
Chapter three

fm OAHfA BICOMB ASP SmiG'mKR 0?

STATE soowanigs

I* introduction *

in the previous Chapter, m have derived the estimates 

of comparable State Domestic Product at 1960-61 prices for the 

years 1960-61 and 1970-71 for the fifteen major states in 

India* In the present Chapter, let us examine some important 

implications of our estimates of income presented in Chapter 2 

above in terms of income inequalities among States and growth 

and structure of different State economies in India during the 

sixties* The present chapter is accordingly divided into five 

sections* In the next section our estimates of the State per 

capita income for the year 1960-61 and 1970-71 at 1960-61 

prices have been presented* Their implications In terms of the
i

extent and trends in income inequalities among States have 

also been examined* for the sake of comparison, available 

alternative estimates of State income are also presented* In 

the third section, the structure of the State economies in 

terms of the sectoral composition of the State Domestic
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?roduot at 1960-61 prices for the years 1960-61 and 1970-71 
is examined* fhe famous sector hypothesis is also tested with 
the help of correlation technique* fben, in the fourth section, 
growth of SBP by broad sectors is presented and the inter­
relationships between the sectoral growth and overall growth 
have been examined• A few interesting exercises have also been 
carried out to find out whether euy significant relationship 
exists between the growth of SDP and some obvious factors like 

population growth, Initial levels of per capita income etc*
In other words, an elementary attempt is made with the help 
of some traditional factors to explain the interstate varia­
tions in, the growth of SSP. In the fifth and the final section 
of this chapter,, contribution of broad sectors to the growth 
of SBP is worked out* An attempt is also made to isolate the 
effects of the pure growth factors and the initial structure 
of toe economy on the,observed overall growth of the different 
state economies*

II. Per Capita Income in Indian States. 1960-61 and 1970-71 i

Per capita income in a State economy is defined as a 
ratio between to tel income and total population In that State 
at a given point of time. In the previous chapter, m have 
derived a set of comparable estimates of the net State domestic
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Product for each of the fifteen major States of India for the 
years 1960-61 and 1970-71. fhe data on State-wise population 
Is readily available in the Censuses of India 1961 and 1.971 •
For the year 1960-61, however, two alternative sets of estimates, 
of the State per capita income are also available, viz., the 
estimates prepared by various State Statistical Bureaus (GSBs) 

and the estimates prepared by the National Council of Applied 
Economic Research (1CAER). In fact, most of the studies made 

so far on the interstate variations in the levels of income 
especially for the year 1960-61 have used the estimate® pre­
pared by the ECAER on the grounds that this is the only set of 
estimates which is comparable and consistent. It would be, 
therefore, m interesting exercise to compare our estimates 
of the State per capita income with the estimates prepared by
different SSBs and the estimates prepared by the fiCAEH.

, (

fable 9.1 presents these three sets of estimates for the year
1960-61.

See for example (i) M.M.Badi* “Interstate Differences in 
Income, Productivity end Industrial Structure** in Indian 
Economic Association Annual ConferenceNumber. 1969’. (ii) N.V. 
NaQitarnii ^'Refelonal imbalahceln 1 nfl ia** in ladiaa Economic 
Association Annual Conference Number. 1969* ("£iiT'M.K^Dadi'i 
“Interreiatlon.oi'^tate ''I'acSWi'''"iwduBtrial Structure, Produc­
tivity and labour Participation Ratio** in Indian Journal of 
Industrial Relations. April 1973* (iv) R.H.CholaMia Y ”A Note 
bn" Interstate 'Income Differentials in India", an unpublished 
paper,etc.



fable 3.1

' State Per Capita Income at Current Prices la India, 1960-61

{ in is.)

States
State Per Capita Income at current Prices

Our
Esti­
mate*-

Bank ' SSBS
Esti­
mates

Reals SCABS
Esti­
mate

• Hank

1 2 J ■Jl • 4

1. Andhra* 292' < 7} 273 ( 6) 287 ( 5)
2. Assam 349 < 9) 306 ( 9) 333 ( 9)
3. Bihar 223 ( 2) '214 (2) 221 ( 1)
4* Gujarat 372 (12) 358 113) 393 (11)
5. Hazy ana 360 (11) 323: (11) h.a. -
6. Karnataka 319 ( 8) 283 ( 3) 305 ( 75
7» Kerala 280 ( 6) 263 { 5) 315 ( 8)
6. M.P. 261 ( 4) 257 C 4) 285 ( 4)
9. Maharashtra 403 (14) 404 (15) 469 (14)

10. Orissa 225 ( D 213 ( 1) 276 ( 3)
11. Punjab 374 (13) 369 (14) 451* (12)
12. Hajasthan 279 ( 5) 278 ( 7) 267 (2)
13. fasil Nadu 335 (10) 330 (12) 334 (10)
14. B.D. 238 ( 3) 244 C 3) 297 ( 6)
15* W. Bengal 442 (15) 312 (10) 465 (13)

fetal 30? 28? 331

* Stands for old Punjab.
II.A. stands for not available'.
Botei the same population base has been taken fox all the three 

series*
Sources (i) Table 2.1 above.

(li) SCABS t Distribution of national Income by States 
1960-61, 19&S....rri'T~rT'l~1...... T1.. ' '

(ill) Census of India 1961.



It becomes fairly obvious from the table that the levels 
of per capita income 3a 1960-61 differ significantly among 
different States. Shi a is brought out clearly by all the three 
sets of estimates. However, among these three sets of estimates 
of per capita in cose of different States, there is hardly say 
agreement as far as the absolute level of the income is 
concerned. On an average, it can be seen that our estimates 
lie in between the estimates prepared by the State Statistical 
Bureaus and those prepared by the national Council of Applied 

Economic Heeearcb, the former being on the lower side and the 
latter being on the higher side, on m average. It should fee 
noted here that there is no uniform adjustment among these 
three sets of estimates for all States, though for most of the 
states, the SSBs estimate lie below our estimates as well as 
the estimates prepared by the HCABR* However, the rankings 
implicit in the three sets of estimates of State per capita 
income do not differ violently* It is interesting to note 
further that barring the case of Earns taka, the set of below 
average per capita income States in aLl the three sets of 
estimates turns out to fee the same, In other words, except the 
case of Karnataka, the broad division of States with above 
average per capita Income end with below average per capita 
income remains the same for all the three sets of ©stinates#
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She rankings within these bread categories of states may 
differ from one set of estimates to another, but the divisionI

?of States into the broad categories tea remained the same for 
all the three sets of estimates. She case of Karnataka is m. 

exceptional case in the sense that it turns out to be margi­
nally above-average per capita income State in our estimate 
while according to I-2AKS estimates, it turns cut to be 
marginally fcolow-average per capita income State.

According to our estimates, in 1960-61, the lowest per 
' ! capita incase State was Orissa followed closely by Bihar end

Uttar J’radeeb, whereas test Bengal and Maharashtra were the
highest and Idle second highest per capita income States ■

?

respectively. 5?he rati© between the highest State per capita
income and the lowest State per capita income turns outfto!
be 1.96 in India in 1960-61 according to our estimates.^ fbe

'i

corresponding ratios for the KCAER estimates and the SSBs
Iestimates of State per capita income in India turn out|to be 

2*12 and 1.90 respectively* thus, if we adopt this crude 
measure, the SCABS estimates show a greater disparity |of income 

levels among regions in led is. in 1960-61 as compared to our

estimates. Even if we take coefficient of variation as the
f

measure of income inequalities among States, the SCABSit

Iestimates show a greater degree of interstate variations
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In the per capita income levels as compered to our estimates* 
the coefficients of variation for the Statg. per capita income 

aeriee given by our estimates, the 10AER estimates and SSBe 
estimates, turn out to be 21.4374, 23* 1 0$ and 18*92$ respecti­

vely.

As against this, if we measure the income inequalities 
among different states In India by the most popular measure,

*o
viz., the ©ini Coefficient, s?e find that our estlmatea show 
the highest degree of income Inequalities in India in 1960-61 • 
!Ehe ©ini Coefficient of inequalities turns out to be 12.93$ 
for our estimates, 12.83$ for the I0A1& estimates and 10.94$
for the SSBa estimates. She coefficient of variation end the

\ *.

