ACKNOWLEDGEMENT
All the Units of this block is designed and developed by ePG Pathshala.

Bachelor of Arts (Honours) in
Economics
BEC-12
DEVELOPMENT ECONOMICS I

Block-3
Poverty, Inequality, Agriculture, Industry
and Development
UNIT-7: Poverty
UNIT-8: Inequality
UNIT-9: Agriculture
UNIT-10 : Industry

UNIT 7: POVERTY
Structure
7.1. Learning Outcomes
7.2. Introduction
7.3 Human Poverty Index
7.4. Relative and Absolute Poverty
7.4.1 Relative poverty
7.4.2 Absolute poverty
7.4.3 Poverty line
7.5. Causes of poverty
7. 5.1 Different causes of poverty in India
7.5.2 Measures to reduce poverty
7.6. Summary

7.1 Learning Outcomes
After studying this module, you shall be able to
•
•
•
•
•

Know the concept of Poverty
Learn the types of Poverty
Identify poverty line and poverty ratio
Evaluate how poverty is measured
Analyze the causes of Poverty

7.2 Introduction
Poverty is a multi-dimensional concept. It is basically a socio-economic phenomenon in which
a portion of the society is deprived of the basic amenities of life. The definition of poverty has
differed from country to country and also time to time for a nation. The third world countries
exhibit higher levels of poverty than the developed world.
Though attempts have been made in all countries to define poverty, but the difference arises as
to ‘what minimum standard of living’ should be. The similarity happens because everyone is
unanimous on deprivation concept. The concept of Poverty in developed countries is
significantly different from India because the average person is able to afford a much higher
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standard of living there. Invariably, there is an effort in all definitions of poverty to approach
‘the average level of living’ and the acceptance of the existence of inequalities. To quote Swami
Vivekananda “In human society too much wealth or too much poverty is a great impediment
to the higher development of the soul. It is from the middle classes that the great ones of the
world come. Here the forces are very equally adjusted and balanced”.
Amartya Sen's ‘Capability Approach’ adds a new dimension to understanding poverty. He
points out that poverty cannot be measured properly by income or even the goods and services
available to the people or even by utility as conventionally accepted. What really matters is not
the things a person has but what a person can do or does with those things. Thus, it is the
capability to function that decides welfare and therefore happiness.

7.3 HUMAN POVERTY INDEX (HPI)
The Human Poverty Index was introduced by the United Nation’s Human Development Report
in 1997 with a view to measuring the extent of deprivation and the degree of poverty in a
country. The HPI Index uses the same parameters as are used in the Human Development Index
(HDI) such as, Longevity, Knowledge and Living standards. The HPI Index also includes other
parameters as:
1. Vulnerability to death at a relatively early age as measured by percentage of people with
probability of death before the age of forty years.
2. Adult illiteracy rate as measured by percentage of illiterate adults in total adult population.
3. Living standards as measured by three variables, viz/; the percentage of people with access
to
(i) health services
(ii) safe drinking water
(iii) malnourished and underweight children below the age of five years.
The HPI is the average of the above three components and measures deprivation on a scale of
one to one hundred. The Countries with high HDI rankings have lower HPI rankings. In India,
the HPI value is around thirty, showing a medium level of deprivation.
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7.4 Relative and Absolute Poverty
Two types of standards have been commonly used in economic parlance: The Absolute and
The Relative.
7.4.1 RELATIVE POVERTY:
Relative poverty refers to the income or asset position of one class or group of people in
comparison with the other classes or groups, or one individual vis-a –vis the other. The essential
point of significance is that poverty of one is relative to the richness of the other. For example,
an average middle-class person is relatively poor when compared to an upper middle class
person. The upper middle-class person is relatively poor in comparison to the richer persons.
This kind of comparison does not take into account the level of economic conditions, whether
he is sufficiently endowed or not. The condition of the person is understood in relation to what
others have. The concept of relative poverty is essentially a problem of inequality: inequality
of income and ownership of assets.
7.4.2 ABSOLUTE POVERTY:
The concept of Absolute poverty is associated with a minimum level of living or minimum
consumption requirements of food, clothing, house, health and so on. Therefore, absolute
poverty can be defined as the ‘inability to achieve the minimum requirements of life, health
and efficiency
due to very low income or inadequate assets’. Poverty is viewed as a ‘state of absolute
deprivation’ Absolute poverty is defined in terms of a certain normative minimum level of
living operationally measured by’ consumption expenditure’ that is necessary to ensure that
‘minimum desirable level of living’. Therefore, all those people who are deprived of these
minimum consumption requirements are categorized as poor.
The minimum consumption requirements include
i. a reasonable satisfactory nutritional diet
ii, reasonable clothing, housing etc
iii. Access to minimum level of education, health, water facilities etc.
Absolute poverty is a more comprehensive concept than relative poverty, as it manifests itself
in denial of basic/minimum ‘human requirements’ of food, clothing, shelter, education, health
and so on. The eradication of absolute poverty is challenging but nonetheless one of the most
important priority of every country. Thus, a state of absolute poverty is characterized by low
life conditions in the form of disease, illiteracy, malnutrition, and squalor which denies a
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minimal state of human existence. Poverty is also taken as ‘denial of human rights’ and is a
major challenge for the planners,
7.4.3 POVERTY LINE:
Absolute poverty is measured by ‘Poverty Line’ which refers to some cut-off level in terms of
consumption or income level. The extent of poverty in a country is measured by the number of
people who live below the poverty line and their ratio to the total population. (Poverty ratio).
Poverty line is drawn on the basis of expenditure that is necessary to secure the minimum
acceptable living standard, according to the work and efficiency. Poverty line is drawn on the
basis of a minimum necessary nutritional requirement, which is expressed in calorie intake of
a person (2,400 calories for rural and 2100 calories for urban areas). The minimum calorie
intake for rural areas is higher than the urban areas because rural people put in more physical
efforts in comparison to the population in urban areas.
Poverty ratio is the ratio of the number of people below poverty line to the total population.
The poverty ratio is high in the rural areas in comparison to the urban areas.
The Planning Commission estimates poverty using data from sample surveys on household
expenditure carried out by National Sample Survey Organization (NSSO) every five year. It
defines poverty line on the basis of monthly per capita consumption expenditure (MPCE). The
methodology used by the Planning Commission is based on the recommendations of experts.
The Expert group headed by late Prof. Suresh Tendulkar in its report in December 2009 has
measured the poverty lines at all India level as monthly per capita consumption expenditure
(MPCE) of Rs. 447 for rural areas and Rs. 579 for urban areas in 2004-05.
Poverty lines and poverty ratio have been updated by the Planning Commission. It has been
estimated as Rs 673 for rural areas and Rs 860 for urban areas in 2009-10.and based on these
cut-off, the percentage of people living below the poverty line in the country was 29.8 percent
in 2009-10.
TABLE 7.1: POVERTY RATIO AND NUMBER OF PEOPLE BELOW POVERTY LINE
YEARS

POVERTY RATIO

NUMBER (crores)

1973-74
1977-78
1983-84
1987-88
1993-94
2004-05

54.9
51.3
44.5
38.9
36.6
27.5

32.1
32.9
32.3
30.7
32.0
30.2

Source: Planning Commission Reports and Economic Survey of India (various issues)
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TABLE 7.2: NUMBER AND PERCENTAGE OF POOR –RURAL -URBAN
YEAR
1973-74
1977-78
1983-84
1987-88
1993-94
2004-05
2009-10

Number of Poor (Million)
Rural
Urban
Total

Poverty Ratio (Percent)
Rural
Urban

Total

261
264
252
232
244
221
278.2

56.4
53.1
45.7
39.1
37.3
28.3
33.8

54.9
51.3
44.5
38.9
36.0
27.5
29.8

60
65
71
75
76
80.8
76.5

321
329
323
307
320
302
354.7

49.0
45.2
40.6
38.2
32.4
25.7
20.9

Source: Planning Commission Reports and Economic Survey of India (various issues)
From the Table 7.2, we can see that the incidence of poverty is higher in the rural areas than
the urban areas. It is also clear that the overall poverty ratio is declining at the all-India average.
The decline in the number of rural poor in spite of rapid increase in population has been caused
(i) due to the large number of anti-poverty programmes launched by the government from time
to time.
(ii) due to the effects of migration wherein rural population moves to towns and cities in search
of better economic avenues/employment and consequent urbanization.

