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Economic Growth and Rural-Urban 
Income Distribution 

1950-51 — 1960-61 
V K R V Rao 

A significant relationship between economic growth and income distribution is the change that takes place in 
the proportions of urban and rural income to total income. 

The more developed an economy the higher is the proportion of urban income, and the lower that of rural 
income. 

The increase in the proportion of urban income is largely due to the increase in the proportion of the urban 
labour force to the total labour force, though to some extent it is also a result of the smaller proportion of rural per 
capita income to urban per capita income. 

It must be added however that an index of the degree of development is not only the growth of the urban 
share in the national income but also a reduction in the disparity between urban and rural per capita incomes. 

It would be interesting therefore to consider the effect of Indian economic development during the first two 
Five Year Plan periods on the growth of urban and rural income as also the change, if any, in their relationship. 

[This article is based on the author's forthcoming book : "Distr ibutional Aspects of Economic Growth in India: 
1950-51 — 1960-64'V] 

TT is not easy to allocate India's 
national income between the urban 

and rural sectors nor the change in 
their respective magnitudes over the 
ten year period. Fortunately, the two 
terminal points of our period coincide 
wi th the decennial Census and it is 
possible to make a somewhat rough 
estimate of the relevant magnitudes. 
There are however differences in defi
nit ion of the urban area between the 
two Census of 1951 and 1961 that 
prevents a straight comparison of the 
urban population in the two years. 
The 1951 Census had included in the 
urban sector al l places w i th a popula
tion of 5000 and over as also some 
places w i th a smaller population but 
possessing definite urban characteris
tics. In the 1961 Census, while all 
places like municipalities, cantonements 
and other areas possessing recognised 
local administrations continued to be 
treated as urban, for other places the 
criteria for inclusion were made 
stricter. Thus, in order to count as 
urban, they had to have a population 
of not less than 5000, have a density 
of not less than 1000 per square mile, 
and have at least 75 p c of their work
ing populations engaged in pursuits 
other than agriculture. On this defini
t ion , urban population in 1961 was 
only 17.8 pc as compared wi th 17.0 
pc in 195L On a reclassification of 
the data for 1951 in terms of the 
definition of 1961, however, i t is found 
that the increase during the decennium 
is higher, being 17.8 p c in 1961 as 
against only 15.6 p c . 1951.. I t was 
therefore possible to identify the in-

crease in urban population on a uni
form basis. 

Proportion of Workers 

When it came to the number of 
workers, it was more difficult to bring 
about comparability. The 1951 Cen
sus had classified the population under 
three categories, namely, 'self-support
ing', 'earning dependent' and 'non-
earning dependent'. A 'self-supporting' 
person was defined as one who earned 
enough at least to maintain himself, 
the 'earning dependent' as one who 
had some income, while the 'non-
earning dependent' had none. The 
1961 Census abandoned this classifica
t ion and instead introduced only two 
categories, namely, 'working ' and 'non-
working ' . The principal means of 
livelihood was no longer linked wi th 
the proportion of the income earned 
but to the activity to which the res
pondent devoted the major part of 
his working time. This resulted in a 
large increase in the number of 
workers in the 1961 Census, mainly 
under female workers in agriculture, 
the index number of female cultivators 
which stood at 109.9 in 1951 wi th 100 
as base in 1900 now jumping to 1947 
in 1961. It must be added that, as the 
bulk of the abnormal increase was 
accounted thus under agriculture, the 
definitional difference is not l ikely to 
have affected to any significant extent 
either the comparability of workers in 
other sectors or their distribution be
tween urban and rural areas. 

In any case, for calculating urban 
and rural incomes, we have used the 

proportion of workers and their in 
come differentials in each individual 
industrial sector and not the actual 
number of workers in the urban and 
rural areas. The proportion of workers 
has been based on the paper (mimeo
graphed) by B R Kalra on "1961 
Census and its implications in terms 
of labour force, growth and employ
ment" along wi th the official 1961 
Census paper No. 1, and the official 
country statement for India presented 
before the Asian Population Conference 
in 1963. 

Net Output in Sectors 

For determining the distr ibution of 
net output in individual sectors, our 
figures are based on the estimated in 
come per worker. In the more orga
nised sectors like mining, factories, 
railways, communication and govern
ment administration, where income 
does not depend upon location, no 
wage differentials are assumed to 
exist. For agriculture and allied acti
vities, the net value of output has 
been taken, while for the remaining 
sectors like small industries, construc
t ion, trade, unorganised transport, 
professions and liberal arts, data on 
income differentials have been gleaned 
from a number of miscellaneous and 
scattered sources for 1951 and from 
individual reports of the National 
Sample Survey for 1961. These data 
are admittedly rough, are not strictly 
comparable, and do not always pertain 
to the specific years 1951 and 1961. 
Nevertheless, we have been compelled 
to use them for want of more reliable 
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data and also because, in our judge-
mem; mey do broadly represent the 
relevant orders of magnitude. 

For such sectors where no income 
differentials are used, income originat
ing in urban and rural areas have been 
obtained on the basis of the ratio of 
workers in the two areas as given by 
the Population Census results, For 
those sectors where income differential 
is assumed to exist, the method adopt 
ed is to work out the ratio of rural 
sample earnings to the coresponding 
urban figure in each such sector, and 
I he ratio of rural workers to total 
workers in each sector, and combining 
the two ratios determine the share 
rural income in each sector, 

Tne urban income in each sector is 
then derived as a residual. Table (1) 
gives the result of our calculations fur-
urban and rural income in 1950-51 
and 1960-61. 

