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CHliF1ER I 

INTRODUCTION 



CHAPTE R I 

!!:!.TRODUCTl ON 

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 Rueeel has aptly put 

that the technological improvement may bring 

benefit ~o men, but which particular man it bene-

fits depends on the social system. Economic 

development may lead to social change and the 

quickneas with which it will happen depends upon 

the structure of the society.1 

Since the Independence, the ~overnment of 

India and the various state governments have been 

-----
1. Andre Bebille, ~udi!t!Lin ful.£!!£ia!L~.Qfial 

!::Itructure, O)(fOl:d University Press, lJelhi, 1974. 
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taking ao many steps, adopting various strategies 

and implementing different programmes with a view 

to bringing about rapid rural developmen t. How-

ever, it has been observed that due to the unchang-

ing institutionel structure of the villages the 

in tended gain of th e several planned efforts ha s 

not been accessible to the target aection of the 

2 
rural economy. This ha 8 led th e Govemmen t 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 incl u-

dee fixing minimum wage rete, granting loans, 

providing finances with differential interest 

rates, supplying the inputs, cattle and agricul-

tUl'al machineries. In fact these policy measures 

and consistent planned efforts have assisted the 

improvement in the level of production, but 

-----------------------
2. Georgy 5korov, "The Green Revolution and 

Social Progress", world...Q.evel,pmeu , 
V 01. 1 ( 11 ), Nov., 1 973, P P • 1 3 - 2 • 
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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 

indi vidual s, organ isations, section s essen tially 

under three stages (i) P roduc tion, (ii) Con sump-

tion and (iii) Capital accumulation. The flow 

of income in the stage of production determines 

the factor shares and that is determined by 

innumerable socio-economic factoJ:s at the present 

situation. The change in the size of factor 

share can explain the development of economy,] 

the proulems of unsmployment, inequality of 

------
3. Simon Kuznets, tlQdern Economic Grgwthl 

StruEJ~re eU&-Spread, Oxford and IBH, 
New Delhi, 1979. 

Aa tSL, 
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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 va~'ious sections 

of th e society which are agents of production. 

1.2. Histgrical Perseectives of ~-1ncome FlQw 

~na!...tsis: 4 

The dimensions of the flow of resources and 

the discussions of the flow of resources in 

economic 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 pUl'chase of resour-

ces for different types of production also 

expanded simultaneously. 

4. This section mainly depends on G Kozlov, 
toliti£~Ec~omYL-fapitalism, Progress 
Publishers, Moscow, 1977, p.35. 
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After the hunting pe~'iod was over, the commu­

nal ownership of the means of production was the 

basis for the production relations. Therefore, 

there waS communal interdependence for the resour­

ces and services. There were only very limited 

flows of resources, when the man was not able to 

create much surpl us over and ab ove his ba re neces­

sities. The specialisation and division of work, 

actually. raised the p~'oductivity of labour and 

production resulting in surplus produces. These 

conditions ultimately led to the stock raising 

and exchanges of reSources. 

Then togethe r wi th th e agricul ture and cattle 

raising, handicraft production began to develop 

and more and more specialised production activity 

took place based on the comparative advantages. 

With these developments, the control ove.t" the 

resources also emerged. This led to the organi-

sations of the harmonious groups, and competition 

among the various groups. Then, the bargaining 
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power 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 su rvival. In the field of ag ric ul 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 

g~'OUp8 • 
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As the development of flows of resources 

expanded. the discussions of the Same in economic 

theories also developed and expanded. The inter­

dependence of economic groups is known from the 

physiocrats. They have identified interrelation­

ships of economic activities and also the utilisa­

tion of surplus funds. These relationships were 

discussed with reference to that between labourer 

and lord; tenant and landlord. Similarly. 

t~.ories 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 individu al s. 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. The flow of resources between 

two countries. defined as trade. has been talked 

in absolute and comparative advantage theories. 

Iy and large. as the income flow has become more 
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and more complex and widened, the discussions a1sD 

gave equal importance to the income flows. 

1.3. Theoretical ~a~£Qund £f th~~~ 

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, consump­

tion and so on. In such a situation every indivi­

dual would tl.'y 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 sources of income 

flows and rent, wage and profit as the forms of 

income flows. Besides, detel.'mining factors of the 

size of flows were also discussed. Adam Smith has 
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explicated the determining factors of income 

flows between the agents of production. He 

demonstrates that a landlord or a farmer, though 

they do not employ a single worker could generally 

live a year or two upon the stocks which they have 

slready acquired. However, 

subsist evsn a week without 

manv workers 

S employment. 

cannot 

Thus, 

he tries to explain, as Ashok Mitra
6 

argues, the 

contradictions and antagonism between landlord 

and labourers through the income flows. Similarly, 

Ricardo,7 through the changing structure of the 

share of income, has exposed that with each exten-

sion of production th e rent will rise, wage will 

remain constant as a result the profit will shrink, 

which would lsad to unavoidable stationary state 

of an economy. However, Hicks
8 

suggests that 

5. Adam Smith, ~alth of Nations, Book 1, 
Everyman'S Library Edition, p.S8. 

6. Ashok Mitra, ~~-2f Tra~and Cl~s Relations, 
Rups and Co., Calcutta, 1979 (Ch.2). 

7. D Ricardo, Princi~es of Political Economy and 
lllatioo., Everyman's Library Edition, 1926. 

8. J R Hicks, "Ricardo's Theory of Listribution", 
in M Peston and B Corry (ed), f~~~in_tl2n2~ 
of Lord Robbins, Widenfield and Nicolson, 
London, 1972, pp.160-167. 



it would be possible only under a spe cial c h'cum-

stance where the elasticity of substitution bet-

ween labour and land is less than unity. 