7.5 Causes of Poverty
7.5.1 DIFFERENT CAUSES OF POVERTY IN INDIA
The World Bank in its Report, World Development Report (2005), pointed out that on the basis
of the international poverty line rate of $1 per day, 34.7 percent of the population in India in
1999-00 would be placed below poverty line. This shows that the problem of poverty is chronic
in India and needs to be tackled through developmental measures. Poverty still exists in spite
of six decades of planning and specific poverty removal schemes. Poverty is deep rooted on
account of various reasons, out of which the most important ones are:
Rapid growth of population:
Rapid increase in population has been a major factor responsible for high incidence of poverty.
Between 1951 and 2001, about 66 crores of people were added to the existing population. From
36 crores in 1951, the population in 2014 is 120 billion. Unfortunately; the pace of development
has been slow. During the period 1951-81, there was a massive increase in population on
account of a high birth rate and a rapidly declining death rate. The growth rate of population
per annum was 1 percent at the time of independence increased to 2.22 percent in 1981, tended
to moderate to 2.14 percent in 1991 and came down to 1.93 percent in 2001 and is 1.72 percent
5

in 2011. Heavy population means higher burden of dependents and consequently low savings
and investments and a low level of economic growth. Thus, high population growth and a slow
rate of economic growth depress the growth rate of per capita income.
Underdeveloped structure of the economy:
Indian economy still exhibits pockets of backwardness, particularly evident in the agricultural
sector. Since, a majority of the population depend on agriculture for livelihood, the low
productivity of the sector leads to low levels of income and poverty. Not only agriculture, our
industrial sector too is slow and the lack of infrastructure leads to a slow growing output.
Higher productivity of sectors has led to overall GDP growth rate and low levels/negligible
poverty in developed countries.
Inequalities in income and Asset ownership:
An important reason for wide scale poverty is the growing inequalities in income distribution
and ownership of assets. Because of lack of education, skill and so on, a large section of
population are unable to reap opportunities to develop. The rich becomes richer and the poor
becomes poorer. Most of the development opportunities are pocketed by few. The World
Development Report, 2001-02 of the World Bank points out that the top 20 percent of people
in India have a 46 percent share of national income while the bottom 20 percent have less than
8 percent share. Inequality perpetuates further inequality.
Chronic unemployment and Underemployment:
India is a vast country with chronic unemployment –seasonal, structural, frictional, and open
and underemployment. There are problems of educated unemployment and disguised
unemployment. Though large number of employment schemes have been launched by the
governments but the number of job seekers is too large in comparison to the jobs created. There
is huge backlog of unemployed youths resulting in unemployment, poverty.
Inflation:
Rising prices/inflation is a common feature of developing economies. Rising prices leads to
falling purchasing power and real incomes. The fixed income group suffers immensely as
compared to the business class. Particularly, the unorganized sector comprising of casual
workers, labourers, rickshawallah etc are driven to poverty on account of rising prices.
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7.5.2 MEASURES TO REDUCE POVERTY:
Apart from the following indirect measures for countering poverty, there are direct
measures/anti-poverty schemes running both at urban and rural areas.
1. Accelerate the growth rate of GDP- develop agriculture, promote village and small
industries to create employment opportunities.
2. Growth should be employment oriented.
3. Inclusive growth process – emphasis on rural areas, marginal sections of society,
4. Reducing inequalities in income and asset ownership5. Reduce the growth rate of population
6. Impart vocational training along with education
7. Design proper monetary policy to control price rise.
8. Poverty alleviation programmes should be accompanied by asset creation, selfemployment initiatives.
9. Programmes to ensure accessibility to minimum standards of education, health, roads,
drinking water.
The Anti-poverty programmes were designed to make a direct attack on poverty. These
programmes included self-employment and income generating schemes for the poor like,
IRDP (Integrated Rural Development Programme, Training of Rural Youth for Self
Employment (TRYSEM), Rural Landless Employment Guarantee Programme (RLEGP),
National Rural Employment Programme. These were redesigned and restructured and merged
to form a single programme named Swarnajayanti Gram Yojana (SGSY) from April 1, 1999.
The objective of the SGSY is to help the poor families to cross the poverty line by providing
them income yielding assets- such as sewing machines to poor women, pair of bullocks to
plough,-through a mix of government subsidies and bank loans.
The Pradhan Mantri Gramodaya Yojana (PMGY) launched in 2000-01 for alleviation of
poverty in rural areas.
The Indira AwasYojana (IAY) a major scheme launched to build houses (free of cost) for the
poor.
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Antodaya Anna Yojana (AAY) launched in 2000 to provide highly subsidized foodgrains to
the poor people.
The National Food for Work programme was launched in november14,2004 in 150 backward
states of India with the objective of providing more opportunities of wage employment and
ensuring minimum nutritional levels for the rural poor.
The National Rural Employment Guarantee Act (NREGA) was passed in 2005 to enhance the
livelihood security of people in rural areas by generating wage employment through works that
develop infrastructure base of the area. The NREGA provides that every State government
shall make a scheme for providing not less than 100 days of guaranteed work in a financial
year to every household in the rural areas,
The ValmikiAmbedkarAwasYojana (VAMBAY) was launched in 2001 to help the urban slum
dwellers by facilitating the construction and up gradation of dwelling units and to provide a
healthy urban environment. Under the scheme, public toilets are also constructed.
The Jawaharlal Nehru National Urban Renewal Mission (JNNURM) was launched in 200506 for poverty removal in the urban areas. The mission comprises of (i) basic services to the
urban poor (ii) Integrated Housing and Slum Development (IHSDP). These programmes will
help the urban poor in construction of houses and upgradation of slums.

