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Agriculture in a Developing Economy 
- The Indian Experience 

A little more than a decade has elapsed since this country launched 
,:pon a programme of planned economic development. According to 
the estimates of the Planning Commission, an investment of 10,110 
~rore rupees has been made in the economy between 1951 and 1961. 
,he Third Five-Year Plan envisages an investment of another 10,000 
rore rupees during 1961-65. It is legitimate to expect that all this 
nvestment and the organizational effort that goes with it, would not 
mly accelerate the pace of economic development, but, in the process, 
Ilso alter the structure of the economy. It would be interesting there­
fore to examine the nature and extent of change in the structure of 
the national economy during the last decade, by reference to some 
)f the conventional economic indicators. 
, For the purpose of this Address, I should like to focus attention on 

the impact of the process of growth on the agricultural sector. The 
literature. on the economics of growth visualizes a certain role for agri­
culture in the process of economic development, stage by stage, but a 
ittle more precisely in the early stage of development. Not that all 
vriters are unanimous on the subject, but most of them agree on the 
importance or the crucial role of agriculture. 

As a background to our main factual analysis of India's experience, 
it would be interesting to review briefly, first, some of the theories on 
the role of agriculture in economic development, and then, the think­
ing of the Indian planners on the subject, as revealed in the successive 
Five-Year Plans. 

Theoretical view-points : 

The primacy of agricultural development is emphasized by some 
writers, because agriculture is not only the most populous but also 
the most depressed sector of the economy in most of the developing' 
economies. This view is sometimes carried to the extreme of opposi­
tion to ,industrial developmellt. It is argued that "the policy of 
industrialization will intensify the tendency for savings to be cbained 
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from the countryside by making investment in urban industries morl 
attractive",l and thus witten the range of inequality between the urbar 
and 'rjiriil standardsolliving. "Problema of over-population and un 
emplo~ent, very low incomes, exc688ive urbanization, food shortage, 
as . wen as certain social and political considerations would sug'geS' 
that the policy of industrialization is premature and undesirable a' 
the. present stage of Asian development.'" The importance of increas 
~d !!upply of food and other wage goods is emphasized by a group of 
piilikerinqtinelody on welfare grounds, but as a necessary investment 
ill.Iiuma~ capital. The 'consumption multiplier', it is argued, ill no 
lelis crueialthan the conventional investment multiplier in the stratel!':' 
~t' deVelopment. 
>. . 

:. ]>riority for agriculture is. also favoured on the ground that th 
creation of investible sur.plus is teehnologicalJy easier in agricultur 
and' haS a much shorter gestation period. Increase in agriculturlr 
Pio4uclionin the initial period of development can be brought about 
f6ro~h the app1i~tion of resources which have a low opportunity 
~ ~d Iluike no inroads on the critically scarce resources necessary 
for industrial deve1~ment.3 
: .. T)le.point of deParture comes on the question whether the economic 
surpJ~s In Agriculture should be retained within it for improving the 
standard of iuralliving or should be siphoned off for urban, industrial 
ilevelopment. Those who advocate the latter are interested in agri· 
cultural development not so much as a desirable end in itself bu' 
~ather as a means to industrial development-as a supplier of food, 
industrial raw.material, labour. and capital. It is argued: "Tbe pro-,- .. 

~e~ of c!apita1!ormation everywhere has meant initial mobilization 
ofinl1estJble surplWlell by withdrawing a portion of these from agri­
culturists: eiiber. . fo~cibly or through lower prices.'" The non-violent 
iitrategy fs expounded. thus: "Increase in the output of foodgrains 
and other agricultural commodities sufficient to lower their price will 
make the terms of trade unfavourable to agriculture. The fall in agri­
!l\lltur;tl.prices will be steep, due to the fact that the demand for food 

~ OaHIII.(, ·HAliRv, 'A Stratell' of Asian Development', Eoonomic Development 
, . aM CuUalnll-C""_, April 1962 • 
• Ibid • 
• 'J~IIt, Baucil, and JOHN MD'm, 'The Nature 01 AgrieuJture'. Contribu­

.tion to Economic DeveIopment', Food Re.omrck I ... titute Studies, Nov. 1960. 
KIJ~ N.A., ~ Mobilization tl'Om AgrieuJture and Eeonomle n .... elop­
ment'ili' India', ,N_;e D.velopme"t and Cultural Ckm"ge, October 1968. 
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s not infinitely elastic. If agricultural prices are depi:essed -re1atrn! 
to non-agricultural prices, agricultural surplulills . will' ,go; into!.the 
hands of non-agriculturists.'" .; . " . .l 

As against the agriculture-first school, those who empha8fze tile 
role of rapid industrialization in econ!)mie devEllopIherlt argue_that 
most of the .under-developed countries are, in fact, 80 termed. becalllle 
of the predominance of agriculture in their national economy. The 
path of progress, therefore, must inevitably lie in the direction :of Ii 

shift of resources, both capital and labour, from 10w.prodUctivity 
enterprises to high_productivity enterprises. Agriculture is admittedly 
a relatively low-productivity sector even in most of the .ad'l!aneed 
countries; as .such, the strategy of economic development"cwlJuld ·con. 
sist in gradually reducing the preponlierance .of .the. agrjcu]tunI\l 
sector in the national economy through a process· of industTializatiQII. 
This, in any case, would be necessary inasmuch as with risingJJl.Colnes, 
the community's demand-patiern will undergo a change in'fav-our ·of 
ind\lstrial proo.ucts. 

