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 Introduction 
India was basically an agrarian economy 

with a weak industrial base at the time of 
Independence. There were high level of poverty, 
illiteracy and unemployment in the country. 
India experienced very poor economic and 
social over heads. It is principally for these 
reasons that the state had to play an extensive 
role in developing the country. Hence India 
conceived to have the Indian economy on 
socialist lines. The economic growth may be 
sustained at a maximum rate, if private sector 
and public sector join hands.India followed 
mixed economic system that it is operated both 
by private enterprises and public enterprises. 

 Public and Private Sector
There are all kinds of business 

organizations – small or large, industrial or 
trading, private owned or government owned 
in our country. These organizations affect in 
our daily economic life and therefore become 
part of the Indian economy. Since the Indian 

economy consists of both private owned and 
government owned business enterprises, it is 
known as a mixed economy. The Government 
of India has opted for a mixed economy where 
both private and government enterprises are 
allowed to operate. The economy, therefore, 
may be classified into two sectors viz., private 
sector and public sector.

The public sector and the private sector are 
allotted their respective roles in promoting the 
economic welfare of all sections of the 
community. Public sector industries are under 
the ownership of Government whereas the 
private sector industries are under the ownership 
of private people. The public sector enables the 
full growth in an economy. Public sector is on 
service motive and the private sector is on profit 
motive.

Mixed economy is the 
mixture of merits of both 
capitalism and socialism.

▶ To know the history of public sector
▶ To know the various indicators of Socio-Economic Development
▶ To understand the importance of public sector
▶ Appreciate the difference between public and private sectors
▶ Understand the functions of private sectors

Learning Objectives

Public and Private 
Sectors

Unit - 2
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Definition of Public Sector

The sector, which is engaged in the 
activities of providing government goods and 
services to the general public is known as Public 
Sector. The enterprises, agencies, and bodies 
are fully owned, controlled and run by the 
government whether it is central government, 
state government or a local government.

History of public Sector

 When India achieved independence in 
1947, it was primarily an agricultural country 
with a weak industrial base. There were only 
eighteen Indian Ordnance Factories in the 
country which the British had established 
for their own economic interest and rule 
the subcontinent with brute force. The 
national consensus was in favour of rapid 
industrialisation of the economy which was seen 
as the key to economic development, improving 
living standards and economic sovereignty. 

 Building upon the Bombay Plan (1940), 
which noted the requirement of government 
intervention and regulation, the first Industrial 
Policy Resolution announced in 1948 laid 
down broad contours of the strategy of 
industrial development. Subsequently, the 
Planning Commission was formed by a cabinet 
resolution in March 1950 and the Industrial 
Act was enacted in 1951 with the objective of 
empowering the government to take necessary 
steps to regulate industrial development. 

 Prime Minister Jawaharlal Nehru 
promoted an economic policy based on import 
substitution industrialisation and advocated 
a mixed economic system. He believed that 
the establishment of basic and heavy industry 
was fundamental to the development and 
modernisation of the Indian economy. India's 
second five year plan (1956–60) and the 
Industrial Policy Resolution of 1956 emphasised 
the development of public sector enterprises 
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Public Sector Organizations:
 There are two types of public sector organizations, i.e. either the Government fully finances 

them through the revenues they raise by collection taxes, duties, fees, etc. of the government holds 
more than 51% of the total share capital of the company which comes under various ministries. The 
enterprises are established with service motive. 

 It is the largest sector, which works for the upliftment of the people by providing the following 
services to the people : Postal services , Railway services , Providing security, education and health 
facilities at low cost, and generation of employment opportunities, etc..
Organs of public sector:

1. Administration by a Government Department 
It is very common almost in all countries.
Example -  Post and Telegraph, Railways, Port Trust, Irrigation 

Projects on India etc.,

2. The Joint sector companies:
 It is governed by a company law and controlled by the 
Government as principal major share holders. Example - Indian 
Oil Petronas pvt ltd, Indian Oil Sky tanking Limited.
 Ratnagiri Gas and Power Private Limited, Indian Synthetic 
Rubber Limited.