6ini coefficient of inequality give opposite results when ?<e 
compare our estimates with those of JJCALU. This only implies 
that the resulting Lorenz curves in the two cases may be 
intersecting each other. In this case, there seems to be a 
problem of selection between the two measures. It is enough 
to state at this stage that ©ini Coefficient appears to be

*2 The Gini Coefficient can be calculated on the basis of the 
Lorenz Curve. It is defined as the ratio of the difference 
between the line of absolute equality (the diagonal} and the 
Lorens Curve to the triangular region underneath the diagonal 
(cf. A.K.Sent On Sconomio Inequality. Oxford University Press, 
1S75, ch.2). lFnv;e represent relative frequency of population 
by r,, the relative frequency of total income bar fi and the 
cumulative relative frequency of income by then, the
Gini Coefficient, G * 1 - JJEL r^ - 2 r^-1*^)
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more acceptable as a measure of in cose inequalities as 

i compared to the coefficient of variation# 9

fuming our attention to the year 1970-71# we find that 
except our estimates and the State Statistical Bureaus 
estimates, no other set of estimates of State income is 
available for 1970-71 * We have already seen in Chapter 2 and 
also from fable 3#t above that the SSBs estimates are 
thoroughly unreliable as far as the question of interstate 
comparisons of the per capita income levels is concerned# 
thus, we are apparently left with only our estimates of State 
per capita income for the year 1970-71 * However, It should 
be noted that we have prepared two sets of estimates of the 
net State Domestic Product for the year 1970-71 for the 
fifteen Indian States in the previous Chapter, vis*, the 
estimates of SBP in 1970-71 at current prices end the esti­
mates of SB? is 1970-71 at 1960-61 prices# Moreover, if we do 

not insist on the year 1970-71# we have m alternative set 
of estimates prepared by the Central statistical Organisation

*3 Ihe measure of coefficient of variation Involves arbitrary 
squaring procedure end concentrates heavily on differences 
vis-a-vis the mean. On the other hand, Oini Coefficient is 
a more direct measure of income inequalities taking note of 
differences between evefy pair of incomes# For further dis­
cussion on this topic, see A»g«iem On Economic Inequality, 
(Oxford University Drees, 1975), cb#2#
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Satie 3.2

‘State Per Capita Income in India, 1970-71
)(in fe.

States

State Per Capita Income in India
bur
Estimates 
at 1960-61 
Prices Rank

Our
Estimates 
at current 
Brices Rank

cm
Estimates 
at curre­
nt Brices Rank

1 ' ' '5' 3 4

1• Andhra 322 ( 6) 603 ( 8) 537 ( 6)

2. Assam 398 ( a) 594 ( 7) 581 (10)

3* Bihar 223 ( 15 434 ( 1) 409 ( D

4. Gujarat 437 (11) 836 (13) 66? (12)

5. Haryana 497 (14) 943 (14) 010 (14)
6. Karnataka 458 (13) 532 ( 5) 552 ( 7)

7 • Kerala 299 C 5) 643 ( 9). 555 ( 8)

8. n.p. 262 ( 3) 491 ( 3) 458 ( 3)

9. Maharashtra 40? (10) 759 (12) 686 (13)
10. Orissa 269 ( 4} 512 ( 4) 408 ( 5)
t1. funjab . 499 (15) 1045 (15) 940 (15)

12. Rajasthan 332 < 7) 583 ( 6) 455 < 2)
13* famil Hadu' 308 ( 95 672 (10) 558 ( 9)

14. U.P. 258 ( 2) 491 ( 2) 480 ( 4)

13. West Bengal 453 (12) 682 (11) 667 (11)

fatal 340 607 531**

* Average of the State per capita Income at current prices for 
the years 1967-68, 1968~69 and 1969-70.

** Pertains to All India.
Sources (t) Appendix fable 2A.2 and Appendix fable 2A.4 above, 

(ii) Report of the Six Finance Commission. p.163.
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for the use of the Sixth Finance Coiuaieeioa for the jeers 
1967-63, 1968-69 end 1969-70 at current prices. As the 
Sixth Finan ce Coir® ise ion has rightly done, if we take the 
arithmetic average of the State per capita income for those 
three years, it can serve as an alternative set of estimates 
of the State per capita income whose interstate variations 
may he broadly comparable to our estimates for the year 
1970-71 at current price®, fable 5.2 presents State per 
capita income in 1970-71 according to our estimates at 1960-61 
prices and at current price® and the estimates used by the 
Sixth plnanee Commission.

fhe table clearly shows that the three set® of estima­
tes are in perfect confirm! 1y as far as the highest and the 
lowest per capita income States are concerned. In 1970-71, 
Punjab turna out to be the highest per capita income State 
and Bihar turns out to be the lowest per capita income State. 
I’he ratio of the highest State per capita income to the lowest 
State per capita income turn® out to be 2.24 for our 
estimates at 1960-61 prices, 2.41 for our estimates at 
current price® and 2;30 for the CSO estimates used by the 
Sixth finance Commission* Shu®, it- can be seen that this 
particular ratio ha® increased over the period 1960-61 to 
1970-71, In other words, the disparity of income between
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the richest and the poorest is widening during the sixties 

in India*

It is interesting to note from gable 3*2 above that the 

rankings of our estimates at current prices end the rankings 

of the CSO estimates at current prices do not differ signi­

ficantly except for two States, vis., Kajasthan and Assam.

For the former, two of the three years chosen by the CSO, 

vis*, 1968-69 and 1969-70 unfortunately turned out to be bad 

agricultural years while the year 1970-71 was comparatively a 

good year and hence the significant improvement in the ranking. 

For Assam, the State economy did not completely recover during 

1970-71 from the set-back suffered in the previous two years 

compered to other State economies with the result that it 

experienced a decline in its ranking* Another interesting 

case to observe from the table is that of Karnataka. It is the 

only State out of fifteen major States of India where the per 

capita income at current prices in 1970-71 is less than the 

average per capita income during 1967-70 at current prices* 

ibis decline is largely monetary rather than real in the sense 

that prices in Karnataka have substantially fallen during 

1970-71. ^ Shis is further corroborated by the fact that in

*4 ‘io be precise, the overall price index with 1960-61 as a base 
rose by about 41$ on an average duriwg 1967-70, while in the 
year 1970-71, the same was auout 119. (of. State Statistical 
Bureau, Karnataka). Thus, during the year 1970-71, the prices 
fell significantly in Karnataka unlike many other States which 
experienced a remarkable rise in the overall price level.
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real terms, 1.e*, at 1960-61 prices, the per capita income of 

Karnataka in 1970-71 is third largest in the country while in 

terms of current prices it figures among the lew per capita 

income States in the country* fhie raises an important issue, 

vis*, for the policy purposes, whether the current prices 

figures should he used or the constant price figures should 

he used* One of the most important Cotomiseione in India whose 

recommendations have direct bearing on the policy making, viz., 

the Finance Commission, is using the State per capita income 

estimates at current prices. Since the Finance Commission is 

appointed once in five years to make re commend at ions for the 

allocation of transfers to the States, from the point of view 

of one particular Finance Commission, there may not be much 

to choose between the figures at current prices and figures at 

constant prices. However, if we view the finance Commission 

as a regular feature (though its composition ia terms of its 

members may change every five years), we do expect some 

temporal consistency in its recommendations for the alloca­

tion of transfers to States* the level of development or the 

level of economic activity prevailing in different States 

over e period of time can be trolly represented only by the 

estimates of State per capita income at some given base year 

constant prices* She figures at current prices would only
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distort the real picture over a period of tits®.*** In other 

words, the use of figures at current prices by different 
Finance Commissions at different points of tine would seriously

' 4Jju>v

impair the temporal consistency of Jjfl» recommendations. It 

is desirable, therefore, that the constant price figures are 

used for making the policy recommendations.

