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Preface

The Economic structure of Indian country is changing fast under the forces of  
Liberalisation, Privatisation and Globalisation. The book is primarily designed to 
explain how each sector of Indian economy is changing under these forces.  The book 
is comprehensive in span but precise and systematic in presentation. The book has  
been presented after going through several standard books on each topic, research  
papers, newspapers, magazines and journals.
 This book caters the needs of all Indians who want to have a general understanding  
of the structure and  dynamism of economy of India. The book is particularly for the 
students preparing for UPSC Civil Services Exam. and State Civil Services Exams. It  

 The book begins with understanding of economics and economy, types of economy, 
economic growth vs economic development, measures of economic development, 
sustainable development, United Nations Sustainable Development Goals � Post-2015 
Agenda,  inclusive growth, and  sectors of economy.
 The economic reforms measures undertaken in India have been dealt elaborately.  

structural changes. It encompasses the role of capital market in economic development 
of India. 
 The agriculture sector is the backbone and crucial for Indian economy which 
provides the basic ingredients to mankind and makes available raw material for rapid 
industrialisation. The book has minute detail of problems faced by this sector and the 
policies, programmes and steps taken to solve the problems. 
 The industrial sector in India, including construction, is an important contributor to the 

book highlights the key challenges faced by the sector and the policies and programmes 
initiated by the Government of India.
 The book says that the service sector in India is expanding at a faster rate. For the last 
three decades there has been a substantial shift of economic activities from the primary 
and secondary sector to the service sector. Now it has become a largest sector of the 
economy. 
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 As per the book, infrastructure provides services that support economic growth by 
increasing the productivity of labour and capital thereby reducing the costs of production 

international transactions that both the private and public sector of India conduct with the 
other economies of the world.
 Under Public Finance, the book describes and analyses government services,  
subsidies, welfare payments and the methods by which the expenditures to these ends  
are covered through taxation, borrowing, foreign aid and the creation of money.
 The book elaborates that the social sector is an important sector of the Indian  
economy and includes those components which play an important role in the  
contribution of human resource development i.e. education, health and medical care, 
water supply and sanitation, housing conditions etc. Policies and programmes related  

Change have updated information with suitable conceptual clarity. New developments 
 

(2018�2019), have been elaborately presented.
 This book would not have been possible without the support of my wife, Saroj  
Kumari who provided me strong mental support and spared her valuable time to  
manage the children and the home when I was busy in writing.

my understanding on socio-economic issues. I take this opportunity to acknowledge  

 I devote this book to my two daughters, Apoorva and Anushka.

 AJIT KUMAR
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Introduction

ECONOMICS AND ECONOMY

 Economics

use or management of limited productive 
resources to achieve maximum satisfaction 
of human material wants.

practical science of the production and 
distribution of wealth�. Alfred Marshall said 

science which studies human behaviour 
as a relationship between ends, and scarce 
means which have alternative uses�.
 Basic assumptions of Robbins contains 

mean wants. Human wants are unlimited. 

and resources are limited. We can put 

example, though time is limited, we can 
use it for different purposes. We can use 

CHAPTER

1

it as leisure. All wants are not of equal 
importance.

 is a social science that 
deals with the creation of wealth from scarce 
resources: the production and distribution 
of goods and services for consumption; the 
behaviour, interaction and well-being of 
the groups involved in the above activities; 
there is a trade-off involved in production 
and in consumption.

been divided into two main parts:  
(i) Microeconomics and (ii) Macroecono-

choices that individuals and businesses 

 Economy
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covers all activities related to production, 
consumption and trade of goods and 

agents. Economic agents can be individuals, 
businesses, organizations or governments. 

processes that involves its culture, values, 

social organization, political structure and 

TYPES OF ECONOMY

Based on the criterion of degree of individual 

 Capitalist Economy

in which the production and distribution 

 or free-

producer, consumer or resource owner has 
considerable economic freedom. 

functioning of capitalism. There is freedom 
of choice to both producers and consumers. 

