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CHAPTER 1

INTRODUC TION

1.1, The importgnce _of sectoral snalysis:

The rural economy in India has witnessed
significant structural changes during the period
of Five Year Plans. The changes that have taken
place in villages are going to be of profound
significance for many years to come, Both economic
and social changes are influencing each other and
are further influenced by their mutual interaction,
However, the benefit of the changes going to the
economy is unevenly appropriated by different social
and economic sectors. Bertand Russel has aptly put
that the technological improvement may bring
benefit to men, but which particular man it bene-
fits depends on the social system, £Economic
development may lead to social change and the
quickness with which it will bhappen depends upon

the structure of the society.

Since the Independence, the Government of

India and the various state govemments have been

—— ——

1. Andre Beteille, Studiss in Agrarian Social
9tructure, Oxford University Press, Uelhi, 1974,




taking so many steps, adopting various strategies
and implementing different programmes with a view
to bringing about rapid rurasl development, How-
ever, it has been observed that due toc the unchang-
ing institutional structure of the villages the
intended gain of the several plannsd efforts has
not been accessible to the target section of the
rural econamy.2 This has led the Government to
scan the village economy into different sections
like big, medium, small and marginal farmers,
agricultural labourers, artisans and weaker sec-
tions and to change the programmes with different
criteria, objectives and coverages, This inclu-
des fixing minimum wage rete, granting loans,
providing finances with differantial interest
rates, supplying the inputs, cattle and agricul-
tural machineries. In fact these policy measures
and consistent planned efforts have assisted the

improvement in the level of production, but

2, Georgy Skorov, "The Green Revolution and

Social Progress", World Development,
Vol.1(11), Nov.. 1973, pp.13-21,



surprisingly, leaving the alarming inequality of
income and the resultant miserable poverty. If
one goes through the problems of rural economy
in particular, this is obvious that the causes
for all the maladies are the improper allocation
of means of production among the sections of the
society. This can undoubtedly be examined and
explained by tracing the flow of income among

those sections,

The flow of income may take place between
individuals, organisations, sections essentially
under three stages (i) Productian, (ii) Consump-
tion and (iii) Capital accumulation, The flow
of income in the stage of production determines
the factor shares and that is determined by
innume rable socio=economic factors at the present
situation. The change in the size of factor
share can explain the development of economy,

the proulems of unemployment, inequality of

3. Simon Kuznets, Modern Economic Growth: Rate,
Structure and 9pread, Oxford and IBH,
New LUelhi, 1979.




income distribution, poverty and so on, The
factor share is the determining factor of

consumption and capital accumulation as well.
Therefore, it becomes essential to understand
the flow of income among the various sections

of the society which are agents of production.

1.2, Historical Perspectives of the Income Flow

Analysis;

The dimensions of tha flow of resources and
the discussions of the flow of resources in
gconomic theories had the parallel occurrence
in the economic history of development, In the
primitive times, when the specialisation in
production activity was not developed, the flow
of resources was very simple and less important,
As there was development in the division of
labour and specialisation of works, the magnitude
of the flow of funds for the purchase of resour=-
ces for different types of production also

expanded simul taneously.

4, This section mainly depends on G Kozlov,
Political Econpomy; Capitalism, Progress
Publishers, Mgscow, 1977, p.35,



After the hunting period was over, the commue
nal ownership of the means of production was the
basis for the production relations, Therefore,
there was communal interdependence for the resocure
ces and services, There were only very limited
flows of resources, when the man was not able to
create much surplus over and above his bare neces=
sities, The specialisation and division of work,
actually, raised the productivity of labour and
production resulting in surplus produces. These
conditions ultimately led to the stock raising

and exchanges of resources.

