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MACROECONIMICS 

UNIT 5:  BALANCE OF PAYMENTS 

 

Chapter 5.1: Foreign Exchange 

   Foreign Exchange refers to all currencies other than the domestic currency of a given country. 

 

Foreign Exchange Rate: Foreign exchange rate refers to the rate at which one unit of currency of a country 

can be exchanged for the number of units of currency of another country. 

Depreciation of currency – Depreciation of currency refers to decrease in the value of domestic currency in 

terms of foreign currency. It occurs when there is an increase in the domestic currency price to buy a unit of 

foreign currency eg. If price of one dollar ($) rises from Rs.40 to Rs. 50. This is currency depreciation 

Appreciation of currency refers to increase in the value of domestic currency in terms of foreign currency. It 

occurs when there is a decrease in the domestic currency price to buy a unit of foreign currency. e.g. if 1dollar 

is exchanged for Rs. 50 and now the exchange rate falls to Rs 40 for one dollar. This is appreciation of currency. 

 

Devaluation of a Currency: When government or monetary authority of a country officially lowers the external 

value of its domestic currency (in respect to fall other foreign currency) is called devaluation of a currency. It takes 

place by government order under fixed exchange rate system. 

Revaluation of a currency: When government or monetary authority of a country officially raises the external 

value of its domestic currency (in respect of all other foreign currency) is called revaluation. It takes place by 

government order under fixed exchange rate system. 

Types of Foreign Exchange rate: 

1. Fixed Exchange Rate: In fixed exchange rate system, the rate of exchange is officially fixed or determined by 

Government or Monetary Authority of the country. 

2. Flexible or Floating Exchange Rate : In a system of flexible exchange rate (also known as floating  

exchange rates), the exchange rate is determined by the forces of market demand and market supply of foreign 

exchange. 

3. Managed Floating rate– It is a system in which exchange rate is determined by the forces of supply and 

demand in the international money market, but the Central Bank intervenes to manage the exchange rate 

so that it does not slip out of the desired limits. 

 

Sources of Demand for Foreign Exchange: 
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• To purchase goods and services from the rest of world. 

 

• To purchase financial assets in a foreign country. 

 

• To invest directly in shops, factories, buildings in foreign countries. 

 

• To send gifts and grants to abroad. 

 

• To   speculate on the value of foreign currency. 

 

• To undertake foreign ours. 

 

• To make payments of international trade. 

 

The demands of foreign exchange have inverse relation with flexible exchange rate. If flexible exchange rate 

rises the demand of foreign exchange falls and Vice versa. This is because as rate rises foreign currency 

becomes costlier to the domestic country. 

Sources of Supply of Foreign Exchange 

• Direct purchase by foreigners in domestic market. 

• Direct investment by foreigners in domestic market. 

• Remittance by non-residents living abroad. 

• Flow of foreign exchange due to speculative purchases by N.R.I. 

• Exports of goods and services. 

• When foreign tourists come to India 

 

The supplies of foreign exchange have positive relation with foreign exchange rate .If foreign exchange rate rises the 

supply of foreign exchange rate also rises and vice versa. 

Foreign Exchange Market– The market in which national currencies of various countries are converted, 

exchanged or traded for one another is called foreign exchange market. 

Spot exchange market refers to the market where foreign exchange is bought & sold on the spot, and the rate 

of exchange is determined on the spot. It is of daily nature & the rate of exchange happens to prevail at the time 

of transaction. 

Forward Exchange Market refers to the one where agreements are reached for the delivery of foreign 

currency at some future date at the rate agreed at the time of agreement. The Forward exchange rate is 

determined at the time of sale but the payment is made when the exchange is delivered. 

--------------- 

Chapter 5.2: Balance of Payments 

Meaning: The balance of payment is a comprehensive and systematic record of all economic transaction 

between normal residents of a country and rest of the world during an accounting year. 

Economic Transaction: 
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Structure of balance payment accounting:  

(a) Transactions are recorded in the balance of payments accounts in double-entry book keeping. 

(b) Each international transaction undertaken by country will results in a credit entry and debit entry of equal 

size. 

(c) As international transactions are recorded in double entry accounting, the BOP accounting must always 

balance i.e., total amount of debits must be equal to total amount of credits. 

