 

distribution in Haryana could have worsened sufficiently to offset an increase of 40 

per cent in the per capita SDP over the period. This is especially so since trends in 

Haryana could be similar to those in Punjab which shows a steady decline in poverty 

in the same period.  

 

Estimates of poverty in individual states beyond 1993-94 will only become available 

when data from the 60th Round of the NSS for 1999-2000 becomes available. In the 

absence of estimates based on a comparable survey. we can only speculate about what 

might have happened to poverty in individual states, on the basis of what we know 

about economic growth in these states after 1993-94. The all India experience in the 

1960s and most of the 1970s showed that poverty reduction was negligible when per 

capitii GDP growth was below 2 per cent, but it began to decline when per capita 

growth accelerated to 3 per cent and more in the late 1970s and 1980s. Generalising 

fiom this experience one should expect that some poverty reduction should have 



47 
 

occurred in all states where per capita growth exceeds 3 per  cent or so after 1993-94 

unless the nature of growth has changed significantly compared to the earlier years. 

 

In India no one has done more to bring objectivity to this debate than Dr. Surjit Bhalla 

of Oxus Research. According to him economic reforms initiated in 1991 have led to a 

radical transformation in the well being of the bottom half of the population. 

It is instructive to see in the following Table, how the rate of decline in poverty has  

accelerated since reforms began in 1990. 

 

Between All India per cent Rural per cent Urban per cent 

1973 & 78 3.6 3.1 4.2 

1978 & 83 6.8 7.4 4.4 

1983 & 88 5.6 6.6 2.6 

1988 & 93 2.9 1.8 5.8 

1993 & 99 9.9 9.4 8.78 

 

Source: Economic Survey 2000 - 2601 

 

Growth helps to reduce poverty because of three central reasons: 

 

- It creates jobs that pull up the poor into gainful employment by providing more 

economic opportunity;  

- It provides the revenues with which we can build more schools and provide 

more health activities for the poor; and  

- It creates the incentives that enable the poor to access these facilities and also 

for the advancement of progressive social agendas generally. 

 

The Indian experience has been that our policies produced an annual growth rate of 

nearly 3.5 per cent for almost a quarter of a century up to the early 1980s. The 

economist Raj Krishna described this as the Hindu growth rate. The low growth rate 

according to economists was as a result of four sets of policies.  

 

- Anti-globalisation policies that meant that India failed to take advantage of the 

opportunities provided by the growing world economy regarding trade and 

inward flow of direct foreign investment; 

- Reliance on public sector enterprises afflicted by inevitable overstaffing and 

lack of incentives that steadily led to losses that meant serious inefficiencies 

and also ii serious strain on revenues;  

- Defence of capital intensive choice of technologies in the public sector 

enterprises which intensified the sorry performance of these enterprises; and  
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- Our overwhelming expansion of direct controls that hindered sustained 

development:.  

 

Datt and Ravallion, in their papers, have analysed the determinants of and factors that 

influence the trends in poverty in India. As per their findings poverty ratio goes down 

by 1 per cent for every 1 per cent increase in NDP (Net Domestic Product) per capita. 

Second, a decomposition of the changes in the poverty ratio into a growth component 

(i.e. growth in mean consumption) and a redistribution component shows that nearly 

87 per cent of the observed decline in poverty ratio was accounted by the growth 

component. Third, the sectoral composition of growth matters in that rural economic 

growth contributes far more to poverty reduction than urban economic growth. Fourth, 

initial conditions relating to human resources and infrastructure development 

accounted for a sizable share of the differences between states in reducing rural 

poverty.  

 

As Datt and Ravallion point out the non-farm economic growth was less effective 

inreducing poverty in states with poor initial conditions in terms of rural development 

and human resources. Low farm productivity, low rural living standards relative to 

urban areas and poor basic education all inhibited the prospects of the poor 

participating in the growth of the non-farm sector. Given that the threat of reforms 

thus far has been to liberalise foreign trade in non-agri commodities and removal of 

industrial licensing that constrained capacity creation, the effect of reforms on poverty 

has to come from its effect primarily on non-farm output. To the extent this effect is 

diluted by poor initial conditions in the populous interior states, in which a large 

majority of India's rural poor live, one can only see relatively modest reductions in 

poverty from reforms. 

 

The association between rapid growth and poverty alleviation is clear since the 1980s. 

