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different parts of the state. For example : Mysuru, Hubballi, Kalaburagi, 
Shivamogga, Tumakuru, Mangaluru etc. This industry is more suitable 
for Human resource, information, appointment, training, etc.

Industrial Regions of Karnataka

Karnataka has been divided into five industrial regions, on the basis 
of distribution of industries. They are as follows :

1. Bengaluru – Kolar – Tumakuru Industrial region : It has a large 
number of industries.

2. Belagavi – Dharwar region.

3. Dakshina Kannada and Udupi region.

4. Ballari – Raichur – Koppal Industrial region.

5. Mysuru – Mandya Industrial region.

EXERCISES

I. Fill in the blanks with suitable words:

1. The first Iron and Steel Industry of Karnataka was established at 
___________.

2. The Manchester of Karnataka is ____________.

3. The by prodects of sugar are ____________.

4. Ammasandra has ___________ industry.

5. Silicon Valley is the name of ___________ city.

II. Discuss in groups and answer the following:

1. Write a note on the industrial development in Karnataka.

2. Explain the iron and steel industry of Karnataka.

3. Give an account of the distribution of cotton textile industry in 
Karnataka.
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4. What factors are essential to start sugar industry?  

5. Mention the reasons for centralization of information technology 
industry in Bengaluru?

III. Match the following:
 A B

 1. Dandeli a. Cement

 2. Torangal b. Cotton Textiles

 3. Molakalmuru c. Paper

 4. Shahabad d. Computers

 5. Infosys e. Iron and steel

IV. Activities:

1. Draw an outline map of Karnataka and mark the important places 
of important industries of Karnataka.

V. Project work:

1. Visit a nearby industries write a report on raw materials used, 
collection of raw materials and the products produced out of 
them.

2. Make a list of knowledge based companies in Bangalore.
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CHAPTER – 9

MAJOR TOURIST CENTERS OF KARNATAKA

In this chapter you learn:
∙ The introduction and importance of natural and cultural tourist centres in 

Karnataka.
∙	 Description of the main tourist centres and their national and interna-

tional significance.
∙	 Important hills, water falls and historical places.

A Kannada proverb says “See a country. Read a book”. People go to 
different places from their places to satisfy their curiousity, for religious 
celebrations for peace of mind for relaxation, to see picturesque places, 
seeking happiness and for improvement of health. This is called touring. 
Tourist centres have facilities to stay and eat. So people stay there and 
visit tourist places.

In the modern world, tourism has become an inevitable part of the 
human life. We can gain knowledge about the place, culture, civilization, 
life style etc by tourism.

Karnataka is one of the many states in India which has very  
famous tourist spots. Karnataka has many natural scenic places, for  
instance, the evergreen Sahyadri ranges with their rivers, waterfalls,  
beautiful valleys, wild animals, sandalwood forests etc. The attractive 
coastlines, historical places, temples with grand  sculputre, religious  
centers, place of pilgrimage etc attract people from the state and foreign 
countries. Realising the importance of tourism, Karnataka Government 
has established the ‘Karnataka State Tourism Development Corporation’ 
(KSTDC) in the year 1974 to provide tourists with basic requirements like 
tourist homes, lodges and restaurants at important tourist centres.

Karnataka, being a haven for tourists, has various beautiful  
places and attracts lakhs of people. UNESCO has recognized and  
declared Hampi, Pattadakal, and recently, the Western Ghats as ‘World 
Heritage Sites’. This has made Karnataka world-famous. 

The Government of Karnataka has implemented a new tourism  
policy and given opportunity and encouragement to private companies  



112

in tourism. Karnataka has won the award for ‘Best Tourism Management’ 
state in 1996-97. The following are the well-known tourist spots :

Hill Stations of Karnataka: Karnataka has a variety of relief  
features and many hill ranges. Thus, there are many hill stations.  
Kudremukh hill station of Chikkamagaluru district, is a major hill  
station. It has dense, green forests, many hillocks, coffee estates and  
waterfalls making it a beautiful place.

Nandi hill station of Chikballapur district, is about 1492 mtrs  
above sea level, and has pleasant climate. As it is close to Bengaluru,  
it attracts lakhs of tourists. It has lodging and boarding facilities.  
Since Mahatma Gandhi stayed there for the improvement of his  
health, a Gandhi Bhavan has been constructed in his memory.

Similarly, B.R.Hills, Agumbe Sunset spot, Kemmannugundi,  
Devarayanadurga, Jogi hills of Chitradurga district,Kodachadri,  
Himavadgopalaswamy hills, the rocky hillocks of Ramnagar, Madhugiri 
Monolithic hill, the enchanting rock formations at Yana, Mercara etc. 
have summer resorts and attract tourists.

Waterfalls of Karnataka: Our state is home to many waterfalls.  
The Malnad region has many waterfalls. During the rainy season, the  
water routes down with great force. Uttara Kannada has a greater  
number of waterfalls.

The highest waterfall in the country is Jog Falls which is in  
Shivamogga. The water of Sharavathi falls from a height of 293 mtrs in  
four streams. They are named Raja, Rani, Roarer and Rocket. During  
the rainy season, this waterfall has maximum amount of water  
and presents a scene of unforgettable beauty. 

The Cauvery river at Shivanasamudra in Mandya district forms twin 
waterfalls named Gaganachukki and Bharachukki. Near Mercara, there 
is the refreshing Abbe falls. Near Kemmanagundi hill station, there is 
Hebbe falls. In addition to these, we have  
Kalhatagiri falls, Unchalli Falls (called  
Loushington) Uttara Kannada district  and  
Gokak Falls in Belagavi district. Gokak falls  
is formed on the river Ghataprabha and is  
famous as the ‘Niagara of Karnataka’. Magod 
falls is also a famous waterfall. 

Activity 
Conduct a school 

level sight seeing tour 
and write an account 
of the important tourist 
centres of your district.
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Wildlife Sanctuaries of Karnataka
Karnataka has dense forests. In order to protect forests and  

wildlife, the Government of Karnataka has established a number of  
wildlife sanctuaries, bird sanctuaries, national parks, tiger projects  
and biosphere reserves areas. 

There are five national parks in Karnataka. They are : Rajiv Gandhi 
National Park in Nagarahole, Bandipur, Bannerughatta, Kudremukh and 
Anshi National Park. 

For the conservation of wild life  
in their natural habitat, eighteen  
wildlife sanctuaries have been identified. 
Of these, Muthodi, Bandipur, Nagarhole, 
Dandeli, Bhadra animal sanctuaries and  
Ranganathittu, Kokkare Bellur, Mandagadde, Gudavi bird sanctuary  
are the main ones.               

Karnataka has beautiful beaches. They are: the Om beach of  
Gokarna, Ullal, Murdeswara, Maravanthe, Malpe beach etc. These  
attract numerous tourists. 

St.Mary’s Island near Udupi has special pillar-type rock  
formation and is very fascinating. Murdeswar’s Nethrani Island,  
Devgadh and Kurmagadh islands near Karwar are also famous. 

Historical Places: The earlier rulers of Karnataka, the Kadambas, 
Hoysalas, Chalukyas and the kings of Vijayanagar have left behind  
very beautiful sculptural wonders. They are at Hampi, Belur, Halebid,  
Somnathpur, Badami, Pattadakal, Aihole, Gol Gumbuz of Vijayapura, 
Lakkundi, Banavasi, Basaralu, Belligave, Mysuru, Srirangapatna etc. 

Places of Pilgrimage: Karnataka has many pilgrimage centers  
like Dharmasthala, Udupi, Sringeri, Horanadu, Kollur, Gokarna,  
Ulavi, Sirsi, Sravanabelagola, Kudala Sangama, Melukote, 
Adichunchunagiri, Karkala, Devaragudda, Mylarakshetra, Bande 
Nawaz Darga of Kalaburagi, Ibrahim Roza of Vijayapura, Mallikrahan 
Darga of Sira, St.Philomena Church in Mysuru, Rosario Cathedral in 
Mangaluru etc.

Let us know this
Every place in our state 

has its own significance. 
Learn about the history and 
significance of our state from 
your elders.
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Forts of Karnataka: There are many historic and strong forts  
in Karnataka and  they are favorite tourist spots, for example : Fort of  
Bidar, Vijayapura, Kalaburagi, Hampi (Vijayanagar), Keladi,  
Chitradurga, Madhugiri, Nandi Hills, Pavagada, Manjrabad,  
Ucchangidurga, Kavaledurga, Parathagadha, Srirangapatna, the coastal 
forts of Bahadurgadha, Basavarajadurga, Devagadha Kurmagadha etc.  

