
INDIAN INDIAN 
ECONOM YECONOM Y

CIVIL SERVICES 
EXAMINATION 2025

An initiative of Group

B I G L E A R N I N G S M A D E E ASY

Published by



Indian Economy
© Copyright, by MADE EASY Publications Pvt. Ltd.

All rights are reserved. No part of this publication may be reproduced, stored in or introduced into a retrieval 

system, or transmitted in any form or by any means (electronic, mechanical, photo-copying, recording or  

otherwise), without the prior written permission of the above mentioned publisher of this book.

First Edition: 2017
Second Edition: 2018
Third Edition: 2019
Revised & Updated: 2020
Fourth Edition: 2021
Fifth Edition: 2022
Sixth Edition: 2023

Seventh Edition: Nov. 2023

MADE EASY Publications Pvt. Ltd.
Corporate Office: 44-A/4, Kalu Sarai
(Near Hauz Khas Metro Station), New Delhi-110016
Contact: 011-45124660, 8860378007
E-mail: infomep@madeeasy.in
Visit us at: www.madeeasypublications.org



(iii)(iii)

Indian Economy

Contents

UNIT – I: INTRODUCTION TO ECONOMY

Chapter - 1

Fundamentals of Economics ............................................2
1.1 Basics ...................................................................................2

1.2 Factors of Production ............................................................2

1.3 Types of Goods ....................................................................3

1.4 Study of Economics ..............................................................4

1.5 Schools of Economic Thought ..............................................4

1.6 Types of Economy ................................................................4

1.6.1 In Terms of Role of State .........................................4

1.6.2 In Terms of Per Capita Income ...............................7

1.7 Structural Composition ..........................................................7

1.8 Structural Transformation of Indian Economy .......................8

1.8.1 Peculiar Structural Changes ...................................8

1.8.2 Reasons for Asymmetric Structural 
Transformation of Indian Economy ..........................8

Chapter - 2

Microeconomics ..............................................................10
2.1 Basic Concepts ..................................................................10

Theory of Choice .................................................................10

2.2 Demand ..............................................................................10

2.2.1 Demand Curve ......................................................10

2.2.2 Law of Demand .....................................................10

2.2.3 Assumptions to the Law of Demand .....................11

2.2.4 Income Effect and Substitution Effect ...................11

2.2.5 Exceptions to the Law of Demand ........................11

2.2.6 Demand Elasticity (DE) .........................................12

2.2.7 Types of Demand Elasticity ...................................12

2.3 Supply .................................................................................14

2.3.1 Supply Curve ........................................................14

2.3.2 Law of Supply .......................................................14

2.3.3 Assumptions to the Law of Supply ........................15

2.3.4 Supply Elasticity ....................................................15

2.4 Market Equilibrium ..............................................................15

2.5 Market Structure .................................................................15

2.5.5 Monopsony ...........................................................16

2.6 Economics of Profit Determination ......................................16

Chapter - 3

National Income Accounting ..........................................18
3.1 Introduction .........................................................................18

3.2 Uses of NI Accounting ........................................................18

3.3 Circular Flow of Income ......................................................18

3.3.1 Circular Flow of Income in a Simple Economy ......18

3.3.2 Circular Flow of Income with Saving and 
Investment ............................................................19

3.3.3 Circular Flow of Income with Government 
as a Stakeholder ...................................................19

3.3.4 Flows in the Four Sector Open Economy: 
Adding Foreign Sector ..........................................19

3.3.5 Importance of Circular Flow ..................................19

3.4 Basic Concepts ..................................................................20

3.4.1 Gross Domestic Product (GDP) ............................20

3.4.2 Gross National Product (GNP) ..............................20

3.4.3 Net Factor Income from Abroad............................20

3.4.4 GDP Deflator .........................................................20

3.4.5 GNP Deflator .........................................................20

3.4.6 Difference between GDP and GNP .......................21

3.4.7 Gross Value Added (GVA) ....................................21

3.5 Methods of Estimating GDP/GNP........................................21

3.5.1 Expenditure Approach ..........................................21

3.5.2 Income Approach .................................................21

3.5.3 Output Approach ..................................................22

3.5.4 New GDP Series ...................................................22

3.5.5 Critical Analysis of New GDP Series .....................22

3.6 Difficulties in Estimating NI .................................................23

3.7 GDP: Not a True Indicator ...................................................23

3.8 Development .......................................................................24

3.8.1 Growth and Development: A Comparison .............24

3.8.2 Amartya Sen on Development...............................25

3.9 Development in India ..........................................................26

3.10 Various Types of Development Indices ...............................26

3.11 Green GDP .........................................................................28

UNIT – II: MONETARY AND FISCAL POLICY

Chapter - 4

Socio-Economic Planning in India .................................32
4.1 Introduction .........................................................................32

4.2 Need for Planning ...............................................................32



(iv)(iv)

4.3 Constitutional Provisions .....................................................33

4.4 Objectives of Planning ........................................................33

4.5 Types of Planning ...............................................................33

4.6 History of FYPs ....................................................................34

4.6.1 Plans Prior to Independence of India ....................34

4.6.2 Four Phases of Indian Plans ..................................35

4.7 Relevance of Planning in Era of Liberalization ....................38

4.8 Achievements and Failures .................................................39

4.8.1 Achievements .......................................................39

4.8.2 Failures .................................................................39

4.9 NITI Aayog ..........................................................................39

4.9.1 Introduction ...........................................................39

4.9.2 Reasons for Establishment ....................................40

4.9.3 Actions Taken by NITI Aayog ................................41

4.9.4 Evaluation of NITI Aayog’s Performance ...............44

4.9.5 Suggestions to improve NITI Aayog: 
REVAMPED NITI AAYOG 2.0 ................................45

Chapter - 5

Money and Monetary Policy ...........................................48
5.1 Money .................................................................................48

5.2 Types of Money ..................................................................48

5.3 Money Supply .....................................................................49

5.3.1 New Monetary Aggregates ...................................49

5.3.2 Velocity of Money ..................................................51

5.4 Monetary Policy ..................................................................51

5.4.1 Monetary Policy in India ........................................51

5.4.2 Types of Monetary Policy ......................................53

5.4.3 Tools of Monetary Policy .......................................53

5.5 Monetary Policy Transmission .............................................58

5.5.1 Evolution of Monetary Policy Transmission ...........58

5.5.2 Reasons for Failure of Monetary Policy 
Transmission .........................................................59

5.5.3 Limitations of Monetary Policy in India ..................59

5.5.4 Monetary Policy Trilemma .....................................60

5.6 Liquidity Trap ......................................................................60

5.6.1 Quantitative Easing (QE) .......................................61

5.6.2 Sterilization by RBI ................................................61

Chapter - 6

Banking System in India .................................................63
6.1 Introduction .........................................................................63

6.1.1 Origin ....................................................................63

6.1.2 Purpose of Banks During British Rule ...................63

6.2 Reserve Bank of India .........................................................63

6.2.1 Objectives .............................................................64

6.2.2 Nationalization after Independence  .....................64

6.2.3 Functions of RBI ....................................................64

6.2.4 Publications of RBI ................................................70

6.2.5 Income and Expenditure of RBI ............................71

6.2.6 Issues between the Central Bank and 
Government ..........................................................72

6.2.7 Transfer of Surplus ................................................73

6.3 Nationalisation of Banks in India .........................................74

6.3.1 Nationalisation ......................................................74

6.3.2 Need .....................................................................74

6.3.3 Advantages ...........................................................74

6.3.4 Problems ...............................................................75

6.4 Types of Banks in India .......................................................75

6.4.1 Scheduled Commercial Banks ..............................76

6.4.2 Regional Rural Banks ............................................77

6.4.3 Scheduled Cooperative Banks..............................78

6.4.4 Development Banks ..............................................80

6.4.5 Industrial Banks ....................................................82

6.4.6 Differentiated Banks vs Universal Banks ..............82

6.4.7 Small Finance Banks .............................................82

6.4.8 Payment Banks .....................................................83

6.5 Reforms in Banking Sector .................................................84

6.5.1 Evolution of Public Sector Banking .......................84

6.5.2 Narsimhan Committee Reforms ............................85

6.5.3 Basel Accords.......................................................86

6.5.4 Understanding Capital Adequacy Ratio................87

6.5.5 Terms Related to Capital Adequacy Ratio ............88

6.6 Challenges in Banking Sector .............................................89

6.6.1 Fraud Cases in Public Sector Banks .....................89

6.6.2 Rising NPAs ..........................................................90

6.6.3 Twin Balance Sheet Problem ................................93

6.7 Four R Resolution Process ..................................................94

6.7.1 Recognition of Stressed Assets ............................94

6.7.2 Recapitalisation of Banks ......................................95

6.7.3 Resolution of NPAs ...............................................97

6.7.4 Reform ................................................................101

6.8 Non-Banking Finance Companies  ...................................106

6.9 Contemporary Topics in Banking ......................................108

6.9.1 Neo Banks ..........................................................108

6.9.2 On Tap Licencing ...............................................109

6.9.3 Proposal of Corporates Owning Banks ...............109

6.9.4 Account Aggregators (AA) ..................................110

Chapter - 7

Financial Markets ..........................................................112
7.1 Market ...............................................................................112