*5 fo illustrate this point, let us consider a hypothetical case 
of two States - A & B. Suppose, to start with A & B are having 
exactly the same per capita income in the year 1960-61. 
However, prices in A are felling and those in B are rising 
over a period of time end real output expands in bote the 
States at the seme rate* * * In 1970-71, we will find that State 
A has a lower per capita income than State B in terms of 
current prices, while they have equel per capita income in 
terms of 1960-61 prices*

*6 In this connection, it is worth-mentioning that tee Sixth 
Finance Commission has used the State income at all India 
prices prevailing in the respective years, this procedure 
does eliminate the interstate differences in the absolute 
level as well as rate of change in prices, however, it does 
not eliminate the differences in intersectoral movements in 
prices, the latter can always distort the reality over a 
period of time, te can illustrate this point if we assume 
two States - A & B producing only two products - X & Y.
State A produces X & Y in the proportion of 60:40 and State 
B produces X ft Y in the proportion of 40:60. fhe prices of
X & Y are the same at all India level in 1960-61. If over 
the period of time, at the all India level, price of X rises 
faster than price of Y and if the rate of growth of real 
output of X & Y remains equal end the same in the two regions, 
ia 1970-71 ♦ State A will be better off as compared to State B 
in money terms (l.e* at current prices) while in reel terms 
(i.e*, at 1960-61 prices), their relative position has remain­
ed the same, therefore, we can spy that although tee Sixth 
Finance Commission has taken a step towards the right direc­
tion, (because by taking the all India prices for each State, 
it does eliminate the interstate variation in the levels of 
prices), the ideal measure for the policy pur poses is to 
calculate State income in different year© at the all India 
prices prevailing in some given base year, say, 1960-61, so 
as to capture changes in the real product over time and among 
States. '



From the point of view of the regional income in­
equalities also, the use of ourrent price figures or the 
constant price figures is not a matter of indifference. In 
fact, if we want to compare the regional income inequalities 
existing at one point of time with the regional income in­
equalities existing at another point of time, the use of 
current price figures is bound to conceal the true story 
because the current price figure© would eOLeo include the 

effect© oi interstate variations in the price-moveseats over 
the period of time ©long with interstate variations in the 
real income trend. It is only the cone tent price figure© 
which make sense if we want to talk about the inequalities 
over & period of time.

It is Interesting, in the light of this discuesion, to 
compare the extent of State income inequalities implicit in 
our estimates at 1960-61 prices with that implicit In our 
estimates at current prices for the year 1970-71. the 6ini 
Coefficient of inequality turns out to be 14*33 per cent for 
our estimates of State Inc one at 1960-61 prices while the earn®
turns out to be only 12.5715 for our estimates of State income

/

at current prices in 1970-71 • It is important to recall at 
this stage that the Gini Coefficient of inequality turned out 
to be 12.93$ for our estimates of State ineotae in 1960-61
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at current prices* Thus, if we compare the State income 
inequalities prevailing in 1960-61 with those prevailing in 
1970-71 at current prices (or in money terms), the State income 

inequalities have declined marginally; whereas, measured at 
1960-61 prices (or in red terms), the State income inequali­
ties show a clear increase over the decade 1960-61 to 1970-71, 
this implies that during the sixties, the interstate variations 

in the price trends had a significant balancing effect. In 
other words, if we abstract from the interstate variations 
in the price trends over the period under consideration, the 
State income inequalities show an appreciable increase.

Before we conclude this section, it is worth-while to 
draw the Lorenz Curves implicit in oui* estimates of State 
income fen* the years 1960-61 and 1970-71. figure 3.1 contains 
the Lorenz Curves for the years 1960-61 end 1970-71« 2he 
relevant data on the basis of which these curves are drawn, 
are given below in Appendix fables 3A.1 & 3A.2. A look at 
the Figure 3.1 brings out that the two Lorens Curves are 
intersecting at around 75$ of population end 67$ of income.
Upto 75$ of population, the Lor ease curve for the year 1970-71 
lies below the one for the year 1960-61, after this point, 
the Lorenz Curve for the year 1970-71 lies slightly above 
the one for the year 1960-61 upto about 94$ of the population
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end thereafter the two curves almost coincide with each other* 

Sfince the population and income base for the two curves are 

different, no sharp conclusions can he drawn, however, broadly 

we can say that, for low per capita income states, the Income 

disparities have increased between 1960-61 end 1970-71; while 
fo^very high per capita income States, the income disparities 

are likely to have decreased marginally*

It should be noted, at this stage, that according to our 

estimates at 1960-61 prices, exactly seven states, vis*,
Andhra Pradesh, Bihar, Kerala, Madhya Pradesh, Orissa, E&jas- 

than and Uttar Pradesh, lie below the average per capita income 

in 1960-61 and the same seven States also lie below the ave­

rage per capita income in 1970-71* Shus, between 1960-61 and 

1970-71, no radical trace fora at ion has taken place in the 

relative position of States with respect to the average In 

real terras* However, within the broad, categories of above- 
-average income States end below-average income States, some 

significant changes seem to have occurred in the relative 

positions of different States. On the whole, it appears that 

State income inequalities in India have increased between 

1960-61 and 1970-71 in real terms* S'fals is further corrobora­

ted by J.P.J. Soy© who finds that Min domestic product, 

organised sector employment and food grain production per head,
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#7
Interstate inequality increased." * * Eoreover, an increase in 

the interstate income inequality in India during the sixties 

i© perfectly in line with J.G. Williamson*s hypothesis of an 

inverted 0 shape of the regional inequality curve with respect 

to the level of development of the nation* He finds this 

hypothesis to be valid on the basis of erosa-sectlon and time 

series analysis of a large number of nations. Increase in the 

regional income inequalities have also been experienced at 

one time or the other in the history of economic development 
of various nations like G.S.A.*^, Canada,*10 Braall,*11, Italy*1^

»i«Pakistan) » etc* It is also interesting to note that Income

*7 . J.P.J.Soyes “Structural Changes in the Government Sector of 
the Indian States, 1955-70% in Journal of Development Studies. 
Vol.9, lo.2, Jan.1973*

*8 Cf. J.G. Williamsons “Regional Inequality and the Process of 
National Development* A Description of the Patterns”, in 
Economic Development and Cultural Ghmm* ?ol.13# Io.4»
Part.ifV..July 19&5* '

*9 Of. B.A. Easter tins “Interregional Differences in Per Capita 
Income, Population end fetal Income, 1840-1950% in f rends in 
American Economy in the Nineteenth Century. Studies in income 
and health, Vol.24, HBSR CPrincetoiriniversity Press,I960)*

*10 Cf. A.6.Greens “Regional Aspects of Canada*c Economic Growth, 
1890-1929”, in She Canadian Journal of Economics and Political 
Science. Vol.33, 10.2,.iayT%967.'

*11 Cf. D.H.Grahams "Divergent and Convergent Regional Bconomic 
Growth and Internal Migration in Brazil - 1940-1960", in 
Economic Development and Cultural Change. Vol.18,Ho.3,April 1970.

*12 Cf. G.Schacbters “Regional Development in the Italian Duel
Economy", in Bconomic Development end Cultural Change, Vol.15, 
Io.4, July 19FH

*13 Cf. K.Griffin & A.E.Ihao (eae.)* Growth and Inequality in 
Pakistan. (MacMillan, st.Sartia* ® Pre^e, isfz 'ft ' especially, 
the Introduction by the editors.
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inequality in the size distribution in India has also 

widened through time. All these observations point to 

only one general conclusion that in the initial stages of 
development, the polarisation effects (hack-wash effectsJ are

^.4C

stronger than the trickling down effects (spread effects).' J

III. Structure of State Sconoiaiee in India * *

After examining the State per capita income and 

State income inequalities prevailing in India, let us now 

examine the Structure of different State economies in India, 

since it is supposed to reflect the level of development of 

the State. Colin Clark, for instance, has proposed a hypothesis 

wherein he tries to argue that, as economic development takes 

place in an essentially underdeveloped eeonoay, the relative 

importance of the primary sector declines and the relative 

importance of the secondary sector and the tertiary sector 

gradually end progressively increases in terms of employment.