Activity :
Collect information 

about the historical 
places and temples in 
your place and near by 
village.

All the mentioned tourist centres above 
have added to the greatness of Karnataka. 
In recent days the capital city of Bengaluru  
is attracting large number of tourists. It has 
a pleasant climate, wonderful buildings like  
Vidhana Soudha, beautiful gardens like Lalbagh 
and Cubbon Park and hence it is called ‘Garden City’. It is Karnataka’s 
largest city and one of the megacities of the country. Similarly Mysuru  
is the ‘City of Palaces’. Millions of people visit Mysuru during Dasara  
festival. Chamundi Hills, K.R.Sagar Dam and Brindavan etc., are the  
other major tourist attractions of Mysuru.

EXERCISES

I. Fill in the blanks with suitable words:

1. Nandi Hill Station is in ______________ district.

2. Niagara of Karnataka is _____________ waterfalls.

3. Ibrahim Roza, a prilgrimage is located in __________ city.

4. The beach near Gokarna is ________.

5. The City of Palaces is ________.     

II. Answer the following questions:

1. What are the advantages of tourism?

2. Name the basic facilities needed in a tourist spot.

3. Write a note on the Kudremukh hill station.

4. Name the wildlife sanctuaries of Karnataka.

5. Name the places of historical importance in Karnataka. 



115

III. Match the following:

       A      B
1. Biligirirangana hills  a.  Uttara Kannada district 

2. Jogi Betta    b.  Chamarajnagar

3. Yana    c.  Bird sanctuary

4. Anshi    d.  Chitradurga

5. Ranganthittu   e.  National Park

      f.  Peacock sanctuary

IV. Activities: 

1. Make a list of the hill stations and wild life sanctuaries of  
Karnataka.

2. Write an account of your experiences visiting the important tour-
ist spots of Karnataka.

V. Project work:

1. Collect photographs of various tourist places and prepare an  
album.
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CHAPTER – 10

POPULATION OF KARNATAKA

In this chapter you learn:
∙ The significance of the population of Karnataka.

∙ The size, growth, extent and distribution of population.

∙ The density of population and literacy.

∙ The effect of overpopulation and important populated cities.

A group of people living in a particular geographical area is called 
‘population’. It plays an important role in the economic development of 
that area. People, with the help of their intelligence and skill, utilize the 
natural resources properly and enable the country to develop well. The 
development of a country depends on the size of its population, its growth 
rate, age distribution, quality etc. 

Size of population: As explained earlier, Karnataka ranks eighth  
in the country with respect to its area. It ranks ninth with respect  
to the size of population. According to the 2011 the census, total  
population of Karnataka is 6,11,30,704. Of these, 3,10,57,742 are 
males and 3,00,72,662 are females. The distribution of population is  
not the same in all the districts of the state. Bengaluru Urban district  
has the first position with the largest population, and Kodagu district  
occupies the last position. After Bengaluru, Belagavi, Mysuru,  
Tumakuru, Kalaburagi and Ballari districts are other densely  
populated districts.

Growth of the population: According to the 2001 census, the 
total population of Karnataka was 5,28,50,562. In the decade from 
2001 to 2011, 80,80,142 persons have been added to the population. 
The growth rate during this period was 15.67 %. This growth rate is 
lower than the growth rate of population in India (17.64%). The 
reason for this is awareness about family planning programmes, 
literacy programmes, birth control etc.

Density of population: The number of people living in an area 
of one square kilometer is known as density of population. According 
to the 2001 census, the density of population in our state was 275 people 
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per sq.km. It has increased to 319 at the time of 2011 census. Still it is 
lower than the density of population in India which is 382 persons  
per sq.km. When district-wise density is considered, Bengaluru  
Urban district has the highest density at 4378 persons per sq. km.  
and occupies the first position. It is followed by Dhakshina Kannada,  
Mysuru, Bengaluru Rural, Dharwad and Kolar. In contrast Kodagu  
district has the lowest density with 135 persons per sq. km. 

Rural and Urban Population: Karnataka  has a large number of 
villages (29,406) As per the 2011 census, the rural population is totally 
3.75 crore. It means that the rural population is 61.4% and 38.6% (2.35 
crore live in urban areas. Compared to the average urban population of  
India, the urban  
population of Karnataka is 
greater. It is not distributed 
equally in all the districts. 
Bengaluru Urban  
district has the largest  
urban population  
whereas Kodagu district  
has the smallest urban  
population.

Sex ratio: The number 
of females per thousand 
males is called sex ratio. In 
2001, the average gender 
ratio was 965. It has risen 
to 968 in 2011. Sex ratio is 
not the same in all the  
districts. Udupi, Kodagu, 
Dakshina Kannada and 
Hassan districts have more 
females than males. Udupi 
district, with 1093 females 
per thousand males, has 
highest level of sex ratio in 
the state. It is followed by 
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Kodagu, Dakshina Kannada and Hassan districts. Bengaluru  
Urban district with 908 females per thousand males, has the lowest 
sex ratio in the state. 

Age structure: According to the 2011 
census, out of the total population children 
below 15 age form 29.7%, old people above 
60 years of age are 5.5%, and the working 
population in the age 15 – 60 is 64.9%.

Literacy Rate: A person who knows to read and write is called  
a literate. The average literacy rate in 2011 was 75.6%. This rate is  
higher than the average literacy rate of 74% in India. When district-
wise literacy rate is considered, Dakshina Kannada district with 88.6%,  
occupies the first position. Bengaluru Urban district occupies the  
second position (88.5%). Udupi districts occupy the third position. In 
contrast, Yadgir with 52.4% has lowest literacy rate. Male literacy  
rate is 82.9% whereas female literacy rate is 68.2% in Karnataka. 
When the literacy rates in urban and rural areas are compared, 
naturally the literacy rate in urban areas is higher.

Top ten population cities in Karnataka (2011)

Sl. No. City Population Sl. No. City Population
1. Bengaluru 84,99,399 6. Kalaburagi   5,41,617

2. Mysuru   9,83,893 7. Davanagere   4,35,128

3. Hubballi-Dharwad   9,43,857 8. Ballari   4,09,644

4. Mangaluru   6,19,664 9. Vijayapura   3,26,360

5. Belagavi   6,10,189 10. Shivamogga   3,22,428

EXERCISES

I. Fill in the blanks with suitable words :

1. The total population of Karnataka according to the 2011 census 
is ____________ .

2. The most populous district of Karnataka in ________.

3. The district which has more females is _____________ .

Dicuss :
The State population is 

the state human resource. 
How ?
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4. The district which has the least population is ______________ .

5. The average density of population per sq.km in Karnataka is 
__________ .

II. Dicuss in groups and answer the following questions:

1. Write a note on the growth of population in Karnataka.

2. Name the districts with the highest and the lowest density of  
population.

3. Explain the Characterisites of urban and rural population in  
Karnataka.

4. Write a note literacy in Karnataka.

III. Activities:

1. Show the distribution of literacy on a map of Karnataka.

IV. Project work:

1. Collect the information and write an account of the population in 
your village / city.
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CHAPTER - 3

POVERTY AND HUNGER

In this chapter you learn:
• The meaning and causes of poverty 

•  The concept of poverty line

•  The extent of poverty in India 

•  The meaning of hunger and food security 

•  The gender dimension of hunger and poverty

•  The need for food security and measures taken for ensuring it.

•  About the ongoing measures for eradication of poverty

Meaning of Poverty

You must have observed life around you. Poverty is found both  
in urban and rural areas. In the cities, the sellers on the footpaths,  
daily wage workers, beggars, the workers working in small scale  
industries, migrants etc. are considered poor. In the rural areas, the 
landless agricultural labourers who work in others’ fields, the small  
and the very small farmers with tiny patches of land, people engaged  
in occupations other than agriculture like basket weavers, potters,  
blacksmiths etc. live in poverty. 

