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1.	Part	A:	Basic	Economic	Concepts.	NATURE	OF	ECONOMICS	Economics	is	all	around	you.	It	is	about	how	society	deals	with	the	problem	of	scarcity.	We	Basic	cannot	have	everything	we	want,	whether	it	refers	Economic	to	continuous	holiday	or	perfectly	clean	air.	We	Concepts.	have	to	make	choices.	Economics	is	the	study	of	how	society	makes
these	choices.	Economics	is	not	just	about	incomes,	prices,	and	money.	Sometimes	it	makes	sense	to	use	markets;	sometimes	we	need	other	solutions.	Economic	analysis	helps	us	to	decide	when	to	leave	things	to	the	market	and	when	to	override	the	market"	-David	Begg,	Stanley	Fischer	and	Rudiger	Dornbusch	1	Origin	of	Economics	Economics	is	a
branch	of	social	science.	It	commenced	with	the	publication	of	Adam	Smith's	book	"An	Inquiry	into	the	Nature	and	Causes	of	Wealth	of	Nations"	in	1776.	Before	that	economics	was	a	part	of	politics,	ethics	and	religion.	In	early	and	middle	part	of	the	19th	century,	it	was	called	political	economy.	Towards	the	end	of	century,	it	was	called	"Economics"	a
change	from	political	economy.	Economics	was	derived	from	the	Greek	word	Oikos	(house	and	to	manage).	Thus,	economics	means	to	manage	household	affairs	with	limited	fund	available	in	the	most	economic	manner	possible.	2	Definitions	of	Economics.	Economics	has	been	defined	in	different	ways	in	different	times	such	as	(1)	Wealth	(2)	Welfare
(3)	Choice	and	(4)	Growth.	Adam	Smith:	Adam	Smith,	the	father	and	foremost	among	the	classical	economists,	defines	economics	as	the	science	of	wealth.	His	book	"An	Inquiry	Into	The	Nature	And	Causes	Of	Wealth	of	Nations"	is	itself	the	definition	of	economics.	The	implications	of	this	definition	are	(i)	Human	beings	have	wants	to	satisfy;	(ii)	The
main	concern	of	economics	is	the	satisfaction	of	human	wants;	and,	Babasab	patil	notes	2.	(iii)	Wealth	satisfies	human	wants.	Thus,	the	study	of	economics	show,	how	wealth	is	produced	and	spent.	J.	B.	Say,	another	classical	economist	also	has	given	similar	definition.	In	his	words,	"Economics	is	the	science	which	creates	wealth".	Thus,	wealth	is	main
subject	matter	of	economics.	Classical	economists	Ricardo,	Malthus	and	John	Stuart	Mill	have	followed	Adam	Smith's	definition.	Criticisms	of	Adam	Smith's	Definition:	(i)	Dismal	Science:	Some	eminent	literary	writers	of	18th	century	like	Carlyle	and	Ruskin	were	very	critical	about	Adam	Smith's	definition	of	wealth.	According	to	them,	economics	is
the	"Gospel	of	Mammon"	or	the	"God	of	Riches".	It	teaches	people	how	to	acquire	wealth.	They	criticised	economics	as	dismal	science	and	as	such	it	disregards	the	fulfillment	of	spiritual	life.	However,	their	criticisms	were	also	not	completely	right.	Even	a	hermit	who	has	denounced	materialistic	world	cannot	survive	without	basic	minimum
necessities	of	life.	Thus,	earning	and	spending	cannot	be	regarded	as	selfish	activities	(ii)	Wealth	Is	Not	An	End	In	Itself:	The	main	defect	of	Adam	Smith's	definition	of	economics	is	that	it	lays	too	much	emphasis	on	wealth.	Wealth	is	not	an	end	in	itself.	Wealth	is	important	because	it	satisfies	human	wants.	Thus,	human	is	primary	concern	of	study
and	wealth	is	only	secondary.	Another	defect	of	Adam	Smith's	definition	is	the	classification	of	economic	and	non-economic	man.	An	economic	person	is	that	person	whose	main	concern	in	life	is	to	earn	money	and	non-economic	person	is	one	who	is	not	after	wealth.	In	actual	life,	it	is	very	difficult	to	find	a	person	who	is	not	motivated	by	number	of
things	like	love,	affection	patriotism,	profit	etc.	Alfred	Marshall:	Alfred	Marshall	was	the	founder	of	the	“welfare	school”.	He	was	very	much	affected	by	the	criticism	on	Adam	Smith's	definition.	He	Babasab	patil	notes	3.	tried	to	save	economics	from	the	criticism	by	changing	subject	matter	of	economics.	He	defines	economics	as	follows:	"Political
Economy,	or	Economics,	is	a	study	of	mankind	in	the	ordinary	business	of	life;	it	examines	that	part	of	individual	and	social	action	which	are	most	closely	connected	with	the	attainment	and	with	the	use	of	the	material	requisites	of	well-being.	Thus	it	is,	on	the	one	side,	a	study	of	wealth;	and	on	the	other,	and	more	important	side,	a	part	of	the	study	of
man".	According	to	Marshall,	wealth	is	not	an	end	in	itself,	it	is	a	means	to	an	end,	the	ultimate	end	being	human	welfare.	It	is	human	beings	who	are	the	main	subject	matter	of	economics.	Thus,	Marshall	is	the	first	economist	who	placed	human	activities	in	the	first	place	and	wealth	in	the	second	place.	Marshall	is	of	opinion	that	economics	studies
human	activities	in	relation	to	wealth.	Wealth	is	only	means,	which	satisfy	human	wants.	The	main	features	of	Marshall's	definition	are	as	follow:	(i)	Economics	is	a	Social	Science:	It	studies	the	economic	problems	of	those	people	who	live	in	the	society.	(ii)	Economic	studies	only	ordinary	business	of	life:	Ordinary	business	of	life	means	income	earning
and	income	spending	activities	of	human	beings	for	living.	Thus,	economics	deals	with	only	economic	aspect	of	human	life.	(iii)	Material	Welfare:	It	studies	material	welfare	of	human	life.	Marshall's	definition	is	classificatory	in	nature.	It	has	classified	human	activities	in	two	categories	i.e.	material	and	non-material.	Material	activities	are	those
activities,	through	which	one	gets	monetary	rewards.	Non-material	activities	are	those	activities,	which	do	not	bring	any	monetary	rewards.	For	instance,	if	a	professor	teaches	in	college	he/she	gets	remuneration	and	this	activity	is	called	material	activity.	But	if	the	same	professor	coaches	his/her	own	children	he/she	does	not	get	any	remuneration.
Thus,	this	activity	is	called	non-material	activity	although	he/she	gets	immense	satisfaction	from	his/her	work.	Criticisms:	Marshall’s	definition	has	been	criticized	in	the	following	grounds:	Babasab	patil	notes	4.	(i)	Classification	in	Nature:	Robbins	rejected	Marshall's	definition	on	the	basis	that	it	is	classificatory	in	nature.	According	to	him,	division	of
human	activities	into	economic	and	non-economic	is	unscientific.	Human	activities	cannot	be	divided	into	two	parts.	It	must	be	taken	as	a	whole.	The	same	activities,	at	times	become	material	and	at	other	times	non-material.	For	instance,	if	a	singer	sings	for	his	own	pleasure	it	becomes	non-material	and	if	he	sings	in	public	places	for	money,	it
becomes	material	activities.	(ii)	Narrow	Scope:	It	has	narrowed	the	scope	of	economics	as	it	confines	its	study	into	material	activities	only.	(iii)	Social	Science:	Robbins	does	not	want	to	limit	the	study	of	economics	only	to	material	welfare.	According	to	him,	welfare	is	too	vague	to	make	it	a	sound	foundation	for	building	up	a	respectable	science.
Further,	welfare	definition	makes	economics	purely	a	social	science.	Therefore,	it	cannot	be	analyzed	scientifically.	Lionel	Robbins:	Science	of	Choice.	The	most	scientific	and	widely	accepted	definition	of	economics	is	the	definition	given	by	Professor	Lionel	Robbins.	According	to	Robbins,	"Economics	is	the	science	which	studies	human	behaviour	as	a
relationship	between	ends	and	scarce	means	which	have	alternative	uses".	The	main	ideas	of	Robbins's	definition	are	as	follow:	(i)	Human	beings	have	innumerable	wants	or	needs;	(ii)	The	means	or	resources	to	satisfy	them	are	limited	or	scarce;	(iii)	These	scarce	resources	have	alternative	uses;	(iv)	Human	beings	have,	therefore,	to	choose	between
these	wants.	(i)	Unlimited	Wants:	Human	beings	have	unlimited	wants,	such	as	food,	clothing,	shelter,	education,	entertainment,	leisure	etc.	When	one	want	is	Babasab	patil	notes	5.	fulfilled,	immediately	another	want	crops	up.	For	example,	when	basic	needs	like	food,	clothes	and	shelter	are	fulfilled,	human	beings	immediately	feel	the	need	of
furniture,	radio,	TV	etc.	There	is	no	end	to	human	wants.	The	existence	of	economic	problem	is	due	to	the	unlimited	wants.	(ii)	Limited	Means:	Means	to	satisfy	human	wants	are	scarce	or	limited.	For	example,	human	beings	have	limited	money,	limited	resources,	limited	time	etc.	The	scarcity	of	means	lead	to	the	economic	problems.	If	human	beings
can	have	all	the	goods	they	want	freely,	there	would	no	economic	problems.	Scarcity	is	relative	term	not	absolute.	For	instance,	nobody	would	like	to	have	garbage.	Therefore,	it	is	not	scarce.	But	as	soon	as	people	learn	to	turn	garbage	into	fertilizer;	then	people	start	demanding	for	it.	Then	it	becomes	scarce.	(iii)	Alternative	Uses:	Scarce	resources
have	alternative	uses.	It	is	not	specific	to	one	use	only.	Thus,	there	is	problem	of	making	choice	of	uses	of	scarce	resources	for	what	to	use,	when	to	use	and	how	to	use.	Again,	alternative	uses	are	of	various	importances.	Some	are	more	urgent	and	some	can	be	postponed	for	future	uses.	Thus,	choice	between	ends	and	scarce	resources	is	the
economic	problem	and	subject	matter	of	economics.	Economic	problem	arises	when	there	is	multiplicity	of	wants,	scarcity	of	means	and	alternative	uses	of	scarce	means.	Superiority	of	Robbins's	Definition:	As	compared	to	Marshallian	definition,	Robbins	definition	of	economics	is	superior	on	the	following	grounds:	(i)	Scientific	in	Nature:	It	is
scientific	in	nature.	It	does	not	classify	between	material	and	non-material.	(ii)	Wider	Scope:	It	is	wider	in	scope.	Because	it	covers	all	types	of	human	wants	whether	material	or	non-material.	It	has	not	restricted	the	study	of	economics	to	wealth	and	activities	relating	to	material	welfare	of	human	beings.	Babasab	patil	notes	6.	(iii)	Scientific:	All
classical	and	neo-classical	economists	regard	economics	both	as	science	and	art.	But	according	to	Robbins's	definition	it	is	mainly	science.	(iv)	Neutral	as	regards	to	ends:	According	to	Robbins,	economics	is	neutral	as	regards	to	ends.	It	does	not	pass	any	judgement.	For	example,	economics	does	not	say	anything	regarding	whether	smoking	is	good	or
bad.	It	doesn’t	cover	ethical	subject-matters.	From	this	point	economics	is	positive	science.	Criticisms:	Robbins’s	definition	has	been	criticized	in	the	following	grounds:	Although	Robbins	definition	is	scientific	and	has	wider	scope,	it	is	also	not	without	criticism.	It	has	been	criticized	in	the	following	grounds:	(i)	Lack	of	Value	Judgement:	It	ignores	the
motive	aspect	and	value	judgement.	Economists	are	of	the	opinion	that	the	function	of	the	economists	is	not	only	to	explain	and	explore	but	also	to	pass	judgement.	(ii)	Narrow	in	Scope:	Critics	have	pointed	out	that	economics	is	not	only	to	study	resources	allocation.	It	is	more	than	that.	It	does	not	cover	Keynesian	economics.	So	it	does	not	explain
how	the	level	of	income	and	employment	are	determined	in	a	country.	(iii)	Does	not	cover	Thesis	of	Growth:	It	does	not	cover	theories	of	economic	growth,	which	is	now	an	important	branch	of	economics.	Robbins's	definition	does	not	cover	the	issue	of	growth.	Economists	have	constantly	been	making	an	effort	to	widen	and	broaden	the	definition	of
economics.	Prof.	Paul	A	Samuelson:	Prof.	Samuelson	has	tried	to	overcome	the	shortcomings	of	Robbins's	definition.	According	to	him	"Economics	is	the	study	of	how	men	and	society	choose,	with	or	without	the	use	of	money,	to	employ	scarce	productive	resources	which	could	have	alternative	Babasab	patil	notes	7.	uses,	to	produce	various
commodities	over	time	and	distribute	them	for	consumption	now	and	in	the	future	among	various	people	and	groups	of	society".	Samuelson's	definition	and	Robbins's	definition	of	economics	are	similar	in	many	aspects.	Both	of	them	have	laid	stress	the	problem	of	scarcity	of	means	in	relation	to	unlimited	ends.	Scarce	means	can	also	be	put	into
alternative	uses.	The	main	feature	of	the	definition	is	as	follows:	(i)	Dynamics	in	Nature:	Unlike	Robbins,	Samuelson	studies	the	problems	of	economy	not	at	a	point	of	time	but	over	a	period	of	time.	Thus	he	has	made	economics	dynamic	by	introducing	the	element	of	time	in	it.	(ii)	Improved	Existing	Resources:	According	to	Samuelson,	man	should	not
simply	satisfy	with	the	means	available	to	him.	To	satisfy	endless	wants	an	economist	has	also	to	suggest	ways	and	means	as	to	how	the	existing	resources	are	to	be	rationally	allocated,	and	how	the	means	can	be	further	increased	to	secure	maximum	satisfaction	of	want	for	better	living.	The	theory	of	economic	growth	has	come	to	occupy	an
important	place	in	the	study	of	economics	especially	with	reference	to	underdeveloped	countries.	Developing	countries	like	Nepal,	India,	Bangladesh,	and	many	other	countries	in	Africa	and	South	America	need	economic	growth	and	economic	stability.	Because	of	ever	increasing	fields	of	study,	it	is	also	said	that	'Economics	is	what	Economists	do'.