7.2 Types of Markets ..............................................................112

INDIAN ECONOMYContents



(v)(v)

7.3 Financial Systems .............................................................112

7.3.1 Financial Market ..................................................112

7.3.2 Money Market .....................................................114

7.3.3 Similarities in Money Market and Capital Market 116

7.4 Capital Market ...................................................................116

7.4.1 Need for Capital Market ......................................116

7.4.2 Evolution of Capital Market in India .....................116

7.4.3 Stock Exchanges of India ...................................117

7.4.4 Components of Capital Market............................118

7.5 Types of the Capital Market ..............................................118

7.5.1 Primary Market ....................................................118

7.5.2 Secondary Market/Stock Market .........................120

7.5.3 Third and Fourth Markets ....................................122

7.6 Instruments of Capital Market ...........................................122

7.6.1 Equity ..................................................................123

7.6.2 Debt ....................................................................124

7.6.3 Bond ...................................................................124

7.6.4 Derivatives ..........................................................129

7.6.5 Mutual Funds ......................................................131

7.6.6 Exchange Traded Funds (Etf’s)...........................133

7.6.7 Foreign Currency Convertible Bond (FCCB) .......136

7.6.8 Participatory Notes (P-Notes) ..............................137

7.6.9 Masala Bonds .....................................................137

7.7 Regulation of Capital Market in India ................................139

7.8 Securities and Exchange Board of India (SEBI)................140

7.8.1 Introduction .........................................................140

7.8.2 Evolution .............................................................140

7.8.3 Structure .............................................................140

7.8.4 Powers ................................................................140

7.8.5 Functions ............................................................141

7.8.6 SEBI’s Achievements ..........................................141

7.8.7 Issues with SEBI..................................................141

7.8.8 Initiatives .............................................................142

7.9 Stock Market Scams in India.............................................142

7.9.1 Introduction .........................................................142

7.9.2 Measures Taken to Reform Indian Stock 

Market (ISM) .......................................................143

7.10 Trading Restrictions on Shell Companies .........................144

7.10.1 Introduction .........................................................144

7.10.2 Steps taken to Curb the Menace of Shell 

Company ............................................................144

7.10.3 Suggestions ........................................................144

7.11 Alternate Investment Funds (AIFs) ....................................145

7.12 Start-up Funding ...............................................................145

Chapter - 8

Fiscal Policy ...................................................................147
8.1 Introduction .......................................................................147

8.2 Objectives of Fiscal Policy ................................................147

8.3 Tools of Fiscal Policy ........................................................147

8.4 Types of Fiscal Policies.....................................................148

8.5 Budgeting in India ............................................................148

8.5.1 Budget Formulation .............................................149

8.5.2 Budget Enactment ..............................................149

8.6 Components of Government Budget ................................150

8.6.1 Revenue Budget .................................................151

8.6.2 Capital Budget ....................................................151

8.7 Deficit ................................................................................152

8.7.1 Types ..................................................................152

8.7.2 Financing Fiscal Deficit .......................................153

8.7.3 Borrowing from the Market ..................................154

8.7.4 Monetisation of the Deficit ...................................154

8.7.5 Fiscal Consolidation ............................................155

8.8 Types of Government Budgeting ......................................157

8.9 Shortcomings in Budgetary System ..................................160

8.10 Off Budget Financing ........................................................160

8.11 Budgetary Reforms ...........................................................161

8.12 Government Debt..............................................................162

8.12.1 Classification of Government Debt ......................162

8.12.2 Public Debt Management Agency (PDMA) .........164

8.13 Additional Concepts .........................................................165

8.13.1 Ways and Means Advances (WMA) ....................165

8.13.2 Fiscal Drag ..........................................................166

8.13.3 Fiscal Neutrality ..................................................166

8.13.4 Crowding Out Effect ............................................166

8.13.5 Pump Priming......................................................166

8.13.6 Economic Stimulus ..............................................167

8.13.7 Tax Expenditure ..................................................167

8.13.8 15th Finance Commission – Terms of Reference 167

8.13.9 Fiscal Council in India .........................................169

8.13.10 Financial Stability and Development 

Council (FSDC) ...................................................170

8.14 Black Money .....................................................................170

8.14.1 Impacts ...............................................................170

8.14.2 Government’s Initiatives ......................................170

8.14.3 International Cooperation ....................................171

8.14.4 Way Forward .......................................................171

INDIAN ECONOMYContents



(vi)(vi)

Chapter - 9

Taxation ..........................................................................173
9.1 Introduction .......................................................................173

9.2 Types of Taxes ..................................................................173

9.2.1 Direct Tax ............................................................173

9.2.2 Indirect Tax .........................................................178

9.3 Basic Concepts ................................................................183

9.4 Recent Concepts in Taxation ............................................188

9.4.1 Robot Tax ............................................................188

9.4.2 Direct Tax Code ..................................................188

9.4.3 General Anti Avoidance Rule (GAAR) .................188

9.4.4 Minimum Alternative Tax .....................................189

9.4.5 Presumptive Tax .................................................189

9.4.6 Inverted Duty Structure .......................................190

9.4.7 Laffer Curve ........................................................190

9.4.8 Base Erosion and Profit Shifting (BEPS) ..............191

9.4.9 Double Taxation Avoidance Agreement (DTAA) .192

9.4.10 Other Tax Evasion Techniques ...........................192

9.4.11 Global Minimum Tax ...........................................193

9.5 India and Tax Administration  ...........................................194

9.5.1 Initiatives Taken by the Government for 

Better Tax Administration ....................................194

9.5.2 Retrospective Amendment to Taxation ...............195

Chapter - 10

Inflation ...........................................................................197
10.1 Introduction .......................................................................197

Concept of Price and Price Level  ....................................197

10.2 Types of Inflation ...............................................................197

10.3 Effects of Inflation .............................................................200

10.4 Measures of Inflation .........................................................201

10.5 Business Cycle .................................................................203

10.5.1 Phases of Business Cycle ...................................203

10.5.2 Types of Shape of Economic Recovery ..............204

UNIT – III: 
INCLUSIVE GROWTH AND AGRICULTURE

Chapter - 11

Poverty, Inequality & Inclusive Growth .......................207
11.1 Introduction .......................................................................207