International comparisons of shares of major sectorl!'o in national 
product "reveal a negative correlation between the level.of).ncome 
and agriculture's share in it, and a' positivej:orrelation between the 
:evel of income and the share of non-agriculturalcomm!)dity pr~uc­
tion. As the level of per capita income increases, .the .share .of 
agriculture in national product drops and that of il\dustry rises."· 
Analysis of long-term trends also confirms the resuJ1(s obtained by 
cross-country analysis. Thus, Prof. Kuznets found that with the 
secular rise of product per capita and per worker, the share of the 
. agricultural sector in total product declines .and .the share of the 
manufacturing sector rises. The analysis in terms of distribution .of 
labour force in the different sectors <if the national economy ~gests 
a significant positive association between the rate of growth in per 
capita and a shift away from sgri~ulture in the structure of the labour 
force. One is therefore led to argue that "jf .real income. per capita 
is to grow rapidly, the accompanying changes in the occupational 
structure of the labour force should be equally large. In the sample. 
of eighteen countries, the total shift in the percentage distribution .of 

• Ibid • 
• KUZNETS, SIMON, 'Quantitative Aspects of Economic Growth of Nations', 

Economic Development and Cultural Change, July 1957. The subsequent_:C)~e\""" 
vations are also based Qn-thlIJ-article. _. 
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labour force (including unpaid family labour) among the three majo. 
sectors . (agriculture, manufacture, services) tends to be large in 
countries with high rates of growth of per capita income and vice 
'Derlla./'f 

These conclusions, however, should not be interpreted to imply that 
a mere re-deployment of labour force would automatically, so to say, 
lead to higher per capita income. Kuznets' analysis has also revealed 
that a mere shift of the industrial structure of under-developed 
countries towards the pattern of developed countries-retaining the 
contrast between the high, relative, per-worker product in the manu­
facturing and service sectors and the low one in the agricultural 
lIector-will not reduce the international differences in per-worker 
product; "To put in simply," he says, "the major source of inter­
national differences in countrywide output per worker (and per 
capita) between developed and under-developed countries is not that 
the full-time labour force of the former and of the latter are distri­
buted differently among the several industrial sectors .••• It is rather 
in the fact that within each sector proper-within agriculture, within 

mining', within manufacturing, within transportation and trade 
etc.-the product per worker in the under-developed countries is s{ 
much lower than in the developed." As a matter of fact, Kuznets him 
self has elsewhere argued: "Agr!cultural Revolution-a marked ris! 
in productivity per worker in agriculture-is a pre-condition of thl 
industrial revolution in any part of the world."· Whatever be the 
motive or objective of economic development, welfare of the rural 
community or its surplus-generating'-potential for overall economic 
development, there appears to be a fair degree of consensus regardinr 
the crucial importance of agriculture in the initial period of economi( 
growth. 

II 

PLAOE OF AGRICULTURE IN INDIA'S FIVE-YEAR PLANS 

In the light of the foregoing discussion on the role of agriculture 
in economic development, it would be useful to review briefly the views 
of the Planning Commission on this question as stated in the succes· 
sive Five-Year Plans. Writing about the pattern of priority in the 

• Ibid; 
8 KUZNIlTS, SIMON, Sire Lectures in Economic Growth. 



s 
First Five-Year Plan, the Planning Commission states: "'l'I!econ­
ception of priorities over a period bas to be a dynamic. one, the em­
phasis as between dift'erent sectors shifting as dm!1opment in those 
taken up initially prepares the ground for development in others." 
Having laid down this broad principle, the Planning Commission pro­
ceeds to state: "For the next five-year period, agriculture including' 
irrigation and power must, in our view, have the top-most priority. 
For one thing, this emphasis is indicated by the. need to completetbe 
projects in hand, and further we are convinced that without a substan­
tisl increase in the production of food and of raw materials needed 
for industry, it would be impossible to sustain a high tempo of indus-

, trial dm!1opment. In an under-developed economy, with low yield in 
agriculture, there is of course no real conflict between agricultural 
and Industrial development. One cannot 11'0 far without the other; 
the two are complementary. It is necessary, however, on economic 
as well as on other grounds, first of all to strengthen the economy at 
the base and to create conditions of sufficiency and even plenitude in 
respect of food and raw materials." Consistent with this approach, 
in the total Plan outlay of 2,356 crore rupees, as much as 15.1 per cent 
was allocated to agriculture and community development and 28.1 per 
cent to irrigation and power (16.3 per cent to irrigation, 11.1 per 'cent 
to power and 0.7 per cent to tlood control, etc.) as against 7.6 per cent 
to industry and mining (6.3 per cent for large and medium industries 
and 1.3 per cent for small industries)." It should, however, be men­
tioned that the Planning Commission, at that stage, held the: following 
view: "The progress in industries, especially large-scale industries, 
would have to depend, to a great extent, on effort in the private sector, 
while the State would concentrate on the ;provision of basic services 
like power and transportation." Though it was stated, that the State 
had also "special responSibility for developing key industries· and 
heavy industries like iron and steel, heavy chemicals and manufacture 
of electrical equipments without which devclopment in the modern 
world is impossible," no significant allocation was made for the deve­
lopment of these key industries in the public sector. 

Agricultural production during the First Five-Year Plan increased 
substantially, though in retrospect it appears that the bulk of it was 
due to an increase in the acreage and to good weather conditions: At 
• For the statement of olltlay in the publlc sector under the three Five-Year 

Plans, 8ee Table 1. 