*14 Cf. S.Swsmyi Hfhe Distribution of Income ia India* 1951-68", in 
sJ.G.Sandeeara (ed.)* She Indian Economy Performance and 
Prospects, University of^ombey rubXicationa, Economic Series 
lo.25» 1974.

*15 For detailed discussion on this point see A.O.Hireehtaani the 
strategy of loonetaio Development, (.Wew Haven* Yale University 
Weasl lfg^){"'md"§7WHi^T1"BBon»mic Iheoay and Underdeveloped 
Regions, (London, 1957).

*16 Cf. Colic Clark* fhe Conditions of Economic Progress, London. 1940.
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$he crux of the argument is that the demand for the tertiary 

sector goods is relatively more income elastic as compared to 

the secondary sector and primary sector goods* * therefore, in 

the process of economic development, the demand for the ter­

tiary sector goods rises faster than the demand for the 

secondary end primary sectors goods. On the assumption that 

demand conditions govern the growth of working force in a 

sector, Colin Clark*e Sector hypothesis is hut a logical 

conclusion. ’ If we extend this argument with m assumption 

based on general observation that the productivity in the 

primary sector is substantially Iobs than the productivity in 

the secondary and the tertiary sector, it is but natural 

to expect that the relative importance of the primary sector 

would decline and the relative importance of the secondary 

and the tertiary sectors would increase in terms of income 

originating, during the course of economic progress in an 

economy, unless productivity in the primary sector grows at 

significantly higher rate than the productivity in the

*i7 However, there are subtle criticisms of Olaik’s sector hypo­
thesis. See, for example, P.l.Bauer and E.B.Yameyi "Economic 
Progress and Occupational Distribution”, in Economic Journal* 
¥ol*61, Bed 951*

*18 Bee S.Kuanets* "Quantitative Aspects of Economic Growth of 
Nations*III- Industrial Distribution of Income and Labour 
Force by States, United States, 1919-1921 to 1955”, in 
Economic Development end Cultural Change* Vol.6, July, 1958.
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secondary and the tertiary sectors* ibis broad bypotbests can 

be tested by examining the interstate variations in the stru­

cture of State economies in terms of income originating* 

fable 3*3 presents distribution of SDP by broad sectors in the 

year 1960-61 •

A glance through fable 5*3 is enough to realize that 

there were wide variations in the structure of different 

State economies in 1960-61 * the share of the primary sector 

in the total income (SB?) varied all the way from 64$ in 

Assam to just 32$ in West Bengal* On an average* the share of 

the primary sector turned out to be 50*36$* the share of the 

secondary sector turned out to be 20*06$ and the share of the 

tertiary sector turned out to be 29*58$ in 1960-61 * It is 

readily Been from the fable 3*3 that only four States, viz** 

Gujarat, Maharashtra* famil ladu and West Bengal * bad a below 

average share of primary sector in the total income. All 

these four states had an above-average per capita income in 

1960-61.

As far se the secondary sector is concerned* its share 
in total income varied from 29*45$ in lest Bengal to 14*07$ 

in Assam* In the tertiary sector alec* the relative share 

varied from 38*71$ in West Bengal to 21*91$ in Aaeam* I'bus,



tfest Bengal bad the lowest share of primary sector and the 
highest share of secondary and tertiary sector as compared to 
other States; and Assets had the highest share of primary 
sector end the lowest share of the secondary and the tertiary 
sector ia comparison with other States* there are again only 
four States, vis*, Gujarat, Maharashtra, I-unJeb and West 
Bengal, where the share of the secondary sector was above- 
average in 1960-61« In Punjab, the share of the primary sector 
was also above the average, while in the remaining three 
States, the share of the primary sector in total income was 
below the average in 1960-61. On the other hand, in as many 
as six States, viz*, Andhra Pradesh, Gujarat, Kerala, Mahara­
shtra, Tamil Kadu and West Bengal, tee chare of tee tertiary 
sector was above tee average in ttt* 1960-61•

If we find out the coefficient of variation of the 
relative shares of tee primary sector, secondary sector and 
tertiary sector to get an idea of the interstate variations 
in the relative shares of these sectors, we find that it turns 
out to be 16.69$, 27*15$ and 16*51$ respectively* Thus, tee 

relative share of the secondary sector shows maximum inter­
state variations as compared to tee other two sectors in 
1960-61• To test broadly the sector hypothesis/stated above, 

we can correlate the relative shares of the primary sector,



secondary sector and tertiary sector with ©or estimetes of 
$tate per capita income in the year 1360-61. the coefficients 
of determination (i.e*, It ) between the State per capita 

income in 1960-61 and the relative ©hares of the primary 
sector* secondary sector and tertiary sector torn out to be 
(-)40*55$* 52.14$* and 30.96$ respectively* i'he correlation 

of State per capita income with the secondary sector is 
significant at 1# level of significance, while the remaining 
two are significant at 5$ level of significance, ffeesc results 
imply that high levels of development are generally associated 
with low share of the primary sector and high shares of the 
secondary and tertiary sectors in total income end vice-veraa. 
We can, therefore, sey that the cross-section data in India 
in 1960-61 are consistent with the sector hypothesis.

let us now turn to the examination of the structure of 
various State economies in the year 1970-71 * fable 3*4

t

presents the sectoral distribution of the net State Domestic 
Product at 1960-61 prices for the year 1970-71 in India.

*19 S.Iuanets also finds support to the sector hypothesis from bis 
analyses of cross-country data sad interstate data for the 
United States. See S.iCussnets* ^Quantitative Aspects of Economic 
Growth of latione - XI- industrial distribution of national 
Product and labour Force*, in Economic DeveLo^ment and Cultural Change* Suppl. to Vol.V, July 19577 and "'I'Susne’liss «Qu^ii-'mr 1 
tative aspects of Economic Growth of nations- III- Industrial 
Distribution of Income and Labour Force by States, United 
States, 1919-1921 to 1955°, op.oit.
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fbe table reveals that there are significant variations in 
the Structure of different State economies in 1970-71 also. 
Relative store of the primary sector varies from 28$ la 

Maharashtra to 59,5$ in Orisea, On an average, the share of 
primary sector is 45*21$, the share of the secondary sector 
is 23*20$ and the share of the tertiary sector is 31#53$ in 
the total income at 1960-61 prices in the year 1970-71* It is 
worth-noting that over the decade 1960-61 to 1970-71» the 
relative share of the primary sector has fallen and the rela­
tive ehares of the secondary and tertiary sectors have 
increased significantly on en average* Again, the sector 
hypothesis seem© to be at work at least on an average.

As far as the share of the primary sector in 1970-71 
is concerned, six States, viz,, Gujarat, Karnataka, Kerala,
Maharashtra, famil B&du and West Bengal, have a share below

\

the average. It should be noted that there is a net addition 
of Karnataka end Kerala in 1970-71 to the corresponding list 
of States in 1960-61 * fhe relative store of the secondary 
sector varies fro® 33$ in Maharashtra to 14$ in Sajaetben*
In six States, vie*, Bihar, Gujarat, Karnataka, Maharashtra, 
famil Kadu and lest Bengal, the relative share of the secon­
dary sector was above average. In Bihar, the share of the 
primary sector was also above average, while in the remaining
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States, the store of primary sector was below average* the 
relative share of the tertiary sector varies fro© 29*620 
in «est Bengal to 22*720 in Haryana* In six states, via*,
Andhra Pradesh, Karnataka, Kerala, Maharashtra, faail ladu 
and West Bengal, the share of the tertiery sector is above 
the average* As co©pared to the corresponding list of States 
in 1960-61, in 1970-71 , Gujarat is replaced by Karnataka*

1'fce coefficients of variation in the relative share of the 
primary sector secondary sector and tertiary sector turn out 
to fee 21*22%, 24*370 ato 19*340 in 1970-71, fhus, in 1970-71 

also, the secondary sector continues to oho® maximum inter­
state variations in term© of it© importance in total income, 
though the extent of variation® as indicated by the coeffi­
cient of variation has declined between 1960-61 and 1970-71»
On the other head, the extent of interstate variations in the , 
relative stores of the primary and the tertiary sectors have 
increased substantially between 1960-61 and 1970-71*