As most of the basic economic problems 

the government has minimal role in the 

trader or industrialist can increase the 

This in turn leads to increase in income, 
saving and investment.

extreme inequalities in income and wealth. 

Mega corporate units replace smaller units 

as multinational corporations (MNCs) 
or transnational corporations (TNCs).

of consumer. Capitalism encourages 
mechanization and automation. This results 

surplus economies. Stringent labour laws 

capitalists do not want to invest in them.

 Socialist Economy

State. All decisions regarding production 

 is given 

to all.



3Introduction

consumption of goods and services are 
well regulated. The State provides free 
education, cheap and congenial housing, 

price. There is no concentration of wealth.
 However, people in socialist economic 

freedom of occupation. The consumer�s 

and technological changes are limited. 

 Mixed Economy

private institutions exercise economic 
control. The public sector functions as a 

to consume, produce and distribute and to 

State.

instance, the government is expected 
to allow private investment, but the 
government also controls monopolies. 

roles of public and private sectors and their 

 However, it has been seen that the 
coordination between the public and 
private sectors remains poor in a mixed 

of red-tapism and corruption leading to 

implementation.

ECONOMIC GROWTH VS 

ECONOMIC DEVELOPMENT

Economic growth refers to an increase over 

that shows the increase in the number of 

Growth relates to a gradual increase in 
one of the components of gross domestic 

spending, investment and net exports. 
Economic growth is a more relevant metric 
for progress in developed countries. But it�s 

 Economic development is a normative 
concept, i.e., it applies in the context of 

Michael Todaro is an increase in living 
standards, improvement in self-esteem 
needs and freedom from oppression as 
well as a greater choice. According to 

is a multi-dimensional process involving 

attitudes and national institutions, as well 
as the acceleration of economic growth, the 
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 Economic development implies an 
upward movement of the entire social 

investment along with progressive changes 

(institutional and technological changes). 
Development relates to growth of human 

Economic development is more relevant 

developing nations. Development must 
be conceived for as a multi-dimensional 

structures, popular attitudes and national 
institutions as well as the acceleration of 

between economic growth and economic 
development there are similarities and 
differences. The similarities between 
them are: (i) growth and development are 
continuous processes, with stimulating 

involve the allotment and utilization of 

the aim of growth and development is the 

of life and (iv) growth and development 
are cause and result of the general trend, 

passages from one level to the other level.
 Economic growth is a narrower 
concept than economic development. 
The fundamental differences between 
economic growth and development 
are: (i) economic growth is the positive 

development involves a rise in the level of 

in living standards and so on; (ii) economic 
growth is one of the features of economic 
development; (iii) economic growth is 

development, which is the outcome of 
planned and result-oriented activities; (iv) 
economic growth enables an increase in the 

measured when there is a positive change 
in the national income, whereas economic 
development can be seen when there is 
an increase in real national income; (vi) 
economic growth is a short-term process 

economic development it is a long-term 
process; (vii) economic growth applies to 

of life, but as it is an essential condition for 
the development, it applies to developing 

development applies to developing 
countries to measure progress; and (viii) 
economic growth results in quantitative 
changes, but economic development brings 
both quantitative and qualitative changes.

through the increase in its size in the current 

in individual income, improvement in 
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the appropriate tool to gauge the 

technological advancement, improvement 
in self-esteem needs, the creation of 
opportunities, per capita income, infra-
structural and industrial development and 
much more.

MEASURES OF ECONOMIC 

DEVELOPMENT

The term economic development is a 

also achievements on other fronts such 

widespread access to medical and health 

sometimes used as an (incomplete) indicator 
for overall economic development, but 

development in the broader sense.

there are several different measures of 
economic development, such as:

 4. Gross National Happiness (GNH)
 5. World Happiness Report (WHR) 

 10. 

 1. Human Development Index (HDI): 
Human development focuses on 
impro ving the lives people lead rather 
than assuming that economic growth 

is seen as a means to development, 
rather than an end in itself.