In this line of extension of knowledge, 

Karl Marx 9 identifies a different but most essen-

tial and presen1l.yrelevant dimension i.e., the 

surplus value. He demonstrates that in the 

course of capitalistic made of materialistic 

production, different types of flONS will take 

place. As a result, the differential amount 

tha t occurs between the value of labour power 

and thE' val ue created by it (i.e. surpluS value) 

will be appropriated by the landlord or capita-

list, as a result, again, the process of capita-

listie production will be accentuated. 

Hicks
10 

also emphasises that like Adam Smith, 

in the course of me~'cantilisation of agriculture, 

if the landlord wants to make extortions the 

9. Karl Marx, Theori~_of ~rplY§~~, Part I, 
Trns. Emile Burns, foreign Language Publish­
ing House, Moscow, 1954. 

10. John Hicks, A Theo£y of EcoUQmic Histor~, 
Ch.VII, Oxford University Pre ... London, 
1969, pp.101-121. 
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pressure must be kept up; if it is relaxed the 

peasants will slip back into giving no more than 

they think to be customal'Y. Similarly, the techni-

cal progress and degrees of elasticities of substi-

tution between factors of production were taken as 

the crucial factors in determining the size of 

1 1 
income flows by Meade. 

Turning tD 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 to the 

factor-shilres elsa. However, there are some, who 

have tried to refine those marginalistic theories. 

The marginalists demonstrate that it is the 

marginal productivity which is sought to determine 

the reward for labour and ather factors of produc-

ticn. Howevel', the development of this theory 

11. J E Meade, !L!i!!!.l2=Cl.s§.§.!.E.21_ TheQ..£L.f!f_E c2!l2!!!..!£ 
Gro!!t.!tl, Revised I\lew 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, Felner
13 

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 relevan t to the present condi­

tions is the Dunlop 1 s14 collective bargaining 

the ory. To him, labour unions play an important 

role in determining the wage rate. Relating to the 

combinations of factoL's of production like capital 

12. A. W Flux, "Review of P H Wicksteed's Book, 
Essay on the Co-ordination - the Laws of 
Distribution", ..s5£!lQmiLJo.!,!£!2gl, Vol-IV, 
1894, pp.305-313. 

13. Will ia m F el ne r, f:1.Q.Qe rn E con orn!£2~l.)lBi s , 
International ~tudent edition, f'lcGraw Hill 
Book Company, Inc., New YOL'k, 1960, pp.25B-265. 

14. Joan Dunlop, ~ag~~ermination U~£-1£~ 
UnioD..ll.. Augustus r/I Kelley. Inc •• New York, 1950. 
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15 16 . 
(Cobb and Douglas, Arrowet.al., ) technolog~cal 

advancement and the atructural characteristic fea­

ture of markets (Kalecki,17), some theories have 

tried 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 

d th t 1 t F R . d 1 8 t an 0 er asse s name y, ren. or ~car 0, ren 

is the portion of the p~'odu ce of the earth which is 

paid to the landlord for the use of original and 

indestructible power of th e soil.. In his view, 

rent is the diffprentiel surplus that some plots of 

------------------------
15. C W Cobb and P H llouglas, "A Theory of Produc­

tion", The American E.£QDomiL.B~i~, Vol.XVII (1), 
Supplement, March 1928, pp.139-165. 

16. K Arrow at. al., "Capital-Labour Substitution and 
Economic Efficien cy", Revie!:J.-2li£2!!omics an!! 
S t a ti s ti c a, Vol. XL I I I (3), Aug u s t 1 961 ,p p 225 _ 2 50, 

17. M Kalecki, "The Distribution of the National 
Income", He!jdings..J.n the Theory oi...1..!lcome Diatri­

Eution, William Felner and B F Haley (eda), 
BlakiEton, Philadelphia, 1946, pp.197-217. 

18. D flicardo, .Q.e. Cit., p.67. 
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1 and earn over and above the least fertile land under 

cultivation. 
, 9 

Marshall 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. In more recent years 

another concept of rent has gained prominence among 

English speaking economists including H D Henderson, 

Joan Robinson and Kenneth Boulding. They defined 

rent as the return to any agent of production greater 

than that required to keep it in its present employ­

ment. 20 Mill21 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 of production has been discussed in 

19. A Marshall, E.!incipUs of Economi£~, Bth Ed., 
MacMillan, London, 193B, pp.B4B-B51. 

20. iJ A Worcester, "A Reconsideration of the Theory 
of Rent", dmerican Economic Revie~, Vol.XXXVI, 
1946, pp.25B-277. 

21. T ~ Mill, E£in£~les-2f Political Econom~, 
Longmans Green, London, 1909, p.46B. 




























































































































































































































































































































































































































































































































































































































































































