Another worth-mentioning thing is the correlation of the 
State per capita income with the relative shares of the pri­
mary, secondary am tertiary sectors for the year 1970-71. 
file coefficients of determination (i.e.» H2) between the real 

per capita State income and the relative shares of primary, *
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secondary and tertiary sectors turn out to be 8.66$, 17*49$
\

and 2*24$ respectively* Sons of these correlation© are 
significant at 5$ level of significance, thus, the cross- 
section data for the year 1970-71 ie not in eonfirmity with 
the sector hypothesis. Since the sector hypothesis is about 
the course of development of the same economy over a period, 
of time, the cross-section data may not alweya he consistent 
with the sector hypothesis.

for testing the validity of the sector hypothesis, let 
us examine the changes in the structure of different bt&te 
economies in India over the, decade 1960-61 to 1970-71* Compar­

ing the figures given in gable 3*3 and fable 3*4. we find 
that out of fifteen States in India, only in three States vis., 
Gujarat, Punjab, and Hajasthon, the relative share of the 
primary sector has Increased between 1960-61 and 1970-71* In 
all other States, the relative share of the primary sector 
has declined over the period. In the case of the same three 
States, the relative share of the secondary sector has declin­
ed over the period while In the case of the remaining States, 
the relative share of the secondary sector has increased 
over the decade. As far as the relative share of the tertiary 
sector is concerned, it has declined only in two States viz., 
Gujarat end Haryana over the decadei in all other States
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including Punjab and Rajasthan, the relative share of the 
tertiary sector has increased between 1960-61 and 1970-71.

thus, only four States, via., Gujarat, Haryana, Punjab 
and Rajasthan, represent some sort of an exception to the 
sector hypothesis, in all the remaining States, the sector 
hypothesis seems to be quite valid. Out of these four States 
also, only Gujarat represents a genuine exception to the 
working.of the sector hypothesis in the sense that it is the 
only State where the relative share of the primary sector 
has increased and the relative shares of both the secondary 
and tertiary sectors have fallen over the decade 1960-61 to 
1970-71. fhe explanation for this phenomenon may lie In the 
examination of the growth of output in different sectors of 
the State economies over the decade.

IV. Growth of IncoKB in Indian States. 1960-61 to 1970-71 s

<6. close examination of the growth of income is quite 
important not only from the purely analytical point of view 
but alec for the policy purposes. She trends in the struc­
ture of an economy can better be analysed by looking into 
the growth pattern of different sectors of the economy. 
Similarly, trends in the State income inequalities have 
their clue in terms of th© interstate v or 1 at ions in the
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economic growth over the period, from the analytical point of 
view, we can examine some of the interesting hypotheses about 
the interrelationships among the growth of different sectors 
as well as the interrelationship® between the growth of total 
income and growth of different sectors, To illustrate, m can 
scy that a high growth of the primary sector would be associa­
ted with a high growth of the secondary sector, because when 
the agricultural output expands fast, the agro-based indust­
ries would find their raw materials cheap end abundant and 
hence their expansion would also become fast. Similarly, we 
can expect that when the tertiary sector is growing rapidly, 
there will be more facilities end incentives in terms of

f 20
better infra-structure for a rapid expansion of industry.
On the other hand, we also have some obvious hypotheses for 
the underdeveloped country like India# When the agriculture 

is growing at a faster rate, because of its predominance in 
the economy, the economy as a whole will also grow at a faster

*20 These hypotheses are implied by a huge amount of literature 
on the controversy on balanced T/b unbalanced growth.For 
details on this controversy see, K .11. Prasad* "The Balanced 
V/s Unbalanced Growth Controversy * A Critical Survey," in 
Indian Boonoaic Journal, Voi.H, Oct.1966. for a discussion 
0f'’the 'leading”"sector hypothesis (W.W.Hostow) v/b the Induced 
Sector hypothesis (A.O. Hireclman}, see II.Q.Balvi* "Social 
Overhead Capital and Economic Development* An Exploration in 
the Behaviour of the Indian Economy - 1951-69", in J#C. 
Sendessre {ed.)t The Indian Economy - Performance.and Prospects, 
op.oit.
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rate. Siiuo, boom In agrioultur© cen be expected to generate 
boom in the whole economy and depression in agriculture m&& 

bring about a general depression in the economy.

gable 5*5 presents the growth of real net State Domestic 
Product by broad sectors between 1960-61 sad 1970-71 in the 
fifteen Indian States, from the figures given in the table, 

it becomes obvious that there are significant variations in 
growth of SB? in every sector of the State economies. More­
over, in the case of el most every State in India, there are 
significant intersectoral differences in growth of SB? between 
1960-61 and 1970-71 * Intersectoral difference© in the growth 
of income can explain changing importance of different sectors 
in the State economies.

In the earlier section, we found that Gujarat, Eery ana, 
Punjab and Rajasthan represented exceptions to the sector 
hypothesis# la all of thee© four States, the growth of the 
primary sector was phenomenal during 1960-61 to 1970-71• 
Actually, in these four States, the growth of output in the 
primary sector was more than double the growth of the primary 
sector on an average for ail States taken together. Even 
within the economies of these States except Haryana* the 
growth of the primary sector was the highest and the growth of



the secondary sector was the lowest. In Haryana, the 

secondary sector grew at a significantly higher rate as 

compared to the primary sector and the tertiary sector. On 

the other band, in the remaining three Eta tee, the secondary 

sector grew at a substantially lower rate as compared to the 

average rate of growth for the secondary sector for all States 

taken together. Ihie only means that agriculture was very 

favourable in these States and something seriously went wrong 

with the secondary sector probably in terms of its product!- , 

vity, in the sense that productivity in secondary sector 

might not have grown at a satisfactory rate either because of 

the policy factors or because of the technological factorb.

From Table 3.5. we can also see that in Kerala and 

Maharashtra the output in the primary sector actually decli­

ned over the decade, while the highest growth of acout 75# 

in the primary sector was experienced by Haryana. On an 

average, the growth of the primary sector, the secondary 

sector, the tertfsry sector and the economy as a whole, 

turns out to be 23.56#, 59.13#, 47.04# and 37*69# respecti­

vely. As compared to the average, the primary sector la 

&u jurat, Maryana, Karnataka, Orissa, Punjab, Us j as than and 

Uttar'Pradesh grew at a faster rate during the decade. In 

seven States, via., Andhra Pradesh, Bihar, e-ujarat, Punjab,
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Safest ten, Uttar Pradesh ©ad test Bengal, the secondary 
sector grew at a lees than the average rate of growth of the 
secondary sector, fbe highest growth of the secondary sector 
was experienced by Karnataka of about 159$* while the lowest 
growth of the secondary sector of about 18f§ was experienced 
by Rajasthan over the decade. She growth in the tertiary

’t f

sector varies all the way from 1 07$ in Karnataka to 1# in 
Bihar. In Andhra Pradesh, Bihar, Gujarat, Madhya Pradesh, 
farnil Rada, Uttar Pradesh and West Bengal, the growth in the 
tertiary sector was below the average. It is interesting to 
note that in three States, via*, Andhra Pradesh, Bihar and 
West Bengal, the growth in all the three sectors was found 
to to less than the corresponding average* On "tee other hand,
in three States, vis., Haryana, Karnataka and Orissa, the

\

growth in all the three sectors was above average. When we 
talk about the overall growth of the economy, Andhra Pradesh, 
Bihar, Kerala, Madhya Pradesh, Maharashtra, Utter Pradesh end 
lest Bengal fall below the average* the rest of the States 
have experienced an above average growth in total income. She 

fastest growing State is Haryana with m overall growth of 
82.465!' while the slowest growing State is Bihar with only 
18.4?$’ as the overall growth over -the decade 1960-61 to 
1970-71. thus, the fastest growing State grew nearly four 
and a half times as fast as the slowest growing State in 
India over the last decade.



gable 3.6

Growth of State Income and Population la India, 1960-61 to 1970-71

(in For cent)