Then together with the agricul ture and cattle
raising, handicraft production began to develap
and mare and more especialised production activity
took place based on the comparative advantages,
With these developments, the control over the
resources also emerged, This led to the bprgani-
sations of the harmonicus groups, and competition

among the various groups, T[hen, the bargaining



powsr was the determinant of the exchange of
resources., Further, advancement occurred in the
technique of production resulting in varying
quantity and quality of the produces. Under this
system the efficacious groups started owning more
and more resources and to enjoy the surplus. As
a result, the less-resource-owning group had to
continuously depend on the more-resource-owning-
group for survival. In the field of agricul ture,
the efficacy was considered by the size of land
owned., It caused the landless to depend on the
landlords and to pay the surplus labour power as
labour rent for land. In the similar way,
production relations like the merchants and
craftsmen in the town and feudal lords and
peasants in the country area emerged, And there
was interdependence between various occupational

groupa .



As the devel opment of flows of resources
expanded, the discussions of the same in economic
theories alss developed and expanded. The inter-
dependence of economic groups is known from thé
physiocrats., They have identified interrelation-
ships of economic activities and also the utilisa-
tion of surplus funds. JThese relationships were
discussed with reference to that between labourer
and lord; tenant and landlord. Similarly,
theories of wages, rent, interest rate, and profit
came up. In the due course, the theories of
exchange (theories of funds or worth of goods and
services) demonstrated how the exchanges are
determined between two individuals., The theories
concurring the marginal utility, indifference
curve, marginal rate of substitution and marginal
rate of technical substitution and so on are some
of such instances, T[he flow of resources between
two countries, defined as trade, has been talked
in absolute and comparative advantage theories.

By and large, as the income flow has become more



and more complex and widened, the discussions also

gave equal importance to the income flows,

1.3, Theoretical background of the Study:

The evolution of income flow has for quite
sometime been taken note of by theorists through
the micro and macro distribution theories., It is
well known that the income flow in one of the main
determinants of decision making of individual, a
group of population or a set of agents of produc-
tion. This has direct and indirect effects on
level of production, employment, income, consumpe
tion and so on. In such a situation every indivi-
dual would try to maximize level of satisfaction
or profit through the exchanges of goods, services

and funds,

The classical economists considered land,
labour and capital as the main scurces of income
flows and rent, wage and profit as the forms of
income flows., Besides, determining factors aof the

size of flows were also discussed, Adam Smith has



explicated the determining factors of income

flows between the agents of production. He
demonatrates that a landlord or a farmer, though
they do not employ a single worker could generally
live a ymar or two upon the stocks which they have
already acquired. However, many workers cannot
subsist even a week without Employment.5 Thus,

he tries to explain, as Ashok Mitra6 argues, the
contradictiogns and antagonism between landlaord

and labourers through the income flows. Simil;rly,
Ricardo,7 through the changing structure of the
share of income, has exposed that with each exten-
sion of productiaon the rent will rise, wage will
remain constant as a2 result the profit will shrink,
which would lead to unavoidable stationary state

of an economy. However, Hicks8 suggests that

5., Adam Smith, Wealth of Nations, Book 1,
Everyman's Library Edition, p.38.

6, Ashok Mitra, Jerms of Trade and Class Relations,
Rupa and Co., Calcutta, 1979 (Ch.2),

7. D Ricardo, Pgrinciples of Politicagl Economy and
Jaxation, Everyman's Library Edition, 1926,

8. J R Hicks, "Ricardo's Theory of UListribution",
in M Peston and B Corry (ed), Essays _in_Hongur
of Lord Robbins, Widenfield and Nicolson,
London, 1972, pp.160-167.
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it would be possible only under a special circum=
stance where the elasticity of substitution bet-

ween labour and land is less than unity,

In this line of extensicon of knowledge,
Karl Marx9 identifies a different but most essen=
tial and presentlyrelevant dimension i.e,, the
surplus value. He demonstirates that in the
course of capitalistic mode of materialistic
production, differant types of flows will taks
place, As a result, the differential amount
that occurs between the value of labour power
and the value created by it (i.®, surplus value)
will be appropriated by the landlord or capita-
list, as a result, again, the process of capita-

listic production will be accentuated.,

Hicks10 also emphasises that like Adam Smith,
in the caurse of mercantilisation of agricul ture,

if the landlord wants to make extortions the

9. Karl Marx, Theories of Lurplus Value, Part I,
Trns., &mile Hurns, Foreign Language Publish-~
ing House, Moscow, 1954,

10, John Hicks, A Theoxy of Economic History,
Ch.,Vlil, Oxford University Press, London,
1969, pp.101-121,



i1

pressure must be kept up; if it is relaxed the
peasants will slip back into giving no more than
they think to be customary. 3Jimilarly, the techni-
cal progress and degrees of elasticities8 of substi-
tution betwsen factors of production were taken as
the crucial factors in determining the size of

income flows by Meade,.