The poor people are not able to 
earn sufficient income to get two 
square meals a day and they suffer 
from malnutrition. They do not have 
means to take care of their health 
and, therefore, suffer from illnesses. 
Due to lack of education, training and 
skills, their chances of employment 
are few, the jobs they have will not be 
permanent and the income they get is 
low.
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Poor people live in kaccha houses that have walls and roofs of mud, 
coconut leaves and grass. They may be living in small tents or huts made 
of tin sheets on the roadsides or under the trees. The area in cities where 
such people live, are called slums. Thus, the condition in which people 
are deprived of their fundamental needs like food, clothing, shelter, 
education and health is called poverty.

However, to identify poverty and measure it we need specific  
yardsticks. Before independence itself, Dadabhai Naoroji used the  
concept of poverty line to identify the poor. After independence also, the 
poverty line is being used as the yardstick to measure poverty.  

Then what is poverty line? Poverty line represents the estimated 
minimum level of income needed to secure the basic necessities 
of life. Alternatively, it indicates the capacity to incur the minimum  
expenditure to meet the subsistence or basic necessities of a human  
being, to keep him/her in good health and decency. 

In 2005, Suresh Tendulkar Committee adopted the monthly per  
capita expenditure (MPCE) on education, health, electricity and  
transport, along with food, to determine the poverty line. Later,  
C. Rangarajan Committee following the Tendulkar Committee’s  
recommendations, fixed the poverty line expenditure at Rs. 32 in  
rural areas and Rs. 47 in urban areas. But, measurement of poverty  
is still a contentious issue.

At the international level, the World Bank identifies a person who is 
unable to spend $1.25 for daily consumption as being below the poverty 
line. According to this criterion, nearly 41% of people are poor in India 
presently. 

Extent of Poverty in India
Using the definition of poverty line as given by Committees and  

the data on consumer expenditure generated by the National  
Sample Survey Organization (NSSO), the number and percentage of  
people below poverty line have been estimated. Figure 1 shows the  
trends in percentage of people below poverty line.

The poverty ratio has declined from about 46 percent in 1983  
to about 20 per cent in 2009-10. The decline in poverty is seen in both 
rural and urban poverty ratios. In the recent years, the decline in rural 
poverty is much greaters than urban poverty. Decline in poverty is faster 
during the post-2000 period.
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1983 1987-88 1993-94 2004-06 2009-10
■ Rural 46-6 38-7 37-0 28-2 20-02
□ Urban 42-5 39-4 33-1 26-1 20.7
 Total 46-7 38.9 36.0 27.7 20.3

Figure 1: Trends in Percentage People Below Poverty Line

What is the absolute number of poor in the country? Figure 2 
shows the related information.

 Rural      Urban     All7000

6000
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3000

2000

1000

0
1973-74  1993-94      2004-05

2613 2440 2209

600 763 808

3213 3203
3017

Figure 2: Estimated number of poor in India (in lakhs)
It is estimated that the total number of poor has declined from 3213 

lakh in 1973-74 to 3017 lakh by 2004-05. Thus, the absolute number of 
poor is very high at 30 crores. Rural poor account for 73 percent of total 
poor. But notice that while the number of rural poor has come down, that 
of urban poor has increased.
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Causes of Poverty in India
Poverty in India is due to interaction of many factors – historical, 

economic, social and political. However, the major economic factors that 
have contributed to the current poverty are :

1. Rapid increase in population: Rapid increase in the population is 
the major cause as any amount of development is going to be insufficient 
for providing the basic necessities to people.

2. Low level and growth of national income: Due to the  
general underdevelopment on the one hand and the rapid rise in  
population on the other, the percapita income has remained at  
lower level. This has created a vicious circle of poverty of low income,  
low savings, low investment, lower productivity and lower income  
growth. This has kept the people in poverty.

3. Rise in price level: Continuously rising prices have reduced the 
people’s purchasing power, especially of those whose income is lower.

4. Unemployment: Inability of the development process to gainfully 
absorb the working population is another reason of poverty.

5. Capital deficiency: The low income and lower savings yielded less 
money for investment for growth of the country. Hence, there has been 
low and slow capital formation, resulting in low productivity and income 
earning capacity.

Hunger and Food security 
The main features of poverty are hunger and penury. Poor  

families do not get food easily or adequately. They do not have the means 
to buy food. Thus, they face food insecurity. India as a whole faces  
serious hunger problem. In order to measure the extent of hunger,  
the International Food Policy Research Institute (IFPRI) calculates  
the country wise hunger index and publishes in its annual publication 
‘Global Hunger Index (GHI)’.

Calculation of Global Hunger Index: It is calculated by combining the values of:

 Undernourishment : the proportion of undernourished people as a percentage 
of the population;

 Child wasting : the proportion of children under the age of five who 
suffer from low weight for their height;

 Child stunting : the proportion of children under the age of five who 
suffer from low height for their age; and

 Child mortality : the mortality rate of children under the age of five.
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As per the 2015 GHI, one out of every seven people in the world goes 
to bed without food every day. India’s hunger index score is 29 and is 
put in ‘serious’ category and  ranks 50th among the calculated list of 128 
countries. 

According to recent National Family Health Survey, around 79%  
children and 58% pregnant women suffer from anemia in India.  
One in every two children and one woman among three women are  
under-weight. 42% of the world’s under-weight children are in India. 
Anemia and under-weight are the results of hunger.

We have almost achieved self-sufficiency in production of food 
grains. We are the largest producers of milk in the world. Production  
of fruits and vegetables has also increased significantly. Therefore, it  
is paradoxical that still many people suffer from hunger and  
malnutrition in India. Lack of purchasing power among the poor, and the 
shortcomings in the distribution of food grains are the reasons for this 
paradox.

Food Security 
Every person should be assured of minimum amount of food at an 

affordable price and it should be supplied nearer to where he stays.  This 
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ensures food security. Providing food security is an affirmative step to 
improve the quality of life of people. What is food security?

Food Security : Food Security refers to the system which ensures 
the provision of food at all times to everyone in the country. Food security 
mean includes :

• providing sufficient food to all people in the country;
• increasing the purchasing power of the poor; and
• removing other hindrances for the poor while accessing and  

absorbing food.
The food security system consists of two aspects:

  1.  Buffer stock

  2.  Public Distribution System
Buffer stock: The government purchases the food grains from the 

farmers at minimum support prices. Food Corporation of India (FCI) was 
established in 1965 to purchase food grains and construct godowns for 
scientifically storing them. These stored grains are distributed among the 
people for consumption. This act of purchasing food grains and making 
them available for public distribution is called buffer stock operations. 
Buffer stock operation helps in overcoming the shortage of food.

Public Distribution System (PDS): The food grains procured  
by the FCI are distributed to the poor people at lesser than market  
prices through the fair price shops. This is called as the public  
distribution system. Food grains, sugar, kerosene, cooking oil and  
other essential items are distributed through these fair price shops. The  
government has taken steps to open fair price shops in all villages,  
towns and cities. There are around 5 lakh fair price depots in India  
today, and around 16 crore families are benefitting from them. 

In order to purchase food grains through the fair price shops a  
household is provided with a ration card. Different types of cards are  
issued depending upon the economic status. These cards entitle  
specific quantities of various items to the people. The poor families  
are provided BPL (Below poverty line) ration cards which entitles them  
to a higher quantity of grains at very low price or sometimes at free of 
cost. Antyodaya Anna Yojana scheme is being implemented under which 
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very poor families are distributed food grains at very low prices. Other 
households too receive a fixed amount of food grains every month.

Anna Bhagya
Annabhagya, launched in 2013, is the most ambitious programme of the 

Government of Karnataka which aims at achieving a hunger-free state. Under 
the scheme, the government is providing food grains per person free of cost, 
which includes rice and wheat/ ragi/ jowar. Palm oil, iodised salt and sugar 
are also provided at highly subsidized price to BPL ration cards. Through this it 
is hoped to eliminate malnutrition.

Apart from PDS, the government has implemented the Integrated 
Child Development Services (ICDS) for providing supplementary nutrition 
to children and pregnant women. Malnourished children and women are 
given higher quantity under the scheme. The Midday Meal Scheme has 
been introduced in all schools to provide at least one full meal to school 
children. 

Poverty Alleviation Programmes
The government has taken many measures to reduce poverty  

through varied means. These measures aimed at creation of jobs to poor 
people, increase their purchasing power, and thus alleviate poverty. These 
measures can be classified into four groups. They are: 

1. Economic development measures: Economic development  
and poverty are closely related. The extent of poverty declines with a  
country’s economic development. The government has attempted to  
achieve economic development through five-year plans. The plans have 
aimed at overall higher growth rate in incomes and equal distribution of 
that income among all people. 

