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INDIAN ECONOMICS 

Chapter-1     STATE OF INDIN ECONOMY ON THE EVE OF INDEPENDENCE 

The battle of Plassey in 1757 laid the foundation of British rule in India. The 
British rule converted our prosperous economy into a backward, stagnant, 
depleted and disintegrated economy.  

WHAT IS AN ECONOMY? 

An economy is a system of earning livelihood. 

In other words, economy is the aggregate of economic activities of the country within which 
various types of goods and services are produced, distributed and consumed. 

An economy may be classified into three sectors, namely primary, secondary and tertiary 
sectors. 

FEATURES OF INDIAN ECONOMY AT THE TIME OF INDEPENDENCE 

The Indian economy went through many changes during the British rule turned our 
economy into a colonial semi-feudal, stagnant, backward, depreciated, dependent and 
disintegrated economy. 

An economy which is made to serve the interests of its rulers is called colonial economy. 

India – A stagnant economy on the eve of on independence 

Growth rate of output was less than 2%. 

Growth rate of per capita income was just 0.5% per annum. 

Agriculture was the only economic activity. 

The colonial government never made any sincere effort to estimate India’s national and per 
capita income. However, some individuals made attempts in this regard. 

The individuals’ estimates of the national income and per capita income were provided by 
Dadabhai Naoroji, William Digby, Findlay Shirras, V.K.R.V. Rao, and R.C. Desai.  

 

STATE OF MAJOR ECONOMIC SECTORS 

 1. State of Agriculture on the eve of independence 

India’s agricultural sector had the following features: 
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(a) Stagnation: Agriculture was the main activity of the people at the time of independence.  
Livelihood. But this was stagnated due to the following reasons:  

(i)Land revenue (or tenure) systems 

(ii)Use of old and out dated techniques 

(b) Low level of production and productivity 
(c) Forced commercialisation of Agriculture 
(d) Heavy dependence on rainfall 
(e) Landlord tenant relations 
(f) Subsistence farming 

 
2. State of Industrial sector 

Due to exploitative policies of British rulers, Indian industrial sector was very poor. 
The British rule in India led to the decay of world fame traditional Indian handicrafts cotton 
and silk textiles, metal and precious stone works etc. 
Due to lack of investment opportunities, growth of modern industries did not come up. 
The poor state of industrial sector becomes clear from the following: 
(a) De-industrialisation: It implies destroying the industrial activities in a country or a region. 
The policy of de-industrialisation in India as adopted by the British govt. had two fold 
motive/objectives: 

 First, to reduce India to the status of a mere exporter of raw-material for the 
upcoming modern industries in England and 

 Second to convert India into a market for finished products of those same countries. 
(b) Very few modern industries: Only those industries were developed which could serve           

British interests. These industries included cotton, jute, iron and steel, plantations, mining, 
sugar, paper, match industries etc. 

(c) Lack of capital goods industries: Capital goods industries refer to those industries which 
can produce machine tools, which are in turn, used for producing consumer goods.          
Tata Iron and Steel Company (TISCO) was the only important basic industry at that time 
which was established in 1907. 

(d) Limited role of public sector: Public sector as confined only to the railways, power 
generation, communication, ports and some other department undertakings etc. 

(e) Managed Agency System: Under this system, big industries in the country were managed 
by agents who got high commission for their services. 

(f) Contribution to GDP:  The growth rate of the industrial sector and its contribution to the 
country’s GDP was very small. 

(g) New pattern of demand 
  

3. Foreign Trade 
The state of India’s foreign trade at the time of independence is discussed as under: 

(a) Exporter of primary products and importer of finished goods. 
(b) Monopoly control of India’s foreign traded-India was being a British colony, exports 

and imports of the country became under monopoly control of the British govt. 
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Further, the opening of Suez Canal in 1869 greatly reduced the transportation cost 
between India and Britain.  

(c) Surplus trade- India’s foreign was the generation of large export surplus. 
 Export surplus refers to a situation in which exports of a country exceed its 

imports. 
 There was export surplus throughout the colonial period, but it did not 

result in any flow of gold or silver into India. There was drain of India’s 
wealth into Britain, because of the following: 

 The surplus was used to make payments for the expenses incurred by the 
office set by the colonial government in Britain. 

 The surplus was used to expenses on war fought by the British govt. 
 Surplus was used to pay for the import of invisible items. Such payments 

were termed as ‘home charges’ which amounted to Rs. 40 crore per annum. 
4. Infrastructure 

Infrastructure refers to the facilities and services which are useful for economic and social 
development of the country. 
During British rule some basic infrastructure was developed in the form of roads, railways, 
ports, water transport and posts and telegrams. 
The real motive behind this development was to serve their own interests instead of 
providing basic amenities to the people. 