Thus	appropriate	and	good	definition	of	economics	is	one	which	covers	wide	fields.	3	Scope	of	Economics:	Economics	has	been	divided	into	different	areas	for	its	systematic	study,	which	are	closely	related	to	one	another.	The	broad	areas	of	the	study	of	economics	are	as	follows:	(i)	Consumption:	Babasab	patil	notes	8.	It	deals	with	the	use	of	scarce
resources	for	the	satisfaction	of	human	wants.	It	is	the	process	of	using	goods	or	services	for	human	satisfaction.	For	instance,	the	utility	of	clothes	by	wearing	it,	food	by	eating	and	the	services	of	house	by	living	in	it.	Consumption	is	also	defined	as	destruction	of	utilities	of	commodities	for	human	satisfaction.	If	clothes	get	useless	by	wearing	it,	it	is
consumption	because	it	has	satisfied	the	desire	of	consumer	to	wear	it.	But	if	the	clothes	are	torn	off	accidentally,	it	is	only	destruction	and	not	consumption.	(ii)	Production:	Production	involves	the	use	of	limited	resources	for	the	production	of	goods,	which	satisfy	human	wants.	In	short,	it	means	creation	of	utility	in	the	commodity.	Utility	here	refers
to	power	of	satisfaction,	which	the	commodity	poses.	(iii)	Exchange:	It	deals	with	exchange	of	goods	for	goods	or	goods	for	money.	Exchange	takes	place	both	within	the	country	and	outside	the	country.	In	order	to	satisfy	unlimited	wants	of	the	people,	it	is	necessary	to	exchange	goods	and	services.	Normally	people	barter	or	sell	what	they	have	for
the	goods	and	services	what	they	need.	(iv)	Distribution:	Goods	and	services	are	produced	with	joint	effort	of	land,	labour,	capital	and	organization.	Thus,	the	wealth	of	the	country	which	people	produce	with	joint	endeavour	has	to	be	distributed	among	the	factors	of	production	in	the	form	of	rent,	wage,	interest	and	profit.	(v)	Public	Finance:	Classical
economists	have	divided	economics	into	four	divisions	only.	They	are	consumption,	production,	exchange	and	distribution.	But	later	on,	public	finance	was	also	added.	Public	finance	deals	with	adjustment	between	the	income	and	expenditure	of	the	government.	4	Economics	as	Science	or	Arts:	While	discussing	the	scope	of	economics,	economists
have	also	discussed	whether	it	is	art	or	science?	The	term	"Science"	refers	to	a	Babasab	patil	notes	9.	systematic	body	of	knowledge,	which	shows	the	relationship	between	cause	and	effect.	Its	phenomena	are	measurable.	When	we	look	at	economics	from	this	point	of	view,	it	is	science.	Economics	is	systematic	body	of	knowledge.	Economic	laws
scientifically	establish	the	relationship	between	cause	and	effect.	By	using	measuring	rod	of	money,	economists	can	measure	the	different	nature	of	human	beings.	Economists	notably,	Adam	Smith,	Ricardo,	Malthus	and	J.	M.	Keynes	assert	that	economics	is	science	which	seeks	to	ascertain	facts.	It	studies	facts	of	human	life	and	formulates	laws	from
them.	According	to	critics,	economics	can	not	be	pure	science	from	the	following	points	of	view:	(i)	Different	views	of	definition	of	economics:	It	is	said,	"Whenever	six	economists	are	gathered	there	are	seven	opinions".	(ii)	Exact	measurement	not	possible:	Exact	measurement	is	not	possible	in	economics	like	in	pure	science.	Economic	Laws	cannot	be
experimented	in	a	laboratory	like	in	physical	science.	For	economist	whole	universe	is	a	laboratory.	Laws	and	thesis	are	based	on	many	assumptions.	They	are	very	complex	and	changeable.	Economics	as	Art:	Arts	deal	with	doing	and	solving	practical	problems.	For	example,	economics	does	not	simply	find	out	the	various	causes	of	rapid	population
growth	but	also	suggests	the	measure	to	control	high	population	growth	rate.	Economics	both	Art	and	Science:	In	fact,	economics	is	both	science	and	art.	Because	it	tries	to	find	causes	of	economic	problems	and	suggests	the	solutions	to	overcome	them.	For	example,	it	not	only	finds	out	the	causes	of	unemployment	but	also	suggests	measures	to
solve	the	unemployment	problem.	5	Positive	Science	and	Normative:	A	positive	science	only	explains	what	is	it	and	normative	science	tells	what	it	ought	to	be.	Positive	science	describes	while	normative	science	evaluates.	According	to	classical	economists,	economics	Babasab	patil	notes	10.	should	be	concerned	only	with	what	is	and	not	what	ought	to
be.	It	is	neutral	as	regards	to	ends.	Robbins	has	also	supported	neutrality	of	ends.	According	to	David	Begg,	positive	economics	deals	with	objective	or	scientific	explanations	of	the	working	of	the	economy.	It	explains	how	society	makes	decisions	regarding	consumption,	production	and	exchange	of	goods.	Positive	economics	asks	the	questions	like
what	is	the	economic	impact	of	free	trade.	It	can	be	compared	with	pure	science	like	physics	and	chemistry.	It	establishes	causes	and	effects	of	an	event.	A	normative	science	on	the	other	hand	involves	ethical	judgement.	It	deals	with	things,	as	they	ought	to	be.	It	offers	recommendations	based	on	personal	value	judgements.	It	includes	economic
issues	like	unemployment	benefits,	senior	citizen	allowances,	subsidy	etc.	However,	the	prominent	economists	say	that	economics	can	never	be	disassociated	from	ethics.	From	this	short	discussion,	it	can	be	concluded	that	economics	is	both	a	positive	and	normative	science.	Thus,	economics	is	not	only	concerned	in	allocation	of	scarce	resources
among	competitive	wants	but	also	deals	with	maximization	of	total	satisfaction	according	to	one's	own	judgement.	Both	positive	and	normative	economics	are	important.	However,	positive	economics	is	more	important	in	formulation	of	economic	theory.	Because	positive	statements	are	testable	while	normative	statements	are	not.	6	Micro	and	Macro
Economics:	Micro	and	Macro-economics	are	the	two	branches	of	economics.	They	are	two	important	approaches	to	the	economic	analysis.	Prof.	Ragner	Frisch	first	coined	these	two	terms	during	the	1920’s.	Economists	use	these	two	terms	widely	for	economic	analysis.	(i)	Micro	economics:	Micro-economics	deals	with	the	choices	and	decision-making
behavior	of	the	individual	units	like	individual	household,	equilibrium	of	firm,	wages	of	the	workers,	profit	of	the	entrepreneurs	etc.	In	this	approach,	economists	choose	small	units	and	make	detailed	study	of	its	operation.	The	main	areas	of	micro	Babasab	patil	notes	11.	economics	are	demand	theory,	supply	theory,	law	of	diminishing	utility,	law	of
equi-marginal	utility,	consumer's	surplus,	price	determination	under	perfect	competition,	monopoly	and	imperfect	competition,	price	determination	of	factors	of	production.	Production	function	and	so	on.	Adam	Smith	is	considered	as	the	founder	of	micro-economics.	Micro-economics	deals	only	with	individual	units	and	does	not	provide	explanation	of
entire	economy.	What	is	true	of	an	individual	may	not	be	true	in	case	of	the	whole	economy.	For	example,	individual	saving	is	virtue	but	community	saving	is	vice.	In	other	words,	if	everybody	starts	saving,	his	or	her	expenditure	decreases	and	as	the	result	community	income	decreases.	(ii)	Macro-Economics:	Macro-economics	deals	with	the	national
aggregate	such	as	national	income,	output,	total	consumption,	saving,	investment,	total	employment,	total	money	supply,	inflation,	deflation,	trade	cycle	etc.	To	understand	working	of	an	entire	economy	macro-economic	analysis	is	necessary.	Similarly,	knowledge	of	macro-economics	is	indispensable	to	formulate	economic	policies.	J.M.	Keynes	made
the	term	macro-economics	popular	with	the	publication	of	the	book	"General	Theory	of	Employment,	Interest	and	Money".	In	this	book	he	argued	that	government	has	important	role	in	solving	the	problem	of	trade	cycle.	Despite	great	importance	of	macro-economic	analysis,	it	has	certain	limitations	too.	For	example,	rising	price	level	does	not	affect
rich	so	much	as	it	affects	the	poor.	Such	individual	consequences	of	certain	problems	cannot	be	studied	in	macro	analysis.	It	generalizes	whole	problem,	which	may	lead	to	disastrous	results.	For	example,	the	total	population	between	1991	and	2001	may	be	the	same.	But	the	age	distribution	of	population	may	have	vast	changes.	The	number	of	the	old
and	the	children	may	have	increased	and	the	number	of	working	age	people	may	have	decreased	that	may	result	increase	in	dependency	ratio	of	the	country.	Thus	to	analyze	economic	situation	realistically,	only	aggregate	information	is	not	sufficient.	Interdependence	of	Micro	and	Macro-economics.	In	reality	micro	and	macro-economics	are	inter-
dependent.	In	fact,	they	are	complementary	to	each	other.	Micro-economics	studies	Babasab	patil	notes	12.	individual	units	and	macro-economics	studies	an	entire	economy.	Thus	when	we	study	both	these	approaches	side	by	side,	then	only	we	can	have	better	understanding	of	the	economic	problem.	In	this	respect,	Prof.	Samuelson	writes	there	is
really	no	opposition	between	macro	and	micro-economics.	Both	are	absolutely	vital.	And	you	are	only	half-educated	if	you	understand	one	and	unaware	of	the	other".	2	Basic	Economic	Issues	1	Scarcity	and	Choice:	Scarcity	means	shortage.	Every	society	has	limited	economic	resources	like	land,	capital,	labour	and	entrepreneurship,	which	are
required	for	the	production	of	goods	and	services.	Thus	every	society	can	produce	only	limited	goods	and	services.	But	human	wants	are	unlimited.	As	soon	as	one	want	is	fulfilled,	another	want	immediately	appears.	It	never	ends.	It	is	not	possible	to	satisfy	all	wants	with	limited	means.	Human	beings	are	confronted	with	the	problem	of	making
choices,	which	wants	are	to	be	fulfilled,	and	what	means	are	to	be	allocated	among	the	competing	wants.	To	solve	the	problem	of	unlimited	wants	and	limited	means,	people	have	to	make	choice	and	it	is	the	central	problem	of	every	society.	If	economic	means	are	free	and	unlimited,	there	would	not	be	problems.	People	need	not	worry	about
budgeting	their	income.	Scarcity	is	a	relative	term.	It	is	related	to	human	wants.	For	instance,	air	does	not	have	price;	it	is	not	relatively	scarce.	People	can	have	it	as	much	as	they	want.	It	is	free.	Food,	cloth	and	houses	have	price	because	they	are	scarce.	Economic	problems	arise	due	to	the	following	reasons:	(i)	Unlimited	Wants	and	Different
Importance:	Human	wants	are	unlimited.	Once	a	want	is	fulfilled,	another	crops	up	in	its	place.	Even	if	a	particular	want	is	fulfilled	at	a	particular	time,	after	some	time	it	appears	again.	It	is	cyclic	process.	For	instance,	when	we	are	thirsty	we	drink	a	glass	of	water	and	at	that	Babasab	patil	notes	13.	moment	our	desire	to	drink	water	is	fulfilled.	But
after	some	time,	we	feel	thirsty	again.	Human	wants	are	not	only	recurring,	it	multiplies	all	the	time.	For	instance,	when	a	rural	area	is	urbanized	the	wants	of	its	inhabitants	increase.	People	require	to	wear	nice	clothes	and	need	many	other	things,	which	they	were	not	using	before.	(ii)	Different	Importance	of	Wants:	All	the	wants	are	not	of	the	same
importance.	Some	wants	are	urgent	and	more	pressing	than	the	others.	For	instance,	for	a	student	study	is	more	important	than	doing	any	other	things	during	examinations.	Similarly,	for	a	patient,	buying	medicine	is	more	important	than	buying	a	box	of	cigarette.	Thus,	all	persons	are	required	to	prioritize	their	wants	in	accordance	with	their
importance.	If	all	human	wants	are	equally	important,	then	there	is	no	need	of	making	choices	and	also	there	would	be	no	economic	problems.	(iii)	Limited	means	with	alternative	uses:	This	has	two	aspects:	(a)	Limited	means:	Means	are	limited	or	scarce.	For	example,	family	needs	food,	shelter,	clothes,	medicine,	entertainment	etc.	But	they	have
limited	resources,	may	be	it	is	time	or	money	or	other	economic	resources.	Scarcity	is	a	relative	term.	It	is	in	relation	to	human	wants.	For	example,	nobody	wants	to	have	garbage	though	it	is	limited.	So	it	cannot	be	termed	as	scarce	commodity.	But	as	soon	as	people	learn	to	turn	garbage	into	compost	fertilizer,	and	make	money,	people	start
collecting	garbage	and	it	becomes	economic	resources.	It	applies	to	all	countries	whether	it	is	rich	or	poor.	Even	developed	countries	face	the	problem	of	scarcity,	as	their	wants	have	been	multiplied	as	their	country	became	richer.	Thus	scarcity	is	basic	problem	and	universal	in	nature.	(b)	Means	can	be	put	into	alternative	uses:	Although	means	are