However the growth of the 1980s was not due to any systemic reforms of the 

development strategy pursued since the 1950s. The acceleration in growth was largely 

due to growth in the domestic demand following the abandonment of macro economic 

prudence of the earlier three decades and the adoption of an expansionary fiscal 

policy. This reckless macro economic expansionism with no fundamental reform of 

severe micro economic distortions led to growing fiscal deficit that were financed by 

increasingly costly domestic and external debt. Clearly the fiscal situation was 

unsustainable and led to macro economic and balance of payments crisis of 1991. 

Thus stabilisation and systemic reforms were unavoidable given the economic 

situation India faced in 1991. But the question was not whether reforms could have 

been avoided but one of ensuring that the poor share in the benefits. The reforms have 

made substantial progress in some but not all sectors of the economy. Given that 

poverty is largely a rural phenomenon (more than 80 per cent of India's poor live in 

rural areas) and that casual labourers (in agriculture and in non-firm activities) and 
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marginal farmers constitute a large part of the poor, for reform to have a substantial 

impact on poverty, the growth it generates has to be labour-intensive and it has to 

extend to rural areas. Unfortunately the reform process so far has not adequately met 

this desideration. 

 

1) First, the reform process has hardly touched agriculture. Not only Indian 

agriculture is largely insulated from world markets but also there are 

restrictions on domestic trade in agricultural commodities such as monopoly 

procurement by the government ill Maharashtra and export restrictions on 

cotton, restrictions on inter-state movement of certain commodities on private 

account and so on. 

  

2) Second, there have been no reforms of the labour market regulations. A small 

part, less than 10 per cent of the labow force that is employed in organised 

manufacturing and the public sector enjoys job security, relatively high wages 

and other perquisites. The rest of the labour force has no protection.  

 

3) Third, there is a crippling regulation that reserves certain commodities for 

production by the small-scale industries. This has led to inefficient and sub-

optimal capacity of firms. Moreover certain dynamic export commodities such 

as garments, leather products, shoes and toys are reserved for the small scale 

sector which has led to countries like China out-performing India in gaining 

export shares.  

 

4) Fourth, the benefits of foreign trade and investment licensing reforms would 

depend also on other conditions such as availability of adequate power, 

efficient and inexpensive transport and telecommunications, particularly rural 

road and telephones and improvements in the educational attainment of the 

labour force. As the study of Ravallion and Datt suggests the poverty 

alleviation potential of the growth induced by reforms would have been much 

higher had these factors been more favourable than they have. In conclusion it 

can be said that there is some evidence that the decline in poverty has slowed 

down after the initiation of reforms of 1991, since the reforms were 

unavoidable, the real question is how to make the growth induced by reforms 

more effective in alleviating poverty. With extension of reforms to the 

agricultural and rural sector, introduction of reforms to labour and product 

markets so that growth is more labour intensive and improvement in the 

quantity and quality of infrastructure services as well as the educational 

attainment and deepening the reforms, the decline in poverty would be 

considerably accelerated. 
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7.5 POVERTY REDUCTION NOT BY INCOME ALONE  

 

The overwhelming attention paid to measuring and monitoring income poverty has 

resulted in a gross neglect of other serious forms of human deprivation. Some of these 

deprivations are loud and visible--child labour, illiteracy, damaged environment. 

Others are largely silent but visible--caste discrimination, discrimination against 

women and girls and child prostitution. Many other forms of deprivations are to this 

day, silent and invisible. These include for instance, issues of women's health, 

domestic violence, and child malnutrition. These deprivations are not related to 

income poverty levels in any predictable manner. Haryana is one of the richest and 

fastest growing states in terms of per capita income. Yet infant mortality at 68 per 

1000 live births is four times higher than in income-poorer Kerala. And women in 

Haryana suffer systematic deprivation that gives them one of the lowest female to 

male ratios in the country-865 per 1000 males. 

 

Income levels often fail to capture deprivations along other dimensions of human life. 

Rural Andhra Pradesh and rural Madhya Pradesh, for example, suffer from similar 

levels of educational deprivation - an illiteracy rate of 64 per cent, but the proportion 

of income poor is 22 per cent in Andhra Pradesh and 42 per cent in Madhya Pradesh. 