Table 1 ~ OUTLAY· IN THE PUBLIC SECTOR IN THE FIRST, THE SECOND-
AND THE THIBI) PLAN 

Head _ First Pia" SSMIIdPia .. Third Pia" --
(1951-56) (1956-61) (1961-66) 

Outlay Percentage Outlall Percentage Outlay Percentage 

Agriculture& Community 
I>evOlopment 357 15.1 568 11.8 1,068 14 

Major & 
mediUm irrigation 401 17.0 486 10.1 650 II 

;Power 260 11.1 427 8.9 1,012 13 

Vm.ge& 
small' il),dustries 30 1.8 200 4.1 264 4 
Indnstries -& minerals 149 6.8 690 14.4 1,520 20 
TrAneport & 
eommunications 557 23.6 1,385 28_9 1,486 20 
Social services & 
miscellaneous 538 22.6 945 19.7 1,300 17 
Inventories/Miscellaneous 69 3.0 99 2.1 200 3 ._--
Total 2,356 100 4,800 100 7,500 100 

• PlaJmed, not actual. - Sorw .. : Flv .... Year Plans. 

the end of the First Five-Yea,r Plan, food-grain production had in­
creased from 55 million tons to 65 million tons, exceeding the target 
of 61.6 million tons laid down for the last year of the Plan. Pricea of 
agricultural commoditiea also declined sharllly- The comfortable 
situation on the agricultural front induced the Planning Commission 
to shift the emphasis towards industrialization, while formulating the 
Second Five-Year Plan. One-of the major objectives of the Second 
Five-Year Plan was stated to be "rapid industrialization with parti­
cular emphasis on the development of basic and heavy industries". 
The other objeCtives 'lllentioned in this context were a sizeable increase 
in national income, a large expansion of employment opportunities and 
reduction of inequalities in incomea and wealth, but there was no 
specific mention of the development in agrieulture. Arguing the case 
for rapid industrialization, the Commission stated: "Low or static 
standards of living, under-employmen. and unemployment ud, to a 
certain extent, a gap between the average and the highest incomes 
are all manifestations of basic under-development which characterizes 
an economy dependent mainIyon agriculture, The core of develop.. 
ment is thus rapid industrialization and diversification of the economy. 
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But, for industrialization to be rapid enough, basic industries like iron 
and steel, non-ferrous metals, coal, cement and heavy chemicals' as 
well as industries which make machines fo~ making machines have to 
be developed rapidly." The approach of the balanced growth was not 
given up. It was stated that balanced pattern of industrialization 
requires well-recognized effort to utilize labour for increasing the 
supplies of much-needed consumer goods in a manner which economiz­
es the use of capital. 

Consistent with this view, the percentage of the developmental out­
lay (Rs. 4,800 crores) allocated to industry and mining was increased 
to 18.5 per cent (from 7.6 per cent in the First Flve-Year Plan) and 
that for agriculture and community development was reduced to 11.8 
per cent (from 15.1 in the First Plan). There was a similar reduction 
to 19 per cent from 28.1 per cent in outlay allocated for irrigation and 
power. The targets of agricultural production for the Second Five­

'Year Plan were also relatively modest. For example, the production 
of food-grains was to be increased from 65 million tons in 1955-56 to 
75 million tons in 1960-.61, an increase of 10 million tons in the five 
years of the Second Plan as against an increase of 14 million tons 
achieved during. the First Five~Year Plan. Soon after, however, it 
was realized that the target for food-grain production in the Second 
Five-Year Plan was rather low and was raised to 80 million tons, with­
out~ however, making any addition to the financial allocation for agri­
cultural development. 

Though in the last year of the Second Plan, food-grain production 
nearly reached the revised target, in the preceding years, shortages 
were experienced resulting in a substantial increase in food-grain 
prices. The Third Plan, therefore, restored the primacy of agriculture 
. in its development programme. Unlike in the Second Plan, the achieve­
ment of self-sufficiency in food-grains and increased agricultural 
production to meet the requirements of industry and export, found 
place in the principal objectives of the Third Plan. It was stated that 
in the scheme of development in the Third Plan, the first priority 
necessarily belonged to agriculture. The experience during the period 
of the first two Plans, especially the Second, had shown that the rate Of 
growth in agricultural production was one of the main limiting factor 
in the progress of the Indian econQlllY. This, however, did riotimr 
relllxation of emphasis on the development of basic and hea~ ,il1' 



tries. AB a matter of fact, there appears to. be a certain degree of 
ambivalence regarding the relative importance of agricutlure and 
industry. On the one hand, it was stated: "The development of agri­
culture based on utilization of man-power resources of the country­
side and the maximum use of local resources holds the key to the rapid 
development of the country". On the other, it was also stated: "There 
is no doubt that industry has a leading role in securing rapid economic 
advance." This was sought to be reconciled by the following state" 
ment: "The growth of agriculture and the development of human 
resources alike hinge upon the advance made by industry, Not only 
does industry provide the new tools; but it begins to change the mental 
outlook of the peasant." 

Allocation of financial outlay to the different sectors in the Third 
Plan does indicate a slight shift in favour of agriculture. The share 
of agriculture and community development in the total financial out­
lay was increased from 11.8 per cent in the Second Plan to 14 per cent 
in the Third; while the percentage allocated to major and medium irri­
.gation 'was slightly reduced. The percentage share of organized 
industry and minerals was'stepped up from 14.4 to 20 per cent. It 
was, however, stated: "In formulating agricultural. production proc 
g'rammes for· the Third Plan, the guiding consideration has been that 
,the agricultural efforlsshould not be impeded in any manner ;for want 
of financial or other resources. Accordingly, financ is being provided 
on a scale which is considered adequate and further assurance is given 
that if for achieving the targets of production,. additional resources 
are 'found necessary, this will be provided as the Plan proceeds." 
During the first two years of the Third Plan, progress of agricultural 
production was very unsatisfactory and when national emergency was 
,declared, after the invasion of the northern frontier, the National 
-Development Council" sanctioned supplementary allocation for minor 
irrigation and-soiI conseYVation. 