2. Implementation of poverty eradication programmes: From 
1960 onwards, the government has been implementing many programmes  
for providing employment to people in the rural and urban  
areas. These programmes can be classified into two groups. They are:

a. Self-employment programmes: Many schemes to promote self-
employment among the poor and unemployed people have been 
taken up by providing loans at low rates of interest and subsidies. 
Some significant schemes are: 
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i. The ‘Integrated Rural Development Programme’ (IRDP) 
implemented in 1980. 

ii. The ‘Swarnajayanti Grama Swarozgar Yojana’ (SGSY) 
implemented in 1999. 

iii. The ‘Swarnajayanti Shahari Rozgar Yojana (SSRY) 
implemented in 1997.

iv. The National Rural Livelihoods Mission (NRLM) also 
called as Deen Dayal Antyodaya Yojana implemented 
since 2011.

b. Wage Employment Programmes: Several wage employment 
programmes have been implemented since 1970 to provide jobs  
on a daily wage basis to poor, unskilled and asset less  
people. They are being given jobs in works related to creation  
of community assets like tanks and bunds, roads, schools,  
hospitals and others. 

In 2006, ‘Mahatma Gandhi National Rural Employment  
Guarantee Scheme’ was launched. This has been the most ambitious 
daily wage program ever launched as it confers the ‘right to work’ to 
the needy and poor people. The scheme aims at providing wage  
employment for a minimum of 100 days in a year to at least one adult 
member of poor households. The statutory minimum wages are paid 
through bank or post office accounts and equal wages are paid to male 
and female workers. Desirous persons have to first register with the  
Gram Panchayat and obtain a ‘job card’. If the registered job-aspirants 
are not given jobs within 15 days of demand for work, they are given the 
daily unemployment allowance at rates fixed by the government. This 
scheme has helped in improving employment and incomes of the poor 
people in many parts of the country.

3. Provision of minimum basic amenities: Many measures are taken 
to provide the minimum basic requirements of the rural poor like food, 
shelter, education, drinking water, hygiene, etc., and improve the quality of 
their lives. The ‘Minimum Needs Programme (MNP)’ was launched in 1974-
75. Food grains are being distributed to poor people through the fair price 
shops. Health insurance is being  provided to poor people under ‘Yashaswini’ 
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scheme. Houses are  constructed for the poor under ‘Indira Awas Yojana’ 
and ‘Valmiki-Ambedkar Awas Yojana’; pure drinking water is provided to 
all households; toilets are constructed under ‘Nirmal Gram’ programme. In 
2000, ‘Pradhan Mantri Gramodaya Yojana’ (PMGY) was implemented under 
which, the rural poor are provided primary education, primary health care, 
shelter, drinking water, rural lighting and other services. 

4. Social Security Measures: The protection that the government 
provides to the helpless, the aged and the handicapped among the very 
poor people is called social security. Deserted old people get old age  
allowance every month under ‘Sandhya Suraksha Yojana’. Handicapped 
people and helpless people incapable of doing any work get disability 
pension every month. Poor widows get widow pension every month.

In this manner, the government is trying to bring the poor  
people above the poverty line through various programmes. As a result, 
the extent of poverty is gradually coming down. 

EXERCISES

I. Fill in the blanks with suitable words: 

1. The percentage poor according to NSSO in 2004-05 was 
 . 

2. The Indian government has established  to buy and 
store food grains. 

3. The Health Insurance that is provided to poor people is called 
 .

4. The project programme for providing old age pension 
is  .

5. The price at which government purchase   before 
sowing is called  .

II. Answer the following in a sentence each: 

1. Give the meaning of ‘poverty’. 

2. What are the basic requirements of human beings? 
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3. What is ‘poverty line’? 

4. What is the indicator framed to measure amount of hunger? 

5. What is ‘food security’? 

6. What is Buffer Stock?

III. Answer the following in five-six sentences each:

1. How is poverty identified in India? 

2. What are the indicators of poverty? 

3. What are the reasons for persistence of hunger in India?

4. Explain the working of the public distribution system in India. 

5. List out the measures taken by the government to eradicate  
poverty.

6. Explain social security measures for poor people. 

IV. Suggested Activities: 

1. Visit a slum/poor locality in your village/city. List out the civic 
amenities provided to them. What do you suggest to improve 
their living conditions? 

2. Pay a visit to the nearest Grama Panchayat and get to know how 
they identify poor people.

3. Assume that you the food minister and prepare a programme to 
eradicate poverty.

V. Project Work: 

Visit a fair price shop in your town/village. Collect information about 
the following topics: 

1. Which items are distributed there?

2. At what prices the items are distributed? Observe the  
difference between the prices of the items there and those sold in  
the grocery shops.

3. To how many families they distribute the items.
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CHAPTER - 4

LABOUR AND EMPLOYMENT

In this chapter you learn :
• Understand the importance of labour 
• Study the structure of labour force in India 
• Study the nature of unemployment problem in India 
• Review the employment generation programmes
• Study the gender dimension of unemployment

Meaning and Importance of Labour
Labour is an important and indispensible factor of production.  

Labour is the human input in the process of production. No production  
is possible without human labour. Human labour alone brings about 
substantial improvements in the value of output.

Meaning of Labour: By ‘labour’ we mean the capacity to exercise 
physical or mental effort for the purpose of producing goods or services by 
human beings. Labour includes all manual and intellectual efforts made 
to earn a living. It results in the production of either goods or services or 
both. It does not include any work undertaken for one’s pleasure or out 
of charity. The services of a nurse who receives payment are regarded as 
labour, but the services of a mother who cares for her sick child are not 
regarded as labour.

“Any exertion of mind and body undergone partly or wholly with a view to 
some good, other than the pleasure derived from the work is called labour.” 

- Alfred Marshall

Since labour is attached to human beings, it has some distinct  
features unlike the other factors of production. The unique features of 
labour are that :

1. It cannot be separated from the labourer;
2. It cannot be accumulated;
3. Its supply varies over time;
4. It is less mobile;
5. It differs in efficiency;
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Importance of Labour: Labour is a productive factor of  
production. It activates the other factors and makes them useful for  
production purposes. Therefore the quantity and quality of labour  
force in a country are crucial factors. in accelerating development of 
that country. Higher the labour force, larger is the economic activity  
and development. The size of the labour force is usually measured  
in terms of the number of people in the age group of 15 to 60 years.  
Generally, children below 15 years and people above 60 years of age  
are not considered as workers. India is said to be enjoying the  
‘demographic dividend’ because the proportion of people in the  
younger age group, who can engage in work, is very high compared to the 
other countries.

Structure of Labour Force in India
In India, the information on labour force and workers is collected in 

the Census as well as by the National Sample Survey Organization in its 
surveys on employment and unemployment. Structure of labour or work 
force refers to the size, gender, activity, and sector composition of the 
workers. Let us briefly discuss these features related to India’s workforce.

1. Size of Workforce: It is observed that in India, the proportion of 
workers is only 39.8 percent (2011) leaving a vast majority of about 60 
per cent as non workers. This indicates an economic status in which 
there is a larger proportion of dependent population, and also existence 
of a large number of unemployed or under employed people. The total 
number of workers increased from 40.2 crores in 2001 to 48.2 crores in 
2011.This number of workers denotes the huge responsibility on the part 
of the government to provide employment opportunities. 

2. Gender composition of workforce: The share of female workers 
was about 35 per cent of the total workforce in 2001 and 2011. That 
is a lesser number of women reported to be participating in work than 
men. Either the women do not have adequate employment opportunities 
or many of their works (like household work, tending cattle, helping in 
household business, etc.) are not counted as work.
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3. Occupational or sectoral composition of workforce: 
Occupational composition refers to distribution of workers by employment 
in farming, manufacturing, trade, services or any kind of professional 
activities. The composition of workforce in 2011 shows a large proportion 
of workers engaged in primary sector (agriculture and allied activities) 
compared to secondary (industry) and tertiary (service) sectors  
(see table 1). 