limited	they	can	be	put	into	alternative	uses.	It	is	because	of	this	nature,	people	need	to	make	choices,	which	wants	to	be	satisfied	first.	For	instance	a	piece	of	land	can	be	utilized	for	several	purposes,	such	as	farming,	building	a	house,	making	a	playground	etc.	Here	lies	the	problem	of	choice.	Babasab	patil	notes	14.	(iv)	Adjustments	between	wants
and	means:	All	the	people	are	constantly	facing	the	problem	of	making	adjustment	between	limited	means,	which	have	alternative	uses,	and	unlimited	wants	having	different	importance.	This	leads	to	the	problem	of	choice,	which	is	fundamental	economic	problem.	It	is	rightly	said	that	scarcity	is	mother	of	all	economic	problems.	Had	there	been
unlimited	means,	there	would	be	no	economic	problem.	But	this	is	not	the	case,	all	face	the	problem	of	limited	means.	People	in	all	countries	and	in	all	situations	face	the	problem	of	scarcity	of	resources.	2	Allocation	of	Resources:	The	basic	or	fundamental	economic	problem	for	the	society	is	how	to	reconcile	the	conflict	between	people's	unlimited
desire	for	goods	and	services	and	scarcity	of	resources	to	produce	goods	and	services.	Thus	society	is	required	to	make	decisions	to	use	or	allocate	limited	resources	to	satisfy	unlimited	wants.	In	this	respect	problem	arises	regarding	(a)	what	is	to	be	produced	(b)	How	it	is	to	be	produced	(c)	for	whom	to	be	produced.	These	are	three	basic	problems
of	economics.	(a)	What	is	to	be	produced?	The	major	question	is	what	commodities	are	to	be	produced	and	in	what	quantities?	A	society	has	to	make	choice	between	consumption	of	goods	like	food,	clothes,	furniture	etc	and	capital	goods	like	machine,	equipment	etc.	Thus,	choice	has	to	be	made	between	consumer	goods	like	clothes,	shoes,	books	etc
and	weaponry	like	machine	guns,	fighter	planes	etc.	Likewise,	choice	has	to	be	made	between	mass	goods	and	luxury	goods.	In	this	way,	a	country	has	to	make	choices	in	deciding	allocation	of	scarce	resources	for	the	production	of	goods	and	services.	(b)	How	are	goods	produced?	Society	must	decide	who	will	produce	what	and	how?	Which	kind	of
production	technique	to	be	applied	for	production.	For	example,	food	can	be	produced	either	with	extensive	cultivation	or	intensive	method	of	cultivation.	Similarly,	in	industry	as	well	there	is	choice	of	technique	of	labour	intensive	and	capital	intensive	method	of	production.	It	depends	on	the	decision	of	firm,	household	and	society	for	how	goods	and
services	are	to	be	produced?	In	case	of	labour	intensive	technique	less	capital	and	equipment	are	used	and	Babasab	patil	notes	15.	more	labourers	do	the	work.	Whereas,	under	capital	intensive	production	method	sophisticated	machines	and	technology	are	used	and	machines	replace	the	work	of	labourers.	c)	For	whom	to	be	produced?	Another
question	is	for	whom	to	be	produced?	This	means	how	is	national	product	distributed	among	the	members	of	the	society.	How	is	national	dividend	distributed?	In	other	words,	who	gets	the	fruits	of	development	and	how	much?	Goods	and	services	are	made	available	utilizing	various	factors	of	production.	Thus	major	question	is	how	the	national
income	is	distributed	among	the	various	factors	of	production,	i.e.,	land,	labour,	capital,	and	organization.	Do	the	poor	enjoy	equally	with	the	rich	is	the	important	question?	The	main	difficulty	in	distribution	of	national	income	is	how	to	ensure	equity,	justice	and	incentive.	If	national	income	is	distributed	equally	to	all	the	members	of	the	society	equity
is	achieved.	However,	this	discourages	the	people	to	produce	more	and	work	hard	It	diminishes	National	Income	and	may	fall	down	living	standard	of	the	people.	Thus,	these	three	problems	what,	how,	and	for	whom	are	the	main	problems	of	economy.	All	these	problems	come	under	the	problem	of	allocation	of	resources.	3	Production	Possibility
Curve.	Paul	A	Samuelson	rightly	remarked	that	"Society	cannot	have	everything	they	want".	Resources	and	technology	available	to	them	limit	the	availability	of	goods	and	services	in	given	time	period.	Let	us	take	an	imaginary	example,	a	society	can	produce	either	15000	butter	or	5000	guns	with	given	resources	or	technology.	In	between	these	two
extreme	possibilities,	there	are	many	possibilities	like	A,	B,	C,	D,	E	&	F	as	shown	in	the	following	table.	Table	No.2.1	Production	Possibility	Possibilities	Guns	Butter	A	0	15000	B	1000	14000	Babasab	patil	notes	16.	C	2000	12000	D	3000	9000	E	4000	5000	F	5000	0	As	shown	in	the	above	table	if	all	the	resources	and	given	technology	are	used	for	the
production	of	guns	there	would	be	no	butter.	Similarly,	if	all	resources	and	given	technology	are	used	for	the	production	of	butter	there	is	zero	production	of	guns.	In	between	A	and	F	possibilities,	there	are	B,	C,	D	and	E	possibilities	which	represent	some	butter	and	some	units	of	gun.	These	possibilities	are	represented	by	Production	Possibility
Frontier	(PPF).	According	to	Paul	A.	Samuelson,	"The	Production	Possibility	Frontier	shows	the	maximum	amount	of	production	that	can	be	obtained	by	the	economy,	given,	its	technological	knowledge	and	quantity	of	inputs	available"	PPF	represents	the	maximum	of	goods	and	services	available	to	the	society	"	The	PPF	can	be	represented	in	the
following	diagram.	The	Production	Possibility	Frontier	Curve.	Figure	No.2.1	A	Guns	Butter	Butter	Note:	Adopted	from	Paul	A.	Samuelson	Fig.1.2	As	shown	in	the	above	figure,	society	has	to	decide	which	combination	of	guns	and	butter	has	to	be	produced	with	given	Babasab	patil	notes	17.	resources	and	technology.	There	is	maximum	limitation	to	the
amounts	of	butter	and	guns	that	can	be	produced	with	given	resources	and	technology	in	a	country.	The	increase	in	the	production	of	guns	requires	a	reduction	in	the	production	of	butter.	This	explains	that	society	has	to	reduce	the	production	of	one	commodity	in	order	to	increase	the	production	of	other	commodity.	In	this	case,	we	assume	that
society	can	produce	only	two	commodities.	In	our	example,	they	are	butter	and	guns.	It	explains	that	butter	can	be	transformed	into	guns	or	guns	into	butter.	In	other	words	land,	labour	and	machine	used	for	butter	can	be	transformed	for	the	production	of	gun.	Thus,	the	production	of	one	commodity	can	be	transformed	into	production	of	another
commodity.	The	production	possibility	curve	is	also	known	as	Transformation	Curve.	Shift	in	the	production	possibility	curve:	The	rightward	shift	in	the	production	possibility	curve	indicates	the	increase	in	the	production	capacity	of	the	economy	due	to	improvement	in	technology	or	new	resources	or	both.	The	new	curve	shows	how	economy	can
produce	larger	quantity	of	both	butter	and	guns	or	more	butter	and	the	same	number	of	guns,	or	vice	versa.	Rightward	shift	in	PPC	can	be	represented	in	the	following	diagram.	Figure	No.2.2.	Guns	Butter	In	this	diagram	as	compared	to	PP	in	P’	P’	both	butter	and	guns	can	be	produced	more.	Thus	PPF	explains	how	the	economy	grows.	Babasab	patil
notes	18.	PART	A:3	3	NATIONAL	INCOME	1	MEANING	OF	NATIONAL	INCOME:	The	term	National	Income	is	used	to	denote	money	value	of	the	aggregate	production	of	goods	and	services	of	a	country	during	a	specific	period,	usually	one-year.	It	is	used	inter	changeably	with	National	dividend,	National	output	and	National	expenditure.	National
income	has	been	defined	in	a	number	of	ways.	According	to	Marshall	"	the	labour	and	capital	of	a	country	acting	in	its	natural	resources	produce	annually	a	certain	net	aggregate	of	commodities,	material	and	immaterial	including	services	of	all	kinds.	This	is	the	true	net	annual	income	or	revenue	of	the	country	or	national	dividend".	In	this	definition,
the	word	"net"	means	the	deduction	from	the	gross	national	income	in	respect	of	depreciation	and	wearing	out	of	machine.	Income	from	abroad	is	added	in	the	net	income.	This	definition	is	very	simple	and	comprehensive.	However,	it	has	certain	defects	also.	Firstly,	it	is	very	difficult	to	estimate	correctly	all	the	goods	and	services	produced.
Secondly,	there	may	be	problem	of	double	counting.	In	the	words	of	A.	C.	Pigou,	the	follower	of	Marshall"	National	income	is	that	part	of	objective	income	of	the	community	including	of	course	income	derived	from	abroad	which	can	be	measured	in	money".	A.	C.	Pigou's	definition	is	simple	and	precise.	But	it	has	also	some	defects.	The	first	problem	in
Pigou's	definition	is	making	distinction	between	goods,	which	can	be	exchanged	for	money	and	which	is	not	exchanged	for	money.	According	to	A.	C.	Pigou,	a	woman's	service	as	teacher	in	school	is	included	in	National	Income	but	excluded	when	she	teaches	her	children.	This	creates	the	problem	of	estimation	of	National	Income.	Another	prominent
economist	Irving	Fisher	adopted	"Consumption"	as	the	basis	of	national	income,	whereas,	Marshall	and	Pigou	have	based	their	definition	in	"Production".	According	to	Fisher	"The	national	dividend	or	income	consists	solely	of	services	as	received	by	ultimate	consumer	whether	from	their	materials	or	from	their	human	involvement".	But	from	the
practical	point	of	view,	this	definition	is	less	useful	as	there	are	difficulties	in	getting	monetary	value	of	net	consumption.	Besides,	certain	consumption	goods	are	durable	and	last	for	many	years	like	furniture,	television	set	etc.	The	above	definitions	are	regarded	as	traditional.	From	the	modern	point	of	view,	Simon	Kuzunets	has	defined	national
income	as	"the	Babasab	patil	notes	19.	net	output	of	commodities	and	services	flowing	during	the	year	from	the	country's	productive	system	in	the	hands	of	ultimate	consumers".	The	National	Income	accounting	was	first	introduced	in	England	in	1676.	It	was	based	on	the	book	"Political	Arithmetics"	written	by	William	Petty.	It	was	continuously
developed	in	1815	and	19th	century.	By	20th	century,	it	was	properly	developed.	After	the	Second	World	War	"Simond	Kuznets"	developed	national	accounting	systematically.	Irrespective	of	continuous	improvement	in	National	Income,	Women's	contribution	in	household	economy	is	still	excluded	in	National	Income	Accounting.	This	is	a	great
injustice	to	women.	2	Concepts	of	National	Income	Gross	Domestic	Product	(GDP):	It	is	the	value	of	final	goods	and	services	produced	within	the	country	in	a	particular	year.	Goods	and	services	produced	include	all	types	of	agricultural,	industrial	and	commercial	goods.	It	can	be	calculated	both	at	the	market	price	and	factor	cost.	GDP	is	calculated	as
follows:	GDP	at	market	price	=	Market	price	of	goods	produced	+	market	price	of	service	produced.	It	can	be	expressed	in	term	of	formula	as	GDP	=	P	(Q)	+	P	(S)	where	P	=	Market	price	Q	=	Quantity	of	goods	produced	during	the	year.	S	=	Service.	While	calculating	GDP	in	accordance	with	the	above	formula,	the	quantity	of	every	individual	goods
and	services	are	multiplied	by	their	price	per	unit.	The	total	value	of	the	entire	individual	goods	and	services	is	Gross	Domestic	Product.	GROSS	NATIONAL	PRODUCT	(GNP):	GNP	is	the	total	of	the	flow	of	goods	and	services	at	the	market	value	resulting	from	current	production	during	a	year	in	a	country,	including	net	income	from	abroad.	GNP
includes	four	types	of	goods	and	services.	They	are	(1)	Consumer	Goods	and	services	to	satisfy	the	immediate	wants	of	people	(2)	Gross	Private	Domestic	Investment	in	capital	goods	consisting	of	fixed	capital	formation	Babasab	patil	notes	20.	residential	construction	and	inventories	of	finished	and	unfinished	goods	(3)	goods	and	services	produced	by
the	government	and	(4)	export	of	goods	and	services	i.e.	net	export	of	goods	and	services.	GNP	is	expressed	as	GNP	=	GDP	+	(X	-	M)	Where	X	-	M	means	net	income	from	abroad	or	exports	minus	imports.	Among	the	different	concepts	of	national	income,	GNP	is	the	most	widely	used.	In	computing	GNP	following	considerations	are	made.	Firstly,	to
get	market	value	(value	in	terms	of	Dollar	or	Rupees)	of	goods	and	services,	it	is	necessary	to	group	goods	and	services	produced	in	a	given	year	with	a	common	denominator	like	agriculture,	industry,	services	etc.	Secondly,	only	final	goods	are	to	be	included.	Thirdly,	GNP	includes	only	monetary	transaction	and	not	pure	exchange	transaction	i.e.	sale
of	second	hand	goods	and	gifts	etc.	Lastly,	it	includes	only	flow	variable	not	stock	variable.	NET	NATIONAL	PRODUCT	(NNP):	GNP	includes	the	value	of	total	output	of	consumption	goods	and	investment	goods.	During	production	some	fixed	equipments	wear	out,	components	are	damaged	and	some	became	obsolete	through	technological	changes.