'Viewing the three Five-Year Plans together, one can state that the 
only" period during which the importance of agricultural development 

: was not suffiCiently appreciated was at the time of the formulation of 
"the'Second Plan. It may be perhaps more appropriate to say that dur­
ing that period; the importance of the basic and heavy industries in 
'ational development came to be emphasized for the first time. It was 

"el'}>l'eted as 'neglect' of agriculture; In this connection, it is 
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important to mention that the allocation of only 6.3 per cent of the 
total financial outlay in the First Plan to the development of large 
and medium industries in the public sector was altogether too meagre 
and its step-up to 14.4 per cent in the Second Plan was, in a way, a 
correction of the 'neglect' of industrial development in the First Plan. 
It is interesting to note that, in retrospect, even the critics of the 
heavy-industry bias of the Second PI,m agree that it would have been 
worthwhile to have endeavoured to establish a steel mill during the 
period of the First Plan. 

In this connection, it is necessary to emphasize that it is inapprQ­
priate to judge the priorities accorded to different sectors, only by 
reference to the composition of planned public outlay or investment. 
Apart from the considerable non-monetized investment, particularly 
in the agricultural sector, so characteristic of under-developed econo­
mies, the quantum of private investment in different sector\! 
constitutes an important component of the total investment on which 
the ultimate output would depend. According to the estimates given 
in the Third Five-Year Plan, during the period of the First Five-Year 
Plan (1951-56), the private-sector investment came to 1800 crore 
rupees as against 1560 crore rupees of public-sector investment. The 
corresponding figures for the second-plan period (1956-:61) are 3100 
crore rupees and 3650 crore rupees. It may also be noted that during 
the period of the Second Plan, private investment in agriculture and 
community development came to 625 crore rupees as against public 
invesfnnAlnt of 210 crore rupees. In the case of major and medium 
irrigation, however, as expected, there was no private investment 
against an investment of 420 crore rupees by the public sector,l. 
Further, as Reddaway has rightly pointed out, "the only way of judg­
ing whether a development plan is well-balanced is by considering the 
flow of output of the various goods and services. Investment is simply 
one means of securing this balance and the character of the develop­
mentcannot be judged by the way in which this one means is allocat.id 
between various industries." "The capital expenditures", he says, "are 
a very important means of helping to attain this output, but they are 
not objectives in themselves; if some other method of raising output 
could be discovered during the Plan period (e.g. by the use of better 

i. See Table 2-
11 REDDAWAY~ W. B., The Development 01 the Indian Economy. p. 161. 



Table .,. 
~ . INVESTMENT (jiKxy'Aft AND I'tlBLlC) IN THE FIRST, THE'si:coND AND TlUiTHIRD PLAN 

(k's.C,';'.a) 

Fird PI= SecO'lUl Plan Third PI= 
I"".ajm8nt IrtVe,tment Investment 

Head PuiUc priv"t~ Tot"l Percent. Public Private To.tal Percent. Public Private Total p,':<rcent--
(~) (a) "go ag8 ag4' 

1 2 3 4 5 6 7 8 9 10 11 12 13-

Agriculture & Community 
Development 234 363 597 18.0 210 625 835 12 660 800 1,460 13 

Major & medium irrigation 250 (b) 250 7.2 420 (b) 420 6 650 (b} 650 6 

Power 203 23 226 6.7 445 40 485 7 1,012 50 1,062 10 

Village & small industries 31 101 132 4.0 90 175 265 4 150 275 425 4 -0 
Organized industries & Minerals 62 392 454 13.5 870 675 1,545 23 1,520 1,050 2,570 26 

rransport & Comnmnica tions 421 78 499 15.0 1,275 135 1i10 21 1,486 250 1,736 17 

Social services & miscellaneous 359 553 912 27.0 340 950 1,290 19 622 1,075 1,697 16 

Inventories' 290 290 8.6 500 500 8 200 600 800 g 

Total 1,560 1,800 3,360 100 3,650 3,100 6,750 100 6,300 4,100 10,400 100 

Note: Investment should be distinguished from outlay. The former represents expenditure on the creation of physical assets, t~e 
la tter corresponds to revenue expenditure on Plan schemes. 

(a) The break-up of investment in the private and the public sector for the period of the First Plan -is not available. The 
break-up given in column 2 corresponds to the break-up of public outlay. The break-up in column 3 is worked out under the assumptio~ . 
that its pattern was the same as in the Second Plan (column 7). 

(b) Included under agriculture and comrilQ.nity development. 
Source: Third Five-Year Plan, T~bles on pp. -32, 33 and 69: 



see,ds instead of oo~ly irrigation scheme!!»; theUt' the, esse~ bfthe 
fOO can be fulfilled even if the capital expeJlditure were fal' below 
.... , ........ ~ft I ,,_. __ "u 
.... t'!:! .................... "".. 

ProfesBoJ; Reddaway has .. elaborated this. point thus: . "A five-year 
plan nonnally shows two main seta ofiigures: targets. for the outputs. 
of· various commodities which should be attained in the last year of 
the plan, and plans fOr capital expenditure to be done in the whole 
period of the plan. Of these two, the capital expenditure is the thing 
which calls for ,direct and immediate action, and it tends, therefore, 
to be regarded as the essence of 'the Plan'. This is, however, ,to mis­
take the means for the objective: the fundamental objecti'IHJ of the 
Plan istOattai'n the higher levels of output, and it is the$e ieveIs of 
future output which have to be kept in balance as between one product 
and anothe'r, 'ff the Plan is to be a coherent one." 