(d) The balancing item Errors and omissions must be added to “balance” the BOP accounts. 

(e) By convension, debit items and credit items are entered with a minus sign and plus sign respectively. 

Balance of trade is the net difference of Import and export of all visible items between the normal residents of a 

country and rest of the world. 

Accounts of Balance of Payments: 

1. Current Account: The current account records export and import of goods and services and unilateral 

transfers. 

2. Capital Account: It records of all such transactions between normal residents of a country and rest of the 

world which relates to sale and purchase of foreign assets and liabilities during an accounting year. 

Components of Current Account Components of Capital Account 

1. Visible items (import and export of goods). 1. Foreign Direct investment. 

2. Invisible items (import and export of services). 2. Loans. 

3. Unilateral transfers. 3. Portfolio investment. 

4. Income receipts and payments from and to abroad. 4. Banking capital transactions. 

5. These are the transactions which do not affect the assets or 

liabilities position of the country. 

5. These are the transactions which affect assets or 

liabilities position of the country. 

6. It is a flow concept. 6.It is a stock concept. 

Autonomous items are those items of balance of payment which is related to such transaction as are determined 

by the motive of profit maximization and not to maintain equilibrium in balance of payments. These items are 

recorded as first items before calculating deficit or surplus in balance of payment a/c. 

These items are generally called ‘Above the Line items’ in balance of payment. 

Accommodating item refers to transactions that take place because of other activity in Balance of Payment. 

These transactions are meant to restore the Balance of Payment identity.  

These items are generally called ‘Below the Line items’. 

------------------------ 

Indian Economic Development: 
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Chapter4: Poverty 

 
Aim of Independent India: 

• Providing minimum basic needs to the people and Reduction of poverty. 

Pattern of development during 5year plan: 

• Uplifment of the poorest of the poor/ Integrating the poor into the mainstream and achieving a minimum 

standard of living for all. 

 Important facts of poverty: 

• More than 1/5th of the world poor lives in India alone but for the world nearly 300 million people are not 

able to meet their basic needs. 

 

Who are poor?  

In urban Areas: 

• Poor people include push cart vendors, street cobblers ,rag pickers ,beggars etc, 

• They posses few assets 

• They reside in kutcha huts with walls made of baked mud and roofs made of grass, bamboo and 

wood. 

• The poorest of them do not even have such dwellings. 

• The urban poor are largely the overflow of the rural poor who had migrated to urban areas in 

sewr4ach of alternatives employment and livelihood. 

In rural Areas: 

• Poor people include landless agricultural labourers, cultivaltors with very small landholding 

,landlesslabourers engaged in a variety of non agricultural jobs, tenants cultivaltors with small 

holding . 

• Many rural people donot get to have even 2 meals a day. 

 

Common characteristics of poor people: 

• Starvation and hunger is the key features of poorest household. 

• Malnutrition is increasingly high among the poor. 

• Lack of basic literacy and skill and hence have very limited economic opportunities. 

• They are generally physically weak due to ill health, disability or serious illness. 

• Chronic indebtedness. 

• Lack of electricity and safe drinking water facilities. 

• Gender inequality prevails within the family in regards to participation of gainful employment. 

• The poor families are bigger in size. 

• Poor women receive less care on their way to motherhood. 

• Their primary cooking fuel is firewood and cow dung. 

• They are not able to negotiate their legal wages from employers and exploited. 

• Economists identify the poor on the basis of their occupation and ownership of assets. 

 

Measures of Poverty: There are two measures to determine the extent of Poverty. 
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1. Relative poverty:  

• It refers to poverty of people in relation toother people, regions or nations. 

• It compares the inequality of income and asset ownership.it helps in understanding the relative 

position of different groups of the population. 

• Relative poverty is also interpreted in terms of inequality of income within the country. 

2. Absolute poverty: 

• It refers to the total no. of people living below the Poverty line. 

• In defining Poverty line, a standard is fixed in terms of minimum level of consumption and 

absolute poverty refers to a situation when a person is unable to meet this minimum level of 

consumption. 

• In India, nearly 20% of the country’s population is absolutely poor. 

 

How are poor people identified? 

(Pre and post Independent India’s measurement of poverty): 

• In the pre independence period India, DadabhaiNaoroji was the 1st person to discuss the concept of poverty 

line. 