(a) Transport 
i. Railways: The British introduced railways in 1850 and Indian railways begun 

operations in 1853, when the first railway train was started between 
Bombay (Mumbai) to Thane. 
 The railways affected the structure of Indian economy in many ways: 
 It encouraged the process of industrialisation India’s industrial 

development e.g. cotton textile industries in Bombay, jute industries in 
Calcutta, tea plantation in Assam and Bengal. 

 It enables people to move from one region to another to promote 
national unity. 

 It encouraged commercialisation of Indian agriculture  
 The volume of India’s foreign trade expanded substantially. But its 

benefits did not accrue much to the Indian people. 
 The social benefits which Indian people gained to introduction of the 

railways, where outweigh by the country’s huge economic loss on 
account of drain of Indian wealth. 

ii. Roads: Roads were built primarily to mobilize army within India and carrying 
out raw- materials to the nearest railway station or to the port to send it 
Britain. Road provide cheap and rapid transport system especially for 
distance travel. 

iii. Air and water transport: The colonial dispensation took major for 
developing Island trade. Island water ways proved to be   uneconomical as in 
case of coast canal on the Orissa coast. 
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(b) Communication: Post and telegraph were the most popular widely huge means of 
communication. The introduction of electric telegraph in India was to maintain land 
order in the country. 

 The postal services, despite having wide utility and improved 
administrative efficiency. 

 The first stamp was released in 1852 and first telegraph line was started 
in 1853. 

 Causes of infrastructural development ---The main reason to 
develop infrastructure was to serve the colonial interest i.e. 

 
 To have effective check on the vast Indian economic territory 
 To make huge profits linking railways with  major Indian parts 
 To invest British funds in India to make profits 
 Real motive to develop infrastructure was not to provide basic amenities 

to the people but to serve various selfish interests of the British govt. 
 

5. Adverse Demographic Condition 
(a) High death and birth rate 
(b) High infant mortality rate 
(c) Mass illiteracy 
(d) Low life expectancy 
(e) Low standard of living 
(f) Lack of public health facility 

 
6. More dependency on primary sector 

Largest share of work force which was 72% was engaged in agriculture.10% in 
manufacturing while 18% workforce was engaged in service sector. 
Some positive side- effects of the British rule in India 
 Provided transport facilities 
 Development of ports 
 Provision of post and telegraph services 
 British govt. left a base of a strong and efficient administrative set up 
 Political and economic unification of the country 
 Evolution of banking and monetary system 
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Assignment 1 

Objective type questions (1 mark) 

1. India’s first official census was undertaken in_________. 

2. Railways were introduced in India in: 

      (a) 1881        (b) 1853         (c) 1869         (d) 1850 

3. Who made the first scientific estimate of national in India during British period? 

4. An industry that produces machines for production of goods meant for consumption is 
called______________. 

5. TISCO was established in_______________. 

6. _________ and _______ industries were adversely affected due to partition of the country in 
1947. 

7. Identify the correct sequence of alternative given in Column II by match them with respective 
terms in Column I: 

              Column I 
 

(a) Opening of Suez Canal 
(b) Tata Iron and Steel company 
(c) Battle of Plassey 
(d) Zamindari  system 

                           Column II 
 

(i)  1757 
(ii) 1793 
(iii) 1907 
(iv) 1869 

 

 

8. What was the most important cause of growing poverty in India during the British rule? 

9. When was the first train started in India? 

10. What is occupational structure? 

Short Answer Type Questions       (3/4 Marks) 

1. Explain two causes of backwardness of Indian economy at the time of independence. 

2. What was the two fold motive behind the systematic de-industrialisation effected by the British in 
pre-independent India? 

3. What factors led to the depletion of Indian economy under the British rule? 

4. What do you understand by the drain of Indian wealth during the colonial period? 
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5. The traditional handicrafts industries were ruined under the British rule. Do you agree with this 
view? Give reasons. 

6. How did commercialisation of agriculture help the British rulers? 

7. Why was trade surplus not utilised for growth and development of India during the colonial 
period? 

8. Which challenges were present before the Indian economy at the time of independence? 

9. Indicate the volume and direction of trade at the time of independence. 

10. What objectives did British government want to achieve through its economic policies? 

Long Answer Type Question       (6 Marks) 

1. Briefly discuss the condition of the Indian economy at the time of independence. 

2. Is it correct to say that the British established very important infrastructure of the economy, which 
still help the economic development of our country? Mention these infrastructures and give some 
details. 

3. Write a note on colonial exploitation of India’s foreign trade. 

4. Underscore some of India’s most crucial economic challenges at the time of independence. 

5. Were there any positive contributions made by the British in India? Discuss. 

 


