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1. Introduction 
The importance of agriculture in the economic development of any country, rich or poor, is borne out by the fact that it is the 
primary sector of the economy which provides the basic ingredients necessary for the existence of mankind and also provides 
most of the raw materials which then transformed into finished products, serve as basic necessities of the human race.  In a 
preponderantly agrarian economy, agriculture plays a most strategic role from several points of view.  At a minimum, farm 
production must be increased rapidly enough to keep pace with population growth.  However, in a speedy industrializing 
economy, this is not enough. Industrialization necessarily brings with it urbanization and a rapid expansion of the industrial labour 
force.  This may then be expected to bring with it a rising per capita demand for food, based on higher urban incomes. In addition 
to supplying food, agriculture must provide many of the raw materials for industry.  For instance, the fate of textile industry will 
be crucially affected by the supply of raw cotton; leather goods industry will depend on the availability of hides and skins;  food 
processing, brew and tobacco manufactures will all be dependent on agricultural supplies.  Therefore the pace of advance in a 
wide range of consumer goods manufactures will be eventually affected by the pace of agricultural development.  In addition, 
agriculture must generate export surpluses in order to earn the foreign exchange with which to finance the import of capital goods 
and certain kinds of industrial raw materials.  However, agriculture is not only a supplier of goods for domestic and export needs, 
but is also a supplier of production factors such as capital and labour.  A rapidly expanding industrial sector necessarily draws 
some of its labour force from the rural areas.  Moreover, in one form or another, agriculture is called upon to save and finance a 
significant part of the investment for an expansion of industrial plant, transport and other sectors as well. 
The role of agriculture in economic development can be traced since the time immemorial, but particularly in the eighteenth 
century in the writings of the Physiocrates in France.  But the mercantilist had looked upon trade, particularly foreign trade and 
commerce, as the most important sector for initiating economic development.  The Physiocrates argued that the non-agricultural 
sector was sterile, it means constant and unproductive.  It does not generate any economic surplus or net product.  Therefore, the 
agricultural sector plays the most strategic role in economic development.  The rate of growth of non-agricultural sectors is limited 
compare to the growth of agricultural sector. 
Further, the value of agriculture by stating in the words of Bernard M. Baruch i.e. “the cities are but the branches of the tree of 
national life, the roots of which go deeply into the land, we all flourish with the farmer”.  Without the help of agriculture, it is very 
difficult to develop country’s economy and maintain stability.  The development of the agricultural sector is a sine-qua-non for the 
growth of the economy. 
Agriculture plays very dominant role in terms of contribution to gross national product, labour absorption and provisions of 
livelihood to the population.  Its share in the total output is well over 40% in the developing economies. 
The level of national product is mainly depending on the agricultural output.  The increase and decrease in the agricultural output 
directly impacts on the level of national product.  Looking back to Indian experiences, it can be seen that the fluctuations in 
agricultural production have led to similar fluctuations in the level of income. 
Well known economists and several international organizations have sufficiently attempted to categorize the contributions of 
agriculture.  According to Simon Kuznets, three important works done by the agriculture to assist the economic development.  
They are 

 Agriculture makes a product contribution by increasing the supply of food. 
 Agriculture makes a market contribution through its trade contact with other sectors. 
 Agriculture makes a factor contribution by releasing labour force for non-agricultural sector. 
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According to W.A. Lewis: He has undertaken the old theoretical interest in the role of agriculture in economic development.  In 
his famous article entitled “Economic Development with Unlimited Supply of Labour”, he argued that there is unlimited supply of 
labour in the agriculture sector. These workers are perhaps maintained in the agriculture sector at near subsistence level and 
participate in many types of seemingly useful agricultural operations.  In reality however they are in a state of disguised 
unemployment, as their original productivity is zero or negligible due to the pressure of population on agriculture.  Hence, Lewis 
argued that it is possible to achieve the “Economic development through the transfer of surplus labour from agricultural sector to 
industrial sector”. The supply of labour to industry in an under developed economy is perfectly elastic at a given wage rate.  The 
transfer of surplus labour from the rural sector cannot reduce agricultural output because their contribution to the marginal product 
in agriculture is almost zero.  If the surplus lablour transferred to industry these labourers begin to contribute positively to the 
marginal product in industry, which is greater than the wage rate required to effect the transfer from agriculture to industry.  In 
this way, the transfer of surplus labour from the rural sector to the industry will increase national output. 
John Mellor indicates that “a change in the domestic terms of trade towards agriculture has also effects on the economic 
development1, these are three: 

 If savings in the agriculture sector are lower than in the non-farm sector, a transfer of resources from the latter to the 
farmer because of a change in the domestic terms of trade between the two sector would slow down the rate of capital 
formation.  However, it is possible that the rise in the agriculture prices, as compared with industrial prices would 
encourage the entrepreneurial class to become interested in the modernization of the agriculture, which would lead to 
surplus production. 

 A relative rise in the domestic agricultural prices will no doubt adversely affect the exports of primary products which 
contribute the bulk of exports of the developing countries.  If this happens, it will reduce the country’s net foreign 
exchange earnings and have adverse repercussions on the development of the economy as a whole. 