   Human development is about 
giving people more freedom to live 

developing people�s abilities and 
giving them a chance to use them. 

for human development are to live a 

to resources needed for a decent 

helping to create the right conditions 

basics of human development are 

for progress in other aspects of life.
   Human development is, funda-

is about providing people with 
opportunities, not insisting that 

guarantee human happiness, and the 

concern. The process of development 
�human development�should at least 
create an environment for people, 

develop to their full potential and to 
have a reasonable chance of leading 
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productive and creative lives that 

agenda post-2015, the human deve-
lopment approach remains useful 

development and improving people�s 

sustainable and stable planet.

levels of human development. The 

the United Nations Development 
 

education and income per capita. 

countries into four tiers of human 

at birth is longer, the education period 
is longer and the income per capita 

ul Haq 

 often framed 
in terms of whether people are able 

understanding human well-being, 
which emphasizes the importance of 

world.
 Three Dimensions of HDI

(i) Long and healthy life: The 

born infant could expect to 
live, if prevailing patterns of 

at the time of birth were to 

index is calculated using a 

These maximum and minimum 

(ii) Knowledge: The education 

schooling for children of school 
entering age. Estimates for mean 

the duration of schooling at each 
level of education. Expected 

are based on two factors: (i) 

education and (ii) the number 
of children of school age in 
the population for each level 

note that the duration of each 

calculating mean and expected 

using a minimum value of 0 and 
maximum value of 15 for mean 
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As societies can exist without 
formal education, the minimum 

education variables.
(iii) Decent standard of living: 

The decent standard of living 
component is measured using 
an income based measure. 

income is an important means 

standard that are provided 

component is measured using 
the natural logarithm of gross 

component, the minimum value 

amount of unmeasured sub-

duction in economies close to 
the minimum, which is not 

The maximum value is set at 

  Kahneman and Deaton 
(2010) have shown that there 

development and well-being 
from annual income above 

income index will be capped  
at 1. 

the diminishing importance 
of income among richer 
countries (an extra dollar of 
income is worth much more 
to a poor person than a rich 

transform additional income 

functioning declines as incomes 
rise). Thus, the index is 

respect to the natural logarithm 
of the minimum and maximum 
values.

  Aggregation and weights� 
After calculating the indices 
for the three dimensions, the 
scores are aggregated into 
a composite index using a 
geometric mean, which is the 
cube root of the product of 
the three dimension indices. 

weight to all three dimension 
indices, as it has since 1990. 

(the indices for each indicator) 

choice of equal weights is based 

that all three dimensions are 

  The 2010 Human Develo-
pment Report introduced 
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level of human development 

development (or the maximum 

 2. Physical Quality of Life Index (PQLI): 

most of the indicators were inputs 
to development process rather 
than result of the development 

versions of industrialized countries.
   He, therefore, combines three 

component indicators of infant 

in meeting the basic needs of the 

weighted on a 1�100 scale, where 1 
represents the worst performance 

results, not inputs.
   The choice of indicators are: (i) Life 

   These three indicators can be 

deaths before age one instead of life 

 3. Quality of Life Index (QLI)/Where-
to-be- born index: 
accepted that material well-being, as 

(an independent business) where-

 Determinants of Quality of Life

the indicators used to represent these 
factors are as follows: 
(i) Material well-being:

(ii) Health:

(iii) Political stability and security: 

ratings. 
(iv) Family life: Divorce rate (per 

1,000 population), converted 
into index of 1 (lowest divorce 
rates) to 5 (highest). 

(v) Community life:

has either high rate of church 
attendance or trade-union 
membership; zero otherwise. 

(vi) Climate and geography: 
Latitude, to distinguish between 
warmer and colder climes. 
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(vii) Job security:
rate in percentage. 

(viii) Political freedom: Average 
of indices of political and civil 

free) to 7 (unfree).

average male and female 
earnings, latest available data.