All	these	processes	are	termed	depreciation.	In	order	to	get	NNP;	we	deduct	depreciation	from	GNP.	So	NNP	=	GNP	-	Depreciation.	NATIONAL	INCOME	AT	FACTOR	COST	OR	NATIONAL	INCOME	(NI):	In	this	method,	National	Income	is	calculated	on	the	basis	of	cost	factors	of	production	i.e.	rent,	wage,	interest	and	profit.	The	National	Income	is
expressed	as	National	Income	=	NNP	+	subsidies	-	Indirect	Taxes.	The	concept	of	NI	is	useful	to	know	distribution	of	National	Income	among	different	factors	of	production.	National	Income	=NNP	+	subsidies	–	Indirect	Taxes.	PERSONAL	INCOME	(PI):	Personal	Income	is	the	income	received	by	individual	of	a	country	from	all	sources	before	direct
tax	in	one	year.	It	should	not	be	taken	that	all	personal	incomes	will	be	national	income.	This	is	due	to	the	fact	that	income	earned	by	firms	is	distributed	among	factors.	A	Babasab	patil	notes	21.	part	of	the	income	is	retained	as	undistributed	profit.	Firms	also	pay	corporate	taxes.	Factors	also	receive	transfer	income.	Thus	Personal	Income	=	National
Income	-	corporate	taxes	-	undistributed	corporate	profits	-	social	security	contribution	+	Transfer	payments.	The	concept	of	Personal	Income	is	useful	to	assess	purchasing	power	of	households	in	an	economy.	It	is	also	helpful	to	measure	welfare	of	the	people.	DISPOSABLE	INCOME	(DI):	All	Personal	Income	(PI)	is	not	available	for	consumption.	A
part	of	the	income	has	to	be	paid	to	the	government	as	personal	direct	taxes	such	as	income	tax,	wealth	tax,	estate	duty	etc.	Thus	after	paying	all	direct	taxes	from	the	Personal	Income,	the	remaining	income	is	known	as	Disposable	Income.	Therefore,	Disposable	Income	=	Personal	Income	-	Direct	Taxes.	REAL	INCOME:	The	Real	Income	(in	terms	of
goods	and	services)	is	the	National	Income	expressed	in	terms	of	general	level	of	prices	of	a	particular	year	taken	at	base.	It	can	be	calculated	by	dividing	money	income	by	a	suitable	index	of	prices.	PER	CAPITA	INCOME:	The	average	income	of	the	people	of	a	country	in	a	particular	year	is	called	Per-Capita	Income	for	that	year.	Per-Capita	Income	is
calculated	as	follows:	National	Income	for	2000	Per	Capita	Income	for	2000	=	---------------------------------	Population	in	2000	The	concept	of	Per-Capita	Income	is	widely	used	in	economic	discussion	and	writing.	It	is	used	to	compare	the	state	of	economic	development	and	as	an	index	of	changes	in	the	standard	of	living	in	a	country.	3.METHODS	OF
CALCULATION	OF	NATIONAL	INCOME:	Babasab	patil	notes	22.	National	Income	is	calculated	with	the	help	of	following	methods:	(1)	Product	Method:	Under	this	method	the	total	value	of	final	goods	and	services	produced	in	a	country	during	a	year	is	calculated	at	market	prices.	To	get	the	GNP,	the	data	of	all	productive	activities	such	as
agricultural	products,	industrial	products,	forest	products,	contribution	made	by	transport,	communication,	insurance	companies,	lawyers,	doctors,	teachers	etc	are	assessed	at	market	price.	To	avoid	double	counting,	all	intermediate	goods	are	excluded.	Similarly,	depreciation	of	replacement	cost	is	also	excluded.	But	new	capital	assets	produced
during	the	period	under	consideration	are	included.	Product	Method	is	also	known	as	census	of	output	method	or	value	added	method.	(2)	Income	Method:	Under	this	method,	the	net	income	received	by	individuals	and	business	enterprises	in	a	country	during	a	year	is	collected	and	added	up.	The	total	obtained	is	called	the	factor	payments	total.	In
order	to	get	factor	payment	total,	necessary	data	are	collected	from	government	reports	and	tax	returns	and	government	reports.	Income	includes	wage,	salary,	social	security,	contribution	of	workers,	earning	of	self	employed	persons,	dividends	of	shareholders,	undistributed	profit,	rent	of	land,	factories	and	business	premises	and	interest	on	capital.
While	calculating	National	Income	by	Income	Method	following	precaution	must	be	taken:	(a)	Only	the	net	income	of	the	individual	and	enterprises	are	taken.	(b)Transfer	payments	is	not	counted	as	income.	(c)	Payments	due	to	the	employer	own	factors	e.g.	own	house,	capital	and	labour	are	counted	on	the	basis	of	market	price.	(d)Goods	and	services
for	which	no	money	payment	is	made	must	not	be	counted.	For	example	work	of	housewives	and	children's	help	to	parents.	EXPENDITURE	METHOD:	Under	this	method,	the	total	expenditure	made	by	the	society	in	a	particular	year	is	added	together	and	includes	personal	consumption	expenditure,	net	domestic	investment,	and	government
expenditure	on	goods	and	services	and	net	foreign	Babasab	patil	notes	23.	investment.	While	estimating	the	value	of	expenditure	certain	precautions	should	be	made.	They	are	as	follows:	(a)Expenditure	on	the	second	hand	goods	should	not	be	included.	(b)Expenditure	on	shares,	debentures,	bonds	and	securities	should	not	be	included,	because	they
represent	only	paper	titles.	(c)Transfer	payments	by	the	government	should	not	be	included	like	pension,	scholarship,	unemployment	allowances,	and	old	age	allowances.	Expenditure	on	final	goods	and	services	only	should	be	included.	Expenditure	on	raw	materials	and	intermediate	goods	should	not	be	included.	The	three	methods	stated	give	the
same	result.	The	difference	comes	only	as	regards	to	a	level	at	which	the	national	income	is	calculated	or	non-availability	of	statistics	or	overlooking	of	certain	items.	Otherwise	income,	expenditure	and	output	are	the	same	thing	looking	from	three	different	angles.	4.DIFFICULTIES	OF	MEASUREMENT	OF	NATIONAL	INCOME.	There	are	certain
difficulties	in	the	measurement	of	National	Income.	They	are	as	follows:	(a)The	National	Income	must	be	calculated	in	terms	of	money.	But	there	are	certain	things,	which	are	not	exchanged	for	money.	For	example,	unpaid	service	of	housewives.	Thus	exclusion	of	this	type	of	services	involves	an	underestimation	of	the	National	Income.	In	many
countries,	though	women	contribute	a	lot	to	GNP,	they	are	not	reflected	in	GNP	due	to	this	conventional	measurement	of	GNP.	(b)Incomes	made	by	illegal	activities	are	not	included	in	the	National	Income	such	as	gambling,	smuggling,	bribery	etc.	(c)	Sometimes	it	is	difficult	to	make	distinction	between	final	product	and	an	intermediate	product.	In
this	case,	it	is	difficult	to	measure	National	Income.	Babasab	patil	notes	24.	(d)In	many	developing	countries,	tax	evasion	is	rampant.	This	leads	to	underestimation	of	National	Income.	(e)In	developing	countries,	statistics	are	not	always	accurate	and	complete.	This	makes	difficult	to	compute	National	Income	correctly.	(f)	In	order	to	compare	National
Income	of	different	years,	adjustment	has	to	be	made	for	changes	in	price	on	the	basis	of	index	numbers.	However,	index	numbers	are	not	always	accurate.	Besides	it	is	very	difficult	to	compare	index	numbers	of	different	countries	precisely.	(g)National	Income	does	not	reflect	real	cost	of	production.	Apart	from	the	above	difficulties,	under	developed
countries	face	many	other	problems	also.	They	are,	e.g.	lack	of	reliable	data,	absence	of	proper	accounts,	difficulty	in	estimating	output,	unorganized	production,	lack	of	proper	classification	of	production,	existence	of	barter	economy	etc.	5.USES	OF	NATIONAL	INCOME:	(a)Other	things	remaining	the	same,	economic	welfare	is	greater	if	National
Income	is	high.	(b)	Higher	National	Income	is	generally	associated	with	higher	standard	of	living.	(c)	National	Income	shows	the	trend	of	economic	development.	(d)	The	analysis	of	National	Income	statistics	reflects	the	causes	of	economic	ills	of	country.	It	also	helps	to	suggest	measures.	(e)	National	Income	determines	saving	and	investment	level	of
the	community.	Thus	it	is	used	to	assess	the	saving	and	investment	potentiality	of	the	community.	(f)	National	Income	is	also	used	to	forecast	future	economic	events.	(h)National	Income	is	also	used	to	compare	the	economy	of	the	country	in	two	different	periods.	4	CONCEPTS	OF	ECONOMIC	DEVELOPMENT	1.	CONCEPTS	AND	MEANING	OF
ECONOMIC	DEVELOPMENT:	Economic	development	has	attracted	attention	of	many	economists.	The	history	of	“concepts	of	economic	development”	can	be	traced	from	Adam	Smith,	Karl	Mark,	J.	M.	Keynes	etc.	All	of	them	have	Babasab	patil	notes	25.	discussed	it	in	their	works.	Up	to	1930’s	emphasis	of	economic	development	was	given	only	to	the
developed	countries.	After	the	Second	World	War,	economists	started	systematic	study	of	the	problems	and	process	of	economic	development	in	developing	countries	of	Africa,	Asia	and	Latin	America.	In	the	process	of	study,	the	main	concern	of	developed	and	wealthy	nations	is	to	maintain	high	rate	of	their	economic	growth	and	save	it	from	adverse
effects	of	trade	cycle.	Similarly,	the	main	concern	of	developing	countries	is	to	reduce	inequalities	of	income	and	wealth,	to	reduce	poverty	levels	and	to	achieve	rapid	economic	development.	Different	economists	have	expressed	their	different	views	regarding	the	concept	of	economic	development.	According	to	Joseph	Schumpeter,	"No	simple	answer
is	feasible.’’	Defining	economic	development	is	a	difficult	task.	The	literal	meaning	of	development	is	a	passage	from	a	lower	to	higher	stage.	In	general,	economic	development	implies	an	improvement	in	material	terms,	that	is	in	terms	of	goods	and	services	that	are	available	to	the	people."	According	to	the	Development	Economists	Prof.	Meier	and
Baldwin	"Economic	development	is	a	process	whereby	an	economy's	real	national	income	increases	over	a	long	period	of	time".	Similarly,	another	developmental	economist	M.P.	Todaro	has	defined	economic	development	as	a	multidimensional	process	involving	major	changes	in	social	structure,	popular	attitudes	and	national	institutions,	as	well	as
the	acceleration	of	economic	growth,	the	reduction	of	inequality	and	eradication	of	absolute	poverty.	The	meaning	of	economic	development	and	economic	growth	is	not	the	same,	though,	they	look	alike.	Economic	growth	refers	to	the	increase	in	GNP	or	per	capita	income.	The	growth	is	measurable	like	expansion	in	labour	force,	in	capital,	in	saving
and	consumption	while	economic	development	refers	to	the	underlying	determinants	of	economic	growth,	such	as	changes	in	techniques	of	production,	social	attitudes	and	institutions.	In	short,	economic	development	refers	to	the	problems	of	under	developed	countries	and	economic	growth	to	those	of	advanced	countries.	2.	INDICATORS	OF
ECONOMIC	DEVELOPMENT.	The	meaning	of	economic	development	is	very	wide	and	it	is	getting	more	and	more	precise	with	the	passage	of	time.	The	widely	accepted	indicators	of	economic	development	are	as	follows;	Babasab	patil	notes	26.	a)	Real	National	Income	as	an	Index	of	Development:	Development	Economist	Simon	Kuznets,	Meier	and
Baldwin	have	used	national	income	as	an	index	of	economic	development.	The	"Real	National	Income"	refers	to	the	country's	total	output	of	final	goods	and	services	in	real	terms	rather	than	in	monetary	terms.	But	this	indicator	has	certain	inherent	problems	like	changes	in	value	of	money	and	growth	of	population.	For	example,	if	rate	of	population
growth	is	higher	than	the	rate	of	increase	in	Real	National	Income,	economic	development	retards	instead	of	advancement.	b)	Increase	in	Per	Capita	Real	Income:	Another	index	of	economic	development	is	the	use	of	rates	of	growth	in	per	capita	GNP.	Prior	to	the	1970’s	development	was	assessed	on	the	basis	of	per	capita	income.	Development
strategies	have	therefore	focussed	on	rapid	industrialization	at	the	cost	of	agriculture	and	rural	development.	Social	indicators	like	improvement	in	literacy	rate,	health	condition	and	housing	are	given	only	casual	importance.	Similarly,	the	problems	of	unemployment	and	inequality	of	income	are	given	only	secondary	importance.	Thus,	many	countries
witnessed	falling	standard	of	living	of	masses	irrespective	of	increase	in	per	capita	income.	Besides,	few	rich	people	instead	of	sharing	it	with	the	poor	enjoy	the	fruits	of	development.	c)	The	Modern	View	On	Economic	Development:	During	1970’s	economic	development	was	redefined	in	terms	of	the	reduction	or	elimination	of	poverty,	inequality	and
unemployment	along	with	increase	in	GDP.	"Redistribution	from	Growth"	became	the	common-slogan.	Even	the	World	Bank,	which	used	to	emphasize	economic	growth	as	a	goal	of	development	during	80s,	shifted	its	emphasis	to	a	better	quality	of	life.	M.	P.	Todaro,	a	development	economist	writes,	"Development	must	therefore	be	conceived	of	as	a
multi-dimensional	process	involving	major	changes	in	social	structures,	popular	attitudes,	and	national	institutions,	as	well	as	the	acceleration	of	economic	growth,	the	reduction	of	inequality,	and	the	eradication	of	poverty."	Three-core	values	of	development	are:	(a)Sustenance	(b)	Self	esteem	(c)	and	Freedom	from	servitude.	Babasab	patil	notes	27.