 Higher food prices will discourage the migration of farm workers to the urban sector.  Higher food prices will also rise 
the level of normal wages in industry.  This will put a downward pressure on profit and high wages will retard the 
process of economic transformation. 

Johnston Bruce and Mellor2 further classified the contribution of agriculture for economic development under five heads: 
 Economic development is characterized by a substantial increase in the demand for agricultural products, and failure to 

expand food supplies in pace with the growth of demand can seriously slow down economic growth. 
 Expansion of exports of agricultural products may be one of he most promising means of increasing income and foreign 

exchange earnings, particularly in the earlier stages of development. 
 The labour force for manufacturing and other expanding sectors of the economy must be drawn mainly from agriculture. 
 Agriculture, as the dominant sector of an underdeveloped economy, because of its more contribution is required for 

capital formation and industries expansion. 
 Rising net cash income of the farmers population i.e. agriculture is important as a stimulus to industrial expansion for 

development. 
According to Kindle Berger following are the important contributions of the agricultural sector to the economic development. 
Viz., 

 It can provide labour to industry. 
 It can furnish demand for industrial output; It can provide savings for use in industry. 
 It contributes taxes to the government. 
 Agriculture earns foreign exchange through exports. 
 It provides food for industrial workers. 

Food and Agricultural Organization (FAO) of the United Nation has classified the contributions of agriculture for economic 
development as below 

 Agriculture supplies food and raw materials. 
 Agriculture earns foreign exchange. 
 Agriculture provides finance and labour. 

Finally, Agriculture serves as a source of market, for industrial Products. The overall economic development is possible only 
when the agricultural sector is strengthened. However, if it is traditional, it cannot be expected to make a significant breakthrough 
in the process of economic development. 
The following are the Kuznets classification of the contributions of agriculture to economic development in three groups, viz., 
 
1.1. Product-Contribution 
Contribution of the agriculture for increasing the production: By increasing the agricultural production we have various good 
effects on the growing economy of the country. The first and the foremost thing is the supply of food that agriculture makes 
available as basic necessity of life. The demand for food from the non-farm sector steadily increases and it is the increased farm 
production that meets this growing demand for food, failing which it adversely affects the economy as a whole. “If food supplies 
fail to expand automatically will lead to rise in the prices of food. It leads to pressure on wage rates with consequent adverse 

                                                        
1 Mellor J.W. (1972)”Developing Rural India. Plan and Practice”. Bombay, Lalvans Publishing HousePP.22-24. 
2 Jonston Bruce. F. and Mellor John. W. (1964) “ The Role of Agriculture in Economic Development” (In: Leading Issues in 

Economic Development). Edited by Gerald. M. meier. Delhi- OUP.PP.412-418. 
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effects on industrial profits, investment and economic growth”. As a consequence of this  food imports, must be increased, at the 
expense of diverting scarce foreign exchanges resources from the import of the capital goods needed for industrialization”. Thus 
food is basic requirement for all. 
The role of agriculture is greatly noticed particularly in developing countries, as a means of surplus production. Surplus 
production means that the total food production exceeds the total food consumption of the farm population. The development of 
the country’s economy largely depends upon this surplus. If higher the surplus, more will be the foreign exchange and smoother 
will be the development. “Therefore agricultural surplus becomes necessity for a total economic development”3. 
Another role of agriculture is supply of raw materials to the growing industries. Supply of cheap raw materials is possible only by 
the agriculture, and also it is quite necessary for Agro-based industries and other major industries. In the initial stages, sugar, tea-
plantation, cotton, jute, all these industries directly depend on agriculture. There are also some industries which are dependent on 
agriculture indirectly. “According to the U.N.O. estimation”, “Industries dependent on agricultural raw materials accounted for 51 
percent of the value added and 64 percent of the employment in all manufacturing in the underdeveloped countries”. Therefore, 
agriculture plays very important role in the supply of raw materials and also in the growth of industries. 
Finally, the agriculture provides better health for farm families by producing nutritious food. If the production is very low, it is the 
major cause for under-nutrition and low level of living. The higher proportion of production will be consumed by the farmers and 
therefore little will be the impact on the speed of economic growth. But better nutrition enables the farmer to improve his labour 
productivity. He can work for longer hours. And also he can spend more time for farm-bed preparation, applying pesticides, plant 
care, weeding, irrigation and other farm-works. If there is a shortage of nutrition food, it is impossible to reach a high rate of 
output. Disease and Lathergy are caused by deficiencies of protein and other essential nutrients. Further, Burk and Ezekiel state 
that our concern regarding the low level of food consumption and poor nutritional status of substantial number of people in the 
less developed countries is not simply humanitarian. 
Poor nutrition and lack of food, affects the labour productivity and also their psychological attitude and social behaviour. By 
knowing all important qualities of the nutritious food, we came to conclude that nutritious food is quite necessary for farm-
families for raising more agricultural output4. 
Agriculture increases the income and purchasing capacity of the farm families. By the increased income farmers can buy well 
equipment, machineries, etc., for their farms, and also they make permanent improvements on the farm. By improving the 
conditions or standardity of the farm, we will increase the production. This surplus production earns more foreign exchange, and 
various beneficial effects on the economy. 
“Nicholls, while stating “the role of agriculture in economic development” says “the increased supply of agricultural commodities 
will help the developing country to increase the level of exports and to earn the much needed foreign exchange”. 
Lastly, it promotes the status of farm families in rural areas. Comercialization of the agriculture will increase the productive 
capacity of the farmers and income of the farm-families. This increased income has considerable effect on the farmers’ living 
standard and the upgrading of his status in the rural society. 
All the above discussion about the agriculture showed us the importance of agriculture in economic development and we come to 
conclude that it is an outstanding factor that accelerates the process of economic development. For the economic growth an 
agricultural surplus must come into existence and must persist. 
 