3. Public Corporation :
 This type of organization is the establishment of public 
corporation by the state of the parliament of legislature. 
Example - LIC, Air India, The Reserve bank of India, Electricity 
Board 

Chennai Port

Indian Oil Petronas Pvt. Ltd.

Reserve Bank of India

to meet Nehru's national industrialisation 
policy. His vision was carried forward by  
Dr. V. Krishnamurthy known as the "Father 
of Public sector undertakings in India". 
Indian statistician Prof. P.C. Mahalanobis 
was instrumental to its formulation, which 
was subsequently termed the Friedman–
Mahalanobis model.

The 1991 industrial policy was radically 
different from all the earlier policies where the 
government was deliberating disinvestment of 
public sector and allowing greater freedom to 
the private sector. At the same time, foreign 
direct investment was invited from business 
houses outside india. Thus, multinational 
corporations, which operate in more than one 

country gained entry into the Indian economy. 
Thus, we have public sector units, private sector 
enterprises and multinational corporations 
coexisting in the Indian economy. 

The objectives of Public Sector

•  To promote rapid economic development 
through creation and expansion of infrastructure

• To generate financial resources for development
•  To promote redistribution of income and wealth
•  To create employment opportunities
• To promote balanced regional growth
•  To encourage the development of small-scale 

and ancillary industries, and
•  To accelerate export promotion and import 

substitution
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Classification of Industries 

•  The public sector in India owes its origin 
in the 1956 Industrial policy resolution 
of the Government of India.  This 1956 
resolution classified industries into three 
categories. The Industries which would be 
exclusively owned by the state are referred 
to as Schedule-A

•  The industries in which the private sector 
could supplement the efforts of the state 
sector, with the state taking the sole 
responsibility for starting new units which 
are specific in Schedule-B.

•  The remaining industries which were 
in the private sector are mentioned in 
Schedule-C

Public Sector is divided into the following 
nine categories
1)  Public sector enterprises must supply 

essential infrastructure for economic 
development which are known as primary 
public utilities which include the following: 
Airlines, Shipping, Railways, Power 
Generation, Tele communication etc.

2)  Public sector enterprises also to have 
control of the “commanding heights 
of the economy” e.g. Defence, Banks, 
Coalmines, Oil, Steel etc.

3)  They are to play an entrepreneurial role 
which is, in other words, called capital 
intensive industries: e.g., Iron ore, Petro-
Chemicals, Fertilizer, Mining, Ship - 
Building. Heavy Engineering etc.

4)  Public sector enterprises under 
Government monopoly which includes: 
Telecommunication equipment. Defence 
production. Railways, Rolling Stock etc.

5)  Public sector enterprises which are 
exclusively meant for High Technology 
industries, e.g.: Atomic energy.

6)  Consumer oriented public sector 
undertakings. eg. Drug, Paper, Hotels etc.

7)  Public Sector enterprise which is set up in 
order to take over the sick private units, 
e.g.: Textile,  Engineering etc.

8)  Public sector enterprises which are set up 
as Trade Corporation, e.g.: FCI, CCI etc.

9)  Public sector enterprises which serves as 
a consultancy and engineering service etc. 
e.g. MECON.

Nine Categories of Public Sectors
Airlines 

Textile FCI

Defence Heavy Engineering

Railways Atomic Energy Drugs

MECON Ltd.
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9

UNIT 2_Economics.indd   241 1/5/2022   10:15:18 PM



2 4 2 Public and Private Sectors

Literacy

 Educational skill plays a vital role in the 
Socio Economic Development. Sarva Siksha 
Abhiyan(SSA) is government of India’s flagship 
programme. It is implemented for making free 
and Compulsory Education to the children of 
6-14 years with life skills. The Government also 
introduced RMSA, Smart class, e-learning, free 
computer skill classes and eco-friendly studying 
environment, Digital India for increasing the 
level of quality in education.