7.6 Summary
➢Poverty is a multi-dimensional concept. It is basically a socio-economic phenomenon in
which a portion of the society is deprived of the basic amenities of life.
➢The definition of poverty has differed from country to country and also time to time for a
nation. The third world countries exhibit higher levels of poverty than the developed world.
➢Though attempts have been made in all countries to define poverty, but the difference arises
as to ‘what minimum standard of living’ should be. The similarity happens because everyone
is unanimous on deprivation concept.
➢The concept of Poverty in developed countries is significantly different from
India because the average person is able to afford a much higher standard of living there.
Invariably, there is an effort in all definitions of poverty to approach ‘the average level of
living’ and the acceptance of the existence of inequalities.
➢Amartya Sen‘s ‘Capability Approach’ adds a new dimension to understanding poverty. He
points out that poverty cannot be measured properly by income or even the goods and services
available to the people or even by utility as conventionally accepted. What really matters is not
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the things a person has but what a person can do or does with those things. Thus, it is the
capability to function that decides welfare and therefore happiness.
➢The Human Poverty Index was introduced by the United Nation’s Human
Development Report in 1997 with a view to measuring the extent of deprivation and the degree
of poverty in a country.
➢The HPI Index uses the same parameters as are used in the Human Development
Index (HDI) such as., Longvity, Knowledge and Living standards. The HPI Index also includes
other parameters as: Vulnerability to death at a relatively early age as measured by percentage
of people with probability of death before the age of forty years. Adult illiteracy rate as
measured by percentage of illiterate adults in total adult population. Living standards as
measured by three variables, viz/; the percentage of people with access to health services, safe
drinking water, malnourished and underweight children below the age of five years.
➢The HPI is the average of the above three components and measures deprivation on a scale
of one to one hundred. The Countries with high HDI rankings have
lower HPI rankings .In India, the HPI value is around thirty, showing a medium level of
deprivation
➢Relative poverty refers to the income or asset position of one class or group of people in
comparison with the other classes or groups, or one individual vis-a –vis the other.
➢The essential point of significance is that poverty of one is relative to the richness of the
other. The concept of relative poverty is essentially a problem of inequality: inequality of
income and ownership of assets.
➢The concept of Absolute poverty is associated with a minimum level of living or minimum
consumption requirements of food, clothing, house, health and so on.
➢Therefore, absolute poverty can be defined as the ‘inability to achieve the minimum
requirements of life, health and efficiency due to very low income or inadequate assets.
➢Poverty is viewed as a ‘state of absolute deprivation’ Absolute poverty is defined in terms of
a certain normative minimum level of living operationally measured by’ consumption
expenditure’ that is necessary to ensure that ‘minimum desirable level of living’.
➢Absolute poverty is a more comprehensive concept than relative poverty, as it manifests
itself in denial of basic/minimum ‘human requirements’ of food, clothing, shelter, education,
health and so on.
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➢The eradication of absolute poverty is challenging but nonetheless one of the most important
priority of every country. Thus, a state of absolute poverty is characterized by low life
conditions in the form of disease, illiteracy, malnutrition, and squalor which denies a minimal
state of human existence.
➢Poverty is also taken as ‘denial of human rights’ and is a major challenge for the planners,
➢Absolute poverty is measured by ‘Poverty Line’ which refers to some cut-off level in terms
of consumption or income level.
➢The extent of poverty in a country is measured by the number of people who live below the
poverty line and their ratio to the total population. (Poverty ratio).
➢Poverty line is drawn on the basis of expenditure that is necessary to secure the minimum
acceptable living standard, according to the work and efficiency.
➢Poverty line is drawn on the basis of a minimum necessary nutritional requirement, which is
expressed in calorie intake of a person (2,400 calories for rural and 2100 calories for urban
areas). The minimum calorie intake for rural areas is higher than the urban areas because rural
people put in more physical efforts in comparison to the population in urban areas.
➢Poverty ratio is the ratio of the number of people below poverty line to the total population.
➢The poverty ratio is high in the rural areas in comparison to the urban areas.
➢The Planning Commission estimates poverty using data from sample surveys on
household expenditure carried out by National Sample Survey Organization (NSSO) every five
year. It defines poverty line on the basis of monthly per capita consumption expenditure
(MPCE). The methodology used by the Planning Commission is based on the
recommendations of experts.
➢The Expert group headed by late Prof. Suresh Tendulkar in its report in December 2009 has
measured the poverty lines at all India level as monthly per capita consumption expenditure
(MPCE) of Rs. 447 for rural areas and Rs. 579 for urban areas in 2004-05.
➢Poverty lines and poverty ratio have been updated by the Planning Commission. It has been
estimated as Rs 673 for rural areas and Rs 860 for urban areas in 2009-10.And based on these
cut-off, the percentage of people living below the poverty line in the country was 29.8 percent
in 2009-10.
➢Poverty is deep rooted on account of various reasons, out of which the most important ones
are: Rapid growth of population, underdeveloped structure of the economy, Inequalities in
income and Asset ownership, chronic unemployment and Underemployment, inflation.
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➢MEASURES TO REDUCE POVERTY:
➢Accelerate the growth rate of GDP- develop agriculture, promote village and small industries
to create employment opportunities, Growth should create employment
➢Inclusive growth process – emphasis on rural areas, marginal sections of society,
➢Reducing inequalities in income and asset ownership-, Reduce the growth rate of population
➢Impart vocational training along with education, Design proper monetary policy to control
price rise.
➢Poverty alleviation programmes should be accompanied by asset creation, self-employment
initiatives, Programmes to ensure accessibility to minimum standards of education, health,
roads, drinking water.
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8. INEQUALITY
8.1. Learning Outcomes
8.2.Introduction
8.3.Measures of Inequality
8.4.Inequalities in Land Holdings
8.5.Gender Inequality
8.6 Regional Inequality
8.7 .Summary

8.1 Learning Outcomes
After studying this module, you shall be able to know about
•The basic concept of Inequality
•The kind of inequalities that exist other than just income inequality •The current scenario of
inequality in India

8.2 Introductions
Inequality can be defined as different people having different degrees of something, often
considered in terms of income or consumption but can be equally applied to other dimensions
of living standards showing a perpetual pattern of variation, such as the education level or the
malnutrition degree.
Three concepts of world inequality which need to be sharply differentiated, as it often leads
to ambiguity.
The first concept is un-weighted international inequality. This concept takes country as the unit
of observation, uses its income (or GDP) per capita, disregards its population, and thus
compares all countries in the world as to be of equal size.
The second type of inequality is population weighted international inequality, where it is still
assumed that everyone in a country receives the same income, but the number of representative
individuals in each of the country represents the size of the population. The third concept,
calculates inequality across all individuals in the world. The author contends that it is the true
world income distribution as it treats, in principle, everybody the same.
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The other definition of welfare, which is many a times considered in analysis, is that of
‘relative’ poverty, defined as having less in a specific dimension relative to other society
members. This concept is based on the idea that the way individuals or households perceive
their position in society is an important facet of their welfare.
In last sections, relative poverty line has been used which catch dimension of welfare to a
definite extent by categorizing as ‘poor’ those who have less than some societal norm The
overall level of inequality in a country, region or population group – and more generally the
distribution of consumption, income or other attributes – is also in itself an prominent welfare
dimension in that group. Inequality measures can be calculated for any distribution—not just
for consumption, income or other monetary variables, but also for land and other continuous
and cardinal variables.

8.3 Measures of Inequality
Lorenze curve of income distribution, Gini-coefficient of inequality: This is the most
commonly used measure of inequality. The coefficient lies between 0 and 1 representing
complete equality and complete inequality respectively (one person has all the income or
consumption, all others have none). Graphically, the area between the Lorenz curve and the
easily line can simply reflect the Gini coefficient.
The Lorenz curve shows the cumulative income share on the vertical axis and the population
distribution on the horizontal axis. In this example, 40 percent of the population obtains around
20 percent of total income. The income distribution curve will be a straight line in the graph, if
every person had the same income or there is total equality – the line of total equality.
To calculate Gini coefficient, the area A is to be divided by the sum of areas A and B. The
Lorenz curve and the line of total equality would merge and the Gini coefficient would be zero
if there is equal distribution of income totally. If a individual has all the income, the Lorenz
curve would pass through the points (0,0), (100,0) and (100,100), and the surfaces A and B
would be similar, leading to a value of one for the Gini-coefficient. It is sometimes argued that
one of the disadvantages of the Gini coefficient is that it is not additive across groups that is
the total Gini of a society is not equal to the sum of the Ginis for its sub-groups. The Gini
Coefficient of India is 33.9.
Theil-index: While less common than the Gini coefficient, the Theil-index of inequality has a
positive point of being additive across different subgroups or regions in the country. The Theil
index, however, does not have a straight-ahead depiction and fall short of pleading
interpretation of the Gini coefficient. The Theil index is a member of larger family of measures
which are known as the General Entropy class.
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Decile dispersion ratio: decile dispersion ratio is used many times, which presents the ratio of
the average consumption or income of the richest 10 percent of the population divided by the
average income of the bottom 10 percent. This ratio can also be calculated for other percentiles
(for instance, dividing the average consumption of the richest 5 percent – the 95th percentile –
by that of the poorest 5 percent – the 5th percentile). This ratio can be interpreted readily, by
depicting the income of the rich as multiples of that of the poor.
Share of income/consumption of the poorest x%: A disadvantage of both the Gini coefficients
and the Theil indices is that they vary when the distribution varies, no matter if the change
occurs at the top or at the bottom or in the middle (any transfer of income between two
individuals has an impact on the indices, irrespective of whether it takes place among the rich,
among the poor or between the rich and the poor). If society’s concern is about the share of
income of the people at the bottom, a better indicator may be a direct measure, such as the
share of income that reaches poorest 10 or 20 percent. Such a measure would not vary, for
example, with changes in tax rates resulting in less disposable income for the top 20 percent at
the advantage of the middle class in lieu of poor.
It is probable that distinct measures will rank the identical set of distributions in distinct ways,
due to their distinct sensitivity to incomes in different parts of the distribution. When rankings
are dubious, another method of stochastic dominance can be applied. The attached paper
Inequality: Methods and Tools discuss a type of stochastic dominance, which can be used for
unambiguous comparisons of inequality across distributions: the mean-normalized secondorder dominance, or Lorenz dominance.