1.2. Its Market Contribution: Development of Trade 
Contribution of agriculture sector to the market or trade is very important aspect from the viewpoint of all-round development of 
the  economy. If the agriculture is modernized, there will be steady increase in production and income, and as a result there will be 
great demand for industrial products by agriculturists. “The higher rural incomes enhance the market for the industrial goods”. 
Higher income leads to a greater and more concentrated rural purchasing power. It can bring an expanded and more diversified 
consumer demand. 
In this connection, Mellar J.W. states that “A dynamic agricultural sector where incomes are growing is a great source of demand 
for the products of the non-agricultural sector. The development of agriculture has almost been associated with the farm inputs 
produced by the industrial sector”. 
For the development of agriculture and excess or over production, we need some inputs like fertilizers, pesticides etc., But from 
all these inputs only we can produce in industries, the production in these industries is greatly increased due to the demand 
generated by the agricultural sector. In addition, the demand arises in respect of products of the non-agricultural sector. This 
creates the demand for various types of consumer and capital goods. Greater demand for all these goods provides incentive for the 
development of non-agricultural sector. Thus the agricultural sector has a great capacity to change the marketing system of the 
economy. 
 
1.3. Its Factor Contribution 
Factor contribution by the agriculture is also considered as a most important aspect in the development of country’s economy. 
Agriculture sector supplies more labour force to the non-farm sectors. 
 

                                                        
3 Mellar J. W. (1972) et al. “Developing Rural India”; Plan and Practice, Bombay, Lalwani Publishing House, PP.22-24.  
4 Burk M.C. and Ezekiel Maredeca, (1967) “Food and Nutrition in Developing Economy” (In: Agricultural Development and 

Economic Growth, edited by Southwarth and Johnston, New York, Carnel University Press), P.337. 
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2. Conclusion 
To sum up, in a developing economy like India, agriculture is the most important sector in terms of contribution to gross national 
product, labour absorption and provisions of livelihood to the population. Its share in the total output is well over to presence in 
the developing economies. Whatever may be the increase or decrease in the agricultural output, it will have a relative impact on 
the level of national product. The modern agricultural inputs are far more superior to the traditional inputs. Again, the superiority 
of the modern inputs lies in their innovations based on science and their constructive translation through practical application i.e., 
technology. In these days, science and technology are promising humanity more than ever before.Thus, one of the key features of 
the modern agriculture is that its current level of production and to an ever greater extent increments in production are based on a 
set of purchased inputs of a farm not found in traditional agriculture. 
 
3. References 

1. Somanath Pandit. (1951 & 1975) : Critical Study of Agricultural Productivity in Uttar Pradesh 1951-1974; Concept 
Publishing Company New Delhi. 

2. Soni R. N. (1998) : Leading Issues in Agricultural Economics (Theoretical and Applied); ShobanLal Nagin Chand and Co. 
Jalandhar. 

3. Dr. Srinivasgouda M.V. and Dr. Nanjegouda (1999) (Ed) : Economic Development of Karnataka: Leading Issues; The 
Local Advisory Committee 81st Annual Conference of the Indian Economic Association, Bangalore University, 
Bangalor. 

4. Subrata Ghatak and Ken Ingersent(1984) : Agriculture and Economic   Development; New Delhi, P.69 
5. Sueschofield(1979) : Development and the Problems of Village Nutrition; Published by Institutes of Development 

Studies Croom Helm Ltd. 2-10 st. John’s Road, London, SW 11. 
6. SundaramK. P.M. (1990) : Introduction to Indian Economy (a descriptive analysis); 25th Edition R. Chaand, and Co. 

Publishers. – New Delhi. 
7. Suryanarayan Raju S.K.V.: Analysis of Productivity Levels and Economic Efficiency in Agriculture; Chugh 

Publications, Alafb 
8. Theodore W. Schultz (1952) : The Economic Organization of Agriculture; Tata MacGrow-Hill Publishing Co. Ltd.,  New 

Delhi. 
9. Tyagi D. S. Kahlon A.S. (1983) : Agricultural Price Policy in India; Allied Publishers, Pvt. Ltd., New Delhi. 
10. Dr. VarmaPramod(1987): Labour Economics and Industrial Relations; Published by Tata McGraw Hill Publishing 

Company Ltd., New Delhi 
 
 
 
 
 