(a)Sustenance:	Sustenance	means	ability	to	meet	the	basic	needs	such	as	food,	housing,	clothing,	primary	education,	health	care	etc.	Most	of	the	people	in	developing	countries	are	not	capable	of	fulfilling	their	basic	needs	due	to	poverty.	(b)Self-esteem:	It	refers	to	the	feeling	of	self-respect	and	independence.	However,	most	of	developing	countries
are	dependent	economically	and	technologically	on	advanced	countries	due	to	the	poverty	and	low	literacy	rate.	(c)Freedom	from	Servitude:	"Freedom	here	is	to	be	understood	in	the	sense	of	emancipation	from	alienating	material	conditions	of	life	and	from	social	servitude	to	nature,	ignorance,	other	people,	misery,	institutions	and	dogmatic	beliefs"
M.	P.	Todaro.	Freedom	from	servitude	refers	to	ability	and	freedom	of	the	people	to	choose	greater	leisure,	have	more	goods	and	services	and	also	lead	a	religious	life	if	people	want.	Therefore,	the	three	main	objectives	of	development	are:	(a)To	increase	the	availability	and	widen	basic	needs	of	the	people	like	food,	shelter,	health	and	protection.
(b)To	raise	standard	of	living.	This	means	raising	income,	providing	more	jobs,	better	education	and	greater	attention	to	cultural	and	humanistic	values.	(c)	Expand	the	range	of	economic	and	social	choices.	It	means	to	free	oneself	from	ignorance,	human	misery	and	servitude	3.	HUMAN	DEVELOPMENT	INDEX:	The	United	Nations	Development
Programme	put	forward	Human	Development	Index	in	its	annual	Human	Development	Report	1990.	Mahbub	ul	Haq	is	the	pioneer	of	introducing	this	concept.	The	Human	Development	Index	(HDI)	has	been	made	from	three	aspects	of	human	development.	They	are	life	expectancy	at	birth,	adult	literacy	and	GDP	per	head.	HDI	ranks	each	country
from	0	scale	to	1	on	the	basis	criterion	of	development.	The	HDI	classifies	the	countries	into	three	groups	by	using	three	criterion	of	Babasab	patil	notes	28.	development	-	low	human	development	from	0.0	to	0.50,	medium	human	development	from	0.51	to	0.79	and	high	human	development	from	0.80	to	1.0.	The	HDI	for	Nepal	is	0.48	in	1999	and	in
2000	it	is	0.466.	In	1990	HDI	for	Nepal	was	0.414.	Following	table	shows	the	Basic	Human	Development	Indicator	for	SAARC	Countries.	Table	No.4.1	Basic	Human	Development	Indicator	in	SAARC	Countries	Countries	Life	Adult	GNP	per	HDI	expectancy	literacy	capita	US$,	at	birth	rate	(%)	1999	(year	1990)	1999	Bangladesh	59	40.8	370	0.47
Bhutan	62	42	510	0.735	India	63	56.5	440	0.571	Maldives	65	96.2	1200	0.739	Nepal	58	40.4	220	0.48	Pakistan	65	45	470	0.498	Sri	Lanka	74	91.4	820	0.735	Source:	Human	Development	in	South	Asia,	2001.	Economists	agree	that	HDI	is	dependable	and	considered	as	a	most	recent	medium	for	measuring	economic	development	of	countries.	The	HDI
evaluates	economic	development	both	from	economic	and	social	aspects.	It	emphasizes	the	need	of	investment	in	social	aspects	like,	education	and	health	in	order	to	achieve	higher	level	of	economic	development.	4.CHARACTERISTICS	OF	DEVELOPED	AND	DEVELOPING	COUNTRIES.	Countries	can	be	classified	into	developed	and	developing
countries.	Countries	having	high	GNP	per	capita,	higher	living	standard	of	the	people,	higher	life	expectancy	and	higher	quality	of	education	and	knowledge	are	grouped	under	the	category	of	developed	countries.	United	States	of	America,	Japan,	Switzerland	and	western	European	countries	are	examples.	The	main	characteristics	of	develped
countries	are	as	follows;	(a)High	Development	of	Industrial	and	Service	Sector:	Main	sources	of	national	income	in	developed	countries	are	industry	and	service	sector.	Agriculture	is	subsidiary	income	of	Babasab	patil	notes	29.	the	people.	But	agriculture	is	also	highly	capital	intensive.	Capital	plays	dominant	role	in	production.	(b)	Large	Scale
Production:	Mechanization	is	adopted	in	production.	Goods	are	produced	in	large	scales	for	export.	Specialization	and	division	of	labour	are	introduced	for	improving	quality	of	the	products.	All	the	goods	are	produced	to	make	high	profit.	(c)Technological	Advancement:	Goods	are	produced	using	advanced	software	technologies.	This	makes	possible
to	produce	quality	product	at	cheaper	price.	(d)High	Growth	Rate	of	National	Income:	Developed	countries	enjoy	high	growth	rate	of	National	Income	and	per	capita	income	due	to	development	in	industrial	sector.	(e)High	Level	of	Literacy.	The	adult	literacy	rate	is	quite	high	in	developed	countries.	More	than	90	per	cent	of	adult	are	literate.
Characteristics	of	Developing	Countries.	Under	developed	countries	or	developing	countries	or	least	developed	countries	are	one,	which	have	lower	standard	of	living.	According	to	the	United	Nations,	an	under	-	developed	country	is	one	in	which	per	capita	real	income	is	much	lower	when	compared	with	the	per	capita	incomes	of	the	USA,	Canada,
Australia	and	Western	Europe.	But	this	definition	considers	only	one	aspect	of	under	development.	Low	level	of	living	standard,	absolute	poverty,	low	per	capita	income,	low	consumption	level,	low	level	of	use	of	technology,	poor	health	service,	occurrence	of	high	birth	rate	and	high	death	rates	are	some	of	the	characteristics	of	developing	countries.
The	countries	having	per	capita	income	of	less	than	US$5000	are	grouped	under	developing	countries.	The	main	characteristics	of	developing	countries	are	as	follows:	(a)General	Poverty:	Underdeveloped	countries	are	characterized	by	low	per	capita	income.	Based	on	per	capita	GNP,	the	World	Bank	has	classified	countries	as	low	income,	middle
income	and	high-income	countries.	The	countries	having	income	of	US$785	or	less	are	classified	as	low-income	countries.	The	countries	having	income	Babasab	patil	notes	30.	of	US$785-9,655	are	classified	as	middle	income	countries.	The	high-income	countries	enjoy	income	of	$9,656	or	more.	Nepal	falls	under	low-income	category.	Most	of	low-
income	countries	lie	in	Asia	and	Africa.	In	SAARC	region	India,	Pakistan,	Bangladesh,	Nepal	and	Bhutan	fall	in	low-income	category.	(b)Under	Utilization	of	Natural	Resources:	Most	of	the	underdeveloped	countries	are	unable	to	utilize	their	available	resources.	In	under	developed	countries	available	natural	resources	are	either	unutilized	or
underutilized.	Many	of	the	under	developed	countries	have	rich	natural	resources	like	land,	water,	forest,	mineral	etc.	To	utilize	these	resources,	under	developed	countries	do	not	possess	necessary	capital,	manpower	and	infrastructure	and	technology.	For	example,	Nepal	is	rich	in	water	resources.	Similarly	many	African	countries	are	very	rich	in
mineral	resources	like,	iron,	copper,	tin,	bauxite	and	gold.	South	America	has	vast	forest	resources.	Thus,	under	developed	countries	have	natural	resources	but	they	are	unutilized	and	some	times	mis-utilized.	In	Nepal,	one	of	the	causes	of	mis-utilization	of	resources	is	due	to	lack	of	good	governance.	Nepal	Human	Development	Report	2001	indicates
that	the	persistence	of	poverty	and	the	crisis	in	good	governance	are	the	major	dominant	concern	of	Nepal.	(c)Lack	of	Capital:	Underdeveloped	countries	are	characterized	as	"capital	poor"	countries.	In	these	countries	not	only	present	capital	stock	is	poor	but	also	the	current	rate	of	capital	formation	is	very	low.	People	have	low	capacity	to	save	due
to	low	level	of	income.	In	most	under	developed	countries	gross	investment	is	only	5	-	6	per	cent	of	gross	national	income.	(d)Demographic	Features:	Rapid	population	growth	is	one	of	the	common	features	of	all	developing	countries.	In	all	countries,	death	rate	is	declining	due	to	modern	medical	facilities	but	birth	rate	is	not	falling.	The	birth	rate	in
developing	countries	is	approximately	40	per	thousand.	Thus	even	if	these	countries	increase	GNP	to	some	extent;	they	are	not	sufficient	to	feed	increasing	population.	Lack	of	female	education,	employment,	easy	access	to	family	planning	and	traditional	value	of	Babasab	patil	notes	31.	society	are	responsible	for	high	natural	growth	of	population.
