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What is an Economy 

An economy is that structure in which various economic activities related to agriculture, 

industries, banking, insurance and communications are performed. These economic activities 

make production of goods and services on one hand and generate opportunities of 

employment and livelihood on the other hand. 

Thus, every economy performs two main functions:- 

1) It produces various goods and services for satisfying human wants. 

2) It provides avenues of employment and livelihood to people. 

Structure of an Economy 

 

 

Indian economy on the eve of Independence 

 The structure of Indian economy on the eve of Independence can be studied under two 

heads: 

1.  Indian economy on the eve of Independence – Colonial, Semi-feudal, Backward 

and Stagnant Economy. 

2. Features of Indian economy at the Time of Independence. 

Indian economy on the eve of Independence – Colonial Economy 

At the time of independence, Indian economy was having the status of colonial economy. 

Colonial economy is governed by foreign rulers and all economic policies and decisions are 

taken by the ruler country. Following are the features of colonial economy:- 

a) India was an exporter nation of raw material and agriculture product to British 

industries. 

b) Products of British industries were sold in Indian market. 

c) Indian resources were exploited with foreign capital investments in India. 

 



Indian economy on the eve of Independence – Semi-feudal economy 

At the time of independence Indian economy was semi-feudal economy i.e., neither it was a 

fully Feudalist nor fully capitalist in nature because: 

a) Feudalism was prevailing in agriculture sector. Zamindari system is one of the 

problems faced by agriculture sector. 

b) Indian industrial sector was having large industries of cotton, jute, iron, paper etc. and 

these were converted into capitalist enterprises. 

Indian economy on the eve of Independence - Backward economy 

In backward economy, poverty prevails, the standard of living is low and rate of capital 

formation is very low- all these features make growth rate appropriately zero. Following are 

the features of backward economy: 

a) Low productivity of food grains and agriculture as main source of livelihood. 

b) Handicraft industry was exploited and ruined by British industry. 

c) Unbalanced and limited growth of infrastructure- transport, communication, 

electricity. 

d) Low literacy rate, high birth and death rate. 

Indian economy on the eve of Independence – Stagnant economy 

There was no growth in the economy of India during British rule. Following are some of the 

features:- 

a) The level of agricultural production, industrial production and per capita income 

remained almost unchanged. 

b) No change in the technique of production in agriculture sector. 

c) Agriculture sector is the only source of livelihood to vast population. 

 

Features of Indian economy at the Time of Independence 

1) Agriculture dominant occupational structure: At the time of independence 72% 

population was dependent on agriculture. 

2) Disparities in sectoral contribution in national income: At the time of 

independence agriculture sector contribution was 59%, secondary was 14% and 

tertiary was 27% in national income. 

3) Agricultural backwardness: At the time of independence 72% of total population of 

country was dependent on agriculture for their livelihood. Exploitation by Zamindars 

and heavy land tax was also a major problem among the farmers. 

4) State of industry: De-industrialisation policy ruined Indian handicrafts.Export of raw 

material to England at lower price, selling of imported goods at high price are some of 

the difficulties faced by the industries at that time. Private sector was prominent, on 

the other hand public sector was having limited operations. 

5) State of trade:  Restrictive and discriminatory trade and tariff adversely affected the 

nature, composition and size of foreign trade in India. 



6) Economic infrastructure: During the British rule, some basic infrastructure was 

developed in the form of railway, water transport, ports, post and telegraphs, etc. The 

transport facility was not developed throughout the country, but only restricted to 

limited area. 

7) State of social infrastructure: At the time of independence Literacy rate was only 

17%, and female literacy rate was 7%. High birth and death rate prevails in country. 

Standard of living was very low. 

 

Country's Partition and its Economic effect 

1) Unbalanced distribution of Industrial activity: After division, India got 77% land 

area and 82% population from undivided India. 91% industrial units and 93% of 

employment labourers came in share of India. 

2) Shortage of foodgraind: After division, food grain problem in India became worse. 

West Punjab and Sindh which became part of Pakistan were the producing area of 

ample food grains. 

3) Lack of skilled artisans: In undivided India, main skilled artisans were Muslims who 

shifted to Pakistan after division. East Punjab and West Bengal particularly faced the 

problem of non- availability of skilled labourers after partition. 

4) Loss of markets: Division of country restricted the number of consumers. Large 

population of country was unable to get goods from India. 

 

Positive contribution of British rule 

1) Improvement in agricultural productivity due to commercialisation of agriculture. 

2) Developments of basic infrastructure like Railways, Post and Telegraph, Roadways, 

etc. 

3) Introduction of modern banking, insurance and finance system. 

4) Promotion to private industrial investment. 

 

Important questions 

1) What do you understand by the term Economy? 

2) What was the structure of Indian economy at the time of Independence? 

3) What was the feature of Indian Economy at the time of Independence? 

4) Explain the positive impact of British rule in India? 