Turning to the micro level theories, the
exchange of goods, services and funds based on the
marginalistic approach of pricing and transactions
at various types of markets are discussed., The same
kind of marginalistic explanations are given toc the
factor-shares slso., However, there are some, who

have tried to refine those marginalistic theories.

The marginalists demonstrate that it is the
marginal productivity which is spught to detemmine
the reward for labour and other factors of produc-

tion, However, the development of this theory

Growth, Aevised New Paperback edition, Unwin
University Press, London, 1965,
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12
culminates when A W flux shows that when the sum
of the marginal products added up exactly to the
total output then neither surplus nor deficit will

be left.

Confining the theories only to the wage income,
which is the only share flows to the labour power
of human factor, several theories have attempted to
explain the determinants of wage level, Along with
the other theories, Felner13 has explained that the
supply and demand conditions in the labour market
determine the wage rate, Though it may be true to
some extent, the most relevant to the present condi-
tions 1is the Dunlop's14 collective bargaining
theory. To him, labour unions play an important
role in determining the wage rate. Relating to the

combinations of factors of production like capital

12, A W Flux, "Review of P H Wicksteeds Dook,
Essay on the Co-ordination - the Laws of
Distribution", Economic_dJgurnal, Vol.lIV,
1894, pp.305-313,

13. William Felner, Modern tconomic Analysis,
International Student edition, McGraw Hill
B ook Company, Inc.,, New York, 1960, pp.<58-£63,

14, Joan Dunlop, Wage Letermination_Under Trade
Unions, Augustus M Kelley, Inc., New York, 1950,
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{Cobb and Douglas,15 Arrow et.al.,16) technological
advancement and the structural characteristic fea-
ture of markets (Kalecki,17). some theories have
fried to explain the share of labour in the total

income,

Similar types of discussions have been presen=
ted in economic literature for the reward for land
and other assets namely, rent, For Ricardo,18 rent
is the portion of the produce of the earth which is
paid to the landlord for the use of criginal and
indestructible power of the soil. In his view,

rent is the differential surplus that some plots of

15, C w Cobb and P H Uouglas, "A Theory of Produc-
tion", The_American Economic Review, Vol.XVII(1),
Supplement, March 1928, pp.139-165.

16, K Arrow et, al,, "Capital-Labour Substitution and
Econegmic E&fficiency", Aeview of Econamics and
Stgtistige, Vol XLIII 3, August 1961 ,pp 225-.250,

17. M Kalecki, "The Distribution of the National
Income", Hegdings in the Theory of lncome Uistri-
bution, William Felner and B F Haley (eds),
Blakicston, Philadelphia, 1946, pp.197 217,

18, D Ricardo, Op, Cit., p.67,
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land sarn over and above the least fertile land under
cultivation, Marshall19 admits the validity of the
marginal approach for the theoretical purposes in

his "Mathematical Appendix" and used it in one place
in his textual materials, jIn more recent years
another concept of rent has gained prominence among
English speaking economists including H D Henderson,
Joan Robinson and Kenneth Bgulding, They defined
rent as the return to any agent of production greater
than that reguired to keep it in its present employ-
ment.20 Millz1 assessed the economic impact of the

rent and argued that it typically raised the price

of goods,

Confining to the relationship between tenants
and landlords, the effect of the tenurial system on

the development aof production has been discussed in

19. A Marshall, Principles of Economics, B8th Ed.,

t—— —— —

MacMillan, London, 1938, pp.84B8=851,

20. U A Worcester, "A Reconsideration of the Theory
of Rent", American fconomic_Review, Vol,XXXVI,
1946, pp.258=2T77,

21, T 9 Mill, Principles of _Political Econaomy,
Longmans Green, London, 1909, p,.468,



























































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