11.1.1 Multidimensional Poverty ....................................207

11.1.2 Multidimensional Poverty Index ..........................207

11.2 Types of Poverty ...............................................................208

11.3 Poverty Estimation in India ................................................211

11.3.1 Pre-Independence ..............................................211

11.3.2 Post-Independence ............................................211

11.4 Causes of Poverty in India ................................................213

11.5 Poverty Alleviations in India Since Independence ............214

11.5.1 Background: Poverty and Economic Planning ....214

11.5.2 Poverty Alleviation Programmes..........................214

11.6 Strategy for Combating Poverty ........................................218

11.6.1 Employment-intensive Sustained Rapid Growth .218

11.6.2 Increasing Effectiveness of Anti-Poverty 

Programs ............................................................218

11.7 Inclusive Growth ...............................................................218

11.7.1 Objective .............................................................219

11.7.2 Elements of Inclusive Growth ..............................219

11.7.3 Need for Inclusive Growth In India ......................220

11.7.4 Challenges in Achieving Inclusive Growth ..........220

11.7.5 Steps Taken by Government ...............................221

11.8 Financial Inclusion ............................................................221

11.8.1 Meaning ..............................................................221

11.8.2 Past Efforts ..........................................................221

11.8.3 Importance ..........................................................222

11.8.4 Challenges ..........................................................222

11.8.5 Initiatives on Financial Inclusion ..........................222

11.8.6 Recent Financial Inclusion initiative by RBI .........223

11.8.7 Financial Inclusion Schemes and Programmes ..223

11.9 Microfinance .....................................................................225

11.10 Universal Basic Income ....................................................226

11.10.1 Meaning ..............................................................226

11.10.2 Way Ahead .........................................................227

11.11 Low Skill Manufacturing ....................................................227

11.11.1 Challenges ..........................................................227

11.11.2 Steps Taken by Government ...............................228

Chapter - 12

Employment, Skill Development and Labour 
Reforms ..........................................................................229
12.1 Employment ......................................................................229

12.1.1 Introduction .........................................................229

12.1.2 Definition .............................................................229

12.1.3 Key Terms Related to Employment .....................229

12.1.4 Types of Unemployment .....................................229

12.1.5 Approaches to Measure Employment/ 

Unemployment ....................................................231

12.1.6 Different Categories of Workers ..........................231

12.1.7 Important Observations.......................................231

INDIAN ECONOMYContents



(vii)(vii)

12.1.8 Official Employment Statistics Reports ...............232

12.1.9 Trends of Employment in India ...........................232

12.2 Jobless Growth or Underemployment  ..............................233

12.2.1 Reasons for Jobless Growth in India ...................233

12.3 Female Labourforce Participation in India ........................234

12.3.1 Trends in Female Labour Force Rate ..................234

12.3.2 Constraints In Female Labour Force 

Participation ........................................................234

12.3.3 Initiatives by the Government to increase 

the Female labour Force Participation Rate ........234

12.3.4 Suggestion for Increasing Women Labour 

Force Participation Rate ......................................235

12.4 Skill Development .............................................................236

12.4.1 Introduction .........................................................236

12.4.2 Need ...................................................................236

12.4.3 Challenges ..........................................................237

12.4.4 Measures taken by the Government ...................237

12.4.5 Suggestion to Improve the Effectiveness of 

the Skill Development in India .............................239

12.5 Apprenticeship in India .....................................................240

12.5.1 Apprenticeship Ecosystem in India .....................240

12.5.2 Status of Apprenticeship in India ........................240

12.5.3 Significance of Apprenticeship ...........................241

12.5.4 Salient Features ..................................................241

12.5.5 Reasons for Poor Apprenticeship in India ...........241

12.5.6 Government Initiatives to Promote 

Apprenticeship in India .......................................241

12.6 Entrepreneurship Development in India ............................242

12.6.1 Initiatives to Boost Entrepreneurship...................242

12.6.2 Challenges To Entrepreneurship In India ............242

12.6.3 Government Initiatives to Promote 

Entrepreneurship in India ....................................242

12.6.4 Way Forward .......................................................243

12.7 Social Security Schemes for Employees ...........................243

12.8 Labour Reforms ................................................................243

12.8.1 Introduction .........................................................243

12.8.2 Need for Labour Reforms in India .......................244

12.9 New Labour Codes ...........................................................244

12.9.1 Code on Wages 2019 .........................................244

12.9.2 Industrial Relations (Ir) Code ..............................247

12.9.3 Code on Social Security 2020 .............................249

12.9.4 Occupational Safety, Health and Working 

Conditions Code Bill ...........................................251

12.10 Gig Economy ....................................................................252

12.10.1 Advantages of the Gig Economy ........................252

12.10.2 Disadvantages of the Gig Economy ....................252

Chapter - 13

Land Reforms in India ...................................................254
13.1 Introduction .......................................................................254

13.2 Background of Land Reform .............................................254

13.2.1 Land Tenure Systems during the British 
Rule in India ........................................................254

13.2.2 Outcomes of Landowning Systems During 
the Colonial Era ...................................................254

13.3 Land Reforms Since Independence .................................254

13.3.1 Zamindari Abolition .............................................254

13.3.2 Tenancy Reforms ................................................255

13.3.3 Land Ceiling Laws ..............................................256

13.3.4 Consolidation of Landholdings ...........................256

13.3.5 Co-Operative Farming.........................................256

13.4 Positive Effects of Land Reforms ......................................257

13.5 Poor Land Record Management In India ..........................257

13.6 Reforms Undertaken to Improve the System of 
Land Records ...................................................................258

13.6.1 Proposal of Conclusive Titling .............................258

13.6.2 National Land Record Modernisation 
Programme (NLRMP) ..........................................258

13.7 Land Management In India ...............................................259

13.7.1 Land Acquisition, Rehabilitation and 
Resettlement Act 2013 ........................................259

13.7.2 Land Development Banks in India ......................260

Chapter - 14

Agriculture in India ........................................................261
14.1 Introduction .......................................................................261

Components of Agriculture and Allied Sector ...................261

Basic Facts of Indian Agriculture ......................................261

14.2 Importance/Role of Agriculture .........................................261

14.3 Evolution of Agriculture in India ........................................262

14.3.1 Independence to Pre-Green Revolution Period ..262

14.3.2 Green Revolution Phase......................................263

14.3.3 Post-Liberalisation...............................................264

14.4 Trends in Indian Agriculture ..............................................264

14.5 Determinants of Agricultural Growth – Agricultural Inputs 265

14.6 Irrigation ............................................................................265

14.6.1 Meaning ..............................................................265

14.6.2 Importance ..........................................................265

14.6.3 Types/Sources of Irrigation .................................266

14.6.4 Micro-Irrigation ....................................................267

14.6.5 Government Initiatives Related to Irrigation ........268

14.7 Seeds ................................................................................268

14.7.1 Introduction .........................................................268

INDIAN ECONOMYContents



(viii)(viii)

14.7.2 Legislative Frameworks for Seeds in India ..........269

14.7.3 Seed Related Initiatives ......................................269

14.7.4 Challenges in Indian Seed Programme...............270

14.7.5 Genetically Modified (GM) Crops ........................270

14.8 Fertilisers ..........................................................................272

14.8.1 Background ........................................................272

14.8.2 Macro and Micro Nutrients ..................................272

14.8.3 Fertiliser Used in India ........................................272

14.8.4 Fertiliser Production ............................................272

14.8.5 Fertiliser Subsidy Policy ......................................273

14.8.6 Neem Coated Urea Policy, 2015 .........................273

14.8.7 Nano Urea ..............................................................274

14.8.8 Other Initiatives Related to Fertilisers ..................275

14.8.9 Important Issues Related to Fertilisers ................277

14.9 Farm Mechanisation ..........................................................277

14.10 Agricultural Insurance .......................................................278

14.10.1 Issues with Earlier Schemes ...............................278

14.10.2 Pradhan Mantri Fasal Bima Yojana .....................279

14.11 Agricultural Credit .............................................................281

14.12 Research and Extension Services ....................................284

14.13 Agri-Tech ..........................................................................285

14.14 Food Management ............................................................287

14.14.1 Minimum Support Price .......................................287

14.14.2 Pradhan Mantri Annadata Aay SanraksHan 

Abhiyan (PM-AASHA) .........................................289

14.14.3 Market Intervention Scheme (MIS) ......................289

14.14.4 Price Stabilization Fund  .....................................289

14.14.5 Post Harvest Handling ........................................290

14.14.6 Procurement, Storage and Transport ..................291

14.14.7 Public Distribution System (PDS) ........................294

14.14.8 Direct Benefit Transfer ........................................296

14.14.9 Shanta Kumar Committee ...................................297

14.15 Direct and Indirect Subsidies ...........................................298

14.15.1 Need for Farm Subsidies ....................................298

14.15.2 Direct Farm Subsidies .........................................298

14.15.3 Indirect Farm Subsidies ......................................299

14.15.4 Issues with Farm Subsidies .................................299

14.15.5 Probable Solutions ..............................................300

14.16 Marketing of Agricultural Produce ....................................300

14.16.1 Need ...................................................................300

14.16.2 Outcomes of Agriculture Marketing ....................300

14.16.3 Various Marketing Methods ................................300

14.16.4 Agricultural Produce Market  

Committee (APMC) .............................................300

14.16.5 Model APMC Act, 2003 .......................................301

14.16.6 Agricultural Produce and Livestock 

Marketing (Promotion and Facilitation)  