8.4. Inequality in India
The same regulatory reforms that led economy of India to grow so promptly over the past 20
years have also had a severe impact on the poorest citizens of nation. According to a 2011
Organisation for Economic Cooperation and Development (OECD) report, income inequality
has doubled in India from the early 1990s.
The richest 10 percent of Indians earn approximately 12 times as much money as the poorest
10 percent, compared to roughly six times in 1990. One of the rapid-growing emerging
economies of any newly industrialized nation in the world is Indian economy, however other
countries have made noticeably more progress in meeting the problem of income inequality.
"Brazil, Indonesia and, on some indicators, Argentina have recorded significant progress in
reducing inequality over the past 20 years," according to the OECD report. "By contrast,
China, India, the Russian Federation and South Africa have all become less equal over time."
Since 1951, the organization which has worked to fight child poverty in the country is Child
fund. Despite the introduction of many initiatives to address the social causes of poverty, there
14

is much work to be done. The OECD report reported that programs for poverty reduction have
been less compelling than what was thought previously and also implied that 42 percent of the
Indian population stays beneath the poverty line.
The causes of income inequality are highly complex and dependent on a range of factors, and
the effects are damaging to vulnerable populations, especially the young. Children born to
parents in low-income areas are at higher risk of child mortality and disease. According to
UNICEF data, 28 percent of children born in India between 2006 and 2010
were underweight at birth, and close to 48 percent of children under the age of 5 were affected
by moderate to severe growth stunting as a result of malnutrition.
Through government initiatives and the work of Child Fund and other nongovernmental
organizations, conditions are gradually improving. UNICEF data also implies that 88 percent
of Indians living in a rural area had approach to improved drinking water in 2008, and more
than 20 percent of rural Indians had approach to better sanitation facilities in during the
identical time period. Despite these gains being encouraging, some additional efforts can be
put to improve the lives of children living in India's poorest communities. The finest way to
aid Child Fund fighting against child poverty is by donating to our Dream Bike campaign.
Furnishing children of rural areas with the support to get into school and attain an education,
this program strives to provide 800 schoolgirls in India and Sri Lanka with bicycles. Till date,
we have supplied over and above 600 bicycles. Another way you can get involved is by
purchasing a gift from our Real Gifts Catalog. With multiple ways to provide, along with
helping us provide water filters for an Indian school and medical checkups for disabled
children, our catalog enables you to help us fight child poverty and offer children a brighter
future.
Though the ranking of India is a low fourth in South Asia taking into account both adult literacy
rate and youth/child literacy, the field of education has got many achievements since
independence, as the data of government shows. The average literacy rate was 65% in 2001
(up from 18% in 1951). The figure of uneducated persons fell for the first time since Census
1951 by almost 32 million in absolute terms between 1991 and 2001.
The fact is that every third illiterate person in the world belongs to India and that is where our
improvements fade away (Samuel and Jagadananda, Eds. ‘Making Sense of Democracy: An
Introduction to Social Watch India). Of close to 200 million children in the 6-14 age-group,
only 120 million are enrolled in school. “Inadequate budget allocation, dismal school
infrastructure in rural areas, high dropout rates, caste-bias, gender-bias etc, are the hallmarks
of our education system,” this report states.
There have been consistently regressive budgetary allocations for education. Unplanned
allocation in education fell in real per capita from a meagre Rs 15.40 to Rs 14.68 between 2002
and 2003. The planned allocation on education declined from Rs 0.30 per capita in 2002-03 to
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Rs 0.18 in 2003-04. Significant schemes in education sector like the National Programme for
Women’s Education have been discarded.
Promises are being made by subsequent governments to kick education expenditure upto 6%
of GDP, central and state government spending on education has gone down from 4% in
1991/1992 to 3.2% in 1996/1997. Below half of the total sum is spent on primary education.
ndia has high Dropout rates —from above 50% from Class I to VIII (CMIE , India’s Social
Sectors, February, 1995). The high rates are not due to lack of demand for schooling from the
relatively poorer households, as is sometimes assumed. The problems mainly crop up from
supply side. Infact the required infrastructure, such as proper rooms, desks, drinking water
facility, toilets, is not available in most of the schools.
According to the fifth all-India education survey (NCERT, 1990): (i) Barely half of the primary
schools have a stone building (ii) 42% have a single classroom (if any) (iii) Just above half
have a blackboard that can be used, (iv) below half have drinking water facilities (v) urinals
are only 16% (vi) More than 60% have only one or two teachers (if any) for classes I to V and
only 15% have more teachers. Although this is the all-India average figure, the corresponding
figures for rural areas are even worse.
A Public Report on Basic Education (PROBE), developed by researcher’s team based at the
Centre for Development Economics, Delhi and other institutions, conducted a thorough survey
of the school system in North India in 1996. In 188 randomly selected villages of Bihar and
Madhya Pradesh, the report inspected the school facilities and interviewed 1,221 households.
It found that parents spend about Rs 366 per year to send a child to a government school. For
an average agricultural labourer, getting two children admitted to primary school would mean
30 days’ wages. Similarly, the teacher-pupil ratio has been declining from 26 primary school
teachers for every 1,000 pupils in 1981, to 21 teachers per 1,000 pupils in 1996, according to
the Probe report.
According to Kiran Bhatty of the Probe team, “These studies bear testimony to the apathy of
the policymakers as rhetoric and reality so obviously continue to follow divergent paths. A
misunderstanding of the real problems and a complete lack of commitment in tackling them
are obvious from the fact that policy after policy and scheme after scheme, have not succeded
to make any impressive effect. What it indicates is a near total absence of responsibility in the
system, in effect almost a refusal to take responsibility for ensuring the provision of this basic
service, or rather of guaranteeing a fundamental right.”
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8.5 Inequality in Holding and Property
As we have seen, among landless agricultural labourers and their dependents, the problem
which is pervasive is poverty. At Independence, India had a large population of landless poor
in rural areas, and set about an ambitious program of land reform. There was introduction of
National and State laws to restrict the family holdings’ size, and for the protection the tenant
farmers rights.
Rapid progress at initial stage was followed by a period of slow progress. Corruption at a local
level ensured that much land was not in fact transferred. For one’s who owned land, the benefits
were not long-lived. Loans for improvements of capital and inputs are often secured by land,
which was forfeit if repayments were not made. The fruits were reaped by farmers with small
to medium holdings, who benefitted at the cost of large number of landowners, and little benefit
has reached the poorest. The Green Revolution represents the other clear example of evergrowing inequality. This was a transformation in agricultural practices that occurred in 19671978, associated with the expansion of area under agriculture, double cropping, and the
introduction of High Yielding Varieties (HYVs) of staple foodstuffs such as rice, wheat, and
maize. India welcomed the Green Revolution warmly, as a measure which will assure food
security post-Independence.