-Observed Growth Burlap; 1960-61 to 1970-71 in
States SBP at

1960-61
prices

Bank Popula­
tion ,

Bank Per
capita
Beal
Income

Hank

1 2 ................. 3 4

1. Andhra 33.51 < 6) 20..90 ( 2) 10.27 ( 95
2. A seats 37.96 ( 9} 34.50 (15) 2.58 ( 5)
3. Bihar 18.47 ( 1) 21.31 < 3) -2.19 ( 1)
4. Guj arst 51.86 (11) 29.39 (13) 17.47 (10)
5. Haryana 32,48 (15) 32.22 (14) 38.06 (14)
6* Karaataha 78.06 (14) 24.22 ( 6) 43.57 (15)
7. Kerala . 34,94 ( 6) 26.28 ( 8) 6,79 ( 6)
a. M.P. 29.55 C 3) 23,67 (12) 0.38 C 2)
9. Maharashtra 28*75 ( ?) 27.45 (10) 0,99 ( 3)

to. Orissa 49.44 (10) 25.05 ( 7) 19.56 (12)
It. Punkah 62.20 (13) 21.69 ( 4) 33.42 (13)
12. Eajastban 52.32 (12) 27.84 (11) 19.00 (11)
13. ’Smil liadu 33.70 ( 7) 22.30 ( 5) 9.30 (8)

14. fl.T. 30,15 ( 55 19.79 ( D 8.40 ( 7)
15. Yu Bengal 29.98 ( 4) 26.87 ( 9) 2.49 ( 4)

Source : A opendix fables 3A.1 & 3A.2 below.



fo get an idea about the interstate variations in the 

growth of different sectors of the State economies, we can 

find out the coefficient of variation of the growth in 
different sectors. She coefficient of variation turns out 

to be 89.19$ in the primary sector, 34 .5$ in the secondary 

sector, 38.51$ in the tertiary sector and 43*20$ for the 

econonsy as a whole* 1‘hus, the maximum variation ie found in 

the growth of the primary sector and the lowest variation 

is found in the growth of tertiery sector.

At this stage a natural question arises as to what 

explains the interstate variations in the growth of income in 

the whole economy and different sectors* gable 3.6 presents 

grow-Hi of income and population in fifteen States of Indie 

during 1960-61 to 1970-71. Many a times, it is argued that in 

an economy where the population ie rising very fast, the 

pressure on land increases quite rapidly* As a result, the 

growth of agricultural productivity slackens which, in turn, 

reduces the growth of the primary sector* Moreover, it is 

also argued sometime® that in m economy where the population 

is growing very rapidly, the average standard of living does 

not increase significantly and hence the efficiency of an 

average worker gets adversely affected, with the result that 
the economy’s income ends up by growing at a slower rate*
On the other hand, S. Kuanets finds on the basis of inter-



m
-country data that ”in general, there Is a positive associa­
tion between rates of growth of population and pf total 

,#21product.? However, he,argues that there is nothing in­
evitable about such a relationship. In fact, "the relations 
between rates of population growth end those in total and per 
capita product undergo some systematic changes in the course 
of secular development.” fbus, growth of population seems 
to be a ready-at-hand variable besides the growth of diffe­
rent seotors in the economy for explaining the interstate 
variations in the growth of income, fable 3.7 represents 
the coefficient of correlation matrix for the five variables, 
vis., growth of total income, growth of population, growth of 
the primaiy sector, growth of the, secondary sector and growth 
of the tertiary sector.

From the fable 3.7. it becomes obvious that the growth
of population is not significantly correlated with the growth
of different sectors nor with the growth of total income in
different States In India, the correlations with population
growth do not have the expected signs either. Secondly, it is
rather surprising to find practically Ho correlation between

*21 S* * Kuasnets s "Quantitative Aspects of Economic Growth of 
Nations - I - Levels and Variability of Estes of Growth*', 
in Economic Development and Cultural Change. Vol*5, Oct.1956*

*22 Ibid.
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fable 3»7

Coefficient of Correiati on Ma trix

/

Growth During 1960-61 to 1970-71 in
Popula­
tion

Primary d econ clary 
sector sector

Tertiary
sector

Growth of
Primary Sector

0.1636
(3*37$)

Growth of 
Secondary Sector

0.2834
(8.03$)

-0*0224
(0.05#)

Growth of
Tertiary Sector

0.1905
(3*63$)

0*2416 0.7363
(11.67$) (54.21$)

Growth of
Total Income

0.2704
(7.31$)

0,7898 0*5315
(62.38$) (28.22$)

0.8146
(66.36$)

Bote * Figures in the brackets represent K *
Source * gable 3«3 and fable 3*6 above*

the growth of the primary sector and the secondary sector*

The correlation between the growth of the primary sector and 

the tertiary sector also tarns out to be insignificant.
i

However, the correlation between the growth of the secondary 

and the tertiary sectors is statistically significant at 1$ 

level of significance. Similarly* the overall growth of income 

turns out to be significantly correlated with the growth,of 

each of the three sectors* The correlations between the growth 

of total income and the growth of the primary and the tertiary 

sectors turn out to be individually significant at level of 

significance, while the growth of the secondary sector 1©



correlated with the growth of total Income significantly
at 5$ level of significance.

\ '

Moreover, the coefficients of determination (i.e* *, S ) 
between the share of the priraary sector in the initial year 
1960-61 and the growth of the primary sector and the growth 

of the total income in different State© turn out to be 2.12$
and 4•39'$ respectively. Both the correlations are inslgnifl-

\

cant implying thereby that the interestate variations in the 

share of the primary sector in the initial year do not explain 

on an average a significant proportion of the Interstate varia­

tions in the growth of the primary sector and in the growth of 
total income in India. '

Similarly, the rank correlation coefficient between the 

growth of total iwoim and the levels of State per capita 
income in 1960-61 turns out to be +0.1643 which is ^slgnlfi- 

cant. this only implies that the growth of different 
State economies in India during the last decade does not

*23 Of. R.L.Bfister* "External frade and Regional Growth* A Case 
Study of the Pacific northwest", in Economic ffevelopssant and 
Cultural Sfaange, Vol.11, Bo.2, Part I, #iah.irifleCer^' 
also fims the hypothesis that 0specialisation in primary 
products means that growth will necessarily be slov# relative 
to more industrial issefi areas" to be not valid in all cases 
on the basis of his case study.

*24 E.E.Sagen and O.Hawrylyabya: “Analysis of .‘World Income and 
Growth, 1953-65", in Economic Development end Cultural Change. 
Vol.18, Bo.1, Bert II,Cot.1969. ihey also find similar 
conclusion for the group of less developed countries*
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■confirm the fcypo thesis that a relatively more developed 
S-tate grows at a faster rate than a relatively less developed 
State* In fact, from the fable 3*6 above, we find that growth 
in Maharashtra and ‘feat Bengal is less than that in the States 
like Kerala, Orleea and Rajasthan. Finally, the rank correla­

tion coefficient between the growth of per capita*real income 
and the growth of population among the States of India turns 
out to be insignificant at -0.0214. It only rejects the 
popular belief that wherever the growth of population is high, 
the growth of per capita income in likely to be low.