One	of	the	implications	of	the	high	population	growth	is	increase	in	the	number	of	young	age	dependent	population.	The	working	population	is	required	to	support	the	children,	which	decreases	saving	and	investment	for	capital	formation.	(e)Under	Employment	and	Disguise	Unemployment:	Under	developed	countries	suffer	from	the	problem	of
under-employment	and	disguise	unemployment.	As	non-agricultural	employment	is	limited	people	remain	unemployed	during	off-seasons.	Even	if	people	are	working	they	do	not	get	sufficient	work	to	increase	productivity.	Excessive	pressure	of	population	results	in	disguise	unemployment.	(f)Dualistic	Economy:	One	of	the	features	of	underdeveloped
economy	is	dualistic	economy.	This	means	that	market	economy	and	subsistence	economy	exist	side	by	side.	The	developed	market	economy	is	found	in	urban	areas	and	rural	areas	are	characterized	by	subsistence	economy.	In	urban	areas,	handful	of	the	people	enjoys	all	modern	facilities	like	cellular	phone,	car,	houses	etc.	Their	life	style	is	lavish.	In
rural	areas,	people	are	living	with	bare	minimum	necessities	of	life.	In	some	underdeveloped	countries,	foreign	companies	are	utilizing	valuable	natural	resources	of	the	country	and	enjoying	the	major	portion	of	profit	from	it.	On	the	contrary,	the	native	are	given	minimum	wage	for	their	labour.	These	companies	make	huge	profit,	which	are	taken	to
their	own	country.	They	contribute	very	little	to	the	development	of	underdeveloped	countries.	(g)Absence	of	Entrepreneurship:	In	developing	countries	people	have	very	little	means	to	develop	their	hidden	talent	of	entrepreneurship.	Low	level	of	literacy,	ineffective	government	policies,	lack	of	market,	lack	of	infrastructure,	limited	resources,	social
rigidities	and	lack	of	security	are	responsible	for	hesitation	of	people	to	undertake	new	initiative	and	venture	in	entrepreneurship.	Only	small	group	of	people	engage	in	trading	and	industry	including	service	industry	and	financial	sector.	In	Singapore	and	Indonesia,	however,	immigrant	people	from	under	developed	countries	have	contributed	in	the
economic	development	of	these	countries.	For	instance	Chinese	immigrants	in	Singapore	and	Indonesia	have	played	crucial	role	in	Babasab	patil	notes	32.	economic	development	of	the	country.	Similarly,	Indian	immigrants	have	contributed	economic	development	of	Burma,	West	Indies	and	Sri	Lanka.	(h)Lack	of	Infrastructure:	Lack	of	physical
infrastructure	is	common	feature	of	underdeveloped	countries.	The	infrastructure	like	road,	electricity,	irrigation	net	work,	bridge,	drinking	water,	hospitals/health	posts,	communication,	and	financial	institutions	etc	are	the	pre-requisite	for	economic	development.	Mobility	of	people	and	goods	has	been	hampered	by	the	absence	of	quick	transport
and	communication.	Similarly,	necessary	capital	for	investments	is	not	easily	available.	People	have	to	depend	on	traditional	sources	of	borrowing.	People's	health	condition	is	poor	due	to	lack	of	easy	access	of	health	care.	(i)Technological	Backwardness:	The	under	developed	countries	rely	on	primitive	methods	of	production,	which	takes	more	efforts
and	less	production.	Their	technological	backwardness	is	reflected	in	high	average	cost	of	production,	poor	quality	of	product,	low	productivity	of	labour	and	capital.	Limited	availability	of	capital,	illiteracy,	lack	of	skilled	manpower	and	research	are	responsible	for	technological	backwardness.	These	countries	depend	on	imported	technology,	which	in
many	cases	are	not	suitable	for	the	country.	(j)Economic	Backwardness:	The	low	labour	efficiency	is	another	feature	of	under	developed	countries.	Due	to	the	illiteracy,	poor	health,	lack	of	training	and	specialization,	people	earn	very	little	from	their	hard	work.	There	is	also	occupational	immobility	of	labour	due	to	caste	system.	In	many	countries
caste	system	has	been	abolished.	But	in	rural	areas	still	occupation	is	classified	on	the	basis	of	caste.	Another	problem	of	under	developed	countries	is	exploitation	of	children	and	women	labourers.	Though	child	labour	is	illegal	and	it	exist	extensively	in	various	industries,	mining,	restaurants	and	domestic	works.	Prevalence	of	low	status	of	women	in
the	society	is	another	problem.	Women	are	discriminated	in	work	and	wage.	Equal	wage	for	equal	work	remains	only	in	the	law.	This	problem	is	more	Babasab	patil	notes	33.	widespread	in	private	sector.	Strict	implementation	of	law	is	lacking	in	many	cases.	(J)Lack	of	Dignity	of	Labour:	Another	problem	of	underdeveloped	countries	is	lack	of	dignity
of	labour.	The	white-collar	jobs	are	given	undue	importance	in	comparison	to	labour	oriented	jobs.	The	civil	employee	enjoys	many	privileges	and	prestige.	Manual	workers	are	looked	down	even	if	they	contribute	a	lot	in	national	economy.	Agriculture	labourers	in	Nepal	toil	under	scorching	heat	and	rain	to	produce	different	agricultural	products	and
contribute	to	national	income	and	feed	the	people.	However,	their	labour	is	not	given	so	much	importance	as	white-collar	jobs.	Traditional	values	and	social	structure	are	responsible	for	this.	(k)	Excessive	Dependence	on	Agriculture:	The	main	occupation	of	the	people	in	developing	countries	is	agriculture.	A	large	number	of	people	between	70	to	90
per	cent	of	total	population	derive	their	livelihood	from	agriculture.	Due	to	sluggish	growth	of	non-agricultural	sector,	people	are	forced	to	work	in	agriculture	even	if	they	get	meager	return.	Most	of	farmers	are	operating	on	subsistence	farming	forcing	them	to	be	in	the	vicious	circle	of	poverty.	As	family	members	have	no	alternative	jobs,	people	are
forced	to	carry	agricultural	operation.	This	has	resulted	sub-division	and	fragmentation	of	land	holding.	The	small	size	of	land	holding	again	obstructs	the	use	of	modern	farming	machinery,	which	is	essential	to	improve	productivity	of	land.	(l)Political	Factor:	The	underdeveloped	countries	are	also	trapped	in	party	politics.	The	political	parties	instead
of	working	for	the	benefit	of	the	people	may	engage	in	mis-utilization	of	power	for	personal	benefit.	Corruption,	lack	of	transparency	in	government	work,	lack	of	justice,	slackness	in	implementation	of	law	and	order,	insecurity	of	life	and	wealth,	mis-appropriation	of	country's	resources	are	responsible	for	despair	and	frustration	among	the	people.
Lack	of	people's	participation	in	decision	making	which	shape	their	lives	lead	to	failure	of	the	system.	Political	instability	is	the	major	cause	of	economic	backwardness	in	many	underdeveloped	countries.	For	instance,	Tamil	problem	in	Sri	Lanka,	Maoist	problem	in	Nepal,	occasional	communal	violence	in	India,	Indonesia,	have	disrupted	and	retarded
economic	growth	of	these	countries	Babasab	patil	notes	34.	PART	B:	NEPALI	ECONOMY	5.	INTRODUCTION	1.Geographical	Feature	Geographical	Location	and	Area:	Location:	Nepal	is	located	between	26	22'	north	and	30	27'	north	latitude	and	80	4'	east	to	88	12	east	longitude.	Border:	The	boundaries	of	Nepal	are	Tibetan	Territory	of	China	in	the
North,	the	Indian	States	of	Sikkim	and	West	Bengal	in	the	East,	Uttar	Pradesh	and	Bihar	State	in	the	South	and	Uttar	Pradesh	in	the	West.	Size:	The	total	area	of	the	country	is	147,181	sq.	km.	The	average	length	of	the	country	is	885	km	stretched	East	to	West.	The	width	of	the	country	is	not	uniform.	Mean	width	is	193	km	North	to	South.	Physical
Feature:	Ecologically	it	can	be	divided	into	three	major	divisions	ascending	from	south	to	north.	They	are	the	Tarai	plains,	the	Hills	and	the	Mountains.	(a)	Tarai	Region:	The	broad	belt	of	low	and	flat	land	stretching	East	to	West	(Mechi	to	Mahakali)	in	the	southern	part	of	Nepal	is	called	Tarai.	It	has	been	formed	out	of	fine	and	fertile	soil	brought
down	and	deposited	by	the	rivers	flowing	from	the	north.	It	is	25	to	32	km	broad.	The	region	comprises	25	per	cent	of	the	total	land	area.	This	region	is	also	called	greenery	of	Nepal,	because	it	has	40	per	cent	of	cultivable	land.	Wide	varieties	of	crops	such	as	paddy,	maize,	wheat,	sugarcane,	vegetables,	tobacco,	tropical	fruits	are	grown	in	the	region.
Around	46.7	per	cent	of	the	population	live	in	this	region.	As	this	region	is	most	suitable	for	cultivation	and	open	to	Indian	border,	the	population	of	the	region	is	increasing	at	a	very	fast	rate.	This	region	is	densely	populated.	(b)	Hilly	Regions:	Babasab	patil	notes	35.	It	is	the	region	lying	between	the	Himalayas	and	Tarai.	The	altitude	of	this	region
varies	from	610	meters	to	4877	metres	above	the	sea	level.	It	consists	of	Mahabharat	Mountain	Range,	Churia	Hills	and	river	basins.	The	Kathmandu	and	Pokhara	valleys	lie	in	midland	region.	The	Churia	range	extends	upto	Koshi	River.	This	range	is	also	known	as	Siwalik	range.	The	altitude	of	the	Mahabharat	range	varies	from	1500	meter	to	3000
meter	high.	Most	of	areas	are	covered	by	forest.	It	is	also	the	biggest	physical	region.	It	covers	42	per	cent	of	land	area.	About	one	tenth	of	land	is	suitable	for	cultivation.	In	fact,	before	the	construction	of	concrete	houses,	there	was	much	fertile	land	where	cultivation	of	cereal	crops,	cash	crops	and	vegetables	were	grown	particularly	in	Kathmandu
valley.	Now	most	of	the	fertile	land	has	been	used	for	construction	of	office	building	or	residential	houses.	(c)	Mountain	Region:	It	occurs	in	the	northern	part	of	Nepal.	The	altitude	ranges	between	4,877	meters	to	8848	meters	above	the	sea	level.	It	covers	25	per	cent	of	land	area.	A	large	number	of	peaks	and	mountains	lie	in	this	region	including	the
highest	peak	on	the	Earth	"Sagarmatha"	(Mt.	Everest).	The	other	notable	peaks	are	Kanchanjungha	(Third	highest),	Makalu,	Ganesh,	Gaurishanker,	Lhotse,	Dhaulagiri,	Annapurna,	Cho	Oyu	etc.	Similarly,	some	of	the	main	Himalayan	ranges	like	Kumbhakarna,	Mahalangoor,	Rolwaling,	Ganesh,	Annapurna,	Dhaulagiri	etc,	are	situated	in	this	region.
The	mountains	over	5000	meters	is	snow	covered.	The	big	glaciers	and	big	rivers	originate	from	this	region.	Approximately	2	per	cent	of	land	are	suitable	for	cultivation	and	about	7.3	per	cent	of	population	inhabit	in	the	region.	There	are	many	well-known	peaks	in	the	region	and	people	come	from	different	parts	of	the	world	for	mountaineering	and
trekking.	The	region	has	great	potential	for	adventure	tourism,	particularly	mountaineering.	2.	Rivers,	Lakes	and	Glaciers:	(a)	Rivers	Being	mountainous	country,	there	are	many	rivers	and	streams	originating	in	the	Himalayan	region.	Most	of	them	are	flowing	from	North	to	South.	The	Babasab	patil	notes	36.	Koshi	River	in	the	East	is	the	longest	and
biggest,	formed	out	of	seven	tributaries	namely	Arun,	Tamor,	Sunkosi,	Dudhkosi,	Tamakosi,	Likhukosi	and	Indrawati.	The	Gandaki	River	in	the	middle	of	the	country	also	is	with	seven	tributaries	namely	Trisuli,	Burigandaki,	Marsyangdi,	Seti,	Daraundi,	Kaligandaki	and	Modi.	The	Karnali	River	in	the	west	formed	with	five	tributaries	namely	Mugu
Karnali,	Humla	Karnali,	Bheri,	Seti	and	Tila.	The	Karnali	River	is	the	second	largest	and	longest	river.	The	rivers	in	Churia	range	depend	on	monsoon	rainfall	and	are	mostly	dry	in	winter.	Tilawe,	Sirsia,	Bagari	Mohana,	Balan,	Ratu	are	some	of	monsoon	fed	rivers.	The	rivers	originating	from	Mahabharat	range	depends	on	spring	and	rainwater.	The
Bagmati,	Mechi,	Mahakali,	Kankai,	Kamala,	Rapati,	Tinau,	Babai	are	main	rivers	which	originate	from	Mahabharat	range.	(b).Lakes:	There	are	many	beautiful	lakes.	The	most	famous	lakes	are	Rara	(biggest)	in	Mugu	District,	Phewa,	Begnas,	Rupa	in	Pokhara	valley,	Phoksundo	in	Dolpo,	Satyawati	in	Palpa	and	Tilicho	in	Manang.	The	Gosaikund,
Suryakund,	Bhairavkund	are	religiously	famous	lakes	of	Nepal.	(c)	Glaciers:	The	huge	masses	of	ice	moving	along	mountain	valley	are	known	as	glaciers.	Most	of	them	are	located	in	the	eastern	Himalaya.	The	biggest	is	Khumbu	glacier	in	Mahalangur	Himalaya.	The	Langtang	glacier	of	Langtang	Himal	is	the	largest	one.	3.	Climate:	Nepal	has	monsoon
type	of	climate.	But,	being	a	mountainous	country,	the	climatic	condition	differs	from	one	part	to	another,	generally	on	the	basis	of	altitude	-	higher	the	altitude	cooler	the	climate.	There	are	three	main	seasons	in	Nepal.	(a)	Summer:	March	to	July	is	summer	season,	which	is	characterized	by	high	temperature.	In	Tarai,	temperature	exceeds	30	C.
Temperature	decreases	along	with	increase	in	altitude.	Days	are	sunny,	windy	and	dusty.	Because	of	heat,	storms	frequently	originate	in	this	season.	Babasab	patil	notes	37.	(b)	Rainy:	June	-	September	is	rainy	season.	Monsoon	blows	from	southeast	direction	and	brings	rain	to	the	country.	The	southern	slopes	of	Mahabharat	and	Churia	ranges	in
eastern	Nepal	receive	heavy	rainfall	of	over	200	cm.	The	Pokhara	valley	receives	the	highest	amount	of	rainfall	(over	300	cm)	and	Himalayan	ranges	get	less	than	50cm,	which	is	mostly	in	the	form	of	snow.	(c)	Winter:	October	to	February	is	the	winter	season.	The	temperature	gets	very	low	and	it	becomes	cold	in	most	of	the	areas	of	the	country.	The
temperature	in	Tarai	belt	is	about	15	C	and	Himalayan	region	far	below	0	C.	Morning	is	foggy	or	frosty.	The	western	wind	brings	some	rainfall,	which	decreases	from	west	towards	east.	Heavy	snowfall	takes	place	in	high	mountains.	Types	of	climate:	There	are	five	types	of	climates	in	Nepal.	(a)	Sub-tropical	Monsoon	Climate:	In	the	Tarai	and	upto	the
altitude	of	1200m,	climate	is	very	hot	during	summer	and	cold	in	winter.	Rainfall	varies	between	170cm	in	the	east	and	100cm	in	the	west.	(b)	Temperate	Monsoon	Climate:	Between	1200	to	2100	m	of	altitude,	the	climate	is	moderately	hot	during	summer	and	cooler	during	winter.	The	rain	varies	from	200cm	to	100cm.	This	is	most	pleasant	climate.