III 
:-:,', 

After thjs rather prolix introductory background, we may concen· 
trate'on our main theme: the impact of the growth-process on Indian 
atr!cultlire. Let us begin 'with the eXamination of the relative groWth­
rates in the agricultural and non~agricultural sectors of the economy. 
To keep quantitattve anslysis within a modest· limit, ours will be only 
a two-sector analysis: agriculture--including anim81 husbandry, 
forest and fisherie8--41nd the rest of the economY which, for the sa.ke 
IIf convenience, has been termed non-agricultural sector, unless other­
wise !ltated. . 
.. Several factors influence the relative position of the two sectors 
in the process of development. Firstly, the growth-rates in the two 
~re may vary. The impact of the differential growth~rateson per 
CQlPita (or per worker) income will be modified by the sectoral ttanafer 
otlabouNforce. The cha~ in ,the tems Qf. trade W'ill further alter 
the income-parity ratio of the two sectors. We shall first briefly re­
view the experience in regard to these three dominant factors during' 
the iIl.I\t decade. 

Growfh-rates , 

A variety of statistical data, not always easily comparable, is avail­
"ble Oil growth-rates in agricultUral production and productivity .. 

12 Ibid., p. 189. 
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W 1\ have the liDiuljusted and the adjusted figures of aIIIluaipi-ociuc­
tion in absolute ·terms. We have also the IndeK Numbers of Production, 
Area and Productivity which claim that they removethenon-comPlll'­
ability due to ehangM in statistical coverage andmethoda of 
estimation. As the Ineasurement based on two speci1ic pointa (years) 
would be influenced by seasonal conditions which are important in 
agriculture,· linear growth-rates and compound rates have been 
calculated. One series is based on the three-year moving-average8 of 
the index numbers for· the period 1949-50 to 1961-62 and the other 
for the period 1952-53 to 1961-62.13 

Table 3 ; . ALL-lNDIA COIlU'OUND GROWTH-KATES IN PEBCENTAGBS 

Food-craiDa 
Non-food-gralns 
AlI·crops 

1 ...... 0 to 1111-" 
(A1JM'Olg.11J,9-60 to 
1151-61 = 100) 

3.46 
3.57 
3.~ 

1161.$1 t. 1981-611 
(A" ...... g. 116.-68 t4 
1'64-65 = 100) . 

2.46 
3.88 

2.114 

The table reveals that agricultural production increased at the 
compound rate of about 3.5 per cent during 1951-1961. If, however, 
a three-year average centered on 1953-54 is taken, the increase 
amounts to only three per cent per year. 

The better results in the 1949-50 series are believed to be primarily 
due to the Jarger contribution of the increase in area. As there are 
grave doubts about the Index Number Series of Area (which In­
cidentalIy is used as a deflator for calculating the Index of Producti­
vity) it wOuld be advisable to avoid going into the question of the 
relative contribution of Area and Productivity to the growth In 
prOduction, 
. For industrial growtia, we have the Revised Series of Index of In­
duatdal Production with the Base; 1956= 100. After shifting the 
base to 1951, we get a linear rate of growth of 9.7 per cent per year." 
That the growth-rate in the industrial sector should be higher than 
that in the agricultural sootor, is to be expected in a developing 
economy. What is somewhat unexpected is the wide divergence bet­
"IlI(!j!.::~ .two. 
10 GToIIiu.:B4toaia ·AgrioultKnI (Jf1ftwo.) •. E_omie andStatiati .. ! Advller, 

Ministry of Food'" Agri., Govt. of India. 
.. Moving average is Dot taken. The Index covers only the organlaed IndusU7. 
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Tile national income data provide another source from which the 
sectoral growth-rates may be derived. The net national output in 
1948-49 prices originating' from the agricultural sector increased 
from 43.8 abja* rupees (annual average of 1949-52) to 57.6 abja 
rupees (average of 1959-62) resulting in an increase of 31.5 per cent 
during these years (Table 4); For the corresponding period, the in. 
crease in the net national output in the rest of the economy (termed 
the non-agricultural sector) was from 45.6 abja to 68.3 abja, result. 
ing in an increase of 49.8 per cent. If these figures are viewed from 

Table 4: GROWTH IN NATIONAL OUTPUT 
RB. abiG (100 <rores) 

19~9-52' 1959-62" Increase Increase SluJr. in total 
percentage increase 

Constant prices (19~8'~9) 
Agrieulturet 43.8 57.6 
N on-agriculturE¢ 45.6 68.3 

Total 89.4 126.9 

In current prices 
Agriculture 48.0 66.7 

N~n-.asiiculture 47.2 72.9 

Total 95.2 139.6 

'" Three-year average centered round 1950-51 . 
.. Three-year average centered round 1960-61. 

13.8 

22.7 

36.5 

18.7 
26.7 

44.4 

t Includes animal husbandry, forest and fisheries. 
t The rest of 'the economy. 