Act, 2017 .............................................................302

14.16.7 Electronic-National Agriculture Market (e-NAM) .302

14.16.8 Agricultural Reforms and Problems with 

Apmc Regime .....................................................303

14.16.9 Key Initiatives for Reforms in Agriculture 

Marketing ............................................................304

14.17 Contract Farming ..............................................................305

14.18 Land Leasing ....................................................................306

14.19 Agrarian Crisis: Farmers’ Suicide ......................................308

14.19.1 Causes ................................................................308

14.20 Doubling Farmers’ Income ................................................309

14.21 Farm Loan Waiver .............................................................311

14.22 Climate Smart Agriculture .................................................313

14.23 Sustainable Agriculture .....................................................314

14.24 Conservation Agriculture ..................................................314

14.25 Organic Farming ...............................................................316

14.25.1 Principles of Organic Farming ............................316

14.25.2 Opportunities for Organic Farming .....................317

14.25.3 Issues and Challenges of Organic Farming ........317

14.25.4 Scenario of Organic Farming in India .................317

14.25.5 Government Initiatives to Promote Organic 

Farming ...............................................................317

14.25.6 Way Forward .......................................................318

14.26 Zero Budget Natural Farming ...........................................318

14.26.1 Basic Premise of Zero Budget Natural Farming ..318

14.26.2 Four Pillars of ZBNF ............................................318

14.26.3 Government’s Initiatives to Promote ZBNF ..........318

14.27 Taxing Agricultural Income ...............................................319

14.28 Farmer Producer Organisation ..........................................320

14.28.1 Benefit of Fpo’s to Small and Marginal Farmers ..320

14.28.2 Initiatives for the Promotion of FPOs ...................320

14.29 Feminisation of Agriculture ...............................................321

Chapter - 15

Food Processing Industry and Allied Sector ..............324
15.1 Introduction .......................................................................324

15.2 History ...............................................................................324

15.3 Significance ......................................................................325

15.4 Statistics ...........................................................................326

15.5 Potential for Food Processing Industry in India .................326

15.5.1 Facts about Food Processing Industry in India ...326

15.5.2 Reasons for Bright Potential of Food 

Processing in India .............................................326

15.6 Locational Factors for Food Processing Industry ..............328

INDIAN ECONOMYContents



(ix)(ix)

15.7 Stages and Processes Involved ........................................328

15.8 Upstream and Downstream Requirements .......................329

15.9 Challenges ........................................................................331

15.10 Suggestions ......................................................................333

15.11 Government Schemes ......................................................334

15.12 Regulatory Authorities .......................................................338

15.12.1 Ministry of Food Processing Industries ...............338

15.12.2 Agricultural and Processed Food Products 
Export Development Authority (APEDA)..............339

15.12.3 Food Safety and Standard Authority of India ......339

15.13 Food Standards ................................................................340

15.13.1 Bureau of Indian Standards (BIS) .......................340

15.13.2 Codex .................................................................340

15.13.3 AGMARK .............................................................340

15.13.4 Food Safety and Standards Act 2006 .................341

15.14 Agricultural Exports ..........................................................341

15.14.1 Present Status of Agri-Exports ............................341

15.14.2 Agricultural Exports Policy 2018 .........................342

15.14.3 Recommendations of the High-Level 
Expert Group (HLEG) to Boost Exports ...............342

15.14.4 Agri Export Zone in India ....................................343

15.15 Agricultural Revolutions ....................................................344

15.15.1 Animal Husbandry ..............................................344

15.15.2 Poultry Sector ......................................................345

15.15.3 Silver Revolution .................................................346

15.15.4 Pink Revolution ...................................................347

15.15.5 White Revolution .................................................347

15.15.6 Blue Revolution ...................................................348

15.15.7 Blue Revolution 2.0/Neel Kranti Mission ..............349

15.15.8 Beekeeping/Sweet Revolution ............................352

15.15.9 Sericulture ...........................................................353

15.15.10 Agricultural Diversification/ Rainbow Revolution .355

15.15.11 Nutri-Cereals/Millets ............................................356

15.15.12 Pulses .................................................................358

15.15.13 Yellow Revolution ................................................359

15.15.14 Golden Revolution ...............................................360

15.16 Secondary Agriculture ......................................................363

15.16.1 Philosophy Behind Secondary Agriculture ..........364

15.16.2 Benefits of Secondary Agriculture.......................364

15.16.3 Special Support Needed For Secondary 
Agriculture ..........................................................364

15.17 Evergreen Revolution ........................................................364

15.17.1 Features of Evergreen Revolution .......................364

15.17.2 Need for Evergreen Revolution ...........................365

15.17.3 Evergreen Revolution in India .............................365

15.17.4 NITI Aayog’s 3-year Road Map for 
‘Evergreen Revolution’ ........................................366

UNIT – IV: INDUSTRY AND 
INFRASTRUCTURE

Chapter - 16

Industry ..........................................................................368
16.1 Introduction .......................................................................368

16.2 Evolution of Industries .......................................................368

16.2.1 At the Time of Independence ..............................368

16.3 Industrial Policy .................................................................368

16.3.1 Objectives of Industrial Policy .............................368

16.3.2 Industrial Policy Resolution of 1948 ....................369

16.3.3 Industrial Policy Resolution of 1956 ....................369

16.3.4 Evolution of Industry between 1965 and 1980 ....370

16.3.5 Industrial Policy Resolution of 1980, 1985 

and 1986 .............................................................371

16.3.6 First Generation Reform: New Industrial Policy ...371

16.3.7 Initiative under the New Industrial Policy (1991) .372

16.3.8 Second Generation Reforms ...............................374

16.4 Industrial Development .....................................................375

16.4.1 Introduction .........................................................375

16.4.2 Reasons for India becoming an Industrial Hub ...376

16.4.3 Government Initiatives to Boost Manufacturing ...376

16.4.4 Analysis of the “MAKE IN INDIA” Campaign .......376

16.4.5 Reasons For Failure of Make in India Campaign 377

16.4.6 New Manufacturing Policy ..................................377

16.5 Industrial Initiatives ...........................................................378

16.5.1 Industrial Corridors .............................................378

16.5.2 National Investment & Manufacturing Zones ......379

16.5.3 Atma Nirbhar Bharat ...........................................380

16.5.4 Production Linked Incentive Scheme (PLI) .........380

16.6 Micro, Small and Medium Enterprises (MSME) .................382

16.6.1 Introduction .........................................................382

16.6.2 New Definition of MSMEs ....................................382

16.6.3 Importance of MSME Sector ...............................383

16.6.4 Challenges ..........................................................384

16.6.5 Government Initiatives for Promoting MSMEs .....384

16.7 Various Manufacturing Industries in India .........................387

16.7.1 Defence Manufacturing  ......................................387

16.7.2 Electronics Manufacturing ..................................388

16.8 Service Sector ...................................................................390

16.8.1 Introduction to Service Sector .............................390

16.8.2 Tourism Sector ....................................................391

16.8.3 Information Technology and Business 

Process Management (IT-BPM) Industry ............392

16.8.4 Real Estate Sector In India ..................................394

INDIAN ECONOMYContents



16.8.5 Telecom Sector ...................................................396

16.8.6 Insurance Sector .................................................398

16.8.7 Space Sector ......................................................399

16.8.8 Innovation in India ...............................................402

16.8.9 e-Commerce .......................................................404

16.8.10 Start Up Ecosystem in India ................................406

16.9 Tools to Measure Industrial Performance ..........................409

16.9.1 Index of Industrial Production (IIP) ......................409

16.9.2 Index of Eight Core Industries .............................409

16.9.3 Annual Survey of Industries (ASI) .......................409

16.9.4 Purchasing Managers Index (PMI) ......................410

Chapter - 17

Infrastructure and Investment Models ........................411
17.1 Introduction .......................................................................411