Table 1: Sectoral Classification of Workers in India in 2011

Sector Residence Gender TotalRural Urban Males Females
Primary 66.6 9.0 43.6 62.8 48.9
Secondary 16.0 31.0 25.9 20.0 24.3
Tertiary 17.4 60.0 30.5 17.2 26.8
Total 100.0 100.0 100.0 100.0 100.0

About half of total working population is cultivators and agricultural 
labourers. Of the remaining workers, almost equal proportion of them  
is engaged in secondary (industry) and tertiary (service) activities. In 
the rural areas agriculture is the predominant occupation and in urban  
areas services are predominant. Similarly, while females are  
predominantly employed in primary activities, lesser proportion of  
males is employed in it. This distribution of workers suggests the need  
to create more employment opportunities outside agriculture.

The number of female workers is relatively high in primary  
sector, but in recent years there has been some improvement in work 
participation of women in secondary and tertiary sectors. 

4. Workers in registered and unregistered sectors: Based 
on conditions of employment and work, we classify workers  
as working in organized and unorganized sectors. Organized sector  
covers those enterprises which are registered by the government  
and have to follow its rules and regulations. For example, Reliance  
Industries Ltd., Tata Steel Ltd., etc. On the other hand, unorganized  
sector includes those small and scattered units which are largely  
outside the control of the government. Though there are rules and  
regulations but these are never followed here. For example, casual  
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workers in construction, road side business, shops etc. In this  
sector there is no job security and the conditions of employment are  
also very tough. That is why it is also called as informal sector.

Table 2: Classification of Workers by Nature of Work (%)

Nature of Work 1972-73 1993-94 2011-12

Self-employed 61.4 54.6 52.0

Regular salary employed 15.4 13.6 18.0

Casual labour 23.2 31.8 30.0

Total 100.0 100.0 100.0

Although 52% of workers are self-employed, many a time, this  
employment does not give them sufficient income and all the family  
members of the family are forced to work as they do not find any  
alternative avenues. Casual employment is increasing in the recent  
years and presently about 30% of workers are casually employed.

Problem of Unemployment in India
Unemployment is a situation where a person is able to engage in 

work at the prevailing wage rate in the market.
As unemployed person is one who is willing to work at the prevailing 

wage rate but is unable to find work. In India, the number of unemployed 
and jobless persons is higher and increasing. 

Extent of Unemployment in India
It is difficult to measure the total number of unemployed persons in 

a huge country like India. According to the survey conducted by Labour 
Bureau unemployment increased from 5 million in 1951 to 40.47 million 
by 2010. At present about 9.4% of our working force is unemployed. 

U n e m p l o y m e n t 
rate is calculated as 
a percentage of labour 
force not getting work

Among males, the unemployment rate is  
8%, whereas for females the unemployment  
rate is 14.6%. The rural unemployment rate  
is 10.1% and the urban unemployment rate 
stands at 7.3%.
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Causes of Unemployment in India 
The major causes of unemployment in India are:

1. Jobless Growth: In the recent days, the growth of Indian economy 
has been described as jobless. Since 1990’s, Indian economic growth is 
mainly based on manufacturing and service sector. The use of modern 
technology resulted in low level of employment creation. The low level of 
growth in primary sector curtailed the job opportunities at rural level. 
Thus it resulted in a jobless growth. 

2. Increase in labour force: Population growth has been adding more 
labour force to the market. In rural areas, whereas on account of growing 
labour force unemployment has increased mainly in disguised form, in 
urban areas it is open and visible.

3. Inappropriate technology: In India, the technology being used 
in agriculture and industries has become increasingly capital intensive 
leading to less labour absorption.  

4. Dependence on agriculture: Agriculture being a seasonal  
activity, a large proportion of workers engaged in farming are 
compelled to remain idle for three to four months in a year. 

5. Decline of small scale and cottage industries : The decline  
of small scale industries which have the capacity to generate 
significant amount of jobs is another cause of unemployment.

6. Low mobility of labour: Labour mobility is very low in India.  
Because of their family loyalty, people generally avoid migrating to  
far-off places for work. Factors like diversity of language, religion and 
customs also contribute to low mobility. Lower mobility causes greater 
unemployment.

Employment Generation Programmes in India
Each five year plan implemented had aimed at reducing  

unemployment. The central and state governments have implemented 
varied employment generation programmes. They aim at enabling 
people to generate self employment by starting their own enterprises 
and also to create wage employment, especially for the unskilled 
workers.
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The following are some of the important employment programmes 
adopted in India.

Rural Areas

1977 : Food For Work Programme

1979 : Training Rural Youth for Self Employment (Trysem)

1980 : Integrated Rural Development Programme (IRDP)

1980 : National Rural Employment Programme (NREP)

1983 : Rural landless Employment Guarantee Programme  
 (RLEGP)

1989 : Jawahar Rozgar Yojana (JRY)

1993 : Employment Assurance Scheme (EAS)

1999 : Swarna Jayanti Gram Swarojgar Yojana

2004 : National Food for Work programme

2006 : National Rural Employment Guarantee Scheme   
 (NREGS)

Urban Areas

1989 : Nehru Rozgar Yojana (NRY)

1990 : Scheme of Urban wage Employment (SUWE)

1993 : Prime Minister Rozgar Yojana (PMRY)

1997 : Swarna Jayanti Shahari Rojgar Yojana (SJSRY)

Therefore, depending on the need and context, the governments have 
devised schemes to increase employment opportunities to the people in 
both urban and rural areas.

Mahatma Gandhi National Rural Employment Guarantee Act 
(MGNREGA)

The MGNREGA, also known as Mahatma Gandhi National Rural  
Employment Guarantee Scheme (MNREGS), was enacted on August 
25, 2005. Implemented with effect from 2-2-2006, it provides a legal  
guarantee for one hundred days of employment in every financial year  
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to adult members of any rural household willing to do public work  
related unskilled manual work at the statutory minimum wage. If the 
government fails to do so, then the person is given unemployment  
allowance. NREGA covers the entire country with the exception of  
districts that have a hundred percent urban population.

According to a report of the National Council of Applied  
Economic Research (NCAER), the MGNREGS is the world’s largest  
anti-poverty programme, and has been successful in reducing  
poverty and empowering women. Outlining the positive impact of  
MGNREGA, the report said that for the first time women are being  
paid at par with men, and that women outnumber men in the job  
scheme.  As many of the women got work for the first time, their  
household income levels also went up. The MGNREGA has also  
boosted access to a bank account by women as the wages are  
transferred electronically to the beneficiary’s account. However, like  
its predecessor employment schemes, MGNREGA is also not poorly  
implemented and monitored. Further, its implementation is not so  
encouraging in the backward states. Thus, the programme has not 
achieved expected results.

Gender Dimension of Labour: 
The following aspects of women employment may be observed:
1. Marginalization of work: Women constitute nearly 31% of the 

labour force in rural area and 20% in urban areas. The female labour 
force participation is declining while that of males is increasing. Female 
labour force participation in India declined from approximately 40 per 
cent in the 1990s to 22.5 percent in 2011-12.

2. Barriers to employment: Women face multiple barriers  
relating to access to employment, choice of work, working   
conditions, employment security, wage parity, discrimination, and  
balancing the competing burdens of work and family responsibilities.

3. Economic dependence of women: In 2004-05, 85 per cent of  
the female population was completely financially dependent and  
without any employment/ income.
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4. Casual employment: A larger share of women workers is  
engaged in the primary sector, which is characterized by low  
productivity activities (63 percent versus 44 per cent of males); a  
lower share of women are engaged in regular employment (13 percent, 
as against 20 percent of males); and a significant share of urban women 
work in the service sector as domestic workers. 

Higher social spending, including investment in education, can  
lead to higher female labour force participation Representation of  
women in higher cadres of employment (IAS, IPS, KAS) needs to be  
improved as well as in legislative assemblies, councils and Parliament.

EXERCISES

I. Fill in the blanks with suitable words: 

1. Labour is a  input in production.

2. Working age group refers to  years.

3. The share of female workers in total workforce of India is about 
 .

4. As economic development takes place, share of workers in 
 sector declines.

5. MGNREGA was passed in the year  .

II. Discuss in groups and answer the following:

1. What is the meaning of labour? 

2. What is unorganized sector? 

3. Define unemployment. 

4. How is unemployment rate measured? 

5. Explain the main causes of unemployment in India. 

6. What are the types of unemployment? 

7. Write the objectives and functioning of MGNREGS. 
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III. Project work: 

1. Conduct an interview among unemployed people to  

understand the causes and type of unemployment. 