Employment

 There is a clear shift in employment 
to secondary and tertiary sector from the 
primary sector. A growing number of people 
moved urban areas in search of employment. It 
increased urban population, hence government 
started the ‘Smart city’ Scheme which provides 
the city with many facilities like hospitals, 
schools, housing facilities and shopping centers. 
To promote rural and backward areas in terms 
of employment the government encourages 
private sectors to start an industry in backward 
areas by providing tax benefit electricity at a 
lower tariff, etc., It removes regional inequality. 

Provision of House , Clean Drinking 
Water and Sanitation

Government sector provides housing 
facilities, clean drinking water facilities and 
sanitary facilities under clean India Planning. 
Providing clean water and sanitary facilities 
overcome diseases and malnutrition. By 
providing these facilities the Life Cycle of the 
people increases.

Importance of Public sector

Public sector plays a major role in the 
development of any economy. It has following 
importance:-

1.  Public Sector and Capital Formation: The 
role of public sector in collecting saving and 
investing them during the planning period 
has been very important.

NITI Aayog (National Institution for 
Transforming India)

• NITI Aayog replaced 
65 years old planning 
commission. Planning 
commission has 
power to allocate 
funds to ministries and states, this function 
will be now at finance ministry.

• NITI Aayog was formed on January 1st, 
2015.

NITI Aayog

Socio-Economic Development
Socio-economic development is the 

process of social and economic development 
in a society. Socio-economic development is 
measured with indicators, such as GDP, life 
expectancy, literacy and levels of employment. 

The new “Think Tank” 
is NITI Aayog can form 
a suitable platform in 
integrating the social sector 
initiatives of the Centre, state 
and the local bodies.

INDICATORS OF SOCIO-ECONOMIC 
DEVELOPMENT
Gross Domestic Product (GDP)

GDP supports in developing socio - 
Economic Development. The proportion of 
GDP by the industrial sector both private and 
public sector has been increased. It results 
increasing government funds and increase 
public spending.

Life Expectancy

According to 2011 Census of India, Life 
expectancy in India is 65.80 years for men and 
68.33 years for women. Government provides 
high degree of health measures through various 
programmes. The Government announced in 
the Union Budget 2018-19 the “National Health 
Production Scheme” (NHPS) to serve poor and 
vulnerable families.
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2.  Economic Development: Economic 
development mainly depends upon industrial 
development. Heavy & basic industries 
like iron & steel, shipping, mining, etc. are 
required for supplying raw materials to small 
industries.

3.  Balanced Regional Development: Public 
sector undertakings have located their plants 
in backward parts of the county. These areas 
lacked basic industrial and civic facilities 
like electricity, water supply, township 
and manpower. Public enterprises have 
developed these facilities thereby bringing 
about complete transformation in the socio-
economic life of the people in these regions.

4.  Employment Generation: Public sector 
has created millions of jobs to tackle the 
unemployment problem in the country. The 
number of persons employed during the year 
2011 was 150 lakh. Public sector has also 
contributed a lot towards the improvement 
of working and living conditions of workers 
by serving as a model employer.

5.  Export Promotion and Foreign Exchange 
Earnings: Some public enterprises have done 
much to promote India’s export. The State 
Trading Corporation (STC), the Minerals 
and Metals Trading Corporation (MMTC), 
Hindustan Steel Ltd., the Bharat Electronics 
Ltd., the Hindustan Machine Tools, etc., have 
done very well in export promotion.

6.  Protection to Sick Industries: Public sector, 
to prevent sick unit closing down, takes over 
their responsibility & prevent many people 
from getting unemployed not only this but it 
prevents unnecessary locking of capital, land, 
building, machinery,etc.

7.  Import Substitution: Some public sector 
enterprises were started specifically to 
produce goods which were formerly imported 
and thus to save foreign exchange. The Oil 
and Natural Gas Commission (ONGC), 
the Indian Oil Corporation Ltd., the Bharat 
Electronics Ltd., etc., have saved foreign 
exchange by way of import substitution.
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6. No tax evasion Tax evasion 
is possible

7. It is service oriented It is purely 
profit 
oriented

8. Reservations are 
implemented. 
Priority is given 
to the socially 
backward people

It does not 
care the 
socially 
backward 
class, 
reservation is 
not followed

Definition of Private sector
The segment of a 

national economy that 
is owned, controlled 
and managed by private 
individuals or enterprises is 
known as Private sector. The 
private sector companies are 
divided on the basis of sizes which are privately 
or publicly traded organizations. They can be 
created in two ways, i.e. either by the formation 
of a new enterprise or by the privatization of 
any public sector enterprise.