17.2 Definition ...........................................................................411

17.3 Importance of Infrastructure Development .......................412

17.3.1 Challenges in Infrastructure Development ..........412

17.4 Investment Models ............................................................412

17.4.1 Understanding Investment in Detail ....................412

17.4.2 Relation Between Investment 

and GDP .............................................................412

17.4.3 Public Private Partnership ...................................413

17.4.4 Hybrid Annuity Model .........................................416

17.5 Infrastructure Financing ....................................................418

17.5.1 Issues in Infrastructure Financing .......................418

17.5.2 Measures taken by Government .........................419

17.5.3 National Infrastructure Investment Fund (NIIF) ...419

17.5.4 National Infrastructure Pipeline ...........................420

17.5.5 National Monetisation Pipeline ............................421

17.6 Sector-Wise Analysis ........................................................422

17.6.1 Energy.................................................................422

17.6.2 Solar Energy .......................................................424

17.6.3 Solar Manufacturing Strategy ..............................425

17.6.4 Wind Energy .......................................................426

17.6.5 National Wind-Solar Hybrid Policy  .....................427

17.6.6 Hydroelectricity ...................................................428

17.6.7 Waste to Energy ..................................................429

17.6.8 Biomass Energy ..................................................430

17.6.9 Hydrogen Economy ............................................432

17.6.10 Power ..................................................................433

17.6.11 Coal Sector  ........................................................437

17.6.12 Road Sector ........................................................438

17.6.13 Electric Mobility ...................................................443

17.6.14 Railways ..............................................................444

(x)(x)

INDIAN ECONOMYContents

17.6.15 PPP Model in Indian Railways .............................446

17.6.16 Ports, Shipping and Inland Waterways ...............447

17.6.17 Civil Aviation Sector in India ...............................448

17.6.18 Logistics Sector ..................................................449

17.6.19 Digital Infrastructure............................................451

17.6.20 Digital Public Infrastructure .................................453

Chapter - 18

Public Sector Undertakings..........................................456
18.1 Introduction .......................................................................456

18.2 Need for Public Sector Undertakings (PSUs)....................456

18.3 Objectives of PSUs ...........................................................456

18.4 Evolution of Public Sector Undertakings ...........................457

18.5 Challenges of PSUs ..........................................................457

18.6 Classification of PSUs .......................................................458

18.7 Disinvestment ...................................................................459

18.7.1 Introduction .........................................................459

18.7.2 Objectives Sought from Disinvestment  ..............459

18.7.3 Types of Disinvestment .......................................460

18.7.4 Benefits of Disinvestment ....................................460

18.7.5 Disadvantages of Disinvestment .........................461

18.7.6 Process of Disinvestment ....................................461

18.7.7 National Investment Fund (NIF) ..........................461

18.7.8 Reasons for the Government not Meeting 
its Disinvestment Target ......................................462

UNIT – V: EXTERNAL SECTOR

Chapter - 19

Balance of Payments ....................................................464
19.1 Introduction .......................................................................464

19.2 Components of BoPs ........................................................464

19.2.1 Current Account ..................................................464

19.2.2 Capital Account ..................................................464

19.2.3 Errors and Omissions ..........................................465

19.2.4 Changes in Foreign Exchange Reserves ............465

19.3 Balance of Payments and Foreign Reserve (Forex)  .........466

19.3.1 Disequilibrium of BOP .........................................466

19.3.2 Types of Disequilibrium ......................................466

19.3.3 Measures to Overcome Disequilibrium/
Imbalances in BoP ..............................................467

19.4 Balance of Payments Crisis ..............................................468

19.4.1 Role of Global Institutions in BoP Crisis ..............468

19.5 Convertibility of Currency ..................................................468

19.6 India and BoP ...................................................................470

19.6.1 Historically Important Events ...............................470



(xi)(xi)

INDIAN ECONOMYContents

Chapter - 20

Foreign Investment .......................................................474
20.1 Exchange Rate .................................................................474

20.1.1 Types of Exchange Rate System ........................474

20.1.2 Devaluation and Revaluation ..............................476

20.1.3 Controversy Regarding India Being a 

Currency Manipulator .........................................476

20.1.4 Types of Exchange Rate Markets .......................476

20.1.5 Factors Affecting Exchange Rates ......................477

20.1.6 Exchange Rate System in India ..........................477

20.1.7 Objectives of Exchange Rate Management 

in India ................................................................478

20.1.8 Nominal Effective Exchange Rate (NEER) ..........478

20.1.9 Real Effective Exchange Rate (REER) ................478

20.2 Forex Reserve of India ......................................................478

20.3 Purchasing Power Parity ...................................................479

20.3.1 Introduction .........................................................479

20.3.2 GDP (Nominal) and GDP (PPP) ...........................480

20.4 Foreign Investments: FDI and FII/FPI ................................481

20.4.1 Foreign Direct Investment (FDI) ..........................481

20.4.2 Foreign Portfolio Investment (FPI) .......................481

20.4.3 Foreign Institutional Investor (FII) ........................481

20.4.4 Foreign Direct Investment (FDI) in India .............482

20.4.5 Prohibited Sectors for FDI ...................................486

20.4.6 Factors on which Fdi Depends ...........................486

20.4.7 Importance of Fdi ................................................487

20.4.8 Criticism of FDI ...................................................487

20.4.9 Recent Government Initiatives to Further 

Liberalise FDI Policy ...........................................487

20.5 External Commercial Borrowings (ECB) ...........................489

Chapter - 21

Foreign Trade .................................................................493
21.1 Introduction .......................................................................493

21.2 India’s Place in World Trade .............................................493

21.3 Foreign Trade Policy in India ............................................494

21.3.1 Import Restriction and Import Substitution ..........494

21.3.2 Export Promotion & Import Liberalisation ............495

21.3.3 Outward Orientation ............................................496

21.4 Composition of Indian Foreign Trade ................................500

23.4.1 Import Items ........................................................500

21.4.2 Export Basket ......................................................500

21.4.3 Trade Balance with Trading Partners ..................501

21.5 Indian Foreign Trade: Agencies ........................................501

21.6 Foreign Trade Policy (2015-20) .........................................503

21.7 Foreign Trade Policy 2023 ................................................503

21.8 Export Promotion Schemes ...............................................504

21.9 International Collaboration ................................................506

21.9.1 Economic Integration ..........................................506

21.9.2 Levels of Economic Integration ...........................506

21.9.3 Export-Led Model of Development .....................507

21.9.4 Global Value Chains ...........................................509

21.9.5 Free Trade Agreements of India .........................511

21.9.6 Model Bilateral Investment Treaty .......................512

21.9.7 Important Provisions of Model Bit .......................513

21.9.8 India-UK Broad-Based Trade and 

Investment Agreement ........................................513

21.10 Regional Agreements .......................................................514

21.10.1 Regional Comprehensive Economic 

Partnership (RCEP) .............................................514

21.10.2 Trans-Pacific Partnership (TPP)  .........................516

21.10.3 Trans-Atlantic Trade and Investment 

Partnership (TTIP) ...............................................517

UNIT – VI: 
INTERNATIONAL ECONOMIC 

ORGANIZATIONS

Chapter - 22

International Economic Organizations ........................519
22.1 Bretton Woods Institutions ................................................519