2. Write a report on gender dimensions of labour 

IV. Activity: 

 1. Visit a public works site and prepere a report on the work situation 

 and division of labour there. 
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CHAPTER - 2

FINANCIAL MANAGEMENT

In this chapter you learn :
• Meaning of finance in business.
• Role and importance of finance in business.
• Source of Finance – Short term, Long term
• Financial institutions - Capital market and stock exchange.
• The business ethics.

Meaning of finance in business

Meaning : Finance is the acquisition of funds and their effective 
utilization, keeping in mind the overall objectives of the concern.

Guttmann and Douglas defined business finance as “the activity 
concerned with planning, raising, controlling and administering of the 
funds used in business”.

From the above meaning and definition it is clear that business 
finance is the process of raising, providing and managing of the funds in 
business.

Role and importance of finance in business organisations:

1. Finance is the life blood of every business. Without finance no 
business activity is possible.

2. Finance helps to obtain resources that are required in the  
process of production and marketing of goods and services.

3. Finance integrates the various segments of business  
enterprise for the smooth running of the business in the  
direction of attaining the organizational goals.

4. Finance guides and regulates the investment decisions and  
expenditure.
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5. Finance helps for modernization, diversification, expansion and 
development of an enterprise.

6. Finance is essential to undertake research, market survey,  
advertisement and publicity for effective marketing of the products.

7. Finance is required to develop industries in backward areas.

8. Financial stability will enhance the credit worthiness of the  
concern.

Sources of finance to Business Organizations:

The business organizations generally require two types of finance on 
the basis of the term for repayment. They are

 a)  Short term finance  b)  Long term finance

Short term finance: Finance that is required for day-to-day working 
is called Short term finance. (i) It is required to meet the working capital 
needs. i.e. to purchase raw materials, to pay wages and salaries, to meet 
the marketing and administrative expenses.  (ii) There is always a time 
gap between sales and receipt of sale proceeds. To fill the financial gap 
between these two processes namely sales and receipt of sale proceeds 
sufficient funds are required. Hence there is a need for short term finance.

Sources of Short term finance: There are many sources through 
which the short term finance required to business concerns can be raised. 
The important sources are :

a) Trade credit: It is the credit obtained by the suppliers of goods. It 
is a general practice that the goods are purchased on credit and payment 
is made in two to three instalments.

b)  Bank credit or Bank loan: Generally the business houses borrow 
money from banks for a period of three months to one year. Banks also 
offer overdraft  facility to the business concerns.
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c) Advance from customers: In some cases the business concerns 
receive money in advance of supplying the goods.

d)  Short term public deposit or installment credit : Here the 
finance is raised from the public for a short term. Sometimes, some assets 
are purchased on installment system.

e)  Loans from indigenous bankers: When some urgency arises  
for the requirement of finance, the business concerns borrow money  
for a short term from the indigenous bankers or money lenders.

Long term finance: Long term finance refers to finance required for 
the development programmes such as expansion of the level of production, 
modernization of production methods etc., This type of finance is also 
required for financing the fixed capital of an undertaking. Ex: To procure 
fixed assets, establishing new undertaking etc.

Long term finance is costlier than the short term finance. That is the 
rate of interst is high. It is raised against securities. It is raised by Joint 
Stock Companies, through  the issue of shares and debentures. Also 
raised through term loans from financial institutions.

a)  Issue of Shares: The capital of a joint stock company is  
divided into small units called Shares. To start a joint stock company, 
the promoters issue shares. Also whenever they need additional capital 
for long term purpose, the companies raise the funds through issue of 
shares to the public.

b)  Debentures: The joint-stock companies are empowered to  
borrow finance for meeting long term financial requirements through 
the issue of Debentures. Debentures are the debts or loans borrowed by 
the companies. A company under its common seal acknowledges a debt  
to some persons containing and undertaking to repay the debt after a 
specified period. A fixed rate of interest is paid to the debenture holders 
at regular intervals.
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Financial Institutions

There are some financial institutions developed to provide long term 
finance to corporate and industrial sectors. The important among them 
are :

 i) Industrial Finance Corporation of India – IFCI

 ii) State Finance Corporations – SFC’s

 iii) Industrial Development Bank of India – IDBI

 iv) Export and Import Bank (Exim Bank)

 v) Scheduled and Commercial Banks

 vi) Co-operative Banks.

1) Industrial Finance Corporation of India (IFCI): It was set up  
in 1948 under the act of Parliament to provide long term financial  
assistance to industry. The Corporation grants loans to public limited 
companies and to co-operative societies. State owned public limited  
companies can also borrow funds from the corporation.

2) State Finance Corporations (SFC’s): State Finance  
Corporation Act was passed in 1951 by the Parliament to enable the  
State governments to establish State Finance Corporations. The Act  
applies to all the states except to Jammu and Kashmir. The main 
objective of State Finance Corporations is to provide long term  
finance to small and medium scale industries in their respective states.

3) Industrial Development Bank of India (IDBI): It was  
established in 1964 under the Industrial Development Bank Act 1964.  
It was fully owned subsidiary Bank of R.B.I. till 1976. In 1976, the  
ownership was transferred to Central government. It is now  
functioning as an autonomous body. It renders direct financial  
assistance of long term to the companies indirectly by purchasing  
shares and debentures of IFCI and SFC. It also grants loans to IFCI and 
SFC.
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4) Exim Bank: It is  the export and import bank of India. It  
was set up in 1982. It is a government owned bank and provides  
financial assistance to exporters and importers. It supports for the 
establishment of institutions for providing finance to exporters and  
importers. It also co-ordinates the working of various institutions  
engaged in financing export and import trade of India.

Apart from the above mentioned financial institutions, the 
business concerns raise long term finance from commercial banks  
and credit co-operative banks. They can also  raise finance through  
long term public deposits, Venture capital and mutual funds.

Long term public deposits: A company can accept public  
deposits to meet long term financial needs. The procedure to get these 
deposits are simple and do not involve many formalities. A company  
can accept these deposits for a period not exceeding 5 year (60 months). 
The deposits are unsecured and 8% to 10% of interest is allowed. The 
maximum amount that can be raised under public deposit shall not  
exceed 25% of the paid up capital of the company.

Venture capital: It is a source of fund used to finance new  
projects involving new technology on production which has high risk  
but has potential of high returns. The venture capital companies  
show active interest in technological aspects of the company in addition 
to supply of capital.

Mutual funds: They are one of the long term financial sources in  
India. They first appeared in 1964. Today India has a large number of 
mutual funds set up by both public and private sector undertakings.  
Mutual fund is a fund sponsored by an institution to mobilize the  
savings of the community at large and invests them in diversified  
portfolio of securities. Examples : Unit Trust of India (U.T.I.), S.B.I.  
Magnum equity fund, LIC growth fund, UTI Market plan, Prudential  
ICICI balance fund, HDFC income fund, Bajaj allianze etc.,
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At international level, Global deposit receipts (G.D.R.), American  
Deposit Receipt (AMD) play an important role.

Capital Markets: They are of two types namely 

(1) Money market  and  (2) Capital market.

1)  Money market: The term money market is used in a sense  
to mean financial institution which deals with short term funds in the 
economy. Money market arranges funds for working capital. Rate of  
interest is high, compared to the institutions of capital market. The  
funds can be borrowed under money market for a short period  
varying from a day, a week, a month or 3 to 6 months against the  
different types of instruments such as trade bills, bank acceptances, 
bonds, treasury bills etc. Commercial banks and Indigenous bankers 
also play an important role in money market.

2)  Capital market: It refers to the institutional arrangements for 
facilitating the borrowing and lending of long term funds for fixed capital. 
The rate of interest is low when compared to money market. The financial 
institutions, finance corporations, investment trusts, mutual funds etc. 
are the leading financial institutions in capital market.

Stock Exchange: It is one of the constituents of capital market. A 
specialized market place that facilitates the exchange of securities that 
are already in existence is known as Stock Exchange or Stock market. 
The first Stock exchange originated in London in 1773. In India, the first 
Stock Exchange was started in Bombay in 1875. At present there are 
twenty four Stock exchanges in our country. Of them thirteen are public 
limited companies and six are limited companies by guaranty and others 
are voluntary profit making organizations. Only eight Stock exchanges 
are permanent and others have to renew their licence every year.