Again the extent of urban illiteracy is the same in Punjab and Orissa (28 per cent) and 

yet the proportion of urban income poor is 11 per cent in Punjab and 41 per cent in 

Orissa. Similarly, Kerala, Tamil Nadu and Andhra Pradesh that report the lowest 

levels of child malnutrition do so despite having relatively low levels of per capita 

income. Madhya Pradesh and Maharashtra report the same levels of child malnutrition 

even though Maharashtra's per capita income is more than double that of Madhya 

Pradesh.  

 

Levels of affluence or the lack of incomes also fail to measure the richness - or 

poverty of human lives. Urban poverty rates for instance, have been consistently lower 

than rural poverty rates nationwide and across all states. Also, urban income levels are 

typically higher than rural incomes. Yet visitors to India's major cities will observe 

that traffic congestion has increased dramatically and so has air pollution. Respiratory 

problems have gone up and there is a severe shortage of water and electricity. The 

poor, especially those living in urban slums, estimated to be around 30 per cent in 

metropolitan cities, experience the decay even more: clogged drainage pipes, stagnant 

water. filthy public latrines, un-cleared garbage piles, and an increasingly unhealthy 

environment around them. Most significantly infant mortality in urban areas has 

remained stagnant in recent years for the country as a whole, and has gone up in 

several states. The declining trend in urban income poverty does not capture such 

dangerously deteriorating living conditions. 
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All this is not to say that income does not matter. It does, but people often value other 

things in life much more than income. Even to the very poor, self-respect and a good 

reputation means a lot. They often articulate their immediate needs as a good 

education for their children, access to good health care facilities, and a safe 

environment. They detest exploitation and discrimination. To most people, to be 

treated with dignity and respect matter much more than incomes. 

 

There is a long way to go in ending human deprivations. Access to quality health care, 

basic education and other essential services have to improve dramatically. Caste. Class 

and gender barriers have to breakdown. Physical provisioning has to be expanded 

considerably. Less than a third of India's nearly 600,000 villages have a primary health 

care centre or sub-centre located within the village. For Madhya Pradesh with nearly 

72,000 villages, the coverage is 13.5 per cent and in Uttar Pradesh with 11 3,000 

vi1lagc:s it is only 20 per cent. Only around 25 per cent of all deliveries take place in 

institutions, and trained birth attendants attend to only a little over a third of all 

deliveries. More than 95 per cent of rural households do not have access to proper 

sanitation facilities. Only around 40 per cent of households have access to electricity. 

 

If living conditions have to improve. what then needs to be done differently? First, 

India has to recognise and capitalise on the strong complementarities that exist 

between economic expansion and the improvements in the quality of people's lives. 

 

In 1960, the levels of income in Botswana and Indonesia were lower than in India.  

But by 1993, the situation was reversed. During this period, Botswana and Indonesia 

also recorded significantly rapid advances in health and education than India did. 

Again, in 1960. South Korea and India had similar levels of per capita income. By 

1993, South Korea's income was nearly 8 times higher than India's. This increase in 

income between 1960-93 coincided with a period when life expectancy in South 

Korea went up from 54 years to 71 years, and adult illiteracy fell from 46 per cent to 2 

per cent. Similarly, China, Indonesia and Thailand have all achieved and sustained 

higher levels of per capita incomes than India because they have done much better in 

terms of expanding human capabilities. These countries recognised the strong 

complementarities between income expansion and social development. If human 

poverty has to be eradicated, India must. as a priority, invest in its people - in their 

health and education. 

 

Second, India needs to strike a balance in its development. This balance is not on the 

economic front alone between receipts and expenditures, between imports and 

exports, between savings and investments. A balance is needed between economic 

growth and an expansion of social opportunities. A balance is needed between the 

assurance of economic rights and political rights. A balance is needed between 

expansion of physical infrastructure and basic social infrastructure. The priority has to 
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shift to basic education, to preventive and promotive health care, to assuring basic 

economic security and livelihood. At the same time, several imbalances need to be 

corrected: between men and women, between rural and urban areas, between socially 

disadvantaged communities and the rest of the society. 

 

Third, there is the issue of resources clearly, more financial resources are required if 

all children have to attend school, if all villages must have access to a primary health 

care centre, if all communities must have access to safe water, if all pregnant mothers 

have to be assured of safe motherhood. Additional resources could be mobilised by 

reducing defence spending. But there is also need for getting the priorities right. 

Expenditures must be utilised for improving the quality and efficacy of services, for 

correcting imbalances in public expenditures, for plugging leaks and reducing 

wastage, and for ensuring greater efficiency in spending. 