It is also interesting to examine the interrelationships , 
between growth of income and certain other factors like growth 
of urbanisation, literacy rate and age composition of the 
population. She levdls of these factors arc- frequently token 
to reflect the level of development of a particular region. 
Urbanization is measured m the percentage of urban popula­
tion in the total population in the region*Similarly, lite­
racy rate and age composition of the population ©re usually 
measured as the percentage of literate population and of 
population belonging to the age-group 15 to 55 in the total 
population of the region respectively* She higher these per­
centages , the higher is taken to be the level of the develop­
ment of the region• It le therefore expected that there
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Table 3.S

G-rorth of Selected Iraiteatorg of Development - 1960-61 to 1970-71

(in Per cent)

Staten
Growth
in
total
SBP

Growth
in
BOX

Growth 
in De­
gree of 
urbani­
sation

Growth
in
literacy
rate

Growth 
in Age 
composition

1 2 .....3.......... 4 5 8

1• Andhra 33*51 10.27 10.72 15.95 -1.97
2* Assam 37*96 2.58 20.03 4.97 -4.35
3* Bihar 18.47 -2.19 18.62 8.37 —1.04
4» Gujarat 51.86 17.47 8.96 17.54 -0.90
5. Haryana 82.43 38.06 2.50 27.14 -0.02
6. Karnataka 78.06 43*57 8.87 24.09 -1.23
7. Kerala 34*S4 6.79 7*48 28.96 +3.88
8. M.P. 29.35 0.38 14.00 29.25 -6.45
9. Maharashtra 28.75 0.99 10.45 31*39 -2,05

10. Orissa 49.44 19.56 33.07 20,87 —6*49
11. Punjab 62.20 33.42 2.91 27.10 -0.02
12. Hajasthaa 52.32 10.00 8.29 25.38 -3*53
13* 'i'amil Hadu 33.70 - 9.30 13.3S 25.63 -0.55
14. U.?. 30.13 8.48 9.11 23*34 -3.40
15* v;.Bengal 29.93 2.49 1.23 13.39 —4.44

Source * Appendix Sable 1A.1 and Sable 3.6 above.
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should be a positive aeeociatieu between the growth of these 

ratios ©ad the growth of income over a given period of time. 

fable 3*8 presents the growth of these three ratios along 

with the growth of total and per capita real income in 

different State© in India over 1960-61 to 1970-71. She 

coefficients of determination (r ) between the growth of total 

real SI)? and the growth of urbanization, literacy rate and age 

composition turn out to be (~)7»56$, 6.63$ and 4*40$ respe­

ctively | while the coefficients of determination between the 

growth of State per capita real income end the growth of the 

above-mentioned three ratios turn out to be (-)7*53$, 10.67$ 

and 6.52$ respectively, ill the correlations are statistically 

insignificant implying that no decisive association exists 

between the growth of income and growth of these ratios.

Here interesting thing to not® is that the correlations 

involving growth of urbanization turn to be negative,; though 

insignificant. Shis only Implies that higher growth of State 

incosse is not asBoelated on an average with high growth of 

urbanisation, in fact, exactly' opposite is likely to be the 

case in India during the sixties.

To conclude this section, we can cay that the interstate 

variations in the growth of the scenery a© a whole are 

significantly correlated with the interstate variation® in
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the growth of the three broad sector's. la the next section, 

we attempt to isolate the exact contribution of each of the 

three sectors in the observed, growth of total income in 

different state economies in India*

V• Contribution of Broad Sectors to the 

Growth of Income in Indian States *

In order to isolate the contribution of individual 

sectors to the total growth of the economy, in the first 

place, we require a consistent frarae-worSt. The required 

frame-work eon be readily constructed on the basis of acme 

simple definitional equalities in the following way?

If we denote total income in an economy as Y, income fro® 

the primary sector as YP, income from the secondary sector as 

YS and income from the tertiary sector as Yf, then we have the 

following identity :

I » YP + YS + YT

Taking absolute changes on both the sides, we have
AT »A(Y? s- lb i- XT)

A-f a All5 'I- AYS + AYS

• AX AX? 4-A?S 4AYS?
* . y - y

AX? . AYS ^ AYT
“ f~ * T ~T~

YP
X

ATP xs AYS
YS

. XT ATT 
+ Y * XT
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i.e., GY * RP.G? 4 SS.GS 4 Ef.Gf

where GY represeats overall growth of income in the economy; 

G3?» GS and 8f represent the growth of the primary sector* the 

secondary sector and the tertiary sector respectivelyi and 

IP, R8 and RY represent the relative shares of the primary, 

secondary and tertiary sectors respectively in the initial 

year. She absolute contribution of the primary sector in the 

total growth of the economy is HE.GP. Similarly, RS.GS and 

Rf.GY represent absolute contribution of the secondary and 

tertiary sectors respectively in the total growth of the 

econoicy. fbe relative contribution of the primary eeotor in 

the total growth of the economy is which is the

same thing a© AYP/ Similarly we can find out the

relative contribution of the other two sectors in the total 

growth of the economy* fable 3*9 presents the absolute and the 

relative contributions of the individual sectors to the 

observed growth of total income, so derived, in different 

States in India*

On an average, the contribution of the primary sector, 

secondary sector ana tertiary sector turns out to be 11.87,

*25 Cf. S.Swauys !! Economic Growth in Chins, and India,. 1552-7© - A 
Comparative Appraisal'5 in Economic Development and Cultural ' 
Change, ¥©1.21, So.4, rart'ix, July 1973« He also 'separates 
tbe^rclatlve contribution of agricultural sector in a similar 
way, and calls it product contribution o£ the sector.
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11.86 and 13*92 percentage points in absolute terms and 

31 *53#> '51 *50$ and 36.97fi in relative terms* From th® Table 

3*9* it can be seen that the highest contribution of the 

primary sector in absolute terms of about 44 percentage points 

is found in Haryana while in relative terms, the contribution 

of the primary sector is highest (nearly 65f£) in Rajasthan, 

This only implies that if the primary sector would not have 

grown as rapidly as it has actually grown in Xi&;J ©stben, the 

overall growth of Rajnstban would have been reduced to a 

considerable extent, while under similar circumstances the 

overall growth of Haryana would not have declined that sharply. 

She other implication of this observation is that dven though 

agriculture happens to be dominant in Haryana, the other 

sectors are also accounting for a slseabl© proportion of the 

overall growth of the economy. On the other hand, the growth 

of the economy of Hajesthan is almost exclusively dominated 

by agriculture only and lacks the tendency toward© diversi­

fication.

Moreover, we con see from the table that in ©even States, 

viz., Bihar, Karnataka, Kerala, Madhya Pradesh, Maharashtra, 

Tamil Hadu and West Bengal, the relative contribution of the 

primary sector turns out to be below average. Here again, 

except Karnataka, in all the other six States the overall
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growth of total income turns out to be lees than the average. 

If we look at it in a different way, it implies that these 

States are growing at a slow rate largely because the agri­

culture in these States experienced either depression or 

extremely slow growth over the last decade.

As far as the contribution of the secondary sector is 

concerned, it is above-average in absolute terms in Assam, 
Heryana, Kernetaka, Kerala, Maharashtra and famil Saduj while 

it ie above-average in relative terns in as many os eight 
States, viz., Assam, Bihar, Karnataka, Kerala, Madhya Pradesh, 

Maharashtra, Tamil Kadu and West Bengal. In Haryana, though 

the absolute contribution, of the secondary sector is above- 

average, the relative contribution of the (secondary sector 

is below average. On the other hand, in Bihar, Madhya Pradesh 

cud Pest Bengal, the relative contribution of the secondary 

sector is above-average though the absolute contribution is 
beiow-average. Ibis con be explained in terms of the overall 

growth of the economy. In Haryana, the overall growth is 

significantly above average? hence, a high contribution of the 

secondary sector in absolute terms also does not give a 

relatively high contribution in relative terms., Ae against 
this, in Bihar, Madhya Pradesh and West Bengal, the overall 

growth itself is very low, hence even a small contribution
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ifi absolute terms figures as high contribution in relative 

tsrms.

However, it ie the contribution in relative terms that 

reflects the importance of a sector in the growth experience 

of a particular economy* ftae contribution of the tertiary 

sector is above-average in relative terms only in six States* 

via., Andhra Pradesh, Karnataka, Kerala, Maharashtra, gamil- 

Kadu end V/cst Bengal, while it is above-average in absolute 

terms in aa isany as eight state®, viz., Gujarat, Haryana, 

Karnataka, Kerala, Maharashtra, Punjab, Rajasthan and gamil- 

Baflu. in Gujarat, Haryana, Punjab and Raj as than, the contri­

bution of the tertiary sector in absolute terms is above- 

average while the same in relative terms is below-av©rage. On 

the other hand, in Andhra Pradesh end **eot Bengal, the contri­

bution of the tertiary sector in absolute terms is below 

average while the same in relative terms 1© above-average.