The Stock exchanges regulate and control business in buying, selling 
and dealing in securities. They are regulated by the government. They do 
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not engage only in the purchase and sale of securities but provide a place 
where members can carryout their business on their own account under  
codes, rules and regulations.

The National Stock Exchange (NSE) was set up for the purpose of 
providing a nation wide stock trading facility to investors, so as to bring 
the Indian financial market in line with international financial markets. It 
started its operation in the year 1993. Now it uses the electronic trading 
system and computerized settlement system aimed at extending the facility 
of electronic trading to every corner of the country. Only the agents can 
operate the business in the stock exchanges. Share holders have to open 
a separate account to buy and sell shares. It is called Demat account. 
Demat account provides security of the shares. Now a days buying and 
selling of shares is not possible without demat account.

EXERCISES

I. Fill in the blanks with appropriate words in the following 
statements.

1. Business enterprises require two types of finance, they are 
___________ and ___________.

2. ‘The suppliers of goods raise credit from the buyers,’ it is called 
____________.

3. The business concerns raise credit to carry out day to day affairs 
and is called ___________.

4. For immediate needs the business institutions get credit from 
____________.

5. The capital of joint-stock companies is divided into small units. 
They are called ___________.

6. The bank that supplies credit to import and export trade is called 
___________.
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7. The IFCI was started in the year ___________.

8. The first share market of India was started at __________.

II. Answer the following questions in two to three sentences each.

1. What is the meaning of financial management ?

2. Which are the two types of finance required by the business con-
cerns ? Give examples.

3. Mention any four sources of short term credit required by busi-
ness concerns?

4. Why business conserns require short term finance?

5. What do you mean by long term finance?

6. Give the names of any three organizations in the field of ‘Mutual 
funds’

III. Answer the following questions, each in about eight to ten  
sentences.

1. What is the role and importance of finance to business concerns?

2. Explain briefly the purposes for which long term finance is re-
quired by business concerns?

3. “Issue of shares and debentures play a very important role in long 
term credit.” What are they ? How do they help ?

4. What is the part played by Industrial Finance Corporation (IFC) 
and State Finance Corporations (SFS) in financing business?

5. What are long term public deposits and what are their advan-
tages to public?

6. What do you mean by Money market and how is it different from 
capital market?
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7. Explain in brief the part played by stock exchange in Financial 
matters of business.

IV. Activity :

1. Visit a Bank near your place and collect information from the 
manager, to which business organizations, the bank advances 
short terms credit and long term credit.

2. Collect information from newspapers about the raise and fall of 
share value of certain organizations. Also find out why the share 
value falls in certain cases.
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CHAPTER - 3

ACCOUNTING IN BUSINESS

In this chapter you learn :

• Meaning and definition of Accounting.

•  Need for accounting in business.

•  Meaning of account and rules for debiting and crediting each 
type of accounts.

•  Recording of business transactions in journal and ledger.

•  Position of assets and liabilities of a business concern.

•  Finally the result of a business concern for a period.

Meaning and definitions of Accounting 
Accounting is identifying and measuring business transactions in  

a set of books so as to measure the business transactions in terms of 
money or money’s worth, analyzing and interpreting the results there off.

In general accounting may be called the systematic record of  
business transactions to know the result of the business.

Definitions of Accounting
1. The American Institute of Certified Public Accounts (AICPA)  

difined accounting as “the art of recoding, classifying and summerising 
in a significant manner and in terms of money, transactions and events 
which are, in part atleast, of a financial character and interpreting the 
results there off ”.

2. American Accounting Association (A.A.A.) defined accounting  
as “the process of identifying, measuring and communicating economic 
information to permit informed judgements and decisions by users of the 
information”.

Features of Accounting
1. Accounting is both a science and an art. It is science because it 

has certain definite methods and regulations. It is an art because 
it follows certain methods to fulfil the objectives.
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2. Accounting identifies the business transactions.

3. Accounting shows the value of business transactions in terms of 
money.

4. Accounting classifies the business transactions and records them 
in their respective accounts.

5. Accounting briefs the business transactions and after getting  
required information from ledger prepares, final accounts,  
namely trading and profit and loss account and balance sheet.

6. Accounting helps the business to take necessary decisions by 
showing the result of the business.

Need for Accounting

“Profit to the business is like food to the body” (W.C.F. Heartly). 
Every business concern is started to earn profit. The concern earns profit 
through the transactions of the business, such as purchase of goods, 
sale of goods, receipt of incomes, expenses, incurring losses etc, to know 
the result of all these things is very important. It is necesary to know 
the net profit earned or the loss suffered. It is also required to know the 
amounts due by the firm to others or due to the firm by others. For all 
these purposes it is very essential to write down accounts. To illustrate a 
simple example of a village milk maid, she sells milk to some customers. 
Whenever she sells the milk of a measure, say a litre or half, she marks a 
line for onelitre and half line for half litre. At the week end she counts the 
lines of a customer and accordingly collects money. When a village milk 
maid maintains account in this manner, imagine a business firm which 
deals with so many customers. This is the importance of maintaining 
accounts.

Advantages or benefits of maintaining Accounts.

• Accounting records of a business concern are the permanent 
records of transactions relating to its income and expenditure.

• Accounting records provide full information about business 
transactions.
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• Accounting helps a business concern to compare results of the 
business from year to year.

• Accounting helps to ascertain the financial position of a business 
concern.

• Accounting helps a business concern to know the amount due to 
others and amount due from others.

• Accounts are the documentary evidence required to prove the 
status of business concern to government or to other agencies as 
and when required. Accounts are required even in case of legal 
matters.

• Accounting records and reports help the management of a concern 
in its future planning and decision making process.

Types of maintaining Accounts (Accounting Systems)

Debit and credit play a very important role in accounting. The art of 
recording the debit and credit aspects in account of books is termed as 
Book-keeping. The book in which Debit and Credit aspects are recorded 
is called ledger.

There are two systems of Book-keeping

1. Double - Entry System.

2. Single - Entry System.

Double - Entry System: Every business transaction involves  
two aspects. One aspect gives the benefit and another aspect receives  
the benefit. Both these aspects are to be recorded in books. For  
every aspect there is an account in ledger. Every ledger account has 
two sides (specemen is given) one account receives the benefit and  
another account gives the benefit. While entering the aspects we  
enter two aspects on opposit sides. This system is called Double entry 
system. For example: Goods sold for cash. Here cash account receives  
the benefit and sales account gives the benefit. The aspects are entered 
on two opposite sides. Cash account receives the benefit, it is entered on 
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oneside and goods sales account gives the benefit it is entered in goods 
sales account on opposite side. In benefit received account, the entry is 
made on Debit side and in benefit given account the entry in made on 
Credit side. It is modern and scientific method of maintaining accounts.

Single-entry System: Some business concerns maintain their  
accounts under Single-Entry system. Here only one aspect of the  
transaction is taken into consideration. Some aspects are recorded in 
two accounts, some are recorded in one side and some aspects are  
not recorded at all. Here the full picture of the complete business  
transactions is not available. Hence most of the business concerns  
follow Double - entry system.

The procedure of maintaining accounts under Double - Entry System:

1) The day to-day business transactions are entered in Rough book 
as and when they take place.

2) The transactions entered in rough book are analysed so as to 
which account has to be debited and which account has to be 
credited. Next, Journal entries are passed of the specimen is given.

Specimen form of Journal
Date Particulars LF Debit 

Amount
Credit 

Amount
.......... ............. Dr

............. Cr
(Particular of the 
Transaction .............)

-
-

* * * * * * * * * *

Since the full particulars of the transactions are recorded first in the 
Journal. It is called the book of original entry.

(Note : Abbreviation ‘Dr’ is used for Debit and ‘Cr’ in used for credit)

3) The Journal entries are then transferred to the respective ledger 
accounts.

4) After a particular period or when ever required the balance  
of ledger accounts is found out. The balance of account is the  
difference between Debit and Credit side.
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5) The list of all the balances of all the accounts is prepared. It  
is called Trial Balance.

6) After the preparation of Trial balance, final accounts are  
prepared. Final accounts are divided into three parts.

a) Trading Account.

b) Profit and Loss account.

 (Generally these two accounts are clubbed to-gether)

 ex. : Trading and Profit and Loss account of .............. for the 
year ending ............

c) Balance sheet : Here the list of all Liabilities and Assets are 
listed out.

The recoding of all the transactions is called Accounting cycle.