22.2 International Monetary Fund (IMF) ....................................519

22.2.1 Objectives of IMF ................................................519

22.2.2 Functions ............................................................519

22.2.3 Governance Structure .........................................519

22.2.4 IMF Quota System ...............................................520

22.2.5 IMF Publications..................................................521

22.2.6 India and IMF ......................................................521

22.2.7 Need for Reforms in IMF .....................................522

22.2.8 Reforms Demanded ............................................522

22.2.9 Reforms Taken by IMF in 2016 ...........................522

22.3 World Bank Group ............................................................523

22.3.1 Organisation Structure ........................................523

22.3.2 Important Reports Published by the World Bank 524

22.3.3 India and World Bank .........................................524

22.3.4 Need for Reforms in World Bank .........................525

22.4 IMF and World Bank: A Critical Analysis ...........................526

22.5 Other Institutions ...............................................................527

22.5.1 New Development Bank ......................................527

22.5.2 Asian Development Bank (ADB) .........................529



(xii)(xii)

INDIAN ECONOMYContents

22.5.3 Asian Investment Infrastructure Bank (AIIB) .......530

22.5.4 Blue Dot Network (BDN) .....................................532

22.5.5 G20 .....................................................................533

22.5.6 G7 .......................................................................537

22.5.7 D10 .....................................................................538

22.5.8 Supply Chain Resilience Initiative (SCRI) ............539

Chapter - 23

World Trade Organization .............................................541
23.1 Introduction .......................................................................541

23.2 Rationale for WTO .............................................................541

23.3 Objectives of WTO ............................................................541

23.4 Evolution of WTO ..............................................................541

23.5 Organizational Structure ...................................................542

23.6 Principles of WTO .............................................................543

23.7 WTO Agreements ..............................................................544

23.7.1 Agreement on Agriculture (AoA) .........................544

23.7.2 Trade Related Intellectual Property Rights ..........545

23.7.3 Sanitary and Phyto-Sanitary Measures (SPS) ......548

23.7.4 General Agreement on Trade in Services 

(GATS) ................................................................548

23.7.5 Agreement on Trade Related Investment 
Measures (TRIMS) ..............................................549

23.7.6 Agreement on Subsidies and 
Countervailing Measures (SCM) .........................549

23.8 Important Ministerial Meets ...............................................549

23.8.1 Doha Ministerial Meet and Doha 
Development Agenda (DDA)-2001 .....................549

23.8.2 Bali Ministerial Conference and Bali Package ....551

23.8.3 Nairobi Ministerial Conference ............................551

23.8.4 Buenos Aires Ministerial Conference ..................551

23.8.5 MC12 Geneva .....................................................552

23.9 WTO Dispute Settlement Mechanism ................................552

23.9.1 Breakdown in WTO Dispute Settlement 
Mechanism .........................................................552

23.9.2 Process of Dispute Settlement ............................552

23.10 India and WTO ..................................................................552

23.10.1 India’s Food Security Program and WTO ............552

23.10.2 H-1B Visa Issue and GATS .................................554

23.10.3 India Solar Panel Dispute and TRIMS .................554

23.10.4 India-US Poultry Dispute .....................................554

23.11 India and TRIPS (Intellectual Property Rights) ..................554

23.11.1 Issues with India’s and TRIPS .............................555

23.12 Issues with WTO ...............................................................557

23.12.1 Reforms of WTO ..................................................558



1. Fundamentals of Economics ...........................................................2

2. Microeconomics .......................................................................... 10

3. National Income Accounting ........................................................ 18

Introduction to EconomyIntroduction to Economy

Unit
I



1.1 Basics
Economics is a social science analyzing the production, 

distribution and consumption of goods and services. 

In other words, it is discipline that deals with what choices 

people make; how and why they make them while making 

purchases.

Scarcity is the basic economic problem that exists 
because we as humans have unlimited wants that 
cannot be met by the limited amount of resources in 
the world. Any good or service that has a non-zero 
price is considered scarce. It will cost you something 
to consume that good or service. Without scarcity, 
people would consume everything they could possibly 
consume and would not have to make choices or trade-
offs between goods and services. Therefore, Economics 
is the study of how societies allocate scarce resources 
to produce valuable commodities and distribute them 
among different people.

1.2 Factors of Production

Factors of production refers to the inputs that are used in 
the production of goods or services in the attempt to make 
an economic profit. The factors of production include land, 
labour, capital and entrepreneurship.

A. Land
• Land is an economic resource encompassing natural 

resources found within a nation’s economy.

• This resource includes timber, land, fisheries, farms 
and other similar natural resources.

• Land is usually a limited resource for many economies. 
Example: India has 17.7% of the global population but 
only 2.4% of the global land.

B. Labour
• Labour represents the human capital available to 

transform raw material or natural resources into 
consumer goods.

• Human capital includes able-bodied individuals 
capable of working in the nation’s economy and 
willing to provide various services to other individuals 
or businesses.

• This factor of production is a flexible resource as 
workers can be allocated to different areas of the 
economy for producing consumer goods or services.

• Human capital can also be improved through training 
educating or re-skilling workers.

C. Capital
• Capital also represents the investment in durable 

physical assets made by individuals and companies 
which are used to produce goods or services. 
These assets include buildings, production facilities, 
equipment, vehicles etc.

• Capital represents the monetary resources companies 
use to purchase natural resources, land and other 
capital goods. 

• Capital thus refers to man-made goods used in supply 
of other products.

D. Entrepreneurship
• Economic resources can exist in an economy and still 

not be transformed into consumer goods.

• Entrepreneurs usually have an idea for creating 
a valuable good or service and assume the risk 

involved with transforming economic resources into 
consumer products for which they earn profit.

FUNDAMENTALS OF 
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1.3 Types of Goods

A. Final Goods

Any good or service purchased by the consumer 
(Individual or Enterprise) can be for final use or for use in 
further production. An item that is meant for final use and 
will not pass through any more stages of production or 
transformations is called a final good.

Features:

• It will not undergo any further transformation at the 
hands of any producer.

• Once it has been sold, it passes out of the active 

economic flow.

• Apart from this, they undergo transformation by 
the action of the ultimate purchaser, during their 
consumption.

Example: The tea leaves purchased by the consumer 
are not consumed in that form – they are used to make 
drinkable tea which is consumed. Similarly, most of the 
items that enter our kitchen are transformed through 
the process of cooking. But cooking at home is not an 
economic activity even though the product involved 
undergoes transformation. Home cooked food is not sold 
to the market and hence is final good.

B. Intermediate Goods

Of the total production-taking place in the economy, a large 
number of products do not end up in final consumption and 
are not capital goods either. Such goods may be used by 
other producers as material inputs. Examples are steel 
sheets used for making automobiles and copper used 
for making utensils. These are intermediate goods, mostly 
used as raw material or inputs for production of other 

Basis of Difference Consumer/Consumption Goods Capital Goods

Definition
Consumption goods are those goods that are 
used by the consumers and have no use in 
future.

Capital goods are those goods that have a 
future use and are used for production of 
consumption goods.

Purpose
Consumer goods are purchased in order 
to fulfil personal consumption needs. They 
sustain Consumption of people.

Capital goods are purchased for 
manufacturing of consumption goods.

Satisfaction of Human 
Wants

Directly satisfy human wants and hence have 
a direct demand.

Indirectly satisfy human wants and hence 
have a derived demand.

Transformation
May/May not be transformed in the process 
of production/consumption.

Don’t get transformed in the process of 
production.

Target Market Consumer Manufacturers
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commodities. Continuing the above example, if the same 
cooking or tea brewing was done in a restaurant where 
the cooked product would be sold to the customers, then 
the same items such as tea leaves would cease to be 
final goods and would be counted as inputs to which 
economic addition takes place. Thus, it is not in the 
nature of the good but in the economic nature of its use 
that a good becomes a final good.

1.4 Study of Economics
The study of economics can be subcategorized into 
Microeconomics and Macroeconomics.

• Microeconomics is the study of economics of the 
individual or business decision regarding allocation 
of resources given the scarcity and government 
intervention.

 Microeconomics includes concepts such as 
relationship between supply and demand, price of 

goods and services and relationship between wages, 

employment, inflation.

• Macroeconomics is the study of  the performance and 
structure of the whole economy rather than specific 
individual markets.

 Macroeconomics includes concepts such as inflation, 

international trade, unemployment, and national 

consumption and production, savings and general price 

levels.