 4. Gross National Happiness: The 
phrase Gross National Happiness 

Bhutan�s fourth Dragon King, Jigme 

phrase repre sented a commitment 

serve Bhutan�s culture based on 
Buddhist spiritual values, instead 
of western material development 

material well-being is important, but 

environment. The GNH is to achieve 
a balanced development in all the 
facets of life that are essential for our 
happiness.

   Thus, the GNH is a holistic and 
sustainable approach to development, 
which balances material and non-
material values with the conviction 
that humans want to search for 
happiness.

critics state that because GNH 

interests. Economics professor 

 5. World Happiness Report: The 
World Happiness Report (WHR) is 
a measure of happiness published 

member countries to measure the 
happiness of their people and to use 
this to help guide their public policies.

launch the WHR.
   Each variable measured reveals a 

populated-weighted average score 
on a scale running from 0 to 10 that 

against other countries. These 

of corruption.

indicator.
   The Sustainable Development 

General Ban Ki-moon in 2012 to 
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expertise from academia, civil 

support practical problem solving 
for sustainable development at local, 
national, and global scales.

 6. Human Poverty Index (HPI)/Multi-
dimensional Poverty Index:  The 

indication of the standard of living in 

Human Development Report in 1997. 

extent of deprivation in developed 

deprivation in the three essential 

socio-economic differences and also 

deprivation in the two groups.
 HPI-1
  The Human Development Reports 

posite index measuring deprivations 
in the three basic dimensions captured 

living�.
  HPI-2
  The Human Development Reports 

composite index measuring depri-
vations in the four basic dimensions 

standard of living � and also capturing 
social exclusion�.

possible the targeting of those with 

to the national level using indicators 

eradication programs, and it can be 

 7. Inequality-adjusted Human Develo-
pment Index (IHDI): According to 

actual level of human development 

potential human development (or 

average achievements in health, 
education and income with how 
those achievements are distributed 

average value according to its level 

distribution-sensitive average level 
of HD. Two countries with different 
distributions of achievements can 



11Introduction

loss to human development due to 

it can inform policies towards 

understanding of inequalities across 
population and their contribution 
to the overall human development 

an index of average achievements in 
human development dimensions, the 

development when the distribution 
of achievements across people in the 

the loss in human development due 

 8. Gender Development Index (GDI) 
� UNDP: The Gender Development 

Empowerment Measure (GEM) was 
introduced in 1995 in the Human 

the United Nations Development 

ments was to add a gender-sensitive 

between male and female 
achievements in three basic 
dimensions of human development: 

children and female and male mean 

and older and equitable command 
over economic resources, measured 

earned income.

and for males using the same 

for transforming the indicators into 
a scale between zero and one. The 

advantage that women have over 
men.

gender disparities in achievements 
in three basic capabilities: health, 
education and command over 

understanding of the real gender gap 
in human development achievements 
and is useful for navigating policies 
to close the gap.

 9. Gender Inequality Index (GII): The 
Gender Inequality Index (GII) is 
an index for measurement of gender 

2010 Human Development Report 
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barrier to human development. 

disadvantages facing women and 

All too often, women and girls are 
discriminated against in health, 
education, political representation, 

repercussions for development of 
their capabilities and their freedom of 
choice.

three important aspects of human 
development � reproductive health, 

ratio and adolescent birth rates; 

of adult females and males aged 25 

labour force participation rate of 
female and male populations aged 

� to better expose differences in the 
distribution of achievements between 

human development costs of gender 

value the more disparities between 
females and males and the more loss 
to human development.

suffer some loss in achievements in 

a combined loss to achievements in 
reproductive health, empowerment 

includes different dimensions than 

indicate higher levels of inequalities.
 10. Good Country Index: 

contributes to the common good of 

contributes to the common good of 

relative to its size. 
   Using a wide range of data from 

the U.N. and other international 

glance whether it�s a net creditor to 

something in between.

something much simpler: it�s a 

serves the interests of its own people, 

in other countries too.
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that Simon Anholt and his friends are 
launching to start a global debate 

interests of their own politicians, 

and the whole planet? 