Accounting Cycle

Accounting Cycle

Business
Transactions

Final Accounts

Journal

Ledger

Trial Balance

Kinds of Accounts: Accounts are clasified into three types.

They are :

1. Personal Accounts   2. Real Accounts   3. Nominal Accounts
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Personal Accounts: The ledger accounts which are maintained  
to record the transactions carried out with persons or firms are called 
Personal Accounts. Ex : Suresh’s a/c, xco’s a/c. etc., Bank a/c.

Real Accounts: The ledger accounts that are maintained by the busi-
ness concerns to record the assets which the firm possesses. 

ex : Building’s a/c, Cash a/c, Furniture a/c, Machinery a/c. etc.,

Nominal Accounts: The business concerns have to maintain  
separate accounts for the profits or incomes it earns and for loss-
es or expences it incurrs. These accounts are called Nominal Accounts.  
Ex : Rent a/c, Salaries a/c, interest a/c, commission a/c, Rates & Taxes a/c, 
Insurance Premium paid etc.,

Rules for Debiting and Crediting different types of Accounts

We have already learnt that the business concerns maintain three 
kinds of accounts. Now let us know the rules to Debit (Dr) and Credit (Cr) 
these accounts. 

Please know in

Accounts ‘Dr’ is used for Debit 
and ‘Cr’  is used   for Credit

Personal Account : Debit the benefit 
receiver’s a/c and credit the benefit giver’s 
account. Debit the receiver and credit 
the giver.

Real acounts : If asset comes in Debit to that asset account and 
if any asset goes out credit to that asset account. Debit what comes 
in and credit what goes out.

Nominal Accounts : Debit the account which incurrs loss or  
expenditure and Credit the account which receives any profit or income. 
Debit all losses or expenses and Credit all profits or gains.

Examples regarding the rules as mentioned above 

The Accounts brought  into start 
Business is called Capital. It is a 
Personal Account.

1. Rajan started business with cash  
Rs. 80,000. The two accounts of this  
transaction are (a) Cash a/c and  
(b) Capital a/c. cash a/c is real a/c. Cash a/c receives the benefit so. 
Cash a/c has to be debited. That means it has to be entered on debit  
side of cash account. The amt. brought to start business is capital.  
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Capital a/c is a personal a/c. Capital is the giver so. Capital account  
has to be credited. That means it has to be entered on the credit side  
of capital account.

2. Cash remitted to Bank Rs. 50,000. The two accounts of this  
transaction are Bank a/c and Cash a/c. Bank a/c is a personal a/c. 
It receives the benefit so Bank a/c has to be debited. That means one  
aspect of this transaction has to be entered on the debit side. Cash a/c 
is a real account. Cash goes out. The rule is credit what goes out and  
therfore cash account has to the credited, that means in cash account 
the second aspect of this transaction has to be entered on the credit side.

Ledger
Ledger is a record of all the accounts of the business concerns  

(Personal accounts, Real accounts and Nominal accounts) Ledger  
account is divided into two sides. On left hand side the Debit entries 
are recorded and on right hand side the Credit entries are recorded. The 
specimen form of Ledger is given below.

Format of Ledger is as follows.

Dr.         ...............................Account       
Cr. 

Date Particulars J.F
Amount

In 
rupees

Date Particulars J.F
Amount

In 
rupees

In this 
col-
umn 
the 
date of 
transa 
ction 
is en-
ter ed.

Name 
of the 
account to 
which the 
money is 
credited 
entered 
here.

The 
Folio 
(page) 
number 
of the 
journal 
is men-
tioned.

The 
Amount 
of 
transa 
ction is 
entered 
here.

The 
date of 
transa 
ction 
is en-
tered 
here.

Name of 
the ac-
count to 
which the 
expenses 
are deb-
ited in is 
mentioned 
here.

The 
Folio 
(page) 
num-
ber 
of the 
jour-
nal is 
men-
tioned.

The 
Amount 
of 
transa 
ction is 
entered 
here.

Transfer of Journal entries to Ledger.
Note: To record the particulars column of Debit side, to which  
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account, the credit aspect of the transaction is affected is entered  
and on the credit side to which account the debit aspect is affected is 
entered. Perfix ‘To’ in the debit side and ‘By’ in the credit side is added.

Ex. : To Raman’s a/c - Debit side,

      By cash a/c - Credit side.

Balancing of Ledger accounts:

After a particular period or as and when required the business  
concerns should know their financial position or stability. For this  
purpose the accounts that are maintained in ledger have to be balanced. 
Balancing of ledger is called striking the balance.

The procedure to balance the ledger is as follows:

• The totals of both sides of the account are noted.

• The total of higher side is shown at the bottom of the amounts 
on the same line in both sides. Leave some space in between the 
amounts and total.

• The difference between the higher side and lesser side is found 
out. This difference is called the balance of that account.

• It is shown in the lesser side in the space left. ‘To balance 
c/f’ or ‘by balance c/f’ is written in the particulars column. If the 
debit side is higher it is debit balance and if the credit side is 
higher it is the credit balance.

• This balance is carried forward for next period.

Note:
Goods account appears as goods purchases account and goods sales 

account. So also goods returns account as purchases returns account 
and sales returns account. These accounts are not balanced but taken as 
purchases a/c, sales a/c, purchases returns a/c, sales returns a/c and 
shown in trial balance.
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As has already explained the amount received against sales and  
the amount paid for purchases, the value of goods returned against  
sales (returns inwards) against purchases (returns outwards) only are 
taken into account in the ledger. A list of all the balances of all ledger 
accounts is prepared. It is called “Trial balance”. The totals both sides of 
Trial balance must be equal. Then only we can say the ledger entries are 
correct.

Know this:
• In ledger for every account one page or more pages are alloted  

according to transactions.

• In J.F. column the page of the Journal entry where the ledger 
a/c., found is entered.

Note: When the ‘Dr’ side total and ‘Cr’ side total in trial balance 
is same. The transfer of entries are correct.

Final Accounts

Trial Balance is prepared to ascertain the arithmetical accuracy 
of ledger accounts. After ascertaining the arithmetical accuracy of 
Ledger, Final accounts are prepared. Final accounts are also termed 
as Financial statements.

Final accounts generally consist of two statements.
1. Trading and profit and loss a/c. 2. Balance sheet.
Trading and profit and loss account may be divided into two accounts 

namely (a) Trading account (b) Profit and loss account. 

They may be prepared separately, but general practice is that they 
are prepared to-gether. Trading account gives the result of buying and 
selling. It includes all the expenses incurred for buying and selling  
or for manufacturing goods. The result is Gross profit or Gross loss.  
Profit and Loss account contains Gross profit or Gross loss, brought  
down from trading account and also all the expenses or losses and  
all gains or profits which are of non-trading items. Balance sheet is a 
statement contains all Assets and Liabilities. The permanent assets 
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lose their value every year. It is called Depreciation. It is deducted from  
the asset and shown as a loss. The total debit and credit balances of  
personal accounts except capital account and Bank account are shown 
together. The total debit balances of personal accounts represents  
as ‘Sundry Debtors’ and total credit balances represents as ‘Sundry 
Creditors’. In the trial balance bank balance is shown as cash at Bank 
and capital account is shown as Capital. The difference between assets & 
liabilities is called capital.

EXERCISES

1. Fill in the blanks with appropriate words in the following  
sentences :

1. The book in which the daily business transactions are 
recorded is called ______________.

2. The transaction. “Paid salaries” comes under ______________ 
kind of accounts.

3. The Modern and scientific method of maintaining accounts 
is called ______________ system of Book keeping.

4. The difference between the debit and credit side of an account 
is called______________

5. The two accounts of “commenced business with cash are” 
______________ and ______________ .

6. The profit earned by Trade is transferred to ______________ 
account.

7. “The permanent assets lose a portion of their value every 
year” it is called ______________.

8. The difference between Assets and Liabilities of a Trade is 
called ______________.
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II. Answer the following questions :

1. Which is the book of original entry in Accounting? Why is it called 

the book of original entry?

2. What are the types of Accounts? Give examples.

3. What is the need for accounting in business?

4. What is Double-entry system of book keeping?

5. Which are the final accounts? What is the result of Profit and loss 

account?

6. “There is no need to find out the balance of goods sold account 

and goods purchases account ?why ?

7. What is the result of depreciation of fixed assets?