1.5 Schools of Economic 
Thought

There are also schools of economic thought. Two of the 
most common are Classical and Keynesian.

• The Classical view believes that free markets are the 
best way to allocate resources and the government’s 
role should be limited to that of a fair and strict referee.

• In contrast, the Keynesian approach believes that 
markets do not work well at allocating resources on 
their own and that governments must step in from time 
to time and actively reallocates resources efficiently.

1.6 Types of Economy

1.6.1 In Terms of Role of State
The most contentious issue that has affected civilized 
history of humankind is how the production process in an 
economy should be organized. Whether the production 
should be the sole responsibility of State/Government or 
should it be left altogether to the private sector?

Every society has to answer three questions, which 
determine the type of economic system:

• What goods and services should be produced in the 
country?

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

Basis of Difference Consumer/Consumption Goods Capital Goods

Demand
Consumption goods have high demand. Demand for capital goods is comparatively 

less.

Pricing
Comparatively cheap. Costlier in comparison to consumption goods

Impact on Production 
Capacity

Help to raise the labour productive capacity. Help to raise both labour and capital 
productive capacity.

Expected Life
Usually Limited (in case of FMCG’s- Fast 
Moving Consumer Goods).

Life covers more than one productive cycle. 
They undergo wear and tear and hence 
require replacement and repair.

Types

• Durable Goods: Goods that can be 
used repeatedly over a considerable 
period. 

• Non-Durable Goods: Used up in a 
single act of consumption.

• Services.

Examples
Television Sets, Mobile Phones, Milk, Fruits, 
etc.

Machinery, Building, Furniture etc.
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• How should the goods and services be distributed 
among people?

Based on the answer of these three questions, the 
economic systems are classified into 3 categories:

A. Capitalist

The capitalistic form of economy has its origin in the famous 
work of Adam Smith – An Enquiry into the Nature and the 

Causes of the Wealth of Nations (1776). He stressed on 
‘laissez faire’ state i.e., non-interference by the government.

The decisions of what to produce, how much to produce 
and at what price to sell,are taken by the market, by the 
private enterprises in this system with the state having no 
economic role.

• In a capitalist economy, the market determines prices 
through the laws of supply and demand.

 For example, when demand for coffee increases, 
a profit-seeking business will boost prices in order 
to increase its profit. If, at the same time, society’s 
appetite for tea diminishes, growers will face lower 
prices and aggregate production will decline. 

• If labour is cheaper than capital, more labour-intensive 
methods of production will be used and vice-versa.

• In a capitalist society, the goods produced are 
distributed among people not on the basis of what 
people need but on the basis of what people can 
afford and are willing to purchase.

 This means that a sick person will be able to use the 
required medicine only if he/she can afford to buy it; if 
they cannot afford the medicine, they will not be able 
to use it even if they need it urgently.

B. Socialist

The socialistic form 
of economy was 
rooted in the ideas 
of historical change 
proposed by the 
German philosopher 
Karl Marx (1818-83). 
More specifically, this 
kind of economic system first came up in the erstwhile 
USSR after the Bolshevik Revolution (1917) and got its 
practical shape in the People’s Republic of China (1949).

Under a true socialist system, it is the government’s role 
to determine output and pricing levels. The challenge is 
synchronising these decisions with the needs of consumers. 
A socialist society answers the above three questions in a 
totally different manner:

Type of Economy What is Produced How it is Produced How it is Distributed

Capitalist/Market Economies 
(Example: UK,US, Canada)

Whatever people are 
willing to buy & sell.

Business Owners determine 
the most efficient legal 
methods of production.

Determined by how much a 
person is able or willing to 
pay.

Socialist/Command 
Economies (Example-Soviet 
Union, Cuba)

Whatever the government 
decides.

However the government 
decides.

However the government 
decides, Generally to 
create equality for all on 
the bases of Class/Caste/
Gender.
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• Distinction from Capitalist Economy: In principle, 
distribution under socialism is supposed to be based 
on what people need and not on what they can afford 
to purchase. Unlike capitalism, for example, a socialist 
nation provides free healthcare to the citizens who 
need it. Strictly, a socialist society has no private 
property since everything is owned by the state.

• Socialistic economy emphasized the collective 
ownership of the means of production (property and 
assets) and it also ascribed a large role to the state in 
running the economy. 

• Distinction between Communist and Socialist 
Economy: Socialism and Communism are often used 
in place of each other despite being fundamentally 
different from each other. Communist economy 
advocates withering away of the state where means of 
production would be owned by community.

• In Communism, All economic resources are publicly 
owned and controlled by the government. Individuals 
hold no personal property or assets.

 In Socialism, Individuals can own personal property but 
all industrial and production capacity is communally 
owned and managed by a democratically elected 
government.

• In Communism, Class is abolished. The chances of one 
worker earning more than the other are nonexistent.

 In Socialism, Classes exist but the differences between 
them are greatly reduced. It is possible for some 
people to earn more than others.

C. Mixed Economy

It is an economic system that 
features characteristics of both 
capitalism and socialism. A 
mixed economic system allows 
a level of private economic 
freedom in the use of capital, but 
also allows for governments to 
interfere in economic activities 
in order to achieve social aims 
whenever required. 

Mixed economic systems are not laissez-faire systems: the 
government is involved in planning the use of resources 
and can exert control over businesses in the private sector.

For example, Governments seeks to redistribute wealth by 
taxing the private sector, and using funds from taxes to 
promote social objectives.

Model Adopted by India

The leaders of Independent India had to decide the type 
of economic system most suitable for our nation, which 
would promote the welfare of all rather than a few.

Among the different types of economic systems, socialism 

appealed to Jawaharlal Nehru the most. However, he was 

not in favour of the kind of socialism established in the 

former Soviet Union where all the means of production, i.e. 

all the factories and farms in the country, were owned by 

the government. There was no private property. It was not 

possible in a democracy like India for the government to 

change the ownership pattern of land and other properties 

of its citizens in the way that it was done in the former 

Soviet Union, this would have created upheaval among the 

industrial classes and stunted India’s grown story.

The leaders found the answer in an economic system, 

which, in their view, combined the best features of 

socialism without its drawbacks. In this view, India would 

be a socialist society with a strong public sector but also with 

private property and democracy; the government would 

plan economy with the private sector being encouraged 

to be part of the plan effort. This was done because 

modernisation projects had long gestation period, large 

capital required and risk which the nascent private sector 

couldn’t shoulder.

So, after Independence, India opted for the Mixed 

Economy. In the process of organizing the economy, 

some basic and important infrastructural economic 

responsibilities were taken up by the State Governments 

(centre and state) and rest of the economic activities was 

left to private enterprise i.e. the market.

But once the country started the process of economic 

reforms in early 1990s, the prevailing state-market mix was 

redefined and a new form of mixed economy began to be 

practised.

• The redefined mixed economy for India had a declared 

favour for the market economy.

• Many economic roles, which were under complete 

government monopolies, were now opened for 

participation by the private sector. Examples are many 

- telecommunication, power, roads, oil and natural 

gas, etc.

• At the same time, social sector such as education, 

healthcare, drinking water, etc. were given extra 

emphasis by the state so as to create a balance 

between profit seeking interest of private sector with 

the welfare obligation of the state.

The economic system of India was a mixed economy in pre-

1991 years as it is in post-1991 years but the composition 

of state-market mix has gone for a change (For detailed 

reasons that why india adopted mixed economy, refer 

socio-economic planning).
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1.6.2 In Terms of Per Capita Income

The World Bank classifies economies based on their GNI 

(Gross National Income) per capita. The categories are 

given below:

Categorisation of Economy (Yearly)

Economy Per Capita GNI (2022)

Low-Income $1,085 or less

Lower Middle-Income Between $1,085 and $4,255

Upper Middle-Income Between $4,255 and $13,205

High-Income $13,205 or more

Low-Income and lower middle-income economies are 

usually referred to as developing economies, and the 

Upper Middle Income and the High Income are referred to 

as Developed Countries. India is categorized in the Lower 

Middle Income Category with per capita GNI of $2170 as 

per World Bank.