The Private sector is a part of country’s 
economic system that is run by individuals 
and companies, rather than the government. 
Even the vast expansion of public sector, the 
contribution of the private sector continued to 
be very large. This was due to the development 
of medium, small and very small or micro 
industries.

Also, the contribution of the products of 
cottage, and village industries and the small, 
scale industries is the major portion of the 
wholesale and retail trade. The contribution of 
private sector towards national production is 
higher than the public sector, Private sector is 
dominent in road, ship, and airways transport 
and also in consumer industries.

The largest public sector 
employer in india is Indian 
Railways.

Difference between Public sector 
and private sector

Though the public sector and private sector 
work together for developing the country they 
have different goals and motives. Here are some 
important differences between them.

S. 
No.

PUBLIC 
 SECTOR

PRIVATE 
SECTOR

1. Ownership of 
industries is with 
government

Ownership 
of industries 
is with 
private 
individuals

2. Public Revenue 
depends upon levy 
of taxes, on income 
and commodities 
and services

Issuing 
shares and 
debentures 
or by taking 
loan

3. Public sector 
ensures the proper 
wage

Private sector 
exploits the 
workers

4. It does not allow to 
concentrate huge 
wealth in few hands 
or rich people

It allows 
concentrate 
of huge 
wealth in few 
hands or rich 
people 

5. Public sector 
industries: Example 
NLC, SAIL, BSNL

Private sector 
industries: 
Example 
TVS Motors, 
Ashok 
Leyland, 
TATA Steel
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Major private companies 

• Infosys 

• Aditya Birla Company

• Reliance Industrial companies

• Tata Group of companies

• WIPRO Limited

• Hindustan Unilever Limited

• ICICI Bank Limited.

Infosys-software IT services

Functions of Private Sector
• The main function of private sector is to create 

innovation and modernization.  The profit 
motive drives them to invent, innovate new 
techniques of production and manage the 
productive activities in a scientific manner.

• Develop and maintain infrastructure and 
services. 

• Promote and expand existing businesses.

• Promote human capital development, to help 
vulnerable groups especially to participate in 
the labour market and encourage community 
development by promoting community 
business and co-operatives, local exchange 
systems and informal credit etc..

• Promote small, micro and medium enterprises 
(SMME) through supply side measures and 
demand side measures and attract investment 
in the city.

In India, being a mixed economy, has 
assigned a great importance on the private sector 
of the country for attaining rapid economic 
development. The most dominant sector of 
India, i.e., agriculture and other allied activities 
like dairying, animal husbandry, poultry etc. is 
totally under the control of the private sector. 
Thus private sector is playing an important role 
in managing the entire agricultural sector and 
thereby providing the entire food supply to the 
millions. 

Moreover, the major portion of the 
industrial sector engaged in the non-strategic 
and light areas, producing various consumer 
goods both durables and non-durables, 
electronics and electrical goods, automobiles, 
textiles, chemicals, food products, light 
engineering goods etc., is also under the control 
of the private sector. The social and economic 
challenges before the country are great.  To 
meet the targets in structural transformation 
and economic growth public sector and private 
sector must join together.

Recap

�  The public sector and the private sector are 
allotted their respective roles in promoting 
the economic welfare of all sections of the 
community.

�  The sector, which is engaged in the activities 
of providing government goods and services 
to the general public is known as Public 
Sector.

�  The Planning Commission was formed by 
a cabinet resolution in March 1950 and the 
Industrial Act was enacted in 1951 with the 
objective of empowering the government to 
take necessary steps to regulate industrial 
development.