Disparity Widened 

It wi l l be seen that while urban in
come has increased from Rs 2,790 
crores to Rs 4,803 crores or by 72.15 
p c, the increase in rural income is 
only 39,0 p c, being Rs 9.396 crores 
in 1960-61 as against. Rs 6,760 crores 
in 1950-51. The share of urban in
come in the national product, has 
increased from 30,3 p c to 33,8 p c 
over triis period. In per capita terms, 
the urbanites have tared even better, 
the increase being 43.2 pc as com 
pared to only 12.6 pc in the case of 
rural residents. In spite of a slight 
fail in the proportion of rural to total 
population and an increase of nearly 
19 p c in the national per capita 
income, rural per capita income which 
was 0.843 of the ail India per capita 
income in 1950-51 declined to 0.805 
by 1960-61. During the same period, 
the ratio of urban per capita income 
to the rural counter-part increased 
from 1.83 to 2.33. 

These figures are of course quali
fied by the extent to which the size 
of the net transfer of income from 
urban to rural areas increased over us 
1950-51 level, but this does not ap
pear to have been of a significant 
magnitude. It is also true that the 
comparison is between two terminal 
points, but as 1960-61 was not a bad 
agricultural year — indeed it was 
particularly good year for foodgrains 
— this should not lead to any under
estimation of the comparative position 
of rural income. The conclusion 
emerges therefore that in spite of ten 
m n s of economic planning, the dis-
£ftrity between the urban and rural 

sectors has widened significantly with 
urban per capita domestic product 
standing at Rs 607 in 1960-61 as 
against Rs 261 of its rural count, r-
pan or more than 2.3 times the rural 
per capital domestic product as against 
1.8 in 1950-51. 

In order to get clearer understand
ing of how this has come about, it is 
necessary to examine the changes in 
the net domestic product of the two 
sectors by their industrial origin. Rele 

vant data are presented in Tables (2) 
and (3). 

Fall in Rural Industries 

It is seen from these tables that as 
tar as the rural sector is concerned, 
its highest increase has been in its 
income from government services, be
ing as much as 290 p c, indicating 
clearly the extent to which the bureau
cracy has been enlarged and expanded 
in the rural areas for promotion or 
development. Increase in the income 
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from agriculture has been substantial 
but not in per capita terms in view 
of the big increase in population dur
ing the period and the insignificant 
fall in the ratio of rural to total 
population. It is significant that there 
has been an actual fall in the income 
arising from small industries, construc
tion, commerce and transport, while 
the negligible rise in the income from 
house property indicates the want Of 
progress in rural housing. The increase 
in the income from domestic service 
is substantial being as much as .135 
PC but this is probably due to the 
fail in employment in commerce, rural 
industries and even rural transport of 
the traditional variety, as also to the 
opportunities opened out by the emer
gence of a comparatively well-off, 
though not numerically very large 
rural middle class. 

In str iking contrast, the urban 
sector shows a significant rise in the 
income originating from organised 
industry. It seems clear that faster 
progress in the modern sectors of the 
economy and their larger presence in 
the urban areas has contributed signi
ficantly to the comparatively higher 
rate of economic growth in the urban 
sector. 

Urban Share of Gain 

The larger share that the urban areas 
have obtained of the gains from devel
opment during the first ten years of 
planning is seen even more clearly from 
Table (4) that sets out the share of 
the urban and rural areas in the over
all national increase in the net domes
tic product during the period. 

It wi l l be seen that except for agri
culture, domestic service and govern
ment service, the rural areas have had 
roughly only about a fourth of the 
national aggregate of the increased 
income in the different sectors of eco
nomic activity. There has been a 
significant fall in its share in the in
come from small industries and cons 
truction, the increase in the urban 
share being 124 p c of the difference 
between the two years in the national 
aggregates of the income from this 
sector. The rural sector does not also 
appear to have had any share of the 
aggregate increase in the income ac
cruing from commerce and transport 
other than railways. It is also re
markable that if we leave out the 
increase in the income from agricul
ture, as much as 41,8 pc of the in

crease in its income from all the other 
sectors comes from government service. 
Evidently, planning has led to a large 
increase in the number of government 
employees and their income in the 
rural areas, but this does not seem to 
have a sufficiently stimulating effect on 
the growth of income in other sectors 
in the rural economy. 

The case for more effective atten

tion being paid to rural development, 
both in the agricultural and non-agri
cultural sectors, seems clear from this 
analysis. The analysis also shows that 
urbanisation is attended wi th a faster 
rate of growth of per capita income 
for the urbanites, but this alone can
not be a remedy for the Indian situa
tion, as it w i l l take many Five Year 
Plans to increase the proportion of 
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the level reached even in the latest 
among the developed countries while 
meanwhile disparities w i l l widen bet-
ween the urban and rural areas and 

development with political and social 
instability. 

Our study of the incidence of eco
nomic planning on rural and urban 

India from placing prime emphasis on 
rural development in order to have 
there is no escape for a country like 
economic growth wi th stability. 
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urban to total population in India to threaten the whole process of economic areas makes it abundantly clear that 