•  He used the “Jail Cost of living” to calculate the poverty line. He used the menu for prisoner and used 

appropriate prevailing prices, to arrive at the cost of consumption of an adult prisoner.  

•   He termed this consumption cost as jail cost of living. As only adults stay in jail ,he divided the 

population into two parts: 

o He assumed that one third of total population consists of children. One half of them 

( ½ of 1/3=1/6) consumed very little, while the other (1/2 of 1/3=1/6) consumed 

half of the adult diet. 

o 2/3 rd population consisted of adult and they consume full diet. 

o Weighted Average of consumption of the three segments: The average poverty line 

comes out to be 3/4th of the adult jail cost of living. 

o  
1
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2
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2
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2
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In post independent India, there have been several attempts to identify the number of poor in the country. 

• In 1962 planning commission formed a group  

• In 1979 task force on projection of Minimum Needs and effective Consumption Demand was 

formed 

• In 1989 an expert Group was constitute for the same. 

Concept of poverty line: 

• Meaning: Poverty line is the imaginary line that divides the population of a country as poor and non poor. 

Determination of poverty line: 

➢ Minimum calorie intake: The planning commission has defined poverty line on the basis of 

recommended nutritional requirements of 2400 calories per person per day for rural areas and 

2100 calories per person per day in urban areas. Higher calories intake has been fives for rural 

areas because the rural workers has to do greater physical work as compared to the urban workers. 
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➢ Monthly per capita expenditure (MPCE): According to the Planning commission, the minimum 

MPCE in 2011-12 is worked out to be Rs 816 per person in rural areas and Rs 1000 in urban 

areas. 

Criticism of Poverty Line: 

• The method groups all the poor together and does not differentiate between the very poor and the other 

poor. 

• This mechanism is helpful in identifying the poor as a group to be taken care of by the government 

.However; it is very difficult to identify the poor, who need help the most. 

• There are many factors, other than income and assets, which are associated with poverty like accessibility 

to basic education, health care, drinking water etc which have been ignored. 

• This method does not consider social factors that generate and are responsible for poverty. 

Categorising Poverty: 

(i) Chronic poor: Those who are always poor and those who are usually poor. Example: landless worker 

and causal workers. 

(ii) Transient poor: These includechurning poor who regularly move in and out of poverty(likesmall 

farmersand seasonal workers) and occasionally poor, who are rich most of the time but may 

sometimes have a patch of bad luck.   

(iii) Non poor: These are those who are never poor. 

 

The Number of poor in India: 

• When the number of poor is estimated as the proportion of people below the poverty line, it is known as 

Head Count Ratio. 

• The official data on poverty is made available to the public by the planning commission. 

• It is estimated on the basis of consumption expenditure data collected by the National Sample Survey 

Organisation (NSSO). 

• The number of poor and their proportion to the population in India for the years 1973- 2012 as follows. 

➢ In 1973-74, more than 320 million people were below the poverty line. In 2011-12, this number 

has come down to about 270 million. 

➢ In terms of proportion, in 1973-74, about 55 per cent of the total population was below the 

poverty line. In 2011-12, it has fallen to 22 per cent.  

➢ In 1973-74, more than 80 per cent of the poor resided in rural areas and this situation has not 

changed even in 2011-12.This means that more than three-fourth of the poor in India still reside 

in villages. 

➢ In the 1990s, the absolute number of poor in rural areas had declined whereas the number of their 

urban counterparts increased marginally. The poverty ratio declined continuously for both urban 

and rural areas. 

➢ During 1973-2012, there has been a decline in the number of poor and their proportion but the 

nature of decline in the two parameters is not encouraging. The ratio is declining much slower 

than the absolute number of poor in the country.  

➢ The proportion of poor in India during 1973-2012 has come down from 55 to 22 per cent. The six 

states - Tamil Nadu, Uttar Pradesh, Bihar, Madhya Pradesh, West Bengal and Orissa - contained 

a large section of poor in 1973-74. During 1973- 2012, many Indian states reduced the poverty 

levels to a considerable extent. Yet, the poverty levels in four states - Odisha, Madhya Pradesh, 

Bihar and Uttar Pradesh are still far above the national poverty level.  