(c)	Cool	Temperate	Climate:	Warm	in	summer	and	cold	in	winter.	The	average	rainfall	is	about	150cm,	which	occurs	more	in	east	and	less	in	the	west.	(d)	Alpine	Climate:	The	lower	part	of	Himalayan	region	between	3300m	and	5000m	of	altitude	has	alpine	climate,	which	is	slightly	warm	in	summer	and	winter	is	very	cold.	The	rainfall	varies	from
50cm	to	100cm	and	sometime	snowfall.	(e)	Tundra	Climate:	Babasab	patil	notes	38.	Above	5000m	the	climate	is	very	cold	round	the	year.	The	precipitation	is	low	and	is	in	the	form	of	snow.	Snowstorms	in	the	afternoon	are	very	frequent	in	many	parts	of	the	country	having	this	climate.	4.	Characteristics	of	Nepali	Economy.	Nepal	is	one	of	the	least
developed	countries	in	the	world.	The	main	features	of	Nepali	economy	are	widespread	poverty,	low	human	development,	under-utilization	of	resources,	ineffective	administration,	corruption,	lack	of	security	and	low	status	of	women	and	girls.	The	main	charac0teristics	of	Nepali	economy	are	as	follows;	Geographical	Characteristic.	(a)	Unfavourable
Physical	Feature:	Nepal	is	a	mountainous	country.	Nearly	83	per	cent	of	land	is	hilly	and	mountainous	terrain.	Ecologically,	the	country	is	divided	into	three	regions;	the	Mountain	region,	Hill	region	and	Tarai	region.	In	the	mountain	regions,	development	of	transport	and	communication	is	very	difficult	and	expensive.	Thus,	many	VDCs	still	lack	basic
facilities	like	health,	drinking	water,	electricity	and	communication.	Besides,	in	almost	every	rainy	season	villages	suffer	from	natural	disaster	like	landslides	and	flash	flood.	Being	landlocked	country,	Nepal	has	to	depend	on	India	to	get	access	to	sea	which	sometimes	face	difficulty	due	to	disagreement	in	transit	problem	between	the	two	countries.
Except	in	Tarai	region	river	transportation	is	not	possible	in	mountain	region	due	to	fast	flowing	rivers.	Nepal	is	rich	in	varieties	of	vegetation	due	to	its	varied	climate	across	the	country.	People	from	different	parts	of	the	world	can	easily	adjust	in	Nepal.	Similarly	different	types	of	crops	can	be	cultivated	in	various	parts	of	the	country.	(b)	Under-
utilization	and	Misutilization	of	Natural	Resources.	The	main	natural	resources	of	the	country	are	fertile	soil,	water	and	mineral	resources.	Proper	utilization	of	valuable	and	rare	herbs	is	lacking	due	to	absence	of	effective	policy.	Rampant	smuggling	of	forest	products	is	widespread	in	many	parts	of	the	country.	Similarly,	Nepal	is	very	rich	in	water
Babasab	patil	notes	39.	resources	but	is	not	being	able	to	harness	it	for	the	economic	development.	Likewise,	mineral	resources	is	also	not	properly	explored	and	exploited	due	to	lack	of	effective	policy.	As	for	soil,	indiscriminate	use	of	chemical	fertilizer	has	spoiled	its	quality	much	to	the	distress	of	farmers	in	many	parts	of	the	country.	Economic
Characteristics:	The	economic	characteristics	include	poverty,	investment,	saving,	agriculture,	industry,	trade	and	technology	etc.	(a)	Human	Poverty:	The	Human	Poverty	refers	to	lack	of	capabilities,	lack	of	political	stability,	inability	to	participate	in	decision-making,	lack	of	personal	security	and	inability	to	participate	in	the	life	of	a	community.
Poverty	is	wide	spread	in	Nepal.	The	per	capita	income	is	only	$210.	About	42	per	cent	of	people	live	below	the	poverty	line.	Most	of	the	people	are	very	poor	and	can	not	even	get	basic	necessities	of	life.	The	Household	Survey	in	1976/77,	Multipurpose	Household	Budget	Survey	in	1984/85,	Nepal	Rural	Credit	Survey	in	1991,	and	Nepal	Living
Standard	Survey	in	1995/96	revealed	the	increase	of	poverty	from	33	per	cent	in	1977	to	42	per	cent	in	1995/96.	The	Global	Human	Development	Report	2004	estimated	Human	Poverty	Index	(HPI)	for	Nepal	at	44.2	and	Nepal	ranked	69	position	out	of	95	developing	countries.	Human	Poverty	Index	in	rural	areas	is	41.4	whereas	for	urban	areas	it	is
only	23.9.	The	Mid	and	Far	Western	Development	Regions	are	characterized	by	high	population,	low	income	and	??????	,	(b)	Dependence	on	Agriculture:	The	agriculture	is	main	basis	of	Nepali	economy.	Nearly	40	per	cent	of	Gross	Domestic	Product	is	contributed	by	agriculture	sector.	Similarly	60	per	cent	of	economically	active	people	depend	on
agriculture.	Among	them	40	per	cent	are	female.	The	women	in	rural	Nepal	are	intimately	involved	in	agricultural	production	process.	Although	women	participate	extensively	in	agricultural	production	but	their	productivity,	however,	remains	constrained	in	several	ways.	Women	have	limited	access	to	information,	credit	and	complementary	services
than	men.	Agricultural	policy	has	not	taken	appropriate	consideration	of	Babasab	patil	notes	40.	women's	special	needs	and	concerns.	Besides,	the	necessary	inputs	are	required	for	the	improvement	of	agriculture	which	is	not	available	to	all	farmers.	The	farmers	are	facing	problems	of	not	only	inputs	but	also	market	for	output.	The	competition	with
imported	agricultural	products	is	depriving	farmers	to	get	their	due	price	in	the	market.	(c)	Adverse	Balance	of	Trade:	The	trade	is	important	to	import	necessary	material	for	economic	development	and	export	Nepali	products	for	earning	foreign	exchange.	Lack	of	diversification	in	exportable	products	and	continuously	increasing	volume	of	import	is
creating	problems	of	adverse	balance	of	trade.	Nepal's	main	items	of	export	are	carpet,	ready-made	garments,	handicrafts,	wool	and	woolen	products,	silver	products	and	paper	products.	The	export	of	these	products	is	not	increasing	due	to	several	problems	associated	with	the	trade	policy.	The	export	of	traditional	agricultural	products	is	also
declining	due	to	low	production	and	quality.	(d)	Low	Level	of	Investment:	Due	to	low	per	capita	income	and	wide	spread	poverty	both	saving	and	investment	is	very	low.	During	the	period	of	1995	-	99,	the	economy	has	slowed	down	with	compare	to	early	nineties.	Political	instability,	frequent	changes	in	government,	Maoist	problem	and	rampant
corruption	in	all	fields	led	to	slower	GDP	growth	of	per	capita	income,	government	revenue,	expenditure,	investment	and	saving.	The	average	annual	national	saving	was	recorded	at	16.5	percent	at	the	end	of	the	Ninth	Plan,	which	is	more	than	the	target	rate	of	16.1	percent.	The	growth	in	national	saving	mainly	was	due	to	the	foreign	employment.
The	average	annual	growth	rate	of	investment	in	the	same	plan	period	was	recorded	at	3.5	percent	as	against	the	6.1	percent	target.	(e)	Dualistic	Economy:	Nepal's	economy	is	highly	dualistic.	The	urban	sector	is	characterized	by	non-agricultural	sector	while	rural	area	is	characterized	by	backward	agricultural	sector.	Agriculture	is	still	the	backbone
of	rural	economy	where	majority	of	people	live.	Agricultural	growth	was	only	about	3.3	percent	on	an	average	by	the	end	of	Ninth	Plan	(2001).	The	average	production	of	food	grain	was	2.53	per	cent	per	annum.	The	non-agricultural	growth	rate	3.95	per	cent	Babasab	patil	notes	41.	per	annum	during	the	same	plan	period.	The	poor	performance	of
agriculture	further	created	a	wide	gap	in	economic	development	between	rural	and	urban	areas.	Demographic	Characteristics:	(a)	High	Population	Growth:	Another	characteristic	of	Nepali	Economy	is	the	high	growth	of	population.	The	population	of	Nepal	increased	from	15	million	in	1981	to	18.5	million	in	1991	and	increased	to	23.1	million	in	2001.
The	annual	growth	rate	is	2.2	per	cent	in	1991-2001	decade.	According	to	2001	census,	crude	birth	rate	is	32.5	per	1000	population.	The	crude	death	rate	is	9.3	per	1000	population.	The	total	fertility	rate	is	4.1	per	women.	The	infant	mortality	rate	is	64.1	per	1000	live	birth	and	life	expectancy	at	birth	is	59.7	years.	(b)	Population	Density:	In	2001
population	density	was	157	persons	per	square	kilometer.	Among	development	regions,	the	lowest	population	density	was	found	in	Mid-Western	Development	Region	(71	persons)	and	highest	in	the	Central	Development	Region	(293	persons).	(c)Sex	Ratio:	The	sex	composition	of	a	population	is	indicated	by	sex	ratio.	According	to	2001	census	there
were	99.80	male	for	100	females.	Females	have	slightly	out	numbered	males.	This	is	because	of	the	fact	that	adult	males	used	to	go	abroad	in	search	of	jobs.	Social	-	Cultural	Characteristics:	(a)	Social	Value	and	Institution:	The	backward	social	value	and	institution	are	deeply	rooted	in	Nepali	society.	Although	caste	system	is	already	abolished	but	it
is	still	prevalent	in	many	communities.	The	people	from	lower	caste	are	discriminated	by	the	upper	caste	and	often	deprived	them	from	the	use	of	community	resources	like	public	tap	and	well.	The	children	from	lower	caste	are	not	allowed	to	sit	beside	the	children	from	the	upper	caste	in	the	classrooms.	Babasab	patil	notes	42.	The	majority	of	Nepali
people	in	geographically	isolated	regions	have	not	received	basic	necessities	of	life	like	education,	health	care,	access	to	safe	drinking	water	and	sanitation	due	to	the	laxity	of	concerned	institution.	The	lack	of	transparency	and	accountability	in	management	of	the	service	has	further	deteriorated	the	situation	in	geographically	isolated	regions.	The
development	policy	failed	to	mobilize	rich	tradition	of	community	participation	and	initiatives	for	community	development.	The	mushrooming	of	Non-Government	Organizations	also	could	not	provide	the	expected	results	in	the	development	of	remote	regions.	(b)	Low	Status	of	Women:	The	Nepali	society	is	patriarchal.	The	male	dominates	the	society.
This	results	wide	differences	in	the	development	of	male	and	female	in	physical	survival,	health,	educational	opportunities,	and	ownership	of	assets,	mobility	and	cultural	value	of	society.	The	Gender	Development	Index	(GDI)	rank	for	Nepal	is	116	in	2004.	The	Index	varies	widely	across	the	ecological	region.	The	GDI	is	higher	in	hills	and	lower	in
mountains	due	to	greater	access	to	knowledge,	information,	health	facilities	and	economic	opportunities.	The	Mid-Western	and	Far	Western	Development	Regions	are	more	backward	than	the	rest	of	regions.	The	GDI	also	follows	same	pattern	with	HDI.	Where	HDI	is	lower	GDI	is	also	lower.	6	Natural	Resources	Planned	and	careful	utilization	of
natural	resources	is	necessary	for	lasting	and	sustainable	economic	development	of	any	country.	Natural	resources	are	free	gift	from	the	Mother	Nature	to	mankind.	The	atmosphere,	water,	soil,	forest,	wildlife,	land,	minerals	are	all	natural	resources.	There	are	two	types	of	natural	resources,	renewable	and	non-renewable.	The	renewable	resources
are	those	resources	which	with	short	recycling	times	–	that	is,	the	length	of	time	required	to	replace	a	given	quantity	of	a	resources	that	has	been	used	with	an	equivalent	quantity	in	a	similar	form.	For	example,	agricultural	crops,	pasture	grassland,	trees,	wild	and	domestic	animals,	air,	water,	solar	energy,	forest	crops	etc	Babasab	patil	notes	43.