(A severe famine had occurred in Bengal under British rule, in 1943, when 4 million people
died of hunger). Materialistically, the Green Revolution had a great success: yields remarkably
increased. Although, these fruits of benefits were reaped by larger landowners. HYVs need
large amount of inputs of fertiliser and pesticides, which the poor are not able to buy. The high
rates of interest that rural moneylenders demand in India led to aggravation of the problem.
Pesticides have also created environmental problems.
Additionally, the greater mechanisation of agriculture actually reduced the number of labouring
jobs in some areas, making the landless even less secure. Thus, while the Green Revolution has
resulted in benefits for some, it has also tended to increase inequalities in many areas. Plenty
of food is available in India: in most parts of the country, the markets are well stocked with
produce. Malnutrition is caused by a lack of ability to grow or purchase food.

8.6 Gender Inequality
Girls and women is widely discriminated in India, in both the communities be it Hindu or
Muslim. The dowry system (payment of money or goods by the family of a bride) reflects that
girls are characterized by financial burden, and on the other hand, boys are considered as a
source of income and prosperity. Nationwide, girls are fed less and taken to doctors less
frequently, so mortality is greater. Death in childbirth is also unacceptably high: maternal death
rates are over 0.5% of births.
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Women have low access to education, and therefore, there are lower literacy rates: nationally,
literacy rates are 64% for males, but only 39% for women. In the poorer states, female literacy
may be less than 25%. As a result, the level of opportunity for women is low. Lack of female
education and power has been linked to high birth rates and population increase in the
developing world.
Recent government and international financed aid programs which strives to improve education
and economic opportunities focusing women, hoping that more equitable development will
result in an alleviation of poverty and a slowing of population increase.

8.7 Summary
After 50 years of Independence, India has made great progress. Remarkable industrial and
economic development has been made, and the country is reaching self-sufficiency swiftly.
India has a promptly growing middle class, with unparalleled access to goods and opportunity.
Nevertheless, inequality is still very much a fact of life in India, largely a result of deep-rooted
social and economic structures that perpetuate privilege and limit opportunities for the poor.
The degree to which poverty and inequality have been addressed varies between regions. In
the southern state of Kerala (which has a communist administration) is one of the most
egalitarian, with high rates of literacy among both men and women. In contrast, the northeastern state of Orissa lags far behind, partly a legacy of the Bengali zaminadari system
perpetuated by the British. Nationwide, despite the radical programs of land reforms and
preferential treatment of the Scheduled castes, those in power have proved unwilling to transfer
wealth or opportunity at their own cost. Future should target upon: reforms of money-lending,
especially in rural areas, to break the cycle of poverty and debt continuing breakdown of the
worst excesses of the caste system continuing to ensure security of tenure, and improving the
education and opportunities for women.
World's largest democracy i.e. India with a population of over and above 1.2 billion people.
Inspite of making noticeable financial gains since the initiation of market-based economic
reforms in the early 1990s, India continues to strife with multiple major problems, including
poverty, poor infrastructure and economic inequality. Though much progress has been made
to meet the social causes of poverty in India, millions of children face a questionable future.
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UNIT 9 AGRICULTURE
Structure
9.1.Learning Outcomes
9.2.Introduction
9.3.Agricultural performance - production and productivity
9.4.Causes of low productivity
9.5.Policy action and Summary

9.1 Learning Outcomes
After studying this module, you shall be able to
•
•
•
•

Know about agricultural production and productivity in India
Understand the agricultural performance of India
Know the trends in production and land use
Identify the main causes of low productivity

9.2 Introduction
Indian economy is often referred to as an agrarian economy with a large share of population
employed in agriculture. The Economic Survey of 2014-15 notes that agriculture contributes
around 18 percent of India’s GDP. Also, almost 50 percent of the population depends on
agriculture. Agriculture has important linkages with other sectors in the economy in that it
provides raw material to the agro-based industries on the one hand and creates demand for
manufactures and services on the other. Hence robust agricultural performance has multiplier
effects for the rest of the economy. The onus of providing food for industrial workers and other
non-agricultural sections of the population lies on the agricultural sector whereby it is crucial
to ensure that both, production and productivity, in this sector increases to keep inflationary
pressures under control. The latter has direct implications for cost of living and hence wages
and salaries and in turn competitiveness in domestic and international markets.
Agricultural output depends on both, the area under cultivation and the productivity of factors
employed in agriculture, both labour and capital. There are limitations to increase in acreage.
Labour productivity, due to disguised unemployment, is close to zero. In this context, in order
to ensure availability of food grains and non-food grains, to keep inflationary pressures at bay
and to conserve the scarce foreign exchange by reducing India’s dependence on imports of
food grains and non-food grains, what is needed is a secular increase in land productivity. In
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sum, output is a function of both acreage and yield per acre. Increases in the former are not
possible. Therefore, any increase in output can be obtained largely if productivity improves.