Causes of Poverty: 

1. Rapid increase in population. 

2. British exploitation 

3.  Low level of National product. 
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4. Rise in price. 

5. Unemployment. 

6. Low rate of growth. 

7.  Capital deficiency. 

8. Rural Indebtedness 

9. Exploitation under British rule 

10.  Low education 

11.  Inflationary Pressure 

12. High Level of Migration from rural areas 

13. Failure to implement land reforms. 

POLICIES AND PROGRAMMES TOWARDS POVERTY ALLEVIATION: 

The government’s approach to poverty reduction was of three dimensions: 

 

(i) Growth oriented approach (Combating poverty through GDP growth):  

➢ It is based on the expectation that the effects of economic growth — rapid increase in gross 

domestic product and per capita income — would spread to all sections of society and will 

trickle down to the poor sections also.  

➢ This was the major focus of planning in the 1950s and early 1960s. It was felt that rapid 

industrial development and transformation of agriculture through green revolution in select 

regions would benefit the underdeveloped regions and the more backward sections of the 

community. 

➢ Criticism:  

o The overall growth and growth of agriculture and industry have not been impressive.  

o Population growth has resulted in a very low growth in per capita incomes. The gap 

between poor and rich has actually widened.  

o The Green Revolution exacerbated the disparities regionally and between large and 

small farmers.  

o There was unwillingness and inability to redistribute land. 

o  Economists state that the benefits of economic growth have not trickled down to the 

poor. 

 

(ii) Poverty Alleviation Programmes (PAPs) Adopted by the government: 

➢ This second approach has been initiated from the Third Five Year Plan (1961-66) and 

progressively enlarged since then. 

➢  One of the noted programmes initiated in the 1970s was Food for Work. Most poverty 

alleviation programmes implemented are based on the perspective of the Five Year Plans. 

➢  Expanding self-employment programmes and wage employment programmes are being 

considered as the major ways of addressing poverty. Following are the main poverty 

alleviation programmes adopted by government: 

(i) Swarnajayanti Gram SwarozgarYojana(SGSY)  

(ii) National Rural Livelihood Mission (NRLM)  

(iii) (SampoornaGraminRozgarYojana (SGRY),  

(iv) PradhanMantriGramodayaYojana (PGY)  

(v) Jaya PrakashRozgar Guarantee Yojana (JPRGY), 

(vi) SawaranaJayantiShahriRozgarYojana (SJSRY),  

(vii) Prime Minister’s RozgarYojana (PMPRY), 

(viii)  Development of Small and Cottage Industries,  

(ix) Minimum Needs Program  

(x) Mahatama Gandhi National Rural Employment Guarantee Act (MGNREGA),  

(xi) Micro Units Development Refinance Agency Bank (MUDRA Bank). 

 

(iii) Minimum Need programme : 
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➢ The third approach to addressing poverty is to provide minimum basic amenities to the 

people. 

➢ Programmes under this approach are expected to supplement the consumption of the poor, 

create employment opportunities and bring about improvements in health and education.  

➢ Three major programmes that aim at improving the food and nutritional status of the poor 

are: 

1. Public Distribution System 

2. Integrated Child Development Scheme  

3.  Midday Meal Scheme.  

➢ Pradhan Mantri Gram SadakYojana, Pradhan MantriGramodayaYojana, 

ValmikiAmbedkarAwasYojana are also attempts in developing infrastructure and housing 

conditions. 

 

❖ Social security programmes:The government also has a variety of other social security 

programmes to help a few specific groups. These are –  

 

➢ National Social Assistance Programme: Under this programme, elderly people who do not 

have anyone to take care of them are given pension to sustain themselves. Poor women who 

are destitute and widows are also covered under this scheme.  

 

➢  From 2014, a scheme called Pradhan Mantri Jan-DhanYojana is available in which 

people in India are encouraged to open bank accounts.  Each bank account holder is also 

entitled to Rs. 1 lakh accident insurance and Rs. 30,000 life insurance cover.  

 

Critical assessment of Poverty Alleviation Programmes: 

 

➢  Owing to PAPs , percentage of population below poverty line has reduced (from 55 percent 

in 1973-74 to 21.9 percent in 2011-12).  