31.5 37.8 
49.8 62.2 

40.8 100.0 

39.0 42.1 

54.4 57.9 

46.6 100.0 

another angle, 37.8 per cent of the total increase in national output 
during the period was contributed by the agricultural sector and the 
remaining 62.2 per cent by the non-agricultural sector. It is apparent 
that the rate of growth was relatively small for the agricultural sector 
as compared with that for the non-agricultural sector. This would 
make the income-parity ratio between the two sectors less favourable 
to the agricultural sector over the decade; other factors such as 
labour-force movement and terms of trade remaining the same. 
This picture Is slig'htly altered when the national output is measured 
in current prices. Under this method of calculation, the output in the 
agricultural sector'shows an increase of 39 per cent as against an 

• Abia = 100 crores or 1000 millions. 



f4 

IncreaSe of 64.4 pao cent In the lIon-agriculturai sector. tn other wonts, 
42.1 per cent of the increase· in the national output during this period 
was contributed by agriculture 88 against· 57.9 Per cent by the non­
agricultural sector. The contribution of the agricultural sector to the 
total Increase in national output was relatively larger (42.1 percent) 
when measUred In terms of cUllrent prices instead of constant prices 
~37.8 pel' cent). This di1ference can be attributed to the change in 
the tel'llls" of trade in favour of agriculture (Price-parity ratio 102.7). t 
" lAbour-force: The changes in the composition of labour-force 
between 1951 alld 1961 88 ~ealed by the population census, are pre­
sented in Table 5. There were, however, soDie drastic changes in the 
eoncepts and definition used in the two census, and extreme caution 
is needed·if. drawiilg conclusions based on these figures. Particular 
mention may be made of the marked increase in the labou,r-participa­
tion rates from 39 per cent in 1951 to 42:98 per cent in 1961. On the 

Table 5: POPUL;\TION AND LABOUR-FORCE BY SECTORS 
(Figu_ ... million) 

====================~======~~= 

1961 3&6.88 
1961 438.8], 

Change 1961-51 81.43 

Agricultural 
W .... km, f- .. ori< ..... 

139.52 
188.42 
48.$0 

100.63 
o. J35,28 

34.63 

% 0/ 
N on-a,grioul- a,grioult .. ra,! 

t..f'IJI .. orker. W 
W01'ke-r. total tOorkera 

88.89 72.18 
63.16 n.79 
14.27 (_) 00.84 

*(1) The term "agricultural workers" includes': <a) 'cultivator;'~' or the -i~ .. 
duatriaI category I of the 1961 censwl; (b) 'agrlmltural labourers', or the in­
.duatrial eate!lOry II of the 196L.ens)]"; and (e) workers engaged in 'livesto~, 
foreatry, hunting and piantati" ..... Orcharda and allied &etivities' but not those 
eni!aa'ed In mining and quarr)'ing, or, in other words, only a part of the industriaI 
catqory III of the 1961 .......... 

,(2) The 1961 data are taken from.: CenSus Of Inaia, Pap.er No.1 of 1962, 
'19Bl C ....... : FiRtJI PO",""ti<m TotGla. 

t 
Pm.lnde", ... 

1949-62 ' 1969-62 

ApicaIturaI 100 107,46 

Non-agriculturaI 100 104.60 

Total 100 106.84. 

107.4&' = 102.72 
104.60 . 

t~~j~ = 101.62 

104.60 
-106$4 = 98.82. 
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whole, it can be said that the inereue in the labour-force :between 
1951 and 1961 revealed by the table exaggerates the situation due to 
an underestimation by the 1951 census and overestimation by the 1961 
cen8us.,wway, the mastsigni1icant factor which emerges from the 
table is. that the proportion of the labour-force employed in agricul­
ture remains almost the same (72.18 in 1951 and 71.79 in 1961) over 
the decade. ThiS would imply that the ehange in the relative position 
of the two sectors due to differential growth-rates would not be affect­
ed by this factor inasmuch as there was no change in the disposition 
of the labour-force. 

TermB 0/ trade: The third factor whlcb would affect the relative 
position of the two sectors would be the change in their terms of trade. 
Various methods have been used to determine the terms of trade: 
(a) of the agricultural sector vis-a-vis non-agricultural sector; and 
(b) of the farmers in terms of the ratio of prices received to prices 
paid. The usual method used -for the former is to study the relative 
movements in the prices of agricultural and non-agrieultural com­
modities and the ratio between the two. This should not be strictly 
termed as terms of trade inasmuch as the weights used in the con­
struction of the wholesale prices would be very different from the 
weights of the commodities entering into the trade between the two 
sectors. In any case, information regarding the movement in the prices 
of these two groups of commodities would be of some interest and is 
given in Table 6. 

_ By and large, the movements in the prices of the two groups of 
commodities have been on parallel lines. In the year 1955, however. 
the index for the agricultural commodities declined by as many as 
12 points from the base year but that for the non-agriculturaJ com­
modities -fell by only one point. From this year onwards, the rise in 
the price index of the agricultural commodities has been somewhat 
lltesper than that of the non-agr1cultural commodity price-index. In 
the .year 1961, the two indexes stood almost at the same level. 