1.7 Structural Composition
The contribution made by the different sectors of the 

economy, namely the agricultural sector, the industrial 

sector and the service sector in the GDP of the country 

makes up the structural composition of the economy. 

A. Primary Sector

The primary sector involves the extraction of raw materials 

from the natural resources. Therefore, this is sometimes 

known as the Extraction Sector. This extraction results in 

raw materials and basic foods, such as coal, wood, iron 

and corn. Since most of the natural product we get are 

from agriculture, dairy, forestry, fishing, it is also called 

agriculture and allied sector. People engaged in primary 

activity are called red collar workers due to the outdoor 

nature of their work.

B. Secondary Sector

The secondary sector involves the transformation of 

raw materials into finished or manufactured goods. This 

sector is rightly called the manufacturing sector. Since 

the manufacturing is done by the industries this sector is 

also called the industrial sector such as automobiles, 

textiles, etc. People engaged in secondary activity are 

called blue collar workers.

Examples of manufacturing sector:

• Small workshops producing pots, artisan production.

• Mills producing textiles,

• Factories producing steel, chemicals, plastic, car.

• Food production such as brewing plants, and food 

processing.

• Oil refinery.

C. Tertiary Sector

The service sector helps in development of primary 
and secondary sector is concerned with the intangible 
aspect of offering services to consumers and business. It 
involves retail of the manufactured goods. It also provides 
services, such as insurance and banking. Its provide 
value addition to transportation and production of goods 
created through secondary sector. This sector jobs are 
called white collar jobs.

Sector Contribution to 
GDP

Proportion 
of Workforce 

Employed

Agriculture 18% 63%

Industry 23% 14%

Services 59% 23%

D. Quaternary Sector

The quaternary sector is said to be the intellectual 

aspect of the economy. It includes education, training, 
the development of technology and research and 
development. It is also called the knowledge sector. 
It is the process, which enables entrepreneurs to innovate 
better manufacturing processes and improve the quality 
of services offered in the economy. Without this growth of 
technology and information, economic development would 
be slow or non-existent.

E. Quinary Sector

Quinary sector, which includes the highest levels of decision 

making in a society or economy. This sector includes top 
executives or officials in such fields as government, science, 
universities, nonprofit, healthcare, culture and the media. It 
may also include police and fire departments, which are 
public services as opposed to for-profit enterprises. 

These include services that focus on the creation 
rearrangement and interpretation of ideas. Profession 
under this category is called gold collar professional.

Economists sometimes also include domestic activities 
(duties performed in the home by a family member or 
dependent) in the quinary sector. These activities, such 
as childcare or housekeeping, are typically not measured 
by monetary amounts but contribute to the economy by 
providing services for free that would otherwise be paid for.
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Concerned with extraction of raw materials
from the Earth.
Examples: Agriculture, Logging, Forestry,
Fishing and Mining.

Deals with transformation of raw materials
into finished goods.

Examples: Textile, Food Processing,
Oil Refining, Energy Production.

Involves supply of services to consumers
and business.
Examples: Insurance, Banking, Tourism and
Transportation.

Involves industries providing information services
and dealing in intellectual aspects of the economy.

Examples: Research and development,
Education and Information Technology.

Concerned with human services and
hospitality sector.
Examples: Childcare or Housekeeping.

Quinary Sector

Tertiary Sector 

Quaternary Sector

Secondary Sector

Primary Sector

Sectors of Economy

1.8 Structural Transformation of 
Indian Economy

Structural transformation in an economy is usually 

associated with the changes in sectoral composition 

of output, employment and changes in the rural-urban 

composition of output and employment.

As a country develops, it undergoes ‘structural change’. 

The natural economic movement of a country goes from 

agrarian economy to an industrial economy to a service 

economy. But, India’s growth story has been different and 

India has leapfrogged from an agrarian economy to a 

service economy.

1.8.1 Peculiar Structural Changes
• The share of agriculture in Indian GDP fell from more 

than 40% in the early 1960s to around 17% by the end 

of the 2000s.

• It is to be noted that the rate of decline in the agricultural 

share accelerated as the rate of economic growth 

increased. 

• The share of industry as a whole rose from about 

20% in 1960 to around 28% in 2009, whereas the 

share of manufacturing alone disappointingly stayed 

at around 15% during the entire period, again a sign 

of sluggish structural transformation. 

• By 1990 the share of the service sector was 40.59 
per cent, more than that of agriculture or industry, 
like what we find in developed nations. This 
phenomenon of growing share of the service sector 
was accelerated in the post 1991 period.

• Presently, service sector has emerged as the largest and 
fastest growing sector of the economy with around more 
than fifty percent contribution to the GDP.

• The increasing contribution of service sector to GDP 
growth is referred as Growing Tertiarization of Indian 

Economy.

1.8.2 Reasons for Asymmetric Structural 
Transformation of Indian Economy

The reason for asymmetric structural transformation of 
Indian economy is on account of account of rapid increase 
in tertiary sector and slow growth in secondary sector.

A. Reasons for Slow Growth in Secondary Sector
1. Stringent Labor Laws: The labour laws in India are 

extremely complicated. e.g, Industrial Disputes Act-
1947 provides that if you are a manufacturing firm 
with 100 workers or more, you cannot dismiss any of 
them under any circumstances unless you get prior 
approval from the government which is rarely given.
The law is to be followed even if the industry is going 
bankrupt. Thus, the investors are not willing to enter 
into this sector.

2. Inadequate Skilled Workforce: The manufacturing 
sector, for it to grow, requires an educated workforce 
with the necessary skills and training. India’s skill 
ecosystem needs to be fixed.

3. Basic Infrastructure: Roads, connectivity and 
transportation are slow and costly when compared 
to developed nations which is a huge deterrence to 
Industries. Uninterrupted power supply is another 
challenge.

4. Small Size: Small enterprises, because of their 
smaller size, suffer from low productivity, preventing 
them from achieving economies of scale.

5. Low Spending on R&D: Currently, India spends 
about 0.7% of GDP on research and development, a 
considerably small amount when compared with other 
developed nations. This prevents the sector to evolve, 
innovate and grow.

B. Reasons for Rapid Increase in Tertiary Sector
1. Advent of Information and the knowledge economy 

which has enhanced the growth of the high productivity 
segment of the services. It is also attributed to well 
educated and fluent English speakers and human 
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resources. This has led to India’s success is software 
and ITeS significant service exports.

2. Public Services grow more rapidly where national 
government have significant role in planning and 
production in the economy as a whole.

3. A large part of the service sector consists of soft 
infrastructure such as banking, insurance, finance, 
transport and communications, education, Health etc. 
An urgent requirement of development is the proper 
expansion of social and physical infrastructure as 
provided by these services. 

4. Increasing urbanization may be regarded as another 
cause as it is closely associated with a rise in demands 

for infrastructure services such as communication, 
public utilities and distribution services.

5. Tourism is becoming more and more international 
as knowledge is being spread through television and 
internet thereby promoting various services like hotel 
accommodations.

6. Also with increasing complexities of modern 
industrial organization, manufacturing industries have 
become service oriented. This has been reflected in 
the increasing functions of accounting finance, legal 
services, advertising, marketing, public relations etc. 

nnnn

1. Which of the following activities constitute the 
real sector in the economy?
1. Farmers harvesting their crops.
2. Textile mills converting raw cotton into fabrics
3. A commercial bank lending money to a trading 

company
4. A corporate body issuing Rupee Denominated 

Bonds overseas

 Select the correct answer using the code given 
below:
(a) 1 and 2 only (b) 2, 3 and 4 only
(c) 1, 3 and 4 only (d) 1, 2, 3 and 4

 (2022)

Ans. (a)

2. In the context of any country, which one of the 
following would be considered as part of its 
social capital?
(a) The proportion of literates in the population
(b) The stock of its buildings, other infrastructure 

and machines
(c) The size of population in the working age 

group
(d) The level of mutual trust and harmony in the 

society
(2019)

Ans. (d)

TRY SOME PRELIMS PREVIOUS YEAR QUESTIONS
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