➢ But the desired results are yet to be achieved. A huge segment of India’s population continues 

to struggle with staggering poverty with little hope of redemption.  

➢ There is also non-participation of local level institutions in programme implementation.  

➢ Government policies have also failed to address the vast majority of vulnerable people who 

are living on or just above the poverty line. 

➢  It also reveals that high growth alone is not sufficient to reduce poverty. Poverty can 

effectively be eradicated only when the poor start contributing to growth by their active 

involvement in the growth process.. 

➢  Moreover, it is necessary to identify poverty stricken areas and provide infrastructure such 

as schools, roads, power, telecom, IT services, training institutions etc.   

 

__________________________ 

 

Chapter 5: Human Capital Formation) 

Things to remember: 

• Physical Capital: It includes all those inputs which are required for further production. Examples: Plant 

and Machinery, Factory, Buildings, Raw Materials etc. 

• Human Capital: It refers to the stock of skill, ability, expertise, education and knowledge embodied in 

the people. 

• Human Capital Formation: It refers to development of abilities and skills among the population of the 

country. It is the process of adding to the stock of human capital over a period of time. 

• Difference between Physical Capital and Human Capital:- 
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Physical Capital Human Capital 

It is tangible It is intangible. 

It is separable from its owners. It cannot be separated from its owners. 

It is perfectly mobile between the countries. 
Its mobility is restricted by nationality and 

culture. 

It depreciates over time due to constant use or due 

to change in technology. 

It though depreciates with ageing but can be 

made up through continuous investment in 

education and health. 

It creates only private benefit. It creates private benefit as well as social benefit 

• Sources of human capital formation.  

(i) Expenditure on education. : Investment in education is considered as one of the main source of 

human capital. It is similar like spending on capital good by companies with the objective of 

increasing future profits over a period of time as education enhances mental horizon of human 

resources. 

(ii) Expenditure on health.Health expenditure directly increases the physical and mental ability of 

human beings and produces healthy labour force.  

(iii) On the job training. : It is required to enhance the skills and expertise of human capital in order 

to increases productivity of workers. 

(iv) Migration:People migrate in search of job that fetch them higher income than what they may get 

in the native places. 

(v) Expenditure on information.: People spends to acquire information relating to the labour market 

and other markets like education ,health 

 

• Human Resource Development:- It refers to the development of the set of individual that makes up the 

workforce of an organization, business sector or economy. 

• Role of human capital formation in economic growth.  

(i) Raises production 

(ii) Change in emotional and physical environment of growth. 

(iii) Improves quality of life.  

(iv) Raises life expectancy.  

(v) Innovative skills. 

(vi) Raises social justice and equality.  

 

• Relation between Human Capital and Welfare: 

(i) Empirical evidence to prove that increase in human capital causes economic growth is rather 

nebulous. 
(ii) This may be because of measurement problems. For example, Education measured in terms of 

numbers of years of schooling, teacher pupil ratio and enrolment rate may not reflects the quality 

of education. Health services measured in monetary terms, like life expectancy and mortality rate 

may not reflect the true health status of the people in a country. 

(iii) Since the human capital growth in developing countries has been faster but the growth of per 

capita real income has not been that fast. 

 

• Two independent reports on the Indian economy, in recent times, have identified that India would grow 

faster due to its strength in human capital formation.  

➢ Deutsche Bank, a German bank, in its report on ‘Global Growth Centres’ (published on 

1.7.05) identified that India will emerge as one among four major growth centres in the world 

by the year 2020.  

➢ It further states, “Our empirical investigation supports the view that human capital is the most 
important factor of production in today’s economies. Increases in human capital are crucial to 

achieving increases in GDP.”  
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➢ With reference to India it states, “Between 2005 and 2020 we expect a 40 per cent rise in the 

average years of education in India, to just above 7 years...”  

World Bank, in its recent report, ‘India and the Knowledge Economy — Leveraging Strengths 

and Opportunities’, states that  

➢ India should make a transition to the knowledge economy and if it uses its knowledge as much as Ireland 

does (it is judged that Ireland uses its knowledge economy very effectively), then the per capita income 

of India will increase from a little over US $1000 in 2002 to US $ 3000 in 2020.  