Information regarding the ratio of prices received to prices paid 
by the farmers is available only for .a few regions. (see Table 7). 
The Punjab Board of Economic Enquiry has been compiling this in­
formation for the last 25 years. Similar informa.tion is available for 
tl!.e last decade in some other states like Assam, KeraIa, Orissa and 
West Bengal. Extreme caution should be exereised in making use of 



Table 6 .: 

Weights 

1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
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INDEX NUMBERS OF WHOLESALE PRICES OF AGRICULTURAL TO 
NON-AGRICULTURAL COMMODITlES 

(Base : 1952-53 = 100) 

Agricultural Non-agricultural All 
commodities commodities commodities 

(680) (320) (1000) 

113 99 109 
122 117 120 
102 104 102 
107 99 104 
99 100 100 
88 99 92 

102 105 103 
109 108 109 
112 109 111 
118 111 116 
124 121 123 
126 127 126 

Source: Economic Sur1JBY, 1960-61, Directorate of Economics and Statistics, 
Ministry of Food and Agriculture, p. 56. 

this information without a detailed scrutiny of the methods and 
techniques used in the construction of the index. The differences in 
the crop patterns of these regions are significant. Orissa, Assam and 
West Bengal are predominantly rice-growing areas, while the major 
crops in the Punjab are wheat and gram. Kerala's 'agriculture' is 
dominated by coconut, tapioca and pepper. Weights given to different 
commodities in the construction of the indexes of prices received 
naturally vary, as they should. But the marked variations in the 
weights given to commodities entering into the indexes of prices paid, 
particularly in regard to family consumption~.g., 48 per cent for 
clothing in the Punjab and eight per cent in Bengal-are difficult to 
explain. Similarly, the basis for weights given to commodities pur­
chased for farm production is quite arbitrary in some cases. Apart 
from the technicalities of the construction of the index numbers, the 
method of collection of the data and their dependability leave much 
to b~ desired. However, for the sake of completing the record of avai­
lable information, the parity indexes for these states are given in 
Table 7. 
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7'able 7 : iNDEX NUMBERS OF PARITY BETWEEN PRICES RECEIVED AND 
PRICES PAID 

Assam Kernla Punjab Orissa. West Bengal 
Year (1944=100) (1952-53 (1988-39 (1939=100) (Previous 

=100) =100) lIear-100) 

1951-52 131.6' 91.7 

1952-53 103.9 98.5 110.02' 

1953-54 102.1 95.2 101.2 103.02 

1954-55 99.6 85.2 89.9 113.81 101.1' 

1955-56 96.4 82.4 99.1 126.24 98.9 

1956-57 106.7 83.4 103.7 135.54 

1957-58 118.6 81.9 96.9 123.92 

1958-59 109.3 83.0 103.2 121.84 107.3 

1959-60 99.1 92.8 94.8 98.2 

1960-61 107.3 92.1 95.3 102.6 

1961-62 115.5 88.8 87.8 98.7 

1962-63 105.6 84.1 84.9 97.9 

* Calendar years, e.g., 1951 is identified as 1951-52 and so on, in column one. 
Source: Directorate of Economics & Statistics, Ministry of Food & Agriculture, 

Government of India. 

The statistical evidence regarding the terms of trade, apart from 
its inadequacy and qualitative deficiencies, does not lead to any firm 
conclusions. The sectoral national-income estimates in constant and 
current prices, indicate a positive shift of the terms of trade in favour 
of agriculture. Perhaps there is something in the national-income­
estimation procedures, which has such a built-in bias. The question 
needs a more careful and critical examination. Conclusions based on 
the wholesale-price index, would depend upon the year from which 
the trend is measured. Of the 12 years for which the data are given 
in Table 6, in 7 years, the price index was favourable for agriculture, 
and the positive difference in its favour was, on the whole, larger 
than the negative difference against it. The data on tJ.1e parity of the 
prices received to prices paid for Kerala and the Punjab definitely 
indicate that the terms of trade have gone against the fOl"'lller; Orissa 
shows exactly the opposite trend, and West Bengal a mixed trend. 
I The experience of the progress in the agricultural and non-agricul­
tural sectors during the period 1951-61 may be summed up as follows: 
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:(1) The g'r088 productderlved trom the agrieuIturat sector in­
creased at the compound rate of 2.7 per cent; the growth-rate in the 
non-agricultural sector was 3.76 (1948-49 to 1960-61 National Income 
Statistical • 

. (2) The proportion of workers engaged in the agricultural sector* 
declined fractionally from 72.13 in 1951 to 71.82 in 1961. Conse­
quently, there was an insignificant increase in the proportion of the 
work~force engaged in the non-agricultural sector, from 27.87 in 1951 
to 28.18 in 1961. 

(3) The incomes per worker in the two sectors in 1951 were 
431 rupees and 1,165' rupees respectively. t In 1961, they had crept 
up to 437 rupees and 1,297 rupees respectively. As a result, the income 
parity of the .workers in the two sectors declined from 0.37:1 to 
0.34 :1. It should.lle mentioned that the paltry rise of only six rupees 
in the per-agricultural-worker income is, in some measure, due to the 
sharp increase in the agric1:lltural work-force, a part of which may be 
purely. definition.al. -If the 1961 participation-rate is applied to the 
1951 population-data, the work-force in 1951 would be larger and the 
per-worker income -would be smaller (approximately Rs. 392). In 
that case the increase iii the per-worker income in agrieulture, during 
the decade, would amount to 45 rupees. 

IV 

We may now examine some facets of the situation as it will emerge 
after a ten-year period ending' 1971 and a Iii-year period ending 1976, 
under certain specific assuniptions.The projection examines the i1n­
'paet on the per-worker-income ratio of the two sectors under fol-
lowing -assOOtptions : - -. -

~1) Population w.ill grow at the compound rate ,of 2.85 per cent 
during this period; 

-(2) -the gToWth-rates in the two seetorswill be the same as ob­
served during the decade-1951-61 ; and . 

(3) - the _proportion of workers engaged in the two sectors will 
remain the same as in 1961. 

The result of the projection shows tIiat after a ten-year period, i.e . 

• Jnclucliug livestock, forestt-y, 1IshiDW, plantatiollB, orchard. and allied activities 
but not mining and quarryiDl'. 