 

Fourth, the State, instead of abdicating its responsibility for expanding social 

opportunities, needs to play a more proactive role rather than it has in the past. The 

state in India often achieves what it sets out to do. If something has not been done, it 

usually reflects unwillingness rather than an inability to act. For example, the state has 

shown dynamism in reducing controls, liberalising the economy, and opening up the 

economy. The recent Constitutional Amendment to ensure women's participation in 

local governments displays an extremely progressive and proactive face. On the other 

hand the state's effort at abolishing child labour, preventing child prostitution, and 

until recently, addressing the problem of AIDS reveals shocking recalcitrance. 

Similarly, its unwillingness to make primary education compulsory, despite the 

affirmation in the Constitution of India, reveals inexplicable reluctance. For many of 

these matters sustained advocacy, open debates, concerted pressure and public action 

are urgently needed to provoke a positive response from the state. 

 

Fifth opportunities must be created and expanded for women to participate more fully 

in economic and political decision-making. The human development experience from 

Kerala and Manipur suggest that society's .well-being improves when women enjoy 

greater freedoms-+economic, social and political. But ensuring greater freedom for 

women is not easy. Unfortunately, many see it as usurping of power from men with no 

net gains. Quite the contrary, the overall gains to society increase many times when 

men and women contribute equally. However, to achieve this, changes are required in 

the way people think and behave, in the way society perceives the role and 

contribution of women. 

 

Finally, economic growth has to be participatory; it must be planned and managed 

locally by people whose lives it affects. Communities must participate actively to 

shape programmes, ensure that opportunities are expanded, and that the benefits are 
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shared equitably. For this, structures of local self-governance must be strengthened; 

and people's participation has to become a way of public life. 

 

Is there then hope for optimism? Yes. First, the official stated policies for poverty 

eradication reflect human development priorities. Second, following the post-1991 

reforms economic conditions are more favourable. Third. democratic participation is 

opening up. This is not just through local governments but through people's 

organisations, and in particular women's groups that are frequently organised around 

credit. Economic activities and social empowerment. At the same time, there are some 

causes for concern. The focus on reducing fiscal deficits is forcing major cuts in social 

sector spending. The pressure to pursue state minimalism is leading to an abdication 

of state responsibilities-- as the pressure to privatise is beginning to affect people's 

access to basic health and education. 

 

What does India need to do? Mahatma Gandhi had once remarked: "India's salvation 

consists in unlearning what she has learned during the past fifty years". Similar 

changes are now required in thinking, in living, and in cultivating a genuine public 

spirit. India needs to get its development priorities right. We need to undo and unlearn. 

At the same time, we also need to learn and act. If human poverty has to be eradicated, 

attention must shift from income poverty to the poverty and inequality of 

opportunities-economic:, social and political. India needs sustained public action to be 

guided by strong human development priorities. 

 

7.6 SUMMARY  

 

The Indian economy has seen marked structural transformation in the 1990s with the 

services sector occupying a place of prominence and agriculture seeing a decline. The 

economy maintained a high GDI' growth, the major impetus coming from the 

manufacturing and services sector. The states in India show increased variation in 

growth performance. Whereas it accelerated for the economy particularly for 

Maharashtra and Gujarat. it decelerated sharply in Bihar, Uttar Pradesh and Orissa. 

 

The objective of India's development strategy is the eradication of mass poverty. But 

while the percentages show a decline in poverty, absolute numbers of poor has 

increased because of the alarming population rise. There is a clear association between 

rapid growth and poverty alleviation. Poverty in India is largely a rural phenomenon 

as mort: than 80 per cent of India's poor live in rural areas. Thus for reform to have a 

substantial impact it has to extend to rural areas. Income levels alone should not be a 

measure of poverty as they often fail to capture other dimensions of human life. Other 

deprivations like child labour, malnutrition, illiteracy, prostitution, caste 

discrimination are not related to income poverty levels in any predictable manner. 

Levels of affluence are not a measure of the poverty of human lives. Thus India needs 
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to strike a balance in its development-in its economic and social front, with the state 

playing a more proactive role. 

 

 

 

7.7 EXERCISES 

 

1) Has acceleration in GDP of India resulted in a uniform increase in the growth 

rate of SDP?  

2) What is meant by poverty line? Explain with reference to India. 

3) How has India fared in poverty alleviation? What steps do you think India 

should take to improve the quality of its peopleôs lives?  
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