➢ It further states that the Indian economy has all the key ingredients for making this transition, such as, a 

critical mass of skilled workers, a well-functioning democracy and a diversified science and technology 

infrastructure.    

     

 

Problems of human capital formation:  

(i) Rising population 

(ii) High regional and gender inequality.  

(iii)  Brain drain  

(iv) Insufficient man power planning.  

(v) Insufficient on the job training in agriculture  

(vi) High poverty levels  

(vii) Low academic standards.  

 

Education: -  

• It implies the process of teaching, training and learning especially in schools, colleges, to improve 

knowledge and develop skills. 

• Importance of education: 

(i) It helps in developing necessary skills and knowledge essential for the smooth functioning of the 

economy. It produces good citizens of the country by enhancing their ability. 

(ii) It develops mental horizon of the masses and helps in promoting rational thinking of the people. 

(iii) It enables greater participation of the people in the growth process of the economy. 

(iv) By promoting education, social evils cab be eradicated and advancement in thoughts and action 

can be achieved. 

(v) With education and training, economically weaker section can get themselves engaged in gainful 

employment and thus helping in reduction inequalities of income. 

(vi) Education enhances their income earning capacity and improves their standard of living and 

quality of life.  

• Growth in Government Expenditure on Education: The expenditure by the government on Education 

is expressed in  two ways  

(i) as a percentage of ‘total government expenditure’ 

(ii) as a percentage of Gross Domestic Product (GDP). 

➢ The percentage of ‘education expenditure of total government expenditure’ indicates 

the importance of education in the scheme of things before the government.  

➢ The percentage of ‘education expenditure of GDP’ expresses how much of our income is 

being committed to the development of education in the country. During 1952-2014, 

education expenditure as percentage of total government expenditure increased from 7.92 to 

15.7 and as percentage of GDP increased from 0.64 to 4.13.  

• Education Sector in India  
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1. Elementary Education:  

➢ Elementary education covers students from class 1 to class 8 (primary and middle) in the age-

group of 6 to 14 years. The number of primary and middle schools has considerably increased 

from 2.23 lakhs (in 1950-51) to 11.92 lakhs (in 2011-12). Near about 97% children in the 

age-group of 6-14 years have been receiving educating in schools.  

➢  Various policies such as SarvaShikshaAbhiyan, mid day meal scheme, district primary 

education programme, right to education have been playing major role in enhancing primary 

education in India.  

2. Secondary Education: 

➢ As per a survey, number of secondary and senior secondary schools rose to 2.12 lakhs and number 

of students getting education at this level rose up to 482 lakhs.  

➢ At central level, Navodaya schools and KendriyaVidyalayas are playing a vital role in 

promoting education at this level.  

3. Higher education:  

➢ Near about 665 universities is imparting education at higher level and number of collages 

imparting general education is 35829.  

➢ Number of students getting higher education is about 130 lakhs. 

4. In addition to it, since independence, the number of institutions imparting technical and 

professional education has increased significantly in India in which polytechnical institutions, 

engineering colleges, medical collages, research centers like IIT, agriculture research institute, 

India statistical institute, IIM etc. are playing prominent roles. 

• Problems relating to development of education in India:  

(i) Large number of illiterates.  

(ii) Inadequate vocationalisation. /Lack of vocational training 

(iii) Gender bias. 

(iv) Low standard of education 

(v) Low access level in rural areas.  

(vi) Insufficient government expenditure on education.  

(vii) Privatization of education. 

 

Future prospects of education: 

(i) Education for all –still a distant dream: Though literacy rates for both –adult as well as youth 

–have increased, still the absolute number of illiterates in India is as much as India’s population 

was at the time of independence. 

(ii) Gender equity –Better than before:The differences in literacy rates between males and females 

are narrowing signifying a positive development in gender equity; still the need to promote 

education for women in India is imminent for various reasons such as improving economic 

independence and social status of women. 

(iii) Higher education –A few takers: The Indian education pyramid is steep, indicating lesser and 

lesser number of people reaching the higher education level. Moreover, the level of 

unemployment among educated youth is the highest.  

Human capital formation in India: 

(i) The seventh five year plan stressed upon the importance of human capital.  

(ii) In India, ministry of education at the Centre and state level, NCERT (National Council of 

Educational Research and Training), UGC (University Grant commission), AICTE (All India 

Council of Technical Education) regulate the education sector.  