Another interesting thing to observe from gable 3*9 

is that only in Haryana and Karnataka, the contribution of 

all the three sectors in the overall growth is above average 

in absolute terms. However, the growth experience of these
!

two States is significantly different• In Haryana, the 

contribution of the primary sector is more than 50$ in



134

relative ter as, then cone© the secondary sector in terms of 

relative importance and the tertiary sector is least important

as far a© the total growth of the economy 1b concerned* te
’ll

can say it is primary (Ln agricultural State where the 

importance of agriculture still continue© to be high* As

against this, Karnataka is the State where the tertiary sector
{

plays the most important role in the total growth of the 

economy, then comes the secondary sector end the last comes 

the primary sector* Shis only means that the real dynamic 

force© for diversification of the economy are actually in 

operation in Karnataka. On the other side, we have States 

like Andhra Pradesh, Bihar, Madhya Pradesh and West Bengal 

where the contribution of ell the three sectors to the over­
all growth of the economy i© below average in absolute terns. 

These are the States which are largely starving for growth in 

general and in the agricultural sector in particular.

The above exercise does reveal an important fact that . 
overall growth of the econony is & combination of (l) the 

structure of the economy in the Initial year and iii) the 

growth of different sector© in the economy. Borne States ©ay 

be enjoying a favourable structure in the initial year but 

unfavourable growth on an average in different sectors in the 

economy, while come States may be experiencing a favourable
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growth ia the economy but unfavourable structure of the State 
economy in the Initial year.

Obviously, it will be of -great practical importance. If 
we can somehow cleaeiXy different States Into the categorise 
of favourable and unfavourable growth and structural factors 
from the viewpoint of total growth in the economy during 
1960-61 to 1970-71. fortunately, it is possible to measure the 
effect of structure cad sectoral growth on the observed 
overall growth of the economy. If we apply the average growth 
of each sector to the actual oeotorsl composition in eaoh 
state, v,e generate as expected growth series dm only to the 
differences ia the structure of the State economies. If its 
deviation from the average total growth turns out to be posi­
tive, the structural factors in that particular State econoey 
can be regarded as favourable and if its deviation from the 
average to tel growth Is negative, the structure of the State 
economy is unfavourable. Similarly, if we apply the average 
structure to the actual observed sectoral growth In different 
State economies, we generate sa expected growth series due 
only to sectoral growth factors in the State economies. Its 
deviation from the average total growth would determine whether 
growth in the'State economy is favourable or unfavourable*
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gable 3.10

State growth Xneqtu3.itlea - Contribution of Structure ami 
Sectoral Growth of State domestic Beal Prod wot

(ia Percentage points)

, States

Expected. Growth Rate 
Bus to the

deviations from the
Average of the Expected 
Growth Due to

8 true- 
ture

Sectoral
Growth

Struc­
ture

Sectoral
Growth

i 2 3 " 1 4 5

1# Andhra 35*95 35*3© - 1.70 * 2.35
2. Assam 33*72 45.33 - 3*93 + 7.68
3. Bthar 36.87 18.89 - 0*78 -18.76
4* Gujarat 41*15 54.92 + 3*50 -6-17*27
5* Hazy ana 35.33 83.70 - 2.32 +46.03
6. Karnataka 36.08 83«17 - 1.57 +45.52
7. Kerala 36.48 38.0? - 1.17 + 0.42
8* M.P* 35.58 32.15 - .2*0? - 5.50
9* Maharashtra 40.40 22.13 4 2.75 -15.52

10* Orissa 34.23 51.45 - 3.42 +13*80
11* Punjab 37.49 62.63 - 0.16 +24.98
12. Rajasthan 36.48 51.24 - 1.17 +13.59
13* fassll Sadu 37.71 33*84 + 0.06 - 3.81
14* 0.P. 34.71 31 *58 - 2.94 - 6.0?
15* West Bengal 43.13 26.85 + 5.48 -10.80

fotal 37.65 . 37.65 0 0

Source* See the text*
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gable 3»1Q preseats the expected growth series so 

calculated and their deviations from the average total 
growth (i.e., the expected growth less the average total 

growth)* From this table, the classification of the States 

into favourable & unfavourable structural factors and f&vou- 

< rable & unfavourable growth factors categories becomes easy* 

Shi® classification is presented below in a tabular form s

Favourable
Structure

Unfavourable
Structure

favourable Gujarat Assam,Haryana, Karnataka,
Growth Serais, Orissa, Punjab,

S&Jastben*

Unfavourable Maharashtra, ffamil- Andhra Pradesh, Bihar,
Growth Nadu, West Bengal Madhya Pradesh, Uttar- 

Pradesh.

From the above exercise, it becomes clear that barring 

four State®, vis., Gujarat, Maharashtra, famil Sadu and West- 

Bengal, all other States are suffering fro® unfavourable 

structure of the State economies* If seme radical measures to 

diversify these State eoonramie® are not taken in near future, 

the growth in these State economies is bound to experience a 

downward pull on account of unfavourable structure of the 

econo®?* In as ©any as four States, vis*, Andhra Pradesh, 
Bihar, Madhya Pradesh and Uttar Pradesh, the growth as well as
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structure turn out to be unfavourable, there i® a genuine 

'starvation of growth in these four states.

to make some sound policy recommendations for improving 

the existing balance of growth of income in different State 

economies* we require to analyse further the growth experience 

of different State economies by considering the worker rates, 

industrial structure, productivity per worker in general and 

capital intensity & output-capital ratio in particular, 
prevailing in different State economies in India in 1960-61 

and 1970-71 * In the next two chapters, therefore, we make an 

attempt to estimate these crucial variables in different 
State economies in India.
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Appendix Sable 3A.1

Income end Population in Indian states, 1960-61

States

Per capita SBP at Popula-
OJ’I? at 1960-61 tion
1960-61 prices
prices 1
(in Ss.) (8s.lakba■)(in1000)

Cumulative Relative 
Freauency

Population SD? at 
1960-61 
prices

1 2 3 4 5 g—

1. Orissa 229 39520 17549 0.0412 0.0302
2* Bihar 228 105862 46555 0.1502 0.1110
3* tf.P. 238 179282 73746 0*3233 0.2449
4. »*P. 261 34381 32372 0.3993 0.3093
5* Rajasthan 279 96150 20155 0.4466 0.3522
6# Kerala 280 47250 16904 0.4863 0.3083
7* Asdbra 292 105008 35984 0.5707 0.4685
0. Karnataka 319 75325 23587 0.6260 0.5260
9* Assam 349 41492 11873 0.6539 0.5577

10. fasail Badu 399 119636 33687 0.7329 0.6491
11. Barjaaa 360 27348 7591 0.7507 0.6700
12. Gujarat 372 76839 20634 0.7991 0.7287
13* Punjab 374 41682 11136 0.8252 0,7605
14* Maharashtra 403 159271 39553 0.9180 0.8821
15* W.Bengal 442 154274 34926 1,0000 1.0000

Source* fable 2.1 above and the Gen sub of India. 1961«
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Appendix ffabHc 3A.2

Income and Population la Indian States. 1970-71

Per capita 
SB? at

SDP at
1960-61

Popula­
tion

Cumulative Ifcel&tive 
f recue near

States 1960-61 
prices 
(in 8s.)

prices

(ia. lakhs) (in* 000)

Popula­
tion

8 BP at 
1960-61 
prices

' i ' £...... 5 ' 4 " 5 6

1. Bi bar 223 125416 56353 0.1062 0.0696
2. tf.P. 258 228098 68341 0.2728 0.1961
3. II.P. 262 109146 41654 0.3513 0.2566
4. Orissa 269 59059 21945 0.3927 0.2893
5. Kerala. 299 63757 21347 0.4329 0.3247
6. Andhra 322 140199 43503 0.5149 0.4025
7* lajasthan 332 85530 25766 0.5635 0.4500
Q, Assam 358 57242 15969 0.5936 0.4818
9. Sarail Uadu 388 160024 41199 0.6713 0.5706

10. Maharashtra 407 205062 50412 0.7663 0.6844
11* GuJ arat 437 116686 26698 0.8166 0.7491
12. W.Bengal 453 200528 44312 0.9001 0.8604
13. Karnataka, 458 134125 29299 0.9554 0.9348
14. Haryana 497 49905 10037 0.9744 0.9625
15. Bun Jab 499 67607 13551 1.0000 1.0000

Source* gable 2.1 above, and the Gensue of India, 1971*