't See Table 8. 
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in 1971, _ the per-worker-income ratio in the agricultural and the 
non-agricultural sector :Will <leelinll.fron). 0.38:1 in 19.61 toO.30:1 in 
1971, and to 0.29:1 in 1975 (see Table 8Y. 

Apart from the deterioration in the relative position of the worker 
in the agricultural sector, as revealed by the above projection, the 
implications of, our assumptions, that the ratio of the work-force in 
the two sectors will remain constant, need to be examined. On this 
aB$umption, the work-force in agriculture would ilxpand from 135.3 
millions-in 1961 to 170.7 millions in 1971-'-resulting in ali increase 
of 35.4 millions; in 1975 it will reach 191.7 millions-res1,llting in an 
increase of 56.4 millions in 15 years. The current pressure of popula­
tion on land is already excessive, and one of the objectives of planned 
economic development is to reduce it. As we saw in Section nl, we 
have not succeeded in doing so during the last decade. The above­
mentioned Calculations Indicate the magnitude of the task the agri­
cUltural sector will have to face in the next decade in regard to the 
employment situation. 

Faced with this situation, it will be conv~ent to argue that the 
transfer of workers from agriculture to industry should be accele­
rated. But the Industrial sector f~ an equally di1lleult task. Under 
the assumption of no change (from 1961) in the proportion of wor­
kers in the two sectors, by 1971, the non-agricultural sector will have 
to find employment for 13.8 million people. If the income-parity ratio 
is not to deteriorate for the agricultural sector, it will have to take in 
additional five million persons. If the wor~ers' proportion in agri­
culture is to come down to 65 (instead of :71.8 in 1961), the total 
absorption by the non-agricultural sector wili have to be of the ~i­
tude of 28 million workers in 1971. We have not worked out the capital 
requirements of employing such a large number iii industries. It will 
depend on the pattern of industrialization, a disenssion on which' will 
lead us into the controversy of employ~t-oriented 1>'" surplus­
ienerating industrialization .. 

T1ui situation as is developing presents an awkward dilemma .for 
the planner. If industrialization is not speeded up, the employment 
and the inc~me situation in the a,gricultural sector will become. ex­
plosive. With the acceleration in the rate of population-growth in the 
current decade, it the growth-rate and the rate of labour-transfer 
remain the same as in 1951-61, there will be an increase in the per-



Table 8 : EMPLOYMENT, OUTPUT, INCOME PER WORKER, 'AND INCOME RATIO IN AGRICULTURE AND THE REST OP 
THE ECONOMY, 1951, 1961, 1971, 1975 

Year Total work WO'IIkBT8i" W01"ker,in Output in Outputi" Ag";' output Non-agri. l'Mome ratio 
lorce agriculture 'J1,01I.-oagriculture agriculture non,-agf'i.. per worker output per Ag";' 1 

culture worker Non-attn .. 

1 2 8 4 5 6 7 8 9 

......... •• In millions .............. In Ro. ",bia, 1948-49 prices Rupees 

1951 139.52 100.63 88.89 43.4 45.3 431 1165 0.37: 1 

1960-61 188.4 135.3 63.1 69.1 68.9 437 1297 0.84 : 1 

1970-71 287.7 170.7 67.0 77.14 99.70 452 1488 0.30 : 1 

1970-71- 237.7 165.6 72.1 77.14 99.70 466 1883 0.34: 1 

1975-76 266.9 191.7 75.2 88.13 119.93 460 1595 0.29: 1 

Assumptions: (i) Population increases at the compound rate of 2.35 per cent per yearj (ii) Work-force increases in both sectors 
at the same rate as that of population; (iii) Proportion of workers in the agricultural and the non-agrieultural sector r&o 

mains the same as in 1961 '(71.8 and 28.2); '(iv) Output in the two secwrs increases at the same rate as experieneed during 194s.. 
49 to 1960-61 (agri .. 2.7 per cent per year compound, non-~gri. 3.76 per cent, National Income Data) ; ·(v) In row IV in the 
Table, figures are worked out on the assumption that the ratio of the agricultural and the non-agricultural income in 1971 re­
mains the same as in 1961. 

~ 
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rorker income in the agricultural sector of only six rupees in 10 years 
1971). The situation will improve only if the growth-rate is signifi­
:antly stepped up or there is a massive transfer of workers from the 
19ricultural to the non-agricultural sector or both. The experience of 
the first three years of this decade has demonstrated how difficult 
t is to step up the growth-rate in agriculture. I am not suggesting 
;hat this experience of the first three years would be typical for the 
mtire 1961-71 decade. Far from it; but neither would any facile 
optimism be in order. It is also necessary to point out that there are 
limits to the expansion of agricultural commodities from the demand 
sJde as well. Though in the context of the present shortage this aspect 
of the problem may not be immediately relevant, its rell1Vance for 
\ong-term 'planning should not escape attention. Agricultural sur­
pluses can be quite embarrassing, not only in the developed countries, 
but also in the developing ones. Not only are the export prospects of 
primary commodities somewhat dim, but the income_elasticity of 
domestic demand also will, sooner or later, begin to exercise a curb 
on expansion. As and when this happens, the gains of improved pro­
luction may be lost through adverse terms of trade. Transfer of wor­
kers from agriculture to other sectors of the economy-which them­
selves are not free from the gnawing problem of unemployment and 
under-employment-is also not easy. Apart from the social and the 
psychological problems involved in it, the magnitude of capital re­
quirements for employment in .large industries, and organizational 
effort that would be needed if employment is to be found in decentra­
lized and small-scale enterprises, would be stupendous. The situation 
demands a highly competent and wise economic statesmanship. 
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