9.3 Agricultural Performance
In this section we examine the trends in agricultural output and productivity since 1950 to the
most recent period for which data is available. Increase in agricultural output and
improvements in productivity are crucial for food security of the large mass of population in
both agricultural and non-agricultural sectors. Food security is defined as increased availability
of food, access to food by ensuring entitlements and nutritional adequacy of the food consumed
rather than mere calorie count. Availability is made up of two components - production and
imports. Growth in production is intrinsically linked to growth in productivity as possibilities
of increasing acreage are limited. An important part of food security comprises increases in
production which can be increased via productivity improvements.
In the post-independence period Indian policymakers concentrated more on heavy and capital
goods industry in the Second Five Year Plan with the assumption that agriculture would
continue to perform well and provide food to the large industrial workforce. However, food
crisis and the wage goods constraint of the mid-1960s led to the introduction of modern
technology in agriculture. This comprised the use of divisible inputs like the high yield variety
of seeds (HYVS), provision of irrigation and availability of fertilizers. However, these were
not the inputs which were available on the farm. Rather these had to be purchased for cash.
This neutral-to-scale technology in agriculture was expected to help the country tide over the
food-crisis and promote agricultural growth at an accelerated pace. However empirical studies
have shown that the benefits of this technology were confined to some regions, to large farmers
and to some food crops like wheat and to some extent rice. The benefits of modern technology
spread to maize only in the 1980s while benefits to oilseeds and pulses have been largely
negligible.
Trends in production and land use:
Agricultural output can be divided into food grain production and non-food grain production.
Food grains comprise cereals and pulses. Cereals include rice, wheat, jowar, bajra, maize, etc
and pulses include moong, gram, masoor, arhar, etc. Non-food grains are made up of cash crops
like oilseeds (sunflower, groundnut, rapeseed, mustard, sesame, etc), sugarcane, tobacco, jute,
tea, coffee, cashew, coconut, vegetables and fruits. In India food grains are produced on almost
three-fourths of the gross cropped area.
Total food grain production in India increased from 82 million tonnes in 1960-61 to 108.4
million tonnes in 1970-71. By 1990-91 this rose to 176.4 million tonnes and in
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the next ten years to 200 million tonnes. By 2008-09 the figure stood at 229.9 million tonnes.
Food grain production for the period 2013-14 is 265.6 million tones and the advance estimate
for 2014-15 is 257.07 million tonnes. (Economic Survey, 2008-09, 2014-15).
The output of pulses has been marked by an erratic performance. Pulses output increased from
around 8 million tonnes in 1950-51 to 12.7 million tonnes but declined to
10.63 million tonnes in 1980-81. Subsequently it rose to 14 million tonnes in 1990-91 but
declined to 11 million tonnes in 2000-01. By 2012-13 it rose to 18 million tonnes.
Oilseed production increased from 5 million tonnes to 9 million tonnes in 1980-81 and jumped
to 18.6 million tonnes in 1990-91 and 31 million tonnes in 2012-13. Cotton and sugarcane have
registered sharp increases from 3 million tonnes of cotton and 57 million tonnes of sugarcane
in 1950-51 to 34 million tonnes and 339 million tonnes respectively in 2012-13. For cotton
major increases were registered in the period after 2000.
Between 1950-51 and 2010-11, the percentage share of cultivable area under coarse cereals has
declined. Area under pulses fell between 1950 and 1990 after which there has been only a
marginal gain in 2010-11. Percentage area under wheat has continually increased from 4
percent in 1950-51 to 8 percent in 1990-91 and more than 10 percent in 2011-12. Percentage
area under oilseeds has increased from 5 percent to 9 percent in 2011-12 and area under cotton
and sugarcane has doubled to 2 percent and 4 percent respectively in 2011-12.
In 2012-13, West Bengal, Uttar Pradesh and Punjab produced almost 40 percent of rice whereas
65 percent of wheat was grown in Punjab, UP and Madhya Pradesh. Fifty-three percent of
pulses come from Madhya Pradesh, Uttar Pradesh and Maharashtra whereas 67 percent of
oilseeds are grown in Maharashtra, Madhya Pradesh and Rajasthan. Forty percent of sugarcane
comes from UP while 70 percent cotton comes from Gujarat, Andhra Pradesh and Maharashtra
(Pocket Book on Agricultural Statistics, 2013).
In terms of constant 1999-2000 prices agricultural production grew at the rate of
2.5 percent in the period before the green revolution. From the late-1960s to 1980-81 real
growth was 2.4 percent. Over the 1980s and the 1990s real growth averaged at 3.5 percent but
for 1997-98 to 2006-07 the rate decelerated to 2.5 percent. The target growth rate for the
Twelfth Plan was 4 percent at 2011-12 constant prices. The sector registered real growth of 1.2
percent in 2012-13, 3.7 percent in 2013-14 and 1.1 percent in 2014-15.
Share of agriculture and allied sectors in total gross capital formation (GCF) shows a decline
from 8.6 percent in 2011-12 to 7.9 percent in 2013-14.
Regarding land use in agriculture, net sown area is defined as area which is actually available
for cultivation. Even if the area is sown twice it is counted only once. Gross cropped area is the
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total area sown either once or more than once in a year. Hence area sown more than once is the
difference between gross cropped area and net sown area. Agricultural land use data show that
India has managed to increase the net sown area from 118.75 million hectares in 1950-51 to
143 million hectares in 1990-91. By 2009-10 this figure declined to 139.18 million hectares.
Gross cropped area increased from 131.89 million hectares in 1950-51 to 185.74 million
hectares in 1990-91. By 2010-11 this increased to 198.97 million hectares. The area sown more
than once increased from 13 million hectares in 1950-51 to 42.74 million hectares in 1990-91
and to 57.39 million hectares in 2010-11 (Pocket Book on Agricultural Statistics, 2013). Of the
total agricultural land available in 1950-51, 34 percent was not available for cultivation while
gross cropped area was 42 percent. By 2010-11 these figures were 23 percent and 46 percent
respectively.
Trends in productivity:
For food-grains, the largest increases in productivity have been registered for wheat for which
the yield per hectare has gone up from 650 kgs in 1950-51 to 1307 kgs in 1970-71, 2281 kgs
in 1990-91, 2800 kgs in 2007-08 and 3140 kgs in 2011-12. For rice the increase in productivity
has not been this dramatic. The yield per hectare rose from 668 kgs in 1950-51 to 1123 kgs in
1970-71, 1740 kgs in 1990-91 and 2202 kgs in 2007-08 to 2372 kgs in 2011-12. For coarse
cereals, yield increased from 408 kgs in 1950-51 to 1593 kgs in 2011-12. The weakest
performer has been the pulses in which the productivity has increased from 441 kg per hectare
in 1950-51 to 524 kgs in 1970-71 to 625 kgs in 2007-08. By 2011-12 it increased to 694 kgs.
Within this group productivity of Gram has doubled from 482 kgs to 912 kgs between 195051 to 2011-12 but for Tur / Arhar there has been a decline in productivity from 788 kgs to 656
kgs between 1950-51 and 2011-12. In sum, overall productivity of food grains has increased
from 522 kgs to 2059 kgs between 1950-51 and 2011-12.
Within non-food grains, yield per hectare figures for oilseeds show a rise in productivity from
481 kgs in 1950-51 to 771 kgs in 1990-91, 810 kgs in 2000-01 and 1135 kgs in 2011-12. For
groundnut the increase is from 775 kgs to 1305 kgs between 1950-51 and 2011-12, rapeseed
and mustard from 368 kgs to1145 kgs, soybean from 426 kgs to 1207 kgs and sunflower from
653 kgs to 692 kgs.
From the above data on trends in production and productivity one may conclude that overtime
both production and productivity have increased in India. The increases in the aggregate food
grains and non-food grains are made of component crops with varied trends and the gains in
one crop are offset by decline in other crops. Moreover growth in productivity also has been
slow. In the international context, for the year 2011, India has the second highest proportion of
arable land in the world. It produces 12.3 percent of world’s wheat output which is the third
largest after China and USA, 21.7 percent of world’s rice output which is the second largest
after China and has the highest share of pulses at 25.9 percent. India is the second largest
producer of groundnut and the third largest producer of rapeseed with their respective shares
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of 18.2 percent and 13.7 percent respectively in 2011. India has the distinction of being the
largest producer of fruits and vegetables especially potatoes and onions. It produces 19 percent
of total world output of sugarcane, 20.6 percent of tea and 3.6 percent of coffee. It is the largest
producer of jute and has a share of 54.6 percent. It is the second largest producer of cotton after
China with a share of 32.5 percent (Pocket Book on Agricultural Statistics, 2013).
However, notwithstanding these impressive figures Indian performance on the productivity
front is dismal in comparison to other countries especially China. We find that, compared to a
sample of countries, India has one of the lowest productivity in most crops. In 2002 for rice,
India had lower productivity vis a vis China, Egypt, USA, Japan, Bangladesh and the world
average. It was marginally better than Pakistan. UK had yield above 8000 kgs per hectare in
2002 compared to India’s 2770 kgs which was lower than China, France and slightly better
than Pakistan and Bangladesh. For maize, India had the lowest productivity (1705 kgs) in a
sample of seven countries with the highest figure for Italy (9560 kgs) and the world average of
more than 4000 kgs. Even for groundnut, China had a yield of 2986 kgs per hectare, USA was
2986 kgs and Brazil had 2043 kgs in 2002 compared to India’s 794 kgs and the world average
of 1381 kgs. In 2012, India’s productivity in wheat and rice production was lower than China.
For maize it continued to be the lower than USA, China, Brazil, Indonesia and Mexico. For
sugarcane it was more than China but lower than Brazil and Thailand. For groundnut it was
lower than the world average and the averages for China, USA, Nigeria and Myanmar.