(iii) In India, Ministry of Health at the Union and the State level and ICMR (Indian Council of Medical 

Research) regulate the health sector.  
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(iv) World Bank states that India will become the knowledge economy. Also if India uses its 

knowledge as much as Ireland does, than the per capita income will rise by $ 3000 by the year 

2020.  

--------------- 

Chapter 6- Rural Development 

 

Rural development: Key issues - credit and marketing - role of cooperatives; agricultural 

diversification; (alternative farming - organic farming) 

1. Introduction: 

Rural development is the comprehensive socio-economic process to develop the areas that are lagging behind the 

overall development of the village economy. 

   Or 

Rural development is an action plan for the economic and social upliftment of rural areas. 

 

Objectives of rural development:  

1. Increasing productivity of agricultural sector.  

2. Generating alternative means of livelihood in rural sector.  

3. Promoting education and health facilities in the rural areas.  

 

2. Dimensions and issues in Rural Development: 

The dimensions or key issues of rural development constitute of those areas in which a village economy generally 

lagging behind in comparison to its counterparts. The challenging issues of rural development in India are as 

follows. 

• Development of human resources 

• Land Reforms 

• Development of productive resources of each locality 

• Infrastructure development 

• Measures for poverty alleviation 

 

3. Rural Credit: 

Meaning: Credit  is  an  agreement  in  which  the  lender  supplies  the  borrower  with  money  ,  goods  and 

services in return for the promise of future payment. 

 

4. Need of Credit in rural economy: 

In rural areas credit is needed due to the following reasons: 

• To realize higher productivity in agriculture and non-agriculture sector. 

• The time gestation between   crop sowing and realization of income after production is too long, so farmer 

has to borrow to meet his initial investment. 

• The rural agriculture is dependent upon marginal and subsistence farming by the millions  of  small  

farmers  who  are  not  in  a  position  to  save  for  productive purposes due to low output. 

 

5. Sources of Credit: Rural credit comprises of the followings 

Formal/Institutional lending System: 

• Credit by commercial banks  

• Credit by Regional Rural Banks (RRB’s) 

• Credit    by    Land    Development    Banks(LDB’s) 

• Credit extended by NABARD 
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• Credit by Cooperatives 

• Micro credit involving SHG linkage. 

 

Informal/Non -institutional System: 

Credit extended by friends, relatives, money lenders, Credit by traders etc. 

 

Critical Appraisal of Rural Banking: (Pg 103) 

 

6. Agricultural Marketing: 

• Meaning: The  process  of  assembling,  storage  , processing  ,  transportation,  packaging  ,  grading and 

distribution of agricultural commodities is called agricultural marketing 

 

• Functions of agricultural market: 

❖ Collection of surpluses from the individual farmers 

❖ Transportation to nearest assembling centre 

❖ Grading and standardization 

❖ Pooling 

❖ Processing 

❖ Warehousing 

❖ Packing 

❖ Transportation to the consuming centers 

❖ Bringing the buyers and sellers together 

❖ Sale to the ultimate consumers 

❖ Arranging requisite finance for the above purposes 

 

• Need of agricultural marketing in India: 

Agricultural marketing is needed due to the following reasons 

❖ To give a better price of the produce to the farmer 

❖ To link the farmer directly to the consumers by avoiding intermediaries 

❖ To minimize wastage 

❖ To save the farmers against exploitation and cheating from the traders 

 

• Measures taken by the govt. to improve agricultural marketing: 

❖ Govt. regulated the  markets 

❖ Govt. made provision of physical infrastructures like roads, railways, warehouses, godowns, cold 

storage etc. 

❖ Govt.establishes cooperatives to realize fair prices 

❖ Govt. assured the farmers through Minimum Support Prices (MSP) 

• Problems of agricultural marketing in India 

❖ Predominance of private traders 

❖ Improper warehouses 

❖ Lack of grading and standardization 

❖ Inadequate 

❖ transport facilities 

❖ Presence of large number of intermediaries 

❖ Malpractices in unregulated markets 

❖ Inadequate market information 

❖ Inadequate credit facilities 

 

Alternative agricultural marketing channels in India: 

Some of such marketing systems are briefly given below - 
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❖ Group Marketing: 

❖  Cooperative Marketing: 

❖ Direct Marketing: E.g. 