SUSTAINABLE DEVELOPMENT

 De�nition

of sustainable development exist, but 

World Commission on Environment and 
Development (WCED), presented in 1987. 

of future generations to meet their own 
needs�. Sustainable development promotes 
the idea that social, environmental and 
economic progress are all attainable within 
the limits of our earth�s natural resources.

 1. the concept of needs, in particular the 
essential needs of the world�s poor, to 

given and

organization on the environment�s 

needs.
 The sustainable development requires 
that there is need to see the world as a  

space, one grows to understand that air 
pollution from North America affects air 

 The earth�s connection to time is 

our grandparents and other ancestors. Their 
decisions about how to farm their land, for 
example, continue to impact the agricultural 

our children and grandchildren as adults.
 The concept of sustainable development 

. 

world. The problems we face are complex 
and serious�and we can�t address them in 

we can address them. Sustainable develo-

as being connected through space, time  

 

needs that do not disregard the future. The 

able to now.

 Three Pillars of Sustainable 

Development 

At the core of sustainable development is 

society, the economy and the environment. 
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No matter the context, the basic idea 
remains the same � people, habitats and 

be able to ignore that interdependence for 

shown that before long we are reminded of 

 The fact of the matter is that we depend 

in order to do what we do: run businesses, 
build communities, feed our populations 
and much more. Whether we consider the 

� the need for soil that can grow food or for 

cannot avoid the conclusion that we depend 

environment to provide these services, we 

develop in the long term: social well-being 
and economic well-being feed off each 
other, and the whole game depends on a 

 Understanding the complex connections 
and interdependence of the three pillars 
requires some effort, and the effort has to 

of time the media focuses on a particular 
issue, the question of our collective attention 
span is an important one for sustainable 
development.

 Some of the Common 

Sustainable Development 

Practices 

 1. Solar and wind energy:
these resources is limitless, meaning 

dependence on non-renewable power 

renewable resources.
 2. Sustainable construction: Homes, 

 3. Crop rotation:
gardeners are using this method as a 

in the soil and increase growth 
potential of their crops.

 4.  Water conservation is 
critical to sustainable development, 
and more and more products are 
available that use less water in the 
home, such as showers, toilets, 

 Twelfth 5-Year Plan on 

Sustainable Development

action with inclusive and sustainable 

equitable and fair burden sharing among 

responsibilities for emissions. 

that policies have to be inclusive and 
differentiated across sectors according 
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to national priorities, so as to lower the 
transaction costs of implementing the 

burden-sharing mechanism.
 An Expert Group on Low Carbon 

Commission has outlined the lower carbon 

mitigation sectors:
 1. Power: 

super-critical technologies in coal-
based thermal power plants; use gas 

invest in renewable technologies and 

and industrial equipment with better 
 

and distribution to bring technical 
and commercial losses down to world 
average levels; universalize access 

sector reforms.
 2. Transport: 

rail in overall freight transport; 

cross-subsidization between freight 
and passenger transport; complete 
dedicated rail corridor; improve share 

 3. Industry: 
iron and steel and cement sectors 

medium ones, modernize and adopt 

mechanisms.
 4. Buildings: Evolve and institution-

alize green building codes at all levels 
of government.

 5. Forestry:
regenerate at least 4 million hectares 

of forest cover on 2 million ha of 

cover on 10 million hectares of forest, 

 United Nations Sustainable 

Development Goals (SDGs) – 

Post-2015 Agenda
Seventeen Sustainable Development 
Goals (SDGs) are:
 1. End poverty in all its forms 

everywhere:

ambitious goal � but we believe it can 

to cutting the number of people living 

and we met this goal. However, more 
than 800 million people around the 

the entire population of Europe living 

 2. End hunger achieve food security and 
improved nutrition, and promote 
sustainable agriculture:

to suffer from famine and hunger 
can now meet the nutritional needs 