9.4 Causes of low Productivity
The main causes of low productivity in agriculture in India are:
1. Incomplete land reforms: Despite the initial efforts on part of the government to undertake
land reforms in India comprising abolition of the zamindari system,
improvement in the land tenure system and consolidation of fragmented holdings, the land
reforms in India were only a partial success whereby land holdings continue to be of suboptimal size which does not allow increase in yields.
2.Labour quality and productivity: With large dependence on agriculture disguised
unemployment results in low productivity. Generally a large mass of the rural population is not
literate and lacks training to use the right mix of inputs which is optimal for their farm size.
This also results in waste of resources and lower yields.
3.Small size of the holdings: The average size of the holdings for small and marginal farmers
is less than two hectares which limits the use of better and modern inputs and machines and
allows production only for subsistence. As result there is little surplus for the market thus
limiting the ability to generate cash incomes. Rise in indebtedness further limits their prospects
of breaking this impasse.
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4.Inadequate credit facilities: Institutional credit is not forthcoming despite agriculture being a
priority sector. Rural poverty and lack of collateral force farmers to borrow from the local
money-lender who charges usurious rates of interest and perpetuate indebtedness over
generations. This limits the possibility of investment and improvement in agriculture on part
of the individual farmer.
5.Lack of public investment: The share of public investment has also been low which affects
productivity in agriculture. Lack of provision of adequate infrastructure, transport, storage and
marketing and extension services keeps yields low.
6.Non-availability of modern inputs and use of backward technology: Modern inputs like high
yield variety of seeds, irrigation facilities, electricity, fertilisers and farm tools are purchased
inputs which required adequate cash. Indian farmers are cash-strapped whereby they are unable
to procure these inputs in the right quantities at the appropriate time which affects the yields
adversely. This leads to insecurity regarding the future availability of these inputs and so
whenever they can access these inputs they tend to over-use them especially water, fertiliser
and pesticides which has negative consequences for land quality and hence output. More
recently use of genetically modified seeds imposes a constraint on the farmer in that he has to
buy the seed every year which is again a major limitation of modern technology. More often
farmers continue to use their older inputs which are available on farm but at the cost of
production of productivity.

9.5 Policy Action and Summary
Increase in agricultural production and productivity requires concerted policy efforts. There is
a need to provide alternative employment opportunities in rural areas to release the pressure on
land and thus increase labour productivity. Dissemination of information on the use of modern
technology and training needs to be imparted to farmers. Timely and reasonably priced inputs
have to be made available to the farmers. There is a need to consolidate the fragmented holdings
to allow optimal use of modern technology and inputs. Provision of institutional credit and
warehousing and marketing facilities need to be provided to avoid distress sale and increase
marketable surplus. There is a need for a rise in public investment with institutional reforms
including land reforms and land tenure systems.
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UNIT-10 INDUSTRIAL DEVELOPMENT
Structure
10..1. Learning Outcomes
10.2. Introduction
10.3. Industrial Policy 1948
10.4. Industries (Development and Regulation) Act, 1951
10.5. Industrial Policy Resolution 1956
10.6. Industrial Policy Resolution 1977

10 .7. Industrial Policy Resolution 1980
10. 8. Industrial Policy Resolution 1991
10.9. Summary

10.1 Learning Outcomes
After studying this module, you shall be able to
• Appreciate the idea of industrial policy
• Learn about the objectives of different industrial Policies in India since independence.
• Identify the component of different industrial policies in India
• Understand that the popular characterization of new policy as “LPG” is not
satisfactory.

10
. 2 Introduction
At the outset it is important to differentiate between strategy and policy to understand how
they are related. This is to facilitate a complete framework and comprehensive concept of
policy. To begin with a strategy has four aspects.
(a)The philosophic level, at which objectives as well as weights to different objectives are
determined.
(b)The level at which choices are spelt out and elements of the strategy are worked out.
(c)The policy level, where instruments of control and incentives are conceived.
(d)The implementation level: where policy instruments are practiced for achievements of the
objectives.
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In the light of the above understanding, one may define industrial policy, as instruments of
control and incentives to produce the desired level of industrial development and growth
along the lines of strategy formulated for the overall economy.
In chronological order India launched Industrial policy in 1948, 1956, 1977, 1980, 1991.

10.3 Industrial Policy Resolution 1948
The maiden industrial policy statement was made by the Government of India on April 6,
1948.
Mixed Economy
This policy sought to experiment with the idea of a mixed economy in which there is existence
of both public sector and private sector. Industries were allowed to operate to public, private
or both sectors as under:
Public sector: Industries owned by State comes under this category.
Private sector: Private entrepreneurs are producing in such industries.
Joint sector: Both private and State ownership is supposed to produce in such industries.
The industries were divided into four categories:
Exclusive Control of Central Government
The manufacturing of arms and ammunitions, atomic energy and railways were directed to be
under the exclusive control of Government at the centre.
Mixed Sector
The second category included ship building, iron and steel, coal, aircraft manufacturing,
mineral oils, manufacturing of telephones as well as telegraphs and wireless apparatus
excluding radio receiving sets

Under the Control of Government
The third category contained industries of such basic importance that the Central Govt. needed
to regulate them in the larger interest of the country. It included basic industries like machine
tools, automobiles, salt, prime movers, tractors, heavy machinery, electric engineering,
fertilizers, heavy chemicals, electrochemical industries, non-ferrous metals, minerals and
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industries relating to defense. Cotton and woolen textiles, power and industrial alcohol, sugar,
cement, air and sea transport, paper, rubber, and news print.
Open for Private and Co-operatives
A fourth category consisting the rest of the industrial field was left open to the private
enterprises, Individuals and co-operatives. Infancy of Indian industries dictated a restrictive
attitude towards foreign capital. As a rule, the major interest in ownership and effective
control was meant to be in Indian hands. Training of suitable Indian personnel was insisted
for the purpose of eventually replacing foreign experts will be insisted upon.

10. 4 Industries (Development and Regulation) Act, 1951
In order to control and regulate industrial development in the country, an Act was passed by
the Parliament in October 1951. The Act was operational on May 8, 1952.
The main objectives of Act were:
• The regulation of industrial investment and production in accordance with plan priorities
and targets;
• Insulating small entrepreneurs against competition from large industries;
• Prevention of monopoly and concentration of ownership of industries;
• Balanced regional development in order to reduce disparities in development levels of
different regions of the economy

10. 5 Industrial Policy Resolution 1956
Industrial Policy Resolution 1956 was conditioned by the Mahalanobis Model of growth, which
suggested that emphasis on heavy industries would lead the economy towards a long-term
higher growth path.
10. 5 .1 New classification of industries
For the higher growth of the economy a new classification of industries was required. So all
the industries were re-classified under three schedules as under:
Schedule A: Industries with exclusive responsibility of State (17 Industries)
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Atomic energy, arms and ammunition, iron and steel heavy casting and forgings of iron and
steel, heavy machinery required for iron and steel production, for mining, for machine tools,
manufacturing etc, minerals oil, coal, mining of iron ore and other important minerals like
cooper, lead and zinc, air craft, railways, air transport, ship building, heavy electrical industries,
telephone, telegraph and wireless equipment, generation and distribution of electricity.
Schedule B: Industries to be progressively owned by State and in which the State would
generally establish new enterprises, while private enterprises would be expected only to
supplement the efforts of State: (12 Industries), Such industries include other mining industries,
aluminum and other non-ferrous metals were excluded from schedule A, machine tools, Ferroalloys and tools steel, the chemical industry, antibiotics and other essential drugs, fertilizers,
synthetic rubber, carbonization of coal chemical pulp road transport and sea transport.
Schedule C: All the other industries and their future development was left to the market, i.e.
initiate and enterprise of the private sector.
10. 5.2 Objectives
Major objectives of the policy were as under:

• To accelerate economic growth and accelerate the process of industrialization as a
prelude to achieve a socialistic pattern of society.
•Eradication of regional disparities through development of regions with low industrial base.
•Enhancement of living standards and working conditions for the common man.
•Reduction in disparities in income and wealth.
•To prevent emergence and growth of private monopolies and concentration of economic
Power in different sub-sectors of industry
•To promote mutual dependence of public and private sector
•Assisting and controlling of private sector in line with national priorities •Encouragement of
Small scale and Cottage industries
•Development of technical and managerial personal
•To promote Industrial Peace and harmony
•To maintain a restrictive Attitude towards foreign capital
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10. 6 Industrial Policy 1977
In December, 1977 a new Industrial Policy was announced in order to do away with the socalled shortcomings of Industrial Policy Statement 1956;
Major shortcomings were identified as:
•
•
•
•