�  Socio-economic development is the process 
of social and economic development in a 
society.
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�  The segment of a national economy that is 
owned, controlled and managed by private 
individuals or enterprises is known as Private 
sector.

�  Statistical reveals in the Union Ministry of 
Health and Family Welfare shows that life 
expectancy in India is 65.80 years for men 
68.33 years for women.

GLOSSARY

Emphasized Intensity or forcefulness of expression ச�ொல்வன்மை
Accelerate Cause to move faster வி்ைவுபடுத்துதல

Disinvestment To sell off certain assets such as a manufacturing 
plant, a division or subsidiary, or product line

முதலீடுக்ைத் திருமபப் 
சபறுதல

Debenture A certificate or voucher acknowledging a debt கடனீட்டுப் பத்திைம

Ensure Be careful or certain to do something; make 
certain of something உறுதிப்படுத்து

Vulnerable Capable of being wounded or hurt பொதிககககூடிய

4. Public sector is on  motive. 
 a) Profit Motive b) Service Motive
 c) Speculative Motive d) None of these

II  Fill in the blanks

1.  The  and  are allotted their 
respective roles in promoting the economic 
welfare of all sections of the community.

2.  The private sector is on  motive. 

3.   is the process of social and 
economic development in a society.

4.  The main function of private sector is to 
create  and .

5.  The government is committed to 
strengthening  and co-operation 
among the citizens.

III Match the following
1. Think Tank - Primary Sector

2. Agriculture -  Gross Domestic Product

3. Industries - NITI Aayog 

4. GDP  - Secondary Sector

I   Choose the 
correct answer

1.  The public sector in India 
owes its origin in the 

 Industrial policy 
resolution of the Government of India.

 a) 1957 b) 1958

 c)1966 d) 1956 

2.  Mixed economy is the mixture of merits of 
both . 

 a) Capitalism b) Socialism

 c) a & b are correct d) a & b are incorrect

3.   is governed by a company law and 
controlled by the Government as principal 
major share holders.

 a) Private Sector  b) Joint Sector 

 c) Public Sector  d) None of these 

 Exercise 
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3.  Explain any five measured indicators of 
socio - economic development.

4. What are the importance of public sector?
5.  Write the differences between public and 

private sector.
6. Write the functions of private sector.

VIII Activity 

  Life expenctancy - ability to lead a long 
and health life.

S. 
No.

Name of 
The Person

Nature of 
work done

Agriculture/ 
Industry / 

Service

1.
2.
3.
4.
5.

Explain your reasons for the classification.

IX. Life Skill
1. Teacher and students are discuss about 

the Socio - Economic Development and 
industrial growth and development in 
that locality.

REFERENCE BOOKS

1.  Dhaat and Sundaran - Indian Economy   
2.  Sankaran - Indian Economy  
3.  Dwett  - Indian Economy

INTERNET RESOURCES

 � www.Wikipedia.com
 � www.tn.gov.in
 � www.statisticstimes.com
 � india’s industries related websites

IV Which is the Odd one
1.  Which one of the following is not the 

indicator of the Socio Economic Development.
 a) Black Money
 b) Life Expectancy 
 c) Gross Domestic Product (GDP)
 d) Employment

V  Which of the following is a 
correct answer

1. i)  The Industries which would be exclusively 
owned by the state are referred to as 
Schedule-A

 ii)  The industries in which the private 
sector could supplement the efforts of 
the state sector, with the state taking the 
sole responsibility for starting new units 
which are specific in Schedule-B.

 iii)  The remaining industries which were in 
the private sector are not mentioned in  
Schedule.

 a) All are Correct
 b) i and iii are correct
 c) i and ii are correct 
 d) None of these 

VI Answer in briefly
1. Write short note on public sectors.
2. What does the society want?
3.  Write the objectives of Public sector.
4. What are the three organs of public sectors?
5.  Name some indicators that measure 

socio-economic development.
6. Write short note on Private sector.
7.  Name any three Major Private Sector 

industries.

VII Answer the following in detail
1. Explain the organs of public sector.
2.  Write briefly explain the history of public 

sector.
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