(i) Apni Mandi: In Punjab and Rajasthan 

(ii) RythuBazrs: In Andhra Pradesh 

(iii) UzhavarSanthaigal: In Tamil Nadu 

(iv) RaitharaSanthegalu : In Karnataka 

❖ Contract  Farming: Contract  farming,  is  a  type  of  farming  wherein  the  industry  or 

perspective  buyer  enters  into  a  contract  with  the  farmer  and  promises  to  buy  the  farmer’s 

produce at a pre-negotiated price under pre-negotiated conditions. 

 

8. Role of co-operatives: 

Cooperatives or cooperative societies areorganisationsof people or voluntary association of individuals having 

common needs who join hands for the achievement of common economic interest to help them improve their 

livelihood. 

For eg; Agricultural cooperatives, housing cooperatives, retail cooperatives, Amul, Sri MahilaGruha Udyog, 

IFFCO ( Indian Farmers FertiliserCoperative)  

Cooperatives played a vital role in rural development. These are as follows. 

• Main aim of the cooperative was  to  get  the  poor  and  indebted  farmers  out  of  poverty andout from 

the clutches of money lenders. 

 

• Within short span of time, role of cooperatives extended beyond agricultural credit. 

• It started covering activities such as production, farming, marketing, and processing. 

• Cooperatives provide credit to the farmers, the most needed thing in the farming. 

• Apart from these cooperativeshelp farmers by providing top quality fertilizers, seeds, insecticides, 

pesticides etc. at reasonable price. 

• Farmers also get marketing, warehousingfacility, and transportation support from the Cooperatives. 

• Service cooperative societies help the poor and marginal farmers with tractors, threshers etc on rent. 

 

9. Diversification in agriculture activities: It has the two aspects: 

1. Diversification of crop production(Change in cropping pattern) refers to a system of multiple cropping 

rather than mono cropping. It may also mean a shift from subsistence farming to commercial farming. 

It has the three advantages: 

(i) It lowers the risk of farmer on account of failure of monsoon. 

(ii) It enhances the scope for commercialisation of farming. 

(iii) Minimise the market risk arising due to price fluctuation. 

2. Diversification of productive activities implies a shift from crop farming to non-farming areas of 

employment or shifting of workforce from agriculture to other allied activities and non-agriculture sector, which 

may include: 

(i) Animal husbandry. 

(ii) Fisheries. 
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(iii) Horticulture. 

(iv) Cottage and household industry. 

(v) Information technology-every village a knowledge Centre. 

• Need of agricultural diversification: 

a. There is greater risk in depending exclusively on agriculture 

b. To provide productive sustainable livelihood options to rural people 

c. Agriculture is seasonal in nature– to give employment to the people throughout the year. 

d. To overcome poverty and other tribulations by providing sustainable employment in rural areas 

 

• Merits of agricultural diversification: 

 

❖ A combination of crops is expected to utilize more fully the properties of soil than does 

concentration, year after year on one crop. 

❖ Rotation of crops facilitates reduction of weeds. 

❖ It make possible to grow more than one crop in a year in the same field where it would be 

impossible to plant and harvest the same crop. 
❖ It also facilitates breeding of live stock which feeds on the residue of crops , providing additional 

source of income to the farmers in the form of milk ,meat, wool and fuel. 

❖ It creates a sustainable employment opportunity in village economy. 

❖ It enables the farmer for a sustainable source of income throughout the year. 

 

• Some of the important agricultural diversifications in India 

❖ Animal Husbandry: 

Dairy :Operation Flood (White Revolution): 

❖ Fisheries (Blue Revolution): 

❖ Horticulture (Golden Revolution) 

 

10. Alternative livelihood Options: 

      IT will play a critical role in achieving sustainable development and food security in the twenty-first century. 

- To prevent or reduce the likelihood of an emergency by predicting the areas of food insecurity 

and vulnerability   

- To disseminates information regarding emerging technologies and its applications, prices, 

weather and soil conditions for growing different crops etc.  

- It has ushered in a knowledge economy. 

- Have the potential of employment generation in rural areas.  

 

---------------- 
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