Increased unemployment,
Increased urban rural disparities,
Stagnation of Investment,
Widespread industrial sickness

So the major fields of concern in this policy were:
•
•
•
•
•
•

Promotion of Small scale sector;
Ares for Large scale sector;
Expanding role of Public sector;
Promotion of Technological self-reliance
Approach towards foreign collaborations
Approach towards sick unit

10. 7 Industrial Policy 1980
Industrial policy 1980 was initiated in with the start of liberalization in India. It marks a break
from earlier industrial policies because of the change in the change in the mindset of the policy
makers toward foreign capital. Main objectives of the policy were as:
•Correction of regional imbalances.
•Maximizing production and achieving higher productivity;
• Greater employment generation
•Strengthening of agro based industries;
•Boosting of export-oriented industries
•Promotion of economic federalism through equitable spread of investment and dispersal of
returns.
•Ensuring consumer protection against high prices and indifferent quality.
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10.8 New Industrial Policy 1991
Earlier, industrial growth was sought to be achieved through state intervention because of
distrust of indigenous and foreign capital. However, the economic philosophy of the
government underwent a major change and the restrictive regime of industrial growth was
sought to be replaced with deregulation, privatization and globalization. In line with the
liberalization measures announced during the 1980s government announced a new Industrial
Policy on July 24, 1991.
10. 8.1 Objectives:
To achieve the pace of growth and for certain corrections the main objectives of the policy
were:
To build on the gains already made;
To correct the weaknesses;
To Maintain a sustained growth in productivity and gainful employment; and
To attain international competitiveness.
The pursuit of these objectives will be conditioned by the need to preserve the environment
and ensure the most optimal use of available resources.
All sector of industry whether small, medium or large, belonging to the public, private or
cooperative sector will be encouraged to grow and improve on their past performance.
10. 8.2 Major Initiatives
In pursuit of the above objectives, Government decided to take a series of initiatives in
respect of the policies relating to the following areas:
Industrial Licensing.
Foreign Investment
Foreign Technology Agreements.
Rationalization of Public Sector
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10. 8.3 Decisions of the Government
In view of the considerations outlined above the Government decided to take a series of
measures to unshackle the Indian industrial economy from the cobwebs of unnecessary
bureaucratic control. These measures complement the other series of measures being taken by
Government in the areas of trade policy, exchange rate management, fiscal policy, financial
sector reform and overall macroeconomic management.
10. 8.4 Industrial Licensing Policy
Industrial licensing was eliminated for projects excepting a few industries. The reasons are
multifold extending from social factors to environmental hazards. The status quo for Industries
meant for the small scale sector did not change. Same was true for areas where paramount
security and strategic concerns. Automatic clearance was given in projects needing imported
capital goods. In cases where foreign exchange availability is ensured through foreign equity
or if the CIF value of required import of capital goods is lower than 25% of total value (net of
taxes) of plant and equipment, foreign exchange up to a maximum value of Rs. 2 crore was
available. In view of the then difficult foreign exchange scenario, it was stated that this scheme
would come into force from April, 1992. In other cases, imports of capital goods would need
to obtain clearance from the Secretariat for Industrial Approvals (SIA) in the Department of
Industrial Development, in accordance with the availability of foreign exchange resources
In locations other than cities of more than 1 million populations, requirement of obtaining
industrial approvals from the Central Government was waived, except for industries subject to
compulsory licensing. For cities with population more than 1 million, industries apart from
those of a non-polluting nature such as computer software and printing, electronics will be
located outside 25 kms. of the peripheral area, excepting prior designated industrial areas. A
flexible location policy would need to be adopted in respect of such cities which requiring
industrial re-generation.
10. 8.5 Foreign Investment
Approval is provided for direct foreign investment up to 51 percent foreign equity in industries
with high priority. No bottlenecks of any kind would be there in this process. However, such
clearance is available only when foreign equity is adequate to cover the foreign exchange
requirement for imported capital goods. It was also added that Consequential amendments to
the Foreign Exchange Regulation Act (1973) would be carried out. While the import of
components, raw materials and intermediate goods, and payment of knowhow fees and
royalties will be dictated by the general policy applicable to other domestic units. However,
dividends payments would be monitored through the Reserve Bank of India, in order to ensure
that outflows, due to dividend payments, are covered by export earnings, over a period of time.
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10.8.6 Foreign Technology Agreement
Automatic permission is provided to foreign technology agreements in industries with high
priority up to a lump sum payment of Rs. 1 crore, 5 percent royalty for domestic sales and
8percent for exports. This remained subject to aggregate payment of 8% of sales over a 10 year
period from date of agreement or 7 years from date of commencement of production.
Automatic permission is provided subject to the same guidelines as above if no free foreign
exchange is needed for any payments.
10. 8.7 Public Sector
It was decided to critically review portfolio of public sector investments with a view to focus
the public sector on strategic, high-tech and essential infrastructure. While an element of
reservation for the public sector is being retained, there would be no restriction for areas of
exclusivity to be selectively opened up to the private sector. On the other hand, the public sector
will also be allowed entry in areas not reserved for it.
Chronically sick public sector enterprises, unlikely to be turned around for the formulation of
revival/rehabilitation schemes, would be referred to the Board for Industrial and Financial
Reconstruction (BIFR), or other similar high level institutions created for the purpose. A social
security mechanism would also be created for protection of the interests of workers likely to
be affected by such rehabilitation packages.
The MRTP Act would be amended to eliminate the threshold limits of assets with regard to
MRTP companies & dominant undertakings. This, in turn, eliminates the requirement of prior
approval of Central Government for establishment of new undertakings, expansion of
undertakings, merger, amalgamation and takeover and appointment of Directors under certain
circumstances. Emphasis will be placed on controlling and regulating monopolistic, restrictive
and unfair trade practices. Simultaneously, the newly empowered MRTP Commission will be
empowered to begin investigations suo moto or on complaints received from individual
consumers or classes of consumers with regard to monopolistic, restrictive & unfair trade
practices. Requisite and comprehensive amendments will be made in the MRTP Act in this
respect & for enabling the MRTP Commission to exercise punitive & compensatory powers.
10. 8.8 Environmental Clearance
Statutory clearances concerning to Pollution Control and Environment needed to be acquired
by entrepreneurs for setting up an industrial project. A Notification (SO 60(E) dated 27.1.94),
issued under The Environment Protection Act 1986, has mentioned 29 projects, in respect of
which environmental clearance is required to be obtained from the Ministry of Environment,
Government of India. This list comprises industries like paper, petroleum refineries, thermal
power plants, fertilizers, bulk drugs, dyes, petro-chemical complexes, cement etc. Such
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clearance is not necessary, if the volume of investment is lower than Rs. 500 million, such an
advantage is not applicable to a number of industries. They include foundries and electroplating
industries, dyes, distilleries, tarred roads in Himalayan areas, tourism projects of certain
parameters, mining projects, integrated paint complexes, asbestos & asbestos products, bulk
drugs and pharmaceuticals, pesticides,

10.9 Conclusion
It was public sector which was given the responsibility of making heavy investment for the
development of the industrial sector. Private sector was supposed to invest only in the industries
where higher returns were expected. To protect the private sector, there was reservation of
small-scale industries. A number of controls were introduced to regulate investment in the
private sector. And this policy of protectionism remained for a very long time in India. Such a
policy resulted to slow industrial growth, creation and perpetuation of monopolistic tendencies,
inefficiency, corruption and poor export performance. Such dismal performance forced the
ruling elite to change their economic philosophy leading to outline of new industrial strategy
involving a new industrial policy.
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