While	non-renewable	resources	once	consumed	or	utilized	cannot	be	replaced.	For	example,	if	a	barrel	of	kerosene	once	consumed	it	is	gone	forever.	Similarly,	all	mineral	resources	are	not	renewable.	Thus,	the	economic	development	of	a	country	depends	upon	not	only	availability	of	natural	resources	but	also	in	its	proper	utilization.	Three	major
natural	resources	of	Nepal	are	water,	forest	and	mineral.	1.	Water	Resources:	Water	is	a	vital	resource	of	Nepal.	It	is	life	giving	as	well	as	life	saving.	1.	Potentiality	of	Water	Resources.	The	water	resource	is	the	most	important	natural	resources	of	Nepal.	It	possesses	about	2.77	percent	of	the	world's	water	resources.	Nepal	is	said	to	be	the	second
richest	country	in	water	resources	in	the	World.	The	major	sources	of	water	are	glaciers,	snowmelting	from	Himalayas,	rainfall,	ground	water	and	lakes.	It	is	estimated	that	there	are	6000	small	and	big	rivers.	The	first	grade	rivers	are	the	Karnali,	Narayani,	and	the	Sapta	Koshi.	The	second	grade	rivers	are	the	Bagmati,	Rapti,	Kamala,	Mechi,	Kankai,
Babai	etc.	And	the	third	grade	rivers	are	those	rivers	which	originate	in	the	Siwalik	range	and	dry	up	during	dry	season.	The	surface	water	is	wide	spread	in	the	country.	There	is	great	potentiality	of	developing	ground	water	resources	in	Tarai	region.	The	water	table	is	generally	found	at	about	15	meter	from	the	surface	in	the	northern	part	of	Tarai.
And	in	the	southern	part	ground	water	comes	near	the	surface	in	the	form	of	spring.	.	2.	Role	of	Water	Resources	in	Nepali	Economy.	(a)	Hydro	Electricity.	Nepal	has	huge	potentiality	to	generate	hydro	electricity	power.	Water	is	also	popularly	known	as	White	Coal.	Generally	two	physical	conditions	are	required	to	harness	hydro	electricity	–
irregular-mountain	topography	and	speedy	perennial	rivers.	Mother	Nature	has	provided	Nepal	with	both	of	these	conditions.	The	country	not	only	has	perennial	rivers	but	also	posses	many	water	falls.	The	estimated	potentiality	of	hydro	electricity	is	83,000,000KW.	However,	the	total	installed	capacity	of	the	present	hydro	electricity	projects	is	only
397	MW.	This	accounts	little	more	than	0.3	per	cent	of	the	potential	Babasab	patil	notes	44.	capacity.	This	shows	that	there	is	a	huge	potentiality	still	to	be	harnessed.	At	present,	most	of	the	electricity	produced	are	consumed	in	urban	areas	and	rural	areas	are	still	deprived	of	this	energy.	The	low	consumption	of	electricity	indicates	the	poor	state	of
country's	economy.	(b)	Drinking	Water.	Water	is	one	of	the	basic	necessities	of	life.	It	is	used	for	cleaning,	washing,	drinking	and	cooking.	Nearly	90	per	cent	of	the	people	depend	upon	river	water.	Most	of	them	do	not	have	knowledge	of	purifying	the	water	to	make	it	safe	for	drinking.	Piped	water	is	supplied	only	in	Kathmandu	valley	and	certain
towns	in	Tarai.	At	present,	46	per	cent	of	water	supply	in	Kathmandu	is	from	ground	water	sources.	The	city's	drinking	water	supply	despite	coming	through	purifying	plants	is	not	safe	for	drinking.	The	tap	water	often	is	found	contaminated	from	sewerage	waste.	Water	related	diseases	are	very	high	in	Nepal.	Diarrhoea	is	common	and	is	responsible
for	almost	half	the	child	mortality.	Another	problem	is	maintenance	of	drinking	water	project.	Due	to	lack	of	community	participation	in	the	drinking	water	projects,	the	sense	of	ownership	of	the	project	is	lacking.	However,	now	a	days	the	maintenance	work	of	drinking	water	project	is	done	by	the	Water	User’s	Committee	formed	in	many	Village
Development	Committees.	(c)	Spring	water:	Nepal	is	well	known	in	the	world	due	to	its	Himalayan	ranges.	Himalayan	spring	water	has	its	exotic	value	for	its	purity	as	well	as	its	rarity.	It	can	be	promoted	commercially	as	bottled	spring	water	within	the	country	and	abroad.	(d)	Irrigation:	Water	resources	are	source	of	irrigation.	Nepal	being	an
agricultural	country,	irrigation	is	very	important	to	increase	the	productivity	of	land	and	expansion	of	agricultural	land.	The	modernization	of	agriculture	requires	dependable	irrigation	facilities.	Irrigation	is	essential	to	cultivate	different	types	of	high	yielding	crops.	Thus,	to	improve	the	economic	condition	of	the	farmer	and	reduce	the	risk	from	the
vagaries	of	monsoon	rain,	irrigation	is	very	important.	So	far	the	irrigation	facility	is	inadequate	in	Nepal.	Out	of	2,642,000	hectare	cultivated	land	only	1,104,000	hectare	of	land	has	been	irrigated	till	1999/2000	(Water	Resources	Strategy	Nepal,	2002).	At	present,	42	percent	of	Babasab	patil	notes	45.	cultivated	land	has	irrigation	facility,	but	only	17
percent	of	cultivated	land	have	irrigation	facility	throughout	the	year.	(e)	Industrial	Development.	Water	is	equally	important	for	all	industries	whether	cottage	or	manufacturing	industries	like	steel,	paper,	cloth,	carpet	dying	etc.	Carpet	and	hand	made	Nepali	paper	are	among	the	major	export	items	of	Nepal.	The	supply	of	water	is	essential	for	the
development	of	these	industries.	Water	mills	are	used	in	most	of	the	rural	areas	both	for	grinding	grains	and	generating	electricity	through	micro	hydro	projects.	(f)	Development	of	Transport.	Water	is	equally	important	for	navigational	activities.	River	navigation	is	cheaper	mode	of	transportation.	Therefore,	the	navigational	opportunity	in	the	country
has	to	be	fully	explored.	It	is	used	for	local	transportation	in	some	of	the	rivers	in	Tarai.	(g)	Protecting	Forest	Resources.	The	forest	is	the	principal	source	of	energy	especially	in	rural	areas.	Rural	people	are	forced	to	use	wood	for	household	necessities,	industrial	use	and	other	purposes	due	to	lack	of	electricity	facility.	If	the	facility	of	electricity
available	at	affordable	price,	the	use	of	wood	will	be	reduced.	(h)	Recreational	use.	Water	entertainment	is	not	developed	in	Nepal	like	in	other	countries	to	attract	people.	Water	parks,	water	surfing	and	other	amusement	park	can	generate	both	income	and	employment.	However,	white	water	rafting	is	becoming	popular	among	the	vacationers.	(i)
Fisheries	and	Aquaculture:	Fishing	is	done	in	some	rivers	and	lakes	in	Nepal.	So	far	commercial	fishery	is	limited	to	pond	fisheries	in	limited	areas.	It	can	be	extended	to	rivers	as	well	with	scientific	studies.	It	could	generate	rural	employment	and	food	supply	to	domestic	and	foreign	market	(j)	Save	Foreign	Exchange.	Every	year	Nepal,	spends
millions	of	Rupees	in	the	import	of	diesel,	kerosene	and	gas	for	household	energy.	The	expenses	can	be	saved	if	these	energies	are	Babasab	patil	notes	46.	substituted	by	generating	available	waterpower	in	the	country.	Besides,	the	problems	of	occasional	shortage	of	these	materials	due	to	roadblocks	by	landslides	in	the	rainy	season	or	due	to	storage
capacity	can	be	avoided.	3.Current	Situation	of	Water	Resources.	The	current	situation	of	water	resources	can	be	assessed	from	the	following.	(a)	Drinking	Water.	One	third	of	population	still	do	not	have	access	to	safe	drinking	water.	The	Ninth	Plan	(1997/2002)	aim	was	to	provide	drinking	water	facility	to	all	the	people	in	the	country	in	phase	wise
manner.	Table	6.1:	The	Ninth	Plan	Progress	(Population	in	thousand)	Description	Target	Progress	Progress	The	population	benefited	at	the	Percentage	end	of	the	Plan	Additional	9700	2904	29.94	17017	(71.6%)	Population	benefited	by	drinking	water	facility	Source:	The	Tenth	Plan,	HMG.	As	shown	by	the	above	Table	6.1	the	progress	of	the	Ninth
Plan	is	far	from	its	target.	The	Tenth	Plan	aims	to	provide	drinking	water	facility	to	additional	population	of	38,52,000	in	rural	and	7,39,000	in	urban	areas.	(B)	Irrigation.	One	of	the	main	objectives	of	the	Ninth	Plan	was	to	make	available	irrigation	facility	as	per	the	need	of	crops	and	to	reduce	dependency	on	rainwater.	Another	objective	was	to	raise
water	utilization	efficiency	of	surface	and	ground	projects,	and	to	enhance	people's	participation	in	the	management	of	irrigation	system	through	user	groups.	The	target	of	the	plan	was	to	irrigate	142400	hectare	of	new	land.	It	manages	to	achieve	65	per	cent	of	the	target.	The	Tenth	Plan	(2002-2007)	target	is	to	irrigate	177600	hectare	of	additional
land.	(c)	Electricity.	Babasab	patil	notes	47.	The	present	hydroelectric	project	is	253	MW,	which	is	said	to	be	of	only	0.3	per	cent	of	the	total	capacity	of	the	country.	Recently	Kali	Gandaki	A	-	the	largest	hydro	project	in	Nepal	came	into	operation	generating	144MW	of	electricity.	One	of	the	objectives	of	the	Ninth	Plan	was	to	supply	electricity	at
affordable	price	internally	and	to	export	it	at	competitive	price	by	developing	reliable	and	quality	hydropower.	During	the	three	years	period	of	the	Ninth	Plan,	electricity	facility	has	been	provided	to	670,000	users	achieving	47.85	per	cent	progress.	The	target	of	the	Ninth	Plan	was	to	provide	electricity	to	828000	users	or	20	per	cent	of	the	total
population	during	the	planned	period.	The	electricity	facility	has	been	available	to	75	districts,	58	municipalities	and	about	800-village	development	committees.	During	the	Tenth	Plan	it	is	aimed	to	provide	electricity	facility	to	additional	10	per	cent	people	from	the	national	grid	connection	which	will	cover	additional	2,600	village	development
committees.	Similarly,	additional	5	per	cent	people	will	get	electricity	from	alternative	energy	sources.	4.	Problem	of	Water	Resources	Development.	There	are	many	problems	for	the	development	of	water	resources	in	Nepal.	They	are	as	follows;	(a)	Lack	of	Adequate	Capital.	Nepal	lacks	adequate	capital	to	launch	new	electricity	projects,	drinking
water	projects	and	irrigation	projects.	The	only	way	to	get	finance	for	big	projects	is	through	foreign	aid	and	loan,	which	is	conditional	and	most	of	time	it	is	not	in	accordance	with	the	need	of	the	people.	(b)	Lack	of	Technician.	Nepal	still	lacks	right	kind	of	human	resources	to	plan	and	implement	big	projects.	The	government	has	not	yet	come	up
with	right	type	of	education	to	fulfill	need	of	technical	human	resources.	On	the	other	hand,	trained	people	are	also	leaving	the	country	due	to	lack	of	proper	motivation	and	job	opportunity	and	exposure.	(c)	Lack	of	Transport	Facility.	Lack	of	transportation	facility	is	a	big	hurdle	for	proper	utilization	of	water	resources.	The	potential	areas	of	water
resources	are	not	easily	accessible	due	Babasab	patil	notes	48.	to	non-existence	of	roads.	On	the	other	hand,	the	existing	roads	are	often	damaged	during	rainy	season	mainly	in	hilly	region.	The	regular	maintenance	of	roads	during	rainy	season	is	difficult	and	it	takes	long	time.	(e)	Limited	Market.	The	people's	economic	situation	has	not	improved
despite	the	implementation	of	many	development	plans.	It	is	said	that	the	electricity	tariff	in	Nepal	is	the	most	expensive	one	in	the	whole	of	South	Asia.	The	poor	have	to	strive	for	the	basic	facility	such	as	drinking	water,	irrigation	and	electricity.	The	internal	market	is	very	limited.	(f)	Political	Instability.	Nepal	witnessed	political	instability	especially
after	the	restoration	of	multiparty	system	1991.	The	elected	leaders	and	Parliamentarians	failed	to	fulfill	the	very	basic	needs	of	Nepali	people.	This	has	created	great	frustration	and	dissatisfaction	among	the	people.	The	poor	have	not	experienced	any	change	in	their	livelihood.	The	drinking	water,	electricity	and	irrigation	projects	never	became
available	in	remote	and	backward	area	despite	expenditure	of	Crores	of	Rupees.	(f)	Defective	Government	Policy:	Irrespective	of	formation	of	various	commissions	related	to	resource	management	development,	there	are	shortcomings	in	design	and	implementation	of	projects.	Proper	utilization	and	maintenance	of	projects	are	not	well	conceived	as
the	result	irrigation	canals	remain	without	water	and	electricity	plant	ceased	to	operate.	Nepal	has	adopted	the	liberal	economic	policy	but	the	government	could	not	ensure	guarantee	to	private	sector	as	the	result	it	is	not	coming	forward	to	develop	water	related	projects.	In	fact,	no	well-orchestrated	and	broad-based	visions	have	been	projected	in
this	regard.	2.	FOREST	All	kinds	of	plants,	which	grow	in	natural	habitat,	are	known	as	natural	vegetation	or	forest.	The	land	use	of	Nepal	shows	that	37	per	cent	(5.4	million	hectare)	of	the	total	land	area	is	covered	by	natural	forest	of	which	17	per	cent	is	conifer,	59	per	cent	hardwood	and	24	per	cent	mixed	type	forest.	Babasab	patil	notes
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